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Q1. As disclosed in Appendix A of the company’s circular dated 7 November 2024, the group
generated revenue of $26.4 million for the six months ended 30 June 2024 (unaudited), with
profit amounting to just $85,000. Revenue from labour outsourcing segment saw a slight
decline of 1.3% to $23.5 million.

(1) Can management provide a detailed breakdown of the growth drivers and
constraints within the labour outsourcing segment? Specifically, how has
the segment been impacted—positively or negatively—by the government’s
recent stimulus programme?

(i)  Who are the major customers and what are their industry profiles? What is
the concentration of the group’s industry exposure?

Net cash used in operating activities for the six months ended 30 June 2024 was $(4.09)
million, while only $0.5 million from the rights issue is allocated for general working capital.

(iii) What were the main reasons for this significant cash outflow? Can
management outline concrete steps being taken to improve working capital
efficiency?

(iv)  Given the cash outflow, does the group have sufficient financial resources to
sustain its operations, even if the proposed rights issue is completed
successfully?

The group reported cash and cash equivalents of $8.29 million as at 30 June 2024
(unaudited).

(v) Could the board confirm if these cash reserves are primarily held in the
bank accounts of the subsidiaries in China?

The group obtained $2.688 million from a shareholder during 1H2024, despite the reported
cash and cash equivalents of $8.29 million.

(vi) What was the rationale for this decision? Could this lead to additional
repayment to the shareholder, resulting in excessive and undue dilution to
minority shareholders? [See Q3(vi)]

Q2. The company is, inter alia, seeking shareholders’ approval on the proposed non-
renounceable non-underwritten rights issue of 3 rights shares for every 1 existing ordinary
share in the company for up to 3,287,352,906 rights shares at an issue price of $0.0015 per
rights share.

(1) Could the independent directors clarify the process used to determine the

terms of the rights issue, specifically the issue price and the 3-for-1 ratio?
How do these terms align with shareholder value considerations?
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(i)  What role did the substantial shareholder and executive director play in
shaping the proposed corporate actions?

(iii) Intheviews of the independent directors, what was the justification to price
the rights issue at such significant discounts to the net asset value per share
(0of $0.0027; 43.4%) and the theoretical ex-rights price (of $0.0019; 21%)?

(iv) Was a detailed analysis conducted on the impact of this pricing strategy on
the company'’s capital structure and cost of equity?

Q3. The independent financial adviser (IFA) for the proposed whitewash resolution is Asian
Corporate Advisors Pte. Ltd. The IFA has opined that the terms of the proposed rights issue,
being the subject of the whitewash resolution, is fair and reasonable, and the whitewash
resolution, when considered in the context of the proposed rights issue, is not prejudicial to
the interests of the company and the independent shareholders.

However, the issue price represents a 43.4% discount to the group’s net asset value per
share of $0.0027.

(i) How was the IFA picked? What were the specific criteria used to shortlist
and appoint the IFA?

(ii) Could the board provide an overview of the IFA’s track record, including its
experience in similar corporate transactions? How are the fees for the IFA
determined?

(iii) Did the IFA have any prior engagements with the company, including the
period when the company was known as Arion Entertainment Singapore
Limited?

(iv) What were the specific interactions between the company, its directors, and
the IFA during the evaluation process? How did the board ensure that the
IFA’s assessment was conducted independently, without undue influence
from key stakeholders?

(v) For the benefit of shareholders, could the IFA clearly explain, in layman’s
terms, the basis for its opinion that the whitewash resolution is not
prejudicial, especially given the significant discounts to the theoretical ex-
rights price and the net asset value?

89% of the net proceeds will be used to repay the shareholder loan.

(vi) Does the low issue price of $0.0015 result in significant dilution to minority
shareholders?
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(vii) Given that Xinlong could increase its stake from 14.28% to as much as
78.57% at a substantial discount to NAV, what is the opinion of the
recommending directors on the impact of this dilution on existing
shareholders?

(viii) In addition, do the recommending directors consider the proposed rights
issue and the whitewash resolution (along with earlier corporate actions) is
effectively a multi-stage takeover of the company?

(ix)  Ifthe whitewash resolution is not approved, the rights issue will be scaled back to
avoid placing any shareholder in a position to incur an obligation to make a
mandatory general offer (Paragraph 2.6; page 15). In this scenario, what other
funding options are available to the company to meet its capital needs?

Shareholders are welcome to use and/or adapt the questions prepared by SIAS and to
forward them to the company.

Check out the latest questions on the annual reports of listed companies on SIAS website

Join our mailing list here to receive latest news and upcoming events.

CONNECT WITH US
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