The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this announcement.

In respect of the figures for the connected transactions which took place before 14 December 2001 which have been verified by the Board, the Company and all the members of the Board warrant that the contents of this announcement relating to such figures are true, accurate and complete and are jointly liable for any false statements, misleading representations or material omissions in relation thereto.
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GUANGDONG KELON ELECTRICAL HOLDINGS COMPANY LIMITED

廣東科龍電器股份有限公司

(A joint stock limited company incorporated in People's Republic of China with limited liability)

ANNOUNCEMENT

SUMMARY

The Directors wish to announce that the Group had, prior to the Company suspending the trading of its shares on the Stock Exchanges on 14 December 2001, entered into the following connected transactions with GKG or its subsidiaries which were not (i) disclosed by way of a press announcement; (ii) covered by any waiver previously granted by the Stock Exchanges or (iii) previously approved by independent shareholders of the Company at general meeting (applicable to certain transactions):

(a)
Each of the Group and GKG had utilised their respective banking facilities by borrowing money indirectly from various banks through each other and had repaid the outstanding bank borrowings and interest indirectly through each other. Accordingly, GKG owes the Group a total sum of RMB791,017,000 (approximately HK$746,242,000).

(b)
The Group and GKG had entered into non-profit making arrangements whereby each had imported/purchased raw materials and settled operating expenses on the others' behalf. Accordingly, the Group owes GKG RMB2,277,000 (approximately HK$2,148,000).

(c)
During 2001, GKG had requested the Company to repay (which the Company had repaid), on its behalf, to Sanyo Kelon (an associate of the Company) RMB101,370,000 (approximately HK$95,632,000) incurred by GKG for the purchase of goods from Sanyo Kelon.

(d)
As at 31 December 2000, GKG had agreed to be responsible for a sum of RMB328,240,000 (approximately HK$309,660,000) being part of the advertising costs incurred by the Group in 1999 and 2000 for the promotion of the "Kelon" and "Rongsheng" brands. Accordingly, GKG owes the Group RMB108,240,000 (approximately HK$102,113,000).

(e)
Kelon Air-Con, the Company's subsidiary, had in May-June 2001 provided a guarantee for a maximum amount of up to RMB230,000,000 (approximately HK$216,981,000) in favour of the Agricultural Bank of China as security for the bank granting loans to GKG. Prior to 31 December 2001, the Company (on Kelon Air-Con's behalf) fulfilled the obligations under the guarantee and repaid the amounts owed by GKG to the Agricultural Bank of China under the loans. Accordingly, GKG owes the Company RMB211,220,000 (approximately HK$199,264,000).

(f)
The inter-company account balances resulted in GKG owing money to the Group, and the Group charged interests on the outstanding amount owed. As at 14 December 2001, the outstanding interest payment due from GKG amounted to RMB50,430,000 (approximately HK$47,575,000).

As at 14 December 2001, the above 6 connected transactions described in sub-paragraphs (a) - (f) resulted in GKG owing the Group a total sum of RMB1,260,000,000 (approximately HK$1,119,000,000).

(g)
GKG, Greencool and the Company had entered into a debt transfer arrangement whereby Greencool agreed to pay, on GKG's behalf, RMB348,000,000 (approximately HK$328,302,000) to the Company as settlement of part of GKG's abovementioned debt to the Company.

According to the above debt transfer arrangement, the amount of debt owed by GKG to the Group was reduced by an amount of RMB348,000,000, from RMB1,260,000,000 to RMB912,000,000 (approximately HK$860,000,000).

(h)
In 1999, 2000 and 2001, the Group had engaged a subsidiary of GKG, Kelon Advertising , to conduct part of its advertising activities on a non-profit making and cost reimbursement basis.

(i)
During the year 2000, the Group had sold a small volume of refrigerators to a subsidiary of GKG, Kelon HEA , at wholesale prices in order to clear inventory stocks.

(j)
During the years 2000 and 2001, the Group had sold certain spare parts to a subsidiary of GKG, Huaao Electrical , at market prices and the Group had also purchased certain materials from that subsidiary at market prices.

(k)
During 2001, a subsidiary of GKG, Wangao had imported materials on behalf of a subsidiary of the Company, Rongsheng Plastics. The Group's subsidiaries, PRR and Kelon International, had also exported goods on behalf of Wangao.

In addition, there is also the following connected transaction with YK Shareholding Committee (and which is not related to GKG):

(l) 
In 2000, the Company's subsidiary, Kelon Refrigerator , had acquired from YK Shareholding Committee a further 11.79% equity interest in YKKL, also a subsidiary of the Company. The transaction was a connected transaction in accordance with the Hong Kong Listing Rules but it was not a connected transaction under the Shenzhen Listing Rules.

This announcement also contains information on the following: (i) matters relating to the acquisition by Jia Ke Electronics of interests in Wangao, Kelon HEA, Kelon Advertising and Huaao Electrical; (ii) remedial steps taken by the Company in relation to the inter-company account balances between the Group and GKG; (iii) the freezing of GKG's interests in the Company; and (iv) the status of Greencool's acquisition of GKG's 20.64% interests in the Company.

Additional explanation by the current Board (which was formed since 23 December 2001): Shareholders/investors should be aware that the information contained in this announcement which relates to the connected transactions referred to in sub-paragraphs (a) - (f) and (h) - (l) is based on a review of the Group's existing financial records. The current Board took measures to verify such information so as to make full disclosure and, to the best of its knowledge and belief, has not discovered any misleading contents or material omissions. However, since the transactions involved were numerous which had taken place over a long period of time and, further, the current Board was only formed for a short period, if the current Board discovers any new information in relation to the above transactions, it will make a further announcement in accordance with the Listing Rules.

The Company requested the suspension of the trading of its shares on the Stock Exchanges on 14 December 2001 pending release of this announcement. The Company has applied to the Stock Exchanges to resume trading of its shares on 14 March 2002.



GKG is the single largest shareholder of the Company holding approximately 34.06% of its issued share capital (of this, as previously announced on 22 November 2001, GKG pledged 20.64% interest in the Company to Greencool) and is a connected person of the Company under the Listing Rules. Transactions between the Group and GKG or its subsidiaries therefore constitute connected transactions of the Company.

In December 2000, the Company formed a financial management team which unravelled, at end of April 2001, the following connected transactions involving the Group and GKG or its subsidiaries (which had already happened by that time) which were not (i) disclosed by way of a press announcement; (ii) covered by any waiver previously granted by the Stock Exchanges; or (iii) previously approved by independent shareholders of the Company at general meeting (applicable to certain transactions).

Having the responsibility to protect the interests of the Shareholders, the Company's then existing management launched an investigation to verify the details of such transactions. The previous Board (which was replaced by the current Board on 23 December 2001) had put together certain personnel of the Company to carry out an internal audit and had used its best endeavours to put together proposals to resolve the matters in order to minimise the Company's losses. The previous Board regret the occurrence of such connected transactions and apologised to the Shareholders.

On 23 December 2001, the current Board was formed and took the necessary steps to complete the internal audit and review the results of such audit and is currently in discussion with GKG on the settlement of the amounts owed to the Group.

(A)
CONNECTED TRANSACTIONS WITH GKG

(a)
Current account balances with GKG

Each of the Group and GKG had utilised their respective banking facilities by borrowing money indirectly from various banks through each other. Sometimes GKG would obtain loans through the Group's banking facilities for GKG's use whereas on the other hand the Group would obtain loans through GKG's banking facilities for the Group's use. The Group and GKG each repaid the outstanding bank borrowings and interest indirectly through each other. As a result, there are several current account balances between the Group and GKG. Accordingly, as at 14 December 2001, GKG owes the Group a total sum of RMB791,017,000 (approximately HK$746,242,000). The Board was of the view that those transactions constituted intercompany financial arrangements between the Group and GKG.

The details of the above current account balances are as follows (in RMB):




Balance (as at 


Funds provided by 
Funds provided by 
31 December, except 

Year
the Group to GKG
GKG to the Group
for year 2001)

1997
308,373,000
410,299,000
-101,926,000

1998
7,163,622,000
7,106,870,000
-45,174,000

1999
4,389,922,000
4,362,194,000
-17,446,000

2000
4,599,826,000
4,496,662,000
85,718,000

2001
5,083,814,000
4,378,515,000
791,017,000

(b)
Settlement of operating expenses between GKG and the Group

The Group and GKG had settled operating expenses on behalf of each other. Since GKG is a domestic entity, as opposed to an entity with overseas shareholders as is the case with the Company, it is easier for GKG to import raw materials into the PRC. GKG had therefore from time to time imported raw materials on behalf of the Group. At the same time, at the request of GKG, the Group had purchased raw materials on behalf of GKG. Each of the Group and GKG had also exported goods on behalf of each other. As a result, the Group had on certain occasions settled on GKG's behalf, their operating expenses and similarly, GKG had also on certain occasions settled on the Group's behalf, the Group's operating expenses. Such operating expenses include price of goods, transportation expenses, loading and unloading expenses, warehouse rentals, etc. Accordingly, as at 14 December 2001, the Group owes GKG RMB2,277,000 (approximately HK$2,148,000). Such transactions were non-profit making arrangements and were based on cost price.

The details of the above transactions are as follows (in RMB):


Operating expenses 
Operating expenses 
Balance (as at 


settled by the Group 
settled by GKG 
31 December, 

Year
on behalf of GKG
on behalf of the Group
except for year 2001)

1997
18,626,000
16,700,000
1,926,000

1998
53,430,000
7,305,000
48,051,000

1999
179,047,000
209,652,000
17,446,000

2000
74,531,000
225,323,000
-133,346,000

2001
311,980,000
180,911,000
-2,277,000

(c)
Payment on behalf of GKG

During 2001, GKG had requested the Company to repay (which the Company had paid), on its behalf, to Sanyo Kelon (a company of which 44% interest is held by the Company) RMB101,370,000 (approximately HK$95,632,000) for the purchase of goods. Such transaction constituted an amount due from GKG to the Group.

The shareholders of Sanyo Kelon are: the Company, holding a 44% interest; Japan Sanyo Electrical Corporation （日本三洋電機株式會社）, holding a 46% interest; Sanyo Electrical China Company Limited （三洋電機中國有限公司）, holding a 5% interest; and 日本日商岩井株式會社, holding the remaining 5% interest.

(d)
GKG's agreement to bear part of the advertisement expenses for years 1999 and 2000 in relation to the "Kelon" and "Rongsheng" brands

As the "Kelon" and "Rongsheng" trademarks are owned by GKG, GKG has benefited from the advertisements carried out by the Group in respect of the "Kelon" & "Rongsheng" brands. On 5 December 2000, GKG entered into an agreement agreeing to reimburse part of the advertising costs incurred (and already settled) by the Group in 1999 and 2000 for the promotion of the "Kelon" and "Rongsheng" brands. The amount to be reimbursed by GKG is RMB328,240,000 (approximately HK$309,660,000). The above has been previously disclosed in the Company's 2000 Annual Report. Since GKG repaid some of the amounts owed, as at 14 December 2001, the outstanding amount due from GKG to the Group is RMB108,240,000 (approximately HK$102,113,000).

(e) 
Fulfilment of obligations under the guarantee provided by Kelon Air-Con in favour of Agricultural Bank of China for loans granted to GKG

On 3 December 2001, the then existing management of the Company became aware that Kelon Air-Con, a 60% owned subsidiary of the Company, had on separate occasions in May and June 2001 provided a guarantee for a maximum amount of up to RMB230,000,000 (approximately HK$216,981,000) in favour of the Agricultural Bank of China for loans granted to GKG. Between October - November 2001, GKG applied for an extension of the above loan facility in the principal amount of RMB100,000,000 (approximately HK$94,340,000), for which Kelon Air-Con's guarantee was also extended. The actual amount of the loan facility utilised by GKG was RMB210,000,000 (approximately HK$198,113,000) .

After investigation, the then existing Board discovered that the giving of the said guarantee had not been approved by the board of directors of the Company or Kelon Air-Con and the relevant guarantee documents merely had the stamp of Kelon-Air-Con and its legal representative without any signatures. The investigation results showed that some of the staff of the Company were of a mistaken view that the Company and GKG were of the same group and for the sake of convenience, they stamped the guarantee documents themselves. As a result of disputes arising pursuant to the loan agreement between the Agricultural Bank of China and GKG, Kelon Air-Con as a guarantor of the loans made by the bank to GKG, received notice from the Court on 3 December 2001 prohibiting the transfer, sale, mortgage, pledge, disposal or dealing in certain of its production facilities and equipment. This was for the purpose of securing the assets for the legal proceedings. Such restrictions have not affected the daily operations of Kelon Air-Con.

Prior to 31 December 2001, the Company had fulfilled, on Kelon Air-Con's behalf, the obligation under the guarantee by paying RMB211,220,000 (approximately HK$199,264,000) to the Agricultural Bank of China, being the principal amount and interest owed by GKG to the bank under the loan agreement. The Company will in turn seek repayment from GKG for such amount settled with the Agricultural Bank of China. The procedures in respect of the discharge of the said court order are currently in progress.

(f)
Interest payment

As the net position of the above inter-company account balances showed GKG owing moneys to the Group, the Group charged GKG interest on the outstanding amount at the end of each month, based on the then existing bank lending rates of 5.85% per annum. As at 14 December 2001, the outstanding interest payment due from GKG to the Group amounted to RMB50,430,000 (approximately HK$47,575,000). GKG has not made any payment in respect of such interest.

As a result of the connected transactions referred to in sub-paragraphs (a) - (f), the net position of the inter-company account balances shows that, as at 14 December 2001, GKG still owes the Group approximately RMB1,260,000,000 (approximately HK$1,190,000,000) (the amount of which includes the settlement by the Company, on Kelon Air-Con's behalf, under the guarantee referred to in sub-paragraph (e) above).

Since GKG repaid a substantial portion of the outstanding amounts under the above connected transactions during the relevant reporting periods, the outstanding amounts owed by GKG to the Company as shown in the Company's previous annual and interim reports were the net amounts owed to the Company after the repayments by GKG of a substantial portion of the then outstanding amounts.

The Board's explanation in respect of the amount which is owed by GKG: GKG was established in 1996 as a limited liability company having a registered capital of RMB30,000,000. The Group believes that GKG may currently be in financial difficulty and this may affect GKG's ability to repay the amounts owed to the Group. The Group is currently in discussion with GKG and hopes to reach an agreement on how to resolve the matters as soon as possible. As a result of the debt owed by GKG to the Group as mentioned above, the Board is of the view that such debt has an adverse impact on the Group's financial position.

(g)
Debt transfer arrangement between GKG, Greencool and the Company

On 5 March 2002, GKG and Greencool entered into a supplemental agreement in respect of the transfer of GKG's shares in the Company after negotiations between both parties. Pursuant to this agreement, both parties agreed to change the consideration for the acquisition of 204,775,755 legal person shares in the Company under the share transfer agreement entered into between GKG and Greencool on 29 October 2001 from RMB560,000,000 to RMB348,000,000. A new method of payment of the consideration was also agreed upon whereby Greencool would assume GKG's debt to the Company in an amount of RMB348,000,000 as consideration for the acquisition of the legal person shares in the Company from GKG. Greencool already paid an amount of RMB150,000,000 to the Company and the balance of RMB198,000,000 would be paid within 10 days after the transfer procedures of the legal person shares have been completed by GKG and Greencool.

On 5 March 2002, GKG, Greencool and the Company entered into an acknowledgement agreement under which the Company agreed and acknowledged that Greencool would pay to the Company RMB348,000,000 on behalf of GKG as settlement of part of GKG's debt to the Company and as from the date of signing of the acknowledgement agreement, GKG's debt to the Company in the amount of RMB348,000,000 is fully discharged.

Accordingly, pursuant to the above debt transfer arrangement, the amount of debt owed by GKG to the Group was reduced by an amount of RMB348,000,000, from RMB1,260,000,000 to RMB912,000,000 (approximately HK$860,000,000) and Greencool owes the Company an amount of RMB198,000,000.

The following is a breakdown of the above transactions:



Outstanding amount from GKG


Transaction
(as at 14 December 2001)



(RMB)

(Approximately: HK$)

(a)
Current account balances
791,017,000

746,242,000

(b)
Settlement of operating expenses
(2,277,000
)
(2,148,000
)

(c)
Payment to Sanyo Kelon on


  behalf of GKG
101,370,000

95,632,000

(d)
Sharing of advertising expenses
108,240,000

102,113,000

(e)
Fulfillment of obligations under


  the guarantee
211,220,000

199,264,000

(f)
Interest payment
50,430,000

47,575,000

Total
1,260,000,000

1,188,678,000

Greencool debt transfer arrangement
348,000,000

328,302,000

Balance
912,000,000

860,377,000

(B)
CONNECTED TRANSACTIONS WITH GKG's SUBSIDIARIES

(h)
Advertising arrangements with Kelon Advertising

In order to lower its costs, the Group had engaged Kelon Advertising, a 80% owned subsidiary of GKG, to conduct part of its advertising activities. Such arrangement with Kelon Advertising was non-profit making and on a cost reimbursement basis. The fees for the relevant advertisements were paid by the Group to Kelon Advertising which in turn paid the advertising companies on the Group's behalf.

For the years 1999 and 2000, the Group made aggregate payments of approximately RMB18,723,000 (approximately HK17,663,000) and approximately RMB88,065,000 (approximately HK$83,080,000) respectively to enable Kelon Advertising to carry out advertising activities for the "Kelon" and "Rongsheng" brands. Such payments represented approximately 0.60% and approximately 1.90% of the net tangible asset value of the Group as shown in its 1998 and 1999 consolidated audited accounts respectively, being the relevant latest published audited accounts of the Group at the time of occurrence of the transactions. Such transactions were disclosed in the Company's 2000 Annual Report. The relevant amounts were all paid. For 2001, the amount payable for such advertisements amounted to approximately RMB19,400,000 (approximately HK$18,302,000). Such amount represented approximately 0.5% of the net tangible asset value of the Group as shown in its 2000 consolidated audited accounts, being the relevant latest published audited accounts of the Group at the time of occurrence of the transaction. The Group has already made full payment in respect of such amount.

(i)
Sale of refrigerators to Kelon HEA

In the past, the Group manufactured and sold mini refrigerators through one of its subsidiaries. However, in the year 2000, the Group decided to discontinue such business and decided that such business be taken up by Sanyo Kelon, a company in which the Group has a 44% interest. Since Kelon HEA, a 75% owned subsidiary of GKG, is also engaged in the mini household electrical appliance business and in order to clear the inventory stocks, a small quantity of mini refrigerators were sold by the Group at wholesale prices to Kelon HEA during 2000. The total sales of the mini refrigerators to Kelon HEA amounted to approximately RMB2,096,000 (approximately HK$1,977,000). Such sales represented approximately 0.04% of the net tangible asset value of the Group as shown in its 1999 consolidated audited accounts, being the relevant latest published audited accounts of the Group at the time of occurrence of the transaction. Such transaction was disclosed in the Company's 2000 Annual Report. Kelon HEA has already made full payment in respect of such sales.

(j)
Transactions with Huaao Electrical

It is a normal production requirement that certain electronic spare parts of the Company require further processing and assembling. As Huaao Electrical, a 70% owned subsidiary of GKG, had the necessary expertise and technology, the Group purchased certain materials from Huaao Electrical at market price. As at 14 December 2001, purchases of such materials by the Group from Huaao Electrical amounted to approximately RMB219,029,000 (approximately HK$206,631,000). Such purchases represented approximately 5.4% of the net tangible asset value of the Group as shown in its 2000 consolidated audited accounts, being the relevant latest published audited accounts of the Group at the time of occurrence of the transaction.

The Group also sold electronic spare parts to Huaao Electrical at market prices. During 2000, the Group sold electronic spare parts at value of approximately RMB5,716,000 (approximately HK$5,392,000) to Huaao Electrical. These transactions were disclosed in the Company's 2000 annual report. As at 14 December 2001, the amount of sales to Huaao Electrical by the Company was RMB59,642,000 (approximately HK$56,266,000). Such sales represented approximately 0.1% and approximately 1.5% of the net tangible asset value of the Group as shown in its 1999 and 2000 consolidated audited accounts respectively, being the relevant latest published audited accounts of the Group at the time of occurrence of the transactions.

As at 14 December 2001, the outstanding amount due from the Group to Huaao Electrical was approximately RMB7,120,000 (approximately HK$6,717,000).

(k)
Wangao's import and export business

Wangao, a subsidiary of GKG established in June 2001, had on behalf of Rongsheng Plastics, a subsidiary of the Company, imported materials at cost price and on a non-profit making basis, at a value of RMB2,026,000 (approximately HK$1,911,000). During 2001, the Group's subsidiaries, PRR and Kelon International, also purchased mini household electrical appliances from Wangao at market prices for export purposes. Such purchases amounted to approximately RMB5,729,000 (approximately HK$5,405,000). The above amounts respectively represented approximately 0.05% and 0.14% of the net tangible asset value of the Group as shown in its 2000 consolidated audited accounts, being the relevant latest published audited accounts of the Group at the time of occurrence of the transactions.

(C)
CONNECTED TRANSACTION WITH YK SHAREHOLDING COMMITTEE

(l)
YKKL share transfer

On 5 September 2000, the Company, YK Shareholding Committee, Kelon Refrigerator, YKYL and PRR entered into a share transfer agreement, agreeing to transfer 11.79% interest in YKKL held by YK Shareholding Committee to Kelon Refrigerator. The cash consideration was to be equivalent to the subsequent valuation by an independent valuation company.

YKKL is a sino-foreign equity joint venture company formed in the PRC. Its equity interest was originally held by the Company, YKYL and PRR in the proportion of 42%, 33% and 25% respectively. Pursuant to a PRC court judgment on 2 June 2000, the equity interest held by YKYL (in the process of liquidation) in YKKL was transferred to YK Shareholding Committee. As a shareholder of YKKL, the Company has the right of first refusal in respect of any intended transfer of interest by the other shareholders. Since YK Shareholding Committee indicated its intention to transfer its interest in YKKL and the Group considered the importance of YKKL as the Group's manufacturing base in the North-eastern part of the PRC, the Group decided to enter into the above share transfer.

The independent valuation company for this transaction was 營口金誠資產評估有限責任公司 (Yingkou Jin Cheng Asset Valuation Company Limited) (who is authorised by the Ministry of Finance to carry out asset valuations). The date of valuation was 14 November 2000 and the sale interest was valued at RMB24,753,676.50 (approximately HK$23,353,000). Such amount represented approximately 0.53% of the net tangible asset value of the Group as shown in its 1999 consolidated audited accounts, being the relevant latest published audited accounts of the Group at the time of occurrence of the transaction. This transaction was entered into on the basis of the valuation price and the share transfer process was completed.

YKKL is a subsidiary of the Company and YK Shareholding Committee is a substantial shareholder of YKKL. According to the Hong Kong Listing Rules, YK Shareholding Committee is therefore a connected person of the Company and the said transfer of interest in YKKL constituted a connected transaction. (Based on the Shenzhen Listing Rules, the said transfer of interest is not a connected transaction.)

The above transaction does not involve and is not related to GKG.

(D)
LATEST DEVELOPMENT IN RELATION TO JIA KE ELECTRONICS' ACQUISITION OF GKG'S INTERESTS IN KELON ADVERTISING, KELON HEA, HUAAO ELECTRICAL AND WANGAO

To avoid the occurrence of future connected transactions with Kelon Advertising, Huaao Electrical and Wangao described in sub-paragraphs (h), (j) and (k) above and in consideration of the Company's plans to consolidate its import/export business and to use the household mini electrical appliances business as a platform to market the Company's refrigerators and air-conditioners, the Company through its wholly owned subsidiary, Jia Ke Electronics, entered into sale and purchase agreements with GKG on 26 November 2001 to acquire GKG's entire interest in Kelon Advertising, Kelon HEA, Huaao Electrical and Wangao (collectively, the Service Companies) respectively. The Company had on 27 November 2001 made an announcement in respect of these transactions.

During the process of the transfer of the shares in the Service Companies, Jia Ke Electronics was first made aware that the Court had, on 22 November 2001, issued to the State Administration for Industry and Commerce in Shunde a notice requiring assistance in the enforcement of an order of the Court. The Industrial and Commercial Bank of China, Shunde Branch commenced legal proceedings against GKG following their dispute on a loan agreement entered into between themselves. The Court had made an order that GKG's shareholding interests in the Service Companies be frozen. At the time of entering into the respective sale and purchase agreements with GKG for the acquisition of interests in the Service Companies, the Company was not aware of the Court's freezing order. To date, the transfer of shares in the Service Companies to Jia Ke Electronics is still pending and Jia Ke Electronics has not paid GKG the consideration for its acquisition of interests in the Service Companies.

Since the transfer of shares in the Service Companies could not proceed, the transactions between the Group and Kelon Advertising, Huaao Electrical and Wangao are still ongoing and constitute connected transactions. According to the Listing Rules, those transactions require independent shareholders' approval and the Company intends to apply to the Stock Exchanges for waiver from strict compliance with the Listing Rules and will continue to seek resolution of the share transfer issue. The Company will make a separate announcement on the progress of such matters.

(E)
REMEDIAL ACTIONS TAKEN BY THE COMPANY

The financial management team of the Company formed in December 2000 only discovered at the end of April 2001 that the transactions set out above (those which had already happened at that time) constituted connected transactions after having been alerted by the Company's professional advisers during the course of completing the Company's audit for year 2000 and after having made further investigations. The current Board was informed that, the then existing management of the Company, upon being alerted of such transactions, immediately took the following remedial measures:

1
instructing the auditors to further investigate the details of the transactions so as to allow the Company to report on the transactions appropriately to the Stock Exchanges;

2
requesting the relevant banks to separate the banking facilities between the Group and GKG;

3
tightening internal approval procedures and educating the Group's staff on the Listing Rules requirements to ensure future compliance with the Listing Rules;

4
reported the latest developments of the connected transactions to the Stock Exchanges, the CSRC and the Guangzhou Securities Administration Office of the CSRC on 10 December 2001; and

5
to avoid possible price sensitive information being leaked to the market, the Company, on 14 December 2001, requested the suspension of trading of its shares on the Stock Exchanges; the Company speeded up its audit exercise and has been in discussion with GKG to resolve the matters.

In addition to carrying out an internal audit and reporting to the Stock Exchanges, the Company has been in discussion with GKG on resolving the inter-company account balances and Jia Ke Electronic's acquisition of interests in the Service Companies. The current Board will use its best endeavours to work with GKG on resolving the matters and will make such further announcements on the resolutions to the said matters as soon as possible.

(F)
THE FREEZING OF GKG'S INTERESTS

1
All dividends and entitlements attributable to GKG's 34.06% interest in the issued share capital of the Company for 2001 have been frozen

The Company received from the Court a notice dated 23 November 2001 requesting its assistance in the enforcement of a freezing order. The said notice states that all dividends and entitlements attributable to GKG's 34.06% interest in the Company has been frozen. According to the information provided by GKG, the creditor in respect of such freezing order is The Industrial and Commercial Bank of China, Shunde Branch and the freezing order relates to a dispute on a loan. Since the Company did not plan to distribute any dividends for 2001, the Company considered it unnecessary to make an announcement in respect of the Court's freezing of GKG's entitlements in respect of its shares in the Company.

2 
Status of freezing of GKG's shares in the Company

The Company has recently enquired with the China Securities Depository and Clearing Corporation Limited in respect of the status of the shares held by GKG in the Company. The China Securities Depository and Clearing Corporation Limited revealed that the status of the legal person shares held by GKG in the Company are as set out below:




Creditor 




(information 

Number of
Type of 

provided 
Period of 

Shares
freezing order

by GKG)
freezing order

52,140,000
Judicial freezing
Foshan Intermediate
順德市容桂
22 November 2001 - 


order
People's Court
農村信用
22 November 2002




合作社

204,775,755
(1) Pledge of shares
Greencool
Greencool
from 21 November 2001


(2) Further judicial 
Foshan Intermediate 
順德市容桂
22 November 2001 - 


freezing order
People's Court
農村信用
22 November 2002




合作社

10,000,000
Judicial freezing order
Foshan Intermediate 
中國建設銀
20 November 2001 - 



People's Court
行順德支行
20 November 2002

20,000,000
Judicial freezing order
Guangzhou Intermediate 
BOC
14 November 2001 - 



People's Court

12 November 2002

20,000,000
Judicial freezing order
Guangzhou Intermediate 
BOC
14 November 2001 - 



People's Court

12 November 2002

11,000,000
Judicial freezing order
Guangzhou Intermediate 
BOC
14 November 2001 - 



People's Court

12 November 2002

20,000,000
Judicial freezing order
Guangzhou Intermediate 
BOC
14 November 2001 



People's Court

- 12 November 2002
The information provided by the China Securities Depository and Clearing Corporation Limited did not disclose the reasons for the freezing of the interests in the shares. According to the information provided by GKG, the above freezing orders all relate to disputes on loans.

According to the information provided by GKG, the creditors in respect of the above freezing orders reached a settlement with GKG. In particular, 順德市容桂農村信用合作社, the creditor in respect of the further freezing order on 204,775,755 shares, submitted a cancellation application to Foshan Intermediate People's Court on 27 February 2002 in which it applied for a release of the further freezing order.

(G)
WORKING CAPITAL

As at the date of this announcement, the Group's current working capital is sufficient to support its general day-to-day operations.

(H)
ACQUISITION BY GREENCOOL OF GKG'S 20.64% INTEREST IN THE COMPANY

As at the date of this announcement, the 204,775,755 legal person shares in the Company held by GKG have not been transferred to Greencool. The Board will make a separate announcement on the progress of such matter in accordance with the Listing Rules.

(I)
GENERAL

As the requirements in respect of connected transactions under the respective Listing Rules are not the same, the following supplemental information is required under the Shenzhen Listing Rules:

Place of transactions: transactions referred to in sub-paragraphs (a) - (k) took place in Shunde, Guangdong Province, the PRC. Transaction referred to in sub-paragraph (l) took place in Yingkou, the PRC.

Transactions which require Shareholders' approval pursuant to Clause 7.3.12 of the Shenzhen Listing Rules: transactions referred to in sub-paragraphs (a) - (k).

Breach of the Listing Rules:

Pursuant to paragraph 3.2.1 of Practice Note 19 to the Hong Kong Listing Rules, the Company had a general disclosure obligation to disclose its relevant advance to GKG and its affiliates if such advance exceeded 25% of the Company's net assets. Since as at 14 December 2001 the aggregate of the amounts due from GKG and its affiliates to the Company was RMB1,260,000,000 (approximately HK$1,119,000,000) which exceeded 25% of the Company's net assets, the Company should have made an announcement relating to such information. The Company did not have any agreement with GKG regarding the repayment terms and collateral for such advance. The Company will make a disclosure of such advance in its 2001 annual report in accordance with paragraph 3.8 of Practice Note 19 to the Hong Kong Listing Rules.

Save as disclosed above, the Board considers that there is no general disclosure obligation under paragraphs 3.2.1, 3.3, 3.6, 3.7.1 or 3.7.2 of Practice Note 19 to the Hong Kong Listing Rules as at the date of this announcement.

As the Group had entered into the connected transactions referred to in sub-paragraphs (a) - (l) without fully complying with the disclosure and/or shareholders' approval requirements under the Listing Rules, it has committed breaches of the Listing Rules. The Stock Exchanges have indicated to the Company that they reserve the right to take any action, if appropriate, under the Listing Rules against the Company and/or the responsible Directors.

Composition of the Board for different periods:

The following information is requested by the Hong Kong Stock Exchange:

Period
Executive Directors
Non-executive Directors
Notes

June 1996 to 26 June 1999
Pan Ning (Chairman), 
Fan Zuo Hua, 


Wang Guo Duan, 
Huo Du Fang and 


Chen Ding Bang, 
Li Kwok Wing, Meocre


Chen Fu Xing and 


Cai Shier


26 June 1999 to 18 June 2001
Wang Guo Duan (Chairman), 
Fan Zuo Hua, 
Chen Tong Xing and 


Chen Ding Bang, 
Li Kwok Wing, Meocre, 
Fan Zuo Hua 


Chen Tong Xing, 
Li Bao Guo and 
resigned on 


Cai Shier and 
Dr. Philip Yu Hong Wong
29 June 2001 due to 


Liang Yuan Ying

personal reasons

18 June 2001 to 23 December 2001
Xu Tie Feng (Chairman), 
Li Kwok Wing, Meocre, 


Qu Yunbo, Yu Chor Woon, 
Li Bao Guo, 


Carol, Cai Shier and 
Dr. Philip Yu Hong Wong and 


Li Zhen Hua
Zhang Xusheng

23 December 2001 to present
Gu Chu Jun (Chairman), 
Chen Wen Hui, Yu Xiaoyang and 


Liu Cong Meng, Li Zhen Hua, 
Chan Pei Cheong, Andy


Yan You Song, Zhang Hong and 


Fang Zhi Guo


Additional explanation by the new Board (which was formed since 23 December 2001):

Shareholders/investors should be aware that the information contained in this announcement which relates to the connected transactions referred to in sub-paragraphs (a) - (f) and (h) - (l), are based on a review of the Group's existing financial records. The current Board took measures to verify such information so as to make full disclosure and, to the best of its knowledge and belief, has not discovered any misleading contents or material omissions. However, since the transactions involved were numerous which had taken place over a long period of time and, further, the current Board was only formed for a short period, if the current Board discovers any new information in relation to the above transactions, it will make a further announcement in accordance with the Listing Rules.

Resumption of trading:

The Company requested the suspension of the trading of its shares on the Stock Exchanges on 14 December 2001 pending release of this announcement. The Company has applied to the Stock Exchanges to resume trading of its shares on 14 March 2002.

DEFINITIONS

"Agricultural Bank of China"
Agricultural Bank of China, Shunde Ronggui branch

"Board"
the board of Directors

"BOC"
Bank of China, Guangdong Branch

"China Securities Depository and 
China Securities Depository & Clearing

  Clearing Corporation Limited"
Corporation Limited, Shenzhen Branch

"Company"
廣東科龍電器股份有限公司 (Guangdong Kelon Electrical Holdings Company Limited), a joint stock company incorporated in the PRC with limited liabilities which H shares are listed on the Hong Kong Stock Exchange. A shares and legal person shares are listed on the Shenzhen Stock Exchange

"Court"
Guangdong Province Foshan Town Intermediate People's Court

"CSRC"
China Securities Regulatory Commission

"Directors"
directors of the Company

"GKG"
廣東科龍（容聲）集團有限公司 (Guangdong Kelon (Rongsheng) Group Company Limited), a company established in the State Administration for Industry and Commerce in Shunde, Guangdong as a collectively owned enterprise on 30 January 1996, with a registered capital of RMB30,000,000. The company's scope of business is: the manufacture and sale of air-conditioning equipment, electric heaters, metals for domestic use, plastic products, refrigerators, rice cookers, electric stoves, electric pans, smoke extractor, electric sterilisers, electric toys, freezers, washing machines, electric hot water heaters, burners, exhaust fans, dish washers and other household electrical appliances; the supply of commercial materials within the PRC (excluding products which are subject to a special control or franchise under the policies of the State); electronic technical service, information advisory service, exhibition activities; design production and release of advertisements within the PRC and acting as agent for advertisements within and outside the PRC (carried out by a subsidiary of the company). The registered address of GKG is No. 8, Ronggang Road, Ronggui, Shunde and its legal representative is Liang Yong Peng.

"Greencool"
順德市格林柯爾企業發展有限公司 (Greencool Enterprise Development Company Limited)

"Group"
the Company together with its subsidiaries

"HK$"
Hong Kong dollars, the lawful currency of Hong Kong

"Hong Kong"
The Hong Kong Special Administrative Region of the PRC

"Hong Kong Listing Rules"
Rules Governing the Listing of Securities on the Hong Kong Stock Exchange

"Hong Kong Stock Exchange"
The Stock Exchange of Hong Kong Limited

"Huaao Electrical"
順德市華傲電子有限公司 (Huaao Electrical Company Limited), 70% of which shares is owned by GKG, therefore a connected person of the Company pursuant to the Listing Rules

"Jia Ke Electronics"
順德市嘉科電子有限公司 (Shunde Jia Ke Electronics Company Limited), 100% of which shares is directly or indirectly owned by the Company

"Kelon Advertising"
順德市科龍廣告有限公司 (Kelon Advertising Company Limited), 80% of which shares is owned by GKG, therefore a connected person of the Company pursuant to the Listing Rules

"Kelon Air-Con"
廣東科龍空調器有限公司 (Guangdong Kelon Air-Conditioner Co., Ltd.), 60% of which shares is owned by the Company

"Kelon HEA"
順德市科龍家電有限公司 (Shunde Kelon Household Electrical Appliance Company Limited), 75% of which shares is owned by GKG, therefore a connected person of the Company pursuant to the Listing Rules

"Kelon International"
科龍國際有限公司 (Kelon International Inc.), a company incorporated in the British Virgin Islands, 100% of which shares is indirectly owned by the Company

"Kelon Refrigerator"
廣東科龍冰箱有限公司 (Guangdong Kelon Refrigerator Co., Ltd.), 100% of which shares is owned directly or indirectly by the Company

"Listing Rules"
the Hong Kong Listing Rules and the Shenzhen Listing Rules

"PRR"
廣東珠江冰箱有限公司 (Pearl River Electric Refrigerator Company Ltd), 100% of which shares is indirectly owned by the Company

"PRC"
Peoples' Republic of China, excluding Hong Kong, the Macau Special Administrative Region and Taiwan

"RMB"
Renminbi, the lawful currency of the PRC

"Rongsheng Plastics"
順德容聲塑膠制品廠有限公司 (Shunde Rongsheng Plastics Products Company Limited), 70% of which shares is directly or indirectly owned by the Company

"Sanyo Kelon"
三洋科龍冷櫃有限公司 (Sanyo Kelon Refrigerator Company Limited), 44% of which shares is owned by the Company

"Shareholders"
holders of shares of the Company

"Shenzhen Listing Rules"
The Rules Governing the Listing of Securities on the Shenzhen Stock Exchange

"Shenzhen Stock Exchange"
The Stock Exchange of Shenzhen, PRC

"Stock Exchanges"
The Hong Kong Stock Exchange and the Shenzhen Stock Exchange

"Wangao"
順德市萬高進出口有限公司 (Shunde Wangao Import and Export Company Limited), 80% of which shares is owned by GKG, therefore a connected person of the Company pursuant to the Listing Rules

"YKKL"
營口科龍冰箱有限公司 (Yingkou Kelon Refrigerator Company Limited), 78.79% of which shares is directly or indirectly owned by the Company

"YK Shareholding Committee"
營口營龍持股會 (Yingkou Kelon Shareholding Committee)

"YKYL"
營口營冷（集團）有限責任公司 (Yingkou Yinglang (Group) Company Limited)

By the Order of the Board

Guangdong Kelon Electrical Holdings Company Limited

Liu Cong Meng

Vice Chairman

Shunde, Guangdong, PRC, 13 March 2002

Note:
In this announcement, Renminbi has been converted into Hong Kong dollars at the rate of HK$1 = RMB1.06 for indication purpose only.

"Please also refer to the published version of this announcement in the Hong Kong i-mail"
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