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UPDATE

KEY POINTS
* Revenue up 23%; restructuring program underway
¢ Regional license granted in Singapore

+ International and regional relationships established
to secure the supply chain

» Developing fish trading operation to generate early
cash flows/profits and as a pathway to develop
capabilities to support large scale roll-out of the
ATOLL system.

* Hong Kong facility to be downsized, Shanghai
facility and a facility is planned for Shenzhen

INVESTMENT PRCPOSITION

Oceanethix provides investors with exposure to the
very large seafood market in Asia and the rapidly
growing demand for high quality fresh seafood. The
comipany’s ATOLL system has the potential to
transform the live seafood logistics industries in these
regions where there are major issues regarding product
quality and high mortality rates. The customer value
proposition is compelling and the company’s
technology represents a radical departure from
traditional growing and handling processes.

In the short term, however, a focus on seafood trading
for early cash and profit generation will better place
the company for a sustainable roll-out of its ATOLL
system.
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The table below summarises Oceanethix’ FY 2014 financial performance.
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(HKS000) Year end 30 June

2013 2014 %chg
Sales Revenue 8,060 9,923 | +23.1
EBITDA 3,078 2,990 (2.9)
Depreciation & Amortisation - (265)
Finance Charge - (2)
Pre- Tax Profit 3,078 2,723 (11.5)
Tax Expense (508) -
Net Profit 2,57_0 2,723 +5.9
Net Qperating Cash Flow {5,798) {2,896) (50.0)
Total Assets 15,739 22,649 43.9
Net Cash 616 885 43.7
Shareholders’ Funds 10,043 16,367 63.0
Average HKD/AUD exchange rate 7.96 7.12 (10.6)
HKD/AUD 30 June exchange rate 7.33 7.26 (1.0

The FY 2014 results were in line with the forecasts outlined in the March 2014 investor presentation. The main
contributors to revenue were the sale of the Singapore license and fees for the handling of live seafood, primarily
through Shanghai. The slight fall in EBIT was attributable to increased costs associated with the ramp up of
operations, business development and the employment of additional staff. Due to the significant depreciation of
the HKD during FY 2014, the results translate into a significant increase in profit in AUD terms.

The company’s balance sheet is strong, although small, with no debt and cash of HK$885K. IP has not being
capitalised and the only intangible is capitalised NSX listing fees (SHK$4.7 million) which is represents 29% of
shareholder equity. Nonetheless, Oceanethix is going through a rapid growth phase and incurred an operating
cash flow deficit of HK$2.9 million in FY2014. Whilst cash resources are available to manage a similar deficit in FY
2015 should the need arise, resources are very limited in terms of being able to support working capital required
for rapid growth.
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Analysis and Comment

Fiscal 2014 was a year of transition for Oceanethix as it ramped up commercialisation strategies for its ATOLL
technology for the handling, stofage and distribution of live seafood. During the year, considerable effort was
directed to bringiﬁg together the various elements of the supply chain for the distribution of live seafood from
around the waorld into the vast China market. The key achievement was the granting of a country licence in
Singapore for the sale, distribution and support of ATOLL equipment and technology in that market.

Aside from the Singapore licence, the company continued to develop relationships with distributors, producers
and exporters of live seafood in Australia, the Middie East and elsewhere; and assessed a range of potential
distribution and holding facility locations in land locked cities throughout China.

Since the end of the financial year, there has been a change in management and strategic direction. New
management, which is associated with the company’s largest shareholder, formed the view that the strategic plan
based on securing country licences and selling and supporting ATOLL systems was unsustainable. Essentially,
Oceanethix does not presently have the technical or financial capacity to support a roll-out of systems at the pace
projected in the original plan. The market analysis that underpinned the original plan remains valid; that is that
there is a large untapped market in inland China for high quality, live seafood and the closed loop ATOLL system is
ideal for managing live seafood through the distribution system. However, Oceanethix lacks the capacity to
support demand for as many as 100 syétems, ata tfme, from potential customers. In other words, the business
case remains valid but the potential market is beyond the company’s capacity to support in the short to medium
term. Accordingly, the new plan is focussed on short to medium term cash and profit generating opportunities
whilst building capacity to support the longer term demand potential for the ATOLL system.

The new management team is committed to the ATOLL system but wili slow down the sales roll-out with a view to
building up technical support capacity over the next year or two. Smaller sales opportunities will be pursued as
they arise and will be invaluable in demonstrating the company’s ability to manage the system and to provide
technical support but larger opportunities wil! left for the time being. In the meantime, cash flows will be
generated from the development of a fish trading business.

The fish trading business will be centred on Hong Kong, which will be re-balanced, and nearby Shenzhen whilst
the Shanghai facility will be sold. Shenzhen will be a new facility which will owned by a third party and will
operate 8 to 12 ATOLL modules. Oceanethix will receive hetween 20% and 30% equity in this venture for
supplying the modules and will receive management fees for providing technical support. Hong Xong will be
downsized from its current 16 modules to about 8 modules substantially reducing operating costs. It is expected
that processing capacity will rise from 2 tonnes per month to about 10 tonnes per month over the next year.

Management expects this new strategy to markedly reduce pressure on Oceanethix’s financial resources,
enabling it to move towards sustainable profitability whilst developing technical support capacity ahead of a
managed build-up in sales.

The March 2014 investor presentation argued that revenue and profitability will ratchet up in FY 2015 with a
rapid escalation in equipment sales and the volume throughout of live seafood being managed. The company
reports that agreements and MOU’s have been signed and deposits taken for a number of projects, which are
now in the design phase. In view of the change in strategy and the slower pace of the sales roll-out, the company
is now expected to generate a breakeven result or @ small operating loss in FY 2015 ahead of a return to
profitability in FY 2016. The FY 2015 forecast is based solely on fish trading operations with no expectations
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regarding the sale of ATOLL modules. The company’s major shareholder, Focal Creation Group has issued a
statement of support and a commitment to meet all liabilities for 12 months.

The business case which underpins Gceanethix’ strategies is powerful; poor storage and handling of live seafood
throughout the China supply chain results in high mortality, low quality and limited supply beyond the coastal
regions. Accordingly, the company’s closed loop technology is gaining considerable interest. But strategies will
continue to evolve in response to requirements of the target market as weil as its own technical and financial
capabilities.

BUSINESS OVERVIEW

NSX listed, Oceanethix is commercialising an innovative technology for the handling, storage and distribution of
live seafood into China. After more than ten years of development, Oceanethix launched in 2014 its unique closed
loop system which promises to vastly improve the quality and efficiency of the live seafood supply chain from
grower to the table.

The company’s ATOLL technology is a modular system designed primarily to address the problem of handling and
transport of live seafood in Asia, and China in particular, The specific problems addressed by the technology are
polluted growing and handling environments, poor storage and transhipment capabilities and high mortality
rates.

ATOLL is a closed |loop system designed for both the aquaculture and logistics markets. It incorporates a storage
tank with 100% water and waste recyclmg together with filtration and feeding systems controlled through a
sophisticated monitoring platform. The system enables seafood to be stored and warehoused inland and away
from coastlines but close to markets and it can also be used in logistics management for the handling of seafood
in transit to and through markets.

The technology delivers markedly lower mortality rates (to as low as 5%), much better quality and access to new
markets previously too remote for live seafood. Accordingly, higher quality, higher value product is more
accessible and will gain share from lower quality chilled and frozen product..

The business model is based on building and managing production /handling facilities for distribution or logistics
customers; a turnkey solution. Revenue will be generated through the sale of the modules which have a holding
capacity of about 500kg, and a management fee based on volume throughout.

To demonstrate the functionality of the ATOLL system, Oceanethix has fully operational demonstration facilities in
Hong Kong and Shanghai, where live seafood is managed for third party wholesalers/distributors. The Hong Kong
facility has 16 ATOLL modules, with a holding capacity of 5 to 7 tonnes, operating on the 15th floor of a logistics
facility, in an industrial area, whilst the Shanghai facility, which is operating within the Xi liao International Fresh
Food Logistics Market, has two ATOLL modules.

Following a change in management in August 2014, the company has slowed its commercialisation strategy
following a review of its progress which concluded that the company had neither the technical or financial
resources to support a rapid build in sales of ATOLL modules. The company is now developing a live seafood
trading business as a pathway to early, reliable cash flows and profits whilst also providing the opportunity to
build technical support capabilities ahead of a more managed build up in ATOLL sales over the next few years.
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To support this new strategy the Shanghai demonstration facility will be sold, Hong Kong will be downsized and a
new specialised facility will be developed in nearby Shenzhen, of which Oceanethix will own 20% to 30%.

BUSINESS DRIVERS AND GROWTH PROFILE

East and South East Asia (including China and Japan} dominate the world’s seafood industry and account for
nearly two-thirds of the annual 126 million tonnes of fish consumed globally as food (FAO). Aquaculture is the
source of about 40% of global fish production, however, it contributes in excess of 70% of China’s annual
production.

Seafood has long been a food staple and the primary source of protein in Asia with the industrialisation of China
over the past 20 years and the steep rise in the middle class driving substantial growth in the level of consumption
of live seafood. Annual per capita consumption of live seafood is expected to increase from under 20kg in 2004 to
nearly 36kg in 2020. However, the Chinese the production and supply chain is il prepared for this growth.

Leaving aside poor growing conditions and weak quality control, the handling and distribution system is poor and
inefficient resulting in high mortality rates. Poor handling conditions also adversely affect the large volume of
imported seafood from Australia, North America and elsewhere. Whilst fresh seafood is readily available in the
main cities and coastal regions, inland provinces and lesser cities mostly have access to only lesser quality chilled
and frozen seafood. These issues are also typical of much of east and south east Asia.

With rising incomes, demand for higher quality product will rise as will demand for newer, imported “exotic”
varieties.

Oceanethix’ ATOLL system has the potential to transform the production and supply chains for fresh live seafood.
As a growing system it will open up vast areas of land locked China and elsewhere to high quality fresh seafood. -
The system will enable aguaculture to be industrialised and transformed from a rural land/water intensive
industry into an urban industry. Oceanethix has demonstrated the potential by locating its own modules on the
15" Jevel of an industrial building in Hong Kong, whilst The Korea Maritime Institute has 2 vision to develop
vertical aquafarming centres of 15-20 storeys and selected ATOLL in 2012 as its preferred technology due to its
100% water recycling and zero waste discharge. Notwithstanding, strong interest in this area, Oceanethix is
focussed on logistics applications of its technology.

In the short to medium term, however, the high demand for fresh seafood coupled with the development of the
ATOLL marketing chain has created an opportunity to directly trade fresh seafood rather than manage inventory
for third parties. Whilst there are additional risks in managing and trading its own inventory, capital is turned over
much faster than compared with the original strategy of selling and managing ATOLL systems.
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GENERAL ADVICE WARNING: The information contained in this Report is only of a general nature and does not
constitute personal financial product advice. In preparing the advice no account was taken of the objectives,
financial situation or needs of any particular person. Therefore, before acting on the advice readers should
consider the appropriateness of the advice with regard to their particular objectives, financia! situation and
needs. Readers should obtain and consider any relevant Product Disclosure Statements before making any
decisions about the subject matter of this Report and should seek independent professionai advice.

DISCLAIMER: Although every attempt has been made 1o verify the accuracy of information contained in this
Report, Gordon Capital Pty Ltd (Gordon Capital) and Pearce Callahan & Associates Pty Ltd {Pearce) make no
warranties about the accuracy or completeness of any advice or informaticn. The officers, agents, related
affiliates, related body corporate and employees of Gordon Capital and Pearce accept no liability for any loss or
damage whatsoever arising from any investment decisions or use of the information or advice in this Report. All
information and advice contained in the Report are subject to change without notice.

All investment decisions are subject to risks. Past performance should not be taken as an indication of future
performance. Any ‘forward looking statements’ contained in this Report are based on current expectations about
future events. Words such as “anticipate”, “believe”, “expect”, “project”, “forecast”, “estimate”, “likely”,
“intend”, “should”, “could”, “may”, “target”, “plan” may identify forward looking statements. Such forward
looking statements are based on views held at the date of publication of this Report and are not guarantees as to
future events. Forward looking statements are subject to risks, uncertainties and other factors beyond the control

of Gordon or Pearce. Therefore, actual results may differ from those referred to in such statements.

DISCLOSURE: This publication has been prepared by Gordon Capital Pty Ltd, AFS Authorised Representative ASIC
No. 338899, as Authorised Representative of Pearce Callahan & Associates, ABN 90 053 868 410, Australian
Financial Services Licence No, 288877. The registered office of Pearce Callahan & Associates Pty Ltd is Level 1, 2
Main St, Greenshorough, VIC 3088. '

Please note that Gordon Capital has been retained by OCEANETHIX INTERNATIONAL HOLDINGS LIMITED to
provide this report for a fixed fee. Gordon Capital does not provide specific investment recommendations and
does not receive any additional benefit for the provision of this report. Gordon Capital aims to provide a balanced
and objective analysis in this report.

MICHAEL GORDON the analyst responsible for this report does not receive any indirect benefits or assistance
from OCEANETHIX INTERNATIONAL HOLDINGS LIMITED. Gur remuneration is not linked to the views expressed
in this report. However, at the time of writing the report we do not hold shares in OCEANETHIX INTERNATIONAL
HOLDINGS LIMITED.

Please see our Analyst Qualifications and Financial Services Guide, available at www.gordoncapital.com,au or by
calling 03 9607 1371 for further information.
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