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Notice of Extraordinary General Meeting
VDM Group Limited (VDM or the Company) will hold an Extraordinary General Meeting on Friday 16
August 2013 at 10.00am (AWST) at Level 5, The Ernst & Young Building, 11 Mounts Bay Road, Perth for
the purposes of transacting the business outlined below.
BUSINESS
1.

Proposed Issue of Shares to H&H Holdings Australia Pty Ltd
To consider and if thought fit pass the following ordinary resolution:
Resolution 1
"That for the purposes of item 7 of section 611 of the Corporations Act and for all other
purposes, approval is given for the Company to allot and issue to H&H Holdings Australia Pty
Ltd 600,000,000 ordinary shares in the capital of the Company at an issue price of $0.025 per
share on the terms and conditions set out and as described in the Explanatory Memorandum
accompanying this Notice of Extraordinary General Meeting".
Voting Exclusion: In accordance with item 7 of section 611 of the Corporations Act, the
Company will disregard any votes cast on this resolution by H&H Holdings Australia
Pty Ltd and any of its Associates.
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Explanatory Memorandum
The Explanatory Memorandum accompanying this Notice is incorporated in and comprises part of this
Notice.
Shareholders are specifically referred to the glossary in the Explanatory Memorandum which contains
definitions of capitalised terms used both in this Notice and the Explanatory Memorandum.
Voting by proxy
A Shareholder entitled to attend and vote at the Extraordinary General Meeting is entitled to appoint a
proxy. A proxy may, but need not be, a Shareholder. A Shareholder entitled to cast 2 or more votes may
appoint 2 proxies and may specify the proportion or number of votes each proxy is appointed to exercise,
but where the proportion or number is not specified, each proxy may exercise half of the votes. For details
on how to complete and lodge the Proxy Form, please refer to the instructions on the Proxy Form.
Shareholders should complete the Proxy Form that accompanies this Notice and Explanatory
Memorandum, and return it by mail, in person, online or by facsimile. Proxy Forms must be returned by
10.00am (AWST) on Wednesday 14 August 2013 to be effective.
As stated on the Proxy Form accompanying this Notice, the Chair intends to vote available proxies in
favour of the Resolution.
Documents may be lodged:
BY MAIL

Computershare Investor Services Pty Limited
GPO Box 242, Melbourne, Victoria 3001 Australia

ONLINE

www.investorvote.com.au

BY FAX

1800 783 447 (within Australia)
+61 3 9473 2555 (outside Australia)

Entitlement to vote
The Company may specify a time, not more than 48 hours before the Meeting, at which a “snapshot” of
Shareholders will be taken for the purposes of determining Shareholder entitlement to vote at the
Extraordinary General Meeting.
The Directors have determined that all Shares registered at 5.00pm (AWST) on Wednesday 14 August
2013 shall, for the purposes of determining voting entitlements at the Extraordinary General Meeting, be
taken to be held by the person registered as holding the Shares at that time.
Voting in person
To vote in person, attend the Extraordinary General Meeting on the date and at the place set out above.
Shareholders are asked to arrive at the venue 30 minutes prior to the time designated for the Meeting, if
possible, so that the Company may check their Shareholding against the Company’s share register and
note attendances.
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Voting by Corporate Representative
Any corporate Shareholder who has appointed a person to act as its corporate representative at the
Extraordinary General Meeting should provide that person with a certificate or letter executed in
accordance with the Corporations Act authorising him or her to act as that company’s representative. The
authority may be sent to the Company’s Share Registrar in advance of the Extraordinary General Meeting
or handed in at the Extraordinary General Meeting when registering as a corporate representative. A
corporate representative form may be downloaded from the Computershare website if required.

By order of the Board of Directors

Michael Fry
Company Secretary
VDM Group Limited
Dated 8 July 2013
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Explanatory Memorandum
Purpose of this Explanatory Memorandum
This document is important. It contains information for Shareholders relating to the Placement. This
Explanatory Memorandum provides Shareholders with necessary information to assist them in deciding
how to vote on the resolution to be considered at the Meeting. This Explanatory Memorandum does not
take into account the individual investment objectives, financial situation and particular needs of
Shareholders or any other person. Accordingly, it should not be relied upon as the sole basis for any
decision in relation to the Placement.
You should read this Explanatory Memorandum in its entirety before making a decision as to how to vote
at the Meeting.
The frequently asked questions section of this Explanatory Memorandum answers some common
questions about the Placement generally. They are not intended to address all issues relevant to
Shareholders.
If you have any doubt as to what you should do once you have read this Explanatory Memorandum, you
should consult your legal, financial or other professional adviser.
Forward looking statements
Certain statements in this Explanatory Memorandum relate to the future. Those statements involve known
and unknown risks, uncertainties and other important factors that could cause the actual results,
performance or achievements of the Company to be materially different from future results, performance
or achievements expressed or implied by those statements. These statements reflect views only as at the
date of this Explanatory Memorandum.
While VDM believes that the expectations reflected in the forward looking statements in this document are
reasonable, neither the Company nor any other person gives any representation, assurance or guarantee
that the occurrence of the events expressed or implied in any forward looking statements in this
Explanatory Memorandum will actually occur and you are cautioned not to place undue reliance on those
forward looking statements.
Notice to persons outside Australia
This Explanatory Memorandum has been prepared in accordance with Australian laws, disclosure
requirements and accounting standards. These laws, disclosure requirements and accounting standards
may be different to those in other countries.
Disclaimer
No person is authorised to give any information or make any representation in connection with the
Placement which is not contained in this Explanatory Memorandum. Any information or representation not
contained in this Explanatory Memorandum may not be relied on as having been authorised by VDM or
the Directors in connection with the Placement.
Responsibility for Information
The information concerning the Company contained in this Explanatory Memorandum including
information as to the views and recommendations of the Directors has been prepared by the Company
and is the responsibility of the Company. H&H, its Associates or their advisers do not assume any
responsibility for the accuracy or completeness of that information.
Information concerning H&H and its Associates in this Explanatory Memorandum, including information as
to the intentions of H&H, has been provided by H&H and is the responsibility of H&H. Neither the
Company nor its advisers assume any responsibility for the accuracy or completeness of that information.
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BDO Corporate Finance (WA) Pty Ltd has prepared the Independent Expert's Report in relation to
Resolution 1 and takes responsibility for that report and has consented to the inclusion of that report in this
Explanatory Memorandum. BDO Corporate Finance (WA) Pty Ltd is not responsible for any other
information contained within this Explanatory Memorandum.
Shareholders are urged to read the Independent Expert's Report carefully to understand the scope of the
report, the methodology of the assessment, the sources of information and the assumptions made.
ASIC and ASX involvement
A draft of this Explanatory Memorandum (including the Independent Expert's Report) has been provided to
ASIC. A copy of this Explanatory Memorandum has been lodged with ASX pursuant to the Listing Rules.
Neither ASIC or ASX nor any of their respective officers takes any responsibility for the contents of this
Explanatory Memorandum.
Definitions
Capitalised terms used in this Explanatory Memorandum are defined in the glossary in section 12 of this
Explanatory Memorandum.
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8 July 2013

Dear Fellow Shareholder,
I am pleased to enclose an Explanatory Memorandum containing information regarding the proposed
share placement to H&H Holdings Australia Pty Ltd.
Transaction Summary
As announced on 29 May 2013, VDM has entered into a binding Share Subscription Agreement under
which H&H has agreed to subscribe for 600 million new fully paid ordinary Shares to raise $15 million.
The Placement price of 2.5 cents per Share represents a premium of:


127% to the closing price of 1.1 cents per Share on 28 May 2013, the day before the Placement was
announced;



78% to the 60 day VWAP of 1.4 cents per Share for the period ending 28 May 2013; and



108% to the closing price of Shares of 1.2 cents per Share on 5 July 2013, the day before the
Explanatory Memorandum went to print.

In conjunction with the Placement, Dr Dongyi Hua, the owner and controller of H&H, is to be appointed as
Managing Director of VDM.
Successful completion of the Placement is subject to the approval of Resolution 1 by Shareholders at the
Extraordinary General Meeting and no material adverse change arising prior to completion.
Directors’ Unanimous Recommendation
The Directors unanimously recommend that Shareholders vote to approve Resolution 1, subject to
the Independent Expert not changing its view and concluding that the Placement is "not fair and
reasonable" prior to the Extraordinary General Meeting. As a further signal to Shareholders of our support
of the Placement, each Director intends to vote all Shares they own or control the right to vote in favour of
Resolution 1.
Rationale for the Placement
Activity in the construction industry in general remains volatile and the Company has continued to see
weakness across the resources sector. Notwithstanding this, the Board is of the view that opportunities
exist for companies that have strong balance sheets and industry recognised capabilities.
The Board believes that the Placement will deliver a number of significant benefits to VDM and
Shareholders including:


Strengthen the balance sheet to support ongoing work;



Improve market confidence in VDM which will have flow on benefits to clients, Shareholders,
employees, and suppliers;



Provide increased working capital support allowing the business to bid for a greater range of projects,
enabling the Company to target new markets and increase revenues;



Improve the ability of the Company to renegotiate banking and security facilities; and



The presence of H&H allows the Company to pursue new opportunities, leveraging off the global
experience of H&H in the mining and construction sectors.
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1. Frequently asked questions (FAQs)
Why did I receive this
document?

This document contains information relating to the proposed
Placement to H&H.
A transaction of this importance requires your approval at a
general meeting of Shareholders before it can be implemented.
The Placement will be considered at a meeting of
Shareholders on Friday 16 August 2013.
The information set out in this document will assist you, as a
Shareholder, to decide how you wish to vote on the Placement.

Who is H&H and what does it
do?

H&H is a private investment platform, owned and operated by
Dr Dongyi Hua. The company’s primary role is to act as the
overseas expansion vehicle for its parent company, H&H
Holdings Group Limited (a company incorporated in the British
Virgin Islands) (H&H Holdings).
Further information on Dr Hua is set out in section 5(c) of this
Explanatory Memorandum.

What is the Placement?

The Placement involves the issue of 600 million Shares in the
Company to H&H, to raise $15 million.
Further information on the Placement is set out in section 2 of
this Explanatory Memorandum.

Why should I vote to approve
the Placement?

If approved, the Placement will, amongst other things, have the
following benefits for Shareholders:
•
•
•

Strengthen the Company's balance sheet;
Improve market confidence in VDM; and
Provide an enhanced financial platform on which to
accelerate growth.

Please see section 6(a) for further details on the benefits of the
Placement.
How does the Board recommend
that I vote?

The Board unanimously recommends that Shareholders
vote to approve the Placement.
Each Director will vote in favour of the Placement in respect of
the Shares they hold or control.

What is the opinion of the
Independent Expert?

The terms and conditions of the Placement have been
reviewed by an Independent Expert, BDO Corporate Finance
(WA) Pty Ltd.
BDO Corporate Finance (WA) Pty Ltd has concluded that
the Placement is fair and reasonable to Shareholders not
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associated with H&H.
BDO Corporate Finance (WA) Pty Ltd's report is set out in
Appendix A of this Explanatory Memorandum.
If the Placement is approved
what will happen?

H&H must subscribe for and accept the issue of 600 million
Shares in the Company, as consideration for the payment of
$15 million to the Company.

When will the Placement take
place?

Completion of the Placement is expected to take place within 3
Business Days of approval by Shareholders.

How will the structure of the
Company's ownership change?

The number of Shares held by existing Shareholders (other
than H&H) will not change, however, by issuing additional
Shares to H&H, the total of VDM’s issued Shares will increase
from approximately 934 million Shares to approximately 1,534
million Shares.
Following the Placement, H&H will hold approximately 645
million Shares, or 42.1% of the Company's issued share
capital.1

If the Placement takes place,
my Shareholding will be diluted.
What does this mean to me?

If the Placement proceeds there will be more Shares on issue
and therefore your overall percentage holding in VDM will be
reduced. However, the Directors consider that the benefits of
the Placement, as well as the fact that the existing Directors
will hold the majority of positions on the new Board
immediately following completion of the Placement, outweigh
any disadvantage.
The value of your Shares will be determined by the price that
Shares trade at on the ASX.

Will anything happen to my
Shares? Will I still be able to
sell them on the ASX after the
Placement?

Nothing will happen to your Shares. You will continue to own
the same number of Shares.

Who will sit on the Board post
completion of the Placement?

If the Placement proceeds, the Board will change to reflect the
new Shareholder ownership of the Company following the
Placement. The new Board will comprise 7 members.

VDM will remain listed on the ASX and you can continue to
trade your Shares as you normally would.

Dr Dongyi Hua will be appointed to the Board as Managing
Director replacing Andrew Broad. Michael Perrott AM, VDM's
current Chairman, will remain as Chairman.
H&H will also have the opportunity to have 2 non-executive
Directors appointed to the Board.

1

Equivalent to 31.98% on a fully diluted basis – that is, assuming that all Options and Rights to be issued
Shares currently on issue are exercised.
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Further information on composition of the Board post
completion of the Placement is set out in sections 2 and 5 of
this Explanatory Memorandum.
Who will manage VDM post
Placement?

The Board of VDM shall comprise 7 Directors in total, with 3
Directors being nominees of H&H and the remaining 4
Directors being non-executive Directors who are independent
of H&H. 1 of the 3 H&H nominees shall be Dr Dongyi Hua who
shall be appointed as the Managing Director of VDM, subject
to Dr Hua and the Company entering into the MD Service
Contract.
While Andrew Broad will no longer be Managing Director,
H&H’s intent is that Mr Broad will remain with the Company in
a senior executive role. At the time of printing this Explanatory
Memorandum, the future role of Mr Broad within VDM was
under discussion.
No other immediate changes to the current management team
are expected to be made by Dr Hua upon his assumption of
the role of Managing Director.
Further information on the intentions of H&H is set out in
section 5(b) of this Explanatory Memorandum.

What am I being asked to vote
on?

Shareholders are being asked to vote on a resolution
authorising the Placement, being the proposed issue of 600
million Shares to H&H at an issue price of $0.025 per Share, to
raise $15 million.
Further information on Resolution 1 is set out in section 2 of this
Explanatory Memorandum.

Why is my approval required?

You are a Shareholder and given the nature and size of the
Placement, approval of the Shareholders is required under the
Corporations Act.

When and where will the
Meeting be held?

The Meeting will take place on Friday 16 August 2013 at
10.00am (AWST) at Level 5, The Ernst & Young Building, 11
Mounts Bay Road, Perth.

Who can vote?

In accordance with the Corporations Regulations 2001 (Cth),
the Board has determined that the Shareholders entitled to
attend and vote at the Meeting shall be those persons who are
recorded in VDM's register of members at 5.00pm (AWST) on
Wednesday 14 August 2013.
In accordance with the Corporations Act, the Resolution to be
put to the Meeting in relation to the Placement has a voting
exclusion statement. This voting exclusion statement is set out
in this Explanatory Memorandum and requires the Company to
exclude the votes of H&H and its Associates.
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What is the voting approval
threshold?

The Resolution being put to Shareholders is an ordinary
resolution, requiring simple majority approval (i.e. more than
50% of votes cast by Shareholders entitled to vote on
Resolution 1 must be cast in favour).

Is voting compulsory?

Voting is not compulsory, though your vote is important. If you
cannot attend the Meeting to be held on Friday 16 August
2013, you are strongly encouraged to complete and return the
Proxy Form that is enclosed with this document.
If you are an overseas Shareholder and hold your Shares
through a broker or nominee holder, you should contact them
as soon as possible to instruct them to vote on your behalf.
If you require any assistance in completing or lodging your
proxy, please feel free to contact the Transaction Information
Line on 1300 093 656 (toll free in Australia) or +61 3 9415
4171 (from overseas) on Monday to Friday 9.00am to 5.00pm
(AEST) or contact your financial or other professional advisor.

What will happen if
Shareholders do not approve the
resolution relating to the
Placement?

Further information on what will happen if Shareholders do not
approve the Resolution relating to the Placement is set out in
section 8(a) of this Explanatory Memorandum.

Further Questions

If you have any questions regarding the Placement after
having read this Explanatory Memorandum and the
Independent Expert’s Report, please call the Transaction
Information Line on 1300 093 656 (toll free in Australia) or +61
3 9415 4171 (from overseas) on Monday to Friday between
9.00am and 5.00pm (AEST).

2. Description of the Placement
(a) Summary and key terms of the Placement
VDM and H&H have entered into the Share Subscription Agreement pursuant to which H&H has agreed to
subscribe for 600 million new Shares to raise $15 million. Prior to entering into the Share Subscription
Agreement, H&H acquired 45,030,015 Shares on-market, representing Voting Power of 4.82% on an
undiluted basis. If the Placement proceeds, H&H will increase its Voting Power from 4.82% to 42.1%.2
Upon completion of the Placement and subject to the Company and Dr Dongyi Hua having entered into
the MD Service Contract, Dr Hua is to be appointed as Managing Director of the Company. The Share
Subscription Agreement provides that Dr Hua shall enter into the MD Service Contract with the Company,
on terms that will be substantially similar with the agreement in place for the current Managing Director,
both in terms of employment conditions and aggregate remuneration. H&H will also have the ability to
nominate 2 non-executive Directors to the Board. Following completion, it is intended that the Board shall
comprise 7 members, with at least 4 Directors who are independent of H&H. Michael Perrott AM shall
remain as non-executive Chairman of the Company, while Managing Director Andrew Broad will step
down from this role following completion.

2

Equivalent to 31.98% on a fully diluted basis – that is, assuming that all Options and Rights to be issued
Shares currently on issue are exercised.
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A summary of the material terms of the proposed MD Service Contract (which it is intended be entered
into by the Company and Dr Dongyi Hua) is set out in Schedule B to this Explanatory Memorandum.
Completion of the Placement is subject to a number of conditions, including Shareholder approval and no
material adverse change arising between now and completion.
The Share Subscription Agreement contains customary exclusivity provisions, including no shop, no talk
and no due diligence provisions. Customary provisions are also contained within the Share Subscription
Agreement that allow the Board to exercise its fiduciary duties in the event that an alternate proposal
eventuates. The exclusivity obligations apply until the earlier of the end of the Meeting, or 25 November
2013.
To demonstrate and secure its commitment to the Placement, H&H has entered into an Escrow Deed with
VDM. Under the terms of the Escrow Deed, H&H shall place $15 million into an escrow account at least
five Business Days prior to the Meeting, and upon completion, this amount will immediately be released to
VDM. Prior to signing the Share Subscription Agreement an amount of $500,000 was placed into the
escrow account and is payable to VDM should completion not occur as a result of H&H being unable to
fulfil certain of its obligations under the terms of the Share Subscription Agreement.
Further information about the Share Subscription Agreement is set out in Schedule A.
(b) Steps involved in implementing the Placement
The following steps must be taken to implement the Placement:
1. Shareholders must approve Resolution 1 by the requisite majority (more than 50% of votes cast
by Shareholders entitled to vote on Resolution 1 are cast in favour) under item 7 of section 611 of
the Corporations Act, at the Meeting. For the avoidance of doubt, H&H and its Associates are not
entitled to vote.
2. All other conditions under the Share Subscription Agreement that are outlined in Schedule A to
this Explanatory Memorandum must be either satisfied or waived.
(c) Reason Shareholder approval is required
You are a Shareholder, and given the nature and size of the Placement, and the fact the Placement will
increase the Voting Power of H&H, approval of Shareholders is required under the Corporations Act and
the Listing Rules.
Further information on the reason Shareholder approval is required is contained in section 11 of this
Explanatory Memorandum.
3. Rationale for the Placement
Activity and sentiment in the sectors in which the Company operates within the construction industry
remains weak. Over the past 6 months, major resource companies have been quite public in terms of
their announcements to reduce operating costs and cancel or defer capital expenditure plans.
The volume of new construction work awarded by major resource companies has reduced over the past 6
months, as compared to the volumes awarded over the past 2 to 3 years. The reduction in the available
new work is placing additional financial pressure on all construction contractors.
In response to the changing market environment, VDM has made progress in its overhead cost reduction
strategy and working capital management initiatives. Despite solid progress in these areas, the Company
is periodically faced with working capital constraints resulting from timing mismatches that occur between
the inflow of project revenues and the outflow of costs for suppliers and subcontractors. Cashflow timing
mismatches of this nature on construction projects are typical to the construction industry.
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On 22 November 2012, the Company provided an update to the market by way of an announcement
made to ASX. Within this announcement, the Company made reference to recent opportunistic enquiries
being received regarding the possibility of a corporate transaction. None of the enquiries presented to the
Company prior to the H&H proposal contained valuation metrics that were sufficiently compelling enough
so as to warrant more extensive negotiations and subsequent presentation to Shareholders.
When the unsolicited approach was made to the Company by H&H, the Board considered a number of
factors when evaluating the H&H proposal. Key factors considered included how the proposed
transaction compared to the other enquiries that had been received by the Company, recognition that
H&H had already invested approximately $720,000 in the Company through its on-market acquisition of its
4.82% interest (as opposed to other enquiries that did not contain any initial investment), and the benefits
that H&H could bring to VDM in terms of the additional working capital and expanded business network.
The H&H proposal placed a value on the Company that significantly exceeded the indicative values
placed on the Company under the earlier enquiries and the then current Share price. Accordingly, the
Board engaged in more detailed discussions with H&H that have ultimately led to the proposed
Placement.
Notwithstanding the general weakness in the sectors that the Company operates in, the Board is of the
view that opportunities exist for companies that have strong balance sheets and industry recognised
capabilities. The proposed Placement provides the Company with a better platform so as to take
advantage of potential opportunities.
4. Overview of VDM
(a) Overview
VDM is an engineering and construction company that services the mining and resources, transport and
civil infrastructure and urban development sectors. VDM provides construction for non-process
infrastructure, civil works and urban development, structural, mechanical and piping and consulting
engineering services.
VDM’s highly skilled engineers develop innovative technical solutions for clients and deliver projects that
are cost effective, reliable and sustainable. VDM's project experience ranges from the design and
construction of non-process infrastructure in remote regions in Western Australia, through to large civil
construction jobs for State and Federal governments in Queensland.
(b) Current Directors
The Board currently comprises the following Directors:


Mr Michael Perrott AM - Chairman;



Mr Andrew Broad - Managing Director;



Mr Michael Fry - Non-executive Director;



Mr Richard Mickle - Non-executive Director; and



Mr Barry Nazer - Non-executive Director.

(c) Proforma VDM Balance Sheet as at 31 December 2012
Since its last reporting date, the Company has completed 2 divestment transactions that have had a
material impact on the working capital and gross asset position of the Company. In addition, movement in
working capital during the same time period has also had a material impact on the available cash balance
of the Company.
In order to provide a more representative financial position, the Company has restated its balance sheet
as at 31 December 2012 on a proforma basis that reflects the material changes described above.
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VDM Group Ltd
Proforma Balance Sheet as at 31 December 2012
Consolidated

Adjustm ents

Proform a (1)

31-Dec-12

31-Dec-12

$’000

$’000

ASSETS
Current assets
Cash and cash equivalents (6)
Term deposits (5)
Trade and other receivables (4)
Contracts in progress (4)
Inventory
Development properties
Other assets

11,940

(5,174)

6,653

(497)

6,156

23,508

(2,732)

20,776

9,037

5,778

14,815

850

850

5,563

5,563

1,189

Assets directly associated w ith the disposal group (2)
Non-current assets classified as held for sale (3)
Total current assets

6,766

1,189

58,740

(2,625)

56,115

10,147

(10,147)

0

2,245

(950)

1,295

71,132

(13,722)

57,410

Non-current assets
Trade and other receivables
Property, plant and equipment
Deferred tax asset
Intangible assets and goodw ill

256

256

11,118

11,118

1,048

1,048

719

719

Total non-current assets

13,141

0

13,141

TOTAL ASSETS

84,273

(13,722)

70,551

40,168

(10,525)

29,643

LIABILITIES
Current liabilities
Trade and other payables (4)
Current tax liabilities

3,147

Deferred tax liability

-

0

731

731

Interest-bearing loans and other borrow ings
Provisions

3,147

6,361
50,407

Liabilities directly associated w ith the disposal group (2)
Total current liabilities

6,361
(10,525)

39,882

5,404

(5,404)

0

55,811

(15,929)

39,882

Non-current liabilities
Interest-bearing loans and other borrow ings

526

526

Lease liability

540

540

Provisions

301

Total non-current liabilities

301

1,367

0

TOTAL LIABILITIES

57,178

(15,929)

41,249

NET ASSETS

27,095

2,207

29,302
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Notes to Proforma 31 December 2012 Balance Sheet:
1)

Proforma balance sheet at 31 December 2012 restated for material asset and liability movements in the 4
month period to 30 April 2013. The proforma balance sheet does not purport to represent the
comprehensive financial statement position of the Company as at 30 April 2013, but is merely intended to
highlight to users of this information the impact that material movements in certain assets and liabilities have
had since the last reporting date of 31 December 2012.

2)

The Company sold all of its shares in Como Engineers Pty Ltd on 10 April 2013. The sale price was $5.45
million pre-transaction costs, with transaction costs of approximately $550,000.

3)

In March 2013, the Company sold its Karratha commercial property to an unrelated third party for $3.0 million
(excl GST) that had a recognised book value of $950,000.

4)

The predominant source of revenue for the Company is the execution of building and civil construction
contracts. Under the payment terms of these contracts, there is often a mismatch between the timing of the
receipt of proceeds and the timing of payment for employee and supplier obligations. In addition, it often
takes several months to fully resolve certain claims and variations on these contracts, resulting in the
contractor having to fund the working capital requirements whilst they are resolved. The movement in
debtors, work in progress and creditors in the 4 months to 30 April 2013, and the resulting impact on cash, is
represented in this proforma adjustment.

5)

In the 4 months to 30 April 2013, the amount of funds required to be placed on deposit with Bankwest as
security for bank guarantees issued in favour of the Company has reduced by $497,000, thereby moving this
amount from restricted cash (term deposits) to un-restricted cash (cash and cash equivalents).

6)

Net movement in cash and cash equivalents resulting from the impact of all the changes referred to above.
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5. Overview of H&H
(a) General information
(i)

H&H Holdings Australia Pty Ltd

H&H (an Australian proprietary company) was established as an investment platform in Australia. The
Company’s primary role is to act as the overseas expansion vehicle for its parent company, H&H Holdings
(a company incorporated in the British Virgin Islands).
H&H is a private investment vehicle and has no association with any Chinese State Owned Enterprises or
other Government organisations. H&H is a 100% owned subsidiary of H&H Holdings, which is 100%
owned and controlled by Dr Dongyi Hua.
(ii)

Management of H&H Holdings Australia Pty Ltd

H&H and its parent company, H&H Holdings, are managed by Dr Dongyi Hua. Dr Hua and Ms Furong
Zhang are the current directors of H&H. Details of Dr Hua, the ultimate controller of H&H and H&H
Holdings, are set out in section 5(c) below.
(b) Intentions of H&H
This section sets out H&H’s intentions regarding the future of VDM if Shareholders approve the Placement
and the Placement is implemented, including H&H’s intentions in relation to:


any changes in VDM’s business;



any injections of further capital into VDM;



the future employment of the present employees of VDM;



any proposals to transfer any property between VDM and H&H or any person associated with H&H;



any proposals to redeploy the fixed assets or property of VDM;



making any significant changes to the financial or dividend policies of VDM;



the appointment of H&H representatives to the VDM Board; and



whether VDM remains listed on ASX.

If the Placement is approved and implemented, a H&H representative shall hold the position of Managing
Director3 and a further 2 nominees of H&H will be appointed as Directors. H&H may therefore have
indirect influence on the decisions of the Board of VDM. H&H will not be able to unilaterally determine
decisions of the Board, both because its nominees will comprise 3 out of 7 Directors of the Board, and
because those nominees will in any event have fiduciary and statutory duties to all Shareholders of VDM.
The following statements of intention are based on the information concerning VDM and the
circumstances affecting the business of VDM that are known to H&H at the date of this Explanatory
Memorandum. Final decisions on the matters which are the subject of the following statements of
intention will only be made in light of all material facts and circumstances at the relevant time, after
Shareholders approve the Placement and the Placement is implemented. Accordingly, the statements set
out in this section 5(b) are statements of current intention only, which may change as new information
becomes available or circumstances change.
3

Subject to that representative (as at the date of this Explanatory Memorandum, intended to be Dr Dongyi
Hua) and the Company entering into the MD Service Contract.
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Further, the intentions and statements of future conduct set out in this section 5(b) must be read as being
subject to:


the law (including the Corporations Act) and the Listing Rules, including in particular the requirements
of the Corporations Act and the Listing Rules in relation to conflicts of interest and ‘related party’
transactions. H&H and its associated entities will be treated as related parties of VDM if the
Placement is implemented; and



the legal obligations of the VDM Directors at the time, including any nominees of H&H, to act in good
faith in the best interests of VDM and for proper purposes, and to have regard to the interests of all
Shareholders.

The intentions of H&H’s other associated entities set out in this section 5(b) are the same as the intentions
of H&H.
(i)

Continuation of business

To the extent that H&H will have influence over the conduct of the business at VDM, H&H’s current
intention is to recommend the following changes to the business of VDM.
Strategy overview
H&H’s goal is to build Shareholder wealth by accelerating VDM’s current strategy and expanding VDM’s
capabilities in order to capture a larger portion of the resource value chain. It should be noted that the
proposed changes to the strategy of VDM recommended by H&H will be subject to comprehensive review
and endorsement by the Board of VDM prior to the changes in strategy being adopted by VDM.
H&H understands that VDM’s current strategy is concentrated on simplifying its business towards a
focused ‘design and construct’ model with an emphasis on resource related and civil infrastructure
projects.
Additional capital will strengthen VDM’s initiatives to attract new contracts and support these contracts.
H&H believes that with some additional capital and H&H’s strong relationships in engineering and
construction, in particular those that are Chinese related, they can accelerate the growth and sustainability
of its project pipeline in engineering and construction. In particular, H&H sees the opportunity to leverage
VDM’s magnetite experience and track record to win new work from Chinese magnetite developers in the
future.
In addition to enhancing VDM’s current operations, H&H is proposing that in time VDM consider
expanding its exposure to the resources value chain through the establishment of 2 new divisions:
Procurement Services and Mining.
Procurement Services
H&H plans to establish VDM’s Procurement Services capability (e.g. equipment, materials, electrical
systems, etc.) through an International Procurement Centre in Shanghai, thereby extending VDM’s
capabilities and service offering to existing and new customers. This is expected to be achieved through
access to capable and cost competitive goods and services in China.
Mining
H&H proposes to leverage VDM’s current engineering, and construction capabilities to expand into mining.
Under H&H’s strategy changes, H&H proposes that VDM will look for opportunities to apply for mining
rights or invest directly into mining projects with intentions to take the project through to production or exit
at an optimal return for Shareholders.
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H&H proposes that VDM will seek to utilise its in-house skills of engineering and construction to enhance
value, and over time introduce funding partners.
Benefits of Revised Strategy
H&H believes that the changes to the strategy of VDM that it is promoting shall benefit all Shareholders in
the following ways:


Expansion of VDM’s business into Procurement Services and Mining will enhance VDM’s value
proposition to its clients;



Enable VDM to better leverage its in-house engineering and construction skills;



Diversify the revenue base of VDM, thereby reducing the dependency of revenue derived from
construction activities that are typically subject to cyclical changes in investment by clients;



Modify the risk profile of VDM in order to reduce the concentration of risk currently centred around the
successful award and execution of construction contracts; and



Leverage the Procurement Services arm of the business to reduce the cost of delivery of VDM’s
construction contracts to its client base.

Timing
H&H proposes that the core focus of VDM will continue to be the engineering and construction business,
and the growth of this business through the additional funding and ability to access new contracts.
It is expected that the new initiatives put forward by H&H will be reviewed in due course once the
leadership transition to the new Managing Director is completed.
Capital and resources
The majority of funds invested by H&H are to be allocated to enabling the Company to pursue new
contracts and support these contracts under the normal trading conditions of construction contracting.
The existing VDM business requires additional working capital to execute its existing strategy, enable
VDM to realise the full potential on outstanding contractual claims and variations, and ensure that the
existing business is positioned to grow. Funds raised from this Placement will also be applied to resolve
these matters.
(ii)

Injection of further capital

To the extent that H&H will have influence over the conduct of the capital management of VDM, H&H does
not intend to propose the injection of further capital into VDM. Further, H&H does not presently intend to
increase its Shareholding in VDM. However, should VDM require further capital in the future which was
required to be in the form of equity, H&H may seek to participate in such a capital raising to avoid dilution
of its 42.1% Shareholding.
(iii)

Future employment of employees

To the extent that H&H will have influence over the employment of the present employees of VDM, H&H
intends to continue the employment of the present employees of VDM with the following exceptions:
Upon completion of the Placement, Dr Dongyi Hua is to be appointed Managing Director of VDM, and
Andrew Broad will step down from this role. H&H’s intent is that Mr Broad will remain with the Company in
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a senior executive role. At the time of printing this Explanatory Memorandum, the future role of Mr Broad
within VDM was under discussion.
(iv)

Transfers of property

H&H does not intend to propose any transfer of property between VDM and H&H (or any entities
associated with H&H).
VDM has an existing portfolio of non-core property assets and a plan to divest and restructure these
assets. It is intended that this process will continue.
(v)

Redeployment of fixed assets or property

To the extent that H&H will have influence over the deployment of the fixed assets or property of VDM,
H&H does not intend to redeploy the fixed assets or property of VDM.
(vi)

Changes to financial or dividend policies

To the extent that H&H will have influence over the financial policies of VDM, H&H does not intend to
change VDM’s existing financial policies. VDM has not paid any dividends since October 2010 as of the
date of this Explanatory Memorandum. H&H intends to support the current dividend policy of VDM, being
that the payment and amount of dividends in the future is in the sole discretion of the Board and will
depend on VDM's earnings, financial condition, financial arrangements, financing requirements for future
growth, the competitive environment and any other factors the Directors consider relevant in the
circumstances.
H&H would support the payment of dividends to Shareholders in line with market practices and based on
the cash requirements of the Company in the future.
(vii)

Appointment of Directors

As noted in section 5(c) below, if the Placement is approved and implemented, 3 of H&H’s representatives
will be appointed as Directors of VDM. While H&H would have the ability through its significant
Shareholding to influence changes to the Board if the Placement is approved, H&H has no present
intention to seek the appointment of its representatives to a majority of the Board positions while its
Shareholding remains at its post-completion level. However, the Share Subscription Agreement provides
that if H&H's Shareholding in VDM materially changes, the composition of the Board will be adjusted so
that the number of H&H representatives on the Board will be approximately proportionate to H&H's
Shareholding in the Company. H&H has not ruled out the possibility that in the future if there is a material
change in relevant circumstances, it may seek the appointment or election of persons nominated by it who
would constitute a majority of the Board.
(viii)

ASX listing

To the extent that H&H will have influence over whether VDM maintains its listing, H&H intends for VDM to
maintain its listing, and the quotation of Shares on ASX, provided VDM meets the relevant requirements of
listing on ASX. H&H supports VDM to have a liquid free float and continue to be traded on ASX.
(c) Details of H&H Board nominees
If Shareholders approve the Placement and the Placement is implemented, Dr Dongyi Hua, Mr Ming Guo
and Mr Xiangyang Ru will be appointed as Directors of VDM.


Dr Dongyi Hua - Dr Hua is the former Vice President of CITIC Pacific and former Executive Chairman
and CEO of CITIC Pacific Mining, a position he held from October 2009 until May 2013. He was
previously with Beijing-based CITIC Group, which he joined in 2002. Dr Hua has held executive
management positions during the past 15 years for construction and resource development projects
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across Asia, Africa and Latin America in countries such as China, Angola, the Philippines, Pakistan,
Brazil and Algeria. He has extensive experience in project, contractor, cost and risk management. Dr
Hua holds a Doctorate of Engineering from the China University of Geosciences. Dr Hua is also the
Vice President of the Australian China Business Council Western Australia. Dr Hua is the ultimate
legal and beneficial owner of H&H.


Mr Ming Guo - Mr Guo is the founder and Chairman of Xuntong Group, based in Shanghai. Xuntong
Group was established in 2004 and has since grown into a large, diversified group with its core
business covering real estate, telecommunication engineering, civil engineering, large size steel
framework, labour services, international trading, plastic pipes, equipment manufacturing, and
international resource development. Since establishment, Xuntong Group has expanded to Africa
(Angola and Mozambique), Eastern Europe (Russia), Middle East (Iraq) and Oceania (Australia). Mr
Guo holds a Bachelor in Business Management from Shananxi Aerospace Staffs & Vocation
University.



Mr Xiangyang Ru - Mr Ru has 15 years' experience in senior management roles in multiple
diversified businesses. Mr Ru has held positions as General Manager of Shanghai Jiacai Printing Co,
Chairman of Henan Xuchuangli Science Development Co and Chairman of Beijing Hengdejunyi
Investment Advisory Co. He has extensive experience in business consulting, machinery equipment
and financial leasing as well as significant experience in investment management.

(d) FIRB approval
The Foreign Acquisitions and Takeovers Act 1975 (Cth) (FATA), administered by the Foreign Investment
Review Board (FIRB), regulates the acquisition of interests in certain Australian entities where, subject to
particular thresholds, the acquisition results in a foreign person acquiring a substantial interest in the
Australian entity.
H&H has confirmed it will not require FIRB approval under either FATA, or Australia's foreign investment
policy in respect of the Placement.
6. Advantages and Disadvantages of the Placement
(a) Advantages of the Placement
The Directors expect the Placement to deliver material benefits to VDM, including the following:


Strengthen the balance sheet: Strengthening VDM’s balance sheet to support ongoing work;



Improve market confidence in VDM: Would have flow on benefits to clients, Shareholders,
employees, and suppliers;



Enhanced financial platform to accelerate growth: Provides increased working capital support
allowing the business to bid for a greater range of projects, enabling the Company to target new
markets and increase revenues;



Strategic investor: The presence of H&H allows the Company to pursue new opportunities,
leveraging off the global experience of H&H in the mining and construction sectors;



Improve the ability of the Company to renegotiate banking and security facilities: Provides the
Company with greater flexibility to negotiate its financing arrangements including guarantees and
general financing facilities;



Relatively low cost of capital: Providing funding to the VDM business at a price per Share that is
unlikely to be achieved through any alternative transaction in the short to medium term;



Mitigate contract risk: Enhances the ability of the Company to pursue and defend claims and
variations to contracts;
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Increased market capitalisation and exposure: An increased market capitalisation which may result
in increased media and investor interest in VDM, potentially effecting demand for Shares and the
Share price; and



Significant market for Shares remains: 57.9% of VDM’s equity will remain tradeable in the market
place ensuring a level of liquidity remains to enable Shareholders to enter and leave the stock.

The Directors note that the Independent Expert has opined that the Placement is fair and reasonable to
Shareholders not associated with H&H. You are advised to review in detail this report which is contained
in Appendix A to this Explanatory Memorandum.
(b) Disadvantages of the Placement
The Directors note that there are a number of risks and disadvantages of the Placement of which you
should be aware, namely:


Dilution: Your percentage Shareholding and Voting Power in VDM will be diluted as a significant
number of new Shares will be issued to H&H;



Discourage potential bidders: H&H will increase its Voting Power from 4.82% to 42.1%.4 This may
discourage a potential bidder from proposing a control transaction in relation to VDM;



Significant influence: There is the potential for H&H to be put in a position to exercise significant
influence on the operations of VDM, including through Board appointments;



Reduced prospect of a full offer: There is a risk that H&H increases its control of VDM from 42.1%
(on an undiluted basis) to a higher level without making a full offer to all Shareholders. In this way,
existing Shareholders may not take advantage of premiums that generally arise in relation to
takeovers;



Lower liquidity: There is a risk that the trading of Shares will be negatively affected by the presence
of a party with 42.1% ownership. The stock will have a materially lower free float on a proportional
basis, which may reduce liquidity and may potentially impair the market value of Shares;



Disagree with Directors: You may not agree with the assessment of the Directors that the Placement
delivers the best outcome to Shareholders; and



Disagree with H&H’s intentions: You may not agree with the intentions that H&H has with respect to
the business.

7. Corporate governance
(a) Conflicts of interest policy
The Board has adopted a conflicts of interest policy to address circumstances where a Director’s interests
or other duties may affect their decision making as a Director, or may be affected by a decision of VDM.
The policy essentially re-enforces each Director’s legal duties and obligations by establishing a protocol
under which each Director is required to disclose certain interests and advise the Board in circumstances
where a potential conflict of interest arises. The policy also sets out the procedures to be followed where
the Chairman of the Board determines that a Director’s interest in a matter is sufficiently material or would
result in a conflict of interest occurring.
However, it is intended that as soon as practicable after completion of the Placement, further conflict
protocols will be established. Further details are set out in section 8(a)(iii) of this Explanatory
Memorandum.
4

Equivalent to 31.98% on a fully diluted basis – that is, assuming that all Options and Rights to be issued
Shares currently on issue are exercised.
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(b) Corporate governance and Board independence post completion of the Placement
H&H and its proposed nominees to the Board are required to comply with all applicable laws and the
Listing Rules in relation to the future operations of VDM and the Board, including:


applicable laws or Listing Rules which require Shareholder approval to be obtained in respect of
certain transactions (such as related party transactions);



applicable laws relating to conflicts of interest for Directors and the potential exclusion of conflicted
Directors from voting in relation to matters considered by the VDM Board;



applicable laws relating to the extent of VDM's compliance with the ASX’s Corporate Governance
Principles and Recommendations; and



the legal obligations of VDM Directors to act in good faith, in the best interests of VDM, and for the
proper purposes, and to have regard to the interests of the Shareholders of VDM as a whole.

In addition, as members of the Board, H&H’s nominees will be bound by the conflict of interest policy
described in section 7(a).
Further details pertaining to corporate governance are set out in section 8(a)(iii) of this Explanatory
Memorandum.
8. Key implications and risks of the Placement
(a) Key implications and risks if the Placement is approved by Shareholders and the
Placement proceeds
(i)

Voting rights and shares

Should the Placement proceed, VDM will issue 600 million Shares to H&H. This will increase Shares on
issue from approximately 934 million to approximately 1,534 million and will change the capital structure of
the Company as outlined in section 8(c) of this Explanatory Memorandum. Existing Shareholders (other
than H&H) will hold 57.9% of the undiluted issued capital of VDM, although the number of Shares held by
current Shareholders will not change. H&H will hold an interest in 42.1% of the undiluted issued share
capital of VDM.
(ii)

Headquarters

VDM will remain headquartered in Perth.
(iii)

Governance

Following the Placement, VDM will have a Board of 7 Directors, 4 of whom will be non-executive Directors
who are independent of H&H. H&H will hold 42.1% of the Shares and existing Shareholders (other than
H&H) will hold 57.9% on an undiluted basis. In addition, the Board will change to reflect the new
ownership structure. Dr Dongyi Hua, the 100% owner and controller of H&H, will be appointed to the
Board as Managing Director (subject to the Company and Dr Hua entering into the MD Service Contract),
and H&H will have the opportunity to appoint 2 non-executive Directors. This represents a change in the
governance dynamic of VDM and there is a risk that the new Shareholder and the Board will pursue
interests which differ from those expected by existing Shareholders.
As a mitigant to any perceived risk in relation to the operation of the Board, H&H has agreed to the
inclusion of additional corporate governance protocols as follows.
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VDM and H&H have agreed that as soon as practicable after completion of the Placement, they will
procure that the Board will establish protocols setting out:


the structures and procedures which will be put in place by the Board to ensure that the consideration
by the Board and management of VDM's business and the business of its subsidiaries is undertaken
free from any actual or the appearance of any conflict of interest; and



the requirement for each Director of VDM to declare any interest he or she has in the matter being
considered by the Board and appropriate measures to be taken upon that declaration.

These provisions apply in addition to the statutory and common law obligations applying to all VDM
Directors. Further information on VDM's corporate governance following the Placement is contained in
section 7.
Immediately following completion of the Placement, H&H will be a related party of VDM. In certain
circumstances, legislation and the Listing Rules will require that Shareholder approval be obtained for
significant transactions between VDM and a related party. Where Shareholder approval is required, the
related party and its Associates will be excluded from voting.
(b) Consequences for VDM if Resolution 1 is not approved or the Placement does not
otherwise proceed
If Resolution 1 is not approved by the requisite majority of Shareholders, or if the Placement does not
proceed as a result of all conditions not having been satisfied or waived by 25 November 2013 (even if
Shareholders vote in favour of Resolution 1 by the requisite majority), then:


the material benefits outlined in respect of the reasons to vote in favour of the Placement (set out in
section 6) may not be able to be realised;



VDM may also need to pursue other funding arrangements, with no guarantee that any such
arrangements will be available, or if available, the terms on which such funding may be provided may
not be comparable with the terms of the Placement; and



the Board's composition and the Company's management will not change.

(c) Impact on VDM's capital structure and level of control
The following table outlines the Company's current capital structure and Voting Power of the Company's
substantial Shareholders.
Pre Placement
(Undiluted)
# of Shares
H&H Holdings Australia Pty Ltd
Hunter Hall Investment
Management Ltd
Renaissance Smaller Companies
Pty Ltd
Other Shareholders
Total

5

Post Placement
5
(Undiluted)
%

# of Shares

%

45,030,015

4.82%

645,030,015

42.05%

127,665,260

13.67%

127,665,260

8.32%

48,593,889

5.20%

48,593,889

3.17%

712,583,907

76.30%

712,583,907

46.46%

933,873,071

100.00%

1,533,873,071

100.00%

These figures do not take into account the issue of Shares upon conversion of any Options or Rights.
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9. Independent Expert's Report
The Company engaged BDO Corporate Finance (WA) Pty Ltd to provide an Independent Expert's Report
on the Placement. It is intended to provide Shareholders with information that is material to the decision
on how to vote on Resolution 1. The Independent Expert has concluded that the transaction is "fair and
reasonable" to the Shareholders of the Company not associated with H&H.
The Independent Expert's Report also contains an assessment of the advantages and disadvantages of
the Placement. This assessment is designed to assist all Shareholders in reaching their voting decision.
A copy of the Independent Expert's Report is set out in Appendix A to the Explanatory Memorandum. The
Directors recommend that the Shareholders read the Independent Expert's Report in its entirety before
deciding whether or not to vote in favour of the Placement.
10. Directors' recommendations
(a) Recommendations
Based on the information available, including that contained in this Explanatory Memorandum and the
Independent Expert's Report and the advantages and disadvantages outlined, the Directors unanimously
recommend that Shareholders vote in favour of Resolution 1, subject to the Independent Expert not
changing its view and concluding that the Placement is "not fair and reasonable" prior to the Meeting.
Each Director who holds Shares in VDM (or whose associated entities hold Shares) and is entitled to vote
intends to vote those Shares in favour of Resolution 1.
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(b) Interests of Directors
Other than as set out below, the Directors do not have any material personal interest in the outcome of
Resolution 1 other than their interests arising solely in their capacity as Shareholders of the Company.
Details of the Directors' interests in the Company's securities as at 8 July 2013 are set out in the following
table:
Pre Placement
(Undiluted)
# of
Shares

%

Post Placement
(Undiluted)

# of Options
and Rights # of Shares

Post Placement
(Fully diluted)6

# of Options
and Rights # of Shares

%

%

Mr Michael
Perrott AM Chairman

6,200,000

0.66%

3,100,000

6,200,000

0.40%

3,100,000

9,300,000

0.46%

Mr Andrew Broad
- Managing
Director

1,200,000

0.13%

12,306,522

1,200,000

0.08%

12,306,522

13,506,522

0.67%

500,000

0.05%

250,000

500,000

0.03%

250,000

750,000

0.04%

Nil

Nil

Nil

Nil

Nil

Nil

Nil

Nil

1,228,568

0.13%

614,284

1,228,568

0.08%

614,284

1,842,852

0.09%

Mr Michael Fry Non-executive
Director
Mr Richard
Mickle - Nonexecutive
Director
Mr Barry Nazer Non-executive
Director

(c) Interests of H&H nominee Directors
The number of Shares or rights to Shares in VDM in which each of the H&H nominee Directors has a
relevant interest as at the date of this Explanatory Memorandum are set out in the table below:
Pre Placement
(Undiluted)
# of Shares
Dr Dongyi Hua Proposed Managing
Director

Post Placement
(Undiluted)
%

# of Shares

Post Placement
(Fully diluted)
%

# of Shares

%

45,030,015

4.82%

645,030,015

42.05%

645,030,015

31.98%

Mr Ming Guo –
Proposed Non-executive
Director

Nil

Nil

Nil

Nil

Nil

Nil

Mr Xiangyang Ru –
Proposed Non-executive
Director

Nil

Nil

Nil

Nil

Nil

Nil

6

Assumes all Options and Rights have been converted to Shares.
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Other than as disclosed elsewhere in this Explanatory Memorandum, none of Dr Dongyi Hua, Mr Ming
Guo and Mr Xiangyang Ru have:
(a)

any associations with H&H, VDM or any of their Associates; or

(b)

any interest in the Placement, or any relevant agreements between H&H and VDM (or
any of their Associates) that are conditional on (or directly or indirectly dependent on)
Shareholders’ approval of the Placement.

11. Additional information relating to Resolution 1
(a) Regulatory requirements
The Corporations Act sets out a number of regulatory requirements that must be satisfied in relation to the
issue of Shares under the Placement the subject of Resolution 1.
Pursuant to section 606 of the Corporations Act, a person must not acquire a relevant interest in issued
voting shares of a listed company if the person acquiring the interest does so through a transaction in
relation to securities entered into by or on behalf of the person and because of the transaction, that
person's or someone else's Voting Power in the company increases:
(a)

from 20% or below to more than 20%; or

(b)

from a starting point that is above 20% and below 90%.

The Voting Power of a person in a company is determined in accordance with section 610 of the
Corporations Act. The calculation of a person's Voting Power in a company involves determining the
voting shares in the company in which the person and the person's Associates have a relevant interest.
A person (second person) will be an 'Associate' of the other person (first person) if:
(a)

the first person is a body corporate and the second person is:
(i)

a body corporate the first person controls;

(ii)

a body corporate that controls the first person; or

(iii)

a body corporate that is controlled by an entity that controls the person;

(b)

the second person has entered or proposed to enter into a relevant agreement with the
first person for the purpose of controlling or influencing the composition of the
company's board or the conduct of the company's affairs; and

(c)

the second person is a person with whom the first person is acting or proposed to act,
in concert in relation to the company's affairs.

A person has a relevant interest in securities if they:
(a)

are the holder of the securities;

(b)

have the power to exercise, or control the exercise of, a right to vote attached to the
securities; or

(c)

have power to dispose of, or control the exercise of a power to dispose of, the
securities.

It does not matter how remote the relevant interest is or how it arises. If 2 or more people can jointly
exercise one of these powers, each of them is taken to have that power.
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Section 611 of the Corporations Act provides that certain acquisitions of relevant interests in a company's
voting shares are exempt from the takeover provisions prohibition in section 606(1), including acquisitions
approved previously by a resolution passed at a general meeting of the company in which the acquisition
is made (item 7 of section 611 of the Corporations Act).
Shareholder approval under item 7 of section 611 of the Corporations Act is required for Resolution 1.
(b) Application of Listing Rule 7.1
Listing Rule 7.1 provides that a company must not, subject to certain exceptions, issue during any 12
month period any equity securities or other securities with rights of conversion to equity (such as an
option) if the number of those securities exceeds 15% of the total ordinary securities on issue at the
commencement of that 12 month period.
One circumstance where an issue is not taken into account in the calculation of this 15% threshold is
where the issue has the prior approval of shareholders in a general meeting pursuant to item 7 of section
611 of the Corporations Act (see Listing Rule 7.2 exception 16). The proposed issue of Shares under the
Placement is being approved under this section and accordingly the exception applies in relation to those
issues.
(c) Terms of Shares to be issued
Each of the Shares will rank pari passu with all other Shares.
(d) Timing
If Shareholders approve Resolution 1, the issue of the Shares under the Placement will take place within 3
Business Days of the Meeting, or such other date as the Company and H&H agree in writing.
(e) Specific information required by item 7 section 611 of the Corporations Act and
ASIC Regulatory Guide 74
The following information is required to be provided to Shareholders under ASIC Regulatory Guide 74 and
the Corporations Act in respect of obtaining approval pursuant to item 7 of section 611 of the Corporations
Act.
Shareholders are also referred to the Independent Expert's Report set out in Appendix A to this
Explanatory Memorandum.
(a)

An outline of the Placement and explanation of the reasons for the Placement is
discussed above in sections 2 and 3 of this Explanatory Memorandum.

(b)

The identity of the persons who will hold a relevant interest in the Shares to be issued:
If the Placement is approved and implemented, H&H will have a Relevant Interest in
645,030,015 Shares as a result of being the registered holder of those shares.
H&H Holdings and Dr Dongyi Hua (H&H Controllers) will have a Relevant Interest in
any Shares that H&H has a Relevant Interest in as a result of controlling H&H (directly
or indirectly) and the operation of section 608(3) of the Corporations Act. Neither H&H,
H&H Holdings nor Dr Hua have a Relevant Interest in any Shares in VDM other than
those held by H&H.
H&H Holdings and Dr Hua are the only Associates of H&H.

(c)

Full particulars (including the number and percentage) of the Shares to which H&H will
be entitled immediately before and after the Placement and the maximum extent of the
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increase in H&H's Voting Power in the Company (including their Associates) as a result
of the Placement:
At the date of this notice the number of Shares held by H&H is 45,030,015 which is
equivalent to Voting Power of 4.82%.
If the Placement is approved and implemented the number of Shares held by H&H will
increase to 645,030,015 which equates to a total increase in Voting Power from 4.82%
in the Company to 42.1%.7
By virtue of their control of H&H (directly or indirectly) and the operation of section
608(3) of the Corporations Act, the H&H Controllers have a Relevant Interest in H&H's
existing shareholding of 45,030,015 Shares, and will also have a Relevant Interest in
the 645,030,015 Shares which H&H will hold after completion of the Placement. As
such, the issue of the Placement Shares will also increase the total Voting Power of the
H&H Controllers in VDM from 4.82% to 42.1%.8
(d)

The identity, associations (with H&H and any of its Associates) and qualifications of any
person who it is intended will become a Director if Shareholders approve the
Placement:
See sections 5(c) and 11(e)(b) of this Explanatory Memorandum.
Dr Dongyi Hua will become the Managing Director of VDM if the Shareholders approve
the Placement. Dr Hua is the ultimate legal and beneficial owner and controller of
H&H. A summary of the material terms of the proposed MD Service Contract (which it
is intended be entered into by the Company and Dr Hua, and which is substantially
similar to the current Managing Director's executive service contract) is set out in
Schedule B to this Explanatory Memorandum.
If Shareholders approve the Placement, Mr Ming Guo and Mr Xiangyang Ru will also
be appointed as Directors of VDM.
Further details in relation to Dr Hua and Mr Guo and Mr Ru are set out in section 5(c).

(e)

The interest of any Director in the Placement or any relevant agreement:
None of the Directors have a material interest in the outcome of Resolution 1.

(f)

H&H's intentions regarding the future of the Company if Shareholders approve the
Placement are set out in section 5(b).

(g)

Please refer to section 10 for the recommendations of the Directors.

(h)

Details of the terms of any other relevant agreement between the acquirer and the
target entity or vendor (or any of their Associates) that is conditional on (or directly or
indirectly depends on) members’ approval of the proposed acquisition:
The material terms of the Share Subscription Agreement are set out in Schedule A. A
summary of the material terms of the proposed MD Service Contract (which it is
intended be entered into by the Company and Dr Dongyi Hua) is set out in Schedule B
to this Explanatory Memorandum.

7

Equivalent to 31.98% on a fully diluted basis – that is, assuming that all Options and Rights to be issued
Shares currently on issue are exercised.
8
Equivalent to 31.98% on a fully diluted basis – that is, assuming that all Options and Rights to be issued
Shares currently on issue are exercised.
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(i)

Further details of the Placement are set out throughout this Explanatory Memorandum.
Shareholders are also referred to the Independent Expert's Report set out in Appendix
A, which provides an analysis of the Placement.

(f) Voting exclusion
For the purposes of item 7 of section 611 of the Corporations Act, and for all other purposes, the
Company will disregard any votes cast on Resolution 1 by H&H and any of its Associates.
However, the Company will not disregard a vote if:


it is cast by a person as proxy for a person who is entitled to vote, in accordance with the directions on
the Proxy Form; or



it is cast by the person chairing the meeting as proxy for a person who is entitled to vote, in
accordance with a direction on the Proxy Form to vote as the proxy decides.
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12. Glossary
For the purposes of this Notice of Extraordinary General Meeting and the Explanatory Memorandum, the
following definitions apply:
"Associate" has the meaning given to that term
by Division 2 of Part 1 of the Corporations Act;

"Independent Expert's Report" means the
independent expert's report prepared by the
Independent Expert annexed to this notice as
Appendix A;

"ASX" means ASX Limited ABN 98 008 624 691
and, where the context permits, the Australian
Securities Exchange operated by ASX Limited;

"Listing Rules" means the Listing Rules of
ASX;

"Board" means the board of Directors of the
Company;

"Managing Director" means the managing
director of the Company, from time to time who,
as at the date of this Notice, is Andrew Broad;

"Business Day" means a day (other than a
Saturday or Sunday) on which trading banks in
Perth are open for ordinary business;

"MD Service Contract" means the contract
intended to be entered into between the
Company and Dr Dongyi Hua on or about the
date of completion of the Placement, being
substantially similar to the current Managing
Director's executive service contract;

"Company" or "VDM" means VDM Group
Limited ABN 95 109 829 334, and where the
context permits, wholly owned subsidiaries of the
parent;
"Corporations Act" means the Corporations
Act 2001 (Cth);

"Notice" or "Notice of Extraordinary General
Meeting" means this notice of Extraordinary
General Meeting;

"Director" means a Director of the Company
from time to time;

"Placement" means the $15 million raised from
the issue of the Subscription Shares to H&H;

"Escrow Deed" means the escrow deed
entered into between VDM, H&H and Minter
Ellison, Lawyers dated 28 May 2013;

"Proxy Form" means the proxy form attached to
this Notice;

"Explanatory Memorandum" means the
explanatory memorandum accompanying this
Notice;

"Relevant Interest" has the meaning given by
section 608 of the Corporations Act;
"Resolution" means a resolution contained in
this Notice;

"Extraordinary General Meeting" or "Meeting"
means the general meeting of Shareholders of
the Company convened by this Notice;

"Share" means an ordinary fully paid share in
the capital of the Company;

"H&H" means H&H Holdings Australia Pty Ltd;

"Shareholder" means a holder of Shares;

"H&H Controllers" means H&H Holdings and
Dr Dongyi Hua;

"Shareholding" means a holding of Shares;

"H&H Holdings" means H&H Holdings Group
Limited (a company incorporated in the British
Virgin Islands);

"Share Registrar" means Computershare
Investor Services Pty Limited ABN 48 078 279
277;

"Independent Expert" means BDO Corporate
Finance (WA) Pty Ltd;

"Share Subscription Agreement" means the
agreement entered into between VDM and H&H
in respect of the Placement dated 28 May 2013;
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"Subscription Shares" means 600 million
Shares;
"Voting Power" has the meaning given by
section 610 of the Corporations Act; and
"$" means Australian dollars.
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Schedule A - Material terms of Share Subscription Agreement
The Share Subscription Agreement was entered into by VDM and H&H on 28 May 2013.
Subscription
Pursuant to the Share Subscription Agreement, H&H agrees to pay $15 million to VDM, in consideration
for VDM issuing 600 million Shares to H&H, in accordance with the terms and subject to the conditions set
out in the Share Subscription Agreement.
Conditions
Completion is conditional on the satisfaction or, where permitted, waiver of each of the following
conditions precedent:


$15 million having been paid by H&H into an escrow account in accordance with the Escrow Deed
entered into between VDM, H&H and Minter Ellison, Lawyers on 28 May 2013;



no material adverse change in respect of VDM having occurred;



VDM obtaining the approval of Shareholders at the Meeting to the Placement in accordance with the
Corporations Act and the Listing Rules;



H&H having provided confirmation to VDM that the warranties it has given VDM pursuant to the Share
Subscription Agreement remain true and accurate in all material respects and are not misleading by
omission; and



VDM being able to issue a cleansing statement.

Exclusivity
The Share Subscription Agreement contains customary exclusivity provisions which apply during the
exclusivity period (being the period from 28 May 2013 and ending on the earlier of the end of the Meeting,
the termination of the Share Subscription Agreement, or 25 November 2013) (Exclusivity Period).
No shop restriction
During the Exclusivity Period, VDM must ensure that neither it nor any of its Representatives directly or
indirectly solicits, invites, facilitates or encourages any person, or communicates any intention to do any of
these things, with a view to obtaining any offer or proposal from any person in relation to a Competing
Proposal (as defined in the Share Subscription Agreement).
No talk restriction
During the Exclusivity Period, VDM must ensure that neither it nor any of its representatives negotiates or
enters into, continues or participates in negotiations or discussions with any other person regarding a
Competing Proposal or which may reasonably be expected to lead to a Competing Proposal, even if:


that person’s Competing Proposal was not directly or indirectly solicited, initiated, or encouraged by
VDM or any of its representatives; or



that person has publicly announced their Competing Proposal.
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No due diligence
During the Exclusivity Period, VDM must not without H&H's prior written consent:


solicit, invite, facilitate or encourage any party (other than H&H) to undertake due diligence
investigations on VDM where to do so would involve a breach of the Share Subscription Agreement;
or



make available to any person (other than to H&H) or permit any such person to receive any non-public
information relating to VDM. Where VDM provides any such information to a person (where it is
permitted to do so), it must give H&H a copy of that information at the same time.

Notification of approaches
During the Exclusivity Period, VDM must promptly notify H&H of:


any approach, inquiry or proposal to, and any attempt or any intention on the part of any person to
initiate or continue any negotiations or discussions with VDM or any of its representatives with respect
to, or that could reasonably be expected to lead to, any Competing Proposal, whether unsolicited or
otherwise;



any request for information relating to VDM or any of its businesses or operations or any request for
access to their books or records, which VDM has reasonable grounds to suspect may relate to a
current or future Competing Proposal; and



any provision by VDM or any of its representatives of any information relating to VDM or any of their
businesses or operations to any person in connection with or for the purposes of a current or future
Competing Proposal.

Exceptions
These restrictions do not apply to the extent that they restrict the Board from taking any action in respect
of a bona fide Competing Proposal which was not encouraged, solicited, invited, facilitated or initiated by
VDM in contravention of these provisions provided that the Board has determined in good faith and acting
reasonably, after having consulted with and received written advice from its external legal and financial
advisers (including senior counsel with relevant expertise), that failing to respond to that Competing
Proposal would constitute a breach of the Directors' fiduciary or statutory obligations.
Board representation
Upon completion of the Placement and subject to the Company and Dr Dongyi Hua having entered into
the MD Service Contract, Dr Hua is to be appointed as Managing Director of the Company. H&H will also
have the ability to nominate 2 non-executive Directors to the Board. Following completion, it is intended
that the Board shall comprise 7 members, with at least 4 Directors who are independent of H&H while
H&H's Shareholding in the Company remains at its post-completion level. However, if H&H's
Shareholding in VDM materially changes, the Board composition will be adjusted so that the number of
H&H Board representatives will be approximately proportionate to H&H's Shareholding in VDM.
Completion
Completion is to occur no later than 3 Business Days after the last of the conditions is satisfied or waived,
9
or such other date agreed between VDM and H&H . If all of the conditions have been satisfied or waived
by the Meeting date, then completion is scheduled to occur on Wednesday 21 August 2013. Upon
completion, H&H will subscribe for, and VDM will issue, the Subscription Shares.
If any of the conditions have not been satisfied or waived by 25 November 2013, either VDM or H&H may
9

This is to provide administrative flexibility to H&H. The Company expects the Placement will be
completed within 3 Business Days after the date of the Meeting.
35

VDM Group Limited – Notice of Extraordinary General Meeting
ABN 95 109 829 334

terminate the Share Subscription Agreement and the Subscription Shares will not be issued. Accordingly,
there is a risk that the Placement may not proceed in accordance with the anticipated timetable or may not
proceed at all, even if Shareholders vote in favour of Resolution 1 by the requisite majority, in
circumstances where all other conditions are not satisfied or waived.
Warranties
VDM and H&H have given a number of mutual warranties including as to capacity.
H&H has also given further representations and warranties to VDM, including that no regulatory approvals
are required in respect of the Placement, and that Dr Dongyi Hua directly or indirectly legally and
beneficially owns and controls H&H, and no person has any right that could cause that not to be the case.
VDM has also given further representations and warranties to H&H, including as to VDM's compliance
with its continuous disclosure obligations under the Corporations Act and the Listing Rules.
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Schedule B - Material terms of the proposed MD Service Contract
Under the Share Subscription Agreement, VDM and Dr Dongyi Hua must use all reasonable endeavours
to agree the terms of the MD Service Contract on terms and conditions substantially similar to those in
place for the Company's current Managing Director (unless modified by mutual agreement, and where
required, approved by Shareholders). The terms of the MD Service Contract have not be finalised as at
the date of this Explanatory Memorandum. A summary of the material terms of the proposed MD Service
Contract (which is currently intended to be entered into by the Company and Dr Hua and subject to
negotiation) are set out below.
Term
Ongoing permanent contract.
Fixed Remuneration
Total Fixed Remuneration (TFR) of $625,000 per annum, inclusive of superannuation. This represents
40% as a proportion of total maximum remuneration. This amount is reviewable at the Board's discretion
each year.
Short Term Incentives
Cash bonus subject to the achievement of key performance indicators relating to profit achievement,
safety and organisational management. The maximum short term incentive (STI) opportunity is 75% of
TFR per annum (pro-rata). This represents 30% as a proportion of total maximum remuneration.
Long Term Incentives
Offer of performance rights subject to VDM’s total Shareholder return performance relative to the ASX 200
Industrial Index. The maximum long term incentive (LTI) opportunity is 75% of TFR per annum (pro-rata).
This represents 30% as a proportion of total maximum remuneration.
Termination
Dr Dongyi Hua may terminate his employment at any time by giving 3 months’ notice in writing or such
shorter period of notice as agreed to in writing with VDM.
VDM may terminate the employment of Dr Hua by giving 6 months’ notice in writing or payment of 6
month’s remuneration in lieu of notice (or a combination of notice and payment in lieu of notice) plus any
applicable pro rata STIs and/or LTIs.
There is no notice period for termination for serious misconduct.
Following termination, Dr Hua will be restrained for a period of 6 months from:


soliciting or competing for the custom of, or accepting business from, any person who was a customer
of the Company at any time during the 6 months immediately preceding his termination of employment
with the Company for a business that is the same or similar to the business of the Company;



soliciting or endeavouring to obtain the services of any professional person who was an employee,
consultant or contractor of the Company at any time during the 6 months immediately preceding his
termination of employment with the Company; or



engaging in or associating with a business competing with the business of the Company.
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Appendix A
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Lodge your vote:

 Online:
www.investorvote.com.au
 By Mail:
*S000001Q01*

Computershare Investor Services Pty Limited
GPO Box 242 Melbourne
Victoria 3001 Australia

T 000001

Alternatively you can fax your form to
(within Australia) 1800 783 447
(outside Australia) +61 3 9473 2555
For Intermediary Online subscribers only
(custodians) www.intermediaryonline.com

For all enquiries call:
(within Australia) 1300 850 505
(outside Australia) +61 3 9415 4000

Proxy Form



Vote online 24 hours a day, 7 days a week:

www.investorvote.com.au

Cast your proxy vote
Review and update your securityholding

Your secure access information is:
Control Number: 999999
SRN/HIN: I



PIN:

PLEASE NOTE: For security reasons it is important that you keep your
SRN/HIN confidential.

 For your vote to be effective it must be received by 10.00 am (AWST) on 14 August 2013

How to Vote on Items of Business

Signing Instructions for Postal Forms

All your securities will be voted in accordance with your directions.

Individual: Where the holding is in one name, the securityholder
must sign.
Joint Holding: Where the holding is in more than one name, all of
the securityholders should sign.
Power of Attorney: If you have not already lodged the Power of
Attorney with the registry, please attach a certified photocopy of the
Power of Attorney to this form when you return it.
Companies: Where the company has a Sole Director who is also
the Sole Company Secretary, this form must be signed by that
person. If the company (pursuant to section 204A of the Corporations
Act 2001) does not have a Company Secretary, a Sole Director can
also sign alone. Otherwise this form must be signed by a Director
jointly with either another Director or a Company Secretary. Please
sign in the appropriate place to indicate the office held. Delete titles
as applicable.

Appointment of Proxy
Voting 100% of your holding: Direct your proxy how to vote by
marking one of the boxes opposite each item of business. If you do
not mark a box your proxy may vote as they choose. If you mark
more than one box on an item your vote will be invalid on that item.
Voting a portion of your holding: Indicate a portion of your
voting rights by inserting the percentage or number of securities
you wish to vote in the For, Against or Abstain box or boxes. The
sum of the votes cast must not exceed your voting entitlement or
100%.
Appointing a second proxy: You are entitled to appoint up to two
proxies to attend the meeting and vote on a poll. If you appoint two
proxies you must specify the percentage of votes or number of
securities for each proxy, otherwise each proxy may exercise half of
the votes. When appointing a second proxy write both names and
the percentage of votes or number of securities for each in Step 1
overleaf.

A proxy need not be a securityholder of the Company.

Attending the Meeting
Bring this form to assist registration. If a representative of a corporate
securityholder or proxy is to attend the meeting you will need to
provide the appropriate “Certificate of Appointment of Corporate
Representative” prior to admission. A form of the certificate may be
obtained from Computershare or online at www.investorcentre.com
under the information tab, "Downloadable Forms".
Comments & Questions: If you have any comments or questions
for the company, please write them on a separate sheet of paper and
return with this form.

GO ONLINE TO VOTE,
or turn over to complete the form
Samples/000001/000001/i





Change of address. If incorrect,
mark this box and make the
correction in the space to the left.
Securityholders sponsored by a
broker (reference number
commences with ’X’) should advise
your broker of any changes.

Proxy Form
STEP 1

I

Please mark

to indicate your directions

Appoint a Proxy to Vote on Your Behalf

I/We being a member/s of VDM Group Limited hereby appoint

 PLEASE NOTE: Leave this box blank if

the Chairman
OR
of the meeting

you have selected the Chairman of the
Meeting. Do not insert your own name(s).

or failing the individual or body corporate named, or if no individual or body corporate is named, the Chairman of the Meeting, as my/our proxy
to act generally at the meeting on my/our behalf and to vote in accordance with the following directions (or if no directions have been given, as
the proxy sees fit) at the General Meeting of VDM Group Limited to be held at Level 5, The Ernst & Young Building, 11 Mounts Bay Road, Perth
on Friday, 16 August 2013 at 10.00am (AWST) and at any adjournment of that meeting.

STEP 2

Items of Business

PLEASE NOTE: If you mark the Abstain box for an item, you are directing your proxy not to vote on your
behalf on a show of hands or a poll and your votes will not be counted in computing the required majority.

r
Fo
Resolution 1

t
ns
ai
g
A

n
ai
st
b
A

Proposed Issue of Shares to H&H Holdings Australia Pty Ltd

The Chairman of the Meeting intends to vote undirected proxies in favour of each item of business.

SIGN

Signature of Securityholder(s)

Individual or Securityholder 1

Sole Director and Sole Company Secretary

This section must be completed.

Securityholder 2

Director

Director/Company Secretary
Contact
Daytime
Telephone

Contact
Name

V MG

Securityholder 3

169180A

Date

/

/

