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PROPOSED MAJOR AND CONNECTED TRANSACTION:

ACQUISITION OF GUANGZHOU WENCHONG SHIPBUILDING LIMITED

CONTINUING CONNECTED TRANSACTIONS AND POSSIBLE CONTINUING CONNECTED TRANSACTIONS:

SUPPLEMENTAL AGREEMENT AND CONDITIONAL SUPPLEMENTAL AGREEMENT TO 2007 FRAMEWORK AGREEMENT

PROPOSED RIGHTS ISSUE OF A SHARES AND H SHARES

PROPOSED CHANGE OF COMPANY NAME AND CORRESPONDING AMENDMENTS TO THE ARTICLES OF ASSOCIATION

	Proposed major and connected transaction: Proposed Acquisition

CSSC has notified the Board that CSSC had on 27 June 2008 commenced a public listing of assets for transfer and tender process in accordance with PRC law to dispose of the Sale Interest.  The Board had in turn on 30 June 2008 resolved to acquire the Sale Interest.  If the Proposed Acquisition materializes, it would constitute a major and connected transaction for the Company under the Hong Kong Listing Rules.   

Continuing connected transaction: Supplemental Agreement to 2007 Framework Agreement

On 30 June 2008, the Company entered into the Supplemental Agreement to the 2007 Framework Agreement with CSSC to increase the annual cap amounts on non-exempt continuing connected transactions for the two years ending on 31 December 2008 and 2009, due to the Group’s anticipated expanded business volume and certain unforeseen events.  The Supplemental Agreement is subject to Independent Shareholders’ approval.
Possible continuing connected transaction: Conditional Supplemental Agreement to 2007 Framework Agreement

The Directors expect that certain existing transactions between the Wenchong Group and the CSSC Group would continue after completion of the Proposed Acquisition (if it materializes) and which would constitute non-exempt continuing connected transactions of the Company under rule 14A.35 of the Hong Kong Listing Rules.  These transactions are of an operating nature and would fall under the scope of, but exceed the annual cap amounts provided in, the 2007 Framework Agreement.  Therefore, on 30 June 2008, the Company entered into the Conditional Supplemental Agreement which increases the annual cap amounts for the two years ending on 31 December 2008 and 2009 under the 2007 Framework Agreement (as amended by the Supplemental Agreement, if approved by the Independent Shareholders) to take into account the effect of the Proposed Acquisition, should it materialize.  The Conditional Supplemental Agreement is subject to Independent Shareholders’ approval and will only come into effect upon completion of the Proposed Acquisition.     

Proposed Rights Issue of A Shares and H Shares

The Board also resolved on 30 June 2008 to finance the Proposed Acquisition by the Proposed Rights Issue, on the basis of 3 Rights Shares for every 10 existing Shares.  The Proposed Rights Issue comprises the A Share Rights Issue and the H Share Rights Issue.  On the basis of 337,279,580 A Shares and 157,398,000 H Shares in issue as at the date of this announcement and assuming no change in the share capital of the Company between the date of this announcement and the Record Date and that all the Rights Shares are taken up, the Company expects to allot and issue 101,183,874 A Shares and 47,219,400 H Shares under the Proposed Rights Issue.  A further meeting of the Board will be convened as soon as practicable after CSRC approval of the Proposed Rights Issue to determine the Subscription Price, expected timetable, trading arrangements, book closure dates, Record Date, underwriting arrangement and other relevant details of the Proposed Rights Issue, which will be published in the Rights Issue Announcement and the H Share Rights Prospectus.  

Proposed change of company name and corresponding amendments to the articles of association

The name of the Company is proposed to be changed from 广州广船国际股份有限公司 Guangzhou Shipyard International Company Limited to 广州中船国际股份有限公司 Guangzhou CSSC International Company Limited, with corresponding amendments to its articles of association.   
Implications under the Hong Kong Listing Rules

If the Proposed Acquisition materializes on the basis of the consideration in the Conditional Equity Transfer Agreement, each of the applicable percentage ratios (as defined in rule 14.07 of the Hong Kong Listing Rules) will be 25% or more, the Proposed Acquisition would thus constitute a major transaction of the Company under the Hong Kong Listing Rules.  As CSSC is the controlling shareholder of the Company, the Proposed Acquisition would also constitute a connected transaction of the Company under the Hong Kong Listing Rules.  Therefore, the Proposed Acquisition is subject to the reporting, announcement and independent shareholders’ approval requirements under Chapters 14 and 14A of the Hong Kong Listing Rules.  

The Supplemental Agreement and the Conditional Supplemental Agreement increase the annual cap amounts approved by Independent Shareholders pursuant to rule 14A.35 of the Hong Kong Listing Rules, and are thus subject to re-compliance with the reporting, announcement and independent shareholders’ approval requirements pursuant to rule 14A.36 of the Hong Kong Listing Rules.   

The Proposed Rights Issue is subject to approval of the Independent Shareholders, the Independent A Shareholders and the Independent H Shareholders by way of special resolution pursuant to PRC law.

An independent board committee comprising all the independent non-executive Directors will be constituted to advise the Independent H Shareholders in respect of the resolutions to approve the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the H Share Rights Issue.  Dao Heng Securities Limited has been appointed as the independent financial adviser to advise the independent board committee and the Independent H Shareholders on whether the terms of the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the H Share Rights Issue are fair and reasonable so far as the Independent H Shareholders are concerned.   

EGM and Class Meetings

The Company has applied to the Stock Exchange for a waiver from strict compliance with rules 13.73 and 14.41 of the Hong Kong Listing Rules.  Notices convening the EGM and the H Shareholders Class Meeting will be issued as soon as possible.  A circular containing the further information required pursuant to the Hong Kong Listing Rules will be despatched to the H Shareholders as soon as practicable.

As CSSC is a connected person and the counterparty in the Proposed Acquisition, the Supplemental Agreement and the Conditional Supplemental Agreement, and has a material interest which is different from the other Shareholders in the Proposed Rights Issue, pursuant to the Hong Kong Listing Rules and relevant PRC laws and regulations, CSSC and its associates (if any) will abstain from voting on all resolutions on the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the Proposed Rights Issue at the EGM and the Class Meetings.

Shareholders and potential investors should note that the current intention in respect of the Proposed Acquisition and the Proposed Rights Issue may or may not materialize, and are advised to exercise caution when trading in the Shares.




THE PROPOSED ACQUISITION

The Proposed Acquisition

CSSC, the controlling shareholder of the Company, has notified the Board that CSSC had on 27 June 2008 commenced a public listing of assets for transfer and tender process in accordance with PRC law to dispose of the Sale Interest.  The Board had in turn on 30 June 2008 resolved to acquire the Sale Interest so that Wenchong becomes a wholly-owned subsidiary of the Company.

CSSC is a State-authorized investment institution directly supervised and administered by SASAC and its assets are therefore State-owned assets.  CSSC is required by PRC regulatory requirements relating to the sale of state-owned assets to put the Sale Interest up for sale through a public listing of assets for transfer and tender process.  Pursuant to the relevant PRC regulations, the listing of assets for transfer process was initiated by CSSC through the appointment of China Beijing Equity Exchange (北京产权交易所) (the “Equity Exchange”) to make the public announcement that the Sale Interest is listed for transfer and to handle the listing of assets for transfer process for the sale of the Sale Interest.  The listing of assets for transfer period is 20 working days and expires on 24 July 2008.  If at the end of the listing of assets for transfer period more than one qualified interested transferee registers for the Sale Interest, it may be put up for auction, tender/bidding, online auction or other competitive process.  If at the end of the listing of assets for transfer period only one qualified interested transferee registers for the Sale Interest, the parties are allowed to enter into agreement by way of negotiations.  

The public announcement made by the Equity Exchange listed certain qualifications for registration as qualified interested transferees, including minimum registered capital, net assets value, turnover and profit benchmarks.   The Directors are of the opinion that the Company fulfils all the qualifications and will register the Company as a qualified interested transferee within the listing of assets for transfer period.  The Company intends to enter into the Conditional Equity Transfer Agreement with CSSC if the Company is the only qualified interested transferee registered for the Sale Interest at the end of the listing of assets for transfer period.  The Company and CSSC may not enter into the Conditional Equity Transfer Agreement if the Company is not the only qualified interested transferee registered for the Sale Interest at the end of the listing of assets for transfer period, a further announcement will be made by the Company in such event.  
The Conditional Equity Transfer Agreement

	Date:
	On or about 5 August 2008

	

	Effective date:


	The date on which the capital verification report on receipt by the Company of the proceeds of the Proposed Rights Issue is issued.  



	Parties:
	CSSC as vendor and the Company as purchaser



	Target:
	the Sale Interest



	Consideration and payment:


	Not more than RMB 3,100,000,000 (approximately HK$3,472,000,000), to be paid in two instalments, comprising a deposit of RMB50 million (approximately HK$56,000,000) which is payable by the Company to the Equity Exchange upon registration as a qualified interested transferee, and the balance payable to the Equity Exchange in one lump sum in cash.  



	Conditions precedent:


	Completion is conditional on all of the following being fulfilled or deemed to have been fulfilled:

(i)
CSSC having completed all approval or filing procedures required by law in respect of the transfer;

(ii)
the public listing of assets for transfer and tender process for transfer of the Sale Interest having been completed;

(iii)
the Company having obtained all approvals or authority required by law and its articles of association in respect of the transfer, including Independent Shareholders’ approval of the Proposed Acquisition;

(iv)
the Company having undertaken that the existing employment contracts of Wenchong with its employees will continue to be implemented upon completion;

(v)
the Proposed Rights Issue and application of proceeds to the Proposed Acquisition having been approved by the Independent Shareholders at the EGM and the Class Meetings;

(vi)
SASAC having approved CSSC to take up its entitlement under the Proposed Rights Issue;

(vii)
CSRC having approved the Proposed Rights Issue, other PRC approvals and filings as required under PRC law having been obtained or completed; 

(viii)
the Listing Committee of the HKEX having granted the listing of, and permission to deal in, the H Rights Shares in both nil-paid and fully-paid forms; and

(ix)
the capital verification report on receipt by the Company of the proceeds of the Proposed Rights Issue having been issued.  



	Completion:


	The following events shall take place from the date on which all the conditions precedent are fulfilled or deemed to have been fulfilled:

(i)
the Company shall pay the balance of the consideration to the Equity Exchange within three working days;

(ii)
the parties shall apply to the Equity Exchange for the issue of the equity transfer confirmation in respect of the Sale Interest, and CSSC shall procure Wenchong to apply for registration of change of shareholder with the relevant administration for industry and commerce bureau within 30 working days of issue of the equity transfer confirmation;

(iii) 
CSSC shall hand over operation and management control, and deliver all assets, title certificates, seals and stamps, books and papers and other materials, of the Wenchong Group to the Company during the period pending registration of change of shareholder with the relevant administration for industry and commerce bureau; and

 (iv)
the Company shall be entitled to the shareholder rights in relation to Wenchong upon payment of the balance of the consideration.



	Governing law:


	PRC law

	Other material terms:


	None.  The Company will make a further announcement if the Conditional Equity Transfer Agreement when entered into contains material terms other than as disclosed in this announcement, or if any of the terms disclosed in this announcement are changed in any material respect when the Conditional Equity Transfer Agreement is entered into.  The Company will comply with the requirements under rules 14.42, 14.43 and 14A.49 of the Hong Kong Listing Rules accordingly.    




The consideration was arrived at after arm’s length negotiations taking into consideration various factors including the market trading multiples benchmarks of comparable listed shipbuilding companies globally such as price-to-earnings multiples, price-to-book multiples and enterprise value-to-order book multiples, the asset quality of Wenchong, including its industry position, competitive advantages, financial results and performance, growth prospects and earnings potential, PRC regulatory requirements including the public listing of assets for transfer and tender process and the PRC Appraisal Report, the potential synergies and strategic advantages expected to accrue to the benefit of the Group, the outlook for global and Chinese shipbuilding industries, and the interests of the A Shareholders and the H Shareholders of the Company as a whole.  The comparables have been selected based on factors including market capitalization, industry position and product mix.  
The consideration will be funded by the Proposed Rights Issue.  If the net proceeds of the Proposed Rights Issue are less than the consideration, the difference will be funded by internal resources of the Group.

The Conditional Equity Transfer Agreement does not restrict the subsequent sale of Wenchong by the Company. 

The Company has applied for a waiver from strict compliance with rule 14A.47 of the Hong Kong Listing Rules in relation to the Proposed Acquisition as the Conditional Equity Transfer Agreement had not been entered into on the date of this announcement.

INFORMATION ON THE GROUP

The Company, reformed from Guangzhou Shipyard, was founded in 1993 and is the biggest modern integrated shipbuilding enterprise in southern China parented by CSSC, enjoying autonomy in export and import operations.

The Group’s core business is shipbuilding, focusing on building and exploiting handy size vessels and has entered into the high tech shipbuilding market of Ro/Ro ships, Ro/Ro passenger vessels and semi-submersible heavy lift vessels.  The Group adheres to a policy of market and client orientation, and has formed several main businesses including shipbuilding, large-size bridges and building steel structures and electro-mechanical equipment production.

The Company has gained ISO9001, GJB/Z9002 Quality Certificate, GJB9001A-2001 Standard Certificate, National Confidential Certificate and Weapon Research & Product Certificate by National Defense Science and Technique Bureau and Occupational Health & Safety Management System Certificate and Environmental Management System Certificate issued by British Lloyds Society Quality Assurance Ltd. In 2007, the Company was honored as a “high-tech enterprise” awarded by Guangdong Science and Technology Agency.

INFORMATION ON WENCHONG

Wenchong is an important shipbuilding enterprise in southern China under the control of CSSC.  It was established in 1981 upon registration with the Administration for Industry and Commerce, and was converted into a limited liability company by way of conversion of debt into equity in 2001, with a registered capital of RMB 811,420,000, to which CSSC contributed approximately 76.95% by way of contribution in kind.  CSSC purchased the shareholding of the remaining shareholders in 2007 for an aggregate consideration of RMB 244,108,400.  The current registered capital of Wenchong is RMB 802,050,000, held in the entirety by CSSC.   

The major business of Wenchong is building small to mid-sized vessels, its major products are cargo ships, dredging vessels, oil tankers and multi-purpose vessels.  Wenchong has one wholly-owned subsidiary, Guangzhou Wenchong Shipbuilding Panyu Shipyard (广州文冲船厂番禺分厂), with a registered capital of RMB 3,000,000  (approximately HK$3,360,000), and engaging primarily in manufacturing and processing of ships, auxiliary ships and steel structures.   

According to the public announcement that the Sale Interest is listed for transfer issued by the Equity Exchange, the audited consolidated operating income, total profits and net profits attributable to shareholders of the Wenchong Group for the year ended 31 December 2007 prepared under PRC GAAP were approximately RMB 3,185,497,300, RMB 892,047,400 and RMB 625,617,500 respectively; the audited total assets and net assets values of the Wenchong Group as at 31 May 2008 prepared under PRC GAAP were approximately RMB 7,813,285,200 and RMB 1,572,508,500 respectively; and the PRC qualified assets appraisal firm appointed by CSSC to value Wenchong as required under PRC law has appraised the value of Wenchong as at 31 May 2008 at approximately RMB 3,041 million.  Shareholders and potential investors are recommended to exercise caution in relying on the information in this paragraph, which is required to be prepared under PRC requirements.  The Company will issue an announcement in accordance with rule 13.09(2) if and when further information in respect of the PRC Appraisal Report is published in accordance with PRC laws and regulations.  

The PRC Appraisal Report was not prepared on the same bases as a formal profit forecast, and does not comply with the standards required under rule 14.62 of the Hong Kong Listing Rules, as analysed below:  


(i)
while the directors of Wenchong have provided information to the PRC Valuer to assist with the preparation of such valuation, neither they nor the Directors had any influence on the PRC Valuer as an independent firm in the preparation of such valuation, the PRC Valuer made assumptions and exercised its professional judgment in reaching the final appraisal value in the PRC Appraisal Report independent of the directors of Wenchong and of the Company;

(ii)
the projected cash flows of Wenchong were based on industry operating data and not exclusively on the operating data of Wenchong;

(iii)
the projected cash flows of Wenchong were based on accounts prepared under PRC GAAP while formal profit forecasts in compliance with the Hong Kong Listing Rules are required to be prepared under HKFRS or IFRS; and

(iv)
the projected cash flows were prepared on the assumption that Wenchong will operate on a normalized basis, without consideration of foreseeable events and their effects, e.g. possible synergy benefits were not taken into account.
The Company will in the circular to be despatched to H Shareholders include a formal profit forecast under HKFRS for the Group as enlarged by Wenchong for the period ending on December 31, 2008, on the assumption that the acquisition was completed before December 31, 2008 and accounted for using merger accounting for common control combinations in accordance with the Group’s accounting policies.  The Directors do not foresee any difficulty with complying with rule 14.62 of the Listing Rules in relation to the formal profit forecast.  The Company will make a further announcement when the formal profit forecast under HKFRS is issued. 

The unaudited consolidated net profits before taxation of the Wenchong Group prepared under HKFRS were approximately RMB 420,713,000 (approximately HK$ 471,198,560) and RMB 842,079,000 (approximately HK$ 943,128,480) respectively for the two years ended 31 December 2006 and 2007.  The unaudited consolidated net profits after taxation of the Wenchong Group prepared under HKFRS were approximately RMB 272,616,000 (approximately HK$ 305,329,920) and RMB 588,325,000 (approximately HK$ 658,924,000) respectively for the two years ended 31 December 2006 and 2007.  The unaudited net assets value of Wenchong prepared under HKFRS as at 31 December 2006 and 2007 were approximately RMB 1,186,817,000 (approximately HK$ 1,329,235,040) and 1,771,499,000 (approximately HK$ 1,984,078,880).    
REASONS FOR AND BENEFITS OF THE PROPOSED ACQUISITION

The major product of the Group is handy-sized liquid cargo ships, while the major products of Wenchong are handy-sized specialized vessels.  With acquisition of the Wenchong Group, the Group will have a full range of product lines in the handy-sized vessel market, including liquid cargo ships, container ships, Ro/Ro passenger ships, semi-submersibles, dredging vessels and small oil tankers, which is expected to diversify product offerings and sources of revenue, and improve competitiveness and market share of the Group in the handy-sized vessel segment, thereby consolidating the Group’s position as market leader of the domestic shipbuilding industry.

The many new entrants to the shipbuilding industry in recent years have created a shortage of labour supply and production facilities.  The production bases of the Group and Wenchong are geographically close, and their facilities, products and technology have a high degree of interchangeability.  Acquisition of Wenchong will improve timely deployment of labour resources and optimal usage of production facilities within the Group, thus increasing operational efficiency.  Synergies in many aspects of the Group’s operation, from production, technology, sales, purchases, staffing, organizational structure to funding, will be created.  

The production capacity of the Group will be doubled by the acquisition of the Wenchong Group, bringing with it economies of scale, increased market share, bargaining power, higher risk tolerance and other benefits.
The domestic shipbuilding industry has been expanding at an exponential rate which the Directors believe will inevitably result in consolidations within the market.  The Company has a competitive advantage over many of its competitors in that its Shares are listed on both the HKEX and the Shanghai Stock Exchange, which provides a strong platform for capital financing.  Acquisition of the Wenchong Group would bolster the assets and operations of the Group, which would in turn be conducive to future funding requirements.  

The Directors therefore believe that the Proposed Acquisition on the basis of the Conditional Equity Transfer Agreement is fair and reasonable and in the interests of the Company and the Shareholders as a whole.

SUPPLEMENTAL AGREEMENT TO 2007 FRAMEWORK AGREEMENT
The principal businesses of the Group are shipbuilding, ship repairing, and steel structure and other electrical and mechanical manufacturing.  The business of the CSSC Group includes shipbuilding, ship repairing, manufacturing and import/export of marine equipment, diversified business such as other steel structure manufacturing and international cooperation, joint venture, financing, technology trading and exchange workforce exportation.

Reference is made to the announcement of the Company made on 22 November 2006 and the circular to Shareholders dated on 8 December 2006 which contained certain particulars of the 2007 Framework Agreement, providing for continuing connected transactions of an operating nature between the Group and the CSSC Group for the three years from 1 January 2007 to 31 December 2009.  The 2007 Framework Agreement and annual caps for the three years from 1 January 2007 to 31 December 2009 were approved by Independent Shareholders on 20 December 2006. 

The transactions are:

Products and services provided by the Group to the CSSC Group:

(a) electrical and mechanical engineering equipment, and metallic materials, primarily complete set or accessories of electrical and mechanical engineering equipment, steel products, non-ferrous metal products, and other electrical equipment for use on ships;

(b) utilities, primarily supply of wind, water and electrical power; and

(c) labour supply, and design and technology services, primarily supplying short-term labourers, ship-building and ship-repairing services in times of labour shortage of the CSSC Group while the Company has temporary excess labour supply, and providing design and related technology services to the CSSC Group relating to ship-building products and other projects.

Products and services provided by the CSSC Group to the Group:

(d) electrical and mechanical engineering equipment, and metallic materials, primarily complete set or accessories of electrical and mechanical engineering equipment, steel products, non-ferrous metal products, and other materials and resources; and ship-building accessories and equipment for use on ships; 

(e) labour supply, and design and technology services, primarily supplying short-term labourers, and ship-repairing services to the Group during the Group’s high production season, and utilizing cabin cleaning services of the CSSC Group to save costs, and providing design and related technology services to the Group relating to ship-building products and other projects to satisfy the requirements of progress of production;

(f) financial services in maintaining deposits with and loans from a finance company in the CSSC Group;

(g) guarantees or mortgages in respect of the Group’s borrowing or operating activities when required; and

(h) agency services, primarily to take advantage of the CSSC Group’s reputation and bargaining power in selling the Group’s ships and purchasing materials for the Group.

Due to the Group’s anticipated expanded business volume and certain unforeseen events, it is expected that the amount of fees for all of the above categories of transactions except category (b), (d), (f) and (g) for 2008, and all of the above categories of transactions except category (g) for 2009, may exceed the respective cap amounts as earlier determined.  On 30 June 2008, the Company entered into the Supplemental Agreement with CSSC which increases the annual cap amounts for the two years ending on 31 December 2008 and 2009 approved by Independent Shareholders pursuant to rule 14A.35 of the Hong Kong Listing Rules to those set out in the table in the sub-section headed “Proposed annual caps” in this section below, and is thus required to re-comply with the reporting, announcement and independent shareholders’ approval requirements pursuant to rule 14A.36 of the Hong Kong Listing Rules.  No other changes are proposed to be made to the 2007 Framework Agreement, in particular, the pricing bases for all of the categories of transactions remain unchanged from those stated in the announcement of the Company made on 22 November 2006 and the circular to Shareholders dated on 8 December 2006.  

Historical amounts

The table below sets out the historical amount of each category of these transactions between the Group and the CSSC Group for the year ended 31 December 2007 and the five months ended 31 May 2008 respectively, the estimated amount for the year ending on 31 December 2008, and the annual cap amounts for the three years ended 31 December 2007, 2008 and 2009 under the 2007 Framework Agreement:

Unit: RMB million

	Transaction


	Historical caps
	Historical figures

	
	For the year ended 31 December 2007


	For the year ending on 31 December 2008


	For the year ending on 31 December 2009


	For the year ended 31 December 2007
               


	For the five months ended 31 May 2008

	Expected amount for the year ending on 31 December 2008



	Products and services provided by the Group to CSSC Group:



	(a) electrical and mechanical engineering equipment and metallic materials


	93.90
	210.21
	110.93
	66.77 

(Note 1)
	3.94
	270.21

	(b) utilities


	6.30
	7.25
	8.33
	2.57

(Note 1)


	0.92
	7.25 

	(c) labour supply, design and technology services


	95.66
	148.57
	158.19
	59.67

(Note 1)
	16.96
	173.57

	Products and services provided by the CSSC Group to the Group:



	(d) electrical and mechanical engineering equipment and metallic materials, ship-building accessories and equipment for use on ships


	583.27
	635.67
	689.01
	186.34

(Note 2)
	74.73
	565.67

	(e) labour supply, design and technology services


	155.57
	132.91
	152.84
	43.12

(Note 2)


	18.61
	142.91

	(f)(i) aggregate interest on deposits for the year


	0.25
	0.25
	0.25
	0.24


	0.06
	0.25 

	(f)(ii) aggregate interest on loans for the year


	6.00
	6.00
	6.00
	0

(Note 3)


	0

(Note 3)


	6.00 

	(g) interest on guarantees


	20.00
	20.00 
	20.00
	11.86
	3.79
	20.00 

	(h)(i) sales agency fees


	54.00
	62.10
	71.42
	43.62
	17.01
	67.10

	(h)(ii) purchase agency fees
	15.72
	18.08
	20.79
	3.73

(Note 2)
	2.59
	18.91


Notes:

1.
The schedule for the new shipbuilding base of CSSC Guangzhou Nansha Longxue Construction Development Co., Ltd. (广州中船南沙龙穴建设发展有限公司) has been delayed, hence the Group supplied less electrical and mechanical engineering equipment and metallic materials, labour services, ship design and technology related services to the CSSC Group for the year ended 31 December 2007 than originally contemplated.

2.
The CSSC Group’s internal demand for these products and services increased sharply and there was thus less surplus for providing to the Group.  Purchase agency fees were correspondingly less than expected.

3.
The Group had relatively good cashflow so there was no need to borrow from the CSSC Group.

Proposed annual caps

The proposed annual caps for each of the two years ending on 31 December 2008 and 2009 for these transactions between the Group and CSSC Group are set out in the following table:

Unit: RMB million

	Transaction


	Annual cap for the year ending 31 December 2008

	Annual cap for the year ending 31 December 2009


	Products and services provided by the Group to CSSC Group:



	(a) electrical and mechanical engineering equipment and metallic materials


	270.21
	324.25

	(b) utilities


	7.25 (unchanged)
	8.70

	(c) labour supply, design and technology services


	173.57
	208.28

	Products and services provided by the CSSC Group to the Group:



	(d) electrical and mechanical engineering equipment and metallic materials, ship-building accessories and equipment for use on ships


	565.67
	1011.74

	(e) labour supply, design and technology services


	142.91
	187.39

	(f)(i) aggregate interest on deposits for the year


	0.25 (unchanged)
	1.50

	(f)(i) aggregate interest on loans for the year


	6.00 (unchanged)
	7.10

	(g) interest on guarantees


	20.00 (unchanged) 
	20.00 (unchanged)

	(h)(i) sales agency fees


	67.10
	80.52

	(h)(ii) purchase agency fees
	18.91







   
	20.99



	Total:


	1,271.87
	1,870.47


In respect of transaction categories (a), (b) and (c), the main reason for increase of the annual cap for the year ending on 31 December 2008 is the delayed schedule for the new shipbuilding base of CSSC Guangzhou Nansha Longxue Construction Development Co., Ltd. (广州中船南沙龙穴建设发展有限公司), hence most of the Group’s planned supply for the year ended 31 December 2007 of electrical and mechanical engineering equipment and metallic materials, labour services, ship design and technology related services to the CSSC Group is now expected to be supplied in the year ending on 31 December 2008.  Further, the Group received an unexpected order for a 600-ton crane due to an accident on the premises of Hudong-Zhonghua Shipbuilding (Group) Co. Ltd.沪东中华造船（集团）有限公司.  The cap amount for the year ending on 31 December 2009 represents a 20% per annum increase based on the current production schedule of the Group.  

In respect of transaction category (d), the Group’s expansion into the Ro/Ro passenger ship business will increase its demand for certain electrical and mechanical engineering equipment and metallic materials, ship-building accessories and equipment for use on ships, however the CSSC Group’s internal demand for such equipment and materials is such that it will be able to provide less of these materials to the Group as originally contemplated, thus reducing the overall annual cap for the year ending on 31 December 2008.   The increase of the annual  cap for the year ending on 31 December 2009 is primarily due to the Group’s demand for certain specialized equipment and materials with the Group’s expansion into the semi-submersible vessels sector.
In respect of transaction category (e),  the increase in the annual cap for the year ending on 31 December 2008 is primarily due to the Group’s demand for the CSSC Group’s expertise with the Group’s expansion into the Ro/Ro passenger ship business.  The increase of the annual  cap for the year ending on 31 December 2009 is primarily due to the Group’s demand for the CSSC Group’s expertise with the Group’s expansion into the semi-submersible vessels sector, and expansion of the Group’s steel structure and machinery business.
In respect of transaction category (f), aggregate interest on deposits is expected to increase for the year ending on 31 December 2009 as the Company intends to transfer its surplus funds from current savings account to longer term deposits at higher interest rates, aggregate interest on loans is expected to increase for the year ending on 31 December 2009 as the Directors believe the government may further increase interest rates.  

In respect of transaction category (h), more shipbuilding contracts than anticipated and efficiency of the Group’s production processes is enabling the Group to sell more ships quicker, thereby correspondingly increasing the amount of sales agency fees for the year ending on 31 December 2008. The cap amount for the year ending on 31 December 2009 represents a 20% per annum increase based on the current production schedule of the Group.  The amount of purchase agency fees for the year ending on 31 December 2008 is expected to increase due to interest payable thereon as the Company hedges against appreciation of certain foreign currencies.  The cap amount for the year ending on 31 December 2009 is based on the planned production schedule. 
CONDITIONAL SUPPLEMENTAL AGREEMENT TO 2007 FRAMEWORK AGREEMENT
The Directors expect that certain existing transactions between the Wenchong Group and the CSSC Group would continue after completion of the Proposed Acquisition (if it materializes) and which would constitute non-exempt continuing connected transactions of the Company under rule 14A.35 of the Hong Kong Listing Rules.  These transactions are of an operating nature and would fall under the scope of, but exceed the annual cap amounts under, the 2007 Framework Agreement. 

A brief description of the background of these transactions is set out below:

Wenchong Group has been providing the following products and services to CSSC Group:

(a) Electrical and mechanical engineering equipment and metallic materials: in 2006 and 2007, Wenchong predominantly sold these products at cost to Guangzhou CSSC Yuanhang Wenchong Shipbuilding Engineering Company Limited广州中船远航文冲船舶有限公司 (“CSSC Yuanhang”), of which Wenchong was a shareholder at the time.  Wenchong no longer supplies these products to CSSC Yuanhang but is providing and expects to provide these products to other members of the CSSC Group pursuant to certain construction projects in 2008 and 2009.

(b) Utilities: pursuant to a comprehensive services agreement entered into between Wenchong and CSSC in connection with CSSC Yuanhang, the supply of water and electrical power to CSSC Yuanhang is to be provided by Wenchong on the basis of cost plus management fee.

(c) Labour supply, design and technology services: these services mainly included labour services, measuring instruments inspection services and miscellaneous labour provided to CSSC Yuanhang under the comprehensive services agreement as well as rental of production premises provided during the transitional period upon initial establishment of CSSC Yuanhang.  Rental  of production premises has since been discontinued.   

CSSC Group has been providing the following products and services to Wenchong Group:

(d) Electrical and mechanical engineering equipment and metallic materials: Wenchong Group has established a long term cooperation relationship with certain subsidiaries of CSSC which specialize in electrical and mechanical engineering equipment and metallic materials and provide them to Wenchong Group, for example, China CSSC Holdings Limited (中国船舶工业股份有限公司) (previously Hudong Heavy Machinery Company Limited (沪东重机股份有限公司)) provides the Wenchong Group with ship engines, CSSC Nanjing Luzhou Machinery Company Limited （南京中船绿洲机器有限公司）, cranes and anchor winches, South China Marine Machinery Company Limited （中船华南船舶机械公司）, gantry top-running cranes and Zhenjiang CME Company Limited （镇江中船设备有限公司）, generators.

(e) Labour supply, design and technology services: the production scale of Wenchong Group has increased in recent years along with the rapid growth of the shipbuilding industry.  Wenchong Group has entrusted certain subsidiaries of CSSC with the production of hatches and sections processing due to limitation of production space.

(f) Deposits: the internal financial policy of CSSC Group requires the funds and capital of each of the members of the CSSC Group to be centrally managed by CSSC Financial Company Limited (中船财务公司), a finance company in the CSSC Group.  
(g) Guarantees: these were mainly guarantees issued by CSSC in connection with export seller’s credit obtained from banks to minimize the Wenchong Group’s exposure to foreign exchange fluctuation.
(h) Agency services: Wenchong Group primarily takes advantage of the CSSC Group’s reputation and bargaining power in selling Wenchong Group’s ships and purchasing materials for Wenchong Group.
Historical amounts

The table below sets out the historical amount of each category of these transactions between the Wenchong Group and the CSSC Group for the three years ended 31 December 2005, 2006 and 2007 respectively:

Unit: RMB million 

	Transaction


	Transaction amount for the year ended 31 December 2005

         
	Transaction amount for the year ended 31 December 2006
 


	Transaction amount for the year ended 31 December 2007



	Products and services provided by the Wenchong Group to CSSC Group:



	(a) electrical and mechanical engineering equipment and metallic materials


	0
	20.08
	31.98

	(b) utilities


	0
	33.34
	42.40

	I labour supply, design and technology services


	0
	15.45
	7.76

	Products and services provided by the CSSC Group to the Wenchong Group:



	(d)(i) electrical and mechanical engineering equipment and metallic materials

(ii) ship-building accessories and equipment for use on ships


	280.66
	372.02
	498.14

	(e) labour supply, design and technology services


	11.13
	82.39
	17.88

	(f)(i) interest on deposits


	0.492
	4.60
	46.98

	(f)(ii) interest on loans


	0
	0
	0

	(g) interest on guarantees


	1.35
	 2.31
	11.37

	(h)(i) sales agency fees


	41.27
	54.81
	66.77

	(h)(ii) purchase agency fees


	0
	0
	6.32


The transactions set out in the above table are of the same type and nature as those currently entered into between the Group and the CSSC Group pursuant to the 2007 Framework Agreement.  Transaction categories (b) and (c) are provided pursuant to contractual obligations.  The other transactions allow the Wenchong Group to leverage the reputation and bargaining power of the CSSC Group, provide a steady source of materials, labour and design and technology services necessary for the Wenchong Group to conduct its business, and allow flexibility in handling excess resources which are in short supply for the CSSC Group.  The Directors believe that these transactions are entered into on normal commercial terms, are fair and reasonable and in the interests of the Shareholders as a whole.

Proposed annual caps

As these transactions are of a continuing nature, on 30 June 2008, the Company entered into the Conditional Supplemental Agreement with CSSC which increases the annual cap amounts for the two years ending on 31 December 2009 under the 2007 Framework Agreement (as amended by the Supplemental Agreement, if approved by the Independent Shareholders) approved by Independent Shareholders pursuant to rule 14A.35 of the Hong Kong Listing Rules by the amounts and on the pricing bases set out in the table below, and is thus subject to re-compliance with the reporting, announcement and independent shareholders’ approval requirements pursuant to rule 14A.36 of the Hong Kong Listing Rules.  The Conditional Supplemental Agreement will only come into effect upon completion of the Proposed Acquisition.  The Conditional Supplemental Agreement has no other provisions.

The pricing basis and proposed annual caps for each of the two years ending on 31 December 2008 and 2009 for these transactions between the Wenchong Group and CSSC Group are set out in the following table:

Unit: RMB million 

	Transaction


	Pricing basis

         
	Annual cap for the year ending 31 December 2008

	Annual cap for the year ending 31 December 2009


	Products and services provided by the Wenchong Group to CSSC Group:



	(a) electrical and mechanical engineering equipment and metallic materials


	Market price
	37.00
	40.00

	(b) utilities


	Cost plus management fee 
	58.00
	64.00

	(c) labour supply, design and technology services


	Agreed price
	3.13
	2.40

	Products and services provided by the CSSC Group to the Wenchong Group:



	(d) electrical and mechanical engineering equipment and metallic materials, and ship-building accessories and equipment for use on ships


	Market price


	597.77
	717.32

	(e) labour supply, design and technology services


	Market price


	23.60
	31.15

	(f) interest on deposits


	Interest rate on deposits published by the People’s Bank of China


	94.44
	61.41

	(g) interest on guarantees


	Agreed fee of 0.6% based on the maximum guaranteed amount 


	5.03 
	0.79

	(h)(i) sales agency fees


	1% of the contract price in accordance with international practice


	60.00
	63.00

	(h)(ii) purchase agency fees
	Agreed fee ranging from 1% to 2% of the contract price in accordance with international practice


	5.66




	6.62





	Total:
	
	884.63
	986.69


If the Proposed Acquisition materializes, the accounts of the Wenchong Group will be accounted for in the Group’s accounts using merger accounting for common control combinations in accordance with the Group’s accounting policies.  
In respect of transaction categories (a), (d), (e) and (h), the proposed annual cap amounts for 2008 and 2009 are based on the production schedule of the Wenchong Group.

In respect of transaction category (b), the proposed annual cap amounts are based on prior years’ usage with an expected increase in water and electricity fees.  

In respect of transaction category (c), the proposed annual cap amounts are based on the type of services provided in 2007 and the terms of the comprehensive services agreement in relation to CSSC Yuanhang.

In respect of transaction category (f), the  proposed annual cap amounts of aggregate interest on deposits for 2008 and 2009 are based on an expected maximum outstanding balance of not more than RMB 2,000 million and not more than RMB 1,800 million respectively.

In respect of transaction category (g), the proposed annual cap amounts are based on the payment schedule of the 39-month guarantee issued by CSSC in August 2006 in connection with export seller’s credit obtained from the China Import and Export Bank.  

The Directors believe that these proposed annual cap amounts are fair and reasonable and in the interests of the Shareholders as a whole.

PROPOSED RIGHTS ISSUE OF A SHARES AND H SHARES
Proposed Rights Issue statistics

The Board also resolved on 30 June 2008 to finance the Proposed Acquisition by the Proposed Rights Issue, on the basis of 3 Rights Shares for every 10 existing Shares held on the Record Date.  The Board seeks an advance mandate from the Independent Shareholders for the Proposed Rights Issue which will be valid for a period of 12 months from the date of grant, in order to provide the Directors with the flexibility to proceed with the Proposed Rights Issue at such time as is deemed appropriate in the opinion of the Directors.    

The Proposed Rights Issue comprises the A Share Rights Issue and the H Share Rights Issue.  On the basis of 337,279,580 A Shares and 157,398,000 H Shares in issue as at the date of this announcement and assuming no change in the share capital of the Company between the date of this announcement and the Record Date and that all the Rights Shares are taken up, the changes in shareholding of the Company are illustrated in the table below:

	Share Class
	Number of issued Shares as at the date of this announcement
	Percentage of total number of issued shares as at the date of this announcement 
	Number of Rights Issues Shares
	Total number of issued Shares immediately after completion of the Proposed Rights Issue
	Percentage of total number of issued Shares immediately after completion of the Proposed Rights Issue 



	A Shares with trading restrictions

(Note)


	176,650,615
	35.71%
	52,995,185 


	229,645,800 


	35.71%

	Publicly held freely tradeable A Shares

	160,628,965
	32.47%
	48,188,689 


	208,817,654
	32.47%

	Publicly held H Shares


	157,398,000
	31.82%
	   47,219,400
	204,617,400
	31.82%

	Total
	494,677,580
	100%
	148,403,274 
	643,080,854
	100%


Note:
All A Shares with trading restrictions are held by CSSC.  CSSC holds no other shares of any other class in the Company.  

The Company does not have any outstanding options or convertible securities as at the date of this announcement.   

Rights Issue Announcement

A further meeting of the Board will be convened as soon as practicable after CSRC approval of the Proposed Rights Issue to determine the Subscription Price, expected timetable, trading arrangements, book closure dates, Record Date, underwriting arrangement and other relevant details of the Proposed Rights Issue, which will be published in the Rights Issue Announcement and the H Share Rights Prospectus.  

Subscription Price
The A Rights Shares and the H Rights Shares will be issued for the same Subscription Price.  The Subscription Price will be published in the Rights Issue Announcement, and will be based on the lower of the average closing price of the A Shares over the 20 trading days immediately preceding the date of the Rights Issue Announcement and the average closing price of the H Shares over the 20 trading days immediately preceding the date of the Rights Issue Announcement, with a discount (if any) to be determined by the Board immediately prior to the launch of the Proposed Rights Issue following discussions with the H Share underwriter taking into account factors including the then prevailing market conditions and the Company’s share price performance, the intended use of proceeds for the Proposed Rights Issue, the PRC regulatory requirement that the Subscription Price cannot be less than RMB4.96 (approximately HK$5.55), being the net assets value per Share as stated in the audited financial statement of the Company as at 31 December 2007 prepared under PRC GAAP, and the pricing of precedent rights issue transactions of similar structure.  

A series of PRC domestic approvals has to be obtained in order to launch the Proposed Rights Issue, including the CSRC approval of the Proposed Rights Issue, the application for which can only commence after the Independent Shareholders’ approvals for the Proposed Acquisition and the Proposed Rights Issue have been obtained.  The PRC domestic approval process is expected to take at least three to four months.  The Directors consider it is not practicable nor appropriate to determine the Subscription Price or the level of discount in the Subscription Price several months prior to the expected launch of the Proposed Rights Issue, and consider that as the bases for determining the Subscription Price and the discount (if any) as well as the reasons for and the benefits of the Proposed Rights Issue are disclosed, there is sufficient information for the Independent Shareholders to vote on the resolution regarding the Proposed Rights Issue.

Qualifying H Shareholders
To qualify for the Proposed Rights Issue, Qualifying H Shareholders must be registered as members of the Company as at the close of business on the Record Date. 

 
The Company will make enquiries pursuant to rule 13.36(2)(a) of the Hong Kong Listing Rules as to the applicable securities legislation of the relevant overseas jurisdictions or the requirements of any relevant regulatory body or stock exchange for the issue of the H Rights Shares to the Overseas H Shareholders and the results of the enquiries will be included in the H Share Rights Prospectus.  If, after making such enquiries, the Board is of the opinion that it would be necessary or expedient, on account either of the legal restrictions under the laws of the relevant jurisdiction or the requirements of the relevant regulatory body or stock exchange in that jurisdiction, not to offer the H Rights Shares to any of the Overseas H Shareholders, no provisional allotment of nil-paid H Rights Shares or allotment of fully-paid H Rights Shares would be made to such Overseas H Shareholders. Accordingly, the Rights Issue would not be extended to the Excluded H Shareholders and no H Rights Shares would be provisionally allotted to them. The Company would send the H Share Rights Prospectus to the Excluded H Shareholders for their information only. The basis of exclusion of the Excluded H Shareholders, if any, from the H Share Rights Issue would be disclosed in the H Share Rights Prospectus. 

In the case of H Rights Shares (excluding fractional entitlements) which would have been allotted to Excluded H Shareholders had they been Qualifying H Shareholders, the Company shall use its reasonable endeavours to procure that all or as many as possible of such H Rights Shares are sold on the HKEX nil paid at such premium in excess of the expenses of sale as may reasonably be obtained as soon as reasonably practicable after the commencement of dealings in the nil-paid H Rights Shares but before the latest time for dealings in nil-paid H Rights Shares.  The Company will distribute to the Excluded H Shareholders the net proceeds of such sale of the H Rights Shares (pro rata to their entitlement to H Rights Shares had they been Qualifying H Shareholders) except that a sum due to any Excluded H Shareholder of less than HK$ 100 will not be distributed but will be retained, along with the proceeds of the sale of fractional entitlements, by the Company for its own use and benefit.  In the event that such H Rights Shares are not sold on the HKEX, they will become part of the excess H Rights Shares available for application by the Qualifying H Shareholders.

Application for excess H Rights Shares

The Company will not provisionally allot and issue and will not accept applications for any fractions of the H Rights Shares.  The Company may sell in the market any nil-paid H Rights Shares created by adding fractions of the H Rights Shares, if any, and if the Company does so, it will keep the net proceeds for its own benefit.  Any unsold fractions of H Rights Shares will be available for excess H Rights Shares applications.

Qualifying H Shareholders may apply, by way of excess application, for any unsold entitlements of the Excluded Shareholders and for any H Rights Shares provisionally allotted but not accepted. 

The Board will allocate the excess H Rights Shares at its discretion on a fair basis, and may give preference to topping up odd lots to whole board lots.  The basis of allocation will be disclosed in the circular to be despatched to H Shareholders.   

Status of the H Rights Shares

Should the Proposed Rights Issue proceed, the H Rights Shares (when allotted, issued and fully paid) will rank pari passu in all respects with all existing H Shares then in issue.  Holders of fully-paid H Rights Shares will be entitled to receive all future dividends and distributions which may be declared, made or paid after the date of allotment and issue of the H Rights Shares.

Possible application for listing of the H Rights Shares
	Should the Proposed Rights Issue proceed, the Company will apply for listing of the H Rights Shares in both nil-paid and full-paid forms.  


Conditions of the Proposed Rights Issue
It is expected that the Proposed Rights Issue will be subject to the following conditions:

1. approval of the Proposed Rights Issue (with corresponding increase of registered capital and amendment to the articles of association of the Company) by the Independent Shareholders by way of special resolution;

2. approval of the Proposed Rights Issue (with corresponding increase of registered capital and amendment to the articles of association of the Company) by the Independent A Shareholders by way of special resolution;

3. approval of the Proposed Rights Issue (with corresponding increase of registered capital and amendment to the articles of association of the Company) by the Independent H Shareholders by way of special resolution;

4. due execution of the Conditional Equity Transfer Agreement;

5. SASAC approval of CSSC taking up its entitlement under the Proposed Rights Issue;

6. CSRC approval of the Proposed Rights Issue, and other PRC approvals and filings, as required under PRC law;

7. the subscription level being not less than 70%; and

8. the subscription level not giving rise to any mandatory offer obligations on the part of CSSC under the Hong Kong Code on Takeovers and Mergers;

9. the Company having entered into an underwriting agreement in respect of the H Share Rights Issue and such agreement becoming unconditional in accordance with its terms;

10. the Listing Committee of the HKEX granting the listing of, and permission to deal in, the H Rights Shares in both nil-paid and fully-paid forms; and

11. the delivery to the HKEX and filing and registration with the Registrar of Companies of Hong Kong of the H Share Rights Prospectus, the provisional allotment letters, excess application forms and other ancillary documents required by law to be so filed and registered in relation to the H Share Rights Issue.  

The A Share Rights Issue and H Share Rights Issue will be inter-conditional, and if any of the above conditions are not fulfilled, neither the A Share Rights Issue nor the H Share Rights Issue will proceed.

Interest of CSSC

	CSSC has undertaken to take up its pro rata entitlement of the A Rights Shares, and will apply to the SACAC for approval to do so.  On the basis of 176,650,615 A Shares held by CSSC as at the date of this announcement and assuming no change in the share capital of the Company between the date of this announcement and the date of allotment and issue of the Rights Shares, CSSC will be entitled to subscribe for 52,995,185 additional A Shares under the Proposed Rights Issue.  

As the purpose of the Proposed Rights Issue is to fund the Proposed Acquisition of which CSSC is the vendor, CSSC has a material interest in the Proposed Rights Issue which is different from the other Shareholders and it and its associates will abstain from voting on the resolutions to approve the Proposed Rights Issue at the EGM and the Class Meetings.




Underwriting
It is intended that the H Share Rights Issue will be fully underwritten by a financial institution independent of and not connected with the Company.  The Company has not entered into any underwriting agreement as at the date of this announcement and further details will be disclosed in compliance with the Hong Kong Listing Rules upon such underwriting agreement being entered into.

The A Share Rights Issue cannot be underwritten pursuant to PRC law.  Under PRC law, if the subscription level is less than 70%, the Proposed Rights Issue will lapse and no Rights Shares will be allotted or issued.

Based on the above, the Directors do not expect completion of the Proposed Rights Issue to affect the Company’s ability to comply with the public float requirement under the Hong Kong Listing Rules in respect of its H Shares.  

Reason for the Proposed Rights Issue

The reason for the Proposed Rights Issue is to finance the Proposed Acquisition.  If the net proceeds of the Proposed Rights Issue are less than the consideration under the Conditional Equity Transfer Agreement, the difference will be funded by internal resources of the Group.  If the net proceeds of the Proposed Rights Issue are more than the consideration under the Conditional Equity Transfer Agreement, the difference will be used as working capital of the Group.

The Directors consider the Proposed Acquisition to be significant to the long term development of the Group.  The Proposed Rights Issue will increase the capital base of the Company while giving all Shareholders (other than the Excluded H Shareholders, if any) the opportunity to maintain their respective pro rata shareholding interests in the Company.  The Directors therefore consider that the Proposed Rights Issue is fair and reasonable, and in the interests of the Company and the Shareholders as a whole.    

PROPOSED CHANGE OF COMPANY NAME AND CORRESPONDING AMENDMENTS TO THE ARTICLES OF ASSOCIATION
A resolution will be proposed at the EGM to change the name of the Company, with corresponding amendments to its articles of association, from 广州广船国际股份有限公司 Guangzhou Shipyard International Company Limited to 广州中船国际股份有限公司 Guangzhou CSSC International Company Limited, to leverage on the “CSSC” brandname. 

IMPLICATIONS UNDER THE HONG KONG LISTING RULES

If the Proposed Acquisition materializes on the basis of the consideration in the Conditional Equity Transfer Agreement, each of the applicable percentage ratios (as defined in rule 14.07 of the Hong Kong Listing Rules) will be 25% or more, the Proposed Acquisition would thus constitute a major transaction of the Company under the Hong Kong Listing Rules.  As CSSC is the controlling shareholder of the Company, the Proposed Acquisition would also constitute a connected transaction of the Company under the Hong Kong Listing Rules.  Therefore, the Proposed Acquisition is subject to the reporting, announcement and independent shareholders’ approval requirements under Chapters 14 and 14A of the Hong Kong Listing Rules.  

The Supplemental Agreement and the Conditional Supplemental Agreement increase the annual cap amounts approved by Independent Shareholders pursuant to rule 14A.35 of the Hong Kong Listing Rules, and are thus subject to re-compliance with the reporting, announcement and independent shareholders’ approval requirements pursuant to rule 14A.36 of the Hong Kong Listing Rules.   

The Proposed Rights Issue is subject to approval of the Independent Shareholders, the Independent A Shareholders and the Independent H Shareholders by way of special resolution pursuant to PRC law.

EGM AND CLASS MEETINGS

The Proposed Acquisition, the Supplemental Agreement and the Conditional Supplemental Agreement are subject to Independent Shareholders’ approval pursuant to the Hong Kong Listing Rules.  The Proposed Rights Issue is subject to approval of the Independent Shareholders, the Independent A Shareholders and the Independent H Shareholders by way of special resolution pursuant to PRC law.    

As CSSC is a connected person and the counterparty in the Proposed Acquisition, the Supplemental Agreement and the Conditional Supplemental Agreement, and has a material interest which is different from the other Shareholders in the Proposed Rights Issue, pursuant to the Hong Kong Listing Rules and relevant PRC laws and regulations, CSSC and its associates (if any) will abstain from voting on all resolutions on the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the Proposed Rights Issue at the EGM and the Class Meetings.

Under rules 13.73 and 14.41 of the Hong Kong Listing Rules, an issuer should despatch a circular to its shareholders at the same time as (or before) the issuer gives notice of the general meeting to approve the transaction referred to in the circular.  Given that the Company is a PRC issuer and subject to a 40 to 45-day notice period requirement under the PRC Company Law and its articles of association for convening a Shareholders’ meeting, the Company has applied to the HKEX for a waiver from strict compliance with rules 13.73 and 14.41 of the Hong Kong Listing Rules to issue the notice of EGM and the notice of the H Shareholders Class Meeting before dispatch of the circular so as to expedite the meeting and approval process.  Notices convening the EGM and the H Shareholders Class Meeting will be issued as soon as possible.  

An independent board committee comprising all the independent non-executive Directors will be constituted to advise the Independent H Shareholders in respect of the resolutions to approve the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the H Share Rights Issue.  Dao Heng Securities Limited has been appointed as the independent financial adviser to advise the independent board committee and the Independent H Shareholders on whether the terms of the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the H Share Rights Issue are fair and reasonable so far as the Independent H Shareholders are concerned.  A circular containing, among other things, the advice of the independent financial adviser and the recommendations of the independent board committee, the financial information on the Group required under rule 14.67(2) of the Hong Kong Listing Rules, the financial information on the Wenchong Group and pro forma financial information on the Group as enlarged by the Wenchong Group required under rule 14.67(4) of the Hong Kong Listing Rules, the management discussion and analyses of the results of the Wenchong Group required under rule 14.67(5) of the Hong Kong Listing Rules, a formal profit forecast under HKFRS for the Group as enlarged by Wenchong for the period ending on December 31, 2008, on the assumption that the acquisition was completed before December 31, 2008 and accounted for using merger accounting for common control combinations in accordance with the Group’s accounting policies, and a valuation report on the properties of the Wenchong Group will be despatched to H Shareholders or disclosed in the website www.sse.com.cn as soon as practicable. 

Shareholders and potential investors should note that the current intention in respect of the Proposed Acquisition and the Proposed Rights Issue may or may not materialize, and they should exercise caution when trading in the Shares.

DEFINITIONS

	“2007 Framework Agreement”


	framework agreement for continuing connected transactions of an operating nature entered into between the Company and CSSC on 22 November 2006 and approved by the Independent Shareholders on 20 December 2006

 

	“A Rights Shares”


	new A Shares to be allotted and issued pursuant to the A Share Rights Issue



	“A Share Rights Issue”


	the proposed rights issue to A Shareholders on the basis of three new A Shares for every 10 existing A Shares held on the Record Date



	“A Shareholders”


	holders of A Shares

	“A Shareholders Class Meeting”
	the class meeting of the A Shareholders to be convened for the A Shareholders to consider and, if thought fit, approve the Proposed Rights Issue 


	“A Shares” 


	domestic Shares which are listed on the Shanghai Stock Exchange



	“Board”
	the board of Directors



	“Class Meetings”


	A Shareholders Class Meeting and H Shareholders Class Meeting



	“Company”
	Guangzhou Shipyard International Company Limited, a joint stock company established in the PRC, the H Shares of which are listed on the HKEX and the A Shares of which are listed on the Shanghai Stock Exchange



	“Conditional Equity Transfer Agreement”


	the conditional equity transfer agreement intended to be entered into by CSSC as vendor and the Company as purchaser for the transfer of the Sale Interest

	“Conditional Supplemental Agreement”


	conditional supplemental agreement to the 2007 Framework Agreement, to increase the annual caps for the two years ending on 31 December 2008 and 2009 to take into account the Proposed Acquisition, if it materializes, further particulars of which are set forth in the section headed “Conditional Supplemental Agreement to the 2007 Framework Agreement” in this announcement

 

	“CSRC”


	China Securities and Regulatory Commission

	“CSSC”
	China State Shipbuilding Corporation, a state-owned enterprise and a state-authorized investment institution directly supervised and administered by SASAC 



	“CSSC Group” 


	CSSC and its subsidiaries and associates

	“Directors”
	the directors of the Company



	“EGM”
	the extraordinary general meeting of the Company to be convened for, among other things, the Independent Shareholders to consider and, if thought fit, approve the Proposed Acquisition, the Supplemental Agreement, the Conditional Supplemental Agreement and the Proposed Rights Issue



	“Excluded H Shareholders”


	H Shareholders whose names appear on the register of members of the Company on the Record Date and whose addresses as recorded in the register on the Record Date are outside Hong Kong, who the Board considers necessary or expedient, on account either of the legal restrictions under the laws of the relevant jurisdiction or the requirements of the relevant regulatory body or stock exchange in that jurisdiction, to be excluded from the H Share Rights Issue


	“Group”
	the Company and its subsidiaries



	“H Rights Shares”


	new H Shares to be allotted and issued pursuant to the H Share Rights Issue



	“H Share Rights Issue”


	the proposed rights issue to Qualifying H Shareholders on the basis of three new H Shares for every 10 existing H Shares held on the Record Date



	“H Share Rights Prospectus”


	the prospectus to be issued by the Company in respect of the H Share Rights Issue

	“H Shareholders”


	holders of H Shares 

	“H Shareholders Class Meeting”


	the class meeting of the H Shareholders to be convened for the H Shareholders to consider and, if thought fit, approve the Proposed Rights Issue 


	“H Shares”


	overseas listed foreign Shares which are listed on the HKEX



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



	“HKEX”


	The Stock Exchange of Hong Kong Limited



	“HKFRS”


	Hong Kong Financial Reporting Standards

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



	“Hong Kong Listing Rules”
	the Rules Governing the Listing of Securities on the HKEX



	“Independent A Shareholders”


	A Shareholders other than CSSC and its associates (as defined in the Hong Kong Listing Rules)



	“Independent H Shareholders”


	H Shareholders other than CSSC’s associates (as defined in the Hong Kong Listing Rules), if any



	“Independent Shareholders”


	Shareholders other than CSSC and its associates (as defined in the Hong Kong Listing Rules)



	“Overseas H Shareholders”


	H Shareholders whose names appear on the register of members of the Company on the Record Date and whose addresses as recorded in the register on the Record Date are outside Hong Kong



	“Proposed Acquisition”


	the proposed acquisition by the Company of the Sale Interest



	“PRC”
	the People’s Republic of China, and for the purpose of this announcement, excluding Hong Kong, the Macau Special Administrative Region of the PRC and Taiwan



	“PRC Appraisal Report”


	the assets appraisal report on Wenchong prepared by the PRC Valuer as required under PRC law



	“PRC GAAP”


	generally accepted accounting principles of the PRC

	“PRC Valuer”


	the PRC qualified assets appraisal firm appointed by CSSC to value Wenchong



	“Proposed Rights Issue”


	the proposed Rights Issue comprising the A Share Rights Issue and the H Share Rights Issue



	“Qualifying H Shareholders”


	H Shareholders whose names appear on the register of members of the Company on the Record Date other than the Excluded H Shareholders



	“Record Date”


	a date to be determined by the Board by reference to which entitlements to the Proposed Rights Issue are to be determined



	“Rights Issue Announcement”


	further announcement in relation to further details of the Proposed Rights Issue to be made by the Company after approval by CSRC of the Proposed Rights Issue



	“Rights Shares”


	new Shares to be allotted and issued under the Proposed Rights Issue, if any



	“RMB”
	Renminbi, the lawful currency of the PRC



	“Sale Interest”
	100% equity interest in Wenchong currently held by CSSC



	“SASAC”
	the State-owned Assets Supervision and Administration Commission of the PRC



	“Shareholders”
	holders of Shares



	“Shares”
	shares of RMB 1.00 each in the share capital of the Company



	“Subscription Price”


	the subscription price for the Rights Shares, to be determined by the Board on the basis stated in the sub-section headed “Subscription Price” in the section headed “Proposed Rights Issue of A Shares and H Shares” in this announcement

 

	“Supplemental Agreement”


	supplemental agreement to the 2007 Framework Agreement, to increase the annual caps for the two years ending on 31 December 2008 and 2009 due to the Group’s anticipated expanded business volume and certain unforeseen events, further particulars of which are set forth in the section headed “Supplemental Agreement to the 2007 Framework Agreement” in this announcement



	“Wenchong”


	Guangzhou Wenchong Shipbuilding Limited (广州文冲船厂有限责任公司), a limited liability company established in the PRC, the entire equity interest of which is currently held by CSSC



	“Wenchong Group”


	Wenchong and its wholly-owned subsidiary

	“%”
	per cent




For illustration purposes, an exchange rate of RMB1.00 to HK$1.12 has been adopted in this announcement.

If there is any inconsistency between the Chinese names of the PRC entities mentioned in this announcement and their English translations, the Chinese version shall prevail.

By order of the Board

Guangzhou Shipyard International Company Limited

Li Zhidong

Company Secretary

Guangzhou, 30 June 2008

As at the date of this announcement, the Board of Directors of the Company is composed of eleven directors, namely executive directors Messrs. Li Zhushi, Han Guangde, Chen Jingqi, Zhong Jian, non-executive directors Messrs. Yu Baoshan, Pan Zunxian, Miao Jian, and independent non-executive directors Messrs. Wang Xiaojun, Lee Sun-leung, Sunny, Chen Xin and Peng Xiaolei.
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