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ANNOUNCEMENT FOR PRICE SENSITIVE INFORMATION 
	The financial results of the Company for the year ending 31 March 2009 may be affected by: 
(i) the Forward Contracts which have now resulted in a net loss position to the Group; and 
(ii) the Claim from SIIG involving RMB326.6 million.

The Group has been negotiating with the banks to explore ways to withhold and/or restructure the transaction with a view to mitigate the losses. The Group has engaged its PRC legal advisers to advise its position regarding the claim of the Group, and defend the Claim. Without prejudice to any of its right to counter-claim, the Group is negotiating with SIIG to explore the possibility of a settlement to avoid the costly litigation.
Shareholders and potential investors are advised to exercise caution when dealing in the Shares.


This announcement is made by the Company pursuant to Rule 13.09 (1) of the Listing Rules.

The Board wishes to inform the Shareholders and potential investors that the financial results of the Company for the year ending 31 March 2009 may be affected by the following events:

1, Foreign Exchange Forward Contract

Since July/August 2008, the Group has entered into five non-deliverable foreign exchange forward contracts (the “Forward Contracts”) with several banks. These Forward Contracts are basically with a term of one year with maturity date in July/August 2009 and are settled bi-weekly in JPY by reference to the gains or losses against certain predetermined exchange rates between AUD and JPY, and NZD and JPY respectively. The Forward Contracts will be knocked out when the stipulated maximum profit to the Group is reached for that contract. However, there is no similar knock-out feature for losses.

The Group had been making a net gain from the Forward Contracts in the past with a total realized gain of about RMB50 million. However, due to the significant volatility of the foreign exchange market in the fourth quarter of calendar year of 2008, the Group is adversely suffered by the Forward Contracts. Upon becoming aware of the possibility of incurring a net loss as a result of the Forward Contracts in early December 2008, the Group has been negotiating with the banks to explore ways to withhold and/or restructure the transaction with a view to mitigate the losses. Such negotiation is still in progress. As at the date of this announcement, a total sum of approximately HK$44 million has been overdue for payment under the Forward Contracts. Based on the predetermined reference exchange rates, it is expected that further payment and loss may be incurred in the foreseeable future. It is not the wish of the Group that the Forward Contracts are terminated prematurely as it would involve the payment of a material close out amount estimated to be about US$24 million.

The amount of loss estimated above has not been audited or reviewed by the Company’s auditors. It is only based on the preliminary assessment by the Company’s management according to the information available to it. 

Save for the Forward Contracts, the Group has also entered into a non-deliverable foreign exchange forward contract with a financial institution in May 2008 for a term of 6 years to hedge the Group’s exposure resulting from the fluctuation of RMB. Such contract is cash settled quarterly by reference to the one year RMB non-deliverable swap rates. As at the date of this announcement, the Group has recorded a net profit of about HK$7 million under such contract.

The Board will engage a professional valuer to evaluate the effect on the forward contracts above and the financial position of the Group. 
Save as disclosed above, the Group has no other subsisting foreign exchange forward contracts which have a material effect on the financial position of the Group.

2. Litigation

On 2 January 2009, the Group was aware of claim (the “Claim”) made by SIIG to the court in the PRC on 17 December 2008 for the recovery of the advance payment made to the Group,  related fee and accrued interest totalling RMB326.6 million. 

SIIG had been a strategic partner for the Group since 2000. SIIG had been engaged by the Group as an agent in connection with the export of its products and SIIG had also agreed to provide advance payment to the Group for production. Such arrangement was terminated in June 2008 and it is agreed between the Group and SIIG that the Group shall repay the advance payment provided by SIIG, the related fee and accrued interest by monthly instalments starting from July 2008 up to December 2009. It is alleged by SIIG in the Claim that it is entitled to immediate demand for payment of all the remaining instalments under the Contract Law in the PRC if there is any default in payment by the Group. 

The Group has just been aware that the People High Court of Shanghai has granted, upon application by SIIG, a freeze order against the bank accounts and related assets of the Group. As at the date of this announcement, most of the assets of the Group are subject to the freeze order such that the Group is prohibited from utilizing the bank deposits and realising the assets until the freeze order is cancelled by the court. However, the freeze order does not affect the normal use of fixed assets by the Group for its production purposes.
As at the date of this announcement, SIIG is indebted to the Group. The Group has engaged its PRC legal advisers to advise its position regarding the Claim of the Group, and defend the Claim. Without prejudice to any of its right to counter-claim, the Group is negotiating with SIIG to explore the possibility for a settlement to avoid the costly litigation.
The Board has evaluated the effect of the freeze order on its operation and considers that the freeze order does not affect the daily operation and production of the Group in any material aspects. The Board believes that the Group still has sufficient working capital to meet its operation needs.

Shareholders and potential investors are advised to exercise caution when dealing in the Shares.

DEFINITIONS 

In this announcement, unless the context otherwise requires, the following expressions shall have the following meanings when used herein:

“AUD”
  Australian dollars, the lawful currency of Australia

“Board”
  the board of Directors  

“Company”
Norstar Founders Group Limited, a company incorporated in the Cayman Islands with limited liability, the issued Shares of which are listed on the Stock Exchange 

“Directors”
directors of the Company from time to time

“Group”
the Company and its subsidiaries

“HK$”
Hong Kong dollars, the lawful currency of Hong Kong

“Hong Kong”
the Hong Kong Special Administrative Region of the PRC

“JPY”
Japanese Yen, the lawful currency of Japan

“Listing Rules”
the Rules Governing the Listing of Securities on the Stock Exchange

“NZD”
New Zealand dollars, the lawful currency of New Zealand
“PRC”
the People’s Republic of China, which for the purpose of this announcement, shall exclude Hong Kong, Taiwan and Macau Special Administrative Region

“RMB”
Renminbi, the lawful currency of the PRC

“Shareholders”
holders of the Shares 

“Shares”
ordinary shares of HK$0.01 each in the share capital of the Company

“SIIG”
Shanghai Industrial Investment (Group) Company Limited, a state-owned enterprise established in the PRC and an independent third party not connected with the Company and its connected persons (as defined in the Listing Rules)
“Stock Exchange”
The Stock Exchange of Hong Kong Limited

“US$”
United States dollars, the lawful currency of United States

By order of the board 

Norstar Founders Group Limited
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