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Demerger Class Ruling from ATO

Sunrise Energy Metals (ASX:SRL and OTC:SREMF) (Sunrise Energy Metals or Company)
implemented a demerger of its Water Business, Clean TeQ Water Limited (ASX:CNQ) (Clean
TeQ Water), on 1 July 2021 in accordance with the plan detailed in the Demerger Booklet dated
17 May 2021. Under the Demerger, Eligible Shareholders of Sunrise Energy Metals as at 24
June 2021 received for no cost one Clean TeQ Water share for every two Sunrise Energy Metals
shares. Clean TeQ Water commenced trading on the ASX on 2 July 2021.

On 4 August 2021 the Australian Tax Office (ATO) published the attached final class ruling
regarding the tax treatment of the Demerger. That ruling includes guidance that the cost base
of Sunrise Energy Metals shareholders’ pre-demerger holdings should be apportioned between
Sunrise Energy Metals and Clean TeQ Water shareholdings based on the following percentages:

Sunrise Energy Metals: 81.82% and Clean TeQ Water: 18.18%.

The percentages reflect the relative market capitalisations of the two companies as
determined by their volume weighted average prices in the five trading days post-demerger
(2-8 July) of $1.7690 and $0.7863 for Sunrise Energy Metals and Clean TeQ Water respectively.

Further information on calculation of cost bases in a demerged entity is available from the ATO
via the link: ATO Cost Base Calculations.

Both the Sunrise Energy Metals and Clean TeQ Water share registers are managed by
Computershare Investor Services Pty Limited (Computershare). Shareholders can contact
Computershare with any questions regarding their shareholding on 1300 850 505 (within
Australia) or +61 3 9415 4000 (outside Australia).

For more information, please contact:

Corporate Investors
Ben Stockdale (CFO) Craig Sainsbury (Market Eye)
+61 3 9797 6700 Craig.sainsbury@marketeye.com.au

This announcement is authorised for release to the market by the Directors of Sunrise Energy Metals.

Sunrise Energy Metals Limited (ACN 127 457 916)
L6, 350 Collins St, Melbourne VIC 3168
T+6139797 6777

info@sunriseem.com | sunriseem.com
@ | ASX Announcement


https://www.ato.gov.au/General/capital-gains-tax/shares,-units-and-similar-investments/demergers-and-cgt/cost-base-calculations/

About Sunrise Energy Metals Limited — Sunrise Energy Metals Limited (ASX:SRL and OTC:SREMF) is
progressing its world-class Sunrise Battery Materials Complex in New South Wales, utilising its Clean-
iX® technology. The Sunrise Project is one of the largest and most cobalt-rich nickel laterite deposits in
the world and is development-ready, with all key permits and approvals in place. Sunrise is also one of
the largest and highest-grade scandium deposits globally.

Disclaimer

This announcement is provided for information purposes only and does not constitute financial or
taxation advice — shareholders should consult their financial or taxation professional adviser to
determine the appropriate treatment of their investment in the Company.

Forward Looking Statements

looking information” within the meaning of applicable securities laws. Such statements involve known
and unknown risks, uncertainties and other factors, which may cause actual results, performance or
achievements of the Company or industry results, to be materially different from any future results,
performance or achievements expressed or implied by such forward-looking statements or
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information. Such statements can be identified by the use of words such as “may”, “would”, “could”,
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“will”, “intend”, “expect”, “believe”, “plan”, “anticipate”, “estimate”, “scheduled”, “forecast”, “predict”
and other similar terminology, or state that certain actions, events or results “may”, “could”, “would”,
“might” or “will” be taken, occur or be achieved. These statements reflect the Company’s current
expectations regarding future events, performance and results, and speak only as of the date of this
new release. Readers are cautioned not to place undue reliance on forward-looking information or

statements.

Although the forward-looking statements contained in this news release are based upon what
management of the Company believes are reasonable assumptions, the Company cannot assure
investors that actual results will be consistent with these forward-looking statements. These forward-
looking statements are made as of the date of this news release and are expressly qualified in their
entirety by this cautionary statement. Subject to applicable securities laws, the Company does not
assume any obligation to update or revise the forward-looking statements contained herein to reflect
events or circumstances occurring after the date of this news release.
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Class Ruling

Sunrise Energy Metals Limited — demerger of Clean
TeQ Water Limited

0 Relying on this Ruling
This publication is a public ruling for the purposes of the Taxation Administration Act 1953.

If this Ruling applies to you, and you correctly rely on it, we will apply the law to you in the way set
out in this Ruling. That is, you will not pay any more tax or penalties or interest in respect of the
matters covered by this Ruling.
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What this Ruling is about

1. This Ruling sets out the tax consequences of the demerger of Clean TeQ Water
Limited (Clean TeQ Water) by Sunrise Energy Metals Limited (Sunrise) which was
implemented on 1 July 2021 (Implementation Date).

2. Full details of the demerger are set out in paragraphs 29 to 56 of this Ruling.

3. All legislative references in this Ruling are to the Income Tax Assessment Act 1997
unless otherwise indicated.

Who this Ruling applies to

4. This Ruling applies to you if you held ordinary shares in Sunrise and you:
. were registered on the Sunrise share register on 24 June 2021 (Record
Date)
. did not hold your shares in Sunrise as revenue assets (as defined in

section 977-50) nor as trading stock (as defined in subsection 995-1(1)) on
the Record Date — that is, you held your shares on capital account, and

) were a resident of Australia (as defined in subsection 6(1) of the Income
Tax Assessment Act 1936 (ITAA 1936)) or a foreign resident that held less
than 10% of the ordinary shares in Sunrise.
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5. This Ruling does not apply to anyone who is subject to the taxation of financial
arrangements rules in Division 230 in relation to the scheme outlined in paragraphs 29
to 56 of this Ruling.

Note: Division 230 will not apply to individuals, unless they have made an election for it to
apply.

When this Ruling applies
6. This Ruling applies from 1 July 2021 to 30 June 2022.

Ruling

Demerger happened

7. A demerger, as defined in section 125-70, happened to the Sunrise demerger
group (which included Sunrise and Clean TeQ Water) under the scheme described in
paragraphs 29 to 56 of this Ruling.

Capital gains tax consequences — Australian-resident Sunrise Energy Metals
Limited shareholders

CGT event G1

8. CGT event G1 happened when you were paid an amount by Sunrise in respect of
your Sunrise shares by way of the transfer to you of Clean TeQ Water shares on the
Implementation Date (section 104-135).

9. You will make a capital gain from CGT event G1 happening if the amount of the
reduction of share capital for each Sunrise share (33.4 cents) was more than the cost base
of the Sunrise share. If so, the capital gain is equal to the amount of the excess. No capital
loss can be made from CGT event G1 (subsection 104-135(3)).

Choosing demerger roll-over

10. You can choose to obtain demerger roll-over under subsection 125-55(1) for your
Sunrise shares.

11. If you choose demerger roll-over for your Sunrise shares:

. any capital gain you made when CGT event G1 happened to your Sunrise
shares under the demerger is disregarded (subsection 125-80(1)), and

. you must recalculate the first element of the cost base and reduced cost
base of your Sunrise shares, and calculate the first element of the cost base
and reduced cost base of the corresponding Clean TeQ Water shares you
acquired under the demerger (subsection 125-80(2)) — see paragraphs 13
to 15 of this Ruling for more details.

Not choosing demerger roll-over
12. If you do not choose demerger roll-over for your Sunrise shares:

. you cannot disregard any capital gain you made when CGT event G1
happened to your Sunrise shares under the demerger, and
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. you must recalculate the first element of the cost base and reduced cost
base of your Sunrise shares, and calculate the first element of the cost base
and reduced cost base of the corresponding Clean TeQ Water shares you
acquired under the demerger (subsections 125-85(1) and (2)) — see
paragraphs 13 to 15 of this Ruling.

Cost base and reduced cost base of your Sunrise Energy Metals Limited and Clean
TeQ Water Limited shares

13. The first element of the cost base and reduced cost base of each Sunrise share
and corresponding Clean TeQ Water share is worked out by:

. taking the total of the cost bases of your Sunrise shares just before the
demerger, and

. apportioning that total between your Sunrise shares and the Clean TeQ
Water shares you acquired under the demerger.

14. The apportionment is done on a reasonable basis having regard to the market
values (just after the demerger) of the Sunrise shares and Clean TeQ Water shares, or an
anticipated reasonable approximation of those market values (subsections 125-80(2)

and (3)) — see paragraph 55 of this Ruling about the market values of these shares.

15. The Commissioner accepts that a reasonable apportionment is to attribute:

. 81.82% of the total of the cost bases of your Sunrise shares just before the
demerger to the Sunrise shares, and

. 18.18% of the total of the cost bases of your Sunrise shares just before the
demerger to the corresponding Clean TeQ Water shares.

Acquisition date of the Clean TeQ Water Limited shares for discount capital gain
purposes

16. For the purpose of determining whether you can make a discount capital gain from
a future CGT event that happens to a Clean TeQ Water share you acquired under the
demerger, you will be taken to have acquired the Clean TeQ Water share on the date you
acquired, for capital gains tax (CGT) purposes, the corresponding Sunrise share (table
item 2 in subsection 115-30(1)). This will be the case whether or not you choose demerger
roll-over.

Capital gains tax consequences — foreign-resident Sunrise Energy Metals Limited
shareholders

CGT event G1

17. CGT event G1 happened when you were paid an amount by Sunrise in respect of
your Sunrise shares by way of the transfer to you of Clean TeQ Water shares on the
Implementation Date (section 104-135).

18. You will make a capital gain from CGT event G1 happening if the amount of the
reduction of share capital for a Sunrise share (33.4 cents) is more than the cost base of
that Sunrise share. If so, the capital gain is equal to the amount of the excess. No capital
loss can be made from CGT event G1 (subsection 104-135(3)).
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19. However, any capital gain you make from CGT event G1 is disregarded unless the
Sunrise share was taxable Australian property (section 855-10). A Sunrise share was
taxable Australian property if it:

. was an indirect Australian real property interest (table item 2 in
section 855-15)
. was used by you (the foreign-resident shareholder) in carrying on a

business through a permanent establishment in Australia (table item 3 in
section 855-15), or

. is a CGT asset that is covered by subsection 104-165(3) (choosing to
disregard a capital gain or capital loss on ceasing to be an Australian
resident (table item 5 in section 855-15)).

Limited availability of demerger roll-over

20. If you are a foreign resident, you cannot choose to obtain demerger roll-over under
subsection 125-55(1) for your Sunrise shares unless the Clean TeQ Water shares you
acquired under the demerger were taxable Australian property just after you acquired them
(subsection 125-55(2)).

Cost base and reduced cost base of your Sunrise Energy Metals Limited and Clean
TeQ Water Limited shares

21. Whether or not you choose demerger roll-over, or demerger roll-over is available to
you, you must work out the first element of the cost base and reduced cost base of each

Sunrise share and corresponding Clean TeQ Water share in the same way as described in
paragraphs 13 to 15 of this Ruling (subsections 125-80(2) and (3), and 125-85(1) and (2)).

Acquisition date of the Clean TeQ Water Limited shares

22. For the purpose of determining whether you can make a discount capital gain from
a future CGT event that happens to a Clean TeQ Water share you acquired under the
demerger, you will be taken to have acquired the Clean TeQ Water share on the date you
acquired, for CGT purposes, the corresponding Sunrise share (table item 2 of

subsection 115-30(1)). This will be the case whether or not you choose demerger roll-over.

Sale of Clean TeQ Water Limited shares under the Sale Facility

23. If you are an Ineligible Overseas Shareholder, or if you are a Small Shareholder
who chose to participate in the Sale Facility, CGT event A1 happened to you on the
Implementation Date in relation to the Clean TeQ Water shares that were transferred to
the sale agent for sale through the Sale Facility (section 104-10).

24. The capital proceeds from the disposal of each such share were the net sale
proceeds for the share received by you from participating in the Sale Facility.

Not a dividend

25. No part of the value of a Clean TeQ Water share transferred to you under the
demerger will be included in your assessable income under subsection 44(1) of the
ITAA 1936. Although any part of the value of a Clean TeQ Water share that exceeds the
amount debited to the share capital account of Sunrise is a ‘dividend’ under
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subsection 6(1) of the ITAA 1936, it will be a ‘demerger dividend’ under subsections 44(3)
to (5) of the ITAA 1936. A demerger dividend is non-assessable non-exempt income for
you.

No dividend withholding tax for non-resident Sunrise Energy Metals Limited
shareholders

26. If you are not a resident of Australia (as defined in subsection 6(1) of the

ITAA 1936), no part of the value of a Clean TeQ Water share transferred to you under the
demerger will be subject to dividend withholding tax (subsection 128B(3D) of the

ITAA 1936).

The anti-avoidance provisions in sections 45B, 45BA and 45C of the ITAA 1936 will
not apply to deem an assessable dividend

27. The Commissioner will not make a determination under paragraph 45B(3)(a) of the
ITAA 1936 that section 45BA of the ITAA 1936 applies to the whole, or any part, of the
demerger benefit provided to you under the demerger. This is because the purpose test in
paragraph 45B(2)(c) of the ITAA 1936 is not satisfied. Therefore, you will not include any
part of the amount of the demerger benefit (the market value of the Clean TeQ Water
shares) in your assessable income under subsection 44(1) of the ITAA 1936.

28. The Commissioner will not make a determination under paragraph 45B(3)(b) of the
ITAA 1936 that section 45C of the ITAA 1936 applies to the whole, or any part, of the
capital benefit provided to you under the demerger. This is because the purpose test in
paragraph 45B(2)(c) of the ITAA 1936 is not satisfied. Therefore, you will not include any
part of the amount of the capital benefit (the market value of the Clean TeQ Water shares
to the extent that it is not a demerger dividend you receive) in your assessable income
under subsection 44(1) of the ITAA 1936.

Scheme

29. The following description of the scheme is based on information provided by the
applicant. If the scheme is not carried out as described, this Ruling cannot be relied upon.

Sunrise Energy Metals Limited

30. Sunrise is an Australian-resident company incorporated on 10 September 2007 and
listed on the Australian Securities Exchange (ASX) on 9 November 2007.

31. Sunrise operated two business divisions:

. Water — provides wastewater treatment solutions for the power, mining and
industrial sectors, as well as treating ground, surface and grey water for use
as potable water suitable for municipalities.

. Metals — engages in the exploration and development of metal deposits in
Australia. The Metals Division commenced its operations during the income
year ended 30 June 2015.

32. Immediately before the demerger, Sunrise had on issue:

. 89,333,793 fully-paid ordinary shares, and
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. unlisted rights and options issued to directors and employees, representing
less than 3% of the total value of ownership interests (as defined in
subsection 125-60(1)) in Sunrise.

33. There were no other ownership interests (as defined in subsection 125-60(1)) in
Sunrise.

34. Immediately before the demerger, Sunrise had $326,447,478 credited to its share
capital account.

The demerger of Clean TeQ Water Limited

35. On 22 February 2021, Sunrise announced to the ASX the proposed demerger of
Clean TeQ Water.

36. Immediately before the demerger, Clean TeQ Water was a wholly-owned
subsidiary of Sunrise and owned the companies that made up the Water division.

37. The demerger of Clean TeQ Water was undertaken by a reduction of share capital
under section 256B of the Corporations Act 2001.

38. The shareholders of Sunrise voted at a meeting on 18 June 2021 to approve:

. an ordinary resolution under section 256C of the Corporations Act 2001 to
reduce the share capital of Sunrise as an equal capital reduction, which
equated to $0.334 per Sunrise share, and

. the demerger being implemented in the manner described.

39. The date for determining the entitlement of Sunrise shareholders to receive Clean
TeQ Water shares was the Record Date.

40. On the Implementation Date, the aggregate of the amount of the reduction of share
capital (see paragraph 45 of this Ruling) was applied by Sunrise on behalf of Sunrise
shareholders as payment to acquire the Clean TeQ Water shares from Sunrise. Shares in
Clean TeQ Water were transferred by Sunrise to Sunrise shareholders.

41. Sunrise shareholders received one Clean TeQ Water share for every two Sunrise
shares they held on the Record Date, and nothing else.

42. After the demerger, Sunrise will not own any shares in Clean TeQ Water.

43. As a result of the demerger, Sunrise shareholders owned shares in both Sunrise
and Clean TeQ Water.

44. Shares in Clean TeQ Water were listed for quotation on the ASX on 2 July 2021.

Accounting treatment

45, Sunrise accounted for the demerger by debiting its:
. share capital account by $29,836,850 (the capital reduction amount), and
. demerger reserve account by $5,284,567 (the demerger dividend).

46. The demerger dividend was calculated as the difference between the market value
of the Clean TeQ Water shares distributed and the capital reduction amount.
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Reasons for the demerger
47. The directors of Sunrise formed the view that the demerger would:

. better enable distinct business plans and growth strategies to be pursued
for each business

. enable each business to adopt a capital structure and financial policies
appropriate to its needs

. deliver to shareholders an investment choice depending on their individual
investment objectives and strategies — in this regard, shareholders will
obtain greater flexibility to choose their level of investment in the Water
division and Metals division, as the two businesses have different
characteristics, assets and risk profiles, and

o result in two independent businesses trading separately on the ASX and
create two distinct core earnings streams which can be clearly valued by the
market.

Sale Facility
48. Ineligible Overseas Shareholders had the Clean TeQ Water shares to which they

were entitled sold by Sunrise through a sale agent on the ASX (Sale Facility), who remitted
the net sale proceeds to the relevant shareholders. The shares of Ineligible Overseas
Shareholders were transferred to the sale agent on the Implementation Date.

49. Ineligible Overseas Shareholders were shareholders who were not Eligible
Shareholders at the Record Date.

50. Eligible Shareholders were shareholders whose registered address on the Sunrise
share register on the Record Date was in Australia, New Zealand, Canada, China, France,
Germany, The Netherlands, Japan, Malaysia, Singapore, Taiwan, Thailand, the United
Arab Emirates, the United Kingdom, the United States of America or any other jurisdiction
in which Sunrise reasonably believes it is not prohibited or unduly onerous or impractical to
implement the demerger and to transfer the Clean TeQ Water shares to those
shareholders.

51. Small Shareholders, being Eligible Shareholders who held less than 5,000 Sunrise
shares as at the Record Date, were able to choose to participate in the Sale Facility. Small
Shareholders participating in the Sale Facility had their Clean TeQ Water shares
transferred to the sale agent on the Implementation Date and they received the net sale
proceeds.

Other matters

52. Just before the Implementation Date, two foreign residents held 10% or more of the
shares in Sunrise — a resident of Singapore held 13.41% and a resident of Hong Kong
held 11.70%.

53. Immediately before the Implementation Date, Sunrise’s share capital account was
not tainted (within the meaning of Division 197).

54. Sunrise did not elect under subsection 44(2) of the ITAA 1936 that
subsections 44(3) and (4) of the ITAA 1936 will not apply to the demerger dividend for all
Sunrise shareholders.

55. Just after the demerger, CGT assets owned by Clean TeQ Water and its demerger
subsidiaries representing at least 50% by market value of all the CGT assets owned by
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those entities were used in carrying on a business by those entities (subsection 44(5) of
the ITAA 1936).

56. For the purposes of the cost base and reduced cost base apportionment under
subsections 125-80(2) and (3), a reasonable approximation of the market values of a
Sunrise share and a Clean TeQ Water share just after the demerger has been calculated
as:

. $1.7690 for each Sunrise share, being the volume weighted average price
of Sunrise shares as traded on the ASX over the first five trading days from
(and including) 2 July 2021.

. 78.63 cents for each Clean TeQ Water share, being the volume weighted
average price of Clean TeQ Water shares as traded on the ASX over the
first five trading days from (and including) 2 July 2021.

Commissioner of Taxation
4 August 2021
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