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INTERCHINA HOLDINGS COMPANY LIMITED

(Incorporated in Hong Kong with limited liability)

CONNECTED TRANSACTIONS

The Directors announce that the Company and a wholly-owned subsidiary of the Company, ICFL, has entered into the following connected transactions with Mr. Wong, a director and a substantial shareholder of ICS (being a non wholly-owned subsidiary of ICFL) on 23 November 2001:

1.
a shareholders agreement in respect of the Capital Injection and the management and operation of ICS (“Shareholders Agreement”); and

2.
an option deed (“Option Deed”).

The above transactions constitute connected transactions for the Company under Rule 14.23 of the Listing Rules and are subject to the disclosure and independent shareholders’ approval requirements under the Listing Rules.

An EGM will be convened to approve the Connected Transactions.

Mr. Wong and his Associates are required to abstain from voting on the relevant Shareholders’ resolutions in relation to the Connected Transactions.

A circular of the Company containing details of the Connected Transactions, a letter from the independent financial adviser containing its advice on the Connected Transactions to the independent board committee a letter from the Board together with a notice of EGM will be dispatched to Shareholders as soon as practicable.

BACKGROUND

ICS is a registered dealer under the Securities Ordinance and a participant of the Stock Exchange with two trading rights. ICF is a registered commodities dealer under the Commodities Trading Ordinance and a participant of the Future Exchange with one trading right. On 30 March 2001, ICFL, a wholly owned subsidiary of the Company, acquired from Mr. Wong 70% interest in ICS and ICF respectively.

Due to the recent increase in the trading volume of the securities handled by ICS, ICFL and Mr. Wong have agreed to increase the capital of ICS from HK$10,000,000 to HK$100,000,000. In addition, in view of the future prospect of ICS, ICFL wishes to increase its shareholding in ICS. As a result, after good faith and arm’s length negotiations between the parties, Mr. Wong and ICFL have agreed to undergo the Capital Injection, in which, Mr. Wong has agreed for his shareholding in ICS be diluted after the Capital Injection in consideration for ICFL entering into the Connected Transactions with Mr. Wong. As Mr. Wong is a director as well as a substantial shareholder of ICS (being a non wholly-owned subsidiary of the Company), Mr. Wong is regarded as a connected person under the Listing Rules and the said arrangements constitute connected transactions of the Company under the Listing Rules.

CONNECTED TRANSACTIONS

A.
Shareholders Agreement

Date

23 November 2001

Parties

(1)
Mr. Wong;

(2)
ICFL; and

(3)
ICS

Capital Injection

Mr. Wong and ICFL have agreed to cause the authorized and issued share capital of ICS be increased from HK$10,000,000 to HK$100,000,000 by the capitalization of certain retained earnings of ICS and cash subscription of certain new shares by Mr. Wong and ICFL in ICS as follows:

(a)
increasing the authorised share capital of ICS to HK$100,000,000;

(b)
capitalising the retained earnings of ICS to the extent of HK$34,500,000 and the application of such amount in paying up a total of 34,500,000 unissued shares of $1.00 each in ICS (“Bonus Shares”) and the issue and allotment of such Bonus Shares to Mr. Wong and ICFL, credited as fully paid, in accordance with their existing shareholding ratios in ICS in the following proportion:

(i)
10,350,000 Bonus Shares to Mr. Wong; and

(ii)
24,150,000 Bonus Shares to ICFL;

(c)
as agreed between ICFL and Mr. Wong as the shareholders of ICF and pursuant to the respective authority from ICFL and Mr. Wong, a cash dividend of HK$5,500,000 will be declared and paid by ICF in which HK$1,650,000 will be paid by ICF for the account of Mr. Wong (at Mr. Wong’s instructions) to ICS as and for payment of consideration for a total of 1,650,000 new shares in ICS to be subscribed by Mr. Wong at the subscription price of HK$1 per share and HK$3,850,000 will be paid by ICF to ICS for the account of ICFL (at ICFL’s instructions) as and for payment of consideration for a total of 3,850,000 new shares in ICF to be subscribed by ICFL at the subscription price of HK$1 per share;

(d)
ICFL will further subscribe for a total of 50,000,000 new shares in ICS at the subscription price of HK$1 per share and pay the aggregate consideration of HK$50,000,000 by way of capitalization of the same amount from the shareholders’ loan advanced by ICFL to ICS.

Subsequent to the Capital Injection, there will be a reduction of the percentage interest held by Mr. Wong in ICS to 15% and an increase of the percentage held by ICFL to 85%.

A summary of authorized share capital, issued share capital, shareholding of ICFL and Mr. Wong before and after the Capital Injection is set out as follows:


Before Capital Injection
After Capital Injection

Authorised Share Capital of ICS
HK$10,000,000
HK$100,000,000

Issued Share Capital of ICS
HK$10,000,000
HK$100,000,000

No. Shares held by ICFL
7,000,000
85,000,000

Percentage of Shareholding Held by ICFL
70%
85%

No. Shares held by Mr. Wong
3,000,000
15,000,000

Percentage of Shareholding Held by Mr. Wong
30%
15%

The retained earnings of ICS as at 31 July 2001 was approximately HK$35,400,000, of which HK$34,500,000 are to be capitalized as mentioned in (b) above.

Guarantee

If ICS’s financial resources is at any time insufficient to satisfy its working capital requirements:

(1)
firstly, ICFL and Mr. Wong will use all reasonable endeavours to arrange borrowings in the form of loans or overdraft facilities from banks or other financial institutions without guarantees provided by ICFL and Mr. Wong; or

(2)
where new facilities cannot be procured in the required amounts without guarantees from the shareholders of ICS, ICFL will provide any guarantees reasonably required by the third party advancing external borrowings; or

(3)
where such facilities cannot be procured in the required amounts, ICFL and Mr. Wong will procure the Company to allot and issue new shares to such person or party and at such issue price as shall be resolved by them.

At present, the Company proposes to execute guarantees, at the request of ICFL, in favour of banks in respect of facilities granted or to be granted to ICS for HK$230,000,000 and intend to execute further guarantees in favour of banks in respect of facilities to be granted to ICS up to an additional aggregate amount of HK$170,000,000 (collectively, “Guarantees”). If all Guarantees are executed, the total amount guaranteed by the Company will be HK$400,000,000 representing approximately 92.0% of the net asset value of the Group as at 31 March 2001 being approximately HK$435,058,000.

The profits before and after taxation and extraordinary items of ICS were HK$31,841,107 and HK$ 28,418,827 respectively for the financial year ended 31 March 2001 and HK$28,572,599 and HK$24,629,640 respectively for the financial year ended 31 March 2000. The commission turnover for ICS for the years ended 31March 2001 and 31 March 2000 were approximately HK$36,027,697 and HK$57,739,970 respectively.

The Group is principally engaged in property investment and development, finance and securities and infrastructure environmental protection investment. Based on the amounts of the profit before taxation and extraordinary items of ICS and the Group (assuming ICS is already a subsidiary of the Company) for the financial year ended 31 March 2001 being approximately HK$31,841,107 and HK$416,229,107 respectively, the Board estimates that the amount of profit contributable by ICS to the Group will represent approximately 7.65% of the profit of the Group (assuming the profit of ICS is being consolidated into the profits of the Group). Although the Board believes that the business of ICS will expand when the investment sentiment improves, the Board considers that the core business of the Group being property investment and development will not be changed in the near future.

The facilities to be obtained by ICS are for the purposes of facilitation of securities settlement as well as granting of margin financing to the customers of ICS. In view of the increase in the trading volume of the securities handled by ICS, the Board believes that facilities required by ICS will reach HK$400,000,000 in the coming year when the investment sentiment improves.

As financial assistance will be provided by ICFL to ICS by providing full amount of any guarantee required to be given by shareholders of ICS which exceeds its proportional interest in ICS and that Mr. Wong will neither provide any pro-rata counter indemnity to ICFL nor any guarantee fee or security to ICFL, such provision of Guarantees by ICFL will constitute connected transactions under Rule 14.26 (6)(a)of the Listing Rules.

None of the directors, chief executives or substantial shareholders of the Company or any of its subsidiaries or their respective Associates have any interest in ICS except through the interest of the Company in ICFL.

As at the date of this announcement, the aggregate amount of banking facilities granted to ICS by banks was approximately HK80,000,000. ICFL has provided a several guarantee in respect of its proportional share in the banking facilities of HK$30,000,000 in proportion to its shareholding interest in ICS and the balance of the banking facilities in the amount of HK$50,000,000 are fully guaranteed by Mr. Wong.

Management of ICS

The board of directors of ICS shall consist of no more than 6 directors of which ICFL shall have the right to appoint 5 directors and Mr. Wong shall have the right to appoint 1 director. All decisions of the directors shall be passed by a simple majority vote.

As at the date hereof, the board of directors of ICS consists of 4 directors, of which 2 directors are appointed by ICFL (one of the directors appointed by ICFL has resigned recently and will be replaced by another director to be appointed by ICFL) and 2 directors are appointed by Mr. Wong. Subsequent to the Capital Injection, it is the present intention that one of the directors appointed by Mr. Wong will resign and no additional director will be appointed by ICFL to the board of ICS.

Conditions Precedent

Effectiveness of the Shareholders Agreement is conditional on:

1.
the Capital Injection has been carried out and has become valid and effectual; and

2.
the Option Deed has become unconditional.

If the conditions set out above are not fulfilled on or before 31 January 2002 or such later date as the parties may agree in writing, the Shareholders Agreement shall terminate and be null and void.

B.
Option Deed

Date

23 November 2001

Parties

(1)
the Company;

(2)
Mr. Wong

Put Option

In consideration of the payment by Mr. Wong of HK$10 to the Company, the Company has agreed to grant to Mr. Wong a put option (“Put Option”) to require the Company to purchase from Mr. Wong the Option Equity during the Exercise Period free from Encumbrances for the Consideration.

The Put Option shall lapse upon (i) the expiration of the Exercise Period in respect of the Put Option or (ii) the exercise of the Call Option by the Company.

Call Option

In consideration of the payment by the Company of HK$10 to Mr. Wong, Mr. Wong has agreed to grant to the Company a call option (“Call Option”) to require Mr. Wong to sell to the Company the Option Equity during the Exercise Period free from Encumbrances for the Consideration and otherwise on the terms of the Option Deed.

The Call Option shall lapse upon (i) the expiration of the Exercise Period in respect of the Call Option or (ii) the exercise of the Put Option by Mr. Wong.

Consideration

The amount of consideration (“Consideration”) payable by the Company to Mr. Wong for the Option Equity shall be calculated by reference to the following formula:

Consideration
=
(AVICS + AVICF) x M + SL1

Where:

AVICS
=
agreed value of the shares in ICS owned by Mr. Wong being HK$15,269,384

AVICF
=
agreed value of the shares in ICF owned by Mr. Wong being HK$2,639,080

SL1
=
the amount of the sum total of all amount due from ICS and ICF by way of advances or shareholder’s loan to be assigned by Mr. Wong to the Company

M
=
the multiplier which is:

(1)
in relation to an exercise by Mr. Wong of the Put Option, 100%;

(2)
in relation to an exercise by the Company of the Call Option:

(a)
110% if the Call Option is exercised within the 30 days period immediately after the first anniversary of the Capital Injection Date;

(b)
121% if the Call Option is exercised within the 30 days period immediately after the second anniversary of the Capital Injection Date.

The agreed value of the shares in ICS and ICF owned by Mr. Wong were determined after arm’s length negotiations between the parties and represented the respective values of such shares by reference to the net asset value of the respective companies as at 31 July 2001 as adjusted by the payment of dividend in the amount of HK$5,500,000 by ICF and the subscription of shares in ICS in the same amount by ICFL and Mr. Wong.

The net asset values of ICS and ICF as at 31 July 2001 are approximately HK$45,397,614 and HK$14,296,934 respectively. Taking into account of the payment of dividend by ICF in the amount of HK$5,500,000 to ICFL and Mr. Wong and the subsequent subscription of shares in the amount of HK$5,500,000 by ICFL and Mr. Wong in ICS as mentioned in item (c) under the Capital Injection above, the pro-forma net asset values of ICS and ICF become HK$50,897,614 and HK$8,796,934 respectively. Accordingly, the agreed value of the shares in ICS (i.e. AVICS ) and the agreed value of the shares in ICF (i.e. AVICF ) represent approximately 30% of the respective pro-forma net asset values of ICS and ICF.

As at the date of this announcement, the sum total of all amounts due from ICS and ICF to Mr. Wong by way of fixed shareholder’s loan amount to approximately HK$22,840,000.

There has been no material adverse change to the net asset values of ICS and ICF since 31 July 2001.

Indemnity from the Company and ICFL to Mr. Wong

On the Capital Injection Date, the Company and ICFL will give an counter-indemnity (“the Counter Indemnity”), which is included as part of the Option Deed, to Mr. Wong to indemnify Mr. Wong against 85% (in respect of ICS) and 70% (in respect of ICF) of the following overdraft and credit facilities granted to ICS and ICF respectively prior to ICFL’s acquisition of interest in these companies in March 2001 and fully guaranteed by Mr. Wong:

(1)
HK$50,000,000 overdraft and credit facilities granted to ICS

(2)
HK$5,000,000 banking facilities granted to ICF

Conditions Precedent

The Option Deed is conditional upon and shall not take effect unless and until the Capital Injection has been completed. Completion of the Capital Injection is conditional upon the passing by the independent shareholders of the Company of an ordinary resolution at the EGM to approve the terms of and the transactions contemplated under the Option Deed, the Counter Indemnity and the Shareholders Agreement (including the granting and exercise of the options and the Capital Injection).

REASON AND BENEFITS FOR THE CONNECTED TRANSACTIONS

The Board believes that the booming economy of the PRC in recent years, especially after its announcement of entry into the WTO, has led to capital re-injections and a general market revival. In view of continuous expansion of the customer base of ICS, the Board believes that increase in shareholding of ICS will benefit the Group in expanding its revenue stream from the upcoming recovery of the securities market. The Option Deed serves as a consideration for Mr. Wong to agree to the dilution in his shareholding in ICS and the Shareholders Agreement will regulate the relationship of the shareholders of ICS and will facilitate the overall management and operation of ICS.

The Directors consider the terms of the Shareholders Agreement and the Option Deed to be fair and reasonable and are in the best interest of the Group.

GENERAL

An extraordinary general meeting (“EGM”) which is expected to be held on 3 January 2002 will be convened to approve the Connected Transactions.

Mr. Wong and his Associates are required to abstain from voting on the relevant Shareholders’ resolutions in relation to the Connected Transactions. As at the date hereof, Mr. Wong does not hold any shares in the Company.

A circular containing, among other matters, the notice convening the special general meeting of the Company, details of the Connected Transactions and a letter from the independent financial adviser will be dispatched to Shareholders as soon as practicable.

Definitions

“Associate(s)”
has the meaning ascribed thereto under the Listing Rules

“Board”
board of directors of the Company

“Capital Injection”
the increase of authorised and issued share capital of ICS from HK$10,000,000 to HK$100,000,000 by issuing 12,000,000 additional shares in ICS to Mr. Wong and 78,000,000 additional shares in ICS to ICFL and the implementation of related transactions set out in the section “Capital Injection” above

“Capital Injection Date”
the date of completion of the Capital Injection

“Company”
Interchina Holdings Company Limited, a company incorporated in Hong Kong with limited liability, the ordinary share capital of which is listed on the Stock Exchange

“Connected Transactions”
the Shareholders Agreement and the Option Deed referred to in this announcement

“Directors”
directors of the Company

“Encumbrance”
any mortgage, charge, pledge, lien (otherwise than arising by statute or operation of law), hypothecation, equities, adverse claims, or other encumbrance, priority or security interest, over or in any property, assets or rights of whatsoever nature or interest or any agreement for any of the same

“Exercise Period”
in respect of:


(i) the Put Option - the period of 24 months from the Capital Injection Date


(ii) the Call Option - the 30 days period immediately after the first anniversary of the Capital Injection Date and the 30 days period immediately after the second anniversary of the Capital Injection Date

“Group”
the Company and its subsidiaries

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

“ICF”
Interchina Futures Limited, a company incorporated in Hong Kong with limited liability

“ICFL”
Interchina Capital Finance Limited, a company incorporated in Hong Kong with limited liability

“ICS”
Interchina Securities Limited, a company incorporated in Hong Kong with limited liability

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

“Mr. Wong”
Mr. WONG Yu Chiu

“Option Equity”
the Option Shares and the Option Loan together

“Option Loan”
at any relevant time the sum total of all amounts due from ICS and ICF to Mr. Wong by way of advances or shareholder’s loan which are subject to the terms of the Option Deed

“Option Shares”
(i) the 15% shares held by Mr. Wong on ICS immediately following the Capital Injection and (ii) the 30% shares held by Mr. Wong in ICF

“PRC”
the People’s Republic of China, excluding Hong Kong for the purpose of this announcement

“SFC”
the Securities and Futures Commission established under the Securities and Futures Commission Ordinance (Cap. 24 of the Laws of Hong Kong)

“Shareholders”
shareholders of the Company

“Stock Exchange”
The Stock Exchange of Hong Kong Limited

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

“RMB”
Renminbi, the lawful currency of the PRC

“%”
per cent.

By order of the Board

Yip Kar Hang, Raymond

Company Secretary

Hong Kong, 23 November 2001

Please also refer to the published version of this announcement in the i Mail dated 26/11//2001.
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