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and its shareholders and optionholders
in relation to the proposed acquisition by Empatan PLC of all the issued shares in
Security Matters Limited

THIS IS AN IMPORTANT DOCUMENT AND REQUIRES YOUR IMMEDIATE ATTENTION

IF YOU HAVE ANY QUESTIONS IN RELATION TO THIS FURTHER SUPPLEMENTARY DISCLOSURE
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Set out below are updates, corrections and further disclosure about the proposed transaction of which the
Scheme and the Option Scheme form part.

Terms used in this document have the same meaning as in the Scheme Booklet.

SMX’s directors continue to recommend that SMX Shareholders and relevant SMX Optionholders vote in
favour of the Scheme and the Option Scheme, in the absence of a Superior Proposal.

As discussed below, the independent expert has concluded that the Schemes are not fair, not reasonable and

Ny et i g

In order to allow time for this document to be sent to participants in the Scheme and the Option Scheme,
the Federal Court made orders on 6 February 2023, further postponing the Scheme Meeting and the Option
Scheme Meeting to 20 February 2023.

The Court also ordered that the second court hearing, when the Court will consider whether to approve the
schemes, will be held on 24 February 2023.

A copy of the Court’s order — postponing the date of the scheme meetings and setting the second court
hearing date —is attached to this further supplementary disclosure document as Annexure A.

February 2023. Subject to the following, the details for attendance at the General Meeting are otherwise the
same, and proxies lodged for that meeting remain valid.

Alteration to Capital Reduction Resolution
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The intention behind the resolution is that all SMX’s share capital will be cancelled, including SMX shares that
will be issued following the cashless exercise of SMX options under the Option Scheme {called the “Option
Exercise Shares”). Under the Option Scheme, that cashless exercise and share issue will occur on the
“Implementation Date”, which (if the Schemes are approved at the Scheme Meetings and by the Court) SMX
expects will be 5 March 2023.

Unfortunately, the Capital Reduction Resolution wrongly refers to the cancellation taking place on the
“Record Date”, which will be not only before the “Implementation Date”* but also before the issue of the
“Option Exercise Shares” under the Option Scheme.
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Under the terms of the transaction, if the respective Schemes are approved by SMX Shareholders and SMX
Optionholders and the Court, the “Effective Date” is anticipated to be 27 February 2023 and the Scheme
Record Date” is anticipated to be 1 March 2023.

11.  Further information

UN DEeNalr or tNe SIVIX BOoarg, | thank you Tor your ongoing support, and | 100K Torwara t0 your participaton
at the relevant Scheme Meeting.

Yours faithfully,

S i oo e B ..

g

A
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2,48

*
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OTHER MATTERS:
A, In this order, “Scheme Shareholders”, “Scheme Option-holders”, “Share Scheme”,

“Option Scheme”, “Share Scheme Meeting” and “Option Scheme Meeting” have the

1. The Share Scheme Meeting is further postponed to 20 February 2023, commencing at
9.00am (Melbourne time), and the Option Scheme Meeting is postponed to 20 February

2023, commencing at 9.30am (Melbourne time) (or at the conclusion or adjournment of

3. A proxy form, appointment of a corporate representative, or power of attorney to act on
behalf of the relevant Scheme Shareholder or Scheme Option-holder in respect of the

Share Scheme Meeting and the Option Scheme Meeting respectively that have been
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4. Subject to further order, any application for the dispatch of further supplementary
material is to be made by email to the associate to Justice O’Callaghan and. if made,

heard at 9.30 am on 10 February 2023.

5. Subject to further order, the hearing of the plaintiff’s application for orders approving
the Schemes is listed at 10.15 am (Melbourne time) on 24 February 2023 before Justice
O’Callaghan.

6.  Liberty to apply is reserved, including to the Australian Securities and Investments

Commission.
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Postponement of the Scheme Meetings and the General Meeting

Security Matters Limited (ASX.SMX) (the Company) hereby gives notice that:

MEASVIIS VI LIS IUTUICT PUSLPUIICIHTICIIW

The further postponement of the meetings is to allow time for the preparation of updated
information (including a further expert report) about the Schemes and the underlying
transaction, for consideration by shareholders and relevant option-holders.

Prepared in the Victoria District Registry, Federal Court of Australia
Level 7, Owen Dixon Law Courts, 305 William Street, Telephone 1300 720 980



_22 .

UIISO0 UL UUISTWISS UlSUL, MIVAISS LIGL yUU HAYS GiSauy YIvern winn 1St n Snout.
You can alter, revoke or issue proxies until 9.00am on 19 February 2023.

You may alter or otherwise deal with your proxies using the link contained in the proxy form
that vou received with the Scheme Booklet. Those links are as follows:
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wwhat Is a rinancial >ervices Guiae ( 'r>u7 )¢

This FSG is designed to help you decide whether to use any of the general financial product advice provided
by Nexia Sydney Corporate Advisory Pty Ltd ABN 68 114 696 945 (*NSCA”), a corporate authorised
representative of Nexia Sydney Financial Solutions Pty Ltd ("NSFS”), Australian Financial Services Licence
Number 247300 (“"AFSL").

e how NSCA are paid
e any relevant associations or relationships of NSCA

e how complaints are dealt with as well as information about internal and external dispute resolution
systems, and how you can access them; and

Il Y MR M AN A NI RN s Y] S S us Srraes e

We provide financial product advice when engaged to prepare a report in relation to a transaction relating to
one of these types of financial products.

NSCA's responsibility to you
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YOU Snoula consider the appropriateness or the general aavice In the Second Supplementary Keport naving
regard to your circumstances before you act on the general advice contained in the Second Supplementary
Report.

You should also consider the other parts of the Document before making any decision in relation to the
Scheme.

Fees NSCA may receive

NSCA charges fees for preparing Reports. These fees will usually be agreed with and paid by the Client. Fees
are agreed on either a fixed fee or a time cost basis. In this instance, the Client has agreed to pay NSCA

Through a variety of corporate and trust structures NSCA is controlled by and operates as part of the Nexia
Sydney Group Pty Ltd. NSCA's directors and authorised representative may be directors in the Nexia Sydney
Group Pty Ltd group entities (“*Nexia Sydney Group”). Mr Brent Goldman, authorised representative of NSFS
and director of Nexia Sydney Group Pty Ltd, has prepared this Second Supplementary Report. The financial
product advice in the Second Supplementary Report is provided by NSCA and not by the Nexia Sydney Group.

Independent Expert’'s Report and Supplementary Report.

No individual involved in the preparation of this Second Supplementary Report holds a substantial interest
in, or is a substantial creditor of, the Client or has other material financial interests in the Schemes.

Complaints Resolution
If you have a complaint, please let NSFS know. Formal complaints should be sent in writing to:

Nexia Sydney Financial Solutions Pty Ltd
Head of Compliance
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WITTINg.
External Complaints Resolution Process

If NSFS cannot resolve your complaint to your satisfaction within 45 days, you can refer the matter to the
Australian Financial Complaints Authority ("AFCA”). AFCA is an independent company that has been
established to provide free advice and assistance to consumers to help in resolving complaints relating to the
financial services industry.

Further details about AFCA are available at the AFCA website www.afca.org.au or by contacting them directly
at:
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followmg the |mp|ementat|on of the Scheme. Lionheart is a special purpose acqu15|t|on company (“SPAC")
listed on the NASDAQ stock exchange in the US.

On completion of the transaction, SMX shareholders will hold shares in Empatan, which will be listed on
NASDAQ. The transaction is to be implemented through a scheme of arrangement to acquire all of SMX's

DUHILIIIC 19 LUTIVIUVT UL VU WU U UGG S BsTu Ty

e court approval;
e SMX and Lionheart shareholder approval;
* NASDAQ quotation for the Parent being obtained;
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e On implementation of the Scheme the board of the Parent will comprise seven directors of which
Lionheart will appoint three directors (including two independent directors) and SMX will appoint four
directors.

e Empatan will change its name to SMX Public Company Limited.
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UN 3U January ZUZ3, LIONNeart announced that 12,447,441 OT 12,5UU,UUU shares were elected 10 be
redeemed. This represents a redemption rate of 99.5%. As this is higher than the maximum of 85%
assumed then we have prepared this Second Supplementary Report.

On 5 February 2023, Lionheart entered into a non-binding term sheet with an investor to invest up to US$25
million. Apart from the implementation of the Schemes, as the funding is also conditional on the investor
undertaking satisfactory due diligence, obtaining internal approvals and entering into contractual
documentation to the investor’s satisfaction as well as the term sheet specifically stating that it does not
constitute an offer or a commitment to provide capital, we consider the term sheet to not be binding on the
investor. Despite the above, the Directors and Lionheart believe that the term sheet is binding on the investor
and the Directors have informed us that they believe that Lionheart will enter into contractual documentation

BT U

shares or in 12 months Empatan will be required to repay the amount in cash.

e Once any advance is repaid then Empatan may sell shares up to US$25 million to the investor. The
sale price is at a discount to relevant VWAP measures and the number of shares that can be sold is

In addition to the level of redemptions being known, other material events that have occurred since our
Supplementary Report include:

e Lionheart’s underwriter has agreed to waive the deferred underwriting fee of US$4,375,000 payable
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The fair value of shares on a minority basis that SMX shareholders will hold in Empatan after the
implementation of the Share Scheme is significantly lower than the fair value of a share held in SMX on a
control basis applying the exchange ratio.

If the non-binding term sheet as set out in section 2 is formalised into an agreement on terms materially
similar to those set out and if Lionheart draws down the full amount of the advance then there will be no
impact on the fair value of a share in Empatan on a minority basis after the implementation of the Share as
US$3.5 miillion in cash will be received and a liability to repay US$3.5 million will also be entered into. The
investor may choose to purchase shares at an 8% discount on implementation of the Share Scheme resulting
in a $0.02 reduction in the fair value of share in Empatan on a minority basis after the implementation of the
Share Scheme if the investor exercises this right.

On repayment of all amounts received under the advance, the non-binding term sheet gives Empatan the
right to sell shares to the investor following the implementation of the Share Scheme at a small discount to
the VWAP at the time of sale, with the number of shares that can be sold based on trading volumes at that
time. Therefore, there is no impact on fair value on implementation of the Share Scheme as all share issues
under the non-binding term sheet will occur after the implementation of the Share Scheme.

Therefore, we have concluded that the Share Scheme js not fair.
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status quo.

If the Share Scheme is not approved, SMX is likely to need further funding to support its ongoing operations
and development activities. Any subsequent fundraising may be dilutive to shareholders.

SMX has incurred significant transaction costs to date which will not be able to be recovered. If the Schemes
do not occur there will be remaining costs which require payment immediately or in the future. However,
the level of fees payable will be significantly lower than the exposure to transaction costs if the Share Scheme
is implemented as a significant level of expenses that would be incurred by SMX are contingent on the
implementation of the Schemes or are borne by Lionheart.
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1Ne ummate decision on wnetner 0 approve tne Snare Scheme snould be based on sharenolders own
assessment of their circumstances. We strongly recommend that shareholders consult their own professional
advisers, carefully read all relevant documentation provided, including the Scheme Booklet, and consider
their own specific circumstances before voting in favour of or against the Share Scheme.

4. SUMMARY AND OPINION ON OPTION SCHEME

This section is a summary of our opinion and cannot substitute for a complete reading of this Second
Supplementary Report. Our opinion is based solely on information available as at the date of this Second
Supplementary Report.

The principal factors that we have considered in forming our opinion are summarised below.

4.1.1 Fairness of the Option Scheme

As noted in section 5 in determining the fairness of the Option Scheme we have compared the fair value of
a relevant SMX option on a control basis before the implementation of the Schemes to the fair value of the

INE Idir vdiue Ol CINpdldi Sndres O d IminoriLy pdsis Ldl d Nuimper 0l Opuonnoiaers wiil receive 10r eacn
option is lower than the fair value of each option subject to the Option Scheme on a control basis prior to
the implementation of the Schemes.

As the Option Scheme is not fair to all optionholders, we have concluded that the Option Scheme_is

not fair.

The Option Scheme has the additional advantage for the SMX optionholders in that they receive shares in
SMX and ultimately in Empatan without having to pay for the exercise of the options.

In accordance with RG 111, a transaction is reasonable if:
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Yours faithfully

Nexia Sydney Corporate Advisory Pty Ltd
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K 111 state that In deciaing an appropriate Torm or analysis, the expert neeas 1o consider that the main
purpose of the report is to deal with the concerns that could reasonably be anticipated by those persons
affected by the transaction. An expert should focus on the purpose and outcome of the transaction; that is
the substance of the transaction, rather than the legal mechanism used to effect the transaction.

RG 111 requires analysis of a transaction under two distinct criteria being:

o s the offer ‘fair'?; and

e s it reasonable?

That is the opinion of fair and reasonable is not considered as a compound phrase.

willing, but not anxious, buyer and a knowledgeable and willing, but not anxious, seller acting at arm’s length.

RG 111 states that if an expert concluded that a transaction is ‘fair and reasonable’ in the form of a takeover
bid, an expert would also be able to conclude that the scheme is in the best interests of the shareholders.

If an expert concludes that a transaction is ‘not fair but reasonable’ then an expert may still determine that
a transaction is in the best interests of the shareholders with the expert clearly stating that consideration is
not equal to or greater than the value of the securities the subject of the scheme but that there are sufficient
reasons for security holders to vote in favour of the scheme in the absence of a higher offer.

If an expert concludes that a scheme is ‘not fair and not reasonable’ then the expert would conclude that the

L T T L S T T T T S T LSRRI N

shareholders will hold a minority interest in Empatan.

For the purposes of considering whether or not the Option Scheme is fair, we have compared the fair value
of the options held in SMX on a control basis to the fair value of shares on a minority basis that SMX
optionholders will hold in Empatan following the implementation of the Option Scheme and Share Scheme.
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5.1 lhdiviaual security holders’ circumstances

The ultimate decision whether to approve the Schemes should be based on each security holder’s assessment
of the Schemes, including their own risk profile, liquidity preference, tax position and expectations as to value
and future market conditions. If in doubt about the Schemes or matters dealt with in this Second
Supplementary Report, security holders should seek independent professional advice.

5.2 Limitations on reliance on information

The documents and information relied on for the purposes of this Second Supplementary Report are set out
in Appendix B. We have considered and relied upon this information and believe that the information provided
is reliable, complete and not misleading and we have no reason to believe that documents and material facts
have been withheld. The information provided was evaluated through analysis, enquiry and review for the
purpose of forming an opinion as to whether the Schemes are fair and reasonable and in the best interests
of the shareholders. However, we do not warrant that our enquiries have identified or verified all of the
matters which an audit or extensive examination might disclose.
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Tairly represented In all material respects; and

e the publicly available information relied upon by NSCA in its analysis was accurate and not misleading.

This Second Supplementary Report has been prepared after taking into consideration the current economic
and market climate. We take no responsibility for events occurring after the date of this Second

- e [

relatlon to the commercial application of the mark, track and trace technology. As part of the development
SMX is working with industry participants through joint ventures and commercial operating agreements to
develop the technology in specific industries.

ror f m e tm s o + e —ne meren e e n s

SMX’s technology can be applied to any material. It stores data at a molecular level on solids, gases and

liquids and can be applied at any point in the supply chain as a drop-in solution. The technology allows
materials and products to be:

+ marked and recorded using blockchain technology to enable accurate identification;

e protected from product diversion, counterfeiting and fraud;
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« Joint operation to develop solutions for plastic traceability and circularity.

 Commercialisation of the technology for ethical sourcing of natural and synthetic rubber.

Further information about SMX and its operations is set out in section 5 of the Scheme Booklet.
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5. Finance expense relates to bank fees, loan interest and interest on right of use assets as well as foreign
exchange payments and losses.

6. Finance income includes foreign exchange gains and interest income on cash balances.
Relates to the transfer of IP patent to Yahaloma joint venture partner.

The share of joint venture loss relates to SMX’s share of losses in each of the joint operations set out in
section 6.1, being those entities that are not fully owned.
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proof of concept receivables and prepaid expenses. The increase in prepayments at 30 June 2022 relates
to the prepaid transaction costs in relation to the Schemes.

(R .

3. Property and equipment primarily relates to machines and equipment and right of use assets for leases.

4, Intangible assets relate to patents, marking and reading technology and software and blockchain assets.
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utner payaples primarily relates t0 amounts payabple 10 empioyees and related lapliities {(HYZZ:
US$549,000). The balance at HY22 also includes:

e Liabilities for grants received of US$20,000 (with a further US$105,000 recognised as a non-
current liability, a total of US$125,000).

s US$24,000 are payable to Kibbutz Ketura for administrative services.
Convertibles notes were issued in May 2022 and are discussed further in section 6.5.5.

Borrowings from related parties are loans from two shareholders, Kibbutz Ketura ACS and Kibbutz
Degania A. The loans are back-to-back loans from a third-party lender, Kamea Fund, which the
shareholders on-lent to SMX on the same terms. In respect of the loans:

e et s —r e mmeeseraf e s — i e wa s s saermsse

12. At 31 December 2021, SMX had carried forward tax losses of US$17,837,000, which have not been

booked.

13. Between August 2022 and December 2022, the company entered into loan agreements with a number

of private investors raising a total of US$3,760,000 incurring 10% interest per annum.
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Standby equity facility Aug-22 2,000,000 0.17
Source: 31 December 2021 audited financial statements and management information

On 12 August 2022, SMX entered into a standby equity agreement with Evolution Capital Pty Ltd. The key
terms of this agreement are:
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exercising rights under the agreement) and A$0.17.

Of the shares available under the facility 2,000,000 were issued in August 2022. This agreement was
terminated in October 2022 and no further shares were issued.
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2021.

Apart from identifying and evaluating potential transactions, Lionheart has not undertaken any activities to

date.
ptn ooy ChaE anu e L0 sunuuy sves
James Stephen Anderson Independent Director 3 November 2021
Thomas Clyde Byrne Independent Director 3 November 2021
Thomas W. Hawkins Independent Director 3 November 2021
Roger Meltzer Independent Director 3 November 2021

Source: S&P Capital IQ
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* exercisable 30 days after a business combination or 12 months from listing date; and

e expire after 5 years.

Under the Schemes all Lionheart warrants will be converted to public warrants and holders will receive a
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1.0 SMdare rrice ana vowume 1raaing Analysis

The following chart provides a summary of the trading volumes and prices for Lionheart shares from 9
December 2021 (the first day of trading) to 25 July 2022, the last full day of trading prior to the
announcement of the Schemes:
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« the application of earnings multiples (appropriate to the business or industry in which the entity operates)
to the estimated future maintainable earnings or cash flows of the entity, added to the estimated
realisable value of any surplus assets;

e the amount that would be available for distribution to security holders on an orderly realisation of assets;

e TNne amount tnat an arernatve plader MIgNT De WIllNg To OfTer IT an tne Securites In tne target were
available for purchase.

Each methodology is appropriate in certain circumstances. The decision as to which methodology to apply
generally depends on the nature of the asset being valued, the methodology most commonly applied in
valuing such an asset and the availability of appropriate information.

In determining the fair value of SMX, we have applied the quoted price and recent genuine offers
methodologies. We have determined these to be the most appropriate methodologies as:

e SMX is yet to generate revenue as it is commercialising its technology;
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1. The fair value of a share on a minority basis reflects the 90-day VWAP as at 25 July 2022, the last trading
day before announcement of the Schemes, at the low end of the valuation range. The high end of the
range has been determined based on the issue price for the capital raise in October 2021.

2. A control premium has been applied at 20% to 30% based on long term academic studies which show

Prepared in the Victoria District Registry, Federal Court of Australia
Level 7, Owen Dixon Law Courts, 305 William Street, Telephone 1300 720 980



-55 -

Notes:

1. Empatan is a newly formed company for the purposes of implementing the Schemes and therefore has
no value prior to the implementation of the Schemes.

2. The determination of the fair value of Lionheart is set out at 9.1.3.

1GI VAING VI A VI G HHTHIVIE LY vadiD (¥} ey [elvpv N o Tew

(@) The fair value of a share on a minority basis for SMX reflects the fair value of a share as set out in
section 9.1.1 before the application of a control premium.

(b) The number of shares on issue in SMX before the implementation of the Schemes as set out in
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increasing its equity value.

5. Transaction costs of US$11 million are expected to be incurred in implementing the Schemes. The
estimated transaction costs have been converted at the rate of A$1:43:US$1 based on the exchange rate
at 17 January 2023.

6. As set out in section 6.4.2, on implementation of the Schemes a bonus payment of ILS 2.5 million will
be paid in settlement of SMX related party loans. This will reduce the cash balance of Empatan and
therefore the equity value. The amount has been converted at the rate of A$0.43:ILS1 based on the
exchange rate at 2 September 2022.

7. As set out in section 6.4.2, SMX entered into loans with private investors raising US$3,760,000 with
790,000 attaching warrants.

A number of the loans are either partially or fully repayable with interest on implementation of the
Schemes. The adjustment reflects the amount payable on implementation of the Schemes and has been
converted at the rate of A$1:43:US$1 based on the exchange rate at 17 January 2023.

The warrants have a term of five vears and an exercise price of US$11.50. Of the 790.000 warrants.

Crmm vt e e e e we e e mama wraa ees e[ emmee et wa e s nree e e e

the warrants;
e risk free rate of 3.3% based on the Australian Government 5-year debt rate; and
o Volatility of 66% based on SMX's 2-year share price volatility rate.

At the low, preferred and high range the redemption rate of US$5 a warrant where is applicable is higher
than the fair value of a warrant calculated under the binomial valuation methodology. Therefore, the
redemption rate for these warrants has been determined to be the fair value of a warrant.
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Number of SMX shares before implementation 207,248,703 207,248,703 207,248,703
of Schemes

Shareholders prior to implementation of the Schemes 16,198,372 16,198,372 16,198,372
Convertible noteholders 96,502 96,502 96,502
Shares issued under Option Scheme 2,362,380 2,362,380 2,362,380
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based on the exchange rate at 17 January 2023.

(c) Lionheart's founders are required to contribute a payment in February 2023 of US$412,500 to extend
the timetable for the implementation of the Schemes. The extension payment has been converted
at the rate of A$1:43:US$1 based on the exchange rate at 17 January 2023.

e g s e e e e

(e) Lionheart's underwriter has agreed to waive the deferred underwriting fee.

(f) On 30 January 2023, Lionheart announced that shareholders elected to redeem 12,442,441 shares.
Based on the trust account balance the estimated redemption price is US$10.20 representing a total
level of redemptions of US$126,912,898. This has been converted at the rate of A$1:43:US$1 based

The average cost has been applied to the high end of our determination of fair value. We note that on
implementation of the Schemes, the Combined Group will apply to be listed on NASDAQ. If the
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rair vaiue or a snare in cmpatan on a minority pasis APU.LL APU.40 APU.BL
The fair value of shares on a minority basis that SMX shareholders will hold in Empatan after the

implementation of the Share Scheme is significantly lower than the fair value of a share held in SMX on a
control basis applying the exchange ratio.

In @ $U.UZ reauction In e Tair vaiue of share In Empatan on a MINOrITy basis arter tne Implementaton or te
Share Scheme if the investor exercises this right.

On repayment of all amounts received under the advance, the non-binding term sheet gives Empatan the

right to sell shares to the investor following the implementation of the Share Scheme at a small discount to
the VWAP at the time of sale, with the number of shares that can be sold based on tradina volumes at that

¥.L KE€asonapieness O tne >nare >cneme

9.2.1 Approach to assessing Reasonableness

In forming our conclusions in this Second Supplementary Report, we have compared the advantages and
disadvantages to shareholders if the Share Scheme proceeds.
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If the Share Scheme is not approved, SMX is likely to need further funding to support its ongoing operations
and development activities. Any subsequent fundraising may be dilutive to shareholders.

SMX has incurred significant transaction costs to date which will not be able to be recovered. If the Schemes
do not occur there will be remaining costs which require payment immediately or in the future. However,
the level of fees payable will be significantly lower than the exposure to transaction costs if the Share Scheme
is implemented as a significant level of expenses that would be incurred by SMX are contingent on the
implementation of the Schemes or are borne by Lionheart.

Depending on the circumstances of the Share Scheme not proceeding, SMX may be either required to pay
or may receive a break fee of US$2 million.

9.2.7 Conclusion as to Reasonableness

In accordance with RG 111, a transaction is reasonable if:

ALLUIUTNIYIY, VUL UPIHIIVEL, OIS S1IAETS SUISTHT 1D VL 1 aiiu 1IVL 1 SAdUHauIs ainu 1D 11UL 1 Liic ey

interests of the SMX shareholders.

The ultimate decision on whether to approve the Share Scheme should be based on shareholders’ own
assessment of their circumstances. We strongly recommend that shareholders consult their own professional
advisers, carefully read all relevant documentation provided, including the Scheme Booklet, and consider
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above. Other lZey assumptions applied in dete'rmining.thé fair value of the opfions prior to the implementation
of the Options Scheme are as follows:

Fair value of an SMX Share

- e . - '
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Australia Government Debt - 3 Year 3.192%
Australia Government Debt - 5 Year 3.312%

Source: S&P Capital IQ at 17 January 2023

The relative risk-free rate applied to each option is based on the debt term nearest to the days to expiry for

L9 11OInuIs Vo070

The relative volatility applied to each option is based on the volatility period nearest to the days to expiry for
each option and an average if the period to expiry falls between volatility periods.

10.1.2 Fair value of shares held in Empatan following implementation of the Option Scheme
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1ne UptIoN Scneme nas e aadituonal aavantage Tor e SIMX Opuonnolders In tnat ey receive snares In
SMX and ultimately in Empatan without having to pay for the exercise of the options.

In accordance with RG 111, a transaction is reasonable if:

e the transaction is fair; or

reasonable.

10.3 Opinion on Option Scheme
Accordingly, in our opinion, the Option Scheme is not fair and not reasonable and is not in the best
interests of the SMX optionholders.
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Company or SMX
Corporations Act
Empatan or Parent
FSG

FY2019

FY2020

FY2021

Group

Lionheart

Option Scheme

NASDAQ
NSCA

NSFS

Report

RG 111

RG 112

Share Scheme

Scheme Booklet
Schemes
Second Supplementary Report

Second Supplementary
Scheme Booklet
Supplementary Report
Supplementary Scheme
Booklet
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of the Schemes

Security Matters Limited

Corporations Act 2001 (Cth)

Empatan PLC

Financial Services Guide

the financial year ended or as at 31 December 2019

the financial year ended or as at 31 December 2020

the financial year ended or as at 31 December 2021

SMX and its subsidiaries

Lionheart III Inc

The scheme of arrangement whereby certain SMX option holders, participate
in a cashless exercise to acquire SMX shares which then participate in the
Share Scheme as set out in Section 1.

NASDAQ exchange

Nexia Sydney Corporate Advisory Pty Ltd (ABN 68 114 696 945)

Nexia Sydney Financial Solutions Pty Ltd (AFSL 247300)

Previous Independent Expert’s Report dated 7 October 2022

ASIC Regulatory Guide 111: Content of expert Reports

ASIC Regulatory Guide 112: Independence of Experts

The scheme of arrangement whereby Empatan acquires 100% of SMX as set
out in Section 1

Document sent to shareholders and optionholders on or about 9 January 2023
Share Scheme and Option Scheme

The second supplementary independent expert’s report dated 13 February
2023

Document sent to shareholders and optionholders on or about the date of
this report

The supplementary independent expert’s report dated 22 January 2023
Document sent to shareholders and optionholders on or about 23 January
2023
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e Scheme Booklet and Draft Second Supplementary Scheme Booklet prepared by SMX

e Shareholder listing for SMX at 14 January 2023

e Optionholder listing for SMX at 18 January 2023

e S&P Capital IQ

e Lionheart announcement to the market in relation to redemptions on 30 January 2023
e Non-binding term sheet with an investor dated 5 February 2023

e Letter from Lionheart dated 6 February 2023
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done for the life of the project. ThIS can be a dlfflcult exercise requmng a significant number of assumptions
such as revenue growth, future margins, capital expenditure requirements, working capital movements and
taxation.

0 PG

The discount rate used represents the risk of achieving the projected future cash flows and the time value
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terms and added to the net present value of the forecast cash flows.

The discounted cash flow method is often sensitive to a number of key assumptions such as revenue growth,
future margins, capital investment, terminal growth and the discount rate. All of these assumptions can be
highly subjective, sometimes leading to a valuation conclusion presented as a range that is too wide to be
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being discounted. The capitalisation of earnings methodology involves the determination of:
e a level of future maintainable earnings; and
e an appropriate capitalisation rate or multiple.

A multiple can be applied to any of the following measures of earnings:

Revenue — most commonly used for companies that do not make a positive EBITDA or as a cross-check of
a valuation conclusion derived using another method.

EBITDA - most appropriate where depreciation distorts earnings, for example in a company that has a
significant level of depreciating assets but little ongoing capital expenditure requirement.

EBIT - in most cases EBIT will be more reliable than EBITDA as it takes account of the capital intensity of
the business.

NPAT - relevant in valuing businesses where interest is a major part of the overall earnings of the group
(e.g. financial services businesses such as banks).

Multiples of EBITDA, EBITA and EBIT value the whole businesses, or its enterprise value irrespective of the
gearing structure. NPAT (or P/E) values the equity of a business
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Ine capransation oT earnings metnod IS widely Used In practice. 1T IS particularly appropriate Tor vaiuing
companies with a relatively stable historical earnings pattern which is expected to continue. This method is
less appropriate for valuing companies or assets if:

s there are no suitable listed company or transaction benchmarks for comparison;
e the asset has a limited life;
« future earnings or cash flows are expected to be volatile; or

e there are negative earnings or the earnings of a business are insufficient to justify a value exceeding the
value of the underlying net assets.

[ e — [ —— [

orderly realisation of assets method except the liquidation method assumes the assets are sold in a shorter
time frame.

Since wind up or liquidation of the company may not be contemplated, these methods in their strictest form
may not necessarily be appropriate. The net assets on a going concern basis method estimates the market

e e s § s e sireesmery s [ veNs ms Shes SeUA N S eIl SAe MEEMes Srs Saaseviema s e ~
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there is no realistic prospect of it making an economic return in the foreseeable future, an asset approach
would be the most appropriate method.
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® assers are employed proritably but €arn 1ess than the Cost OT Capital;

* a significant portion of the company’s assets are composed of liquid assets or other investments (such
as marketable securities and real estate investments); or

» it is relatively easy to enter the industry (for example, small machine shops and retail establishments).

frmr i memg mem pememep e - [RN——— M

between the size of the parcel of shares being valued and those being traded. Where a company’s shares
are publicly traded then an analysis of recent trading prices should be considered, at least as a cross-check
to other valuation methods.
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