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THIS AGREEMENT is made on 29 June 2007

BETWEEN:

M

@)

@)

)

CHINA WATER GROUP LIMITED, a company incorporated in the British
Virgin Islands with limited liability and having its registered office at Abott
Building, 2nd Flder, P.O. Box 933, Road Town, Tortola, British Virgin Islands (the
“Yendor™);

TOP HARBOUR DEVELOPMENT LIMITED , a company incorporated in the
British Virgin Islands with limited liability and having its registered office at OMC
Chambers, P. O. Box 3152, Road Town Tortola, British Virgin Islands (the
“Purchaser’);

CHINA WATER AFFAIRS GROUP LIMITED, a company incorporated in the
Cayman Islands and continued in Bermuda and having its registered office at
Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda and its head office
and principal place of business in Hong Kong at Suite 6408, 64/F., Central Plaza,
18 Harbour Road, Wanchai, Hong Kong(“China Water”); and

WAH YUEN HOLDINGS LIMITED, a company incorporated in the Cayman
Islands having its registered office at Cricket Square, Hutchins Drive, P.O. Box
2681, Grand Cayman KY1-1111, Cayman Islands and its head office and principal
place of business in Hong Kong at 2/F., On Shing Industrial Building, 2-16 Wo Liu
Hang Road, Fo Tean, Shatin, New Territories, Hong Kong' (the “WY” or
“Holdings™). '

WHEREAS:

(A)

(B)

©

D)

)

China Environmental Water Holdings Limited (the “Company”) is a company
incorporated in Hong Kong with limited liability and as at the date hereof, has an
authorised capital of HK$10,000 divided into 10,000 ordinary shares of HK31.00
each (each a “Share™), of which 10 Shares (the “Sale Shares™) have been issued
and are fully paid up or credited as fully paid and is beneficially owned by the
Vendor. Further particulars of the Company are set out in Schedule 1.

The Purchaser is a wholly owned subsidiary of Holdings the issued Holdings
Shares (as defined herein) of which are listed on the main board of the Stock
Exchange (as defined herein).

The Vendor is a wholly owned subsidiary of China Water Affairs Group Limited,
the issued shares of which are listed on the main board of the Stock Exchange.

The Vendor has agreed to sell and the Purchaser has agreed to purchase the Sale
Shares subject to and upon the terms and conditions of this Agreement.

In consideration of the Purchaser agreeing to enter into this Agreement, China -
Water has agreed to guarantee the performance by the Vendor of its obligations



®

NOW IT IS HEREBY AGREED as follows:

1.

1.1

under this Agreement subject to and upon the terms and conditions of this

Agreement.

In consideration of the Vendor agreeing to enter into this Agreement, Holdings has
agreed to guarantee the performance by the Purchaser of its obligations under this
Agreement subject to and upon the terms and conditions of this Agreement.

INTERPRETATION

In this Agreement (including the Recitals and Schedule), unless the context
requires otherwise, the following words and expression shall have the meanings
ascribed to each of them respectively below:

“Associates”

“Actual Profit”

“Audited Accoants”

“Audited Accounts Date”

“Auditors”

“Business Day”

“Certificate”

“Completion”

“Completion Date”

has the meaning ascribed thereto under the
Rules Governing the Listing of Securities on
the Stock Exchange

has the meaning ascribed thereto in Clause
6.2

the audited consolidated balance sheet of the
Group as at the Audited Accounts Date and
the audited consolidated profit and loss
accounts of the Group for the year ended on
the Audited Accounts Date, a copy of which
has been attached to this Agreernent as
Exhibit “A”

31 March 2006

has the meaning ascribed thersto in Clause
6.5

a day (other than a Saturday) on which
licensed banks are generally open for
business in Hong Kong throughout their
normal business hours

a certificate in the agreed form to be issued
in respect of the Convertible Bonds

completion of the sale and purchase of the
Sale Shares in accordance with the terms and
conditions of this Agreement

the date falling two Business Days after the
fulfillment (or waiver) of the conditions set



“Consideration”

“Consideration Shares™

“Conversion Shares™

“Convertible Bonds”

“Disclosed”

“Disclosure Letter”

“Encuembrance”

£44 Gro up$ *

“Guarantee Certificate”

out m. Clause 3.2

has the meaning ascribed thereto in Clause
4.1

133,000,000 new Holdings Shares to be
allotted and issued to satisfy in part of the
Consideration

the Holding Shares to be issued upon the
exercise of the conversion rights attaching to
the Convertible Bonds

the convertible bonds in the agreed form in
the principal amount of HK$180,050,000, to
be issued by Holdings in favour of the
Vendor at Completion to satisfy 1 part of the
Consideration

disclosed in a full, fair, specific and accurate
manner elsewhere in this Agreement, the
Disclosure Letter, the Audited Accounts or
the Previous Announcements and any
disclosure in writing in the agreed form
provided by the relevant parties hereto prior
to the execution of this Agreerment

the letter of the same date as this Agreement
from the Vendor to the Purchaser

any morigage, charge, pledge, lien,
(otherwise than arising by stafute or
operation of law), hypothecation or other
encumbrance, priority or security interest,
deferred purchase, title retention, leasing,
sale-and-repurchase or sale-and-leaseback
arrangement whatsoever over or in any
property, assets or mights of whatsoever
nature and includes any agreement for any of
the same and “Encumber” shall be
construed accordingly

together the Company and the PRC
Subsidiary and the expressions “Group
Company” and “member of the Group”
shall be construed accordingly

has the meaning ascribed thereto in Clause
6.2



“Guaranteed Profit”

“Holdings Audited Accounts™

“Holdings Audited Accounts
Date”

“Heldings Group”

“Holdings Subsidiaries”

“Holdings Share(s)”
“Hong Kong”

“Instrument”

“Issue Price”

‘GPRC)’

has the meaning ascribed thereto in Clause
6.1

the audited consclidated balance sheet of the
Holdings Group as at the Holdings Audited
Accounts Date and the audited consolidated
profit and loss accounts of the Holdings
Group for the year ended on the Holdings
Audited Accounts Date

31 December 2006

together the Holdings and the Holdings
Subsidiaries ~ and the expressions of
“Holdings Group Company” and
“member of the Holdings Group” shall be
construed accordingly

the subsidiaries of the Holdings

share(s) of HK$0.01 each in the capital of
Holdings

the Hong Kong Special Administrative
Region of the People’s Republic of China

the instrument substantially in the agreed
form to be executed by Holdings constituting
the Convertible Bonds, a draft of which is set
out in Schedule 6 (subject to such
amendments as the Purchaser and the Vendor
may agree), together with the schedules (as
from time to time altered in accordance with
the Instrument) and any other document
executed in accordance with the Imstrument
(as from time to time so altered) and
expressed to be supplemental to the
Instrument

the issue price of HK$0.15 per Consideration
Share

the People’s Republic of China which, for
the purpose of this Agreement, excludes
Hong Kong, the Macau  Special
Administrative Region of the PRC and
Taiwan



“PRC Subsidiary”

“PRC Subsidiaries”

“Previous Announcements”

“Purchaser Warranty(ies)”

“Relevant Capacity”

e SFC”

“Stock Exchange”

“this Agreement”

“Faxation™

Conseco  Seabuckthorm Co.,, ILitd, a
Chinese-foreign  equity joint venture
established in the PRC, details of which are
set out in Schedule 2

Conseco Seabuckthom Co., Ltd. and its
subsidiaries, details of which are set out in
Schedule 2

all public announcements and circulars to the
shareholders of China Water made by or on
behalf of China Water in relation to its
acquisition and holding of its interests in the
Group '

the representation(s), warranty(ies) and
undertaking(s) set out in Schedule 4 provided
by the Purchaser under this Agreement

for its or his own account or for that of any
person, firm or company other than the
Purchaser or the Company and whether
through the medium of any company which
is its or his Associate (for which purpose
there shall be aggregated with its or his
shareholding or ability to exercise control the
shares held or controlled by any of its or his
Associates) or as principal, partper, director,
employee, consultant or agent

the Securnties and Futures Commission of
Hong Kong

The Stock Exchange of Hong Kong Limited

this agreement for the sale and purchase of
the Sale Shares, as amended from time to
time

all forms of taxation including overseas
taxation and all forms of profits tax, interest
tax, estate duty and stamp duty and all levies,
imposts, duties, charges, fees, deductions and
withholdings whatsoever charged or imposed
by any statufory, govermmental state,
provincial, local government or municipal
authority whatsoever and the expression
“Tax” shall be construed according



1.2

1.3

1.4

“Tax Indemnity” the deed of indemnity in the agreed form to
be made between the Vendor, the Company
and the Purchaser, a draft of which is set out

in Schedule 6

“Listing Rules™ the Rules Goveming the Listing of Securities
on the Stock Exchange

“Title Deeds” represent all title deeds and documents

necessary to prove the Company's title to the
property owned or occupied by each Group
Company and the documents of title consist
of the original document and/or properly
certified copies thereof

“Yendor Warranty(ies)” the representation(s), warranty(ies) and
undertaking(s) set out in Schedule 3 and all
other representation(s), undertaking(s) and
warranty(ies) provided by the Vendor umder
this Agreement

“Warranties” the Vendor Warranties or the Purchaser
Warranties, as the case may be

“Waiver” _ the letter (in the agreed form) issued by the
Vendor confirming that all obligations,
liabilities and debts owing or incurred by the
Company or the PRC Subsidiary and its
subsidiaries to the Vendor or its assoclates on
the date of this Agreement or at any time
prior to the Completion whether actual,
contingent or deferred and irrespective of
whether or not the same is due and payable
on Completion has been waived

“HKS” Hong Kong doilars, the lawful currency of
Hong Kong

References herein to Clauses and the Schedules are to clauses in and the schedules
to, this Agreement unless the coutext requires otherwise and the Schedules to this
Agreement shall be deemed to form part of this Agreement.

The expressions “Vendor”, “Purchaser”, “China Water” and “Holdings™ shall,
where the context permits, include their respective successors and personal
representatives.

The headings are imserted for conmvenience only and shall not affect the
construction of this Agreement.



1.5

1.6

2.1

2.2

3.1

3.2

Unless the context requires otherwise, words importing the singular include the
plural and vice versa and words importing a gender include every gender.

In this Agreement, any reference to a document in the “agreed form” is to a form
of the relevant document which is in form and substance satisfactory to the
Purchaser and the Vendor.

SALE AND PURCHASE OF THE SALE SHARES

Subject to and upon the terms and conditions of this Agreement, the Vendor shall
as beneficial owner sell and the Purchaser shall purchase the Sale Shares free from
all Encumbrances together with all righis now and hereafter attaching thereto
including but not limited to all dividends paid, declared or made in respect thereof
at any time on or after the date of this Agreement.

The Vendor and the Purchaser shall not be obliged to complete the sale and
purchase of any of the Sale Shares unless the same are completed simultaneously.

CONDITIONS

The Purchaser shall and shall procure that its agents shall forthwith upon the
signing of this Agreement conduct such review of the assets, liabilities, operations
and affairs of the Group as it may reasonably consider appropriate and the Vendor
shall provide and procure the Group and its agents to provide such assistance as
the Purchaser or its agents may reasonably require in connection with such review.

Completion shall be conditional upon and subject to:

(2) the Purchaser being satisfied ‘with the results of the due diligence review to be
conducted under Clause 3.1;

(b) all necessary consents and approvals required to be obtained on the part of the
Vendor and the Purchaser in respect of this Agreement and the transactions
contemplated thereby having been obtained;

(c) the passing by the shareholders of Holdings at a general meeting of Holdings
10 be convened and held of an ordinary resolution to approve this Agreement
and the transactions contemplated hereunder, including but not limited to i)
the allotment and issue of the Consideration Shares to the Vendor credited as
fully paid; and ii} the issue of the Convertible Bonds to the Vendor;

(d) the obtaining of 2 PRC legal opinion (in form and substance satisfactory to
the Purchaser) in relation to the iramsactions contemplated under this
Agreement;

(e) the Warranties remaining true and accurate in all respects;

(f) the Listing Committee of the Stock Exchange granting listing of and



3.3

3.4

4.]

4.2

4.3

permission to deal in the Consideration Shares;

(g) the Listing Committee of the Stock Exchange granting listing of and
permission to deal in the Conversion Shares; and

(h) if necessary, the passing by the shareholders of China Water at a general
meeting of China Water to be convened and held of an ordinary resolution to
approve this Agreement and the transactions contemplated thereunder.

The Vendor shall use its best endeavours to assist the Purchaser in connection with
the due diligence review to be conducted under Claunse 3.1. Each of the Vendor and
the Purchaser shall procure that all information and documents required pursuant
to the Listing Rules, and other applicable rules, codes and regulations whether in
connection with the preparation of all circulars, reports, documents, independent
advice or otherwise are duly given promptly to the other of them, the Stock
Exchange, the SFC and other relevant regulatory authorities.

If the conditions set out in Clause 3.2 have not been satisfied (or as the case may
be, waived by the Purchaser in respect of Clavses 3.2(a) and (d) and waived by
both the Purchaser and the Vendor in respect of Clauses 3.2(b) and (g)) on or
before 4:00 p.m. on 31 December 2007, or such later date as the Vendor and the
Purchaser may agree, this Agreement shall cease and determine (save and except
Clauses 7, 15, 21 and 23 which shall continue to have full force and effect) and
thereafter neither party shall have any obligations and liabilities towards each
other hereunder save for any antecedent breaches of the terms hereof.

CONSIDERATION

The aggregate consideration for the sale and purchase of the Sale Shares shall be
the sum of HK$200,000,000 (the “Consideration™).

The Consideration shall be satisfied by the Purchaser in the following manner: |

(&) HK$19,950,000 by the Purchaser procuring Hoeldings to allot and issue
the Consideration Shares to the Vendor credited as fully paid, at the Issue
Price; and

(b) HK$180,050,000 by the Purchaser procuring Holdings to issue the
Convertible Bonds to the Vendor.

The Consideration Shares and the Conversion Shares shall be allotted and issued
in accordance with the memorandum and articles of association of the Holdings
and, when allotted and issued, shall rank pari passu in all respects with the
Holdings Shares in issue on the date of allotment and issue of the Consideration
Shares or the Conversion Shares (as the case may be) including the right to all
dividends, distributions and other payments made or to be made, the record date
for which falls on or after the date of such allotment and issue.



5.1

5.2

COMPLETION

Upon compliance with or fulfilment (or waiver) of all the conditions set out in
Clause 3.2, Completion shall take place at 4:00 p.m. on the Completion Date, or
such later date as the Vendor and the Purchaser may agree at the offices of
Michael Li & Co. at 14th Floor, Printing House, 6§ Duddell Street, Central, Hong
Kong when all the acts and requirements set out in this Clause 5 shall be complied

with.-

At Completion, the Vendor shall deliver or cause to be delivered to the Purchaser:

@

(b)
(©

(d)

(&)

®

(2)

(h)

@

instrument(s) of transfer and sole notes in respect of the transfer of the |
Sale Shares duly executed by the Vendor in favour of the Purchaser
and/or its nominee(s);

_ original share certificate(s) in respect of the Sale Shares;

at the sole request of the Purchaser, the written resignation the director of
the Company and the four directors of the PRC Subsidiary who are
appointed by the Company together with a written acknowledgement
under seal from each of them that he/she/it has no claims against the
Company or the PRC Subsidiary whether by way of compensation,
remuneration, severance payments, expenses, damages or otherwise;

certificate of incorporation, common seal, rubber chop, minutes book,
register of directors, register of members and transfer and share certificate
book and memorandum and articles of association of eack Group
Company which are in the possession of the Vendor;

all books of account, records and documents of and relating to the Group
which are in the possession of the Vendor;

the Title Deeds and other books, records and documents of and relating to
each Group Company, including without limitation, contracts and policies
of insurance, chegue books and the current bank statements up to the date
immediately preceding Completion of all relevant accounts which are 1
the possession of the Vendor;

the Tax Indemmity duly executed under seal by the Vendor and the
Company;

copy, certified by a director of the relevant Group Company as true and
complete, of the resolutions of the board of directors of the relevant
Group Company referred to in Clause 5.3;

such other documents as may be required to give to the Purchaser good
title to the Sale Shares and to enable the Purchaser or its nominees to
become the registered owner thereof}
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)

®

®

()

(o)

deliver to the Purchaser a copy, certified as true and complete by a
director of the Vendor, of an ordinary resolution of the shareholder of the
Vendor approving this Agreement and the transactions contemplated
hereunder and other documents necessary for the purpose of effecting this
transaction and authorising a person or persons to execute the same (with
seal, where appropriate) for and on its behalf;

copy, certified as true and complete by a director of the Vendor, of
resolutions of the board of directors of the Vendor approving this
Agreement and the Tax Indemmity and authorising the execution of the
same;

copy, certified as true and complete by a director of the Vendor, of:

(1) the enterprise legal person business licence (B2 A B SERIR) of
the PRC Subsidiaries issued by the relevant municipal office of the
governmental bureau of the PRC;

(2) approval certificate (JE#ESEE) of the PRC Subsidiaries issued by
the relevant municipal office of the governmental bureau of the
PRC;

(3) tax registration for enterprises with foreign investroent (S FHIRE

{EEFATEDEZE). both national and local (EFEIMEFR) of the
PRC Subsidiaries issued by the relevant tax authority in the PRC;
and

(4) certificate of organisation identification code (FEAMEREHIEE) of
the PRC Subsidiaries

which are in the possession of the Vendor;

a letter of application duly signed by the Vendor applying for the
Subscription Shares; and

original Waiver in the agreed form issued by the Vendor.

The Vendor shall procure a meeting of the board of directors of the relevant Group
Company to be held at which resolutions shall be passed for:

- (&)

(b)

in the case of the Company, the approval for the tramsfer of the Sale
Shares to the Purchaser (or its nominees) and the registration of such
transfer, subject to the relevant instruments of transfer being duly stamped
and presented for registration;

in the case of the Company, the approval of the Tax Indemnity and

authorigation of execution of the same under seal for and on behalf of the
Company;

10
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(c)

(d)

at the request of the Purchaser, the acceptance of the resignation of the
directors and the company secretary from the post of director and
company secretary of the Group Companies in accordance with Clause
5.2 (c) and the appointment of such persons nominated by the Purchaser
as directors and company secretary of the Group Companies with effect
from Completion; and

the amendment of all existing mandates for operation of all the bank
accounts maintained by the Group in such manner as the Purchaser may
require.

Against compliance and fulfillment of all acts and requirements set out in Clauses
5.2 and 5.3, the Purchaser shall:

@

(b)

(©

()

(e)

®

(&)

(h)

deliver to the Vendor duly executed instruments of transfer and bought
notes in respect of the Sale Shares and procure the stamping of the same;

deliver to the Vendor a copy, certified as frue and complete by a director
of the Purchaser, of resolutions of the boards of diréctors of the Purchaser
approving this Agreement and Tax Indemmity and other documents
necessary for the purpose of effecting this fransaction and authonsing a
person or persons to execute the same (with seal, where appropriate) for
and on its behalf;

deliver to the Vendor the Tax Indemmnity duly executed under seal by the
Purchaser; '

procure Holdings to convene and hold a meeting of the board of directors
of Holdings for the passing of the necessary resolutions to approve i) the
allotment and issue of the Consideration Shares to the Vendor credited as
fully paid and ii) the issue of the Convertible Bonds and the Certificate
upon the terms and subject to the conditions contained therein;

deliver to the Vendor the Certificate duly issued in favour of the Vendor,
such Certificate shall have been duly signed in accordance with the terms
of the Instrument;

deliver to the Vendor a certified copy of the Instrument duly executed by
Holdings;

procure Holdings to allot and issue the Consideration Shares credited as
fully paid to the Vendor or such other person(s) as the Vendor may direct
and enter the name of the Vendor or such other person(s) as the Vendor
may direct in the register of members of Holdings as registered holdex(s)
of the Consideration Shares; and

deliver to the Vendor a share certificate in respect of the Consideration

Shares duly executed by Holdings and issued to the Vendor or such other
person(s) as the Vendor may direct.

11



5.5

6.2

6.3

6.4

6.5

In the event that the Vendor or the Purchaser shall fail to do anything required to
be done by them under Clauses 5.2, 5.3 and 5.4, without prejudice to any other
right or remedy available to the Vendor or the Purchaser (as the case may be), the
Vendor or the Purchaser (as the case may be) may:

(a) defer Completion to a day not more than 28 days after the date fixed for
Completion or upon mutual consent by the Vendor and the Purchaser, a
further 14 days after the 28 days deferral as referred hereto; or

b) proceed to Completion so far as practicable but without prejudice to the
Vendor’s or the Purchaser's right (as the case may be) to the extent that
the Vendor or the Purchaser (as the case may be) shall not have complied
with their obligations hereunder; or

() rescind this Agreement without liability on their part.

PROFIT GUARANTEE

The Vendor hereby irrevocably warrants and guarantees to the Purchaser that the
audited consolidated net profits after tax and any extraordinary or exceptional
iteras of the Group attributable to the Company’s shareholders (before deducting
minority interests) will not be less than HK$20,000,000 for the financial year
ending 31 March 2008 (the “Guaranteed Profit”).

If the actual audited consolidated net profits after tax and any extraordinary or
exceptional items of the Group for the financial year ending 31 March 2008 (the
“Actual Profit”) as shown in certificate which the Vendor provided to the
Purchaser (the “Guarantee Certificate™) is less than the Guaranteed Profit as
stated in Clause 6.1, then the Vendor shall pay to the Purchaser the shortfall on a
dollar to dollar basis in an amount calculated as follows:

A = (Guaranteed Profit — Actual Profit) X 50%

where A is the amount (the “Profit Guarantee Shorifall Amount”) the Vendor
shall pay to the Purchaser in case there is a shortfall in the Actual Profit.

The Vendor shall pay te the Purchaser in cash the Profit Guarantee Shortfall
Amount within 7 days after the delivery of the audited consolidated financial
statements.of the Group for the year ending 31 March 2008 provided that the total
amount payable by the Vendor under this Clause 6.3 shall not exceed
HK$10,000,000.

For the avoidance of doubt, the maximum amount of the Profit Guarantee Shortfall
Amount that payable by the Vendor to the Purchaser under Clause 6.2 shall be
HK$10,000,000.

For the avoidance of doubt, should the Group record a loss in its audited
consolidated financial statements for the year ending 31 March 2008, the Actual
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6.6

6.7

7.1

Profit for such financial year shall for the purpose of this Clause 6 be deemed as
Zero.

The Vendor and the Purchaser shall procure that the audited consolidated financial -
statements of the Group for the year ending 31 March 2008 shall be prepared and
reported on by the auditors for the time being of China Water (the “Aunditors™) by
31 July 2008.

The following provisions shall apply in respect of the preparation and report of the
andited consolidated financial statements of the Group for the year ending 31
March 2008 and the determination of the Actual Profit under this Clause é:

(a)  the costs and expenses of the Auditors shall be borne by the Purchaser and
Vendor in equal shares;

(b)  the Vendor shall render such assistance to the Auditors as may be necessary

' of the preparation of the andited consolidated financial statements of the
Group for the year ending 31 March 2008, the determination of the amount
of the Actunal Profit;

(¢)  the Vendor and the Purchaser shall supply to the Auditors such information
and records and accord the Auditors such access to their respective

properties and facilities as the Auditors may reasonably require for their
adult; '

(d)  provided that the same conform to the Hong Kong Financial Reporting
Standards and the related interpretation of those standards, substantially the
same accounting practice, standards and principles as those adopted and
consistently applied by the Vendor in its preparation of the accounts shall
be adopted in the preparation and audit of the audited comsolidated
financial statements of the Group for the year ended 31 March 2008 and
the determination of the amount of the Actual Profit; and

()  the Vendor and the Purchaser shall jointly procure that the Auditors provide
to themselves with a signed copy of the audited consolidated financial
statements of the Group for the year ending 31 March 2008 before 31 July
2008.

RESTRICTION ON ANNOUNCEMENTS

- Each of the parties undertakes to the others that it will not, at any time after the

date of this Agreement, divulge or communicate to any person other thar to ifs
professional advisers, or when required by law or any rule of any relevant stock
exchange body, or to its respective officers or employees whose provinee it is to
Inow the same any confidential information conceming the business, accounts,
finance or contractual arangements or other dealings, transactions or affairs of any
of the others which may be within or may come to its knowledge and it shall use
its best endeavours to prevent the publication or disclosure of any such
confidential information concerning such matters.
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7.2

8.1

8.2

8.3

8.4

No public aznouncement or communication of any kind shall be made in respect
of the subject matter of this Agreement unless specifically agreed between the
parties or unless an announcement is required pursuant to the applicable law and
the regulations or the requirements of the Stock Exchange, the SFC or any other
regulatory body or authority. Any announcement by any party required to be
made pursuant to any relevant law or regulation or the requirements of the Stock
Exchange, the SFC or any other regulatory body or authority shall be issued only
after such prior consultation with the other party as is reasonably practicable in the
circumstances. :

VENDOR WARRANTIES

The Vendor hereby represents and warzants to the Purchaser and its successors and
permitted assigns that save as Disclosed, the Vendor Warranties are frue and
accurate in all respects as at the date of this Agreement and will continue to be so
up to and including the time of Completion.

Each of the Vendor Warranties is without prejudice to any other Vendor Warranty
and, except here expressly or otherwise stated, no provision in any Vendor
Warranty shall govern or limit the extent or application of any other provision in
any Vendor Warranty.

The Vendor hereby agrees to fully indemnify and keeps the Purchaser and their
assigns fully indemmnified op demand from and against any depletion of any
tangible assets, all losses, costs and expenses (including legal expenses) which the
Purchaser may incur or sustain from or in consequence of any of the Warranties
not being cormrect or fully complied with. This indemnity shall be without
prejudice to any of the rights and remedies of the Purchaser and their assigns in
relation to any such breach of Warranties and all such rights and remedies are

hereby expressly reserved.

If it shall be found at any time after Completion that any of the Vendor Warranties
is not true, correct and accurate or is not as represented, warranted or undertaken
and:

(a)  the effect thereof is that the value of some assets of the Group including,
without limitation, the value of any asset stated in the Audited Accounts is
less than its value would have been had there been no such breach or the
matter warranted were as warranted; or

(b)  the Group has incured or is under any liability or contingent liability
which would not have been incurred if such matter were as represented or
warranted or the relevant undertaking were performed; or

(c})  the effect thereof is that the amount of a liability of the Group is higher
than its amount would have been had there been no such breach or the
matter warranted were as warranted,

then, without prejudice to any other provisions of this Agreement, the Vendor shall
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8.5

8.6

8.7

8.8

8.9

SA.

8A.1

8A.2

8A.3

SA4

indemnify the Purchaser on demand on a full indemnity basis, and holds them
harmless from and against all liabilities, damages, costs, claims, reduction in net
consolidated assets or increase in net consolidated liabilities and all reasonable
expenses which the Purchaser may sustain, suffer, or incur as a result of any of the
foregoing and the Vendor shall pay to the Purchaser on demand the full amount of
any such loss as aforesaid in immediately available funds.

The Vendor Warranties shall survive Completion and the rights and remedies of
the Purchaser in respect of any breach of the Vendor Wamanties shall not be
affected by Completion or by the Purchaser rescinding, or failing to rescind this
Agreement, or failing to exercise or delaying the exercise of any right or remedy,
or by any other event or matter whatsoever, except by a specific and duly
authorised written waiver or release and no single or partial exercise of any right
or remedy shall preclude any further or other exercise.

The Purchaser shall be entitled to take action both before and after Completion in
respect of any breach or non-fulfillment of any of the Vendor Wamanties and
Completion shall not in any way constitute a waiver of any right of the Purchaser.

The Vendor undertakes in relation to any Vendor Warranty which refers to the
knowledge, information or belief of the Vendor that it has made reasonable enquiry
into the subject matter of that Vendor Warranty and that it does not have the
knowledge, information or belief that the subject matter of that Vendor Warranty
may not be correct, complete or accurate.

The Vendor shall immediately inform the Purchaser in writing of any fact, matter,
event or circumstance which renders any of the Vendor Warranties unfrue,
inaccurate or misleading or will give rise to a breach of any of the Vendor
Warranties.

The Purchaser acknowledges that the Vendor makes no representations or
warranties (express or implied) except the Vendor Warranties.

PURCHASER WARRANTIES

The Purchaser hereby represents and warrants to the Vendor and its successors and
permitted assigns that save as Disclosed, the Purchaser Warranties are true and
accurate in all material respects as at the date of this Agreement and will continue
to be so up to and including the time of Completion.

The Purchaser agrees that the Vendor may treat each of the Purchaser Warranties
as separate and independent.

Each of the Purchaser Warranties is without prejudice to any other Purchaser
Warranty and, except herein expressly or otherwise stated, no provision in any
Purchaser Warranty shall govern or limit the extent or application of any other
provision in any Purchaser Warranty.

The Purchaser Warranties shall survive Completion and the rights and remedies of
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8A.5

8A.6

8A.T

2.1

92

the Vendor in respect of any breach of the Purchaser Warranties shall not be
affected by Completion or by the Vendor rescinding, or failing to rescind this
Agreement, or failing to exercise or delaying the exercise of any right or remedy,
or by any other event or matter whatsoever, except by a specific and duly
authorised written waiver or release and no single or partial exercise of any right
or remedy shall preclude any further or other exercise.

‘The Vendor shall be entifled to take action both before and after Completion in

respect of any breach or non-fulfillment of any of the Purchaser Warranties and
Completion shall not in any way constifute a waiver of any right of the Vendor.

The Purchaser shall immediately inform the Vendor in writing of any fact, matter,
event or circumstance which renders any of the Purchaser Warranties untrue,
inaccurate or miisleading or will give zise to a breach of any of the Purchaser
Warranties.

The Vendor acknowledges that the Purchaser makes no representations or
warranties (express or implied) except the Purchaser Warranties.

LIMITATION ON THE VENDOR WARRANTIES AND INDEMNITY
CLAIMS

The liability of the Vendor and China Water in respect of any claims for breach of
Vendor Warranties shall be limited as follows:

(1)  the maximum aggregate liability of the Vendor and China Water in respect
of all claims for breach of Vendor Warranties shall not exceed
HK$200,000,000;

(2)  in respect of any claims for breach of Vendor Warranties, the Vendor and
China Water shall not be liable for any individual claim which does not
exceed HK$500,000 provided that, where the amount or the aggregate
amount of one or more of such individual claims exceeds HK$500,000, the
Vendor and China Water shall be liable for the full amount of all such
claims subject to the limitation under this Clause 9; and

(3)  mno claim may be brought against the Vendor and/or China Water in respect
of a breach of Vendor Warranties after twelve months from Completion
("Vendor Warranty Expiry Date") and each of the Vendor and China
‘Water shall not be liable in respect of a breach of Vendor Warranties unless
it shall have received written notice from the Purchaser prior to the Vendor
Warranty Expiry Date giving reasonable details of the relevant clamm and
any such claim shall (if not previously satisfied, settled or withdrawn) be
deemed to have been waived or withdrawn at the expiry of a period of six
months after the Vendor Warranty Expiry Date unless proceedings in
respect thereof shall have already been commenced against the Vendor
and/or China Water.

The Vendor and China Water shall not be liable for the Vendor Warranties:
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9.3

9.4

9.5

9.6

(1)  to the extent that provision or reserve in respect thereof has been made in the
Andited Accounts;

(2)  which would not have arisen but for a default on the part of the Purchaser of
any of the terms herein;

(3)  which arises as a result of legislation which comes into force after the date
hereof with retrospective effect;

(4)  which arises as a result of a change in accounting policies after Completion;
or

(5)  which arises as a result of any matters occurring before the acquisition of the
PRC Subsidiary by the Company ; or

The Vendor shall, upon any claim, action, demand or assessment being made or
issued against the Vendor or the Company or the PRC Subsidiary which could Jead to
a claim by the Purchaser for breach of any of the Vendor Warranties, give notice
thereof to the Purchaser and/or the Holdings as soon as reasonably practicable.

Where a claim for breach of any Vendor Warranty or undertakings is made under this
Agreement and has been settled subsequently, save as expressly reserved in any
settlernent of such a clatm, all other rights and remedies (if any) of the Purchaser in
respect of the subject matter thereof, whether under this Agreement or otherwise, are
hereby excluded.

The Vendor shall (and shall procure that the Company and the PRC Subsidiary shall)
take such action and give such information and assistance in conmection with their
respective affairs as the Purchaser and/ or Holdings may reasonably request in
writing to avoid, dispute, resist, mitigate, compromise, defend or appeal against any
claim in respect thereof and any adjudication with respect thereto.

The amount of any compensation or damages payable by the Vendor and/or China
‘Water in respect of any claim for breach of any Vendor Warranty shall be computed
after taking into account and giving full credit for:

(1)  any increase in the amount or value of any assets or discharge from or
satisfaction of or reduction in any liability of the Company or the PRC
Subsidiary as a result of or arising out of or arising out of or attributable to the
fact, matter, event or thing giving rise to any relevant claim;

(2)  any Liability of the Company or the PRC Subsidiary included in the Audited
Accounts having been discharged or satisfied for less than the amount
attributed thereto;

(3)  any provision for Taxation, bad or doubtful debts or contingent or other

liabilities of the Company or the PRC Subsidiary included in the Audited
Accounts having been proved to have been over provided for; and
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9.7

9.8

9.9

9A.

9A.1

(4)  the amount of any taxation credits, taxation relief or setoffs due fo or received
by the Purchaser or the Company or the PRC Subsidiary except to the extent
that the same shall have been taken into account in the Audited Accounts.

If the Vendor and/or China Water shall pay to the Purchaser any amount by way of
compensation or damages for breach of the Vendor Warranties or any undertakings
and the Purchaser subsequently recover from a third party an amount which
represents the full or part of the compensation or damages paid by the Vendor and/or
China Water, the Purchaser shall repay to the Vendor and/or China Water such
amount previously paid by the Vendor or China Water or so much thereof as does not
exceed the amount received from the third party (subject to the deduction from the
amount recovered all legal and other expenses reasonably incurred by the Purchaser
in recovering from the third party such amount which legal and other expenses
cannot also be recovered from such third party).

None of the Vendor Warranties nor any benefit nor claim under this Agreement in
respect of any breach of Vendor Warranties ray be assigned to-any person without
the prior written consent of the Vendor and China Water.

If any claim for breach of any Vendor Warranty is brought under this Agreement in
relation to any liability of the Vendor and/or the Company and/or the PRC Subsidiary
which is contingent only, the Vendor and/or China Water shall not be liable to make
any payment in respect thereof unless and until such. contingent liability be:co:mes an.
actuz] liability subject to the limitation under this Clause 9.

LIMITAYION ON THE PURCHASER WARRANTIES

The Hability of the Purchaser in respect of any claims for breach of Purchaser
Warranties shall be limited as follows:

(1)  the meximum aggregate liability of the Purchaser in respect of all claims
for breach of Purchaser Warranties shall not exceed the Consideration;

(2)  in zespect of any claims for breach of the Purchaser Warranties, the
Purchaser shall not be liable for any individual claim which does not
exceed HK$500,000 provided that, where the amount or the aggregate
amount of one or more of such individual claims exceeds HK$500,000, the
Purchaser shall be liable for the full amount of all such claims; and

(3) 7o claim may be brought against the Purchaser in respect of a breach of
Purchaser Warranties after twelve months from Completion ("Purchaser
‘Warranty Expiry Date") and the Purchaser shall not be liable in respect
of a breach of Purchaser Warranties unless it shall have received wntten
notice from the Vendor prior to the Purchaser Warranty Expiry Date giving
reasonable details of the relevant claim and any such claim shall (if not
previously satisfied, settled or withdrawn) be deemed to have been waived
or withdrawn at the expiry of a period of six months after the Purchaser
Warranty Expiry Date unless proceedings in respect therecf shall have
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9A.2

9A.3

GA.4

9A.5

9A.6

already been commenced against the Purchaser.
The Purchaser shall not be liable for the Purchaser Warranties:

(1) to the extent that provision or reserve in respect thereof has been made in the
Holdings Audited Accounts;

(2)  which would not have arisen but for a default on the part of the Vendor of any
of the terms herein; :

(3)  which arises as a result of legislation which comes into force after the date
hereof with retrospective effect; or

(4)  which arises as a result of a change in accounting policies after Completion.

The Purchaser shall, upon any claim, action, demand or assessment being made or
issued against the Purchaser which could lead to a claim by the Vendor for breach of
any of the Purchaser Warranties, give notice thereof to the Vendor as soon &s
reasonably practicable.

Where a claim for breach of any Purchaser Warranty or undertakings is made under
this Agreement and has been settled subsequently, save as expressly reserved in any
seftlement of such a claim, all other rights and remedies (if any) of the Vendor in
respect of the subject matter thereof, whether under this Agreement or otherwise, are
hereby excluded.

The Purchaser shall take such action and give such information and assistance in
connection with its affairs as the Vendor may reasonably request in writing to avoid,
dispute, resist, mitigate, compromise, defend or appeal against any claim in respect
thereof and any adjudication with respect thereto.

The amount of any compensation or damages payable by the Purchaser in respect of
any claim, for breach of any Purchaser Warranty shall be computed after taking into
account and giving full credit for:

(1)  any increase in the amount or value of any assets or discharge from or
satisfaction of or reduction in any lisbility of Holdings as a result of or arising
out of or arising out of or attributable to the fact, matter, event or thing giving
rise to any relevant claim;

(2)  any liability of Holdings included in the Holdings Audited Accounts having
been discharged or satisfied for less than the amount attributed thereto;

(3)  any provision for Taxation, bad or doubtiul debts or contingent or other
liabilities of Holdings included in the Holdings Audited Accounts having
been proved to have been over provided for; and

(4)  the amount of any taxation credits, taxation relief or setoffs due to or received
by the Vendor or Holdings except to the extent that the same shall have been
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OA.8

9A.9

9B.

9B.1

9B.2

9B.3

taken into account in the Holdings Audited Accounts.

If the Purchaser shall pay to the Vendor any amount by way of compensation or
damages for breach of the Purchaser Warranties or any undertakings and the Vendor
or China Water subsequently recover from a third party an amount which represents
the full or part of the compensation or damages paid by the Purchaser, the Vendor
shall repay to the Purchaser such amount previously paid by the Purchaser or so
much thereof as does not exceed the amount received from the third party (subject to
the deduction from the amount recovered all legal and other expenses reasonably
incurred by the Vendor in recovering from the third party such amount which legal
and other expenses canmot also be recovered from such third party).

None of the Purchaser Warranties nor any benefit nor claim under this Agreement in
respect of any breach of Purchaser Warranties may be assigned to any person without
the prior written consent of the Purchaser.

If anty claim for breach of any Purchaser Warranty is brought under this Agreement in
relation to any liability of the Purchaser and/or Holdings which is contingent only, the
Purchaser shall not be lizble to make any payment in respect thereof unless and until
such contingent liability becomes an actual liability, subject to the limitation under
this Clause 9A.

HOLDINGS’ GUARANTEE

Holdings hereby unconditionally and imrevocably undertakes to the Vendor to
procure the due and punctual performance by the Purchaser of all the obligations
expressed to be imposed on or assumed by it under this Agreement and undertakes
to indemmnify and keep effectively indemnified the Vendor (if necessary by the
payment of cash on first demand) against all liabilities, loses, damages, costs and
expenses stipulated under this Agreement or otherwise which the Vendor may
suffer or incur in connection with any default or delay on the part of the Purchaser
in the performance of such obligations.

As a separate and independent stipulation it is agreed by Holdings that any
obligations and undertakings under this Clause 9B which may not be enforceable
or becomes unenforceable against Holdings on the footing of a guarantee, whether
by reason of any legal limitation, disability or incapacity on or of the Purchaser or
any other fact or circumstances or other event and whether or not known to the
Vendor shall nevertheless be enforceable against Holdings as sole or principal
obligor in respect thereod.

Subject to Clause 9B.5, Holdings shall not be discharged or released from ifs
obligation under this Clause 9B by any amangement made between the other
parties or by any alteration in the obligations on the part of either the Purchaser or
Holdings under this Agreement or by any time or other indulgence granted by the
Vendor or by any other matter or thing done or omitted to be done which but for
this Clause 9B.3 might operate to discharge or release or dimimish the liability of
or otherwise provide a defence to Holdings.

20



9B.4

9B.5

9B.6

9B.7

9C.

9C.1

9C.2

9C.3

8C.4

The obligations and liabilities of Holdings under this Agreement are of continuing
nature and shall not be discharged or affected by any intermediate payment or
settlement of account or the dissolution, amalgamation, reconstruction or

- reorganisation of or the change in constitution or control of any parties to this

Agreement.

Without prejudice to the other provisions of this Agreement, the obligations and
undertakings expressed to be assumed by or imposed on Holdings under this
Agreement shall remain in force so long as the Purchaser shall have any liability or
obligations to be discharged in full.

Holdings hereby waives any rights to require a proceeding first against the
Purchaser or any other person.

Payments under this Clanse 9B shall be made by Holdings without any set-off,
counterclaim, deduction with holding or condition of any kind.

CHINA WATER’S GUARANTEE

China Water hereby unconditionally and irrevocably undertakes to the Purchaser to
procure the due and punctual performance by the Vendor of all the obligations
expressed to be imposed on or assumed by it under this Agreement and undertakes
to indemnify and keep effectively indemnified the Purchaser (if necessary by the
payment of cash on first demand) against zll ligbilities, loses, damages, costs and
gxpenses stipulated under this Agreement or otherwise which the Purchaser may
suffer or incur in connection with any default or delay on the part of the Vendor in
the performance of such obligations.

As a separate and independent stipulation it is agreed by China Water that any
obligations and undertakings under this Clause 9C which may not be enforceable
or becomes upenforceable against China Water on the footing of a guarantee,
whether by reason of any legal limitation, disability or incapacity on or of the
Vendor or any other fact or circumstances or other event and whether or not known
to the Purchaser shall nevertheless be enforceable agamst China Water as sole or
principal obligor in respect thereof.

Subject to Clause 9C.5, China Water shall not be discharged or released from its
obligatior under this Clause 9C by any arrangement made between the other
parties or by any alteration in the obligations on the part of either the Vendor or
China Water under this Agreement or by any time or other indulgence granted by
the Purchaser or by any other matter or thing done or omitted to be done which but
for this Clause 9C.3 might operate to discharge or release or diminish the liability
of or otherwise provide a defence to China Water.

The obligations and liabilities of China Water under this Agreement are of
continuing nature and shall not be discharged or affected by any intermediate
payment or settiement of account or the dissolution, amalgamation, reconstruction
or reorganisation of or the change in constifution or control of any parties to this
Agreement. '
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9C.6

9C.7

10.

10.1

10.2

10.3

Without prejudice to the other provisions of this Agreement, the obligations and
undertakings expressed to be assumed by or imposed on China Water under this
Agreement shall remain in force so long as the Vendor shall have any liability or
obligations to be discharged in full.

China Water hereby waives any rights to require a proceedmg first against the
Vendor or any other person.

Payments under this Clause 9C shall be made by China Water without any set-off,
counterclaim, deduction with holding or condition of any kind.

CONDUCT OF BUSINESS PENDING COMPLETION

The Vendor hereby undertakes with the Purchaser and that, except as required by
this Agreement or in the ordinary and usual course of business of the Group, no
resolution of the directors or members of the Group shall be passed prior to
Completion without the prior written consent of the Purchaser (such consent shall
not be unreasonably withheld).

The Vendor hereby undertakes with the Purchaser that until Completion the Group
shall carry on its business in a manner consistent with its existing practice and
shall:

()  procure that the Group shall not without first obtaining the prior written
-consent of the Purchaser (such consent not to be unreasonably withheld or
delayed) enter into any contract or comumitment of an unusual or onerous
nature or other than in the normal and ordinary course of business; and

(b) keep the Purchaser reasonably informed of all signiﬁcant matters relating to
the Group, its business, assets and prospects.

Without prejudice and notwithstanding Clauses 10.1 and 10.2, the Vendor
undertakes that it shall pending Completion {ake all steps necessary to ensure that
except as required by this Agreement or by any applicable law or in the ordinary
and usual course of business of the Group, the Group shall not carry out any of the
following actions and no resolution of the board of directors of each Group
Company or of its general meeting shall be passed to carry out the same unless the
written consent of the Purchaser is obtained (such consent shall not be
unreasonably withheld):

(a)  the creation or issue of any shares in any Group Company or the grant of
any options over any shares or the uncalled capital of any Group Company
or the issue of any warrant, debentures, securities or other obligations
convertible into shares in any member of the Group or enter into any
agreement to do any of the same;

(b)  the capitalisation, repayment or other from of distribution of any amount
standing to the credit of any reserve of any member of the Group on the

22



G

(€)

®

€9

()

®

)

&

0

(m)

()

(0)

®

redernption or purchase of any shares in member of the Group or any other
reorganisation of share capital;

the winding-up or liquidation of any Group Company;

the alteration of the rights attaching to any of the Sale Shares or the shares
in any member of the Group;

the alteration of the memorandum and articles of association of any
member of the Group and the passing of any resolutions inconsistent with
the provision of this Agreement;

the acquisition or disposal of any lease or. any other imterests in real
property owned or occupied by each Group Company or the creation of
any mortgage or other encumbrance over such property;

the acquisition or disposal of any property or other asset by each Group
Company if the aggregate sum involved exceeds (or, in the case of a
disposal, if the book value exceeds) HK$500,000 other than acquisition or
disposals in the ordinary course of business of the Group;

the acquisition or formation by any Group Company of any subsidiary or
the acquisition of any share in any other company or the pamczpatmn by
any Group Company in any partnership or joint venture;

the sale or disposal of the whole or a substantial part of the undertaking of
any Group Company;

the entering into of any material contract by any Group Company other
than in its ordinary course of business;

the lending of any moneys (otherwise than by way of deposit with a bank
or other institution the normal business of which includes the acceptance of
deposit), the granting of any credit or the giving of any guarantee or
indemnity;

the amalgamation or merger of any Group Company with any other
company or CORCern;

the alteration of the composition of any board of directors of any Group
Company;

the making, declaration or payment of any dividend or distribution save as
disclosed in the Audited Accounts;

doing, allowing or procuring any act or omission on or before Completion
which will constitute a breach of any of the Vendor Warranties; or

doing anything which is likely to materially jeopardize or diminish the
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11.1

11.2

11.3

12.

12.1

value of any material tangible assets of the Group.

RESCISSION

If at any time before Completion, the Purchaser finds that any of the Vendor
Warranties is incorrect or has not been or is incapable of being fulfilled, the
Purchaser may rescind this Agreement by written notice to the Vendor. If the
Purchaser shall elect to rescind this Agreement, the Vendor shall fully indemnify
the Purchaser and keep the Purchaser fully indemnified in respect of all fees, costs
and expenses (including legal fees) reasonably incurred by the Purchaser im
connection with the negotiation, preparation, execution and rescission of this
Agreement.

If at any time before Completion, the Vendor finds that any of the Purchaser
Warranties is incorrect or has not been or is incapable of being fulfilled, the
Vendor may rescind this Agreement by written notice to the Purchaser. If the
Vendor shall elect to rescind this Agreement, the Purchaser shall fully indemnify
the Vendor and keep the Vendor fully indemnified in respect of all fees, costs and
expenses (including lepal fees) reasonably incuwired by the Vendor in connection
with the negotiation, preparation, execution and rescission of this Agreement.

The Vendor’s or the Purchaser’s rights under Clauses 11.1 and 11.2 respectively
are in addition to and without prejudice to all other rights and remedies available
to them and any partial exercise of or failure to exercise such rights shall not
constitute a waiver of such rights or of any other rights whether conferred under

. this Agreement or otherwise.

RESTRICTIVE COVENANTS

For the purposes of assuring to the Purchaser the full benefit of the business and
goodwill of the Group, the Vendor undertakes by way of further consideration for
the obligations of the Purchaser under this Agreement, as separate and independent
agreements that, save with the prior written approval of the Purchaser, it will not
and shall procure its Associates will not:

(1)  at any time after Completion disclose to amy person, or itself use for any
purpose, and shall use his best endeavours to prevent the publication or
disclosure of, any information conceming the business, accounts or
finances of any Group Company, or any of its clients’ or customers'
transactions or affairs, which may, or may have, come to its knowledge;

(2) in any Relevant Capacity at any time during the period commencing from
the Completion Date up to 12 months from the date of this Agreement:

@ directly or mdirectly solicit, interfere with, employ or endeavour to
entice away from any Group Company with a view to competing
with the Group any person who, to its knowledge, is now, or has
during the 12 months preceding the date of this Agreement been, a
client, customer or employee of, or in the habit of dealing with, any
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12.2

12.3

Group Company; or

(if)y  directly or indirectly carry on or be engaged or comcemed or
interested in:

(aa) Hong Kong and PRC, the business of cultivation and sale of
seabuckthomn seedling as well as manufacturing and selling
of its related products, being the current business of the
Group; and/cr

(bb) any other business in Hong Kong and PRC relating to
seabuckthom seedling which is similar to the business carried
on by the Group as at the date of this Agreement; or

(i)  at any time use the name or trading style of any Group Company, or
any trade marks or logos or device similar in appearance to any
trade marks, in the People’s Republic of China (including Hong
Kong and Macau Special Administration Region) and Asia or any
other part of the world, or represent itself as carrying om or
continuing or being connected with the Group or its business for
any purpose whatsoever. .

Nothing in thas Clause 12 shall apply to:

(1) the direct or indirect holding of any securities listed on a stock exchange
recognised under the Securities and Putures Ordinance where the total
voting rights exercisable at general meetings of the company concerned as
represented by such holding do not exceed 10 per cent. of the total voting
rights attaching to the securities of the same class as that held by the
Vendor and/or its Associates; or _

(2) the direct or indirect holding of any firther interest in the PRC Subsidiary;
or

3 the use or disclosure of any information in the public domain (otherwise
than in consequence of any breach by the Vendor or the Company of any
provisions of this Agreement from time to time or when required by law
or any rule of any relevant stock exchange).

It is agreed that if any one or more of such restrictions shall either taken by itself
or themselves together be adjudged to go beyond what is reasonable in all the
circumstances for the protection of the legitimate interests of the Purchaser but
would be adjudged reasonable if any particular restriction or restrictions were
deleted or if any part or parts of the wording thereof were deleted, restricted or
limited in a particular manner then the restriction contained in this Clause 12 shall
apply with such deletion, restriction or limifation as the case may be.
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13.

14.

15.

15.1

FURTHER ASSURANCE

The Vendor shall, at the cost of the Purchaser execute, do and perform or use its
reasonable endeavors to procure to be executed, done and performed by other
necessary parties all such further acts, agreements, assignments, assurances, deeds
and documents as the Purchaser may reasonably require to vest effectively the
legal and beneficial ownership of the Sale Shares in the Purchaser.

ACCESS TO INFORMATION

The Vendor shall procure that, pending Completion, the Purchaser, their agents,
representatives and professional advisers are given promptly on request full access
to all such facilities and information regarding the business, assets, liabilities,
contracts and affairs of the Group and other evidence of ownership of the assets
owned by the Group as the Purchaser may require.

NOTICES

Each notice, demand or other communication given, made or serve under this
Agreement shall be in writing and delivered or sent to the relevant party by
prepaid postage (by airmail if to another country), facsimile transmission or
personal delivery to its address or fax number as set out below (or such other
address or fax number as the addressee has by five (5) days’ prior written notice
specified to the other parties):

To the Vendor and China Water: China Water Affairs Group Limited

Address . Suite 6408, 64/F., Central Plaza, 18
Harbour Road, Wanchai, Hong Kong
Fax Number : (852) 2950 9642
Attention : Mr Eddie Tsang/Mr. Benny Tam
To the Purchaser: Top Harbour Development Limited
Address : 2/F, On Shing Industrial Building,

2-16 Wo Liu Hang Road, Fo Tan,
Shatin, New Territories, Hong Kong.

Fax Number > 26910917
Attention : The Board of Directors
To Hoidings: Wah Yuen Holdings Eimited
Address : 2/F, On Shing Industrial Building,

2-16 Wo Liu Hang Road, Fo Tan,
Shatin, New Territories, Hong Kong.
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15.2

16.

17.

18.

19.

20.

Fax Number ;2691 0917

Attention :  The Board of Directors

Each notice, demand or other communication given, made or serve under this
Agreement shall be deemed to have been given and received by the relevant
parties (i) within two (2) days after the date of posting, if sent by local mail; four
(4) days after the date of posting, if sent by airmail; (ii) when delivered, if
delivered by hand; and (iii) on despatch, if sent by facsimile transmission.

TIME AND NO WAIVER

Time shall in every respect be of the essence of this Agreement but no failure on
the part of any party hereto to exercise, and no delay on ifs part in exercising any
right hereunder shall operate as a waiver thereof, nor shall any single or partial
exercise of any right under this Agreement preclude any other or further exercise
of it or the exercise of any other right(s) or prejudice or affect any right(s) against
any other parties hereto under the same liability, whether joint, several or
otherwise. The rights and remedies provided in this Agreement are cumulative
and not exclusive of any rights or remedies provided by law.

INVALIDITY

If at any time any ome or more of the provisions of this Agreement is/are or
become(s) illegal, invalid or unenforceable in any respect under laws of any
jurisdiction, the legality, validity or enforceability of the remaining provisions of
this Agreement shall not in any way be affected or impaired thereby.

AMENDMENTS

This Agreement shall not be amended, supplemented or modified except by
instruments in writing signed by each of the parties hereto.

ASSIGNMENT

This Agreement shall be binding on and enure to the benefit of each party hereto
and its respective successors and permitted assigns provided that none of the
parties hereto shall assign or transfer or purport to assign or transfer any of its
rights or obligations hereunder without the prior wrtten consent of the other
parties.

ENTIRE AGREEMENT

This Agreement constitutes an entire agreement between the parties hereto with
respect to the matters dealt with herein and supersedes any previous agreements,
arrangements, statements or fransactions between the parties hereto in relation to
the subject matters hereof. '
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21.

211

21.2

22,

23.

231

23.2

COSTS AND STAMP DUTY

Each party shall bear its own costs and expenses (including legal fees) incurred in
connection with the preparation, negotiation, execution and performance of this

“Agreement and all documents incidental or relating to Completion.

All stamp duty (if any) payable in respect of the sale and purchase of the Sale
Shares shall be bome by the Vendor and the Purchaser in equal shares.

COUNTERPART

This Agreement may be executed in any number of counterparts, all of which
taken together shall constitute one and the same instrument and any of parties
hereto may execute this Agreement by signing any such counterparts.

GOVERNING LAW AND JURISDICTION

This Agreement shall be governed by and construed in accordance with the laws
of Hong Kong.

The parties hereto hereby irrevocably submit to the non-exclusive jurisdiction of
the courts of Hong Kong.
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SCHEDULE 1

Details of the Company
Company name: China Enﬁronmental Water Holdings Limited
Place of incorporation: Hong Keng
Company no.: 874237
Date of incorporation: & December 2003
Registered office: Suite 6408, 64/F., Central Plaza, 18 Harbour Road, Wanchai,
Hong Kong
Authorised capital: FIK$10,000
Issued capital: HK$10
Shareholder(s): China Water Group Limited
Director(s): China Water Group Limited
Natur¢ of business: Investment holdings
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SCHEDULE 2

Details of the PRC Subsidiaries

Company name: BEERYRERBRAT
Place of establishment: PRC

Date of establishment: 5 May 1998
Approval certificate No.: BT R AES22005150325%

Enterprise legal person

business licence no.: SEEEEI=EE027-81758

Legal address: SR TS R RS R | R0 140601 ~ 607E

Registered capital: RMB30,500,000

Total investment: RMB40,000,000

Shareholder(s) and

(shareholdings in %): KENS D IRE B T D 18%
FERIUERKRIERBRRET PO 22%
PEAERRERAFRAT 50%

EHEEREERE (4FE ) AELH 10%

Legal representative: BEp
Director(s): BEE Ry
=2 EH
ARIRES FKiE
®E
Financial year end: 31 December
Principal activities: Water and ecological environment construction; exploitation of

biological resources; production of seabuckthorn raw matenal,
beverage and products; sale of products made
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Company name:

Place of establishment:

Date of establishment:

Approval certificate No.:

Enterprise legal person
business licence no.:

Legal address:
Registered capital:
Total investment:

Shareholder(s) and
(shareholdings in %):

' Legal representative:

Director(s):

Financial year end:

Principal activities:

BERER (1tXE ) PREAFTRLT
PRC
11 May 2007

N/A

110108010183227
B E R T (R SR Y L iR E 1 416035

RMB3,000,000

N/A

SREEDHREERAA 60%
FUNEEEEERRLT 40%
B

B KIS
RKE BIEEE
KA

31 December

s FEEN. DEEARE LN  FARS 22, 7
B EERATSERESTLY | SR
TR REEAE RIS S | R, FREE.
EEEREASEETY &OEEEEEE NREEEE,
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Company name:

Place of establishment:

Date of establishment:

Approval certificate No.:

Enterprise legal person
business licence no.:

Legal address:
Registered capital:
Total investment:

Shareholder(s) and
(shareholdings in %):
Legal representative:
Director(s):

Financial year end:

Principal activities:

BRABEKLIREERABREELT
PRC
10 December 2003

N/A

6127002311582

HEREE RN EED TR (FERERESE—E)

RMB3,000,000

N/A.

SRERVRARETRELAR 90%
FERILAMKREREE **M 10%
SWER

WER FEE BPF ERY EEE
31 December

Seabuckthom planting; cultivation of seabuckthom seedlings;
sale and processing of seabuckthom
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Company name:

Place of establishment:
Date of establishment:
Approval certificate No.:

Enterprise legal person
business licence no.:

Legal address:

Registered capital:
Total investment:

Shareholdex(s) and
(shareholdings in %):

Legal representative:

Director(s):

Financial year end:

Principal activities:

ENGESRERDRERAF
PRC

2 April 2001

N/A

1527221000359
ENSEMAANEAEN

RMBS500,000

N/A

EEEENPHERERNT 90%
LS HAKIREF BRI 10%
BEESL

FKiE FEM

By BEEIL

REER

31 December

Cultivation and sale of seabuckthorn seedlings; development,
research, production and sale of seabuckthorn products, provision

of technical consultancy
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Company name: EHERS RERYHEREEAT
Place of establishment: PRC

Date of establishment: 11 August 2000

Approval certificate No.: N/A

Enterprise legal person

business licence no.: 1527232001111

Legal address: | RN BB R IR

Registered capital: RMBS5,000,000

Total investment: . N/A |

Shareholder(s) and

(shareholdings in %):  FEEEDHESERAT 90%
ERILEMKRERERZET RO 10%

Legal representative: B x5

Director(s): - 25T FEM

iR EEESL

Financial year end: 31 December

Principal activities: Research and development of seabuckthom product; provision of
techmical consultancy; cultivation and sale of seabuckthom
seedlings
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Company name: BES S FERECRRARERAT

Place of establishment: PRC
Date of establishment: 21 July 2000

Approval certificate No.: N/A

Enterprise legal person
business licence no.: 1527011000536
Legal address: FERANED H R ESES R R R 18
Registered capital: RMB20,000,000
Total investment: N/A
Shareholder(s) and
(shareholdings in %):  FRESDHUFZERAH 99.75%
IERWAHARER BB L 0.25%
Legal representative: EaEH
Director(s): 255348 E%M
B s
RER
Financial year end: 31 December
Principal activities: Research and development of seabuckthom product; provision of

technical consultancy; cultivation and sale of seabuckthom
seedlings; seabuckthorn planting; ecological project construction,
etc.
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SCHEDULE 3

VENDOR WARRANTIES

PART A — WARRANTIES APPLICABLE TO THE COMPANY GENERATLY

Save as Disclosed:

1.

(A)

(B)
©

(D}

(8)

®

(A)

GENERAL

All written information (except those prepared by any third parties) which has been

given by the Vendor or by the directors, officers, advisers or agents of the Company to
the Purchaser or their employees or advisers in the course of negotiations leading to
this Agreement is true and accurate in all material respects and there is no fact, matter
or circumstance which has not been disclosed in writing to the Purchaser which
renders any such information untrue, inaccurate or misleading in any material
respects.

The facts stated in the Recitals to this Agreement are true and correct in all respects.

All facts concerning the Sale Shares and the business and affairs of the Company
material for disclosure to an intending purchaser of the Sale Shares have been
disclosed to the Purchaser and the Vendor are not aware of any facts or circumstances
which might reasonably affect the willingness of a willing purchaser to purchase the
Sale Shares on the terms of this Agreement.

The Vendor has the right, power and authority to enter into and perform this
Agreement and the Tax Indemnity which constitute or when executed will constitute
legal, valid and binding obligations on the Vendor in accordance with their respective
terms.

OWNERSHIP OF SHARES

The Vendor is the sole beneficial owner of the Sale Shares free from all Encumbrances
and there are no agreements or arrangements to create any Encumbrance over or
affecting any of the Sale Shares.

There are no agreements or arrangeroents in force which provide for the present or
future issue, allotment or transfer of, or grant to any person the right whether
conditional or otherwise to call for the issue, allotment or transfer of any share or loan
capital of the Company including any option, right of pre-emption or conversion and
no such right will be granted on or before Completion.

THE AUDITED ACCOUNTS

The Andited Accounts:

are complete and accurate in all material respects and give a true and fair view of the
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(B

©

D)

(B>

(F)

(S

(A)

(B)

(©

&)

state of affairs and financial position of the Group at the dates to which they
respectively relate;

comply with all the requirements of the Companies Ordinance (Cap.32) and other
relevant statutes; .

have been prepared in accordance with Hong Kong Financial Reporting Standards
(the “Reporting Standards”) and comply with all relevant Reporting Standards
issued by the Hong Kong Institute of Certified Public Accountants for the time being
in force applicable to a Hong Kong company;

are not affected by any extraordinary, exceptional or non-recurring item (except as
disclosed in the Audited Accounts); :

fully disclose all the assets of the Group as at their respective dates;

make full provision or reserve or note in accordance with the Reporting Standards for
all liabilities and capital commitments of the Group outstanding at the date to which
they relate, including contingent, unqualified, deferred or disputed liabilities present;
and

make provision or reserve, in accordance with the principles set out in the notes
respectively included in them, for all taxation liable to be assessed on the Company, or
for which the Group may be accountable, in respect of the period ended on the
Audited Accounts Date as regards the Audited Accounts and such provision will be
sufficient to cover all Taxation assessed or liable to be assessed on the Group or for
which the Group, is, may be or may become accountable in respect of profits, income
earnings, receipts, transfers, events and transactions up to and mcluding the last day to
which. they relate. '

BOOK DEBTS

Other than expressly provided for in the Audited Accounts, no part of the amounts
included in the Audited Accounts, as owing by any debtor is overdue for more than
twenty four (24) months, or has been released on terms that any debtor pays less than
the full book value of his debt, or has been wriiten off, or has proved to any exient to
be irrecoverable, or is now or should properly be regarded by the Company as
irrecoverable in whole or in part.

The Subsidiaries and associated companies of the PRC Subsidiaries owe no debt to the
Vendor and/or China Water or any of their associates.

The accounts receivables and other amounts due from the debtors as at Completion
will be recoverable in full in the ordinary course of business, none of those amounts is
subject to any dispute, counter-claim or set off.

FINANCIAY. RECORDS

The Company has kept and duly made up all minutes books, registers and records and
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®)

(A)

A

(B)

©

D)

(E)

these and all other deeds and documents (properly stamped where necessary)
belonging to or which ought to be in the possession of the Company are in its
POSSESSIOI.

All the accounts, books, ledgers, financial and other records of whatsoever kind of the
Company: '

(1)  arein its possession;
(2)  have been fully, properly and accurately kept and completed up to date;
(3)  do not contain any material inaccuracies and discrepancies of any kind; and

(4)  give and reflect a true and fair view of all its transactions, and its financial,
contractual and trading positions. '

TAXATION

The Company has fully, duly and punctually complied with its obligations to account
to the relevant tax authorities for all amounts for which it is or may become
accountable in respect of Taxation and the Company is not or is unlikely to be subject
to any tax penalties.

CORPORATE MATTERS

The Company is not the holder or beneficial owner of, or has not agreed to acquire,
any share or loan capital or any investments of any company (whether incorporated in
Hong Kong oz elsewhere).

The memorandum and artticles of association of the Cempany which had been
supplied to the Purchaser is accurate and complete in all respects.

The registers of members and other statutory books of the Company have been
properly kept and duly written up to date and contain an accurate and complete record
of the matters with which they should deal with.

The minute books of directors' meetings and of shareholders' meetings respectively
contain full and accurate records of all resolutions passed by the directors and the
shareholders respectively of the Company and no resolutions have been passed by
either the directors or the shareholders of the Company which are not recorded in the
relevant minute books.

Since the date of its incorporation, no alteration has been made to the memorandum
and articles of association of the Company and no resolution of any kind of the
shareholders of the Company has been passed save as otherwise disclosed herein or
filed with the Registrar of Companies.

All retums, particulars, resolutions and documents required by the Companies
Ordinance (Cap. 32) or any other legislation to be filed with the Registrar of
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©

M

(A)

®)

A)

(8)

©

Companies, or any other authority, in respect of the Cornpany have been duly filed and
were correct; and due compliance has been made with all the provisions of the
Companies Ordinance (Cap. 32) and other relevant legislation.

All charges against the Company have (if appropriate) been registered in accordance
with the provisions of the Companies Ordinance (Cap. 32) and at the relevant Land

Registry. ,

All title deeds relating to the assets of the Company and an executed copy of all
agreements to which the Company is a party, and the original copies of all other
documents which are owned by, or which ought to be in the possession of the
Company are In 1is possession.

The Company has never reduced, repaid or repurchased any of its share capital.

DIVIDENDS AND DISTRIBUTIONS

No dividends or other distributions has been, or is treated as having been, declared,
made or paid by the Company since its incorporation.

All dividends or distribufions declared, made or paid are in accordance with its articles
of association or other constituent documents and all applicable laws and regulations.

BANKING FACILITIES

The total amounts from time to time bormrowed by the Company do not exceed any
limitation on its borrowing powers contained in its memorandum and articles of
association, or in any debenture or other deed or document binding upon the
Company.

The Company has no outstanding, or has not agreed to create or issue, any loan capital,
nor have the Company factored any of its debts, or engaged in financing of a type
which would not require to be shown or reflected in the Audited Accounts or borrowed
any money which have not been repaid, save for borrowings not exceeding the
amounts shown in the Audited Accounts.

The Company does not have, or as the case may be, has not provided:

(1) any borrowing or indebtedness save for such borrowings or indebtedness in the
nature of borrowing or any other credit facility including any bank overdrafts
and acceptance credits incurred in the ordinary and usual course of business of

the Company;

(2) any mortgage, charge or debenture or any obligation (including a conditional
obligation) to create a mortgage, charge or debenture;

(3) any guarantee, letter of comfort, indemnity or suretyship in respect of the
obligations or solvency of any other party; and
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8)

®

10.

(A)

(B)

(4) any indebtedness other than those arising in the ordinary course of business.

In relation. to all mortgages, overdrafts and other loan or financial facilities available to
the Company:

(1) there has been no contravention of, or non—compliailce with any provision of
any of those documents;’

(2) no steps for the early repayment of any indebtedness have been taken or
threatened;

(3) there have not been, nor are there any circumstance whereby the continuation of
any of the facilities might be prejudiced, or which might give rise to any
alteration in the terms and conditions of any of the facilities;

(4) none of the facilities may be terminated, or mature prior fo its stated maturity as
a result of the acquisition of the Sale Shares or any thing contemplated by this
Agreement; and

(5) full and accurate details of which have been disclosed in writing to the
Purchaser. :

The Company has not lent any money or provided any credit which has not been
repaid or owns the benefit of any debt (whether or not due for repayment), other than
debts which have arisen in the ordinary course of its business; and the Company has
not made any loans or exiended any credit confrary to the applicable laws and
regulations and its constituent documents.

EVENTS SINCE THE AUDITED ACCOUNTS DATE

Since the Audited Accounts Date,

(1) there has been no material and adverse change in the assets and liabilities,
financial position, trading condition and prospects of the Company;

(2) the business of the Company'has been carried on in the ordinary and usual
course and so as to maintain the same as a going concern;

(3) the Company has not become bound or liable to be called upon te repay
prematurely any loan capital;

(4) otherwise than in its ordinary course of business, the Company has not (i}
acquired amy assets of whatsoever nature; (ii) sold, transferred or otherwise
disposed of any assets of whatsoever nature; (iii) cancelled or waived or
released or discounted in whole or in part any debts or claims;

So far as the Vendor is aware, no circumstances exist whereby (whether by reason of

an existing agreement or arrangement or otherwise) as a result of the acquisition of the
Sale Shares referred to in this Agreement:
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©

(D)

(E)

®

11.

(A)

(1) any supplier of the Company will cease, or be entitled to cease, supplying the
Company, or may substantially reduce its supplies to the Company or will vary
the terms and conditions of such supplies to a material extent; and

(2) any customer of the Company will cease, or be entitled to cease, to deal with it
or may substantially reduce its existing level of business with it.

Compliance with the terms of this Agreement does not and will not:

(1) conflict with, or result in the breach of, or constitute a default under, any of the
terms, conditions or provisions of any agreement or instrument to which the
Company is a party, or any provision of the memorandum and articles of
association of the Company or any Encumbrance, lease, confract, order,
judgment, award, injunction, regulation or other restriction or obligation of any
kind or character by which or to which the Company or any asset of the
Company is bound or subject;

(2) relieve any person from any obligation to the Company (whether contractual or
otherwise), or enable any person to determine any ob11gat10n, or any right or
benefit enjoyed by the Company;

(3) result in the creation, imposition, crystallisation or enforcement of any
Encumbrance whatsoever on. any of the assets of the Company; and

(4) result in any present or future indebtedness of the Company becoming due, or
capable of being declared due and payable, prior to its stated maturity.

The Company is empowered and duly qualified to carry on its business in all
jurisdictions in which it now carties on.

The Company is not and has not agreed to become a member of any joint venture,
consortium, partnership or other unincorporated association; and the Company is not
and has not agreed to become, 2 party to any agreement or arrangement for sharing
commissions or other income.

The Company is not a party to any agency, distributorship, marketing, purchasing,
manufacturing or licensing agreement or arrangement, or any restrictive trading or
other agreement or arrangement pursuant to which any part of its business is carried
on, or which in any way restricts its freedom to carry on the whole, or any part, of its
business in any part of the world in such manner as it thinks fit.

COMPLIANCE WITH LAWS

The Company has conducted and is conducting its business in all respects in
accordance with all applicable laws, regulations and codes of practice whether of
Hong Kong or elsewhere and its memorandum and articles of association from time to
time in force and there is no violation of, or default with respect to any ordinancs,
statute, regulation, order, decree or judgment of any court or any governmental agency
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®)

©

12.

(A)

B)

(©

)

E)

'of Hong Kong or any fdreign country.

The Company has obtained all necessary licences, permissions, authorisations,
consents and exemptions from any person, authority or bedy for the proper carrying
on of its business and all such licences, permissions, authorisations, consents and
exemptions are in full force and effect and there are no circumstances (including the
sale and purchase of the Sale Shares as provided in this Agreement) which may lead to

any of such licences, permissions, authorisations, consents or exemptions being

revoked or not being renewed in whole or in part.

The Company has not committed, or omitted to do any act or thing, the commission or
omission of which is, or could be, in contravention of any ordinance, order, regulation
(whether of Hong Kong or elsewhere) giving rise to any fine, penalty, default
proceedings or other liabilities on its part.

MATERIAL CONTRACTS

Save as provided in this Agreement, the Company has not entered into any coniract
since its incorporation other than agreements for the acquisition of the Property and
there is no claim under any agreement, instrument or arrangement which the Company
is a party in respect of any default, breach, negligent or defective performance or
otherwise and no such claim is threatened against the Company and there is no
circumstances that will likely give rise to such a claim.

No party to any agreement with, or under an obligation to the Company is in default
under i, except in the ordinary course of business of the Company. The Company is
not in default under any agreement or covenant to which it is a party.

There is no offer, tender or the like outstanding which is capable of being converted
into an obligation of the Company by acceptance, or other act of some other person,
firm or company.

The Company is not a party to any confract, transaction, arrangement or liability
which: '

(1)  is of an unusual or abnormal nature, or outside the ordinary and proper course
of business;

(2)  cannot readily be fulfilled or performed by it on time without undue, or
unusual, expenditure of money, effort or personnel; or

{3) imvolves, or is likely to involve obligations or liabilities which, by reason of
their nature or magnitude ought reasonably to be made known to an intending
purchaser of the Sale Shares.

The Company has not manufactured, sold or supplied services or products which are,
or were, or will become, in any respect fanlty or defective, or which do not comply in
any respect with any term, warranties or representations, expressly or impliedly made
by the relevant member or with all applicable regulations, standards, requirements and
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G

(H)

13.

(&)

(B)

©

D)

(E)

14.

(A)

codes of practice.

The Company is not subject to any liability or obligation to service, repair, remedy or
is otherwise required to do anything in respect of any services or contracts which have

been performed by it.

There is not now outstanding, and there has not at any time during the two years prior
to the date of this Agreement been outstanding any confract or arrangement to which
the Company is 2 party and in which the Vendor or any director of the Company, is or
has been interested, whether directly or indirectly.

The Company is not a partjr to, and its profits or financial position during the three
years prior to the date of this Agreement have not been affected by, any contract or
arrangement which is not of an arm's length nature.

EMPLOYMENT

The Company is not under any obligation and liability to pay any party (including its
director and secretary) any remuneration, damages or other payments for services
rendered to the Company or by virtue of the office they held in the Company.

There is no claim by any person or his estate or dependents who is or had been an
employee, director or other officer of the Company whether for any damages,
compensation (whether under the Employees' Compensation Ordinance, or otherwise)
or other payments and there are no circumstances likely to give rise to such claim.

The Company and its employees are not involved in any industiial dispute, and there
are no facts known, or which would on reasonable enquiry be known to the Vendor
which might suggest that there may be any industrial dispute involving the Company.

Since the Audited Accounts Date;

(1)  no change has been made in the rate of remuneration, or the emoluments or
pension benefits, of any officer, ex-officer or executive of the Company; and

(2)  no change has been made in any other terms of employment of any officer or
executive.

The Company is not under any legal Hability or obligation, nor is it a party to any
ex-gratia arrangement or promise, to pay retirement benefits, pensions, gratuities,
superannuation allowances or the like, to or for the benefit of any past or present
officers or employees or their dependents and there are no retirement benefit or
pension or death benefits or employment scheme or arrangement in relation to or
binding on the Company or to which the Company has to make contribution.

ASSETS

The Company owned and had good and marketable title to, and (except for current
assets subsequently sold or realised in the normal and ordinary course of business) still
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16.

owns and has good and marketable title to, all the assets included in the Audited
Accounts and to all assets acquired since the date to which the Audited Accounts had
been made up and not subsequently sold or realised as aforesaid.

The Company has not created, or granted or agreed to create or grant, any security
interest or other Encumbrance in respect of any of the fixed assets included in the
Audited Accounts or acquired or agreed to be acquired since the date to which the
Audited Accounts have been made up.

None of the property, assets, undertaking, goodwill or uncalled capital of the
Company is subject to any Encumbrance or is held under any hire purchase, leasing or
rental agreements.

The stock of raw materials, packaging materials and finished goods now held are not
obsolete, slow moving, unusable, unmarketable or inappropriate or of limited value in
1elation to the current business of the Company.

The plant, machinery, vehicles and other equipment used in connection with the
business of the Company:

(1) are in a good and safe state of repair and condition and satisfactory working
order and have been regularly and properly maintained;

(2)  are not to any extent surplus to the requirements of the Company;
(3)  are in the possession and control of the Company; and

(4) are all capable, and (subject to normal wear and tear) will remain capable,
throughout the respective periods of time during which they are each written
down to a nil value in the respective accounts of the relevant member of the
Company (in accordance with the nommal recognised accounting principles
consistently applied prior to the date hereof), fit for the purpose for which they
were designed or purchased.

INSURANCES

The Company has taken out insurances which provide cover in similar amounts and
against such risk (including without limitation, risk in respect of personal injury,
occupational diseases and death to employees in carrying out their respective duties)
usually insured by prudent companies carrying on the same type of business as the
Company and in particular has maintained all insurance required by all applicable
laws and regulations.

All such insurances are in full force and effect and nothing has been done or omitted
to be done which could make any policy void or voidable and all premium payable has
been paid and no claim is outstanding under any of such insurance.

BUSINESS
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18.
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The principal business activities of the Company are (1) the provision of design and
engineering services which includes design of prototypes, design reviews and safety
assurance services; (if) the manufacturing of PCB assembly and the production of
finished products employing manual workmanship, soldering machines, automatic
winder equipment, auto-insertion machines, surface mount equipment, auto power
testers and burn-in facilities; and (iii) the offering of a variety of after sales services to
its customers which includes failure analysis and warranty services, product repair and
upgrade services, a product end-of-life maintenance program and value engineering
and value analysis services.

Other than the acquisition and holding of the Property and, the Company has not and
will not pending Completion carried on any other business or activities or entered into
any contracts, commitments and transactions since the date of its incorporation.

LITIGATION

The Company is not engaged in any material litigation or arbitration proceedings, as
plaintiff or defendant; there are no proceedings pending or threatened, either by or
against the Company and, so far as the Vendor is aware, there are no circumstances
which are likely to give rise to any litigation or arbitration.

There is no dispute with any revenue, or other official, governmental department in
Hong Kong or elsewhere, in relation to the affairs of the Company and, so far as the
Vendor is aware, there are no facts which may give rise to any dispute.

There are no claims pending or threatened, or capable of arising, against the Company
by an employee or workman or third party, in respect of any accident or injury, which
are not fully covered by insurance.

No order has been made, or petition presented, or resolution passed for the winding up
of the Company nor has any distress, execution or other process been levied in respect
of the Company which remains undischarged; nor is there any unfulfilled or
unsatisfied judgment or court order outstanding against the Company.

INTELLECTUAL PROPERTY RIGHTS

None of the operations or business of the Company infringes any right or confidential
information or other intellectual property rights held or alleged by any third party.

The Company has not entered into any agreement for the use by any third party of any
know-how or technology, or other intellectual property rights held by the Company or
which restricts the disclosure or use by the Company of any of the same.

The Company has not disclosed or permitted to be disclosed or undertaken or arranged

to disclose to any person other than the Purchaser any of its know-how, trade secrets,
confidential information or lists of customers or suppliers.
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GRANTS AND ALLOWANCES

The Company has not supplied for or received any grant or allowance from any
supranational, national or local authority or govemment agency.

TERMS OF TRADE

During the 12 months preceding the date of this Agreement, there has been no
substantial change (apart from normal price changes) in the basis or terms on which
any person has entered into confracts or done business with the Company.

POWERS OF ATTORNEY

There are no subsisting powers of attorney given by the Company and no person, as
agent or otherwise, is entitled or authorised to bind or commit the Company to any
obligation.

GENERAL MATTER

The execution, delivery and performance of this Agreement and the transactions
contemplated upon the terms herein will not result in the breach or termination or
cancellation or ‘constitute a default under any agreement, commitment or other
instrument to which the Company is a party or by which the Company or its property
or assets may be bound.
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PART B — WARRANTIES APPLICABLE TO THE PRC SUBSIDIARY

Save as Disclosed and so far as the Vendor is aware:

L.

(A)

(B)

(©

(A)

CORPORATE MATTERS

The PRC Subsidiary is validly constituted and established and has the requisite
corporate power and all permits, authorities, licences and consents (whether granted by
public or private authority) necessary to carry on its business in the matter and in the
places in which its business is now carried on and there are no circumstances which
might lead to the suspensmn or cancellation of any such permits, authorities, 11cences or
consents.

The register of members and other statutory books of the PRC Subsidiary have been
properly kept and contain an accurate and complete record of the matters with which
they should deal up to the date of this Agreement.

The business licence and approval certificate issued by the relevant PRC govemmental
authorities and all other necessary approvals, licences, permmits and consents in respect
of the PRC Subsidiary or their business have been obtained and are valid and subsisting.
The entering into of this Agreement and/or the Completion pursuant to this Agreement
will not prejudice any such approvals, licences, permits and consents or violate against
the relevant PRC laws or any other applicable legislation or legislative or administrative
regulations, directions or orders. -

WORKING CAPITAT,

In relation to all debentures, acceptance credits, overdrafts, loans or other financial
facilities outstanding or available to the PRC Subsidiary (referred to in this paragraph 6
as “facilities™):

(D no steps for the early repayment of any indebtedness have been taken or, so far
as the Vendor can reasonably foresee, likely to be required;

) there have not been, nor are there, any circumstances known to the Vendor
whereby the continuation of any of the facilities might be materially prejudiced,
or which might give rise to any alteration in the material terms and conditions
of any of the facilities; and

(3) the Vendor has no knowledge thai, as a result of Completion or any other
matters contemplated by this Agreement, any of the facilities might be
terminated by their lenders or mature prior to their standard maturity.

TRADING

Since the Audited Accounts Date, the business of the PRC Sub31d1ary has continued in
the ordinary and normal course.
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So far as the Vendor can reasonably foresee, no circumstances exist whereby (whether
by reason of an existing agreement or arrangement or otherwise) as a result of the
proposed acquisition of the Sale Shares by the Purchaser:

) any supplier of the PRC Subsidiary will cease, or be entitled to cease, supplying
it or may substantially reduce its supplies to it;

2) any customer of the PRC Subsidiary will cease, or be entitled to cease, to deal
with it or may substantially reduce its existing level of business with if;

(3) the PRC Subsidiary will lose the benefit of any material right or privilege
which it enjoys under any applicable law or regulations; or

(4) any senior technical or management staff will leave their employment or office
with the PRC Subsidiary.

The PRC Subsidiary has conducted and is conducting their respective business in all
material tespects in accordance with all applicable laws and legislative and
administrative orders and regulations, whether of the PRC or elsewhere.

The PRC Subsidiary has obtained all necessary licenses and consents from any person,
authority or body for the proper carrying on of its business and all the licences and
consents are valid and subsisting.

The PRC Subsidiary is not in material breach of any of the terms or conditions of any
of the licenes or consents; and so far as the Vendor can reasonably foresee there are no
material factors that might in any way prejudice the continuation, or renewal, of any of
them.

The PRC Subsidiary is not a party to any material contract or commitment which:

1) is of an unusual or abnormal nature, or outside the ordinary and proper course
of business; and

(2)  is of a long-term nature (that is, unlikely to have been fully performed, in
accordance with is terms, more than twelve months after the date on which it
was entered into or undertaken).

No threat or claim of default of material importance, under any agreement, instrument
or arrangement to which any of the PRC Subsidiary is a party has been made and is
outstanding against it and, so far as the Vendor can reasonably foresees, there is nothing
whereby any such agreement, instrument or arrangement may be prematurely
terminated or rescinded by any other party.

No party to any agreement with, or under an obligation to, the PRC Subsidiary is in
default under it, being a default which would be material in the context of the party’s or
the PRC Subsidiary’ financial or trading position; and so far as the Vendor can
reasonably foresee, there are no circumstances likely to give rise to such 2 default.
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The PRC Subsidiary has not produced, sold or supplied services or products which are,
or were, or will become, in any material respect not of marketable quality, toxic,
harmful, noxious or otherwise faulty or defective or unfit for their purposes, or which
do not comply in any material respect with any warranties or representations, expressly
or impliedly made by it, or with any applicable regulations, standards and requirements.

No material source of supply to the PRC Subsidiary, or any material outlet for the sales
of the PRC Subsidiary, is in jeopardy or, so far as the Vendor can reasonably foresee,
likely to be in jeopardy.

There is not now outstanding in respect of the PRC Subsidiary any guaramtee or
agreement for indemnity or for suretyship given by it or for its accommodation not in
its normal and ordinary course of business.

RELATED PARTY TRANSACTIONS

Save as disclosed in the Andited Accounts, there is not now outstanding, and there has
not been at any time after the Audited Accounts Date outstanding, any contract or
arrangement to which any of the PRC Subsidiary is a party and the Vendor or its
Associates or any then or present director of the PRC Subsidiary or any Associate of
any such director, is or has been interested, whether directly or indirectly.

Save as disclosed in the Audited Accounts, the Company is not a party to, nor have its
profits or financial position after the Audited Accounts Date been affected by, any
contract or arrangement which is not of an entirely arm’s length nature.

Save as disclosed in the Audited Accounts, none of the Vendor nor any of its Associates
owe any money to the PRC Subsidiary nor are there cumrently outstanding any
guarantee, indemmnity or any security given by the PRC Subsidiary for the account any
of the Vendor or amy of its Associates or in respect of any indebtedness or other
obligations of the Vendor or any of its Associates (in each case other than the PRC
Subsidiary).

Save as disclosed in the Aundited Accounts, the PRC Subsidiary does not owe any
money to the Vendor or any of its Associates nor are there currently outstanding any
guarantee, indemmnity or any security given by the Vendor or any of its Associates for
the account or benefit of the PRC Subsidiary or in respect of any indebtedness or other
obligations of the PRC Subsidiary.

EMPLOYMENT

The PRC Subsidiary has in relation to their employees compiled with all applicable
PRC legislation, regulations, directions and orders with regard to employment and
wholly owned foreign investment.

INSURANCE

The PRC Subsidiary have maintained or is going to acquire all necessary insurance
policies required under all applicable legislation, regnlations, directions and orders of
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the PRC in relation to employment and foreign invested enterprises and has paid all
premiums payable thereon. Al such policies are in full force and effect, and nothing
has been done or omitted to be done which could make any such policy void or
voidable.

LITIGATION, DISPUTES AND WINDING UP

The PRC Subsidiary are not engaged in any material litigation or arbitration
proceedings, as plaintiff or defendant; there are no material proceedings pending or
threatened, either by or against the PRC Subsidiary.

Neither the PRC Subsidiary nor any member of the Group and the Vendor has in
relation to the PRC Subsidiary committed nor are they liable for any criminal, illegal,
unlawful or unauthorised act or breach of any obligation whether imposed by or
pursuant to the laws of the PRC or Hong Kong, contract or otherwise.

No order has been made, or petition presented, or resolution passed for the winding up
of or the taking of any analogous proceedings against the PRC Subsidiary; nor has any
distress, execution or other process been levied in respect of the PRC Subsidiary which
remains undischarged; nor is there any unfulfilled or unsatisfied judgement or court
order outstanding against the PRC Subsidiary.

INTELLECTUAL PROPERTY RIGHTS AND TRADE SECRETS

The business of the PRC Subsidiary (and of any Hcensee under a licence granted by the
PRC Subsidiary) as now carried on, does nof, and is not likely to, infringe any
intellectual property right (that is to say, patent, patent application, knowhow, trade or
service mark, irade or service mark application, trade name, registered design,
copyright, logo or other similar intellectual, industrial or commercial right)
{"Intellectual Property Rights”) of any other person (and would not do so if the same
were valid).

To the exfent that t}ﬁe PRC Subsidiary has been granted any licence for the use of any
Intellectual Property Right, all such licences are in fisll force and effect.

Without prejudice to paragraph 8(A) above, the PRC Subsidiary does not use any
processes and 1s not engaged In any activities which involve the misuse of any
knowhow, lists of customers or suppliers, trade secrets, techmical processes or other
confidential information (“Confidennal Information™) belonging to any third party.
There has been no actual or alleged misuse by any person of any of its Confidential
Information. The PRC Subsidiary has not disclosed to any person any of its
Confidential Information except where such disclosure was properly made in the
noxmal course of the PRC Subsidiary’s business and was made subject to an agreement
under which the recipient is obliged to maintain the confidentiality of such Confidential
Information and is restrained from further disclosing it or using it other than for the
purposes for which it was disclosed by the PRC Subsidiary.
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(B)

PLANT AND EQUIPMENT

The fixed and loose plant, machinery, furniture, fixtures, fittings, equipment and
vehicles used in connection with the business of the PRC Subsidiary are the property of
and are held by the PRC Subsidiary free from any hire purchase agreement or
agreement for payment on deferred terms or bills of sale or other Encumbrance.

All plant, machinery, vehicles and equipment owned or used by the PRC Subsidiary are
in good and safe condition and working order (fair wear and tear excepted).
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SCHEDULE 4

PURCHASER WARRANTIES

Previons Announcements:  with respect to all the previous announcements and
circulars to the shareholders of Holdings made by or on behalf of Holdings since
the Holdings Audited Accounts Date, all statements of fact contained therein were
true and corzrect in all material respects as at the respective dates of such previous
announcements and circulars and not misleading in any material respect and all
expressions of opinion or intention contained therein were made on reasonable
grounds and were truly and honestly held by the dizectors of Holdings and were
fairly based and there were no other facts known to the directors of Holdings the
omission of which would make any such. statement or expression in any of such
previous announcements misleading in any material respect;

No material adverse chapge: since the Holdings Audite@ Accounts Date there
has been no material adverse change, nor any development reasonably likely to
involve a prospective material adverse change, in the financial or frading position
of any member of the Holdings Group;

No litigation: except for normal debt collection in the ordinary course of
business, none of the Holdings Group is engaged in any litigation, arbitration or
governmental proceeding which (individually or in aggregate) is likely to have or -
have had during the twelve months preceding the date hereof a material adverse
effect on the financial or trading position of the Group as a whole and no such
litigation, arbitration or proceeding are threatened in writing or pending nor, to the
best of the knowledge, information or belief of Holdings (having made all
reasonable inquiries), are there any circumstances which is bkely to give rise to
any such litigation, arbifration or proceeding;

Indebtedness: to the best of the knowledge, information and belief of Holdings
(having made all reasonable inguiries), no circumstances or events have arisen or
occurred such that any person is (or could, with the giving of notice and/or lapse of
time and/or fulfilment of any condition and/or the making of any determination,
become) entitled to payment of any indebtedness before its due date for payment
by any member of the Holdings Group, or to take any step to enforce any secuzity
for any indebtedness of any member of the Holdings Group and no person to
whom any indebtedness for borrowed money of any member of the Holdings
Group which is payable on demand has demanded or threatened in writing to
demand repayment of the same;

No winding-up: no member of the Holdings Group is in receivership or liquidation
and so far as Holdings is aware, none of the Holdings Group has taken any step to
enter liquidation and no petition has been presented for winding up or appointinent
of a receiver of any member of the Holdings Group.

No options or other securities: There are no options or other agreements
outstanding which call for the issue of or accord to any person, the right to call for
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the issue of any loan or share capital of any member of the Holdings Group or the
right to require the creation of any mortgage, charge, pledge, lien or other security
or encumbrance.

Compliance with constitutions: The copies of the memorandum and articles of
association or other equivalent constitutional documents of each of the Holdings
Group which have been produced to the Vendor are true and complete in all
material respects and have attached to them copies of all resolutions which are
required by the applicable laws and regulations to be so attached. So far as
Holdings is aware, each member of the Holdings Group has complied with its
respective memorandum and articles of association in all material respects and
none of the activities, agreements, commitments or rights of any member of the
Holdings Group is ultra vires or unauthorised.

Title to assets: Save as disclosed in the Holdings Audited Accounts, each
member of the Holdings Group has good title to its assets used in its business free
from any liens, mortgages, charges and encumbrances.

Compliance with applicable laws: So far as Holdings is aware, each member of
the Holdings Group has at all times carzied on and will until Completion carry on
its business in compliance with all applicable laws and regulations in all material
respects and there is no order, decree or judgment of any court or any
governmental agency of Hong Kong or of any foreign country outstanding against
the Holdings Group or which may have material adverse effect upon the assets or
business of the Holdings Group and, without prejudice to the generality of the
foregoing, each member of the Holdings Group has obtained all licences and
consents necessary for the camrying on. of its business, and all such licences and
consents are valid and subsisting and so far as Holdings is aware there is no reason
why any of them should be suspended, cancelled or revoked. So far as Holdings
is aware, no member of the Holdings Group is in breach in any material respect of
any material contracts by which it is bound.

No material non-disclosure: There are no adverse material or substantial factors or
circumstances known to Holdings relating to the business or affairs of each
member of the Holdings Group which have not been disclosed to the Vendor and
which if disclosed, might reasonably be expected to influence materally and
adversely the Vendor’s decision to enter into this Agreement.

Taxation:  Each member of the Holdings Group has complied in all material
respects with all relevant and applicable legal requirements relating to registration
or notification for Taxation purposes. Each member of the Holdings Group have
paid all Taxation (if any) due to be paid, and if required, made sufficient provision
for Taxation before the date of this Agreement, and taken all necessary steps to
obtain any repayment of or relief from Taxation available to them.

Trading and business: Neither the Holdings Group nor any of their officers, agents
or employees (during the course of performance of their duties in relation to the
Holdings Group) have committed, or omitted to do, any act or thing the
commission or omission of which is, or could be, in contravention of amy
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ordinance, order, regulation, enactment, statute or the like in Hong Kong or
elsewhere which is punishable by fine or other penalty. Since the Audited
Accounts Date, the business of each member of the Holdings Group has been
continued in the ordinary and normal course and each member of the Holdings
Group has been paying their creditors in respect of all of their debts which have
become due and payable in their ordinary course of business.

Listing statns: The Holdings Group has not done anything or omitted to do
anything which is likely to materially and adversely affect the listing status of
Holdings. '

Capacity:

(a) Each of Holdings and the Purchaser has full power and authority to enter into
and perform this Agreement and this Agreement constitutes binding
obligations of each of Holdings and the Purchaser.

(b)In entering into this Agreement, each of Holdings and the Purchaser does not
do so in breach of any applicable legislation.

(c)Each of Holdings and the Purchaser has taken or obtained all necessary
corporate and other actions and consents fo authorise the execution and
performance by each of them of this Agreement.

Consideration Shares and Conversion Shares:

(a) Holdings has sufficient authorised but unissued share capital for Holdings to
perform its obligations under this Agreement and the directors of Holdings are
authorised to issue the Consideration Shares and the Conversion Shares.

(b) The Consideration Shares and the Conversion Shares will rank pari passu in all
respects with any existing shares of Holdings in issue at the date of allotment
and issue of the Consideration Shares or the Conversion Shares (as the case
may be).

(c) All necessary consents authorisations and approvals (if any) of the Stock
Exchange, any governmental agency or body required in Hong XKong for or in
connection with Holdings® obligations under this Agreement and the
performance of the terms of this Agreement by Holdings have been obtained or
made or will have been obtained or made by Completion.

(d) The entering into of this Agreement and the issue of the Consideration Shares
and the Conversion Shares by Holdings will not infringe and will not be
contrary to any laws of Hong Kong and will not result in any breach of the
terms of the memorandum and articles of association of Holdings and of any

- agreement or obligation applicable to Holdings.
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SCHEDULE 5

Tax Indemnity
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Dated : [*]

CHINA WATER GROUP LIMITED
(as Vendor)
and
TOP BARBOUR DEVELOPMENT LIMITED
(as Purchaserj
and
CHINA WATER AFFAIRS GROUP LIMITED
(as China Water)

and

WAH YUEN HOLDINGS LIMITED
(as Holdings)
and
CHINA ENVIRONMENTAL WATER BOLDINGS LIMITED

and its subsidiaries
(as the Companies)

DEED OF INDEMNITY AND GUARANTEE




' THIS DEED OF INDEMNITY AND GUARANTEE is dated [*]

1)
@)

()

)

®

CHINA WATER GROUP LIMITED, a company incorporated m the British
Virgin Islands with limited liability and having its registered office at Abbott
Building, 2nd Floor, P.O. Box 933, Road Town, Tortola, British Virgin Islands (the
“Vendor™);

TOP HARBOUR DEVELOPMENT LIMITED , a company incorporated in
the British Virgin Islands with limited liability and having its registered office at
OMC Chambers, P. O. Box 3152, Road Town Tortola, British Virgin Islands
(the “Purchaser”), '

CHINA WATER AFFAIRS GROUP LIMITED, a company incorporated in
the Cayman Islands and continued in Bermuda and having its registered office at
Clarendon House, 2 Church Street, Hamilton HM 11, Bermuda and its head
office and principal place of business in Hong Kong at Suite 6408, 64/F., Central
Plaza, 18 Harbour Road, Wanchai, Hong Kong (“China Water™);

WAH YUEN HOLDINGS LIMITED, a company incorporated in the Cayman
Islands and having its registered office at Cricket Square, Hutchins Drive, P.O.
Box 2681, Grand Cayman KY1-1111, Cayman Islands and its head office and
principal place of business in Hong Kong at 2/F., On Shing Industrial Building,
2-16 Wo Liu Hang Road, Fo Tan, Shatin, New Tertitories, Hong Kong and the
issued shares of which are listed on the Stock Exchange (“Holdings™); and

CHINA ENVIRONMENTAL WATER HOLDINGS LIMITED, a company
incorporated in Hong Kong and having its registered office at Suite 6408, 64/F,,
Central Plaza, 18 Harbour Road, Wanchai, Hong Kong (the “Company”™) on its
own behalf and as trustee for THE SEVERAL COMPANIES whose names and
places of incorporation/establishment are set out in Schedule 2 to the Agreement
(as defined berein) (the “Subsidiaries™). '

WHEREAS:

(A)

(B)

(©)

@)

This Deed is supplemental to an agreement (the "Agreement") dated 29 June 2007 and
made between, among others, the Vendor as vendor and the Purchaser as purchaser in
relation to, inter alia, the sale and purchase of the entire issued share capital of the
Company. .

It is a condition of the Agreement that the Vendor shall enter into this Deed to provide
the Purchaser and the Companies with a guarantee and indemnity subject to the terms
and conditions herein contained.

Tn consideration of the Purchaser agreeing to enter into this Agreement, China Water
has agreed to guarantee the performance by the Vendor of its obligations under this
Agreement subject to and upon the terms and conditions of this Agreement.

In consideration of the Vendor agreeing to enter into 'this Agreement, Holdings has
agreed to guarantee the performance by the Purchaser of its obligations under this
Agreement subject to and upon the terms and conditions of this Agreement.



NOW THIS DEED WITNESSES AND IT IS HEREBY AGREED as follows:

i

(4)

(B)

Tn this Deed, expressions defined or to which a meaning is assigned in the
Agreement shall, unless otherwise defined herein, bear the same meanings
when used herein.

In this Deed:

(®

(ii)

(i)

()

"Relief" includes any relief, allowance, set off or deduction in computing
profits or credit granted by or pursuant to any legislation or otherwise
refating to-all forms of Taxation;

"Taxation" means:

(2) any lability to any form of taxation whenever created or imposed
and whether of Hong Kong, the PRC or of any other part of the
world and without prejudice to the generality of the foregoing
includes profits tax, provisional profits tax, interest tax, salaries
tax, property tax, estate duty, death duty, capital duty, stamp duty,
payroll tax, withholding tax, rates, customs and exercise duties
and generally any tax duty, impost, levy or rate or any amount
payable to the revenue, customs or fiscal authorities whether of
Hong Kong or of any other part of the world,

(b) such an amount or amounts as is or are referred to in paragraph (iii)
of this Clause; and

(c) . all costs, interest, penalties, charges and expenses incidental or
relating to the liability to taxation or the deprivation of Relief or of
a right to repayment of taxation which is the subject of the
indemnity and guarantee contained herein to the extent that the
same is/are payable or suffered by the Companies;

"Taxation Claim" includes any assessment, notice, demand or other
documents issued or action taken by or on behalf of the Inland Revenue
Department of Hong Kong, the PRC or any other statutory or
governmental authority whatsoever in Hong Kong, the PRC or any other
part of the world from which it appears that the Companies is liable or is
sought to be made liable for any payment of any form of Taxation or to
be deprived of any Relief or right to repayment of any form of Taxation
which Relief or right to repayment would but for the Taxation Claim
have been available to the Companies;

in the event of any deprivation of any Relief or of a right to repayment of
any form of Taxation there shall be treated as an amount of Taxation for
which a liability has arisen the amount of such Relief or repayment or (if
smaller) the amount by which the liability to any such Taxation of the
Companies would have been reduced by such Relief if there had been no
such deprivation as aforesaid, applying the relevant rates of taxation in
force in the period or periods in respect of which such Relief would have
applied or (where the rate has at the relevant time not been fixed) the last
known rate and assuming that the Companies had sufficient profits
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against which such Relief might be set or given |
(v)  “Companies” means the Company and the Subsidiaries;

(vi) “Audited Accounts” means the audited consolidated balance sheet of
- the the Company and Conseco Seabuckthorn Co., Ltd as at the Audited
Accounts Date and the audited consolidated profit and loss accounts of

the Group for the year ended on the Audited Accounts Date; and

(vii) “Audited Accounts Date” means 31 March 2006.

(C)  In this Deed, unless the context otherwise requires, the singular includes the
plural and vice versa, words importing any gender include every gender and
references to persons include firms, compames and corporations.

(D)  Inthis Deed, references to claiises are to Clauses of this Deed.

(A)  Without prejudice to any of the foregoing provisions of this Deed and subject as
hereinafter provided, the Vendor hereby agrees with the Purchaser and the
Companies that it will indemnify and guarantee and at all times keep them and
each of them indemnified and guaranteed against Taxation falling on the
Companies resulting from or by reference to any income, profits or gains earned,
accrued or received from the date when the Vendor acquired a direct or indirect
interest in any of the Companies to the Completion Date (the “Indemnity
Period”) or any event or transaction happened during the Indemnity Period
whether alone or in conjunction with any circurnstances whenever occurring
and whether or not such Taxation is chargeable against or attributable fo any
other person, firm or company.

(B)  The indemnity and guarantee contained in sub-clause (A) above shall not apply
to Taxation falling on the Companies in respect of their current accounting
periods or any accounting period before or after the Indemnity Period unless
liability for such Taxation would not have arisen but for some act or omission of,
or transaction voluntarily effected by, the Companies or the Purchaser (whether
alone or in conjunction with some other act, omission or transaction, whenever
occurring) without the prior written consent or agreement of the Vendor other

“than any such act, omission or transaction: '

(i) carried out or effected in the ordinary course of business or in the ordinary
course of acquiring and disposing of capital assets on or before the
Completion Date; or

(i) carried out, made or entered into pursuant to a legally binding
commitment created on or before the Completion Date; or

(iii) consisting of the Companies ceasing, or being deemed to cease, to be a
member of any group of companies or being associated with any other
company for the purposes of any matter of Taxation.

The indemnity and guarantee given by Clause 2 does not cover any Taxation Claim to
the extent that:-



(A)  such Taxation Claim arises or is incurred as a result of the imposition of
Taxation as a consequence of any retrospective change in the law or practice
coming into force after the Completion Date or to the extent that such Taxation
Claim arises or is increased by an increase in rates of Taxation after such date
with retrospective effect; or '

(B)  provision or reserve or a note in respect of such Taxation has been made in the
Audited Accounts or to the extent that payment or discharge of such Taxation
Claim has been taken into account therein; or

(C)  the matter giving rise to the Taxation Claim is wholly or partially taken into
account in computing the Profit Guaranteed Shortfall Amount in Clause 6 of the
Agreement; or

(D) any provision or reserve made for Taxation in the Audited Accounts up to the
Audited Accounts Date which is finally established to be an over-provision or
an excessive reserve provided that the amount of any such provision or reserve
applied pursuant to this Clause 3(D) to reduce the relevant Vendor’s liability in
respect of Taxation shall not be available in respect of any such liability arising
thereafier; or

(E)  the matter giving rise to the Taxation Claim arises wholly or partially from any
voluntary event before or after Completion at the request or direction of, or with
the acquiescence or consent of the Purchaser or the authorized representatives or
professional advisers of the Purchaser; or :

(F)  the matter giving rise to the Taxation Claim is a Taxation liability against which

- any relief, allowance, credit or deduction in respect of Taxation arising on or

before Completion and not shown as an asset in the Audited Accounts is
available for set off;, or

(G) the liability to Taxation would not have arisen but for (i) a change after
Completion in the accounting policies of the Company (including without
limitation the bases on which the Company values its assets) or (i) any accounts
of the Company being prepared in a manner inconsistent with the manner in
which the Audited Accounts were prepared.

No claim under this Deed shall be made by the Purchaser and the Companies in respect
of the same Taxation.

In the event of any Taxation Claim arising, the Purchaser and the Companies shall by
way of covenant but not as a condition precedent to the liability of the Vendor
hereunder give or procure that notice thereof is as soon as reasonably practicable given
to the Vendor in the manner provided in Clause 10; and, as regards any such Taxation
Claim, the Purchaser and the Companies shall at the request of the Vendor take such
action, or procure that such action be taken, as the Vendor may reasonably request to
cause the Taxation Claim to be withdrawn, or to dispute, resist, appeal against,
compromise or defend the Taxation Claim and any determination in respect thereof but
subject to the Purchaser and the Companies being indemnified and secured to its or
their reasonable satisfaction by the Vendor against all losses (including additional
Taxation), costs, damages and expenses which may be thereby incurred.



TA.

10.

11.

(4)  If after the Vendor has made any payment pursuant to Clause 2 hereof, the
Companies shall receive a refund of all or part of the relevant Taxation (whether
pursuant to section 79 of the Inland Revenue Ordinance of Hong Kong or
similar legislation elsewhere or otherwise) such company (if it shall receive
such refund) shall repay or (if another of the Companies shall receive such
refund) shall procure repayment by such Company, as the case may be to the
Vendor a sum corresponding to the amount of such refund less:

() any expenses, costs and charges properly incurred by the Companies in
recovering such refund; and

(i) the amount of any additional Taxation which shall not have been taken
into account in calculating any other payment made or to be made
pursuant to this Clause but which is suffered by the Companies in
consequence of such refund.

(B)  Any payments due by the Vendor pursuant to the foregoing provisions of this
Deed shall be increased to include such interest on unpaid tax as the Companies
shall have been required to pay pursuant to section 71(5) or section 71(SA) of
the Inland Revenue Ordinance (Chapter 112 of the Laws of Hong Kong) or
similar legislation elsewhere or otherwise.

The Vendor shall not be liable in respect of any claim under this Deed unless the same
shall have been made on or prior o the expiry of six years from the Completion Date by
notice in writing to the Vendor.

The liability of the Vendor shall be limited as provided in Clause 9 of the Agreement,
with the intent and effect that each of the provisions of Clause 9 of the Agreement shall
be deemed to be incorporated and repeated in this Deed.

The indemnities, guarantees, agreements and undertakings herein contained shall bind
the personal representatives or successors of the Vendor and shall enure for the benefit
of each party's successors or assigns.

The whole or any part of the benefit of this Deed may not be assigned by the Purchaser
and the Company save with the prior written approval of the Vendor.

Any notice required to be given under this Deed shall be in writing and shall be
delivered personally or sent by facsimile or by registered or recorded delivery post,
postage prepaid to the respective party at the address set out herein or such other
address as may have been last notified in writing by or on behalf of such party to the
other parties hereto. Any such notice shall be deemed to be served at the time when the
same is handed to or left at the address of the party to be served and if served by post or
facsimile transmission at the time it would bave been received in the normal course of
post or facsimile.

This Deed is governed by and shall be construed in accordance with the laws of Hong
Kong and the parties hereto hereby irrevocably submit to the non-exclusive jurisdiction
of the courts of Hong Kong in relation to any proceedings arising out of or in
connection with this Deed.



IN WITNESS whereof this Deed of Indemmnity and Guarantee has been duly executed the day
and year first above written. '



THE VENDOR

SEALED with the Common Seal of and
SIGNED by

for and on behalf of CHINA WATER
GROUP LIMITED

in the presence of:

THE PURCHASER

SEALED with the Common Seal of and
SIGNED by

for and on behalf of TOP HARBOUR
DEVELOPMENT LIMITED

in the presence of:

CHINA WATER

SEALED with the Common Seal of and
SIGNED by

for and on behalf of CHINA WATER
AFFAIRS GROUP LIMITED

in the presence of:
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' HOLDINGS

SEALED with the Common Seal of and
SIGNED by

for and on behalf of WAH YUEN
HOLDINGS LIMITED

in the presence of:

COMPANY

SEALED with the Common Seal of and
SIGNED by

for and on behalf of CHINA
ENVIRONMENTAL WATER
HOLDINGS LIMITED |

in the presence of:

L N L S L T
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THIS INSTRUMENT is executed by way of Deed Poli on by
WAH YUEN HOLDINGS LIMITED (the “Company”) a company incorporated in the
Cayman Islands baving its registered office at Cricket Square, Hutchins Drive, P.O. Box 2681,
Grand Cayman KY1-1111, Cayman Islands and prncipal place of business in Hong Kong at
2/F., On Shing Industrial Building, 2-16 Wo Liu Hang Road, Fo Tan, Shatin, New Territories,
Hong Kong. _

WHEREAS:

(A) By an agreement (the “SP Agreement”) dated 29 June 2007 entered into, among
others, Top Harbour Development Limited (the “Purchaser”), a wholly-owned
subsidiary of the Company, and China Water Group Limited (the “Vendor™), the
Purchaser shall procure the Company to create and issue the Bond (as defined herein)
in the principal amount of HK$180,050,000 to the Vendor as part of the consideration
for the sale and purchase of, among others, the entire issued share capital of China
Environmental Water Holdings Limited.

(B)  The Company is entéring into this Instrument by way of deed poll in order to define
the rights and interests of the Bondholder.

NOW THIS INSTRUMENT WITNESSES and the Company hereby declares as follows:

1. DEFINITIONS

1.1  In this Instrument (including the Recitals), the following expressions shall, unless the
context otherwise requires, have the following meanings:

“Bondholder” a holder or holder(s) in whose name the Bond is
registered in the Register, and “holder” in relation to
the Bond shall have the corresponding meaning

“Bond” convertible bonds in registered form in the principal
amount of HKS$I180,050,000 constituted by this
Instrument and for the time being outstanding or, as
the context may require, any amount of them

“Business Day™ any day (excluding a Saturday and Sﬁnday) on which
banks in Hong Kong are open for business
throughout their normal business bours

““Certificate” a certificate in or substantially in the form set cut in
the Schedule issued in the name of the Bondholder in
respect of its registered holdings of the Bond

“Code” The Hong Kong Code on Takeovers and Mergers

“Companies Ordinance” the Companies Ordinance (Chapter 32 of the Laws of
Hong Kong)

“Conditions” terms and conditions endorsed on the Bond in



“Conversion Date”

“Conversion Period”

“Conversion Price”

“Conversion Rights”

“Conversion Share(s)”

“HK$” and “Hong Kong
doHars”
“Hong Kong”

“Hong Kong Stock
Exchange”.

“Listing Rules”

“Maturity Date”

“outstanding”

definitive form as they may from time to time be
modified in accordance with their provisions and/or
of this Instrument, and reference in this Insttument to
a particular numbered Condition shall be construed
accordingly

has the meaning assigned in Condition 5(D)

subject to conditions as 'set out in Clause 6.1 and
Condition 5(A). the period commencing from the
date of issue of the Bond up to 4:00 p.m. (Hong Kong
time) on the Maturity Date '

the conversion price per Share determined in
accordance with Clause 6.3, subject to adjustrents in
accordance with Clause 7

the rights of the Bondholder to convert the principal
amount outstanding under the Bond registered in its
names into Shares subject to the terms and conditions
of this Instrument and the Conditions

Share(s) to be allotted and issued vpon an exercise of
the Conversion Rights

means the lawful cuurency for the time being of Hong
Kong

The Hong Kong Special Administrative Region of
The People’s Republic of China

The Stock Exchange of Hong Kong Limited

Rules Governing the Listing of Securities on the
Hong Kong Stock Exchange

the tenth anniversary of the date of issue of the Bond
the amount of the Bond issued other than:

(a) those which have been redeemed or in respect
of which Conversion Rights have been
exercised or which have been cancelled in
accordance with the Conditions;

(b) those in respect of which the redemption
moneys (including 2ll interest accrued on the
Bond to the date for such redemption and any
interest payable under Clause 4 and Condition



4 after such date} have been duly paid to the
Bondholder or on its behalf;

(c) those mutilated or defaced Bond which have
been surrendered in exchange for replacement
Bond pursuant to Condition 10;

(d) (for the purpose only of determining the amount
' of the Bond that is outstanding and without
prejudice to their status for any other purpose)
the Bond alleged to have been lost, stolen or
destroyed and in respect of which replacement
Bond have been issued pursuant to Condition

10;

(e) those which have been cancelled as prdvided in
Condition 7 :

“Register” the register of the Bondholders required to be
maintained pursuant to Clause 11

“Shareholders™ holders of the Shares

“Shares™ ordinary shares of par value HK$0.01 each in the
' capital of the Company as at the date of this
Instrurnent, or shares of any class or classes resulting
from any  sub-division, consolidation or
re-classification of such shares, which as between
themselves have no preference in respect of
dividends or of amounts payable in the event of any
voluntary or involuntary liquidation or distribution of
the Company

“Specified Office” the principal office of the Company in Hong Kong
specified at the back of the Certificate or any other
office notified to the Bondholder pursuant to
Condition 11 '

“this Instrument” this instrument, the schedule (as from time to time
may be altered in accordance with this Instriment)
and any other document executed in accordance with
this instrument (as from time to time may be so
altered) and expressed to be supplemental to this
Instrument

1.2 Inthis Instrument, and unless the context otherwise requires:

(a) references to Recitals, Clanses, Sub-clauses and Schedule are to the recitals,
clauses and sub-clauses of and the schedule to this Instrument;



1.3

4.1

(b)  reference to a Sub-clause is, unless otherwise stated, to the sub-clause of the
Clanse in which the reference appears;

(¢}  reference to a paragraph is to the paragraph of the Schedule in which the
reference appears;

(d)  the Schedule forms part of this Instrument;

(e)  reference to any ordinance, legislation, regulation or other statutory provision
in this Instrument includes reference to such ordinance or legislation or
regulation or provision as modified, consolidated or re-enacted from time to
time (except to the extent where any such modification, consclidation or
re-enactment increases the liability of any party to this Instrument);

(f) ‘words denoting the singular include the plural and vice versa, words denoting
one gender include both genders and the neuter and words denoting persons
include corporations and, in each case, vice versa; and

(g)  headings, the index page and underlining are for ease of reference only and do
not form part of this Instrument.

If at any time any provision of this Instrument is or becomes illegal, invalid or
unenforceable in any respect under the law of any jurisdiction, neither the legality,
validity or enforceability of the remaining provisions of this Instrument nor the
legality, validity or enforceability of such provision under the law of any other
jurisdiction shall in any way be affected or impaired thereby.

ISSUE OF THE BOND

Subject to the conditions of the SP Agreement having been fulfilled on or before the
time specified therein (or such other time and/or date as the Vendor and the Purchaser
may agree), the Company shall, on the date fixed for completion of sale and purchase
of, among others, the entire issued share capital of China Environmental Water
Holdings Limited under the SP Agreement, issue the Bond to the Vendor or its
nominee(s) in accordance with the terms of the SP Agreement.

AMOUNT OF THE BOND

The principal amount of the Bond shall be HK$180,050,000.
INTERES'T

The Bond shall bear interest from and including the date of ifs issue at the rate of three
per cent. (3%) per annum on the ouistanding principal amount thereof. Interest shall
be accrued daily on a 365 days basis and is payable semi-annually in arrears with the
first interest payment for the Bond to be made on the date fzlling six (6) months from
the date of issue of such Bond and thereafier on the last day of each successive yearly
period (each an “Interest Payment Date”). If an Interest Payment Date would
otherwise fall on a day which is not a Business Day it shall be postponed to the next



4.2

5.1
5.2

5.3
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6.1

6.2

day which is 2 Business Day unless it would thereby fall into the next calendar month
in which event it shall be brought forward to the immediately preceding Business Day.

The Bond will, in respect of the Conversion Rights attached thereto which are not yet
exercised, cease to bear interest on the earliest of (a) its Conversion Date subject to
conversion of the Bond in accordance with this Instrument and the Conditions; and (b)
the Maturity Date.

BOND CERTIFICATES

On issue of the Bond, the Bondholder will be entitled to a definitive Certificate with
Conditions in or substantially in the form set out in the Schedule.

The definitive Certificates will be signed manually or in facsun,lle by two Directors or
by a director and the secretary of the Company.

Issue and delivery of the Bond shall be completed on the issue and delivery of the
Certificate to the Bondholder (or its representative) by, or by the order of, the
Company and completion of the Register by or on behalf of the Company. The
Company will pay any stamp, issue, registration, documentary or other similar taxes
and duties, including interest and penalties, payable in Hong Kong in respect of the
creation and original issue of the Bond and the execution or delivery of this Instrument.

The Company hereby covenants to and with the Bondholder that it will comply with
and perform and observe 21l the provisions of this Instrument and the Conditions
which are expressed to be binding on it. The Conditions shall be binding on the
Company and the Bondholder.

CONVERSION

Provided that amy conversion of the Bond does not frigger a mandatory offer
obligation under Ruie 26 of the Code on the part of the Bondholder which exercised
the Conversion Rights, whether or not such mandatory offer obligation is triggered off
by the fact that the number of Conversion Shares to be allotted and issued upon the
exercise of the Conversion Rights attaching to the Bond (if applicable, including any
Shares acquired by the parties acting in concert with the holder(s) of the Bond)
represents more than 30% (or such other percentage as stated in Rule 26 of the Code
in effect from time to time) of the then issued ordinary share capital of the Company
or otherwise pursuant fo other provisions of the Code, the Bondholder shall, subject to
compliance with the procedures set out in the Conditions, have the right at any time
during the Conversion Period to convert the whole or part of the outstanding principal
amount of the Bond registered in its name into Shares provided further that any
conversion shall be made in amounts of not less than a whole multiple of
HK3$5,000,000 on each conversion save that if at any time the aggregate outstanding
principal amount of the Bond is less than HK$5,000,000, the whole (but not part only)
of the outstanding principal amount of the Bond may be converted.

The number of Conversion Shares to be issued on each conversion will be determined
by dividing the prncipal amount specified in the Conversion Notice by the
Conversion Price applicable on the Conversion Date. ' Fractions of Shares will not be



6.3

6.4

issued on conversion and the amount representing such fraction will be retained by the
Company and no payment will be made to the Bondholder in respect of such fraction,
provided always that for the purpose of determining whether any (and if so what)
fraction of a share arises, if the Conversion Right represented by a Certificate and any
one or more other Certificates are exercised on the same Conversion Date by the
Bondholder, then the Conversion Rights represented by the Bond shall be aggregated.

The Conversion Price for the Bond shall be equal to HK$0.15 per Conversion Share,
subject to adjustments as hereafier described in Clause 7.

Any calculation by the Company of the number of Conversion Shares falling to be
issued on a conversion shall, in the absence of manifest exror, be conclusive and
binding on the Bondholder.

ADJUSTMENTS

(a)  Subject as hereinafter provided, the Conversion Price shall from time to time
be adjusted in accordance with the following relevant provisions and so that if
the event giving rise to any such adjustment shall be such as would be capable
of falling within more than one of sub-paragraphs (i) to (vii) inclusive of this
Sub-clause (a) it shall fall within the first of the applicable paragraphs to the
exclusion of the remaining paragraphs:

i) If and whenever the Shares by reason of any consolidation or sub-
division become of a different nominal amount, the Conversion Price in
force immediately prior thereto shall be adjusted by multiplying it by
the revised nominal amount and dividing the result by the former
nominal amount. Each such adjustment shall be effective from the
close of business in Hong Kong on the day immediately preceding the
date on which the consolidation or sub-division becomes effective.

(i)  If and whenever the Company shall issue (other than in lieu of a cash
dividend) any Shares credited as fully paid by way of capitalisation of
profits or reserves (including any share premium account or capital
redemption reserve fund), the Conversion Price in force immediately
prior to such issue shall be adjusted by multiplying it by the aggregate
nominal amount of the issued Shares immediately before such issue
and dividing the result by the sum of such aggregate nominal amount
and the aggregate nominal amount of the Shares issued in such
capitalisation. EFach such adjustment shall be effective (if appropriate
retroactively) from the commencement of the day next following the
record date for such issue.

(i)  If and whenever the Company shall make any Capital Distribution (as
defined in Sub-clause (b)) to holders (in their capacity as such) of
Shares (whether on a reduction of capital or otherwise) or shall grant to
such holders rights to acquire for cash assets of the Company or any of
its subsidiaries, the Conversion Price in force immediately prior to such
distribution or grant shall be reduced by multiplying it by the following
fraction:



(iv)

i
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where:

A= the market price (as defined in Sub-clause (b)) on the date on
which the Capital Distribution or, as the case may be, the grant
18 publicly announced or (failing any such announcement) the
date next preceding the date of the Capital Distribution or, as
the case may be, of the grant; and

B= the fair market value on the day of such announcerzent or (as
the case may require) the next preceding day, as determined in
good faith by an approved merchant bank (as defined in Sub-
clause (b)) or the auditors of the Company for the time being, of
the portion of the Capital Distribution or of such rights which is
attributable to one Share,

Provided that:

(aa) if in the opinion of the relevant approved merchant bank or the
auditors of the Company for the time being, the use of the fair
market value as aforesaid produces a result which is
significantly inequitable, it may instead determine (and in such
event the above formula shall be construed as if B meant) the
amount of the said market price which should properly be
atfributed to the value of the Capital Distribution or rights; and

(bb) the provisions of this sub-paragraph (iii) shall not apply in
relation to the issue of Shares paid out of profits or reserves and
1ssued in lieu of a cash dividend.

Each such adjustment shall be effective (if appropriate retroactively)
from the commencement of the day next following the record date for
the Capital Distribution or the grant.

If and whenever the Company shall offer to holders of Shares new
Shares for subscription by way of rights, or shall grant to holders of
Shares any options or warrants to subscribe for new Shares, at 2 price
which 1s less than 80 per cent. of the market price at the date of the
anmouncement (as defined m Sub-clause (b)) of the terms of the offer or
grant, the Conversion Price shall be adjusted by multiplying the
Conversion Price in force immediately before the date of the
announcement of such offer or grant by a fraction of which the
numerator is the number of Shares in issue immediately before the date
of such announcement plus the number of Shares which the aggregate
of the amount (if any) payable for the rights, options or warrants and of
the amount payable for the total number of new Shares comprised
therein would purchase at such market price and the denominator is the



)

number of Shares in issue immediately before the date of such
announcement plus the aggregate number of Shares offered for
subscription or comprised in the options or warrants (such adjustment
to become effective (if appropriate retroactively) from the
commencement of the day next following the record date for the offer
or grant). Provided however that no such adjustment shall be made if
the Company shall make a like offer or grant (as the case may be) at the
same time to the Bondholder (subject to such exclusions or other
arrangeraents as the directors of the Company may deem necessary or
expedient in relation to fractional entitlements or having regard to any
restrictions or obligations under the laws of, or the requirements of any
recognised regulatory body or any stock exchange in any territory
outside Hong Kong) as if it had exercised the Conversion Rights under

- the Bond registered in its name in full on the day immediately

preceding the record date for such ofier or grant.

(aa) . If and whenever the Company shall issue wholly for cash any
securities which by their terms are convertible into or
exchangeable for or carry rights of subscription for new Shares,
and the total Effective Comnsideration per Share (as defined
below) mitially receivable for such securities is less than 80 per
cent. of the market price at the date of the announcement of the
terms of issue of such securities, the Conversion Price shall be
adjusted by multiplying the Conversion Prce in force
immediately prior to the issue by a fraction of which the
numerator is the number of Shares in issue immediately before

- the date of the issue plus the number of Shares which the total
Effective Consideration receivable, for the securities issued
would purchase at such market price and the denominator is the
number of Shares in issue immediately before the date of the
issue plus the number of Shares to be issued upon conversion or
exchange of, or the exercise of the subscription rights conferred
by, such securities at the initial conversion or exchange rate or
subscription price. Such adjustment shall become effective (if
appropriate retrospectively) from the close of business in Hong
Kong on the Business Day next preceding whichever is the
earlier of the date on which the issue is announced and the date -
on which the Company determines the conversion or exchange
rate or subscription price.

(bb) If and whenever the rights of comversion or exchange or
subscription attached to any such securities as are mentioned in
section (aa) of this sub-paragraph (v) are modified so that the
total Effective Consideration per Share initially receivable for
such securities shall be less than 80 per cent. of the market price
at the date of announcement of the proposal to modify such
rights of conversion or exchange or subscription, the
Conversion Price shall be adjusted by multiplying the
Conversion Price in force immediately prior to such
modification by a fraction of which the numerator is the number



(vi)

(vii)

of Shares in issue immediately before the date of such
modification plus the number of Shares which the total
Effective Consideration receivable for the securities issued at
the modified conversion or exchange price would purchase at
such market prce and of which the denominator is the number
of Shares in issue immediately before such date of modification
plus the number of Shares to be issued upon conversion or
exchange of or the exercise of the subscription rights conferred
by such securities at the modified conversion or exchange rate
or subscription price. Such adjustment shall become effective:
as at the date upon which such modification shall take effect. A
right of conversion or exchange or subscription shall not be
treated as modified for the foregoing purposes where it is
adjusted to take account of rights or capitalisation issues and
other events normally giving rise to adjustment of conversion or
exchange terms. '

For the purposes of this sub-paragraph (v), the “total Effective
Consideration” receivable for the securities issued shall be deemed to
be the consideration receivable by the Company for any such securities
plus the additional minimum consideration (if any) to be received by
the Company upon (and assuming) the conversion or exchange thereof
or the exercise of such subscription rights, and the Effective
Congsideration per Share initially receivable for such securities shall be
such aggregate consideration divided by the number of Shares to be
issued upon (and assuming) such conversion or exchange at the initial
conversion or exchange rate or the exercise of such subscription rights
at the initial subscription price, in each case without any deduction for
any commissions, discounts or expenses paid, allowed or incurred in
connection with the issue.

If and whenever the Company shall issue wholly for cash any Shares at
a price per Share which is less than 80 per cent. of the market price at
the date of the anmnouncement of the terms of such issue, the
Conversion Price shall be adjusted by multiplying the Conversion Price
in force immediately before the date of such anmouncement by a
fraction of which the nwumerator is the number of Shares in issue
immediately before the date of such announcement plus the number of
Shares which the aggregate amount payable for the issue would
purchase at such market price and the denominator is the number of
Shares in issue immediately before the date of such announcement plus
the number of Shares so issued. Such adjustment shali become
effective on the date of the issue.

If and whenever the Company shall issue Shares for the acquisition of
asset at a total Effective Consideration per Share (as defined below) -
which is less than 80 per cent. of the market price at the date of the
announcement of the terms of such issue, the Conversion Price shall be
adjusted by multiplying it by a fraction of which the numerator shall be
the total Effective Consideration per Share and the denominator shall



(b)

be such market price. Each such adjustment shall be effective (if
appropriate retroactively) from the close of business in Hong Kong on
the Business Day next preceding the date on which the Company
determines the issue price for such Shares. For the purpose of this sub-
paragraph (vii) “total Effective Consideration” shall be the aggregate
consideration credited as being paid for such Shares by the Company
on acquisition of the relevant asset without any deduction of any
commissions, discounts or expenses paid, allowed or incurred in
comnection with the issue thereof, and the “total Effective
Consideration per Share” shall be the total Effective Consideration
divided by the number of Shares issued as aforesaid.

For the purposes of this Clause 7:

“announcement” shall include the release of an announcement to the press or
the delivery or transmission by telephone, facsimile or otherwise of an
announcement io the Hong Kong Stock Exchange and “date of
announcement” shall mean the date on which the announcement is first so
released, delivered or transmitted;

“approved merchant bank” means a merchant bank of repute in Hong Kong
selected by the Company for the purpose of providing a specific opinion or
calculation or determination hereunder;

“Capital Distribution” shall (without prejudice to the generality of that phrase)
include distributions in cash or specie. Any dividend charged or provided for
in the accounts for any financial period shall (whenever paid and however
described) be deemed to be a Capital Distribution Prowded that any such
dividend shall not automatically be so deemed if:

(1) it is paid out of the aggregate of the net profits (Jess losses) attributable
to the holders of Shares for all financial periods after that ended 31
December 2006 as shown in the audited comnsolidated profit and loss
account of the Company and its subsidiaries for each such financial
period; or

(i1)  to the extent that (i) above does not apply, the rate of that dividend,
together with all other dividends on the class of capital in question
charged or provided for in the accounts for the financial period in
question, does not exceed the aggregate rate of dividend on such class
of capital charged or provided for in the accounts for the last preceding
financial period. In computing such rates, such adjustments may be
made as are in the opinion of the auditors of the Company for the time
being appropriate to the circumstances and shall be made in the event
that the lengths of such periods differ materially;

“issue” shall include allot;

“market price” means the average of the closing prices of one Share on the -
Hong Kong Stock Exchange for each of the last five Hong Kong Stock
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(©)

Exchange dealing days on which dealings in the Shares on the Hong Kong
Stock Exchange took place ending on the last such dealing day preceding the
day on or as of which the market price is to be ascertained;

“reserves” includes unappropriated profits;

“rights” includes rights in whatsoever form issued;

- “Shares” includes, for the purposes of Shares comprised in any issue,

distribution or grant pursuant to sub-paragraph (iii), (iv), (v), (vi) or (vii) of
Sub-clause (a), any such ordinary shares of the Company as, when fully paid,
will be Shares.

The provisions of sub-paragraphs Gi), GiD), (v), (), (vi) and (vid) of Sub-
clause (a) shall not apply to:

(1) an issue of fully paid Shares upon the exercise of any conversion rights
attached to securities convertible into Shares or upon exercise of any
rights (including any conversion of the Bond) to acquire Shares
provided that an adjustment has been made under this Clause 7 in
respect of the issue of such securities or granting of such rights (as the
case may be);

(iiy  anissue of Shares or other securities of the Company or any subsidiary
of the Company wholly or partly convertible into, or carrying rights to
acquire, Shares to officers or employees of the Company or any of its
subsidiaries pursuant to any employee or executive share scheme;

(iii) an issue by the Company or any subsidiary of the Company of
securities wholly or partly convertible into or carrying rights to acquire
Shares, in any such case in consideration or part consideration for the
acquisition of any other securities, assets o1 business;

(iv)  an issue of fully paid Shares by way of capitalisation of all or part of
any subscription right reserve, or any similar reserve which has been or
may be established pursuant to the terms of any securities wholly or
partly convertible into or carrying rights to acquire Shares; or

(v}  an issue of Shares pursuant fo a scrip dividend scheme where an
amount not less than the nominal amount of the Shares so issued is
capitalised and the market value of such Shares is not more than 120
per cent. of the amount of dividend which holders of the Shares could
elect to or would otherwise receive in cash, for which purpose the
“market value” of one Share shall mean the average of the closing
prices for such Hong Kong Stock Exchange dealing days on which
dealings in the Shares took place (being not less than five such days) as
are selected by the directors of the Company in conmection with
determining the basis of allotment in respect of the relevant scrip
dividend and which fall within the period of one month ending on the

11



(d)

®

(g

(h)

last &ay on which holders of Shares may elect to receive or (as the case
may be) not to receive the relevant dividend in cash.

Any adjustment to the Conversion Price shall be made to the nearest one cent
so that any amount under half a cent shall be rounded down and any amount of
half a cent or more shall be rounded up. In addition to any determination
which may be made by the directors of the Company every adjustment to the
Conversion Price shall be certified (at the option of the Company) either by the
auditors of the Company for the time being or by an approved merchant bank.

Notwithstanding anything contained herein, no adjustment shall be made to the
Conversion Price in any case in which the amount by which the same would be
reduced in accordance with the foregoing provisions of this Clause 7 would be
less than the nominal value of a Share and any adjustment that would
otherwise be required then to be made shall not be carried forward.

If the Company or any subsidiary of the Company shall in any way modify the
rights aftached to any share or loan capital so as wholly or partly to convert or
make convertible such share or loan capital into, or attach thereto any rights to
acquire, Shares, the Company shall appoint an approved merchant bank or the
auditors of the Company for the time being to consider whether any adjustment
to the Conversion Price is appropriate (and if such approved merchant bank or
auditors of the Company for the time being (as the case may be) shall certify
that any such adjustment is appropriate the Conversion Price shall be adjusted
accordingly and the provisions of Sub-clauses (d), () and (h) shall apply).

Notwithstanding the provisions of Sub-clause (a), in any circumstances where
the directors of the Company or the Bondholder shall consider that an
adjustment to the Conversion Price provided for under the said provisions
should not be made or should be calculated on a different basis or that an
adjustment to the Conversion Price should be made notwithstanding that no
such adjustment is required under the said provisions or that an adjustment
should take effect on a different date or with a different time from that
provided for under the provisions, the Company or the Bondholder may
appoint an approved merchant bank or the auditors of the Company for the
time being to consider whether for any reason whatever the adjustment to be
made (or the absence of adjustment) would or might not fairly and
appropriately reflect the relative interests of the persons affected thereby and,
if such approved merchant bank or auditors of the Company for the time being
(as the case may be) shall consider this to be the case, the adjustment shall be
modified or nullified or an adjustment inade instead of no adjustment in such
manner (inciuding without limitation, making an adjustment calculated on a
different basis and/or the adjustment shall take effect from such other date
and/or time) as shall be certified by such approved merchant bank or auditors
of the Company for the time being to be in its opinion appropriate.

Whenever the Conversion Price is adjusted as herein provided, the Company
shall give notice to the Bondholder that the Conversion Price has been adjusted
(setting forth the event giving rise to the adjustment, the Conversion Price in

- effect prior to such adjustment, the adjusted Conversion Price and the effective

12
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date thereof) and shall at all times thereafter so long as any amount of the
Bond remains outstanding make available for inspection at the Specified
Office a signed copy of the said certificate of the auditors of the Company or
(as the case may be) of the relevant approved mezchant bank and a certificate
signed by a director of the Company setting forth brief particulars of the event
giving rise to the adjustment, the Conversion Price in effect prior to such
adjustment, the adjusted Conversion Price and the effective date thereof and
shall, on request, send a copy thereof to the Bondholder. -

Notwithstanding anything contains herein, if application of any of the
provisions of this Clause 7 would but for this paragraph (i) result in the
Conversion Price being reduced so that on conversion Shares shall fall to be
issued at a discount to their nominal value, then the Conversion Price shall be
adjusted to an amount equal to the nominal value of one Share.

COVENANTS RELATING YO CONVERSION

The (Z:ompany hereby undertakes to and covenants with the Bondholder that so long as
any Conversion Right remains exercisable, it will:

(®)

(®)

(©)

(d)

€y

keep available for issue, free from pre-emptive rights, out of its authorised but
unissued share capital sufficient Shares to satisfy the Conversion Rights
attaching to the Bond;

maintain a listing on the Hong Kong Stock Exchange for all the issued Shares
for the time being and, immediately after their issue subject, nevertheless, to
the provisions of Condition 5(D)(iv), for all Shares issued on exercise of the -
Conversion Rights and give notice to the Bondholder of any de-listing of the
Shares by the Hong Kong Stock Exchange;

unless so required by applicable law or regulation or for the purpose of
establishing any dividend or other rights attaching to the Shares, not close its
register of Shareholders or take any other action which would prevent the
transfer of its Shares generally and ensure that the Bond may be converted
legally at all times during the period of such closure or while such other action
is effective, nor take any action which would prevent the conversion of the
Bond or the issue of Shares in respect of them;

to pay the expenses of the issue of, and all expenses of obtaining listing on the
Hong Kong Stock Exchange for, Shares arising on conversion of the Bond;

to mainfain its registration as an overseas company registered under the
Companies Ordinance;

give notice to the Bondholders in accordance with Condition 11 as soon as
practicable after it effects any change of its financial year;

13 -



(8)

(b)

@

appiy for listing approval (if required) to the allotment and issue of the
Conversion Shares at such adjusted price from the Stock Exchange within
three (3) Business Days after an adjustment in the Conversion Price;

comply with and procure the compliance of all conditions imposed by the
Stock Exchange or by any other competent authority (in Homg Kong or
elsewhere) for approval of the issue of the Bonds or for the listing of and
permission to deal in the Shares issued or to be issued on the exercise of the
Conversion Rights and to ensure the continued compliance thereof; and

not enter into and deed, agreement, assignment, instcument or documents
whatsoever which may result in any breach of the terms of the Bonds.

EVENTS OF DEFAULT

Axny Bondholder may give notice to the Company that the Bonds are immediately due
and repayable if:

)

(i)

(iif)

(iv)

)

(i)

Payment default: a default is made in the payment of interest in respect of any
of the Bonds when and as the same ought to be paid in accordance with the
Conditions; or :

Other default: a default is made by the Company in the performance or
observance of any covenant, condition or provision contained in the Instrument
or in the Bonds and on its part to be performed or observed (other than the
covenant to pay the principal, premium (if any) and interest in. respect of any
of the Bonds) and such default continues for the period of 14 days next
following the service by any Bondholder on the Company of notice specifying
brief details of such default and requiring such default to be remedied; or

Dissolution of the Company and Disposals: a resolution is passed or an order
of a court of competent jurisdiction is made that the Company be wound up or
dissolved or the Company disposes of all or substantially all of its assets,
otherwise, in any such case, than for the purposes of or pursuant fo and
followed by a consolidation, amalgamation, merger or reorganisation, the
terms of which shall have previously been approved in writing by an Ordinary
Resolution of Bondholders; or '

Encumbrances: an encumbrancer takes possession or a receiver is appointed
of the whole or a material part of the assets or undertaking of the Company; or

Distress etc.l: a distress, execution or seizure before judgment is levied or
enforced upon or sued out against a material part of the property of the
Company and is not discharged within three days thereof; or

Bankrupicy: the Company is unable to pay its debts as and when they fall due
or the Company shall initiate or consent to proceedings relating to itself under
any applicable bankruptey, reorganisation or insolvency law or make an
assignment for the benefit of, or enter into any composition with, its creditors;
or
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10.

10.1

10.2

11.

11.1

11.2

113

11.4

(vil) Bankruptcy proceedings: proceedings shall have been initiated against the
Company under any applicable bankmpicy, reorganisation or insolvency law
and such proceedings shall not have been discharged or stayed within a period
of 21 days.

Upon any such notice being given to the Company, the Bonds will immediately
become due and repayable at their principal amount together with interest accrued in
accordance with Clause 4 (at the amount calculated at the compound rate of 3% per
annum on the principal amount of the Bonds) from the date of such notice to the date
(after as well as before judgment) on which full payment of 2ll amounts payable under
this Clause 9 is made in accordance with the provisions of the Instrument.

REDEMPTION AND CANCELLATION

Any amount of the Bond which is converted will forthwith be cancelled. Certificate in
respect of the Bond cancelled will be forwarded to or to the order of the Company and
such Bond may not be reissued or resold.

Any amount of the Bond which remains outstanding on the Maturity Date shall be
redeemed at its then outstanding principal amount, inclusive of interest as accrued
under Clause 4.1.

TRANSFER AND REGISTER

Subject to Clause 11,2, the Bondholder may only assign or transfer the Bond to the
transferee subject to the prior notification to the Company. The Bond may be assigned
or transferred in whole or in'part (in whole multiples of HKS$5,000,000) of its
outstanding principal amount and the Company shall facilitate amy such assignment or
transfer of the Bond, including making any necessary apphcatlons to the Hong Kong
Stock Exchange for the said approval (if required).

Notwithstanding Claunse 11.1, the Bondholder shall be permitted at any time to transfer
the Bond to a transferee who is a wholly owned subsidiary of the Bondholder or a
holding company of the Bondholder who owns the entire issued share capital of the
Bondholder provided that the Bond will be re-transferred to the Bondholder
immediately upon the transferee ceasing to be a wholly owned subsidiary of the
Bondholder or 2 holding company of the Bondholder who owns the entire issued share
capital of the Bondholder.

A trapsfer of the Bond shall be effected by completing and signing, by both the
transferor and the transferee under the hand of one of their officers duly authorised in
writing or otherwise by a duly authorised person thereof, of a form of transfer set out
in Annexure I to the Conditions.

The Certificate must be delivered for registration during nommal business hours
(Monday to Friday, 9:00 a.m. to 4:30 p.m.) at the Specified Office accompanied by (i)
a duly executed transfer form (which is available at the Specified Office); (ii) in case
of the execution of the transfer form on behalf of a corporation by its officers, the
authority of that person or those persons to do so; and (iii) such other evidence
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11.5

12.

12.1

12.2

13.

13.1

13.2

(including legal opinions) as the Company may reasonably require if the transfer form
is executed by some other person on behalf of the Bondholder. The Company shall,
within ten (10) Business Days of receipt of such documents from the Bondholder and,
if necessary, the consent of the Hong Kong Stock Exchange, cancel the existing
Certificate and issue a new Certificate, in favour of the fransferee or assignee as
applicable.

The Company shall maintain and keep a full and complete register at such location in
Hong Kong as it shall from time to time determine of the Bond and the Bondholder

‘from time to time, such register shall contain details of conversion and/or cancellation

and the destruction of the Bond and the issue of any replacement Bond issued in
substitution for any mutilated, defaced, lost, stolen or destroyed Bond and of sufficient
identification details of the Bondholder from time to time. The Company shall further
procure that such register shall be made available to the Bondholder for inspection at
al]l reasonable times.

CONSOLIDATION, AMALGAMATION, MERGER AND FURTHER ISSUES

In the case of any consolidation, amalgamation or merger of the Company with any
other corporation (other than a consolidation, amalgamation or merger in which the
Company is the continuing corporation), or in the case of any sale or transfer of afl, or

- substantially all, of the assets of the Company, the Company will forthwith notify the

Bondholder of such event in accordance with Condition 11 and (subject to any
restriction prescribed by law) cause the corporation resulting from such consolidation,
amalgamation or merger or the corporation which shall have acquired such assets, as
the case may be, to execute an Instrument supplemental {o this Instrument to ensure
that the holder of the Bond will have the right (during the period in which such Bond
shall be convertible) to convert the Bond then outstanding into the class and amount of
shares and other securities and property receivable upon such consolidation,
amalgamation, merger, sale or transfer by a holder of the number of Shares which
would have become liable to be issued upon conversion of the Bond immediately prior
to such consolidation, amalgamation, merger, sale or transfer. The above provisions of
this Clause 12 will apply in the same way fto any subsequent consolidations,
amalgamations, mergers, sales or transfers.

The Company shall, subject to the Listing Rulies, from time to time be at liberty to
issue further convertible bond and other securities, including convertible bond ranking
pari passu with the Bond.

CURRENCY INDEMNITY

Hong Kong dollars (the “Contractual Currency™) is the sole currency of account and
payment for all sums payable by the Company under or in comnection with this
Instrument and the Bond.

Any amount received or recovered in a currency other than the Contractual Currency
(whether as a result of, or of the enforcement of, a judgment or order of a court of any
jurisdiction, in the winding-up or dissolution of the Company or otherwise), by the
Bondholder in respect of any sum expressed to be due to it from the Company will
only discharge the Company to the extent of the Contractual Currency amount which
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13.3

14.

14.1

the recipient is able to purchase with the amount so received or recovered in that other
currency on the date of that receipt or recovery (or, if it is not practicable to make that
purchase on that date, on the first date on which it is practicable to do so).

If that Contractual Currency amount received or recovered under Clause 13.2 is less
than the Contractual Currency amount expressed to be due to the recipient under this
Instrument or the Bond, the Company will indemnify it against any loss sustained by it
as a result. In any event, the Company will indemnify the recipient against the cost of
making any such purchase. The indemnity in this Clause 13.3 constitutes separate and
independent obligations from the other obligations in this Instrument, will give rise to
separate and independent causes of action, will apply immespective of any indulgence
granted by the Bondholder.

MODIFICATIONS/WATVERS/SEVERABILITY

Any modification to this Instrument may be effected only by deed poll, executed by
the Company and expressed to be supplemental hereto, and (save for minor
amendments by the Company which shall not adversely affect the rights of the
Bondholder under this Instrument) only if it shall first have been approved in writing
by the Bondholder.

14.2 A memorandum of every such supplemental deed shall be endorsed on this Instrument.

14.3

14.4

15.

15.1

15.2

Notice of every modification to this Instrument shall be given to the Bondholder as
soon as reasonably practicable.

No failure or delay by the parties in exercising any right, power or remedy under this
Instrument shall operate as a waiver thereof, nor shall any single or partial exercise of
the same preclide any further exercise thereof or the exercise of any other right,
power or remedy. Without limiting the foregoing, no waiver by one party of any
breach by the other party of any provision hereof shall be deemed to be a waiver of
any subsequent breach of that or any other provision hereof and any forbearance or
delay by the party in exercising any of its rights hereunder shall not be construed as a
waiver thereof. If at any time any provision of this Instrument is or becomes illegal,
invalid or unenforceable in any respect, the legality, validity and enforceability of the
remaining provisions of this Instrument shall not be affected or impaired thereby.

GOVERNING LAW

This Instrument shzll be governed by and construed in accordance with Hong Kong
law.

The courts of Hong Kong shall have non-exclusive jurisdiction to settle any disputes
which may arise out of or in comnection with this Instrument or the Bond and
accordingly any legal action or proceedings arising out of or in connection with this
Instrument or the Bond (“Proceedings™ may be brought in such courts. The
Company and the Bondholder irrevocably submits to the jurisdiction of such courts
and waives any objections to Proceedings in such courts on the ground of venue or on
the ground that the Proceedings have been brought in an inconvenient forum.
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IN WITNESS whereof this Instrument has been executed as a deed poll on the day and year
first above written.
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SCHEDULE TO THE CONVERIBLE BOND

Form of Certificate

Certificate no.: Amount (HKS)

WAH YUEN HOLDINGS LIMITED
{(Incorporated in the Cayman Islands with limited liability)

Convertible Bond in the principal amount of HK$180,050,000 due [2017]

The Bond in respect of which this Certificate is issued, the identifying number of which is
noted below, is in registered form in the principal amount of HK$180,050,000 (the Bond)
issued by Wah Yuen Holdings Limited (the Company) and constituted by the Instrument
referred to attached hereof. The Bond is subject to, and has the benefit of, the Instrument,
which, subject to the terms of the Instrument, is enforceable by the Bondholder against the
Company insofar as each Bondholder’s Bond is concerned. Such Instrument (together with
any instruments supplemental thereto) and copies of the articles of association of the
Company will be available for inspection by the Bondholder at the pnnc1pal office of the
Company for the time bemg in Hong Kong,.

The Bondholder will be deemed to have notice of all the provisions contained in the said
Instrument (and any instruments supplemental thereto) and may obtain copies thereof upon
written request to the Company.

The Company hereby certifies that the person whose name and address is specified below is,
at the date hereof, entered in the register of Bondholder as the holder of the Bond in the
principal amount indicated below:

Folio Bondholder and address | Principal amount of | Identifying no. Date of
the Bond issue

GIVEN UNDER THE COMMON SEAL OF THE COMPANY ON THE DATE OF ISSUE
AS STATED ABOVE

The Bond in respect of which this Certificate is issued is convertible into fully paid ordinary
shares of the Company with a par value of HK$0.01 each for the time being subject to and in
accordance with the Conditions and the Instrument.
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This Certificate is evidence of entitfement only. Title to the Bond passes only on due
registration on the register of Bondholder of the Company and only the duly registered holder
is entitled to payments on the Bond in respect of which this Certificate is issued.

The Bond in respect of which this Certificate is issued are subject to restrictions on transfer
and may be transferred only if the terms and conditions specified in Clause 11 of the
Instrument and Condition 3 of the Conditions have been complied with.

This Certificate shall not be valid for any purpose until signed by two directors or by one
director and the Secretary of the Company..

This Certificate is governed by, and shall be construed in accordance with the laws of The
Hong Kong Special Administrative Region of The People’s Republic of China.

WAH YUEN EOLDINGS LIMITED
by:

Director ' ' Director/Secretary

NO TRANSFER OF THE WHOLE OR ANY PORTION OF THE ABOVE BOND CAN BE
REGISTERED UNLESS ACCOMPANIED BY THIS BOND CERTIFICATE.
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TERMS AND CONDITIONS OF THE BOND

The issue of a convertible bond in the principal amount of HK$180,050,000 due 2017 (the
“Bond”) of Wah Yuen Holdings Limited (“Company’) was authorised by resolutions of the
Board of Directors of the Company passed on [*] and resolutions of the majority shareholders
of the Company passed on [*]. The Bond is constituted by a deed poll (“Imstrument”, such
expression shall include amendments and modifications from time to time made thereto)
dated [*] executed by the Company. The statements in these Conditions include summaries of,
and are subject to, the detailed provisions of the Instrument. Copies of the Instrument are
available for inspection by the Bondholder at the principal office for the time being of the
Company in Hong Kong being at the date hereof at 2™ Floor, On Shing Indusirial Building,
Nos. 2-16 Wo Liu Hang Road, Fo Tan, Shatin, New Territories, Hong Kong. The Bondholder
is entifled to the benefit of the Instrument and is bound by, and is deemed to have notice of,
all the provisions of the Instrument. :

Unless otherwise stated or where the context otherwise requires, terms defined in the
Instrument have the same meanings when used in these Conditions.

1. STATUS AND VOTING RIGHTS

(A)  Status

The Bond constitutes direct, unconditional, unsubordinated and unsecured
obligations of the Company and shall at all times rank pari passu and without
any preference among themselves. The payment obligations of the Company
under the Bond shall, save for such exceptions as may be provided by -
applicable legislation, at all times rank at least equally with all its other present
and future unsecured and unsubordinated obligations. No application will be
made for a listing of the Bond on the Hong Kong Stock Exchange or any other
stock exchange.

(B) Voting Rights

The Bondholder shall not be entitled to attend or vote at any meetings of the
Company by reason only it being the Bondholder.

2. FORM AND TITLE

(A) Form

The Bond is issued in registered formn. A Certificate will be issued to each
Bondholder in respect of its registered holding of the Bond. The Bond and the
Certificate will be numbered with an identifying number which will be
recorded on the relevant Certificate and in the Register kept by or on behalf of
the Company.

(B) Title
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The holder of the Bond whose name is entered in the Register will (except as
otherwise required by law) be treated as its absolute owner for all purposes
{whether or not it is overdue and regardless of any notice of ownership, frust or
any inferest in it or any writing on, or the theft or loss of, the Certificate issued
in respect of it or any enfry on the Register) and no person will be liable for so
treating the holder.

3. TRANSFERS OF BONDS AND ISSUE OF CERTIFICATES

(8)

®)

(©

Transfer

The Bondholder may only assign or transfer the Bond to the transferee subject
to the prior notification to the Company.

The Bond may be assigned or transferred in whole or in part ‘(in whole
multiples of - HK$5,000,000) of its outstanding principal amount and the
Company shall facilitate any such assignment or transfer of the Bond,
including making any necessary applications to the Hong Kong Stock
Exchange for the said approval (if required).

Notwithstanding the condition provided in this Condition 3(A), the Bondholder
shall be permitied at any time to transfer the Bond to a transferee who is a
wholly-owned subsidiary of the Bondholder or a holding company of the
Bondbolder who owns the entire issued share capital of the Bondholder
provided that the Bond will be re-transferred to the Bondholder immediately
upon the fransferee ceasing to be a wholly-owned subsidiary of the Bondholder
or a holding company of the Bondholder who owns the entire issued share
capital of the Bondholder.

Transfer form

A transfer of the Bond shall be effected by completing and signing, by both the
transferor and the fransferee under the hand of one of their officers duly
authorised m writing or otherwise by a duly authorised person thereof, a form
of transfer set out as Annexure I at the end of the Conditions which is available
to be obtained at the Specified Office.

Registration

The Certificate must be delivered for registration during normal business hours
(Monday to Friday, 9:00 am. to 4:30 p.m.) at the Specified Office
accompanied by (i) a duly executed transfer form (which is available at the
Specified Office); (11) in case of the execution of the transfer form on behalf of
a corporation by its officers, the authority of that person or those persons to do
so; and (ii1) such other evidence (including legal opinions) as the Company
may reasonably require if the transfer form is executed by some other person
on behalf of the Bondholder. The Company shall, within ten (10) Business
Days of receipt of such documents from the Bondholder, cancel the existing
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D)

(E)

(¥)

Certificate and issue a new Certificate in favour of the transferee or assignee as
applicable.

Delivery of new Certificates

The Certificate to be issued upon a transfer of Bond will, within ten (10)
Business Days of receipt by the Company of the form of transier accompanied
by the documents referred to in Condition 3{C), be made available for personal
collection by the holder entitled to the Bond during normal business hours
(Monday to Friday, 9:00 am. to 4:30 p.m.) at the Specified Office and upon
production of such identification papers as may be reasonably requested by the
Company.

Where some but not all the amount of the Bond in respect of which a
Certificate is issued are to be transferred or conmverted, a new Certificate in
respect of the Bond not so transferred or converted will, within ten (10)
Business Days of delivery of the original Certificate to the Company, be made
available for collection by such holder during normal business hours (Monday
to Friday, 9:00 a.m..to 4:30 p.m.) at the Specified Office upon production of
such identification papers as may be reasonably requested by the Company.

Formalities free of charge

Registration of transfer of the Bond will be effected upon (2) payment of a fee
of HK$2.50 (or such higher amount as may from time to time be allowed by
the Hong Kong Stock Exchange) for each Certificate cancelled or each new
Certificate issued, whichever number -of the Certificates cancelled/issued is
higher; and (b) payment (or the giving of such indemmnity as the Company may
require) in respect of any tax or other govermmental charges which may be
imposed in relation to such transfer.

Closure of Register
The Bondholder may not require the transfer of the Bond to be registered

during the period of seven days ending on the due date for any payment of any
interest on the Bond.

INTEREST

(&)

Subject to Condition. 4(B) below, the Bond shall bear interest from and
including the date of its issue at the rate of three per cent. (3%) per annum on
the outstanding principal amount thereof. Inmterest shall be accrued daily on a
365 days basis and is payable semi-annually in arrears with the first interest
payment for the Bond to be made on the date falling six (6) months from the
date of issue of the Bond and thereafter on the last day of each successive
yearly period up to the Maturity Date (each an “Interest Payment Date™). If
an Interest Payment Date would otherwise fall on a day which is not a
Business Day it shall be postponed to the next day which is a Business Day
unless it would thereby fall into the next calendar month in which event it shall
be brought forward to the immediately preceding Business Day.
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(B)

The Bond will, in respect of the Conversion Rights attached thereto which are
not yet exercised, cease to bear interest on the earliest of (a) its Conversion
Date subject to conversion of the Bond in accordance with this Instrument and
the Coenditions; (b) the date of redemption of the Bond pursuant to Condition
7(AY; and (c) the Maturity Date. '

3. CONVERSION

(&)

(B)

©

Conditions

Provided that any conversion. of the Bond does not trigger a mandatory offer
obligation under Rule 26 of the Code on the part of the Bondholder which
exercised the Conversion Rights, whether or not such mandatory offer
obligation is triggered off by the fact that the number of Conversion Shares to
be allotted and issued upon the exercise of the Conversion Rights attaching to
the Bond (if applicable, including any Shares acquired by the parties acting in
concert with the holder(s) of the Bond) represents more than 30% (or such
other percentage as stated in Rule 26 of the Code in effect from time to time)
of the then issued ordinary share capital of the Company or otherwise pursuant
to other provisions of the Code, the Bondholder shall, subject to compliance
with the procedures set out in the Conditions, have the right at any time during
the Conversion Period to convert the whole or part of the outstanding principal
amount of the Bond registered in its name into Shares provided further that any
conversion shall be made in amounts of not less than a whole multiple of

'HK$5,000,000 on each conversion save that if at any time the aggregate

outstanding principal amount of the Bond is less than HK$5,000,000, the
whole (but not part only) of the outstanding principal amount of the Bond may
be converted.

Number of Conversion Shares

The number of Conversion Shares to be issued on each conversion will be
determined by dividing the principal amount specified in the Conversion
Notice by the Conversion Price applicable on the Conversion Date. Fractions
of Shares will not be issued on conversion and the amount representing such
fraction will be retained by the Company and no payment will be made to the

'Bondholder in respect of such fraction, provided always that for the purpose of

determining whether any (and if so what) fraction of a share amses, if the
Conversion Right represented by a Certificate and any one or more other
Certificates are exercised on the same Conversion Date by the Bondholder,
then the Conversion Rights represented by the Bond shall be aggregated.

Conversion Price

The Conversion Price for the Bond shall be equal to HK$0.15 per Conversion
Share, subject to adjustments as hereafter described.
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The Instrument contains detailed provisions relating to the adjustment of the
Conversion Price. The following is a summary of, and is subject to, the
provisions of Clause 7 of the Instrument:

(2)

®)

The Conversion Price shall (except as otherwise mentioned in the
following paragraphs of this Condition 5(C)) be adjusted as provided in
the Instrument in each of the following cases:

@)

()

(1)

(iv)

)

(vi)

(vi)

an alteration of the nominal amount of the Shares by reason of
any consolidation or subdivision;

an issue (other than in lieu of a cash dividend) by the Company
of Shares credited as fully paid by way of capitalisation of
profits or reserves (including any share premium account,
contributed surplus account or capital redemption reserve fund);

a Capital Distribution (as defined in the Instrument) being made
by the Company, whether on a reduction of capital or otherwise,
to holders of the Shares in their capacity as such;

an offer or grant being made by the Company to holders of
Shares by way of rights or of options or warrants to subsctibe
for new Shares at a price which is less than 80 per cent. of the
market price (calculation as provided in the Instrument);

an issue wholly for cash being made by the Company of
securities convertible into or exchangeable for or carrying rights
of subscription for new Shares, if in any case the total Effective
Consideration per Share (as defined in the Instrument) initially
receivable for such securities is less than 80 per cent. of the
market price (calculation as provided in the Instrument), or the
terms of any such rights of conversion or exchange or
subscription attached to any such securities being modified so
that the said total Effective Consideration per Share initially
receivable for such securities is less tham 80 per cent. of the
market price;

an issue being made by the Company wholly for cash of Shares
at a price per Share less than 80 per cent. of the market price
(calculation as provided in the Instrument); and

an issue being made by the Company of Shares for the
acquisition of asset at a total Effective Consideration per Share
(as defined in the Instrument) less than 80 per cent. of the
market price (calculation as provided in the Instroment).

Except as mentioned in the following paragraphs of this Condition 5(C),

no such adjustment as referred to in paragraph (a) of this Condition 5(C)
shall be made in respect of:
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(i) an issue of fully paid Shares upon the exercise of any
conversion rights attached to securities convertible into Shares
or upon the exercise of any rights (including any conversion of
the Bond) to acquire Shares; |

(i)  an issue of Shares or other securities of the Company or any
subsidiary of the Company whelly or partly convertible into, or
carrying rights to acquire, Shares to officers or employees of the
Company or any of its subsidiaries pursuant to any employee or
executive share scheme;

(i)  an issue by the Company or any subsidiary of the Company of
securities wholly or partly convertible into or carrying rights to
acquire Shares, in any such case in consideration or part
consideration for the acquisition of any other securities, assets
or business;

(v)  amissue of fully paid Shares by way of capitalisation of all or
part .of any subscription right reserve, or any similar reserve
which has been or may be established pursuant to the terms of
any securities wholly or partly convertible into or carrying
rights to acquire Shares; or

(v)  anissue of Shares pursuant to a scrip dividend scheme where an
amount not less than the nominal amount of the Shares so
issued is capitalised and the market value (calculation as
provided in the Instrument) of such Shares is not more than 120
per cent. of the amount of dividend which holders of the Shares
could elect to or would otherwise receive in cash.

Notwithstanding the provisions referred to in paragraphs (a} and (b) of
this Condition 5(C), in any circumstances where the directors of the
Company or the Bondholder shall consider that an adjustment to the
Conversion Price provided for under the said provisions should not be
made or should be calculated on a different basis or that an adjustment
to the Conversion Price should be made notwithstanding that no such
adjustment is required under the said provisions or that an adjustment
should take effect on a different rate or with ‘a different time from that
provided for under the said provisions, the Company or the Bondholder
may appoint an approved merchant bank or the auditors of the
Company for the time being to consider whether for any reason
whatever the adjustment to be made (or the absence of adjustment)
would or might not fairly and appropriately reflect the relative interests
of the persons affected thereby and, if such approved merchant bank or
auditors of the Company for the time being (as the case may be) shall
consider this fo be the case, the adjustment shall be modified or
nullified or an adjustment made instead of no adjustment in such
manner (including, without limitation, making an adjustment calculated
on a different basis and/or the adjustment shall take effect from such
other date and/or time) as shall be certified by such approved merchant
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(d)

(€

@

(&

bank or auditors of the Company for the time being (as the case may be)
to be in its opinion appropriate.

If the Company or any subsidiary of the Company shall in any way
modify the rights attached to any share or loan capital so as wholly or
parily to convert or make convertible such share or loan capital into, or

attach thereto any rights to acquire, Shares, the Company shall appoint

an approved merchant bank or the auditors of the Company for the time
being to consider whether any adjustment to the Conversion Price is -
appropriate (and if such approved merchant bank or auditors of the
Company for the time being (as the case may be) shall certify that any
such adjustment is appropriate the Conversion Price shall be adjusted
accordingly).

Any adjustment to the Conversion Price shall be made to the nearest
one cent so that any amount under half a cent shall be rounded down
and any amount of half a cent or more shall be rounded up. No
adjustment shall be made to the Conversion Price in any case in which
the amount by which the same would be reduced would be less than the
nominal value of a Share and any adjustment which would otherwise
then be required shall not be carried forward.

Every adjustment to the Conversion Price will be certified by the
auditors of the Company for the time being or an approved merchant
bank and notice 'of each adjustment (giving the relevant particulars)
will be given to the Bondholder. Any such certificate(s) of the auditors
of the Company for the time being or (as the case may be) of the
relevant approved merchant bank W111 be available for inspection at the
Specified Office.

[fapplication of any of the provisions referred to in this Condition 5(C)
would but for this paragraph (g) result in the Conversion Price being
reduced so that on conversion Shares shall fall to be issued at a
discount to their nominal value, then the Conversion Price shall be
adjusted to an amount equal to the nominal value of one Share.

Conversion Procedure

(i)

Conversion Netice: To exercise the Conversion Right attaching to the
Bond, the holder thereof must complete, execute and deposit either by
personal delivery or by facsimile at its own expense during normal
business howrs (Monday to Friday, 9:00 am. to 4:30 pm.) at the
Specified Office a notice of conversion (a “Conversion Notice”) in the
form of Annexure II set out at the end of the Conditions (which is
available at the Specified Office) together with the Certificate. The
Conversion Notice once given shall not be revocable. In each case,
compliance must be made by the Bondholder of all applicable
exchange control, fiscal and other laws and regulations relating to the
exercise of the Conversion Rights and the allotment and issue to it and
the holding by it of the Conversion Shares.
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(iif)

(iv)

)

Any calculation by the Company of the number of Conversion Shares
falling to be issued on a conversion shall, in the absence of manifest
error, be conclusive and binding on the Bondholder.

Conversion Date: in respect of an exercise of a Conversion Right, the
conversion date (the “Conversion Date”) in respect of the Bond will
be deemed to be the Business Day immediately following the date of .
the surrender of the relevant Certificate and delivery of Conversion
Notice therefor and, if applicable, any payment to be made or
indemnity given under these Conditions in connection with the exercise
of such Conversion Right provided that if such rights are exercised
during a peried when the register of holders of Shares is closed, the
Conversion Date shall be the next following Business Day on which
the register of holders of Shares is open.

Stamp Duty ete.. The Company shall pay any capital, stamp and
registration duties arising on the allotment and issue of the Conversion
Shares.

Delivery of share certificates: As soon as practicable, and in any event
not later than ten (10) Business Days after the Conversion Date, the
Company shall register the Bondholder (or such other person(s) as it
may direct in the Conversion Notice} as holder(s) of the relevant
number of Shares in the Company’s share register and will be made
available for personal collection by the holder of such Bond during
normal business hours (Monday to Friday, 9:00 am. to 4:30 p.m.) at
the Specified Office or send by post at the risk of the Bondholder to the
address of the Bondholder in the Register a certificate (or certificates)
for the relevant Shares in the name of the Bondholder or such other
person(s) as it may direct in the Conversion Notice.

If the number of Shares falling to be allotted and issued upon the
exercise of any Conversion Rights shall exceed the number of unissued
Shares in respect of which approval for listing has been granted by the
Listing Committee of the Stock Exchange, the performance of the
obligations of the Company under this Condition S(D)(iv) regarding the
issue, deposit and delivery of Shares shall, in respect only of such
excess number of Shares, be postponed to the Business Day next
following the day on which approval for listing of such Shares has been
granted (provided that such postponement shall not exceed 21 days
after the Conversion Date).

Ranking of Shares: The Shares issued upon conversion of the Bond
will in all respects rank pari passu with the Shares in issue on the date
of allotmnent and issue of such Shares and accordingly shall entitle the
holders to participate in all dividends or other distributions declared,
paid or made on or after the relevant Conversion Date other than any
dividend or other distribution previously declared or recommended or
resolved to be paid or made if the record date therefor shall be on or
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(B)

- before the relevant Conversion Date. A holder of Shares issued on
conversion of the Bond shall not be entitled to any rights the record
date for which precedes the relevant Conversion Date.

Company’s Undertakings

- The Company has given certain undertakings in the Instrument that so long as

any amount of the Bond remain outstanding it will (a) maintain a listing for all
the issued Shares on the Hong Kong Stock Exchange, and (b) subject to the
provisions of Condition 5(D)(iv), obtain and maintain a listing for all the
Shares issued on the exercise of the Conversion Rights on the Hong Kong
Stock Exchange and will forthwith give notice to the Bondholder of the de-
Listing of the Shares by the Hong Kong Stock Exchange.

Consolidation, Amalgamation or Merger

In the case of any consolidation, amalgamation or merger of the Company with
any other corporation (other than a consolidation, amalgamation or merger in
which the Company is the continuing corporation), or in the case of any sale or
transfer of all, or substantially all, of the assets of the Company, the Company
will forthwith notify the Bondholder of such event in accordance with
Condition 11 and (subject to any restriction prescribed by law) cause the
corporation resulting from such consolidation, amalgamation or merger or the

- corporation which shall have acquired such assets, as the case may be, to

execute an instrument supplemental to the Instrument to ensure that the
Bondholder will have the right (during the period in which such Bond shall be
convertible) to convert such Bond into the class and amount of shares and
other securities and property receivable upon such comsolidation,
amalgamation, merger, sale or transfer by a holder of the number of Shares

. which would have become liable to be issued upon conversion of such Bond
- immediately prior to such consolidation, amalgamation, merger, sale or

transfer. The above provisions of this Condition 5(F) will apply in the same
way to any subsequent consolidations, amalgamations, mergers, sales or
transfers. :

PAYMENTS
Method of payment

Any payment payable under the Bond which would otherwise be due on a
non-Business Day shall instead be due and payable on the immediately
succeeding Business Day. All payments due under these Conditions will be
paid to the Bondholder as shown on the Register at the close of business on the
due date for payment. Payments will be made net of any applicable bank
charges by transfer in Hong Kong dollars to the registered account of the
Bondholder or by Hong Kong dollar cheque drawn on a bank in Hong Kong
mailed at-the risk of the Bondholder to the registered address of the
Bondholder if it does not have a registered account.

Registered Accounts and Addresses
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For the purposes of this Condition, the Bondholder’s registered account means
the Hong Kong dollar account maintained by or on behalf of it with a bank in
Hong Kong, details of which appear on the Register at the close of business on
the Business Day before the due date for payment, and the Bondholder’s
registered address means its address appearing on the Register at that time.

(C)  Fiscal Laws

All payments are subject in all cases to any applicable fiscal or other laws and
regulations. No commissions or expenses shall be charged to the Bondholder
in respect of such payments.

(D) Payment Initiation
Where payment is to be made by tramsfer to a registered account, payment
instructions will be given and, where payment is to be made by cheque, the
cheque will be mailed, on the due date for payment.

REDEMPTION AND CANCELLATION

(A) Redemption

Any amount of the Bond which remains outstanding on the Maturity Date shall
be redeemed at its then outstanding principal amount, inclusive of interest as
accrued under Condition 4(A). '

(B) Cancellation

Any amount of the Bond which is redeemed or converted will forthwith be
cancelled. Certificate in respect of the Bond cancelled will be forwarded to or
to the order of the Company and such Bond may not be reissued or resold.

TAXATION

The Company shall be entitled to withhold from all payments of principal by the
Company any amounts required to be withheld under the applicable law, rule and
regulations for or on account of any present or fiture taxes, duties, assessments or
governmental charges of whatever nature (including without limitation, deduction or
withholding) on account of taxation on the overall tumover, income, taxation income
or capital gain of the Bondholder imposed or levied by or on behalf of Hong Kong or
other jurisdiction or amy authority thereof or therein having the power to tax. If the
Company is so required to make such withholdings or deductions, payment of the net
amount after such deduction or withholdings to the Bondholder will constitute full
discharge of the Company’s obligations to make such payments.

RESTRICTED HOLDERS

No Conversion Rights represented by the Bond may be exercised by any person who
is a Restricted Holder (as hereinafter defined), and the exercise of any Conversion
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10.

11.

Rights by the Bondholder shall constitute a confirmation, representation and warranty
by the Bondholder to the Company that the Bondholder is not a Restricted Holder and
that all necessary governmental, regulatory or other consents or approvals and all
formalities have been obtained and observed by the Bondholder to enable it to
exercise legally and validly the relevant Conversion Rights, to hold (or, if applicable,

to have such person(s) as it may nominate in the Conversion Notice hold) the

Conversion Shares allotted and issued upon exercise of the Conversion Rights and the
Company to legally and validly allot the Conversion Shares. For the purposes of this
Condition, a “Restricted Holder” means a Bondholder (or, if applicable, such person(s)
as it may nominate in the Conversion Notice to whom the Shares arising on
conversion are to be issued) who is a resident or national of any jurisdiction other than
Hong Kong under the laws and regulations of which an exercise of Conversion Rights
by such Bondholder in the manner provided in the Conversion Notice and the
Conditions or the performance by the Company of the obligations expressed to be
assumed by it under the Instrument or these Conditions or the allotment and issue and
holding of the Conversion Shares cannot be carried out Jawfully or cannot be carried
out lawfully without the Company first having to take certain actions in such
jurisdiction.

REPLACEMENT OF CERTIFICATES

If any Certificate is mutilated, defaced, destroyed, stolen or lost, it may be replaced at
the Company upon payment by the claimant of such costs as may be incurred in
connection therewith and on such terms as to evidence and indemmity as the Company
may reasonably require and on payment of such fee not exceeding HK$2.50 as the
Company may determine. Mutilated or defaced Certificates must be surrendered
before replacements will be issued.

NOTICES

(A)  The Bondholder shall register with the Compeny an address either in Hong
Kong or elsewhere to which notices may be sent and if the Bondholder shall
fail to do so, notice may be given to the Bondholder by sending the same in
any of the manmers hereinafter mentioned to his last known place of business
or residence or, if there be none, by posting up the same for three days at the
Specified Office for the time being of the Company.

(B) A notice shall be pgiven by personal delivery, prepaid registered mail
(registered anmail in the case of an overseas address to where airmail service
1s available).

(C)  Notices sent by personal delivery or prepaid registered mail or the posting of
the same at the Specified Office as provided by paragraph (A) of this
Condition shall be deemed to have been served on the first day after such
delivery or the deposit of the letter with postal authorities or in a postbox or, as
the case may be, the first day after the first posting up of such notice.

(E)  All notices to the Bondholder shall be validly given if mailed to them at its
address in the Register.
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(F)  Any communication to the Company shall be by letter delivered personally or
by facsimile transmission to it at 2" Floor, On Shing Industrial Building,
Nos.2-26 Wo Liu Hang Road, Fo Tan, Shatin, New Territories, Hong Kong or
(if different) its principal place of business for the time being in Hong Kong,
fax no. (+852) 26910971, Attention: Company Secretary (or such other
number as shall be notified in writing by the Company to the Bondholder).
Any such communication will take effect, in the case of delivery, at the time of
delivery or, in the case of facsimile transmission, at the time of despatch.

GOVERNING LAW AND JURISDICTION

The Bond and the Instrument are governed by, and shall be construed in accordance
with the laws of Hong Kong. In relation to any legal action or proceedings arising out
of or in connection with the Imstrument and/or the Bond, the Company and the
Bondholder irrevocably submit to the non-exclusive jurisdiction of courts of Hong
Kong.
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ANNEXURE T

FORM OF TRANSFER

The undersigned hereby transfers to:

(Please print or typewrite name and address of transferee)

HKS ooeeeeeeeeeene principal amount of the Bond in respect of which this Certificate is issued,
and all rights in respect thereof.

All payments in respect of the Bond hereby transferred are to be made (unless otherwise
- instructed by the transferee) to the following account:

Name of bank
HKS account number :

For the account of

Date;

Transferor’s ﬁame
Transferor’s signature :
Transferor’s witness
Transferee’s name
Transferee’s signature:
Transferee’s witness :

Name and title of the

Company representative:

Signature of Company
representative:

Company’s witness:
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Notes:

(i)

(i)

(i)

The Bond is transferable at any time subject to Condition 3(A). Any transfer shall be
made in compliance with the requirements of Condition 3 as stated in the overleaf of
the Certificate.

A representative of the Bondholder should state the capacity in which he/she/it signs,
e.g. director.

The signature of the person effecting a transfer shall conform to any list of authorised

specimen signatures supplied by the registered holder or be certified by a recognised
bank, notary public or in such other manner as the Company may require.
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ANNEXURE I1

CONVERSION NOTICE

(To be executed and lodged with the Company to exercise the
Conversion Rights represented by this Certificate)

To:  WAH YUEN HOLDINGS LIMITED (“Company”™)

The undersigned, being the duly registered holder of the Bond represented by this
Certificate:

(A) hereby - imevocably elect(s) to  exercise the Comversion  Rights
on ' (Note (i) (being the Conversion Date) to the extent
Of HKS. eiiiiiininreennans / all of the principal amount represented by this Certificate
{(Note (ii)) and to convert such amount for the relevant number of Shares in the capital
of the Company at the Conversion Price, and agree(s) to accept such Shares on the
terms of the Memorandum and Articles of Association of the Company;

(B) agree(s) that the Conversion Price applicable on the Conversion Date shall be
determined by the Company in accordance with the Instrument and the Conditions;

(C}  request(s) that:

[63] certificate(s) for such Shares be issued in the name(s) of the person(s) stated
below or, if no name and address are stated below, the person(s) whose name(s)
stand(s) on the Register as the Bondholder represented by this Certificate (Note

(tii));

(ify  such certificate be sent by post at the risk of the Bondholder to the address
stated above or, if no such address is stated, to the address of the Bondholder

(Note (iv).
Dated ..ovvvreeeeeeeeereresmne
Signature(s) () PO o) Y.
€) P Y
NOTES:

{1 The Conversion Date shall be the Business Day immediately following the date of the
surrender of the relevant Certificate and delivery of the Conversion Notice.

(ii)  If the Bond represented by this Certificate is only exercised in part, the amount
inserted in paragraph (A) of this Conversion Notice must be a whole multiple of
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HK$5,000,000, unless the outstanding principal amount of the Bond is less than
HE$5,000,000. If no amount is inserted, the relevant Conversion Rights will be
deemed to have been exercised in respect of the entire principal amount represented
by this Certificate. '

(iiy Bondbolder who wishes to collect from the Specified Office his Share certificate may
only do so by prior arrangement with the Company.

(iv) An exercise of any Conversion Rights represented by this Certificate constitutes under the
Conditions a representation to and warranty in favour of the Company by the Bondholder that it (or,
if applicable, such person(s) as it may nominate in the Conversion Notice to whom the relevant
Shares are to be issued) is not a Restricted Holder, which for this purpose means the Bondholder
(or, if applicable, any such nominee(s) of the Bondholder as aféresaid) who is a resident or national
of any jurisdiction (other than Hong Kong) under the laws and regulations of which it may not
lawfully exercise the Conversion Rights represented by this Certificate in the manner provided in
the Conversion Notice and the Conditions or the Company cannot lawfully perform the obligations
expressed to be assumed by it under the Instrument or the Conditions or the allotment and issue and
holding of the Conversion Shares cannot be carried out lawfully or cannot be carried out lawfully
without the Company first having to take certain actions in such jurisdiction. In exercising the
Conversion Rights represented by this Certificate, compliance must be made by the Bondholder
with all applicable exchange control, fiscal and other laws and regulations relating to such exercise
and the allotment and issue to it and the holding by it of the Conversion Shares.
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EXECUTION

THE COMMON SEAL of

WAH YUEN HOLDINGS LIMITED

is affixed in accordance with

its articles of association in the presence of:

.................................................................

.................................................................

}  Name of authorised person (block letters)
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IN WITNESS WHEREOQF this Agreement has beén executed on the day and
year first above written.
THE VENDOR
SIGNEDby Duan Chuan Liang
for and on behalf of

CHINA WATER GROUP LIMITED

in the presence of:

THE PURCHASER
SIGNED by

for and on behalf of

TOP HARBOR DEVELOPMENT LIMITED

in the presence of:



IN WITNESS WHEREOF this Agreement has been executed on the day and year first

above written.

THE VENDOR

SIGNED by |

for and on behalf of

CHINA WATER GROUP LIMITED

in the presence of:

THE PURCHASER

SIGNED by Mr. But Chai Tong

for and on behalf of

TOP HARBOUR DEVELOPMENT
LIMITED

in the presence of: Mr. Wong Tak Shing

Ty

e L T N N

Tt M M Nt N N M N Nt

For and on behalf of
TS’I; aIiI:ARgE)UR DEVELOPMENT LIM!TED

......... I ~?
eeees %‘zﬂd Signature(s)




CHINA WATER

SIGNED by Duan Chuan Liang
for and on behalf of

CHINA WATER AFFAIRS GROUP
LIMITED

in the presence of:

WY OR HOLDINGS

SIGNED by
for and on behalf of
WAH YUEN HOLDINGS LIMITED

in the presence of:

e . S N W N

- NP N A



CHINA WATER

SIGNED by

for and oﬁ behalf of

~ CHINA WATER AFFAIRS GROUP
LIMITED

in the presence of:

WY or HOLDINGS

SIGNED by Mr. But Chai Tong
for and on behalf of

WAH YUEN HOLDIN GS LIMITED

in the presence of: Mr. Wong Tak Shmg

S N M e M N N N

For and on behalf of
WAH YUEN HOLDINGS LIMITED

St Y
Wdithorized Signature
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China Environmontal Water Holdings Limited Bk IBgZERA RIS

Directors’ report

for the year ended 31 March 2006

The directors present their report and the audited financial stafements for the year ended 31 March
2008. '

PRINCIPAL ACTIVITIES

The principal activity of the Company Is investment holding. There was no significant change in the
nature of the Company's principal activity during the year. Details of the Company's subsidiaries are
set out in nofe 9 to the financial stafements.

RESULTS AND APPROPRIATIONS

The results of the Company for the year ended 31 March 2006 and the state of its affairs at that date
are set out in the financial staternents on pages 7 to 24.

The directors do nof recommend the payment of a dividend.
DIRECTORS

The directors of the Company during the year were as follows :

Cedar Base (BVY) Limited

Mr, Guan Zhidfang {appointed on 7 July 2005 and resigned on 2 March 2006}
Mr. Tsui Chi Kin - : {resigned on 2 March 2006)

Mr. Wang Hui {appeinted on 2 March 2006)

As there is no provisioh in the Company's arficles of assoctation for the retirement of directors by
rotation, all directors continue in office.

SHARE CAPITAL

Details of the movements in the share capital of the Company are set out in note 12 fo the financtal
statements,

RESERVES

Details of the movements in the reserves of the Company are set out in the statement of changes in
equity on page 9, '
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China Epvironmental Water Holdings Limited 5SS EIETTRAH]

DIRECTORS' INTERESTS IN CONTRACTS

Save as disclosed, no contract of significance to which the Company, its bolding companies, its
subsidiaries or its fellow subsidiaries was a parfy and in which a director of the Company had a
material interest, whether directly or indirectly, subsisted at the end of the year or at any fime during the

year.

DIRECTORS' RIGHTS TO ACQUIRE SHARES OR DEBENTURES

(1) China Water Affairs Group Limited ("CWAG"), the Company’s ultimate hoiding company, cperates
a share option scheme {the "Scheme”) for the purpose of providing incentives and rewards to
eligible participants who confribute fo the success of the operations of CWAG and its subsidiaries.

_ The Scheme became effective on 6 September 2002.

Details of the share option granted to the Company's directors to subscribe for shares in CWAG

are as follows ;
Number of share opfions
~ Transfer
to ofher Dateof  Exercise  Exerclse
At1 Granted category Exercised — Ab31 grantof  period of price of
Nameof  April during during duringthe  March share share share
Director 2005 theyear theyear year 2006 options opfions options
'000 ‘000 ‘000 '000 ‘000 {note &) HK$
(note b}
Ms.

Wang _ _ 3 January
Hui - 2,000 - {2,000} - 20068  Peticd2 0.41

1

M. Tsui February
ChiKin* 3,500 - (3,500) - - 2005  Period 1 0.41

. Resigned on 2 March 2008

Pericd 1: 1 August 2005 to 31 January 2007
Petiod 2. 3 February 2008 to 2 January 2008
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DIRECTORS' RIGHTS TO ACQUIRE SHARES OR DEBENTURES {Confinued)

Notes ;

(&)

The vesting date of share opfions is the dafa of grant.

(b} The exercise price of the share options is subject to adjustment in the case of rights or bonus

issuies, ar other similar changes in the CWAG's share capital,

No share options disclosed above were exercised, cancelled or lapsed during the vear.

(2) During the year ended 31 March 2006, Assets Fult Resources Limited ("AFRL"), a company in
which a director of CWAG, Mr. Duan Chuan Liang, has beneficial interest, entered into certain
placement and subscription agreements as follows :

@

©)

On 4 April 2005, AFRL entered info a placing agreement with a placing agent for the
placement of 57,600,000 ordinary shares of CWAG owned by AFRL at 2 price of HK30.50 per
share. Pursuant fo a subscription agreement on the same date, AFRL subscribed for
57,600,000 new ordinary shares of CWAG at a price of HK$0.50 per share. The subseription
of new shares raised total consideration of approximately HK$28,800,000 (before expenses).

On 19 January 2006, AFRL entered info a placing agreement with a placing agent for fhe
placement of 107,700,000 ordinary shares of CWAG owned by AFRL at a price of HK$0.42
per share. Pursuant to a subscription agreement on the same date, AFRL subscribed for
107,700,000 new ordinary shares of CWAG &t a price of HK$0.42 per share. The subscription
of new shares raised total consideration of approximately HK$45,234,000 (before expenses).

Cn 16 March 2006, AFRL entered info & placing agreement with a placing agent for the
placement of 137,600,000 ordinary shares of CWAG owned by AFRL at a price of HK$0.96
per share, Pursuant fo a subscription agreement on the same dafe, AFRL subscribed for
137,600,000 new ordinary shares of CWAG at & price of HK$0.96 per share, The subscription
of new shares raised total consideration of approximately HK$132,096,000 (before expenses).

Save as disciosed, at no time during the ysar was the Company, its helding companies, its subsidiaries
or its feliow subsidiaries a party to any amrangement to enable the directors of the Company fo acquire
benefits by means of the acquisition of shares in, or debenfures of, the Company or any other body
corporate.
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AUDITORS

Subsequent fo 31 March 2008, RSM Nelson Wheeler resigned as auditors of the Company and Grant
Thornton were appointed to fill the casual vacancy so arising.

Grant Thornton retire and, being efigible, offer themseives for re-appointment.

For and en behalf of the Board

Hong Kong
28 July 2006
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Auditors’ report

To the members of China Environmental Water Holdings Limited AR R A RAT
{incorporated in Hong Kong with limited liabifity)

We have audited the financial statements on pages 7 to 24 which have been prepared in accordance
with accounting principles generally accepted in Hong Kong, other than as sef out below.

Respective responsibiitles of directors and auditors

The Hong Kong Companies Ordinance reguires the directors to prepare financial statements which
give a true and far view. In preparing financial stafements which give a frue and fair view it is
fundamental that appropriate accounting policies are selected and applied consistendy.

It is our respensibility to form an independent opinion, based on our audit, on those financial
statements and to feport our opinion solely to you, as a bedy, in accordance with section 141 of the
Hong Kong Companies Ordinance, and for no other purpose. We do not assume responsibifity
towards of accept liability 1o any other person for the contents of fhis report

Basis of opinion

We conducted our audit in accordance with Hong Kong Standards on Audifing issued by the Hong
Kong Institute of Certified Pubfic Accountants. An audit includes examiriation, on a test basis, of
evidence relevant {o the amounts and disclosures in the financial staternents.” -1t also includes an
assessment of the signfficant estimates and judgements made by the tirectors in thié-preparation of the
financial statements, and of whether the accounfing policies are approprate fo the Company’s
circumstances, consistently applied and adequately disclosed. '

We planned and performed our audit so as to obtain all the infermation and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance as
to whether the financial stztements are free from material misstatemnent. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the financial statements. We
heliove that our audit provides a reasonable basis for our opinion.
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Fundamentél unceriainty

In forming' our opirion, we have considered the adequacy of the disclesures made in the financial
statements conceming their preparation on a going concem basfs, The financial statements have been
prepared on a going concern basis which assumes the realisation of assets and safisfaction of liabiities
in {he ordinary course of business notwithstanding that the Cormpany had net current fiabilifies of
HK$19.259.805 and net iabilities of HK$17,805 as at 31 March 2008, The going concem basis has
been adopted on the basfs that the ulfimate holding company will continue to provide the Company with
the necessary financial support fo meet the Company's liabilities and commitments as and when they
fall due and the group companies and a sharehelder have underiaken not to demand repayment of
their debts due from the Company until such time when repayment will not affect the Company's ability
to repay other creditors in the normal course of business. The financial statements do not include any
adjustments that would result fom a fallure of the Company fo operate as a going concem, Details of
the circumstances relating to this fundamental uncertainty are disclosed in note- 3.1 to the financial
statements. We consider that appropriate disclosures have been made and our opinion is niof qualified
in this resped. -

Quialified oplnion arising from disagreement about non-preparation of- consolidated financial
statements . s

Under the Hong Kong Companies Crdinance and Hong Kong Accounting Standard ("HKAS®} 27
"Consolidated and Separate Financial Stafements® issued by the Hong Kong Institute of Certified
Public Accountants, the Company is required to prepare consolidated financial statements showing the
state of affairs and results of the Company and its subsidiaries (the "Group”), As explained in note 3.2
io the financial statements, consolidated financial statements have not been prepared. In our opinion,
the non-preparation of consolidated financial statements is a deparfure from HKAS 27 and also
consitutes noncompliance with the Hong Kong Companies Ordinance. In the absence of the
consolidated financial stalements we are unable fo report on the stale of affairs and resulls of the
Group.

Except for the failure to prepare consolidated financial stafements as described above, in our opinien
the financial statements give a true and fair view of the state of affairs of the Company as at 31 March
2006 and of its Ioss and cash flows for the year then ended and have been properly prepared in
accordance with the Hang Kong Companies Ordinance.

e |t

Grant Thornton
Cerlified Public Accountants
Hong Kong

28 July 2006
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Income statement
for the year ended 31 March 2006

Period from

8§ December 2003
{date of

Notes incorporafion)

Year ended 31 fo

March 2006 31 March 2005

HKS HKS

Revanue 5 - -
Administrafive expenses . . {1,615} {10,200)
[ oss before taxation 5 s (19,200)
Taxation | 7 ST N
Loss for the year/period {7,615) (10,200)
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Director Director

PR LTI A
Balance sheet
as at 31 March 2006
Notes 2008 2005
HKS HKS
ASSETS AND LIABILITIES
Mon-current assets
Investments in subsidiaries 3 19,242,000
Current assefs |
Cash and cash equivalents 10 8,488 508
Current liabilities
Amount due to immediate holding company 11 13,484,985 10,698
Amount due to a fallow subsidiary 11 10,698 -
Amount due to a shareholder 11 5,772,800 -
19,268,293 10,598
Net current liabilities {19,259,805) (10,198)
Net liabifities — (17,805) (10,138)
EQUITY - L
Equity attributable to equity holderofthe "7 _" S
Company T
Share capital 12 gL 2
Accumulated losses (17,815) (10,200)
Total equity (17,805) (16,198)
= — CedaJ Base (BVI){ldmite Wang Hui J
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Statement of changes in equity
for the year ended 31 March 2006

Equity attributable to equity bolders of the Company

Share Accumulated

capltal losses Total
HKS . HK$ HKS
lasue of shares 2 - 2
Loss for the pericd - {10,200} (10,200)
Total recognised income and
expenses for the period _ - {10.200) (10,200}
At 31 March 2005 and at 1 April 2005 2 - {10,200) {10,198)
jssue of shares 8 el - 8
. .II/
Loss for the year S (415 (7.515)
Total recognised income and S
expenses for the year - . {785 (7,615)
At 31 March 2006 10 (17,815) {17,805)
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Cash flow statement
for the year ended 31 March 2006

China Envlronmanml Water Holdings Limited 5 K RIEETRREROH

Period from
8 December 2003
{date of
incorporation)
Year ended to
31 March 2006 31 March 2005
HK$ HK$
Cash flows from operating activities
Loss before taxation {7,615) (10,2003
Net cash used in operating activities {7,645} {10,200}
Cash flows from investing activifies
investmenis in subsidanes (19,242,000)
Net cash used in nvesting activities {19,242,000) -
Cash flows from financing activities
Increase in amount due fo immediate holding company 13,474,297 10,698
Increase in amount due to a fellow subsidiary ' 10,698 -
Increase in amount due to a shareholder 5,172Z;600 -
Proceeds from isstance of share capitai 4. 2
Net cash generaled from financing activities © v 19,257,603 10,700
Net increase in cash and cash equivalents " 7,988 500
Cash and cash equivalents at beginning of the year/period - 500 -
‘Cash and cash equivalents at end of the year/period B,488 500
Analysis of balances of cash and eash equivalenis
Bank balances 8,438 500

10
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Notes to the financial statements
for the year ended 31 March 2006

2,

GENERAL INFORMATION

The Company is a limited Kiabilty company incorporated and domiciled in Hong Kong and is a
subsidiary of China Water Group Limited, a company incorporated in the British Virgin Islands.
The address of the Company's registered office and principal place of business is Room 2606,
26th Floor, West Tower, Shun Tak Cenfre, 168-200 Connaught Road Central, Hong Kong.

The principal activity of the Company is investment holding. There was no significant change in
the nature of the Cumpanf’s principal activity during the year, Detalls of the Company’s
subsidiaries are set out in note § to the financial statements. The directors consider the ulfimate
holding company to be China Water Affeirs Group Limited ("CWAG"), a company incorporated in
the Cayman Islands and re-domiciled in Bermuda under Secfion 132C of the Companies Act
1981 of Barmuda as an sxempted company, CWAG is jisted on The Stock Exchange of Hong
Kong Limited.

The financial statements of the Company on pages 7 te 24 have been prepared in accordance
with Hong Kong Financial Reporting Standards {"HKFRS") issued by the Hong Kong Institute of
Cerfified Public Accountants and the requirements of the Hong I{Gng;(‘a:mpanies Ordinance,

The financial stafements for the year ended 31 March 2005 were aﬁfamved by the board of
directors on 28 July 2006.

ADOPTION OF NEW OR REVISED HKFRS

From 1 Aprit 2005, the Company has adopted the new or revised standards and interpretations of
HKFRS which are relevant to its operafions. This includes the following new, revised and
renamed standards :

HKAS 1 Presentation of Fihancial Stalements

HKAS 7 Cash Flow Statements -

HKAS 8 Accounting Policies, Changes in Accounfing Esfimates and Errors
HKAS 16 Events after the Balance Sheet Date

HKAS 12 Income Taxes

HKAS 18 Revenue

HKAS 21 The Effecis of Changes in Foreign Exchange Rates
HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial Statements
HKAS 32 Financial instruments : Disclosure and Presentation
HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent Liabiliies and Centingent Assets
HKAS 39 Financial Instruments ; Recogniticn and Measurament
HKFRS 2 Share-based Payment

11
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ADOPTION OF NEW OR REVISED HKFRS (Continued)

All the standards have been applied refrospectively except where specific transitional
- provisions require a different treatment and accordingly the 2005 financial stafements and
heir presentation have been amended in accordance with HKAS 8.

Significant affects an current, prior or future periods arising from the firstime application of
the standards fisted above in respect to presentation, recognition and measurement of
accounis are daseribed in the following notes : _ '

2.1

2.2

23

Adoption of HKAS 1

The application of HKAS 1 led to an update of the presentation of financial statements
and other disclosures. :

Adopﬂbn of HKAS 7

On the adopfion of HKAS 7, the Company prepared =2 casﬁ ﬂb\?r'§tatement as an
integral part of the financial statements. S

Other standands adopted R _

The adoption of other new or revised HKFRS did not result in signiﬁcant.changes fothe
Company's accounting policies. The specific transitional provisions contained in some
of these standards were considered. The adoption of these other standards did not

result in any significant changes fo the amounts or disclosures in these financial
stataments,

12
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2 ADOPTION OF NEW OR REVISED HKFRS {Continued)

New standards or interpretafions that have been issued but are not yet effective :

The Company has not early adopted the following standards or interbretaﬁons that have been
issued but are not yet effective. The directors of the Company anticipate that the adoption of
these standards and interpretations will have no material impact on the financial statements of

the Company.

HKAS 1 (Amendment)
HKAS 12 (Amendment)

HKAS 21({Amendment}
" HKAS 39 (Amendment)

HIKAS 39 (Amendment)
HKAS 39 & HKFRS 4
. (Amendment)

HKFRS 1 & HKFRS &
(Amendments)

HKFRS §

HKFRS 7

HK(IFRIC) - Int 4

HK(IFRIC) - Int 5

HK(IFRIC) - Int §
HK(IERIC) - It 7

HK(FRIC) - Int 8
HK(FRIC) - Int 9

Notes

m Of = D

i

Capital Disclostres *

Employee Benefits - Actuarial Gains and Losses, Group Plans
and Disclosures 2

The Effects of Changes in Foreign Exchange Rates ~ Net
Investment in a Forelgn Operation 2

Cash Flow Hedge Accounting of Forecast Intragroup
Transactions 2 '

The Fair Value Optien ?

Financiat Insirument : Recognition and Measurement and
[nsurance Contracts - Financial Guarantee Contracts ?

First-time Adoption of Hong Kong Financial Reporting Standards
and Explorafion for and Evaluation of Mineral Resources 2

Exploration for and Evaluation of Mineral Resoeurces 2

Financial Instruments — Disclosurss 7= - &

Determining whether an Arrangement centains a Lease z

Rights to Inferests Arising fram Decommissiening, Restoration and
Environmental Rehabifitation Funds 2

Liabilities Arising from Participating in a Specific Market - Waste
Electrical and Eleckronic Equipment®

Applying the Restatement Approach under HKAS 28 Financial
Reporting in Hyperinflationary Economies 4

Scope of HKFRS 2§

Reassessment of embadded derivafives ¢

Effective for annual periods beginning on or after 1 January 2007
Effective for annual periods beginning on or after 1 January 2006
Effective for annual periods beginning on or after 1 December 2005
Effective for annuat periods beginning on or after 1 March 2006
Effective for annual periods beginning on or after 1 May 2006
Effective for annual periods beginning on or after 1 June 2006

13
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3'

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

3.1

3.2

Basis of preparation

The significant accounting poficies that have been used in the preparation of these
financial statements are summarised befow.

The financial statements have been prepared on the historical cost Dasis. The
meastrement bases are fully described in the aceounting policies below.

it should be noted that accounting esfimates and assumptions are used in preparation
of the financial statements. Although these esfimates are based on management's
best knowledge of current events and actions, actual results may ultirnately differ from
those estimates.

The financia! statements have been prepared on a going concem basis which assumes
the realisation of assets and safisfaction of abifities in the ordinary course of business
notwithstanding that the Company had net current fiabilities of HK$19,258 805 (2005 :
HK$10,198) and net liabities of HK$17,805 (2005 : HK$10,138) as at 31 March 2005.
The going concem basis has been adopled on He basis that the ultimate holding
compary will continue to provide the Company with the necessaiy financial support to
meet the Company’s Tiabilties and commitments as and When. they fall due and the
group companies arnd a shareholder have undertaken-rjot & demand repayment of
their debts due from the Company unil such fime when répaymiént will not affect the
Company's ability fo repay ofher creditors in the nommal course of business. The
financial statements do not include any adjustments that would: result from a failure of
the Company fo operafe as a going concem.

Should the Company be unable to confinue in business as a going concem,
adjustments would have to be made in the financial statements to restate the values of
the assets fo their recoverable amatnts, to provide for any further liabilities which might
arise, and to reclassify non-cument assets as curent assefs. The effect of fhese
potential adjustments has not been reflected in the financial statements.

Consolidated financial statements

The Company is requited to prepare conselidated financlal statements under HKAS 27
which was newly adopted during the year, Consolidated financial statements have not
been prepared by the Company as the directors are of the opinion that it would invotve
expense or delay out of proportion fo the value to members of the Company.

14
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3.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Contintied)

33

34

3.5

Subsidiaries

Subsidiaries are those entities in which the Company controls more than half of the
voting power, or holds more than half of the issued share capital, or controls the
composition of the board of directors. :

In the Company's balance sheef, subsidiaries are carried at cost less impaitmnent loss.
The results of the subsidiaries are accounted for by the Company on the basis of
dividends received and receivable at the balance shest dafe.

Forelgn currency translation

The finencial statements are presented in Hong Kong Deliars {HK$), which is the
functional currency of the Company.

Foreign currency transactions are franslafed info the funclional curency of the
Company using the exchange rates prevailing at the dates of the trarisactions. Foreign
exchange gains and iosses resulting from the sefflement of such fransactiens and from
the franstation of monetary assets and fiabflities denominated in foreign cirencies at
year-end exchange rates are recognised in the income stafement: _ =~ -

theome and expenses recognition

Revenue is recognised when it is probable that the economic benefits will flow Io {he
Company and when the revenue can be measured refiably.

Operating expenses are recognised in the income statement when incured.

15
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued}

3.6

37

Impairment of assets
The investments in subsidiaries are subject to impairment testing.

For the purpose of assessing impairment, assefs are grouped at the lowest levels for
which there are separately identifiable cash flows (cash-generating units). As a result,
some assels are fested individually for impairment and some are testad gt cash-
generating unit level.

Individual assefs or cash-generating units that are tested for impairment whenever
events or changes in circumstances indicate that 1he carrying amount may not be
recoverable.

An impairmeri loss is recognised as an expense immediately for the amount by which
the asset's or cash-generating unif's camying amount exceeds its recoverable amount.
The recoverable amount is the higher of fair value, reflecfing market condiions less
costs fo sell, and value in use based on an intemal_discounted cash flow evaluation.

Any remaining impaiment loss is charged pro rata 0 ihe, other assets in the cash
generating unit.

An impaimment loss is reversed if thete has been & change in the estimates used to
detennine the assets recoverable amount and only fo the extent that the assets
camying amount does not exceed the cariying amount that would have been
determined if no impaiment had been recognised,

Financial Tabiliies

The Campany's financial ligbilities include amounts due fo group companies and a
sharehoider.

Amounts due group companies and & shareholder are initially recognised at fair value
and subsequently measured af amortised cost using the effective interest rate method.

18
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3.

SUMMARY OF SIGNIFICANT ACCCUNTING POLICIES (Continued)

38 Accounting for income taxes

3.8

Income fax comprises current tax and deferred tax.

Cument income tax assets andfor fiabfiies comprise those obligations to, or claims
fromn, tax authotities refating to the current or prier reporting peried, that are unpaid at
the balance sheet date. They are calculated according fo the tax rates and tax laws
applicable t the periods to which they relate, based on the taxable profit for the year.
All changes to current tax assefs or liabifities are recognised 2s a component of tax
expense jn the income statement.

Deferred income taxes are caleulated using the liabifity method on temporary
differences. This involves the comparison of the camying amounts of asseis and
fabilities in the financial staternents with thelr respective tax bases. In addition, tax
losses available to be carried forward s well as other income fax credits to the Group
are assessed for recognition as deferred tax assefs. - -+

Deferred tax fiabilities are provided for in full. Deferred 2% as¥ets are recognised fo the
extent that itis probable that they will be able to be.bﬁfs.'ét against fufure taxable income,
Deferred tax assels and lizbilitles are calculated, without discounting, at tax rates that
are expected fo apply lto their respective pericd of reafisation, provided they ame
enacted or substantively enacted at the balance sheet date.

Most changes in deferred tax assefs or fiabilifies are recognised as a component of tax

expense in the income statement. Cnly changes in deferred tex assets or liabiliies that

relate to a change in value of assets or labilifies that is charged directly to equity are
charged or credited directly fo equity.

Cash and cash equivalents

Cash and cash equivalents include cagh at bank.

17
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.10 Share capital

an

Ordinary shares are classified as equity, Share capttal is determined using the nominal
value of shares that have been issued.

The transaction costs of an equiy fransacfion are accounted for as & deduction from
equity {net of any refated incame tax benefis) {o the extent they are incremental costs
directly attiibutable fo the equity ransaction.

Related parties

Parties are considered to be related to the Company if :

0

(i)
(i)

{)

(vi)

directly, or indirectly through one or more intermediaries, the party :

- oo

- controls, is controlled by, or is under cémmon confrol v;rith, the Company; or

i}

- has an interest in the Company that gives it sgmﬁcant influence over the
Company; or :

- has joint control over the Company;

the party is an associate or a joinfy-controlled enlity;

the parly is a member of the key management persoanel of the Company or its
parent;

the party is a close member of the family of any individual referred fo in (7} or {jii);

the parly is an enfity that is controlled, jointly-confrolied or significantly
influenced by or for which significant vofing power in such enfity resides with,
directly or indirectly, any individual referred to in {ii) or (iv}; or

the party is a postemployment benefit plan for the benefit of employees of the
Company, or of any enfity thatis a related party of the Company.

12
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CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements ate continually evaluated and are based on historical experience
and other factors, including expectations of future events that are helieved to be réasonable
under the circumstances. The Company did not use criical accounting estimates and
judgements in the preparation of the financial statements and the estimates and judgements
used did not have a significant risk of causing a material adjustment to the carrying amounts
of assets and [iabilities within the next financiat year.

REVENUE

Puring the year, the Company did not generate any tumover.

LOSS BEFORE TAXATION g

The audifors' remunerations for the year ended 31 March 2006 and the period from 8
December 2003 fo 31 March 2005 were bome by the ultimate helding compary.

TAXATION

No Hong Kong profits tax has been provided in the financial statements as the Company did
not derive any assessable profit for the year (Period ended 31 March 2005 : Nil).

19
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7. TAXATION {Continued)

Reconciliation between tax expenses and accounting loss af applicable tex rate is as follows :

Petiod from

8 December 2003

{date of

incorporation)

Year ended to

31 March 2008 31 March 2005

HKS HKS
Loss before taxation ' (7,615) (10,200)

Tax on foss calculated at the statutory tax rate of _

17.5% (1,333) (1,785)
Tax effect of non-deductible ftem - 4,333 1,785
Tax expense - :z,,_ -

As at 31 March 2006, the Company did not have any significant unprovided deferred tax

liabilities (2005 : Ni).
8. DIRECTORS' REMUNERATION

Remuneration of the directors disclosed pursuant fo secfion 161 of the Hong Keng Companies

Ordinance is as follows :

Year ended

31 March 2006

HK$

Fees .
Other emoluments n

Period from

8 December 2003
(date of
incorporation)

to

31 March 2005
HKS

20
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g, INVESTMENTS IN SUBSIDIARIES
2006 2005
HK$ HKE
Unlisted shares, at cost 19,242,600 -
Particulars of the subsidiaties at 31 March 2006 are as follows :
Percentage
of equity
interast
Name Place of attributable
incorporation/  Particulars of to the Principal
operation registered capital  Comnpany activities
Heid directly: '
SEEREDEAS, ThePeople's  Registered capital of 50% Cultivation,
HIRAT Republic of RMB30,600,000 manufacture
China (the > and sale of sea
"PRC") . buckthorn's
- seediings and
products
Held indirectly: .
SRR PRC Registered capital of 50% Culfivation and sale
B4 perh e EEay RMB20,000,000 of sea buckthom's
- HRAR seedlings
EEH SRR PRC Registered capital of 45% Cultivation and sale
YO TREMT RMB500,000 of sea buckthorn's
& seediings
AT R ) PRG Registered capital of 45% Cultivation and sale
BEEETEAT RMB500,000 of sea buckthom’'s
seediings
PR R R PRC Registered capital of 45% Cultivation and sale
FEE TR T RME5,000,000 of sea buckthorn's
. : : . seediings

21
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10.

11.

INVESTMENTS IN SUBSIDIARIES (Continued)

The post-acquisition profit of the subsidiaries acquired during the year ended 31 March 2008
atiributzble 1o the Company rot dealt with in the financial statements of the Company
amounted to HK$6,405253. The retained profit of the subsidiaries atfributable fo the
Company amounted fo HK$6,405,253 at the balance sheet date.

CASH AND CASH EQUIVALENTS
2006 2005
HKS HK3
Bank balances : 8,488 _ 500

Cash at bank eams interast at floating rates based on daily bank depr;sfts,rates.

BALANCES WiTH IMMEDIATE HOLDING COMPANY AND A FELLOW SUBSIDIARY AND
A SHAREHOLDER o

The balances with immediate holding company, a feflow subsidiary and a shareholder are
unsecured, interest free and repayable on demand. :
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- SHARE CAPITAL
2006 2005
HK$ HKS
Authorised
40,000 ondinary shares of HK§1 each 10,000 10,000
Issued and fully paid :
10 (2005 : 2) ordinary shares of HK$1 each 10 2

During the year, 8 ordinary sheares HK$1 each were issued at par for cash for a total cash
consideration of HKS$8,

SHARE OPTION SCHEME

On 6 September 2002, CWAG, the ultimate holding company of the Company, adopted anew
share option scheme (fhe "Scheme™ for the purpose of providing incentives and rewards fo
eligible participants who contrbute fo the success of the operafios of CWAG and its
subsidiaries (the "CWAG Group”). Eligible participants of ’:he Scheme include CWAG's
directors and other employees of the CWAG Group.

. The details of the Scheme were disclosed in the annual report of CWAG for the year ended 31

March 2006,
COMPARATIVE FIGURES
The comparative figures wete audited by another firm of Cerfified Public Accountants in Hong

Kong. The comparative figures did not cover the same period of results for the year ended 31
March 2006 and therefore may not be directly comparable.
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RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company does not have written risk management policies and guidelines. However, the
board of directors meets periodically fo analyse and formulate measures fo manage the
Company's exposure fo market risk, including prncipally changes in interest rates and
currency exchange rates. Generally, the Company employs a conservative strategy regarding
its risk management. As the directors of the Company consider that the Cetmpany’s exposure
to market risk is kept at a minimum level, the Company has not used any derivatives or other
instruments for hedging purposes.
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(b)

(c)

Interest rate risk

The Company does not have significant exposure o interest rate n's.k, as the Company
currently has no interest-bearing borrowings. :

Foreigh cumency risk

The Company does not have significant foreign cur?eﬁc'y';ﬁsk a5 the Company's
transactions are predominately in Hong Kong doflars. - T e

-

Fairvalue R

The fair values of the Company’s current financial assafs and liabilifies are not

materially different from their carying amounts because of the immediate or short term
maturity. ' _

Liquidity risk

As at 31 March 2008, the Company had net current liabilfties of HK$19,259 805 {2005
HK$10,198) and net fiabifities of HK$17,805 {2005: HK$10,198). The licuidity of the
Company is primarily depandent on its ability to maintain adequate cash inflow from
operations to meet its debt obligafions and to obtain confinuing financial support from
the Company's group comparies and a sharsholder.



