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Interchina Holdings Company Limited

國中控股有限公司

(Incorporated in Hong Kong with limited liability)

PROPOSED ISSUE OF CONVERTIBLE LOAN NOTE

The Company entered into the Agreement with the Subscriber on 3 August 2001 under which the Company agreed to issue the Note in an aggregate principal amount of HK$200,000,000 to the Subscriber. The Note is convertible into Shares at a price per Share that will equal the higher of (a) HK$1.00 (subject to adjustments); and (b) the average closing price per Share as quoted on the Stock Exchange over the 10 consecutive trading days immediately preceding the date on which conversion takes place.

Assuming that the Note is converted in full and the Conversion Price equals HK$1.00, a maximum of 200,000,000 Shares will fall to be issued which represent approximately 4.56% of the existing issued share capital of the Company and approximately 4.36% of such issued share capital as enlarged by the issue of these Shares.

The Subscriber and its beneficial owner are independent of, and not connected with, any of the directors, chief executive and substantial shareholders of the Company or its subsidiaries, or any of their respective associates (as defined in the Listing Rules).

Completion of the Agreement is conditional upon the fulfilment of the conditions listed below.

The Conversion Shares will be issued under the general mandate to issue Shares given to the Directors at the extraordinary general meeting of the Company held on 17 April 2001.

The Directors have noted the recent increase in the trading volume and the price of the Shares and wish to state that, save for the matters referred to in this announcement, they are not aware of any reasons for such movements.

Save for the matters referred to in this announcement, the Board confirms that there are no other negotiations or agreements relating to intended acquisitions or realisations which are discloseable under paragraph 3 of the Listing Agreement, neither is the Board aware of any matter discloseable under the general obligation imposed by paragraph 2 of the Listing Agreement, which is or may be of a price sensitive nature.

THE AGREEMENT

Date and parties

The Directors announce that the Agreement has been entered into between the Company and the Subscriber on 3 August 2001 pursuant to which the Subscriber will subscribe for the Note in an aggregate principal amount of HK$200,000,000 upon completion of the Agreement.

Issuer:
The Company

Subscriber:
Capital Champion Limited, a company incorporated in the British Virgin Islands with limited liability. The Subscriber and its ultimate beneficial owner are independent of, and not connected with, any of the directors, chief executive and substantial shareholders of the Company or its subsidiaries or their respective associates (as defined in the Listing Rules).

Conditions

Completion of the Agreement is conditional on the following conditions being satisfied:

(a)
the Stock Exchange having approved the issue of the Note either unconditionally or subject to conditions to which neither the Company nor the Subscriber reasonably objects and such conditions (if any) having been satisfied; and

(b)
the granting by the Stock Exchange of the listing of and permission to deal in the Conversion Shares which may fall to be issued on conversion in full of the Note (either unconditionally or subject to conditions to which neither the Company nor the Subscriber objects).

If any of the conditions is not satisfied on or before 30 September 2001 (or such other date as the Company and the Subscriber may agree in writing), the Agreement will lapse and the parties to the Agreement will be released from all obligations under the Agreement, save for liabilities for any antecedent breaches.

Completion

Completion of the Agreement will take place on the third business day after satisfaction of all conditions set out above.

PRINCIPAL TERMS OF THE NOTE

The principal terms of the Note are summarised below:

Principal amount

HK$200,000,000.

Interest

The Note will bear interest on the outstanding principal from the date of issue at a rate of 3% per annum. Interests will be payable yearly in arrears commencing 12 months after the date of issue of the Note.

Maturity Date

Unless converted in accordance with the terms and conditions of the Note, the Company will repay the outstanding principal amount of the Note on the third anniversary of the date of issue of the Note.

Conversion provisions

Conversion rights of the Noteholder

The Noteholder will have the right to convert the principal amount of the Note (in amounts of not less than a whole multiple of HK$500,000 on each conversion) into Shares at the Conversion Price during the periods and in the manner set out below:

(i)
at any time during the period of 30 days immediately prior to the expiry of 12 months from the date of issue of the Note, up to 25% of the principal amount of the Note (less any amount that has been repaid, redeemed or converted during such 12 months period) may be converted;

(ii)
at any time during the period of 30 days immediately prior to the expiry of 24 months from the date of issue of the Note, up to 25% of the principal amount of the Note (less any amount that has been repaid, redeemed or converted during such 24 months period) may be converted;

(iii)
at any time during the period of 30 days immediately prior to the expiry of 30 months from the date of issue of the Note, up to 25% of the principal amount of the Note (less any amount that has been repaid, redeemed or converted during such 30 months period) may be converted; and

(iv)
at any time during the period of 30 days immediately prior to the expiry of 36 months from the date of issue of the Note, up to 25% of the principal amount of the Note (less any amount that has been repaid, redeemed or converted during such 36 months period) may be converted.

The conversion rights described above will be measured on a cumulative basis so that, if no conversions were made during the first 30 day period referred to in paragraph (i) above, up to 50% of the principal amount of the Note (less any amount that has been repaid, redeemed or converted during the relevant period) may be converted during the second 30 day period referred to in paragraph (ii) above and all outstanding conversion rights will be accumulated in a similar manner for the remainder of the period up to the maturity date.

Mandatory conversion by the Company

If the Company so determines by giving to the Noteholder at least three days prior notice in writing, any principal amount which remains outstanding on the maturity date of the Note together with all interest accrued thereon will, unless to be redeemed as described in the section headed “Redemption” below, be mandatorily converted into Shares at the Conversion Price.

Conversion Price

The Conversion Price has been agreed after arm’s length negotiations between the parties and will be equal to the higher of (a) HK$1.00 (subject to adjustments); and (b) the average closing price per Share as quoted on the Stock Exchange over the 10 consecutive trading days immediately preceding the date on which conversion takes place.

The price of HK$1.00 referred to above represents a premium of about 38.89% to the closing price of HK$0.72 per Share as quoted on the Stock Exchange on 2 August 2001, being the day immediately preceding the date of signing of the Agreement, and a premium of about 47.49% to the average closing price of HK$0.678 per Share for the last 10 trading days ended on 2 August 2001.

Conversion Shares

Assuming that the Note is converted in full and the Conversion Price equals HK$1.00 per Share, a maximum of 200,000,000 Shares will fall to be issued, representing approximately 4.56% of the existing issued share capital of the Company and approximately 4.36% of such issued share capital as enlarged by the issue of these Shares.

The Conversion Shares will be issued under the general mandate to issue Shares granted to the Directors at the extraordinary general meeting of the Company held on 17 April 2001. The Conversion Shares will rank pari passu in all respects with the Shares in issue as at the date of conversion.

Redemption

Redemption rights of the Company

The Company will be entitled, by giving prior written notice of not less than 7 days to the Noteholder, to redeem (in amounts of not less than a whole multiple of HK$500,000) the whole or part of the outstanding principal amount of the Note by paying to the Noteholder an amount determined as follows:

(i)
if the redemption is to be made during the first 12 months period after the issue of the Note, 108% of the outstanding principal amount of the Note to be redeemed;

(ii)
if the redemption is to be made during the second 12 months period after the issue of the Note, 113% of the outstanding principal amount of the Note to be redeemed; and

(iii)
if the redemption is to be made during the third 12 months period after the issue of the Note, 118% of the outstanding principal amount of the Note to be redeemed;

All interest accrued on the amount to be redeemed up to the date of redemption will also be paid to the Noteholder upon such redemption.

Redemption rights of the Noteholder

The Noteholder may, by giving not less than 15 days’ prior written notice to the Company within a period of 30 days after the expiry of the relevant period referred to below, require the Company to redeem the whole (but not part) of the outstanding principal amount of the Note:

(i)
if the average closing price per Share for the 20 consecutive trading days immediately prior to the expiry of 12 months from the date of issue of the Note falls below HK$0.8, in which event the Note will be redeemed by the Company at a redemption price of 106% of the outstanding principal amount of the Note;

(ii)
if the average closing price per Share for the 20 consecutive trading days immediately prior to the expiry of 24 months from the date of issue of the Note falls below HK$0.9, in which event the Note will be redeemed by the Company at a redemption price of 112% of the outstanding principal amount of the Note;

(iii)
if the average closing price per Share for the 20 consecutive trading days immediately prior to the expiry of 36 months from the date of issue of the Note falls below HK$1.00, in which event the Note will be redeemed by the Company at a redemption price of 118% of the outstanding principal amount of the Note.

The applicable redemption amount together with any interest accrued will be paid to the Noteholder on the 15th day after the service of such notice.

Voting

The Noteholder will not be entitled to attend or vote at any meetings of the Company by reason only of it being a Noteholder.

Transferability

No assignment or transfer (whether in whole or in part) of the Note may be made until 6 months after the date of issue of the Note and any such assignment or transfer after such 6 months period may only be made if:

(i)
it is made to person(s) independent of and not connected with any of the directors, chief executive and substantial shareholders of the Company or any of its subsidiaries or any of their respective associates (as such term is defined in the Listing Rules);

(ii)
prior written approval of the Stock Exchange and the Company have been obtained in respect of such assignment or transfer; and

(iii)
the principal amount to be transferred or assigned is at least HK$500,000 and integral multiples of HK$500,000.

SHAREHOLDINGS IN THE COMPANY

Wealth Land Development Corporation, a company wholly and beneficially owned by Mr Zhang Yang who is the chairman of the Company, is the controlling and the single largest shareholder of the Company holding about 36.47% of the existing issued share capital of the Company. Assuming that the Note is converted in full at the Conversion Price of HK$1.00 per Share, a maximum of 200,000,000 Conversion Shares will fall to be issued and the interest of Wealth Land Development Corporation in the Company will be reduced to about 34.88% of the issued share capital of the Company as enlarged by the issue of these Shares.

It is a term of the Agreement that the Company will procure that a nominee of the Subscriber is appointed as an executive Director with effect immediately after completion of the Agreement. For so long as the Note remains outstanding, the Subscriber will be entitled to have a person nominated by it from time to time to serve as an executive Director.

REASONS FOR THE TRANSACTIONS

The Company is an investment holding company the subsidiaries of which are principally engaged in properties and securities operations.

The Directors consider that the issue of the Note is an appropriate means of raising additional capital for the Company since it will provide the Company with immediate funding and, if the conversion rights attached to the Note are exercised, the capital base of the Company will be enlarged.

The Directors consider that the terms of the Agreement, which were arrived at after arm’s length negotiations between the Company and the Subscriber, are fair and reasonable and are in the interests of the Company.

USE OF PROCEEDS

The net proceeds from the issue of the Note are estimated to be about HK$199,800,000 and half of such proceeds are intended to be used for the expansion of the existing securities business of the Group and the balance are intended to be used for funding potential investment projects, such as environmental protection or public facilities, as and when suitable opportunities arise.

APPLICATION FOR LISTING

No application will be made for a listing of, or permission to deal in, the Note on the Stock Exchange or any other stock exchange. An application will be made to the Listing Committee of the Stock Exchange for the listing of, and permission to deal in the Conversion Shares.

GENERAL

The Directors have noted the recent increase in the trading volume and the price of the Shares and wish to state that, save for the matters referred to in this announcement, they are not aware of any reasons for such movements.

Save for the matters referred to in this announcement, the Board confirms that there are no other negotiations or agreements relating to intended acquisitions or realisations which are discloseable under paragraph 3 of the Listing Agreement, neither is the Board aware of any matter discloseable under the general obligation imposed by paragraph 2 of the Listing Agreement, which is or may be of a price sensitive nature.

DEFINITIONS

In this announcement, unless the content otherwise requires, the following expressions have the following meanings:

“Agreement”
The conditional agreement entered into between the Company and the Subscriber dated 3 August 2001 in respect of the issue of the Note

“Board”
The board of Directors

“Company”
Interchina Holdings Company Limited, a company incorporated in Hong Kong with limited liability the shares of which are listed on the Stock Exchange

“Conversion Price”
The price at which each Conversion Share will be issued upon a conversion of all or part of the Note

“Conversion Shares”
Shares to be issued upon conversion of the Note

“Directors”
The directors of the Company

“Group”
The Company and its subsidiaries

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

“Note”
A convertible loan note in an aggregate principal amount of HK$200,000,000 to be issued by the Company to the Subscriber

“Noteholder”
The person who is for the time being the holder of the Note

“Share(s)”
Share(s) of a nominal value of HK$0.10 each in the capital of the Company

“Stock Exchange”
The Stock Exchange of Hong Kong Limited

“Subscriber”
Capital Champion Limited, a company incorporated in the British Virgin Islands with limited liability, which is independent of and not connected with any substantial shareholder, chief executive and directors of the Company or any of its subsidiaries or their respective associates (as defined in the Listing Rules)

“HK$”
Hong Kong dollars

By Order of the Board

Zhang Yang

Chairman

Hong Kong, 3 August 2001

Please also refer to the published version of this announcement in the i Mail dated 6/8/2001.
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