Proposed Diversification Announcement

BURSA ANNOUNCEMENT

KOBAY TECHNOLOGY BHD. (“Kobay”)

Proposed Diversification of the business of Kobay ®up to include property development and
property investment (“Proposed Diversification™)

1.

INTRODUCTION

On 7 October 2013, the Board of Directors of Kolfdie Board”) announced that its wholly
owned subsidiary, LD Global Sdn Bhd (“LD”) enteredo a Sale and Purchase Agreement
(“SPA") to acquire a piece of freehold agricultdeed held under grant GM 102, Lot 2032,
Mukim Kedawang, Pantai Tengah, Pulau Langkawi, Kgtbangkawi Land”) measuring a total
land area of 6.93 acres with intention to devel@pland into serviced villas and apartments. The
SPA is pending completion as at the date of thimancement.

Prior to the acquisition of Langkawi Land, the Gpovia its 53.16% owned subsidiary (now

wholly owned), Lipo Corporation Sdn. Bhd (“Lipo'ad on year 2009-2012 acquired a parcel of
13 contiguous freehold lands measuring total lamh af 1.5 acres in Tanjung Bungah town,

Penang (“Tanjung Bungah Land”) with intention tovelep the land into residential/commercial

premises.

On 16 May 2013, the Board announced that its 70%eowsubsidiary, The 12 Avenue Sdn Bhd
("12AVE") entered into a joint venture agreementhnthe land proprietors to develop a piece of
1.3 acres land held under Geran Mukim Lot 244, Tanfungai Renggam, Mukim Damansara,
Selangor (“Sungai Renggam JV”).

Pursuant to Paragraph 10.13(1) of the Main Marksting Requirements (“MMLR”), a listed
issuer must obtain its shareholders approval iereegl meeting for any transaction or business
arrangement which might reasonably be expecteestatrin either —

@) the diversion of 25% or more of the net assetheflisted issuer to an operation which
differ widely from those operations previously éedron by the listed issuer; or

(b) the contribution from such an operation of 25% arenof the net profits of the listed
issuer.

With the intended development on the abovementidaeds and the joint venture project to be
undertaken by the Group, the Board expects thaptheipal activities of the Group will be
diversified to include property development andpgny investment.

The details pertaining to the Proposed Diversiftcatire set out in the ensuing sections of this
announcement.

DETAILS OF THE PROPOSED DIVERSIFICATION
2.1 The Proposed Diversification

The existing business activities of the Group csinsf three major divisions, namely precision
metal components, precision tooling and equipnend, metal fabrication.
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The precision metal components division deals withnufacturing of precision machined
components, metal stamping, sheet metal parts arfdce treatment. This division is mainly
serving customers in electronic and semiconduaitdustries.

The tooling and equipment division is operatingaimatured industry that mainly serving the
semiconductor industry. Their products include nfiacturing of precision moulds, tooling and
dies, automated machines and semiconductor assemiiesting equipment.

The metal fabrication division is involved in maaaturing of heavy metal works and structures,
modules and parts for oil and gas production anihetkon equipment.

For the financial year end (“FYE”) 30 June 201%ereues of the precision metal components,
precision tooling and equipment divisions whichieglheavily on electronics and semiconductor
industries constituted approximately 83% of the preevenue.

Previously the Group has not been involved in tlop@rty development and property investment
business. In view of the acquisition of Langkawinta Tanjung Bungah Land and the Sungai
Renggam JV, the Group is expected to be diversifiednclude property development and

property investment as its business activity. Utian crystallization of the Group’s intention to

construct building onto the said lands or furthequasition of properties or any joint venture

agreement entered into in the near future, propddayelopment and property investment
activities are expected to contribute to more ¥ of the net assets of the Kobay Group.

The Proposed Diversification is part of the Kobaso@'s plan to diversify its revenue and
income sources to reduce the Group’s sole depegdencits existing core business in
manufacturing sector. The Group believes that tlersification into the property development
and property investment activities, which have lIstaéind strong growth prospects, will be
beneficial to the Group’s future earnings.

The Board does not expect the property developraedtinvestment activities to contribute to
25% or more of the net profits of the Group in tiext twelve (12) months. However, the Board
anticipates that property development will be orieth® major contributors of the Group’s
earnings as the Group will continue to seek andurseenore property development and
investment projects in the near future.

With the Proposed Diversification into property dmpment and property investment approved
by the members in the forthcoming Annual Genera¢tihg (“AGM”), the Group may be subject
to new challenges and risks arising from the PregoBiversification. Nevertheless, certain
Directors of the Group have been involved in propdevelopment and property investment, and
with vast experience of these Directors, coupledhwhe Board’'s intention to engage
experienced management team or joint venture patmenanage the business of property
development and property investment, the Groumigident of attaining the required expertise
in running the business.
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2.2 Information of Existing Properties and Joint Venture Project

Since year 2009 till 2012 the Group has acquihedftllowing parcels of land that are held for
future property development:

Year of Description of the Property Approximate | Existing Purchase

Acquisition Land Area Use Price (RM
(acres) million)

2009 - 2012 | _Tanjung Bungah Land 15 Vacant 12.7

Lot 990, 992, 996, 36, 249, 993,
995, 35, 251, 34, 991, 994, & 947
Bandar Tanjung Bungah, Daerah
Timur Laut, Penang.

2013 Langkawi Land 6.9 Vacant 14.0
(pending Lot 2032, Mukim Kedawang,
completion | Pantai Tengah, Pulau Langkawi,
of SPA) Kedah

Total : 8.4 26.8

Based on the FYE 2012 audited accounts, on prodand aggregate basis, the total purchase
considerations of RM26.8 million for the above lawdjuisitions constitute 24.6% of the audited

net assets of the Group. The property developraedtproperty investment activities are not

expected to contribute any revenue or profits tda§oGroup for the FYE 2013 and 2014 as the
lands acquired by the Group and the joint ventuogept as stated herein have not commenced
their activities yet.

2.2.1 Tanjung Bungah Land

During the period from year 2009 to 2012, the Greugpits 53.16% owned subsidiary, Lipo
Corporation Berhad (“Lipo”, now wholly owned by Kap upon completion of the privatisation
exercise by Kobay on 30 October 2012) acquired i#8eg of contiguous adjacent lands from
eight different land owners. The lands are prime-fsent lands located in the Tanjung Bungah
town. As per the land title, the lands are not ectbio any restriction in the land use.

The Tanjung Bungah lands are all acquired undeeStipica Development Sdn Bhd (“STD”),

a wholly owned subsidiary of Lipo, which is in tunow a wholly owned subsidiary of Kobay.

STD intends to develop the Tanjung Bungah Land iegddential/commercial properties but as
of the date of the announcement, STD has not fdyraabmitted any application to the authority
for the development, including the developer'srii®ge, and it is unlikely that STD will obtain the

development order in FYE 2014. Barring unforeseeoumstances, the development for the
Tanjung Bungah Land is expected to commence inhdiarter of FYE 2015 and is estimated to
be completed in FYE 2017.

2.2.2 Langkawi Land
On 7 October 2013, the Board announced that itdlwbened subsidiary, LD has entered into a
SPA with Tengku Fauziah Binti Tengku Abdul RasHith¢ Vendor”) to acquire a piece of 6.93

acres of freehold agriculture land in Langkawi ¢ash consideration of RM14 million, which is

3



Proposed Diversification Announcement

approximately RM47 per square foot. The purchasseas arrived based on willing buyer-
willing seller basis. No valuation was carried ontthe Langkawi Land. Nevertheless, based on
the management’s survey, there was a transactidheimearby area in year 2012, whereby a
smaller parcel of land situated at Lot PT709 ofddPantai Tengah with land size of 39,568sf
was transacted for RM102 per square foot. (sourpage 244, Volume 22, Million Ringgit
Property Deals, Valuation and Property Servicesdtegent, Ministry of Finance).

Below are the salient terms of the SPA :

(a) Purchase consideration : RM14 million.

(b) Payment term : 10% upon signing of the SPA, bal®&W to be paid within 3 months
from the SPA, with one month extension at 8% irgere

(© Where there is any subsisting application for cesiea of land and/or development of
the property, the Vendor shall assign all the hieneff all approved plans and/or
applications in relation to the development of plheperty to the Purchaser.

(d) All conversion premiums shall be paid by the Venddihe Vendor agree to allow the
Vendor’s solicitors to retain RM200,000 out of thedlance purchase price for purpose of
paying the conversion premium. If the conversibtaad use shall not be approved on
the completion date, the Vendor’'s Solicitors slkalhtinue to retain the said RM200,000
for a period of 6 months, after which the retaineshey shall be released to the Vendor.

(e) In the event the application for conversion ofdause is rejected by the approving
authorities, such rejection shall not be the subpé@ny claim by one party against the
other.

Further details of the Langkawi Land are set olwe

Description of the land : Lot 2032, Mukim Kedawangantai Tengah, Pulau
Langkawi held under Grant GM102

Tenure :  Freehold

Encumbrances :Nil

Land area . 2.8059 hectares (approximately 6.9885ac

Category of land use : Agriculture

As per the land title, the category of land usedsiculture and the land is currently vacant.
Application has been made in May 2013 by the Vendaonvert the land into commercial use.
As of the date hereof, the outcome of the land emign application is still unknown.

On 1 November 2012, the Vendor via its nominee @mgphas obtained Planning Permission
from Majlis Perbandaran Langkawi to develop parthef land into 39 unts of serviced villas

(“Phase I"). Phase | and the infrastructure siidise about 5.3 acres of the land. The remaining
land will de developed under Phase II, which naplag permission is obtained at this juncture.
The Planning Permission for Phase | has expiredl4nAugust 2013 and the Vendor has
submitted its application to renew the Planningiiesion.

The proposed development on the Langkawi Landilispseliminary at this juncture. Based on
the original projection done in 2012, the grosseliggment value for Phase | is about RM50
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million with development costs of approximately RM#illion. The development plan and
costing are subject to LD’s assessment and rexdad/| D shall make the necessary modification
if required. Should the land conversion is approwedyear 2013, barring any unforeseen
circumstances, the project is expected to comménazarly of FYE 2015 and be completed
within three years from the commencement date.

2.2.3 Sungai Renggam JV

On 16 May 2013, 12AVE has entered into a Joint MientAgreement (“JVA”) with Mr. P.
Doraisamy A/L Gopal and Mr. Sudhakaran A/L Gopaldhe Proprietors”) to develop all that
piece of land held under Geran Mukim Lot 244, Tenfpangai Renggam, Mukim Damansara,
Daerah Petaling, Negeri Selangor Darul Ehsan memsumpproximately 0.5435 hectares
equivalent to 58,501 square feet ("the developrizamt").

The development land is a freehold land and is fire@ restriction-in-interests. However, the
development land is currently tenanted. The Pebdgrs will deliver the vacant possession
subject to all relevant approvals obtained by 12AMEhin three (3) years from the date of the
JVA.

The development land is located within the disiofcPetaling next to Batu Tiga KTM station and
it is about 1km from Central Sugar Refinery.

There is a river flow within the development larfdrich will be diverted at the cost of 12AVE
as stated in the JVA.

Under the JVA, the Proprietors appoints 12AVE tealep the development land subject to the
approval(s) obtained from relevant government aittes on the type of building inclusive of the
infrastructure and facilities proposed therein.

12AVE shall obtain all necessary approval(s) frdm televant authorities including but not
limited to the conversion of the development lath@, development order, the letter of approval
for the housing developer’s license together withadvertisement and sale permit (if any) issued
by the appropriate authorities under the relevegislation within a period of three (3) years from
the date of the JVA whereupon the Proprietors shaiVer vacant possession of the development
land to 12AVE. 12AVE shall upon obtaining vacantsgession of the development land
immediately commence the development of the Projgereinafter referred to as the
Commencement Date) and complete the Project withiariod of Four (4) years from the date of
vacant possession of the development land deliieyetie Proprietors to 12AVE in accordance
with the provisions of the JVA.

The JVA is conditional upon the fulfilment conditis precedent as listed below.

1. The Proprietors have agreed to allow 12AVE to dgvehe whole of the said development
land by the constructions and completion of a bgreent project consisting of diverse
types of buildings as may be approved by relevatiiaity (hereinafter referred to as “the
project”) in accordance with layout plans, buildiptans, and specifications as may be
approved by the relevant authorities and 12AVEIghdl inform and notify the Proprietors
of such approval of the Project and the types dflings and number of units permitted to be
constructed on the development land.
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2. The Proprietors have agreed to grant 12AVE a liengtewer of attorney, upon the execution
of the JVA, in order to enable 12AVE to execute loehalf of the Proprietors any
applications, plans, drawings, and other documeetgssary or relevant to the development
of the Project, the conversion, sub-division arstigsof separate individual titles in respect of
the development land, the sale and purchase agnéner sales of the sub-divided lots
forming part of the development land and to receamd/or accept any monies or
consideration and give receipts thereto.

3. In the event that 12AVE fails to complete the Projer abandons the same after the vacant
possession delivered, the JVA shall be terminated 42AVE shall re-deliver vacant
possession of the development land to the Propsietad the Proprietors shall not be liable to
reimburse The 12AVE in any way whatsoever expeespended by 12AVE. In addition,
12AVE shall pay to the Proprietors a sum of RM4B0,00 as liquidated damages. The
holding company, Kobay will execute a corporatergotee for the RM450,000.00 on or
before the delivery of the vacant possession ofitwelopment land by the Proprietors.

Entitlement of the JVA

The Proprietors are entitled to 24% of the grosgeldpment value of the Project whereas
12AVE shall be entitled to 76%o0f the gross develeptwalue of the Project. The proposed
sharing rate is within the market norm of 20%-3@Yodroperty joint venture project.

Payment Terms

Upon signing and execution of the JVA, 12AVE sl the Proprietors a sum of RM1,000
as consideration for the joint venture to be eshbd (of which has been fully paid).

Financing for the JVA

12AVE is responsible for the entire developmenaricing, which will be funded by internal
generated funds and/or bank borrowings. The prigrodf the internally generated funds and
bank borrowings will be determined at a later stage

The Sungai Renggam JV project is not expectedve hay impact to the Group’s net assets,
earnings, cashflow and gearing for FYE 2013 and428d the project will be commenced
after FYE2014.

2.2.4 Skills and expertise of Kobay's management ithe property development and
property investment

Mr. Koay Cheng Hock, being the Non-independent reeutive Director of Kobay has been
involved in the property development and investniaurginess for more than 18 years. He has
undertaken and completed several property developmejects in Penang which consist of
mixed development projects that covered apartmeasidential houses and commercial shop
units. These projects include Taman Jaya (199%nah Mesra Indah (1997), Taman Permatang
Pauh (2002), Desa Scotland (2007) and South Hon28d1j. He has through the
abovementioned development projects gained vadrigxjre in planning, executing, marketing
and managing of development schemes. Mr. Koay Clitouk is well positioned to provide
business acumen and skills in property developmdmnth will be beneficial to Kobay Group
moving forward in relation to the Proposed Divacsifion.
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Kobay Group intends to further strengthen its campey in property development and property
investment by engaging experienced managementtteanm the new activities. Meanwhile, for
the existing projects, the Group has formally tigd with experienced partner and consultant
which would be able to provide the required exgertd kick-off the projects.

For Langkawi Land, LD has appointed Karsan Asia &hd (“KASB”) to be the project
management consultant to assist the company fat tamversion, plan submission, project
management and marketing of the project. KASBEai$ of the Karsan Group, a Langkawi-based
companies that involved in property development aragberty management. The Karsan Group
is owned by Mr. James Karsan, a British citizen.

For Sungai Renggam JV that to be undertaken by BA\70% owned subsidiary of Kobay, the
Board anticipates that its 30% joint venture parimel2AVE, namely Nova Impact Sdn Bhd
(“Nova”) shall play its vital role in driving therpject. Nova, a company based in Klang Valley,
is owned by Mr.Ng Tiat Seng, who graduated as Madt8cience in project management in year
1992 from University of Manchester. Mr. Ng has veasperience in project planning, property
development, construction and property managemidetis currently a director of 12AVE. Mr.
Ng has been in the industry for more than 15 yebtes had assumed the management role during
his previous employments in completing various ohxelopment projects covering residential,
commercial, industrial building and hotel propefMhese include Desa Saujana, D’'Oasis and D’
Bolouverd in Klang Valley and Symphony Hotel in Ipo

RATIONALE FOR THE PROPOSED DIVERSIFICATION

The expansion of the Group’s business into propéeyelopment is part of the Group’s long
term strategy of diversifying into other industriggh stable and strong growth prospects instead
of depending solely on its existing core busindssanufacturing sector which is highly cyclical
and dependent on the outlook of global electroaat@. The management of Kobay Group is of
the opinion that the Group needs to diversify intber industries in order to provide stable
earnings for the Group in the future.

The Board believes that the diversification of tAmup’s business into property development
industry should contribute positively to the Graaifiture earnings as it will cushion the negative
cyclical effect of the current core business. Cgnsatly, the Proposed Diversification will
reduce the Group’s sole reliance on current coggness, ie. high precision engineering industry
for its future growth. The Board is also of thewithat the property development and property
investment business will offer good growth prospdar the Group given the said industry’s
dynamism. In addition, the Proposed Diversificatioill potentially provide the Group with
another profit avenue, thus providing stable egsigrowth for the Group in the future.

4. EFFECTS OF THE PROPOSED DIVERSIFICATION

The effects of the Proposed Diversification aréoflews:

4.1 Share Capital and Substantial Shareholders’ ShareHdings

The Proposed Diversification will not have any effen the issued and paid up share capital of

Kobay as well as the shareholdings of its substhisthareholders as the Proposal does not
involve any issuance of new shares in Kobay.
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4.2 Earnings

The Proposed Diversification is not expected toehany immediate effect on the earnings of the
Kobay Group for the financial year ending 30 Ju@a4

Barring unforeseen circumstances, the Board baigbat as and when the Properties are
developed, the Proposed Diversification is expetbedontribute positively to the earnings and
earnings per share of Kobay Group in the future.

4.3 Net Assets and Gearing

The Proposed Diversification is not expected toehavmaterial effect on the net assets of the
Kobay Group for financial year ending 30 June 2Mdwever, as disclosed in section 2.2 above,
on pro-forma and aggregate basis, the total lastscacquired under the property development
(including Langkawi Land that pending completio@shcontributed 24.6% of the Group’s net
assets.

On pro-forma basis, based on the audited accouRlY&f 2012 and the management’s intention
to obtain RM8 million bank borrowing to finance ttequisition of Langkawi Land, the
acquisition of Langkawi Land will increase the Gotaugearing ratio from 0.01% to 5.3%.

The effect of the Proposed Diversification on fatmet assets and gearing will depend on future
properties to be acquired and projects to be uaklentand the way they are financed of which
are unable to be ascertained at this juncture.

5. INDUSTRY OVERVIEW, OUTLOOK AND PROSPECTS
5.1 Overview and Prospects of the Malaysian Economy

The Malaysian economy performed better than expeicte2012, recording a strong growth of
5.6%. The overall growth performance was driverhigher growth in domestic demand, which
overweighted the negative impact from the weak rexie environment. Domestic demand
recorded the highest rate of expansion over theentedecade, underpinned by higher
consumption and investment spending. Despite theertainties in the external environment,
domestic consumer confidence picked up amidstigesiicome growth, continued strength in
the labour market, the low inflation environmenélaupportive financing conditions.

Investment activity was a key driver of the domesttonomy during the year, with increased
capital spending by both the private and publictasc Private investment was particularly

robust, recording a double-digit growth of 22.0%eTshare of private investment rose to 15.5%
of GDP in 2012, the highest since 1998. This wddlestrong capital spending in the consumer-
related services sectors, domestic-oriented manufag sectors and the implementation of
major infrastructure projects. Public investmesipalegistered a strong growth of 17.1% driven
by higher capital spending by public enterprisasaddition, the strong investment performance
was also attributed to the commencement and pregoésseveral infrastructure projects,

including those under the Economic TransformatiomgRamme (ETP), and the steady

improvement in the investment climate.

Private consumption registered a firm growth of%.ih 2012. The strong performance was
attributed to favourable income growth and supperfinancing conditions. In the public sector,
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public consumption recorded a moderate growth @%bamidst continued fiscal consolidation
efforts during the year.

On the supply side, all economic sectors contimuexpand in 2012. The construction sector
benefited from the strong expansion in investmetividy, registering its highest pace of growth

since 1995. While the growth of export-orientedivaités was dampened by slowdown in

external demand, the growth of domestic relatedvities, particularly in the services and

manufacturing sectors, was supported by the stpenigrmance of domestic demand.

(Source : Bank Negara Malaysia Annual Report 28b2k Negara Malaysia)

The Malaysian economy is expected to strengtheéhduand projected to grow at a faster rate of
45% - 5.5% in 2013. Growth will be supported bypioving exports and strong domestic
demand on the assumption that global growth widkpip, especially during the second half of
2013. The growth projection is premised upon theeetation of an improvement in the
resolution on the debt crisis in the euro areasarahger growth momentum in the economies of
Malaysia’s major trading partners.

Domestic demand is expected to maintain its stromgmentum driven by robust private
investment and strong private consumption. Privggetor activity will be supported by an
accommodative monetary policy in an environmentlaf inflation coupled with a robust

financial sector, Recovery in the external segparticularly increasing external demand from
regional economies and major trading partners fwither provide the impetus for a private-led
growth. The overall public expenditure is expectedincrease, led by higher NFPE's (non-
financial public enterprises) capital investmenichtwill further augment growth.

(Source : Economic Report 2012/2013, Ministry afdfice Malaysia)
5.2 Prospects of the Property and Construction Industry

The construction sector consists of four subsectanely residential, non-residential, civil

engineering and special trade works (special tvaolks include maintenance activities such as
electrical, tilling, plumbing, painting and carpsnt During the first half of 2012, the sector

expanded strongly by 18.9% supported by strongities in the residential and civil engineering

subsectors.

The residential subsector expanded significanth2®% during the first half of 2012 (January -
June 2011 : 9.9%) supported by strong demand fasihg and investment purposes arising from
higher household disposable income. Additionallmprioved accessibility following the
development of infrastructure projects further siaed the demand for houses, especially in the
suburban areas. Housing starts increased 13.1%,%7% units (January - June 2011 : 37.8% ;
53,912 units).

In support of Government’s continuous efforts ter@ase home ownership, developers are
embarking on building more affordable homes. Lawsclirom developers for house price

ranging between RM150,000 and RM250,000 increasél 20 5,628 units as at end June 2012
(end December 2011 : 5,481units). As at end JuridR,28 total 2,801 units of Rumah Mesra

Rakyat 1Malaysia (RMR1M) were completed, while & Tits are under construction. This new

residential supply will add to the existing stoakidamatch the growing demand for affordable

residential houses.
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The Malaysian All-House Price Index trended upwdnygl¥.9% to 167.3 points during the second
quarter of 2012 (Q2 2011 : 10.6%; 155.1 pointsjhwdlang Valley recording the highest index
at 185.3 points followed by Penang at 181 poingspectively. Kuala Lumpur continued to
record the highest average all-house price at R\M#8BLfollowed by Selangor (RM364,722) and
Penang (RM261,601).

(Source : Economic Report 2012/2013, Ministry ofdfice Malaysia)

The property market activities moderated in 201keré were 427,520 transactions worth
RM142.84 billion registered in 2012 against 430,4G8sactions worth RM137.83 billion in
2011. The volume of transaction registered a frid#exrease 0.7% and value, however, increase
3.6%.

Market activities softened across the board exéeptesidential and development land sub-
sectors. Development land sub-sector grew by 6.fté6 achieving 14.8% last year. Similarly,
residential sub-sector recorded a marginal growth. % after recording a double digit growth
of 18.9% last year. Commercial, agricultural andustrial subsectors were less encouraging to
register -5.9%,-5.0% and -4.7% changed respectagfinst growth of 9.7%, 4.6% and 6.5% in
last year. By market share, residential subsedotimued to dominate with 63.8% and trailed by
agricultural (18.9%), commercial (9.6%), developinkmd (5.4%) and industrial (2.3%) sub-
sectors.

The residential sub-sector continued to spearh@agroperty market activities, taking up 63.8%
share and 47.4% of the transaction value. The yegistered 272,669 residential property
transactions worth RM67.76 billion with recordeawth of 1.1% and 9.6% respectively. As at
Q2 2012, the All House Price Index increased to.A Pwints against 161.9 points registered in
Q4 2011.

Commercial sub-sector ranked third most active sadior in terms of volume but second in
value. There were 41,082 transactions worth RM2billlbn recorded in the year. The shops
sub-sector was the main contributor of the comnaémiib-sector contributing 54.5% (22,389
transactions) of the volume and 49.2% (RM13.67dmi)l of the value of transactions. The shop’s
market activity however, softened in the reviewigekr The volume and value of transaction
decreased by 10.4% and 0.7% respectively (20123892ransactions, RM13.67 billion; 2011 :
24,995 transactions, RM13.76billion).

The leisure property sub-sector further improvethe Tvolume of tourist arrivals recorded
increment of 1.3% as opposed to 0.6% last yearrigtoarrivals increased from 24.71 million to
25.03million, comprising mainly from neighboringwry, Singapore (52.0%). Correspondingly,
hotels occupancy rebounded. The national averagapaacy of one to five star hotels improve
to 53.6% (2011 : 53.1%). Meanwhile, three to fitarshotels performed better with 54.5%
occupancy (2011: 51.4%; 2010 : 53.1%). The avemgeipancy in the states varied between
35.6% and 71.2% for one to five star hotels withaikean for the former and Labuan for the later.
In the three to five star hotels, Kelantan agaimkea lowest (30.7%) and the highest occupancy
achieved by Kuala Lumpur (69.3%).

The residential property sub-sector will continoedtive the property market and construction

activity. Affordable housing will be the nationaldal agenda in the coming three years. Three
agencies viz PRIMA, Syarikat Perumahan Nasionah8arand National Housing Development

are entrusted to build 123,000 afforable housiriy WiM1.9billion allocation.
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Moving forward, the overall property market perfamaee for 2013 will be subjected to local and
global economic environment. Nevertheless, thetcocison activity is expected to be vigorous
particularly by the residential sub-sector.

(Source : Malaysian Property Market 2012, Valuatamd Property Services Department,
Ministry of Finance, Malaysia)

In 2013, the market outlook for the affordable hngssegment is very positive. WTW CH
Williams Tahar & Wong in their Malaysian Propertyaltet Report 2013 expected the affordable
housing segment will continue to find a ready marlée high-end residential properties will
continue to sell well in the major cities of JolRahru, Kuala Lumpur and Penang. They expect
with the seemingly strong demand, prices may béguisipwards.

5.3 Prospects of the Penang Property Market

Located in the northern part of the Peninsula MsilgyPenang is a small state that has an
estimated population of 1.6million. The Penangestainsists of Penang Island which is 299.65sq
km and Seberang Perai which is 738.41 sq. km. Rgisathe country’s top three most developed
and industrialized state despite being the secoradlsst state in Malaysia.

According to Henry Butcher Research Report H1 2(P€nang property market performance
softened in the first quarter of 2013. The totainber of properties transacted in Penang during
Q1 2013 was recorded at 5,756 transactions, afisigmi drop of 18% compared to the figure
recorded at 7,007 transactions at the same pexgsgar. Despite the drop, the residential sector
still remained its dominant share of 75% from th&ltnumber of properties transacted.

The number of commercial lots transacted, fell glyan Q1 2013 compared to the same period
last year. Nevertheless, despite the drop in nurabéransactions, the total transacted value of
residential properties increased by 3.5% in Q1 20d8 to the relatively strong demand from

home purchasers as well as property investors edupith the limited supply of residential stock

in the market.

Consumer confidence of both local and internationaéstors on Penang’s properties remains
buoyant. Therefore, Penang’s property market issieen to be filled up with more excitement
soon. Nevertheless, global economy uncertaintyrahtlisaster and local political development
are among the downside risks that should be obderve

(Source : Henry Butcher Penang Research ReporD#3)2
5.4 Prospects of the Selangor Property Market

The state’s performance remained firm. There wérB13B transactions recorded worth RM49.24
billion. The market activity contracted by 1.7% lwalue was up by 13.8% (2011 : 98,211
transactions, RM43.27 billion). The decline in tbh&l transaction volume was attributed to the
lower number of transaction in the industrial sub@e which dropped from 3,743 transactions
(2011) to 3,080 transactions, down by 17.7% in n@and 5.2% in value.

The residential sub-sector continued to dominatepifoperty market, contributing 77.7% and
51.5% in volume and value of transactions respelstivfollowed by commercial sub-sector
(10.0% and 17.7%). In terms of volume, most sultesscwitnessed slight contraction. The
residential sub-sector slipped by 0.5%, whilst ttwmmmercial, industrial and agricultural
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subsector also contracted at 3.4%, 17.7% and 5&%pectively. On the other hand, value
recorded strong growth, headed by commercial (15.88%owed by development land (61.0%),
residential (9.8%) and agricultural (1.3%) sub-sext

The future outlook for Kuala Lumpur is expectedopromising, backed by the on-going MRT
and Greater Kuala Lumpur projects under the Econdraypsformation Programme (ETP). The
Tun Razak Exchange will spur construction actigited create demand for high-end housing.

The new MRT lines for Greater Klang Valley areas expected to hype up the property market.
The value of property along the MRT route will apgate further depending on the location to
the stations. Projects which are strategically ted¢anear MRT stations will likely to enjoy good
sellout as buyers are confident of future demamdHeir property once the MRT is in operation.
Proximity of any proposed condominium developmentelation to a MRT station has been a
major winning factor these days. New launches wiaigh strategically located near to a MRT
station also will be expected to be priced at 18886 higher than others which are located further
away.

(Source : Property Market Report 2012, Valuatiod Broperty Services Department, Ministry of
Finance Malaysia)

5.5 Prospects of the Langkawi Property Market

Langkawi, the Jewel of Kedah (Langkawi Permata Kgdaman archipelago of 104 islands in the
Andaman Sea, some 30 km off the mainland coasbrbfiwestern Malaysia.

Having enjoyed duty free status since 1987, thandlof Langkawi was granted further
recognition for its commitment to nature conseatby being awarded Geopark status by
UNESCO in 2007.

The property market for Kedah state was improveaimfr26,752 transactions valued at
RM3,922.23 million (2011) to 27,775 transactionfued at RM4.436.16 million. The residential
sub-sector and development land sub-sector ammdij@ contributors to the growth respectively
with the other sub-sectors are experiencing a neggtowth.

With the deployment of Langkawi’'s 5-years Touristudprint of which envisages RM5 billion
worth of investment in tourism projects and aimitwease tourism arrivals from the current 2.4
million to three million by 2015, this would cortitite positively to the country's economy in the
near future.

The government's financial commitment to the blugpmcludes RM420 million to build
infrastructure, acquire some land and promotedta@d so that tourists no longer give it a miss in
favour of destinations like Bali, Phuket and theldiAzes. This would attract foreigners who are
looking for retirement or second home or holidaythis region which is expected to boost the
residential sub-sector and hotel sub-sector irsthge as properties prices is still consider cheap
compared to island like Singapore or Hong Kong hie same region especially sea-front
properties.

5.6 Prospects of the Proposed Diversification

Tanjung Bungah is regarded as one of the primedeatial areas in Penang. The Tanjung
Bungah Land is a sea-front property located withia town of Tanjung Bungah. It is situated
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beside the main road of Tanjung Bungah with easgsto Georgetown and it is along the way
towards tourist hotspot Batu Ferringhi. Due tosiigtegic location, the area has its fair share of
tourism and commercial activities. Nearby amenjtieslucation institutes and shopping
complexes include Dalat International School, TARII€e, and Island Plaza. Within the
vicinity, there are also luxury condominiums likefihity, Sky Home and The Cove.
Entertainment hub Gurney Drive and Penang AdveHiisipital are located nearby.

Residential properties in Penang shall continudaavell due to scarcity of land in Penang and
strong local demand. Hence, with the improving @toic sentiment and the strategic location of
the property, Kobay Group is confident that theetalp shall be favourable once the project is
launched.

For the land acquired under LD in Langkawi Keddte property is strategically located at the
tourists hotspot area of Pantai Tengah. With thadhing of Langkawi Tourism Blueprint by the
relevant authority, the property has a good devetoyp potential to attract affluent Malaysians
looking for holiday homes, investors for holidayta properties and MM2H participants.

Whereas for Sungai Renggam JV project, the saighgpty is located within the district of
Petaling, Selangor, next to Batu Tiga KTM statiathveasy access to various transportation and
infrastructure systems, school, Shah Alam and Syldaya commercial districts. With active
commercial and industrial activities nearby, thengai Renggam JV project shall be able to
attract buyers of wage earner group from the sading. Subject to the authorities’ approvals,
the tentative idea of the project is developmenimedium costs residential project, which the
Board believes that it will have higher demandiforBesides, the Sungai Renggam JV project
may potentially benefited from the proposed thiight Rail Transit (LRT 3) line that connecting
Kelana Jaya to Klang through Shah Alam.

At the moment, none of the abovementioned developmpkans were approved by the relevant
authorities (save for the Langkawi Land that hasaioled the planning permission by the
previous owner). Both Selangor and Penang aresstatdalaysia which amongst the top 5 urban
area whereby the year-on-year growth in propertskataare of double digit.

In view of their strategic location and favourabsecessibility of the abovementioned
development properties, the Board believes thaptbperties have good development potential
which could enhance the Group’s future earnings.

6. RISK FACTORS IN RELATES TO THE PROPOSED DIVERSIFICA TION
Below are the main risk factors relating to thegeésal, which may not be exhaustive :
6.1 Diversification in Operations Risk

The Group is principally engaged in high precisemgineering industry. As the intended venture
into property development would result in the dsication of the Group’s business into a new
business, the Group is exposed to the risks ofslifigation in operations. The risks include, inter
alia, inefficiency of operations and lack of expetin dealing with competition and technical
aspects that may arise from the construction aneldement of the property. There is no
assurance that the Proposed Diversification witl mve an impact on the performance of the
Group. The Group seeks to limit this risk by segkalvice from various experts and its joint
venture partner, and intend to recruit experienogghagement team to drive the property
development and property investment division.
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6.2 Business Risks

The Group is principally involved in high precisiengineering industry. However, pursuant to
the Proposal, the Group’s performance would theso &le affected by the performance and
inherent business risks associated with propenrtgldpment industry.

The new business activities will expose the Graupidks inherent in the property development
industry which include increase in land cost, et of building materials, increases in labour
costs e.g. minimum wages implementation currerglyortages of labour including foreign
workers, default by purchasers and availabilitjunids to finance the purchase of property.

Land cost constitutes the major component of agngmlevelopment project. The recent drastic
increase in property market value has caused 4 ghedlenge to property developer to develop
projects that are affordable to the general pulggpecially those new comers of the property
development industry that do not own sizable laadkb Failure in acquiring the right priced
lands that offer competitive pricing may causedaeelopment project to be sluggish.

Building materials is another significant portiofi ihe development costs. Any significant
increase in the costs of raw materials and fluainah costs could have an adverse effect on the
profit margin of the project or force the projeotlte sold at higher selling price which would
eventually affect the project sellout rate.

Although the Group seeks to limit these risks bygeii-alia, effective resource management,
effective cost-control, and prudent investmentteglg, no assurance can be given that any change
in these factors will not have a material advensgact on the Group.

6.3 Competition

With the advent of the Proposed Diversification by Group faces competition from both new
entrants and existing players in the property dgyakent industry. Kobay Group will face
competition particularly in terms of identifyingrategically located and reasonably priced land
bank and marketing strategy of the developed ptppkr addition, Kobay Group may face some
disadvantages as a new entrant in the propertylaj@went industry as it lacks a track record in
terms of experience and technical expertise.

Measures that will be taken by the Kobay Group itigate competition risk include conducting
market survey before acquiring any property foradepment. These include the population of the
identified area, ongoing or potential projects bgaand the demand of the local market. The
Group will also cautiously monitor the developmplan and if necessary adjust its development
plan prior to the launching of the project. Nomd#iss, no assurance can be given that the
underlying measures would be sufficient to mitigtte risk and any shortfall therefrom would
not have any material adverse impact to Kobay Groupe future.

6.4 Delay in Completion of Projects

The completion of a development project on time@pendent on many external factors which
may be beyond the control of the Group, such aaimibg the requisite approvals (including land
conversion approval), licenses and permits, fromoua regulatory authorities as scheduled,
sourcing and securing quality construction matserial adequate amounts, favourable credit
terms, environmental factors such as weather dondit and satisfactory performance of
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contractors who will be appointed to complete tegedlopment project. Any significant delay is

likely to have an adverse effect on the Group'aiicial performance and reputation. The Board
will take proactive measures to mitigate thesesrisik among others effective planning, timely
implementation and appointment of project manageclosely monitor the progress of each
project.

6.5 Political and Economy Risks

Adverse developments in political and economic @wmms in Malaysia and globally could
materially affect the property industry in the ctynPolitical and economic uncertainties include
changes in labour laws, interest rates, risks pfapriation of land by authorities, rate of stamp
duty and methods of taxation as well at the tag.ridb assurance can be given that any changes
to the political and economic conditions would hatve any material impact on Kobay Group’s
property development business and financial perdmica in the future.

7. APPROVALS REQUIRED

The Proposed Diversification requires the apprdvaim the shareholders of Kobay at the
forthcoming AGM to be convened pursuant to Pardgrdf.13 of the MMLR of Bursa
Securities.

The Proposed Diversification is not conditional npeny other proposals undertaken or to be
undertaken by the Company or the Group.

8. DIRECTORS’ AND SUBSTANTIAL SHAREHOLDERS’ INTEREST

None of the Directors and/or major shareholdergamqkrsons connected to the Directors and/or
major shareholders of Kobay have any interesteeittirect or indirect, in the Proposed
Diversification.

9. DIRECTORS’ STATEMENT

The Board, having considered all aspects of thg@daed Diversification, is of the opinion that
the Proposed Diversification is in the best intecdghe Company and its shareholders, fair and
reasonable to the Company and is not to the dettiofehe Company and its shareholders.

10. ESTIMATED TIME FRAME FOR COMPLETION

The Proposed Diversification will take immediatéeet upon Kobay obtaining the shareholders’
approval at the forthcoming AGM which is expectede convened in the fourthquarter of

2013.

This announcement is dated 21 October 2013.
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