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Sapphire: If you cannot give us the 8 -7 series, we will be forced to seek damages
pursuant to the agreements.

Hawk: I hope you will understand the situation we are in, but if your legal
interpretation differs from ours, we will be forced to take the matter to
arbitration. If damages are awarded to you, we will offset the damages
with the US$3 million claim we obtained from Yellow.

Sapphire: Let me talk about the US$3 million claim against us which was previously
held by Yellow and now in your possession. The new underwater cameras
and sensors are now useless, because no one has performed maintenance
since Yellow’s bankruptcy. As a result, we suffered damages amounting
to US$3 million, at least (there is no dispute between Red and Blue that
Blue suffered US$3 million loss due to lack of maintenance). Therefore,
we have a claim for damages of US$3 million with which we set off the debt
of US$3 million for the purchase price, so we are not under obligation to
pay US$3 million. There was no arbitration clause in the agreements we
signed with Yellow, so arbitration may not be used for your proposed
offsetting with the claim you have.

Hawk:  As far as we are concerned, the claim which is payable by you for your
purchase of the underwater cameras and sensors is a completely separate
matter from the maintenance contract. Only the claim was transferred to
us and we have nothing to do with the maintenance contract.

Sapphire: Your company fully understood that the maintenance is absolutely
necessary for these cameras and sensors. We cannot accept that we have

to pay while the maintenance is not available.

35. Red and Blue continued their negotiations, but they have yet to settle the dispute. At
the end of January, the US$3 million claim against Blue, which had been previously held
by Yellow and subsequently transferred to Red, became due, but Blue, claiming that it
incurred damages arising from Yellow’s failure to perform the maintenance contract,
refused to pay the amount to Red.! At the same time, Blue demanded that Red provide
the 5 -7series to Blue or else it will seek damages from Red. Blue continues to pay the
maintenance fees as stipulated in the Agreement as shown in Exhibit 5. So far,
Negoland Sports Agency is the only customer that Red has provided g -7.

The dispute concerning the above is referred to as the “ Case.”

36. Another dispute has arisen between Red Corp. and Blue Corp. It concerns a sports
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