e

20th Floor

Hong Kong Diamond Exchange Building
3—10 Duddell Street

Central, Hong Kong

22 November 2006

To the Independent Board Committee of
Asta Commercial Holdings Limited

Dear Sirs,

MANDATORY UNCONDITIONAL CASH OFFERS

INTRODUCTION

We refer to our appointment as the mndependent financial adviser to advise the Independent Board
Commuittee 1n respect of the Offers, details of which are set out in the composite offer document jointly
issued by Asia Commercial Holdings Limited (the “Company™) and the Offeror to the Shareholders and the
Optionholders dated 22 November 2006 (i.e. the Composite Document), of which this letter forms part. This
letter contains our advice to the Independent Board Committee as to whether the terms of the Offers are fair
and reasonable as far as the Independent Shareholders and the Optionholders are concerned. Unless
otherwise stated, terms defined in the Composite Document have the same meanings in this letter.

As at the date hereof, the Company has one non-executive director, namely Miss Leung Miu King,
Marina, and three :indepéjndem non-executive directors, namely Mr. Sit Kien Ping, Peter, Mr. Lai St Ming
and Mr. Frank H. Miu. Miss Leung Miu King, Marina is the younger sister of one of the Vendors and a
managing director of the ultimate holding company of the other Vendor and 1s therefore presumed to be not
independent for the purpose of giving advice to the Independent Shareholders and the Optionholders in
respect of the Offers. Tae Independent Board Committee comprising all the independent non-executive
directors of the Company has been established for the purpose of advising the Independent Shareholders and
the Optionholders on the terms of the Offers. Each of Mr. Sit Kien Ping, Peter, Mr. Lai St Ming and Mr.
Frank H. Miu has confirmed that he does not have any direct or indirect interests in the Offers. Based on
such confirmation, we cansider that all independent non-executive directors of the Company are eligible to
be members of the Independent Board Committee to advise the Independent Shareholders and the
Optionholders in respect of the Ofters.

Apart from the normal professional fees payable to us in connection with our appointment as the
independent inancial adviser to the Independent Board Committee in respect of the Offers, no agreement or
arrangement exists whereby AMS Corporate Finance Limited will receive any fees or benefits from the
Company, the Offeror, or any of their respective associates.

BASLES OF OUR OPINION

In formulating our opinion, we have relied on the information and representations contained or
referred to in the Composite Document and the information and representations provided to us by the
Company, its advisers and the directors of the Company (the “Directors”). We have assumed that all
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mf(}rmdtmn and repre&,entatlons contdmed or referred to 1n the Composlte Dowmem were true and accurate
at the time when they were made and continue to be so at the date hereof. We have also assumed that all
statements of belief, opinion and intention made by the Compmy, the Dlrectors or the Offeror (together
with 1ts sole dlrector) in the Compmlte Document have been arrived at after due and careful consideration.

We consider that we have reviewed sufficient information to enable us to reach an informed view. The
Directors and the sole director of the Offeror have confirmed :respectivély that there are no other facts not
contained in the Cmnp(jsite Document? the omission of which would make any statement 1n the Composite
Document, including this letter, misleading. We have no reason to doubt the truth, acCuracy or completeness
of the 'information'pmvided to us by the Company, its advisers and the Directors. We have not, however,
conducted any independent verification of the information provided, nor have we carried out any in-depth
investi gatlon into the bu3111e'§<; and affairs of the Company and 1ts subsidiaries (collectively, the “Group”) or
the proqpect% of the mar kets in which the Group operates.

We have not considered the tax consequences on the Independent Shareholders and the Optianholdem
of acceptance of the Offers since these are particular to their individual circumstances. In particular,
Independent Shareholders and Optionholders who are resident overseas or subject to overseas taxes or Hong
Kong taxation on securities dealings should consider their own tax positions and, if 1n any doubt, should
consult their own professional advisers.

PRINCIPAL FACTORS CONSIDERED

In formulating o'uraopinion regarding the terms of the Offers, we have taken into consideration the
following principal factors:

L. The Share Offer
l. Backgmmzd information

On 25 October 2006, the Offeror acquired a total of 75,000,000 Shares from Pacific Apex (as to
55,000,000 Shares) and Mr. Leung (as to 20,000,000 Shares), representing approximately 22.47% in
aggregate of the issued share capital of the Company. Immediately after the Acquisition, the Offeror
Parties were interested in 128,334,558 Shares, representing approximately 38.46% of the issued share
capital of the Company. The Offeror 1s therefore required to make a mandatory conditional general
offer for all the issued Shares (other than those already owned by the Offeror Parties) and to make a
comparable offer for all the Share Options pursuant to the requirements under Rule 26.1 and Rule 13
of the Takeovers Code. Accordingly, on 27 October 2006, the Company and the Offeror jointly issued
an announcement in relation to the Offers. Subsequent to the Announcement and up to and including 9
November 2006, the Offeror acquired an additional 44,400,000 Shares on the Stock Exchange and the
Shares held by the Offeror Parties therefore increased to 172,734,558 Shares, representing
approximately 51.76% of the i1ssued Shares of the Company as at 9 November 2006. As the total
number of Shares held by the Offeror Parties constitutes more than 50% of the voting rights of the
Company since 9 November 2006, the Offers are now being made unconditionally.

The Offeror 1s a company incorporated in the BVI, and wholly owned by Mr. Eav Yin.
Immediately prior to the Acquisition, the Offeror Parties were already interested in 53,334,558 Shares,
representing approximately 15.98% of the issued share capital of the Company. Subsequent to 9
November 2006 and up to and including the Latest Practicable Date, the Offeror Parties has acquired
an additional 15,000,000 Shares on the Stock Exchange, and as at the Latest Practicable Date, the
Otferor Parties were interested in 187,734,558 Shares, representing approximately 56.26% of the
issued share capital of the Company.




BNP Paribas, as the financial adviser to the Offeror 1n relation to the Offers, is offering on behalf
of the Offeror, and subject to the terms of the Offers set out in Appendix I to the Composite
Document, to acquire all the outstanding Shares not already owned by the Offeror Parties and cancel
all the outstanding Share Options on the following basis:

For each Share . . . . . . HK$0.68 in cash

For cancellation of each Share Option . ... ... ... ... .. ... ....... HK$0.01 in cash

As stated in the letter from BNP Paribas (the “I.,,étter from BNP Paribas™) contained in the
Composite Document, the Offeror does not intend to revise the Share Offer Price and the Option Offer
Price. '

2. Share Offer Price

As stated mn the Letter from BNP Paribas, the Share Offer Price of HKS$0.68 is the same as the
price per Share _F)aid by the Offeror in the Acquisition. Based on 333,719,516 Shares in issue as at the
Latest Pfacticable Date and the Share Offer Price of HK$0.68, the Share Offer values the entire 1ssued
share capital of the Compaﬂy at approximately HK$226.9 million. On the basis of 145,984,958 Shares
subject to the Share Offer, the Share Offer is valued at approximately HK$99.27 million.

The Share Offer Price of HK$O.68 represents:

(1) adiscount of approxi_mately 23.3% to the closing price of HK$O.9'I per Share as quoted on
the Stock Exchange on 25 October 2006, i.e. the Last Trading Day;

(i1) a premium of approximately 3.0% over the closing price of HK$0.66 per Share as quoted
on the Stock Exchange on the trading day immediately prior to the Last Trading Day:;

(i11) a diis¢0unt of approximately 8.1% to the average closing price of approximately HK$0.74
per Share for the 10 consecutive trading days up to and including the Last Trading Day;

'(i_v) a discount of approximately 9.3% to the average closing price of approximately HK$0.75
per Share for the last 30 consecutive trading days up to and including the Last Trading Day
(the “30-day Average Closing Price”);

(v) a discount of approximately 4.2% to the average closing price of approximately HK$0.71
per Share for the last 60 consecutive trading days up to and including the Last Trading Day
(the “60-day Average Closing Price”);

(vi) an equivalent amount to the average closing price of approximately HK$0.68 per Share fer
the last 90 consecutive trading days up to and including the Last Trading Day (the “90-day
Average Closing Price”);

(vil) a discount of approximately 26.1% to the closing price of HK$0.92 on the first trading day
immediately after publication of the Announcement:

(vii1) a discount of approximately 18.1% to the closing price of HK$0.83 per Share as quoted on
the Stock Exchange on the Latest Practicable Date: and




(1X) a pre'mium of approximately 33.3% over the audited consolidated net asset value of
approximately HK$0.51 per Share as at 31 March 2006, being the date of the Group’s
latest published consolidated balance sheet.

3. Share per;fbrmdnce
The following chart illustrates the daily turnover and the closing price of the Shares on the Stock

Exchange for the period from 26 October 2005 (being the first trading day of the 12-month period up
to and mcluding the Last Trading Day) to the Latest Practicable Date:
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Source: website of the Stock Exchange — www.hkex.com.hk

(i)  During the period from 26 October 2005 to the Last Trading Day (the “Review Period™),
the highest and lowest closing prices per Share were HK$0.91 (recorded on the Last
Trading Day) and HK$0.45 (recorded from 26 October to 3 November 2006) respectively.
The Share Offer Price of HK$0.68 represents a discount of approximately 25.3% to and a
premium of approximately 51.1% over such highest and lowest closing prices per Share
respectively. As shown in the chart above, the Shares had been traded at levels between
HK$0.50 and HK0.60 at the beginning of the Review Period and up to late Febrnary 2006.
Since then, the market prices of the Shares had been picking up but fluctuated within the
range between HK$0.60 and HK$0.80 during the rest of the Review Period. At the Last
Trading Day, the closing price of the Shares surged by about 37% to HK$0.91 from the
closing price of HK$0.66 per Share as quoted on the Stock Exchange on the preceding
trading day. While there may be no conclusive reason for such fluctuation in the Share
price on the Last Trading Day, we consider that the surge in the market pi.‘ices of the Shares
would probably have been prompted by speculation following the Acquisition, under
which _the transter of 75,000,000 Shares was recorded as a share trade on the main board of
the Stock Exchange before the end of the trading session on the Last Trading Day.




(i) Durmg the period from 31 October 2006 (being the first tradmg day Immedlalely following
the Announcement) to the Latest Practlcable Date, the closing prices of the Shares
fluctuated significantly with the h_Ighest and the lowest prices per Share of HK$0.92
recorded on 31 October 2006 and HK$0.70 recorded on 8 and 9 November 2006,
respectively. The avemge closing price during this period was approximately HK$0.82 per
Share. The Share Offer Price represents a discount of approximately 17.1% to such
average.

(iii) The Share Offer Price represents a discount of approximately 18.1% to the closing price of
HK$0 83 per Share on the Lategt Practlcable Date as quoted on the Stock Exchange.

As indicated fmm the above, there was si gmfzcant fluctuatmn of the market prices of the Shares
during the Review Period. While the Share Offer Price of HK‘BO 68 represents a discount of
approximately 25.3% to the closmg price of HK$0 91 per Share on the Last Tradmg Day and 1s below
the closing prices of the Shares durmg the who]e period from 6 September to 20 October 2006, it
equals the closing price of the Shares on 23 October 2006 and offers a slight premium over the closing
price of HK$0.66 per Share on 24 October 2006, i.e. the trading day immediately prior to the Last
Tradmg Day. The Share Offer Price repre&,ems a discount of dppmmmdtely 9.3% dnd 4.2% to the 30-
day Average Closing Price and the 60- -day Average Closing Price respectively, and it approximates the
90-day Average Closmg Prlce Accordingly, despite the substantial discount as represented by the
closing price of the Shares at the Last Trading Day, the Share Offer Price is more in line with the
average market prices of the Shares when a longer timeframe prior to the Last Trading Day is taken
into account. During the Review Period, the Shares had been traded below the Share Offer Price in
159 days out of a total of 249 trading days. Independent Shareholders and Optionholders are advised
to read the price chart above for a better understanding of the price movement of the Shares during the
Review Period.




4.  Liquidity

The foll(}w'i;'ng table sets out the average daily trading volume of the Shares and the relative value
as a percentage of the total issued share capital of the Company for the Review Period and up to the
Latest Practicable Date:

Percentage

to the total

Average  issued share
daily trading capital of the

Month volume Company
" (Shares) (%)

2005 |

" October (from 26 October) 1,927 Negligible
November ' 1,542 Negligible
December 67,268 0.0
2006 | |
January 63,507 0.02
February 14,298 Negligible
March 11,455 Negligible
Apnil 38,283 0.01
May 13,864 Negligible
June 30,197 0.01
July 6,907 Negligible
August 2,061 Negligible
September 41,264 0.01
October® 4,452,205 1.33
November (up to the Latest Practicable Date) 3,372,130 1.61

Source: webstite of the Stock Exchange — www. hkex.com. hk
*  Trading of the Shares was suspended on 27 and 28 October 2006 pending the release of the Announcement.

As noted from the table above, the average daily trading volume of the Shares was minimal
during the period under review. Independent Shareholders should also note that the relatively high
average daily trading volume of over four million Shares in October was due to the Acquisition on 25
October 2005 under which the Offeror had acquired a total of 75,000,000 Shares from the Vendors. If
we exclude such Shares for our review, the average daily trading volume in October was only 285,538
Shares, representing approximately 0.09% of the total issued share capital of the Company. From the
date of the Announcement to the Latest Practicable Date, the daily trading volume of the Shares
increased with relatively high volume on 8 November 2006 (21,963,880 Shares), 9 November 2006
(28,163,800 Shares) and 10 November 2006 (17,581,000 Shares).

In view of the generally low liquidity of the Shares during the Review Period and prior to the
Acquisition, we are of the opinion that it may be difficult for the Independent Sharcholders who wish
to dispose of their Shares in the open market to do so without posing any pressure on the market price
of the Shares. We therefore consider that the Share Offer provides an opportunity to these Independent
Shareholders to realise their investment in the Company at the Share Offer Price.




5. Price-to-earnings ratio and dividend vyield

Based on the earnings per Share of HK$0.0162 set out in the Company’s audited consolidated
income statement for the year ended 31 March 2006 and the Share Offer Price of HK$0.68, the price-
to-earnings ratio (“PER”) of the Company is approximately 42.0 times. In order to assess the
reasonableness of the Share Offer Price, we have attempted to make reference to the PER of those
companies which have prmupa] business similar to those of the (rroup and have their shares listed on
the Main Board of the Stock Exchange (the “(,ompdl able Companies”). In this connection, we have
identified a toml of five Comparable Companies, which represent, to the best of our knowledge, all
those companies listed in Hong Kong that are principally engaged 111 the retail and wholesale of
watches 1 Hung Kong and/or the PRC Our findings are summarised below:

Premium/
KEarnings per | (discount)
share set out of closing
in the latest price over/
| published PER as at (to) latest Market
| Closing price audited Net asset  the Last  published net capitalisation
Stock | as at the Last financial value per Trading asset value per as at the Last
Code  Company Trading Day statements ~share Day share Trading Day
(HK$) - (HKS) (HK$)  (times) (%) (HKS million)
398 Oriental Watch Holdings 1.50 0.2688 2.60 5.6 (42.3) 412.9
| Limited
304 Peace Mark (HD].diI‘IgS) 5.36 (0.2213 1.58 242 239.2 5,305.0
| Limited
444 Sincere Watch (Hong 0.58 0.141 0.48 4.1 20.8 236.6
Kong) Limited
84 Stelux Holdings 0.67 0.1971 0.68 17.6 (1.5) 637.4
International Limited
3389 Xinyu Hengdeli Holdings 6.56 0.14 0.77 46.9 751.9 6,412.4
| Limited |
Average N/A N/A N/A 19.7 premium.: 337.3 2,600.9
discount: (21.9)
104 The Company 0.68 0.0162 0.510 42.6 33.3 307.3
(being the
Share Offer
Price)

As shown in the table above, the PERs of the Comparable Companies range from approximately
4.1 times to 46.9 times, with an average of approximately 19.7 times. The PER of the Company (as
represented by the Share Offer Price) of approximately 42.0 times falls within such range of the
Comp&uable Companies and 1s significantly higher than their average of approximately 19.7 times.
Accordingly, as far as the PER 1s concerned, we are of the view that the Share Offer Price of HK$0.68
is fair and reasonable. As regards the net asset value, the share closing prices of three Comparable
Companies represent a premium ranging from approximately 20.8% to 751.9%, while those of the
other two Comparable Companies represent a respective discount of approximately 1.5% and 42.3%.
The premium of approximately 33.3% as represented by the Share Offer Price of HK$0.68 over the net
asset value per Share is the third highest percentage among all the Comparable Companies. On this
basis, we are also of the view that the Share Offer Price is fair and reasonable as far as comparison
with the net asset value 1s concerned. |

We note that the Company had not declared or made any dividend for the past two financial
years ended 31 March 2006. On the other hand, we understand from the latest published financial
statements of the Comparable Companies that all of them had declared or paid dividends for the
current financial year. Accordingly, in terms of dividend yield and by way of comparison with the
Comparable Companies, the Shares do not appear to be an attractive investment.




6. Cash offer comparables

In assessing the fairness and reasonableness of the Share Offer Price, we have also attempted to
compare it with the general cash offers made during the Review Period for companies listed on the
main board of the Stock Exchange and engaged in a similar business to the Group However, we are
unable to identify any cash offers in such permd for companies engaged in watch trading and luxury
products retaﬂmg As an alternative, we have sought to compare the Share Offer Price with all cash
offers made during the Review Period for compantes that are listed on the Main Board of the Stock
'Exc,hanﬂe (the “Comparable Offers ). Our findings on the Compdrable Offers are summarised below:
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The table abové shows that seven Comparable Offers had the offer prices set at a premium oOver
their respective CloSing prices as quoted on the last trading day prior to the date of the relevant
announcement, rangmg from approximately 4.2% to 24.0%, with an average premium of
approxunately 9.7%. On the other hand, 12 COmparable Offers had the offer prices set at a
discount to their respective closing prices as quoted on the last tmdmg day prlor to the date of the
relevant announcement, ranging from apprommdtely 3.0% to 60.6%, with an average discount of
apprommately 20.9%. The Share Offer Price ot HK$0.68 represents a discount of approximately
25.3% to the {.,losmg price of the Shares as at the Last Trading Day which is within the range of the
discount and is below the average discount of the 12 Comparable Offﬁ‘-l‘b.

Six Comparable Offers had the offer pI‘lL@S set at a piemlum over their respective latest
published net asset value pl‘]OI' to the publlcatlon of the announcement in relatmn 1o the offers, ranging
from appmmmate]y 0. 3% to 1,228. 6% with an average 0‘[ 313.7%. On the other hand, 12 Comparable
Offers had the offer prlceq set at a dl%COHllt to then‘ respective latest published net asset value prior to
the pubhcatmn of the announcamenl n 1eldt10n to the offers, ranging trom dpprommdtely 2.5% to
85.2% with an average of 42.1%. The subJect compdny of one ot the Comparable Offers recorded
audlted net llabﬂltlﬁb as at its latest publlshed balance sheet date prior to the date of the announcement
In relatwn to the offer As a majority of the Compamble Offers, i.e. 12 cases out of a total of 19 had
offer prlces set at a discount to the respective net asset value of the subject compames we consider
that the Share Offer Price, representing a premmm of apprommqtely 33.3% over the audited
_'conﬂ;ohdated net wsset value of the COmpany as at 31 March 2006, has been determined at a level
which is more twoul able than the majority of the offer prices under the Comparable Offers as far as
the net asset value is taken into account,

As regdfds the dividend yield of the companies under the Comparable Offers, eight out of a total
of 19 Lompames under the Compdrable Offers had declared or paid dividends for their 1espect1ve last
financial years, Wlth dividend yield ranging from 1 4% to 6.9%. As mentioned above, the Company
had not declared or made any dividend for the past two financial years ended 31 March 2006.
Therefore, in terms of dividend yield and by way of COmpaTlSOI’l with the companies under the
Comparable Offers, the Shares do not appear to be an attractive investment.

As regards the PER, eight companies under the Coﬁjpa'rable Offers recorded net profit for their
respective last financial years and the relevant PERs as represented by the respective share offer price
range from 0.3 times to 20.4 times, which are all below the PER of the Company of 42.0 times as
represented by the Share Offer Price. It should however be noted that the subject companies of the
Comparable Offers listed above are engaged in various businesses different from that of the Group.
Accordingly, the respective PER of the subject companies under the Comparable Offers may not be
diréct]_y comparable to that of the Company. '

Based on the above analysis on the Share Offer Price by comparison with those under the cash
offers made for companies that are listed on the main board of the Stock Exchange during the Review
Period, we are of the view that the Share Offer Price is fair and reasonable so far as the Independent
Shareholders are concerned.

7. Financial performance of the Group

The Group is principally engaged in watch trading and luxury products retailing in the PRC. The
businesses of the Group also include property investment and sale and design of contract software
programs; however, based on the latest published financial information of the Group for the year
ended 31 March 2006, these business segments were loss-making and the sales generated from them
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amounted to less than 1% of the Group s total consolidated revenue for the year. Set out below is a
summary of the Group s audited financial information for the past five financial years extracted from
the Company s latest annual report for the year ended 31 March 2006

~ For the year ended 31 March
2002 2003 2004 2005 2006
HK$'000  HK$'000  HK$000  HK$000  HK$ 000
(as restated) (as restated) (as restated) (as restated }

Turnover 189,360 245,596 261,477 255,650 330,233

Profit/ (lo'ss) for the year
attributable to eqmty _ -
holders of the Company 152 (32,293) - 32,743 4,386 5,414

Far the year ended 31 March 2004 the Group recorded a net proflt attrlbutdble to the
Shdreholders of appmmmdte]y HK"£32 7 million, representing a eigmficant impr ovement over the net
loss of apprommdlely HK$32 3 million for the preceding financial year. As noted in the Company S
' annual report for 2004, the fdvourable financial results for the fmanual year was largely attributable
to the receipt of the partnl payment of apprommately HK $47 mllllon from the disposal of the Group’s
interests in a pmperty deveIOpmem project in Dongguan, the PRC in August 2003 (the “Dlspasal”)
"Wlthout taking into account such receipt from the qupoqal the loss attributable to the Shareholders

for 2004 would have amounted to apprommately HK$14 million.

For the year ended 31 March 2005, the Group recorded a net profit attributable to the
Shareholders of a_ppf_oximate]y HI{$4.4 million. However, as noted in the Company’s annual report for
12005, the Group received the final payment of approximately HK$21 million from the Disposal during
the financial year 2005. Had the final receipt of approximatély HK$21 million from the Dispbsal not
be taken into account, the Group would have recorded a loss attributable to the Shareholders of
approximately HK$17 million.

For the vyear ended 31 March 2006, the Group’s turnover increased substantially by
approximately 29% from dppmmmdtely HK$255.7 million for 2005 to apprommately HK$330.2
million. As explained in the Company’s annual report for 2006, such increase in the Group’s turnover
was mamly attributable to the Group’s efforts in enhancing its brand awareness as well as the
competitiveness of its retail chain in the PRC by redecorating the shops, expandmg the store space and
' enriching the preduct assortment. As a result of the significant improvement 1n its sales of watches
during the financial year 2006, the Group recorded a net profit attributable to the Shareholders of
approximately HK$5.1 million. As noted in the annual report, given the fact that the Group had
completed the disposal of its major property interests in Dongguan in the financial year 2005 (i.e. the

Disposal), gross rental income generated from the Group’s property investment business amounted to
less than HK$1 million for the year ended 31 March 2006.

Based on our review of the financial performance of the Group in recent years, we are of the
view that its principal business, i.c. watch trading and luxury products retailing in the PRC, is yet to
demonstrate a stable track record of profitable results. In addition, the Company had not declared or
made any dividend for the past two financial years ended 31 March 2006. While the Group had
recorded profitable results for each of the past three financial years ended 31 March 2006, the
Independent Shareholders should note that the favourable financial results of the Group for the two
financial years 2004 and 2005 were principally attributable to the receipts from the disposal of the
Group’s major property interests in the PRC which was not recurring in nature.




As regards the proapeeta of the Group S wateh tradlng and lnxuly prodneta retatling in the PRC,
although the income and consuming power of urban and suburban citizens of China are expected to
grow along with 1rhe general economic development of the nation, retail business for Tuxury products
n the PRC will becorne increasingly eompetltwe as large forelgn ret’ulera continue their efforts in
targetmg the Chinese market. This is of particular relevance as China’s retailing 1ndu<;try has been
moving toward full liberalisation to foreign enterpnaes followmg China’s accession to the World
Trade Organisation. In addition, dlbtl‘lbutl()l‘l cost, bemg the major eoat oomponent of a luxury
produeta retail business after inventories, has been rlalng substantially 1n recent years due to the
increases in aalarles and eommlaalon rental eXpenses and advertlamﬂ and plomotlonal expenses.
Based on our dlaeuasmn with the rnamgement of the Company, We understand that the Chinese
authorltles have reeently mtrodueed a oonaumptmn tax of 20% for }ewellery mcludmg luxury watches
which has come into effect smce 1 Aprll 2006, and that the Group has managed to mltlgate only
| partlally the adverse effect of aueh consumptlon tax through its prlelng pohey for certain produeta As

 stated in its 2006 annual report the Company beheves that 1t 1s lmpmtam to eultwate strong brand

'loyalty and reeogmtion of the Group s retail chain and brand products, and that the Group will
continue to Implement a serlea of strateglea such as advertlamg, renovatlng the shops, joint co-
'operatwe programa with 111te1natlonal brands and partlelpatlng 1n thelr public functions so as to
'promote the eorporate image of the retail chain. All these may increase the Group’s operating COSLS.

~Given the unstable historical financial performance of the Group and the recent developments 1n
the Wateh and luxury products I’Et‘lllll'lg business in the PRC, in particular, the 1ntroduot10n of the
consumption tax for ]ewellery, and the mtenan‘ymg competition in the retailing industry in China
'_followmg the liberalisation to forei on enterprlsea 1t 1s uncertain as to whether the Group will be able
to maintain the aigmflcant growth in revenue and plofltablllty in the future as seen in 1ta tinanctal
results for 2006. As such, the Share Offer provides an Oppmtumty to the Independent Shareholders
who are not Optlﬂ’llbtlc about the future business prospects of the Group to dispose of their mvestments
in the Company at the Share Offer Price.

8. Intention of the Offgm,,

As stated in the Letter from BNP Paribas, it is the intention of the Offeror to eontinue the
ej(iating business of the Group. The Offerer will conduct a more detailed review of the financial
poamon and the operations of the Group with a view to developlng a corporate strategy upon
completion of the Offers. Although the Offeror does not have any immediate plan for redeploying the
material fixed assets of the Group, 1t may consider restructuring the Group’s non-core businesses
including the sale and design of contract software programs. The Offeror will also conduct a thorough
appraisal on the performance of the employees of the Group upon completion of the Offers. Subjeet to
such performance reviews, the Offeror intends to continue the employment of the employees for the
core business of the Group and would consider appointing certain new directors and senior
management to the subsidiaries of the Company. The Offeror may have to make redundant certain
employees from the Group’s non-core businesses if it has decided that any non-core bnsmesa would be
discontinued and that the affected employees would not be relocated to the continuing businesses of
the Group. ' '

The Board of the Company currently comprises two executive Directors, one non-executive
Director and three independent non-executive Directors. As stated in the Letter from BNP Paribas,
except for Mr. Lai Si Ming, all of the existing Directors will resign and their resignationa will take
‘effect on the First Closing Date. The Offeror intends to nominate Mr. Eav Yin and Mr. Eav Ming
Keong, Kinson as executive Directors as soon as practicable upon the issuance of the Composite
Document. The Offeror also intends to nominate Miss Wong Wing Yue, Rosaline and Mr. Lee Tat




1.

'Cheung, Vincent as mdependent non-executive Dlrectors both with effeet on or areund the First
Closing Date and Mr. Au Shiu Leung, Alex as executive Director with effeet in January 2007.

Biographical detaﬂs of the propesed Dlreetore are set out 1n the Letter from BNP Paribas.

Based on the blographical details of the pmpeqed Directors, we note that Ml Eav Yin is the
founder of the Company and has extensive experience of dlqmbutmn watehes in Cambodia and
Vietnam and Mr. Au Shiu Leung, Alex was previously employed by the Compdny from 1995 to 1997
and was its compdny secretary h‘om 1996 to 1997. However, we understand from the Company that
although Mr. Fav Yin is the founder of the Company, he has not been mvelved 1n the management of

the Cempany since 1999 As stated in the Letter from BNP Parlbas subject to the performance

reviews by the Offeror it 1s the mrentmn of the Offeror te continue the employment of the empleyees
for the watch tradmg and fuxury productq retallmg buqme% ef the Group after the Offers.

| Aeeordmgly, we eomlder that the Offers may not give rise to any adverqe tmpact on the commmty of

the Group S exmtmg core buamexs Hewever ‘in the absence of a concrete buqmess strategy, there are
uncertainties as to the eﬁeet'; of the new mdnagement on the ovemll business, eperatmg perfor mance

‘and fmaneml ]J(}&lthIl of the Group dfter the close of the Offers There may alse be short-term impact
on the everall buemebs performance of the Group if the new management decides to dlspese of or

dlseontmue the Group s non-core business.

The Opﬁ{m Offer

As at the Lateqt Praetleable Ddte there were 7,200,000 out‘;tmdmg Share Opt:ons enutled the

Optmnheldels to subserlbe for a tetal of 7,200 ,000 new Shares, at an exercise price of HK$1.00 per Shdre

BNP Pdl’lbﬂ% en belmlf of the Offeror, 1s making the Option Offer to the Optlonholder‘; in rebpect of

all the outetandmg Share Optmns as part of the Offt’:l‘b The Optionholders will receive HI{$O 01 1n cash for

each Share Oprlon By accepting the Option Offer, the Op ionholders will surrender the_s_ubser;tptlon rlghts
attaching to the Share Optmns granted to them, which will be cancelled by the Company.

Based on the prevaﬂmg market prices of the Shares and the exercise price of HK$1.00 per Share of the

Share Optlom the Shdre Options are currently out-of-the-money. On this basis, we consider that the

determination ef the Optlen Offer Price at a nominal value of HK$0.01 is fair and reasonable.

RECOMMENDAHON

In formulatmg our advice to the Independent Board Committee, we have considered the above

principal factors and reﬂsons in particular, the fpllowmg

(1) The prmelpal business of the Group, i.e. watch trading and luxury products retallmg in the PRC,
IS yet to demonstrate a stable track record of profitable results. The favourable financial results
of the Group for the two financial years 2004 and 2005 were prmc:lpally attributable to the
receipts from the disposal of the Group’s major property interests in the PRC. Without taking
into account such receipts which were non-recurring in nature, the Group would have recorded
net losses for the relevant financial years. Given the recent introduction of the consumption tax
for jewellery and the growing competition in luxury products retailing business in the PRC, it is
uncertain as to whether the Group will be able to maintain its revenue and protitability at levels
eomparable to those for the financial year 2006. Therefore, the Share Offer provides an
opportunity to the Independent Shareholders who are not optimistic about the business prospects
of the Group to dispose of their investments in the Company.

(ii) The liquidity of the Shares was extremely low before the release of the Announcement.
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(iii) Having compared the PER of the C_empany and the premium over the net asset value per Share

(1v)

as represeﬁt’ed by the Share Offer Price with those of companies which are listed on the Main
Board of the Stock Exehange and have pl’lIlCIp‘ll business similar to that of the Greup, the Share
Offer Price is fzur and Ieasenable details of which are set out in the section headed “Price-to-

'earnmgs ratio and dividend yield” above. Investment in the Shareg did not offer any dividend

yield for the last two years.

The Share Offer Price is fair and reasonable by comparison with those offer prices under the
cash offers made for eompdmes that are listed on the main board of the Stock Exchange during
the Review Perled detalls of which are set out 1n rhe seetmn headed “Cesh offer eemparables”_

- above.

(V)

Although the Shares were traded at a premium to the Share Offer Pri ice durmg most of the time
in September 2()06 and after the release of the Announcement and up to the [atest Praetleable

~ Date, the trading volume ef the Shares has been smdll It sheuld also be neted that the Share

| (w)

Offer Pl‘lCE: eppmmmateq the 90-day Averdge Closmg Price, dnd that the Shares had been traded
'belew the Share Offer Priee in 159 days out of a total of 249 tradmg days durmg the Review
- Period. Aecmdmgly, the Share Offer Price is more in lme with the average market prlees of the

Shares wher: a longer timeframe prior to the Last Trading Day is taken into account. The price of
the Shares 1s vulne1able to fluctuations eaused by small trading volume and may or may not
sustain at the current Ievel after the close of the Offers.

The Option Offer Price of HKEEO 0@ per Share Option is der and reasonable given the fact that

the Share Optmm are eurrently out-of-the-money.

Based on the dbeve factors, we consider the terms of the Offers to be fair and rea,senable SO far as the
_Independent Sharehelders and the Optlenhelders are concerned. Aeeerdmgly, we recommend the
| Independent Board Committee to advise the Independent Shareholders and the Optionholders that they
should eemlder‘ aecept*ng the Share Offer or, as the case may be, the Option Offer.

However 1t shdu]d be noted that the Shares had been traded at a premium over the Share Offer Prlee
after the Anneuncemeﬂt and the Share Offer Price represented a discount of approxmldtely [8.1% to the
elesmg price of the Shares as at the Latest Practicable Date. lndependent Shareholders who intend to accept
the Share Offer should closely monitor the market prices and the liquidity of the Shares before the close of
the Offers and should sell their Shares in the open market rather than aeeeptmg the Share Offer if the net
proceeds from the sale of Shares i in the open market ‘lftﬁ‘:l‘ deducting all transaction costs are more than the
- net amount to be reeewed under the Share Offer.




The Optlonholderb are also advised to exercise their Share Optmns and dlbpﬂbﬁt of the ShaIEb SO
converted in the open market if the mmket pI‘ICE: per Share exceeds the exercise price of the Share Option
before the close of the Offers and 1f the net proceeds from the sale of the Shares in the open market after
deducting all transaction costs are more than the net amount to be received under the Option Offer In
addition, those Optlonholderq who do not intend to qccept the Option Offer are remmded that pursuant to
the terms of the relevant Share Optmn Scheme, the Optionholdem will be enutled to exercise their Share
Options within one month from the date on which the Share Offer becomes or is declared unconditional (i.e.
within one month from the date of lhe dt“:bpdt(.h of the Cempomtﬁ, Document as and when the Offers are
being made uncondltmnally) and the Share Options (to thr:, extent not dlready exerubed) will lapse
1mme(l1ately upon the explry of such one -month period.

Yours faithfully,
~For and on behalf of
AMS Corporate Finance Limited

Jinny Mk
Director



