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Controlling shareholder and chairman Lin Xiaohui had struggled to keep Ré&ailortgh above water

after taking it over in late 2014. His scheme involed properties in Shenzhen carried on the books of

his privately held company at 6.0x the actual invested amount. Such properties were then further inflates
by 1.7x in an acquisitiomaluation that ballooned to 16.4x the original cost. This allowed him to pull a
HK$7.9bn trick in April 2018 by stuffing minority shareholders with his rubbish, thus saving his own
skin but pushing the listco to the brink of bankruptcy.

The Guanlan and GangmingProperties located in the outskirts of Shenzhen consist mainly of retail,
commercial and office space as well as some carparksoffibe space athe Guangming Propertwas
valued at a low yield of 0.7%. This implies that the investment coulted®uped in 35 years, three
times the remaining life of the leasehold site itself.

The commercial carparks at the Guangming Property and the residential carparks at the Guanlan Propel
are bothincapable obeingsold. The carparksat the Guanlan Propg are said to worth more than the
residential apartmentt Realord Villaswhere the Guanlan Property is located

But the more important thing is that Lin has stuffed the company with worthless assetsmthercial
and office buildings remain vacaritvo years after completion, the retail arcade has only one shop in
opeaation, and only 10% of the gqaarksat the Guanlan Propergre leased out when the residential
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blocksthereare probably 20% occupiett.is difficult for the companyto achievepositive cashflowfrom
them

Likewise, other operations such as scrap metal recycling busimessnland Chindad inflated revenue
by almost 50% and profit byfive times in2018 Our site visit to Realord Group facyan Wuzhou Park
showed that it had cead operation on tighter environmental laws in Chifae realrevenueof vehicle
parts segmerftom mainland Chinavas mly 4% ofreportedduring the 2015L8 period.

The property acquisition was mostly financed by bank borrowings, which enabledddoket $53bn of
cash so far but left the company with net debts@8$h or 231% of equity at the end of 2018. The
companys casttan only affordoank interest this year and next.

Realord Group also exhibits a number of telltale signs of a companyridgatse books:

frequent change of auditors (BDO audited the 204 Iaccounts and resigned in July 2015, but the
successor EY lastlonly two years and was replaced by Deloittenid-2017);

two CFOs have leftone in July 2016 and the other September72@vhen the outrageously high
property valuation was being done);

poor governance structure with only three executive directors who are all connected: wife and
brother of chairman; and

chairman obtained control in listco via backdoor listing.

We calculate that properties acquired in April 2018 are worth only $1.6bn. This means Realord Group
net asset value was really a negative $3.2bn. BANKRUPTCY is the only way forward.
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Disclaimer

We are a group of seasoned equities analysts with many years of experience in the research of econor
and political trendsas well as individual stocks around the world. With background in various
international investment banks, we have followed the development of the Chinese equities market righ
from day one.

We are determined to expose as much of the fraud in the Chiroesensarket as we can. The most
widespread and serious fraud is probably that undertaken by listed companies, in fabricaérigteon
businesses and stealing shareholders money, among other tricks.

In exposing these crimes we challenge the listed emimep to prove the integrity of their announcements
and financial statements. The listed companies, of course, want everybody to believe that thei
announcements and financial statements are true. Their auditors, employees, independent directol
lawyers, shareholders and even the general public all hope that these announcements and financic
statements are true.

We have made our best effort to ascertain that everything we say in this report is accurate. We
have obtained our information from public sourcesthat we believe to be accurate and reliable, or
from sources whom we believe are not insiders or connected parties to the companies mentioned
herein. However, we are certainly NOT in the business of making investment recommendations.
This is not an investnent report and should not be regarded as such. Read and use our reports at
your own risk. Most important of all, DO YOUR OWN RESEARCH BEFORE YOU COMMIT
OTHER PEOPLE'S MONEY.

We and/or our associates/partners may have long or short positions in the eqetsi and/or their
derivatives at the time of publication of our reports, and we and/or our associates/partners may
maintain or change our positions at any time.
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Part 1 Realord Group Checks the Box of Financial Fraud

Realord Group Holdings LimitedRealord Group) was renamed from the original Cheong Ming
Investments Limited in September 1) abouttwo to threemonths after LinXiaohui acquired control
and took over as chairman of the board.

1.1 Investment Properties are 80% of Total Assets

Exhibit 1 below presents Realord Grasipevenue breakdown by business segments during ZR16f

the six, commercial printinghangtagand poperty investmenare the original businesses prior to 'kin
takeover. Mvtor vehicle parts (MVP), financial serdes and environmental protection (E&e new
businesses started by Lin. In terms of revendecdntributedas much as 70% of the total2018.

Exhibit 17 Revenue segment breakdown
Year end Dec 31 (HK$ m) 2016 2017 2018 2018 Mix
Commercial printing 73 70 82 10%
Hangtag 8 3 1 0%
MVP 101 87 127 16%
Financial services 11 11 10 1%
Property investment 17 20 20 2%
EP - 572 571 70%
Total 210 763 811 100%

Source: Realord Group

Geographically, the commerciakinting, hangtag and financial services segments derived all of their
revenue from Hong Kong 2018 The MVP segmentatived 67% of its revenue fromainland China

and the rest from Hong Kong, whereas the property investment and EP segraemtsssentially
mainlandbased businesses.
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Exhibit 27 Revenue segment i geographical breakdown 2018

Year end Dec 31 (HK$ m) Malglha}?]g Eggg cour?ttrrifsr Total
Commercial printing - 82 - 82
Hangtag - 1 - 1
MVP 85 42 - 127
Financial services - 10 - 10
Property investment 19 1 20
EP 569 - 2 571
Total 673 136 2 811

Source: Realord Group

Realord Group reported total assets of HK$11.4bn as at the end of 2018, with investment properties
accounting for $9.1bn % of the total. Among all the properties held, the Guanlan and Guangming
Properties, acquired in April 2018, accountedd@8¥o of total &sets.

Exhib it 37 Investment properties breakdown (HK$ m) 2018

Book As % of
Property Location total

value

assets
Guanlan Property Realord Villas, Guanlan Town, Longhua District, 4.469 39%
Shenzhen
. Northwestern of Dongming Avenue, Guangming .
Guangming Property District, Shenzhen 3,292 29%
Industrial complex at Fumin Community, Guanlan Town, Longhua 585 5%
Qiankeng Industrial Zone  District, Shenzhen
Zcr)use No. 25, Villa Bel- Bel-Air on the Peak, Island South, Hong Kong 353 3%
Industrial complex at _—
Zhangkengjing No. 5 Fuye Road, Guanlan Town, Longhua District, 192 20
: Shenzhen

Community
Unit 3306-3310, Junction of Yi Tian Road and Fu Hua Road, Futian 92 104
Excellence Time Square District, Shenzhen 0
Others 98 1%
Total 9,082 80%

Source: Realord Group

1.2 Backdoor Listing in Hong Kong

The emergence and growth of Realord Group over the last few years exhibit most of the common feature
of financial fraud. We can see that it chealighe boxes in Exhibit 4elow, and we will examine them
in great details one by one.
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Exhibit 47 Realord Group checks the box es of financial fraud

~ Backdoorlisting in Hong Kong

& Auditors resigned consecutively

& CFO and company secretary resigned consecutively
& Poor earnings quality: earnings with no cash flow

& Massive and increasing debt load

Source: Emerson Analytics

Realord Groupvas backdoor listed in Horigong, and its core businessesre mostly acquired, mainly
from connected parties. These acquisitions include:

- Realord Manureen Securities Limited, which undertakes stockbroking business in Hong Kong, from
Su Jiaohua, an executive director of Realord Group and wife of Lin, for 12614

- Aluxurious house located at 2Alla Bel-Air in Hong Kongfor $225min 2015

- Two industrial complegsat Zhangkengjing Communitgnd Qiankeng Industrial Zong Shenzhen
for $93min 2015and $28m in 2016 respectively, in order to participate in the rehabilitation of
Shenzhe's industrial zones;

- A 60% st&e in the EP business for $49m24017 and

- The Guanlan and Guangming Properties Rmi#$6,220n from Lin andhis wifein 2018

1.3 EY Resigred asAuditors in July 2017

Realord Group was audited by BOfom 2011 through 20140n July 7, 205, BDO resigned as auditor
andErnst andY oungwas appointed as the newmditor The company claimed thaé 'rotation of auditor
will help enhance thindependence of the auditbrOn July 10, 2017, onlyo years laterEY resigned
as auditobecause "EXtould not reach a consensus on the audiffee

We all know that auditors rarely resign as a result of fee disputes. iShariicient competitiormamong

the Big Four and second tier audit firms to ensure they don't nickediam@clients."Fee disputésare

almost exclusively used as a means for auditors to resign without foecegl toalert regulators of
possiblefinancial irregularities.

! http://www3.hkexnews. hk/listedco/listconews/SEHK/2015/0707/L TN201507071253.pdf
2 http://www3.hkexnews. hk/listedco/listconews/SEHK/2017/0710/LTN20170710706.pdf
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In fad, a paper released in ZDby the Hong Kong Institute of Certified Public Accountants states the
following:

In many cases, fee disputes are stated to be the reason for the change. Concern has been expressed that certain audi
have been relying on purped fee disputes to disguise the real reasons for the change. As a result, potentially
significant and fundamental matters about the listed issuer may not be disclosed to investors and creditors and the
market is not therefore being kept fully infornied.

Auditor resignations an obviouged flag of Realord Groujs financialirregularities Deloitte Touche
Tohmatsu is currently the auditor.

1.4 Poor Governance Structure and Serial Resignations of €D

Realord Grougurrently has three executive directd@sher thariin and hiswife Su, the other executive
director is Lin Xiaodong, brother of the chairman. This is clearly a very bad corporate governance
structure.

In addition tothese three executive directors ahdee independent nesxecutive directors, the only
member of the senior management team mentioned by the company is the chief financialGH{@er (
Since 2014, however, two CFOs have resigned:

- On July 11, 2016 Tsang Chin Pang tendered his resignationC&©, company secretary and
authorked repreentative of theampany He was replaced b§han Ying Kay

- Barely one year later, o8eptember 122017 Chan Ying Kay tendered his resignation GO,
company secretg and athorized representative of thempany.

Just like the resignation of external auditors, consecutive departures of the CFO are a clear sign of maj
financial problems at a company.

1.5 BogusEarnings and Massive Debt Load

RealordGroup hadabricateda massive 10.8x increase in net profit over the 208 period, from $33m
to $384m. However, it has suffered from negative operating cash(dp@F) every single year during
the period in question. Despite a cumulatimeetax profit of $979m duing those four years, the
companys ofCF was negative$379m. This is mainly because most of the pradime from nofcash
items such as fair value gains on investment properties.

3 http://appl.hkicpa.org.hk/ebook/HKSA Members_Handbook_Master/volumel/COErevisqul5it
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Exhib it 57 Reported pretax profit , actual pretax profit and opCF, 2015-18
Year end Dec 31 (HK$ m) 2015 2016 2017 2018 Total
Pretax profit i reported 48 208 166 556 979
- Fair value gains on investment properties -90 -270 -156 -671 -1,188
- Exchange gains 0 -10 3 -265 -272
= Pretax profit — actual -42 -72 14 -380 -481
opCF -203 -97 -36 -43 -379

Source: Realord Group

At the end of 2018, Realord Group reported intebestring debts of 675m including $821m from its
ultimate holding company. Ehshareholdés loan waspartly replaced by bank loans in early 2011
Since 2014, Realord Group has seen itsdeét to equityratio rising steadily, to an astonishing 231% at
the end of 2018.

Exhibit 67 Net debt to equity ratio

250%

200%

150%

100%

50%

0% - T T
2015 2016 2017 2018

-50% -

-100%

Source: Realord Group

* https://www1.hkexnews.hk/listedco/listconews/sehk/201280th201904262653.pdp. 204
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Part 2 Guanlan and Guangming Properties Absurd Valuation

OnMarch22, 2018 Realord Groumnnounced thacqusition oftwo Shenzhen property complexehe
so-called Guanlarand Guangming Propeds for Rmb6220m from chairman Lin and his wifamplying
an outrageous 15.4x valuation surplus.

A few simple ratios tell us that Lin has pemagéd a serious financial crim@) The office buildings of
the Guangming Properiare valued at an absurdiyw yield of 0.74% and(ii) Camparksat the Gualan

Propertyare more expensive than the residential units upstairs, vatioekinglylow effective yield of

0.07%

2.1 Overview of Guanlan and Guangming Properties

Thegeneral conditions of thevo propertis are shown below in Exhibit 7

The GuanlanPropery is part of Realord Villas. Realord Villas has a total gross floor é&eA) of
230,501square meters (smdf which only 5103%m belong tothe Guanlan Property. The assets being
sold to the listco consist of a shopping arcade for ret&| as well as @@mmercial/officebuilding with

the basement to 6/F for commercial use @Rb6/F for office use. The rest of Realord Villasshaeen
transferred to the local governmemtetails of the Realord Villas can be found Appendix | Realord
Villas Overall Plan

The GuangmingPropery takes up 8,000snof a site with the remainingl2,599.44snbeing vacant at
presentlt consists ofwo blocks of office buildings, one 26 s&ys high and the other four.

Exhibit 77 Overview of Guanlan and Guangmi ng Properties

Guanlan Property Guangming Property
Land use Residential use Industrial use
Site area (sm) 32,987.14 20,599.44
Land lease terms 70 years 50 years
October 10, 2012-October 9, 2082 March 17, 2009-March 16, 2059
Total GFA (sm) 51,039 53,973
Completion June 2017 End of 2017

One shopping arcade ' -
Main structures One commercial/orlzfri)cegbuilding L ofgce enlelnggs
15 carparks

1,012 carparks

Furbishing Rough cast Rough cast
Occupancy Vacant Vacant

Source: Realord Group
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The acquisition announcemtecontains many typo and trdatson errors, some of which are in fact
serious mistakes. Foexample, theactual site area ofRealord Villasis 32,987.14smbut is put at
329,870.14sm in the announcement, A€herealvalue

The total consideration of the acquisition was arrived at with referentde tBmb6,220nvaluationof

these two properties as of September 30, 2017. According to the Valuation Report in the acquisitior
announcement, the appraised vahiseof December 312017 was Rmb6,400m asshown in Exhibit 8

below.

Exhibit 81 Valuation of Guanlan and Guangming Properties as at December 31, 2017

Guanlan Property Guangming Property Total / Average
sm/lot
Retail use 9,671 - 9,671
Commercial use 16,716 - 16,716
Office use 24,652" 53,973 78,625
Carparks 1,012 315 1,327
Rmb/sm (Rmb/lot)
Retail use 93,000 - 93,000
Commercial use 52,000 - 52,000
Office use 53,000 51,700 52,108
Carparks 400,000 400,000 400,000
Valuation (Rmb m) 3,480 2,916 6,396
Retail use 899 - 899
Commercial use 869 - 869
Office use 1,307 2,790 4,097
Carparks 405 126 531

Sources: Realord Group, Emerson Analytics

# Total GFA of office space from Appendix | Realord Villas Overall Plan

* With total GFA of 51,039sm, the amount of retail space, X sm, can be calculated with the formula X * 93,000 + ( 51,039
24,652 — X)*52,000 + 24,652 * 53,000 + 1,012 * 400,000 = 3,480,000,000. Accordingly, the retail space is 9,671sm.

2.2 Acquisition Valuation a Staggering16.4x Actual Invested Amount

(1) Book value6.0x the actual invested amounwhile appraised valud6.4x

The book valuef the Guanlanand GuangmingPropertiesvas $2,735n or Rmk2,278m as at December
31, 2017, asaudited by DeloitteOur investigationseveal thathe actuatoss of the two propertiesere

only Rmb284mand Rmb96én, respectively, for a total of RMBOmM. We present in Exhibit 9 below the
actual invested amourthe book valueandthe appraised valuef thetwo properties.

5 https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0322/1tn201803221 1,471 ¢if
% https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0322/1tn20180322114V 4
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Exhibit 97 Appraised v alue 16.4x actual cost s

Actual Book Book value Appraised Appraised value

investment value /actual investment value /actual investment

(Rmb m) (Rmb m) (x) (Rmb m) (x)

Guanlan Property 284 - - 3,300 11.6
Guangming Property 96 - - 2,920 30.4
Total 380 2,278 6.0 6,220 16.4

Sources: Realord Group, Emerson Analytics

As can be seen from Exhibit 9, the book value was 6.0x the actual investment and the appraised valt
16.4x. Was the book value exaggerated in advance so that the appraised value would show a mo
palatable 1.7x appreciation? Oexperience in investigating financial fraud suggests that Lin probably
had aimed to stuff minority shareholders with the two properties at about 6.0x original cost, hence the
fabricated book value. Subsequently, he probably realized, most likely witlelheoththe banks and
other"professional advisetsthat he could fetch more. As a result, the appraised value further inflated the
fraudulent book value by 1.7x.

How could Deloitte sign off Rmb2,278m ofbook value against the Rmb380m actuaiost?
(2) Guanlan Propery actual invested amount only R&8smor 8.6% of valuation

According to the (Abridged Construction Project Environmental Impact
Repor), the actual invested amountRéalord Villaswas Rmi.,080m.

Exhibit 107 Actual invested amount of Realord Villa s Rmb1,080m

£ UL IR E s 15 &

FM e, AEMET 8%, THHUERNSERE 2-1, mH AL EERM 2-
2, S TEAHMRmEY 32087.14m", fAESIMBIZY N 229880m’, [Ta H a4k

|7t 10.8 {Z 7t A1} Total invested amount was Rmb1,080m).3%. fil
dFRETL 20124 10 HE 20014 46 12 H, 3t 26 1~ H.

HEAFARE: (D @k, W% Al B, C. D. E. F. GKIJZ.
far-UE RN, ARR-1-4)28100 0k, 5262l B AKX, (2) B
EMATI: AN AY. 4L, PSRRI, HEKIRS N, 4K HER
Fhts, HEKERS, $HEKESFE. AW, REECEN. BB, X1k
fisahih. (3) WFHEE: MF-EERTE. () AALEEEE:

Source: https://max.book118.com/html/2018/0428/163509669.shtm
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According to the acquisition announcement, the residential buildings of Realord {héasinafter
referred to aResidentialBuildings) had been transferreéd the local governmenh September 201&
cost or Rmb796m’.

It follows that the actual invested amount of the Guanlan Prppers merely Rmb84m ( = 1,080
796). This represents just 8.6% of the appraised amount

(3) Guangming Propeytactual invested amount only Rmb96m or 3.3% of valuation

According tothe X G (Monitoring Tables of the Environmental Protection
Inspection of Realord Science Pdile. the Guangming Prope)ty, the actual invested amount of the
Guangming Propegytwas only Rmb96nmmerely 3.3% of the Rmb2,920m appraised value

The actual investedmount of Rmb96m for 53,973sm wital GFA (which turned out to bd.8% more
than the designetbtal GFA) implies a unit cost of Rmb1,779/sm, which matches the cost of similar
buildingsin Shenzhen

Exhibit 117 Guangming Propert y actual invested amount only Rmb96m

RO GH | (R H
R Ve U TN IR FH LR A AT R A W)
WEROUNE | RN MR M SESS 105 5 (RBR ot 10 % S GO 2 1%
ORI E E AR | i B
ARSI BRUA i
‘ ™ AR BB 20599.44m?, S 51499 m?
Witk hE RN 14 J5 GRAILTFED + 2 B 05 6 )2
SN Tt )] |REA AN 14 S GRATIE F30) B
0o () 200147 H 251 , JFH W ' 2011 ‘10 H
| BARE M0 | | susmscmn g | 2017 4212 5 25~26 H
[ ISR R | RERER | EI GO R
IRTR & R W) ‘ X% - ) ! B ]
i |
AR B B
|
‘ - AR ‘ e ’ 91 /3G ‘ Lt | 0.95%
Actual invested amount was Rmb9%6m | =  Esasios]
| el | 9600 /3 7G | schisfRa8YE | 91 7556 | Kl | 0.95%

1

(—) Yol BRI E: |

Source: http://apps.szgm.gov.cn/szgm/132100/152326/152474/152502/1135405/index.html, third attachment
Note: This table mistakenly states the project as consisting of one 14-storey office building and two 6-storey factory buildings

2.3 The Absurd " Capable ofBeing Sold" and " Direct Comparison M ethod'

The waluation report itheacquisition announcemesays that "W assume that the property is capable of
being sold in the open marketVe have valued the property using direct comparison mettqglied
to the carparks, thassumption ancbmparison methodretotally absurd.

" https://www1.hkexnewkk/listedco/listconews/sehk/2018/0322/1tn201803221147 pd7
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Carparls may generally be categorized itommercialcarparksand residentiatarparks According to
the acquisibn announcement, commercial garks, such as those at the Guangming Proparty,
normally not for sale as they are one of fheilities complement to the commercial building§hat
aboutresidential carpark® Shenzha?

Shenzherproperty agerd told Emerson Analyticghat there ha been virtually no sale of gaarks in
residential estates for many yearfey also told us thaesidentusuallyspend no more than Rmb250 a
montH to park their cars at the residential estate where they @ve.investigatorsasked around the
residential estates nednre Guanlan Propeyt and confirmed the property agents' descriptions.

In Shenzherthere ae two types of residential qaarksi mog of them areancillary caparks that are
required under the project approval, with very feupplementary cparks that a rarely granted.
Ancillary caparks are owned by atkesidential owners collectively arate not transferabfe Realord
Group staff told Emerson Analytics investigators that carparkshatGuanlan Propeytare not for sale
either.

Clearly, the assumption thatthe property is capable of being sblg utter rubbisHor both commercial
carparks and residential carparks.

The aquisition announcemersays thatfor the carparks comparables, they are extracted from a website
that specialised in carpatkansactions in Shenzhen ilettp://sz.chewei.ci/ From Exhibit 12 below,
there areonly two carpark sales advertisements in Shenzhen sinc@4i8. With so few samples, what's

the point of this'direct comparison methtd

Exhibit 127 Only 2 carpark sales advertisements since mid  -2018

e e hE 2t Btiel
IR N
ArEiTmEE 1M 53 B 10u [ ek Hmin s
I W= B . — I
Wl R TR 2 AT S
il
T | 30 A
BEELFR
WHEREE R CEH T [® giE-130959292699
e ' MR 11575 '

>0 ©

.\

[T R S T

Source: http://sz.chewei.cn/

8 http://fgw.sz.gov.cn/xxgk/zdly/fwjg/201712/t20171229 10633514, lsecond attachment
% http://www.sz.gov.cn/cn/xxgk/zfxxgi/tzgg/201412/t20141202_2720846.htm
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2.4 Guangming Office Buildings Valued atYield of 0.74%

During the first half of 2019, investigators of Emerson Analytics went on a site visit to the two properties
acquired by Realor@roup from its controlling shareholder. Exhib& kelow shows the &ipidated front
entrance of the Guangming Propesaid to worth Rmb2,920m.

Exhibit 137 Shabby entrance of Guangming Property

L UBRE RuRg
| e

6.2’81}37321

Source: Emerson Analytics

Next door to the Guangming Propedre Ocean's King Technology Building ) developed
by Ocean's King Lighting Science & Technology Co., Ltdcéan's King LightingD02724.SZ,

M 'E™ ) and EVOC Intelligent Valley ( ) developed by EVOCIntelligent
Technology Company Limited (2308.HK, M 'E” ). All three projects next to each

other have been built on land for industrial use. Exhibibdlow shows the basic information of the three
projects.

Exhibit 147 Overview of Guangming Property and nearby projects

Project name Lot no. Land use Site area (sm) Total GFA (sm)
EVOC Intelligent Valley A508-0030 Industrial use 80,074 245,305
Guangming Property A508-0031 Industrial use 8,000 53,973
Ocean's King Technology Building A508-0032  Industrial use 13,308 40,840

Source: Emerson Analytics
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The red boxes in the photograph in Exhibit 15 below shows the leasing billboards of'OE&am
Technology Building and EVOC Intelligent VallefVOC Intelligent \alley is mainly leasing small
furbished offices while Oce&nKing Technology Building is offering an entire stealdne rough cast
building of 900Gsm for leasing.

Exhibit 157 Guangming Propert y and nearby office buildings

w' Guangming Property

Ocean's King
Technology Building

‘ EVOC Intelligent

Source: Emerson Analytics

The sales staff oOcears King Technologytold Emerson Analytics thathe building was priced at
Rmb40/sm/montlbut negotiableExhibit 16 below is the translated transcript of the conversation.

Exhibit 16 7 Ocean's King Technology Building priced at Rmb  40/sm/month

Emerson investigator: Have you got some office space for lease?

Leasing staff: Yes.

Emerson investigator: What is the size, generally speaking?

Leasing staff: We are leasing out the whole building.

Emerson investigator: Leasing out the whole building?

Leasing staff: Yes. We don't lease by floor or by units. We lease the whole building out, it's quite
big, more than 9,000 square meters.

Emerson investigator: What's the approximate price for leasing the whole building?

Leasing staff: Rmb40 per square meter a month.

Emerson investigator: Rmb40 per square meter a month?

Leasing staff: Correct.

Source: Emerson Analytics
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A staff memberat RealordGroup told us that the company was also planning to lease out the entire
building, and the lessee is free to itser sublease it to others. We belietlee Guangming Propeytwill
be priced at less thadcean's King Technology Building

- Rmb40/'sm/monthis merely the asking price of OceéarKing Technology Building, and the actual
transacted price going tobe lower

- Total GFA of the Guangming Propeytis almostsix timesthat of the space for leaseéOcears King
Technology Building, which wilfurther depress the lease rate.

It is reasonable to assume thia Guangming Propeytneeds to offer a 20% discount to the Ocean's King
asking priceBased ora rent of Rmb32/sm/montlhe property has been valued atield of 0.74%( =
32 x 12/ 51,700).

The GuangmindProperty site has a lease term of 50 years, from March 17, 2009 to March 16, 2059. The
remaining life of the site is less than 40 years. The valuation of the property can be recouped in 135 yeal
(=51,700/( 32 x 12 ) at theunchanged rental rgtenore than threéimes the remaining life of the site.

How can this be possible?

2.5 Guanlan Carpark Worth More than Apartment at Yield of 0.07%

The ResidentialBuildings are public leased housing, which are discussed in great detsslstion 3.2.
There are a total of 2,016 units aktResidentialBuildings with a totalGFA of 127,040sm, for an
average 63sm per unit. According to public disclosures by therFDigtrict government in Shenzhen,
the ResidentialBuildings are priced at an average of Rmb5,49%)simplying an average value of
Rmb346k( = 5,494 x 63/ 1,000Qer unit.

According to the valuer, a gaarkis worth Rmb400k, more expensive than a residential unit upstairs. Can
anything be more absurd than this? The people who live @RabelentialBuildings are lessees. Why
would they be williig to spend Rmb400k to buy a park?

Exhibit 17 below shows aillboard that publicizes car parking fees at Realoilthy, where one can rent
a capark at Rmb230 a month. This means the acquisition was priggezicabf 0.69%

10 http://www.szft.gov.o/ftxx/ixwdt/ftdt/201308/t20130826_9501288.htm
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Exhibit 17 7 Realord Villas car parks are leased at  Rmb230/month

Source: Emerson Analytics

There are a total of 1,012 parks atthe Guanlan Propertysomeproperty managemeipersonnetold
our investigators that norntglthere are about 900 vacant panks That means only about 100 parks
are regularly used, for an actual occupancy of roughly 10%.

Taking this low occupancy into account, the ngald for all caparks as a whole isrn-existent0.07%
This is complete madness
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Part 3 Guanlan and Guangming Properties Not Generating Cashflow

We have shown in Part 2 that the Guanlan and Guangming Properties have been sold to the listco by tl
controlling shareholders & huge 15.4x premium over the actual investment amount. We have also
calculated that the acquisition valued the Gymaimg Propent office buildings at ayield of 0.74% and

that it valued a Guanlan Propedampark at more than an apartment there.

Even though the two properties are located in ther Ti Chinese city of Shenzhetiey can hardly
generate any meaningfulash flow. For a real estate investor, the most important consideiation
naturally the location of the property. From this point of view, the Guanlan and Guangming Properties are
situated at lesthandesirable locations.

Exhibit 18 below is a map of Shenzhen with the Guanlan and Guangming Properties marked. The mair
commercial districts in Shenzhen are the Luohu, Futian and Nanshan districts. Using the Luohu borde
crossing point (to Hong Kong) as referenttee Guanlan Propeytis 31 kilometers (km) away whilthe
Guangming Propeytis 43km away.

Exhibit 181 Location s of Guanlan and Guangming Propert ies

\

Longhua

Pingshan

Baoan

Luohu border
crossing point

Source: Emerson Analytics
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3.1 Leasing Constantly Delayed

The Guanlanand GuangmingProperies werecompleted in June 2017 atfie end of 2017respectively.
Lets review the lease progress so far:

- According to the acquisition announcement dated March 22, 2018, leasing tafotlpeoperies is
expected taommence ithesecond quarter of 2018

- According to the 2018 interim report, ttveo properiesare expected tgenerate rental gome in the
second half of 2018;

- According to the 2018 annual report, the renovatibthetwo propertiesis scheduled to complete in
late 2019 and mi2020, respectively; and

- The 2018 annual report also says thattthe properies are likely tocommence business in early
2020 and late 2020espectivelyaftertherenovation

The renovatiorfirst appearedn the 2018 annual repoiVe believethe so-calledrenovationis simply an
excuse to cover up the difficids inleasng the two propertiesout and there is no renovatioat all
During our onsite investigations in 1H19, wileund no trace whatsoever of any renovation work at the
two praoperties.

If the propertiesare easy to lease out and if the renovation is a requisite for ledisamgwhy is't there

any renovation workWhy would a property be left vacant forore thartwo years if it were easy to be
leased out?

3.2 No Demand forCommercial Space atLow OccupancyPublic Leased Housing

The Guanlan Propsrtis located at Realord Villas, where tResidentialBuildings are used for public
leased housing and have véow occupancy.

According to the G 5 o (Shenzhen Public Assured Housing Regulatiopshlic assured
housing can take the form of lesental housing, public leased housing afidrdablehousing In May

2016, lowrental housing and public leased housing are combined intd. die ResidentialBuildings

are the public leased housing prowidey theFutian District governmetf, even thoughhey arelocated

at LonghuaDistrict.

Accordng to the Mo = 3 (Administrative Rules for the Placement of Futian
District Enterprise Staff Housingthe governmenthas sold theResidential Buildings to qualified

1 http://zjj.sz.gov.cn/csml/zcfg/xxak/zcfg 1/zcfg/bzzfl201606/t20160624 3723086.htm
12 hitp://www.sz.gov.cn/szzt2010/zdlyzl/zfljsxx/201604/t20160414 3577320.htm
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enterpriseswhichin turn lease to thestaff at fixed rentalsThe enterprisehave limited ownership over
such housing in the sense thiaycannot transfer ownership to any entity other than the government.

But actual occupancy ratat Realord Villasis less than 20%This is confirmed by our osite
investigationdn the first half of 2019 Exhibit 19 below, taken at about 8:30pm, stothiat Building 3
wasprobably occupied as to 20% or so. The other buildings had even lower occupancy rates.

Exhibit 197 Realord Villas residential building 3 (left) and 4/5/6 (right) at about 8:30pm

Source: Emerson Analytics

The low occupancy at theesidentialBuildings makes it difficult to lease out the retail and commercial
space In any case, the poor location of the Guamanmperty cannot attract neesidentsRealord Group

is putting retail and commercial spaan the marke{Exhibit 20). Our onsite investigations iriH19
showed thatherewasonly one retail shop in businedsxhibit 21).
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Exhibit 207 Retail and commercial space of Guanlan P roperty put on market
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Source: Emerson Analytics

Exhibit 217 The only shop in business two years after completion

Source: Emerson Analytics
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3.3 The Office Spacewith No Cashflow

Broadly speaking,here aretwo ways to lease the office buildingé) wholesale lease of the entire
building to a third party who may use it and/or sublease it; and (ii¢ leasvarious units in the office
buildings on a piecemeal basis to end users

The office buildings at the Guanlan and Guangming Priggeare ready to be leased owmt their
entireties, and the Isses will furbish the buildings as they see fit. Realord @mefers this approach
because of itsery little risk. Unfortunately, there has been no taker for more than two geak$0 one
knows when a leewill show up.

Will Realord Group take the second approach? This involves additional investment shifghihe
office buildings before putting them on the market for led$e rental incomef these two properties
will not be sufficient to recoup the furbishing coatel operating cost®r years Therefore it may be
sensible for Lin to be sitting on his hands for the past two year#, dlab suggests that it is difficult for
the office buildings to generate positive cash flow.

The office buildingsatthe Guanlan and Guangming Propestwere completed imid- and late2017, but

have remaiad empty for the last two years. The reason is simple: the location is not right, so there are
few takers. The neighboring buildings, completed around the same time, are also struggling to fill up their
excess office spag as the landlords are unable to fully utilize their own buildings.

Compared withthe largeamount of cashhat Lin has harvestefpleasesee section 3.4 beloyyossible
rentalincome in the next couple of years is just peandtsis thereforenot so desgrateto lease the
office space outDuring our site visitin 1H19, there was absolutelyno visible sign for the leasing of
office space athe Guanlan and Guangming Propestwhile te neighboringffice buildingsseemedo
be workinghard tolea their offices. Leasing staff at nearby office buildingad no idea there was an
office block inside Realord VillasThey asked our investigators]s there office for leasing inside
Realord Villas?"

3.4 Lin has pocketedb5,776mof Cash

The controlling shareholders Lin and his wifld the company that controlled the Guanlan and
Guangming Properties to the listco at a pric§ 4010m They generously offered the listealiscount of
$587m or 7.4%, and settled for $7,323m as total considerfatr stuffing the minority shareholders with
their rubbish properties.

Payment consisted of three padashof $4,508m, shares at market price on completion d#t&1,324m
and pomissory notesf $1,497m. As shown in the following pie chart, Lis required to use the cash to
settle all theb2,977mdebtsi $2,637m due to directo(se. themselves$116m due to related companies
(again, themselves), and $224m due to third parties

Ignoring the share consideration worth $1,324m, we can see thatcapgletion, Lin received as much
as $,279m ( =4,5031 224). About one yealfater, the full amount of the promissory notes was repaid
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through unsecured banking facilities obtained by Realord Group. Tog#thenusband and wife team
ripped$5,776m( = 4,279 + 1,497 of cashoff minority shareholders

Exhibit 227 Lin collect ed $5,776m of cash

N_Due to extemal creditors,
224

N

Consideration shares,
1,324

Due to directors, 2,637

4,503 2,977

Promissory notes, 1,497

Cash retained by vendors,

Due to related companies 1526

116

Source: Emerson Analytics

But of course the listcbad no money to buy the properties (at the end of 2017, it had only $61m of cash
and $34m of debt3. So, the banks came to ISirescugfirst lending some $5,361m to Realord Group in
2018(%$4,864m of longerm loansand $497m of shorterm loansat theend of the yearandin March

2019 a further Rmb2,400m to replace $#i£492m promissory notemd certainloans from the ultimate
holding company

According to the 2018 annual reportthe companyestablished relationship witkbuangzhou Rural
Commercial BankCo., Ltd. (GRCB, 1551HK) during that yearln April 2018, around the time of the
acquisition completionRealord Groumpledged its shares in the compmthat directly held the Guanlan
and Guangming Propertiés GRCB.About one year latet,in bought 221m GRCB shares at $5.12 each
which giveshim a 12.2% stake in théH" shares or 2.3% in the entire equity capital of the bawé.
suspect most of Realord Grdsiplebts are provided by GRCB.

Why would any bank lend billions of dollars to Realord Group against such lousy asse?sThe truth
may be very complicated and intriguing.
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Part 4 Revenue of Core Operations Way Below Claims

We will now look at Realord Group from the revenue point of view. The environmentatcpoot (EP)
and motor vehicle parts (MVP) segments are said to be the main contributors of Realords Graimnue,
chalking up $571m and $127m, respectively, in 2018, or 70% &% respectively, of the total.

These two segments actually generated nheish revenue than that reported by Realord Groupr&die
revenue ofEP Groupwas only40% of that reported in 2018 he aggregatetVVP real revenue from
mainland Chinavasonly 4% of reportediuring201518.

4.1 Two Irregularities of the EP Segment

Realord Groupentered theEP business in 2017 by acquiring 60% stake inRealord EP Industrial
Company Limited EP Compan)y and its subsidiary Guangxi Wuzhou City Tong Bao Renewable
Materials Limited (Tong Bao, P 'E™ , collectively with EP Compan
referred to as EBroup.

The principal busines®f EP Groupis the dismantling of scrap netak in mainland China The raw
materials processeare imported, and includscrapelectricalmachineriegHS code: 740400001 for
recycling copper,scrap electrical cablesHS code:760200001p for recycling aluminum andcrap
electrical equipmentHS code:720449002Pfor recycling iron and ste€hereinafter referred to as Scrap
Metals)

In 2018, three subsidiarigEP (Shenzhen)Wuzhou Aluminumand Wuzhou Coppéerwere created
though they had no real operatiofi$ each of them had zero paig capital (i) none of the three had
any revenue in 2018; and (iii) none of thevas included in the list of principal subsidiaries in 2018
annual reportThe only information we have managed to find about these three entities is that Wuzhou
Aluminum bought certain assets frafuzhou City Hai Gang Metals Limite@Hai Gang

'EX ) in March 201%°. Tong Bao andHai Gangare bothlocated at Wuzhoulmport Renewable
Resources Processing P&kuzhou Park)

Exhibit 2317 EP Grou p corporate structure

EP Company

1,100% 1,100%

175% 1100%

EP (Shenzhen)-Realord EP (Shenzhen) Limited (fit i f {5 2RV PR 7))
Wuzhou Aluminum — Wuzhou Realord EP Aluminum Limited (£ M {5 4 552 (50 35T ER 25 )
Wuzhou Copper—Wuzhou Manureen EP Copper Limited (54| 55 #f E {it & 247 B2 7))

Source: Emerson Analytics

18 http://gxwzxhyg.com/index.php?route=common/iateRid=203
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Irregularity 1: Since the 2017 acquisition, Realdedoup has never mentioned any other entities beyond
the EP Group engaging in the EP business. Thus, the EP segment revenue should be the same as
Groups revenue. However, in 2018venue ofthe EP segmenexceeded that of the EP Grdfiby

$88m.

Exhib it 247 EP segment revenue vs. EP Group revenue
Year end Dec 31 (HK$ m) 2017 2018 Chg (%)
EP segment 572 571 0%
EP Group 572 483 -16%
Gap 0 88

Source: Realord Group

Irregularity 2: Since the EP Group acquisition, the only investment plan announceuasessing plant
for the recycling and production @luminumand copperingotsin Wuzhou ParklIn its 2018 annual
report, Realord Group says tkenstructionof the plant has been @dgkd to the second half of 2019.
Strangely net cash used in EP Grdsiinvesting activities amounted to as much as $209m in'2018
Even more strange is that there is no corresponding item in Realord'sscongolidated statement of
cash flows.

4.2 Scrap Metal Imports Tumbled 82% but EP Group Revenue Down Only 16%

As seen from Exhibit Zbove the revenue of the EP segménalmost entirely within mainland China
EP Group's revenue is therefaterived frommainland ChinaEP Companymainly acts agn agent by
sourcing scrap materiafikom overseas and reselling Tong Bao. TongBads revenue should be identical
to that of EP Group, because EP Compamyvenue will be eliminated upon consolidation.

The Chinese government has worked hard on environmental protection in recent years, and has tighten
the imports of solid wastes. In 2018 thorizedimports of Scrap Metalsamounted to a total of 1,671k

tons, down a massive 74% from the 6,363k tons ir¥ 20dports ofScrap Metalhave beemanned from
December 31, 2@t°.

We have obtained the amountafthorizedscrap metal imports of Tong Bao and Hai Gang from China
Solid Waste and Chemicals Management Certamit of the Nhistry of Ecology andenvironment of
China Usually, the amount of actual imports is about 80%uthorizedmports. From Exhibit 2 below,

we can see that both companies suffered significant decrease in their respattiveedimports last
year.How could EP Group's revaa merely contract 16%hen the srapmetalimportstumbledby 82%7?

14 hitps://www1.hkexnews.hk/listedco/listconews/sehk/2019/0426/1tn20190426 2653 20
5 hitps://www1.hkexnews.hk/listedco/listconews/sehk/2019/0426/1tn20190426 2653 208
18 http://www.mee.gov.cn/xxgk2018/xxgk/xxgk01/201804/t20180419_629582.htm
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Exhibit 257 Authorized imports (tons) of Tong Bao and Hai Gang

2017 2018 Chg (%)
Mainland China 6,362,757 1,670,585 -74%
Tong Bao 40,000 7,108 -82%
Hai Gang 23,500 8,449 -64%

Source: China Solid Waste and Chemicals Management Center

During the first half of 2019, Emerson Analytics conducted a vaed onrsite investigation at Wuzhou
Park. Nearly all thescrap metals processipdants there had suspended their operations at that tiiree
whole park was deathly quiell the time, and Tong Bawas no different Exhibit 26 below shows the
main entrance of Tong Bao. During that week, we talked to many companies at Wuzhou P#r&y and
all confirmed to us thaall the factories therancluding Tong Bao and Hai Ganigave failed to operate
normally sincanid-2018due to changes in government policies.

Exhibit 26 7 Main entrance of Tong Bao

"f'

Guangxi Wuzhou City Tong Bao Renewable Materials Limited

Source: Emerson Analytics
4.3 EP Group 2018 Real Revenue Only 40% of Claim, Net Income Merely 17%

Exhibit 27 below compares Tong Baorevenue as reported to ECIS with that claimed by EP Group. For
2018, Tong Baweported revenue of Rmb164m or $194m to ECIS, which was about 40% of that claimed
by EP Group. For 2017, theCIS revenueof Tong Baowas for the whole year, whereas EP Group
reported revenue fromelbruary28, 2017 (he date ofacquisition) toDecembei31, 2017. On a pro forma

basis Tong Bads actual revenue would amount4@o of EP Groujs reported revenue.

28



Realord Group

d Real Lord of the Lies

Exhibit 27 7 Revenue of EP Group comparison i actual vs. reported
Year end Dec 31 (HK$ m) 2017 2018 Chg (%)
Tong Bao (Rmb m) 293 164 -44%
Pro forma Tong Bao (Rmb m) 244 164
/ Exchange rate (Rmb/HK$) 0.8669 0.8436
=Tong Bao i actual 282 194
EP Group i reported 572 483 -16%
Percentage 49% 40%

Sources: Realord Group, ECIS and Emerson Analytics

At the net profit level, the exaggeration was even more serious. For 2017 and 2018, Tong Bao reporte
profit of $0 and $8m, respectivelgP Company reported net profit that was aldddb and13%of Tong

Baoin 2014 and 201%. Adding netincome of EP Companyould yield an aggregateet profit of $0

and $9mfor EP Groupin 2017 and 2018, respectively. This implies only 0% and 17% of disclosed

amounts.

Exhibit 281 Net income of EP Group comparison i actual vs. reported
Year end Dec 31 (HK$ m) 2017 2018
Tong Bao (Rmb m) 0 7
/ Exchange rate (Rmb/HK$) 0.8669 0.8436
= Tong Bao 0 8
+ EP Company (12% of Tong Bao) 0 1
= EP Group i actual 0 9
EP Group i reported 45 51
Percentage 0% 17%

Sources: Realord Group, ECIS and Emerson Analytics

I hitps://www1.hkexnews.hk/listedco/listconews/sehk/2016/0905/Ith20160905 8648 11 &12

29


https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0905/ltn201609051623.pdf

Realord Group 0 Real Lord of the Lies

4.4 MVP Real Revenue from Mainland China Only 4% of Reported

Realord Group did not report regional revenfresn the MVP segmentor 201517. However,such
regional reveues can be calculated, sisown in Exhibit 29Realord Grougeported revenue of $127m

for the MVP segment in 2018. Of this amount, revenue from mainland China was said to be $85m anc
that from Hong Kong $42nThe Hong Kong MVP business ceased operation in November 2018 due to
high rental expense.

Guangdong Realord Vehicle Parts Limit6@uangdongVviVP, X ) 'E” ) is the only
Realord Group subsidiary that distributeshicle partsin mainland China. Its revenue, obtained from
ECIS, isalsopresented in Exhibit®

Exhibit 291 Revenue from MVP segment comparison i reported vs. ECIS filings
Year end Dec 31 (HK$ m) 2015 2016 2017 2018 Total
Hong Kong 115 132 117 136 500
- Hong Kong other segments* 85 92 83 94 355
= Hong Kong MVP 30 40 34 42 146
MVP 95 101 87 127 410
- Hong Kong MVP 30 40 34 42 146
= Mainland China MVP 66 60 53 85 264
Guangdong MVP (Rmb m) 0 2 9 0 10
/ Exchange rate (Rmb/HK$) 0.8033 0.8555 0.8669 0.8436
= Guangdong MVP 0 2 10 0 12
Percentage 0% 3% 18% 0% 4%

Sources: Realord Group, ECIS and Emerson Analytics
* Realord Group did not disclose its very low property investment revenue from Hong Kong for 2015-17. For 2018, Realord
Group reported $0.7m of property investment revenue from Hong Kong.

For 2015 and 2018, GuangdoktyP reported zero revenue to ECIS, iudhould haveevenue of $66m
and $85m, respectively. For 2017, revenue reported to ECIS only amounted to 18%iroptiea by
Realord Groujs disclosuresin aggregate, the 204BB revenue according to ECIS was only 4% of
Realord Groujs claim.
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Realord Grouphad professed its intentido boostthe vehicle partdusiness throughts B2B platform
www.1196.comIn May 2015 it took full control ofRealord Vehicle Parts Limitednd itsshareholder's

loan for $12.7mto expand the-eommerce businesdustone and a half yeadster, the websiteceagd
updating Exhibit 30 below shows the last updated page of the website, in which MVP is one of the more
inconspicuous channels. Currently, visitors to this website will be automatically directed to Realord
Groups websitehttp://www.realord.com.hkils there any reason to believe Realord Groug'®usbrags?

Exhibit 307 The last update of www.1196.conOctober 2016
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Source: https://web.archive.org/web/20161002041611/http://www.1196.com/
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Part 5 Financials and Valuation

Having presented our detailed analysis of and investigations into the various businesses of Realord Grot
we can now discuss the true revenue, asset value and valuation of the company. For 2018, its actu
revenue was only about 43% of the amount clainféds year, we expect a serious withering with a
massive 87% decline from the 2018 reported level.

In February2019 a Hong Konglisted company tookout a long term lease osome commercial
properties very similar to Guanlan Prop&t commercial spaceTo comply with the HKFRS16
requirement for "deemed acquisition of assdét'valual the propertieswith the presentvalue method
Using this valuationas a benchmarkwe believe the true net asset value of the company is probably
negative$3,196m.

In othe words, thers really nothing left in Realord Group except for the huge debts incurred from
buying out the controlling shareholder, who has taken the money and can run any time. The only fate
awaiting the company is BANKRUPTCY

5.1 Dwindling Revenue and Unbearable Burden of Interest

In the first half 0f2019 we visited several other Realord Group properties in mainland Chinang
them, Unit 33063310 at Excellence Time Squdarried on the books at $92im)central Futian Distct
was vacant. The piece of paper framed inaedhe doois a log of daily inspectionf vacant officeby
the security staff of the buildirggmanagement company. They told us thatdsttenant left at the end of
2018.

Exhibit 3171 Unit 3306-3310, Excellence Time Square is vacant

Source: Emerson Analytics
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This propertyhas atotal GFA of 1,01%nt2. According to the sales staff of the property management
company, rentalef this propertyareabout Rmb280/sm/month. This yields annual revenue of about $4m,
or 21% of the 2018 property investment revenue.

Assuming the vacary continues till the end of the year, and that revenue from other investment
properties remagunchanged, then the propemvestmentevenues about$15m in 2019.

In Exhibit 3 below, we compare the reported and actual revenue of Realord Group in 2018 and our
estimate for 2019. We calculate that the company achieved $349m of revenue last year, just 43% of it
claim. For D19, we believe the company is likely to achieve some $109m in revenue, down a massive 87
from its reported 2018 level.

Exhibit 327 Dwindling revenue 2018-19
Year end Dec 31 2018 2018 _2019 Remarks
(HK$ m) reported actual estimate
Commercial printing 82 82 82 Assume 2018 number accurate, 2019 unchanged
Hangtag 1 1 1 Assume 2018 number accurate, 2019 unchanged
MVP 127 42 0 See section 4.4
Financial services 10 10 10 Assume 2018 number accurate, 2019 unchanged
Property investment 20 20 15 See section 5.1
EP 571 194 0 See section 4.3 for 2018 and section 4.2 for 2019
Total 811 349 109

Source: Emerson Analytics

At the end of 2018, Realord Groupdhinteresbearing debts of $875m. Based on théatestinterestrate

of 5.79%° for the company, its interest expense would amount to $437m this year. Given the expectec
$109m revenue this year, how can Realord Group pgssibet its interest obligationgthe compang

cashof $897m can only afforbank interest this y& and next.

About threemonths after our osite investigations in 1H19, we revisited the Guanlan and Guangming
Properties and other relevant properties mentioned in this réfertdiscerned no material change to
their previous conditionsyith the Excdlence Time Squareropertyremaining vacant and tHeéuanlan
shopping arcade still having only one retail shop in operation, for example.

The sales stafbf Excellence Time Squaralso told us thathe office spacetherewas selling at about
Rmb75,000/sm.As shown earlier, office space near the Guangming Property was asking for
Rmb40/sm/month in rentals, equivalent to 1/7 of the Rmb280/sm/moiitkcatience Time SquarBy

18 https://wwwl.hkexnews.hk/listedco/listconews/sehk/2006/1211/1tn200612111 05 4df
19 https:/iwwwi.hkexnews.hk/listedco/listconews/sehk/2019/0426/1tn201904 262658 204
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simple extrapolation, Guangming Propy&stoffice smceshould worth about Rmig1714sm 21% of the
appraised value

5.2 Net Asset Value is Negativ&3,196n

Realord Group bouglthe Guanlan and Guangmirigroperties at hugely inflated prices from controlling
shareholder Lin. So how much are these assets really worth? Here, we will use a recent transaction
demonstrate the true value of something said to worth Rmb52,000/sm at the time of the acquisition.

February22, 2019 Jiahua Stores Holdings Limite@iahua StoresD602HK) entered into londerm
agreements to lease three properfilegsuant to HKFRS 16he lesse@eeddo recogrze thepremises a
right-of-use assetgndtherelevanttransactiongreregarded as deemed acquisition of asset bietsee
The considerationof the premise is the aggregated presemtlue of the fixed lease payments as
discounted by a discount rate of 4.9% equivaledigbua Storegcremental borrowing rate.

The three propertiedeased by Jiahua Storese all located in Shenzhen. One of thehe Guanlan
Shopping Mall,is highly comparabléo Guanlan Propertycommercial space

- Both properties aréocated in Guanlan Town of Longhua DistriGthe GuanlanShopping Mall is
5km away fronthe Guanlan Propeytandits location is better than the latter

- The Guanlan Shopping Mall consists of two parts completed in 2017 and 2018, respedieely.
Guanlan Propeytwascompleted in June 201Znd

- The GuanlanShopping Mallhas atotal GFA of 25,168sm, compared wit@Guanlan Property
commercial spacef 16,716sm

We therefore regard the valuation of the Guanlan Shopping Mall will provide a useful reference to that of
Guanlan Property's commercial spac€he Guanlan Shopping Madl initial monthly rent is
Rmb45/sm/month,which will go up 5% every three yeald/e applythe sameental structure to Guanlan
Property'scommercial spagevhich we believe is advantageous to Realord Group, though thetecare
adjustmentsiecessary:

- The Guanlan Shopping Mall lease is for eight years, whereas the GuanlanyPsbibéwds 63 years
of landuse rights

- Realord Groujs latest longerm debt carries an interest rate of 5.7%, which we will take as the
discount rate for the valuation.

Accordingly, Guanlan Propsts commercialpaces worth Rmb11,982/smJsing 3.0% instead of 5.7%
as the discount rate, Guanlan Propstgmmercialspacels worth merely Rmb2,159sm or 43% of the
acquisition valuation. In reality, the Rmb52,000/sm acquisition valuatiptiegma discount rate of only
0.2%%.
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We canestimate the true value of parksin the Guanlanand Guangming Properties withitial monthly
rent of Rmb2306t/month The different valuations we estimate foarparksin the Guanlanand
Guangming Propeadsare a result of their different remaining lives of land use rights.

Exhibit 337 True valuation vs. acquisition valuation
True  Acquisition True valuation as % of
valuation valuation acquisition valuation
Guangming Property's office space (Rmb/sm) 10,714 51,700 21%
Guanlan Property's commercial space (Rmb/sm) 11,982 52,000 23%
Guanlan Property carparks (Rmb/lot) 61,240 400,000 15%
Guangming Property carparks (Rmb/lot) 52,956 400,000 13%

Source: Emerson Analytics

Applying the highest 23% ratio in the abotable on assets other than manks, we can estimate the
overall true value of the two propertieghe calculations are shown below in Exhib& 2ll in all, this
gives rise to an aggregate valueRyfib1,430n or $1,632m for the two properties, equivalent to 3.8x of
the actual invested amount. Considering that the properties are having difficultiesgsezants, this is

a generous valuation.

Exhibit 347 Guanlan and Guangming P ropertie s true value at about R mb1,430m
Guanlan Guangming Total /
Property Property Average
sm/lot
Retail use 9,671 - 9,671
Commercial use 16,716 - 16,716
Office use 24,652 53,973 78,625
Carparks 1,012 315 1,327
Rmb/sm (Rmb/lot)
Retail use 21,429 - 21,429
Commercial use 11,982 - 11,982
Office use 12,212 11,913 12,006
Carparks 61,240 52,956 59,273
Valuation (Rmb m) 771 660 1,430
Retail use 207 - 207
Commercial use 200 - 200
Office use 301 643 944
Carparks 62 17 79

Source: Emerson Analytics
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Realord Group reported net asset value of $2,932m as at the end of 2018.-Htate the Guanlan and
GuangmingProperties at our $1,632m aggregate valuation rather than the $7,761m carried on the balanc
sheet, the net asset value of the company becoegzgive$3,196m

Exhibit 3571 True net asset value is negative $3,196m
Year end Dec 31 (HK$ m) 2018
Net assets i reported 2,932
- Guanlan and Guangming Properties book value -7,761
+ Guanlan and Guangming Properties true valuation 1,632
= Net assets i actual -3,196

Source: Emerson Analytics

5.3 Valuation: Bankruptcy

There is no douliRealord Groujs financial statements are seriously fraudulent, to the extent that there is
simply no need form valuation analysisAs none of the company's various divisionsalde to generate

any meaningful revenudRealordGroupcannot possibly sustain its interest payments. Having ripped the
minority shareholders off, is Lin able to rescue Realord Group? We rather suspect the only fate awaiting
the companys bankruptcy
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Appendix |1 List of CompaniesChallenged byEmersonAnalytics

First report

Company (ticker) Share Current situation IPO Auditors IPO sponsor
Date X
price

China Lumena New In the third delisting stage, pending a Grant Thornton, . .
Materials Corp. é%rli $1.25 | restructuring via a new listing application replaced by BDO g(r)(reggrﬁewi?riite d
(0067.HK) following liquidation of original operations in 2010 y
Shenguan Holdings . o Macquarie
(Group) Limited SZ%pli‘ $2.80 g;g\?vnéjp grlelptr;eio.ﬁgédown 89% and EY China Merchants
(0829.HK) ’ getp Securities

Last price $2.98 before SFC halted trading
Sound Global Ltd. Feb 4, Apr 13, 2016 under section 8(1) of the .
(0967.HK) 2015 $8.00 Securities and Futures (Stock Market Deloitte Morgan Stanley

Listing) Rules
China Fiber Optic
Network System Aug 7, Hong Kong court ordered liquidation Jun
Group Limited 2015 $1.57 1, 2017, listing canceled Feb 14, 2019 EY BOCI
(3777.HK)

Last traded $0.53 before the company
::]LéiganH%?;Ehs Aug 10 requested a trading halt Sep 27, 2016. Deloitte & Touche
Limitecriy 9 2816 ' $0.68 | SFC further halted trading under section EY Corporate Finance
(0587.HK) 8(1) of the Securities and Futures (Stock Ltd

) Market Listing) Rules from Nov 20, 2018

China Honggiao EY and Baker Tilly resigned consecutively .
Group Limited F331278, $7.80 | after our report. Current share price $5.31, E elgl\t(t ?n rzeénllgced JP Morgan
(1378.HK) down 32% but above our $3.1 target price y
L';gifgslﬁgsggve Aug 16, $6.17 Current share price $1.61, down 74%, PWC UBS
(1980.HK) 2017 compared with our delisting target CicC
Zhou Hei Ya
International .

- Mar 1, Current share price $3.52, down 2%, Morgan Stanley
Ei?r!cijtlgc?s Company 2019 $3.60 compared with our $2.40 target EY Credit Suisse
(1458.HK)

Southern Energy

Holdings Group Jul 29, Current share price $0.44, down 96%, . .
Limited 2019 $9.95 compared with our delisting target Deloitte Haitong
(1573.HK)
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