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CONNECTED TRANSACTION

PROPOSED ADJUSTMENT OF NOMINAL VALUE OF SHARES

BY WAY OF A REDUCTION OF ISSUED SHARE CAPITAL

AND PROPOSAL FOR CONSOLIDATION OF SHARES

On 18th May, 2000, Hennabun Management Inc. ("HMI"), a company which is owned as to 55.86% by China United Securities Services Limited ("CUSSL"), a wholly-owned subsidiary by China United Holdings Limited (the "Company") issued a convertible note (the "Convertible Note") in the amount of HK$100 million in favour of CUSSL, which is converted into shares of HMI.

On 28th June, 2000, CUSSL served a notice to HMI exercised its conversion rights under the Convertible Note which is subject to the approval of shareholders of the Company at a special general meeting. The number of conversion shares to be issued by HMI to CUSSL pursuant to the exercise of such conversion rights is 14,285,714 shares, representing 101.69% of its issued share capital. The conversion price for each conversion share is HK$7.00.

CUSSL is the Company's wholly-owned subsidiary. By virtue of CUSSL's 55.86% shareholding in HMI, HMI is also the Company's subsidiary. As a substantial shareholder of HMI, CUSSL is a connected person of the Company under the Listing Rules and therefore the issue and allotment of shares by HMI to CUSSL pursuant to the exercise of conversion rights under the Convertible Note constitutes a connected transaction under Rule 14.26(3) of the Listing Rules.

The directors of the Company ("Directors") also intend to put forward a proposal to shareholders of the Company (the "Adjustment Proposal") to approve the adjustment of the nominal value of all the Shares of HK$0.01 each in the Company (the "Shares") by reducing the nominal value of all the issued Shares from HK$0.01 each to HK$0.002 each ("Adjusted Shares") by (a) cancelling HK$0.008 paid up on each issued Share by way of a reduction of share capital in accordance with section 46 of the Companies Act 1981 of Bermuda (the "Capital Reduction") and (b) consolidation of every 5 issued and unissued shares of HK$0.002 each in the capital of the Company (the "Existing Shares") into 1 share of HK$0.01 ("Consolidated Share").

The Adjustment Proposal is conditional upon the matters set out the section headed "Conditions of the Adjustment Proposal" below.

CONVERTIBLE NOTE 

Date of Issue
:
18th May, 2000

Parties
:
Hennabun Management Inc., a limited liability company incorporated in the British Virgin Islands on 6th March, 1996 as note issuer



China United Securities Services Limited, a limited liability company incorporated in the British Virgin Islands and a wholly-owned subsidiary of the Company as noteholder

Conversion Rights 
:
CUSSL has the right to convert the sum of HK$100 million into shares of US$0.10 each in HMI on or before the date falling on the second anniversary of the date of issue of the note.

Conversion Price
:
HK$7.00 per conversion share

Principal Amount of Notes
:
HK$100 million

Interest
:
15% per annum on the principal amount outstanding under the Convertible Note

On 28th June, 2000, CUSSL served a notice to HMI to exercise its conversion rights under the Convertible Note which is subject to the approval of shareholders of the Company at a special general meeting. The number of conversion shares to be issued to CUSSL pursuant to the exercise of such right is 14,285,714 shares, representing 101.69% of its issued share capital, and 50.42% of the enlarged issued share capital of HMI upon issue of the shares pursuant to the exercise of the conversion rights under the Convertible Note. The conversion price for each conversion share is HK$7.00.

The terms of the Convertible Note were negotiated and agreed between the parties after the arm's length negotiations. 

CONNECTED TRANSACTION

CUSSL is the Company's wholly-owned subsidiary. By virtue of CUSSL's 55.86% shareholding in HMI, HMI is also the Company's subsidiary. As a substantial shareholder of HMI, CUSSL is a connected person of the Company under the Listing Rules and therefore the issue and allotment of shares by HMI to CUSSL pursuant to the exercise of conversion rights under the Convertible Note constitutes a connected transaction under Chapter 14 of the Listing Rules. Upon the issue of the conversion shares pursuant to the exercise of the conversion rights under the Convertible Note, CUSSL will own 78.12% in the enlarged issued share capital of HMI.

As the amount converted under the Convertible Note exceeds 3% percentage of the net tangible assets of the Company based on its latest proforma adjusted unaudited consolidated account, the issue of shares by HMI to CUSSL pursuant to the exercise of conversion rights under the Convertible Note is subject to the approval of shareholders of the Company at a special general meeting. As far as the Directors are aware, none of the shareholders is required to abstain from voting at the special general meeting.

A circular would be despatched to the shareholders on 20th July, 2000 and the special general meeting will be held on 14th August, 2000. Once the meeting has been convened for the shareholders to approve the connected transaction, the Directors believe that the issue of the conversion shares would follow very shortly.

Description of business of the Company

The Company is engaged in the business of property investment and development, security investments, provision of brokerage and financial services, bio-technology and internet related high-tech investment.

DESCRIPTION OF BUSINESS OF HMI

HMI has 100% of the issued share capital in Chung Nam Securities Limited ("CNSL"), 100% in Kam Kwong Company Limited ("KKCL"), 37.5% in Hui Kai Securities Limited ("HKSL") and 37.5% in Hui Kai Futures Limited ("HKFL"). Each of CNSL, KKCL and HKSL is a stock brokerage. HKFL is a commodities trading company. HMI is owned as to 55.86% by CUSSL, 37.02% of HMI is held by Tokyo Light Holdings Limited, a subsidiary of Hanny Holdings Limited ("HHL") and 7.12% of HMI is held by Forever Good Investments Limited, a subsidiary of NPH International Holdings Limited ("NIHL"). Each of HHL and NIHL are listed companies which shares are listed in Hong Kong and which are independent third parties from the Company.

FINANCIAL INFORMATION OF HMI

The following is financial information in relation to HMI in accordance with its latest management and draft audited accounts:-


Two months ended
*
Year ended
**
Year ended


31st May, 2000

31st March, 2000

31st March, 1999


HK$million

HK$million

HK$million

Net Profit after tax
42.5

14.8

(89.7
)

NAV
117.5

75.0

55.9


NAV per share
HK$8.36

HK$5.34

HK$3.98

*
As per management accounts

**
As per drafted audited accounts

THE ADJUSTMENT PROPOSAL

It is proposed that the nominal value of all the issued and unissued Shares will be adjusted from HK$0.01 each to HK$0.002 each and every five Adjusted issued and unissued Shares will be consolidated into one Consolidated Share.

On the basis of 46,785,323,112 existing Shares presently in issue, a credit of approximately HK$374,282,584.90 will arise as a result of the Capital Reduction by cancelling HK$0.008 paid up on each issued Share under the Adjustment Proposal. Such credit will be transferred to the contributed surplus account of the Company.

The existing authorised share capital is HK$2,000,000,000 divided into 200,000,000,000 existing Shares of which 46,785,323,112 existing Shares are issued and credited as fully paid. Immediately after the Adjustment Proposal becoming effective, the authorised share capital of the Company will be HK$2,000,000,000 comprising 200,000,000,000 Consolidated Shares of which 9,357,064,622 Consolidated Shares will be in issue and credited as fully-paid.

Since 26th May, 2000, the Shares have been trading at the price of around HK$0.01 per Share which is the lowest price limit for the trading of shares on the Stock Exchange, in view of the circumstances the Stock Exchange requested the Company to implement a consolidation of the Shares. The consideration of the Adjusted Shares is therefore carried out under the request by the Stock Exchange for the reason stated above and pursuant to its discretion under paragraph 30 of the Listing Agreement, however, the Capital Reduction is instigated by the Company.

REASONS FOR THE ADJUSTMENT PROPOSAL

The nominal value of the Share is HK$0.01 each and the closing price for the Shares on the date of this announcement was HK$0.01. With a view to facilitating any capital raising when circumstances arise in the future, the Directors have proposed the Adjustment Proposal which allows flexibility for the issue of new Shares in future if the Directors consider appropriate. The Company is continuously looking for opportunities to raise funds and therefore has a present intention to issue new Shares if the opportunity arises. However, at date hereof, the Company has not entered into any agreement or negotiation for fund raising by way of equity.

CONDITIONS OF THE ADJUSTMENT PROPOSAL

The Adjustment Proposal is conditional upon, inter alia:

(i)
the passing of a special resolution to approve the Capital Reduction under the Adjustment Proposal at the special general meeting of the Company (the "SGM"); 

(ii)
the swearing by at least two Directors of an affidavit declaring that the Company is solvent on the date as from which the Capital Reduction under the Adjustment Proposal is to have effect in compliance by the Company of Section 46 of the Companies Act 1981 of Bermuda; and

(iii)
the Listing Committee of the Stock Exchange granting the listing of, and permission to deal in, the Consolidated Shares.

Assuming the above conditions are fulfilled, it is expected that the Adjustment Proposal will become effective on the business day following the date of the SGM. 

GENERAL

The Company will apply to the Listing Committee of the Stock Exchange for the listing of, and permission to deal in, the Consolidated Shares.

Arrangements will be made for any fractions or odd lots which arise upon the Adjustment Proposal becoming effective, details of which will be explained in the circular of the Company.

A circular containing details on the Convertible Note and the Adjustment Proposal, together with a notice convening the special general meeting to approve the issue of shares pursuant to the Convertible Note and the Adjustment Proposal and the opinion of the independent financial adviser on the issue of shares pursuant to the Convertible Note will be despatched to shareholders of the Company as soon as practicable.

EXPECTED TIMETABLE IN RELATION TO THE CONNECTED TRANSACTION IN THE ADJUSTMENT PROPOSAL


2000

Latest time for lodging of proxies 
Saturday, 12th August, 2000

Special General Meeting 
Monday, 14th August, 2000

Effective date for Proposed Adjustment 
Tuesday, 15th August, 2000

Dealings in Consolidated Shares commence 
Tuesday, 15th August, 2000

Counter for trading in Consolidated Shares,

  in board lots of 400 Consolidated Shares

  in the form of existing certificate(s)

  for Existing Shares opens 
Tuesday, 15th August, 2000

First day for free exchange of certificate(s) for

  Existing Shares for new certificate(s) for
  Consolidated Shares 
Tuesday, 15th August, 2000

Counter for trading in Consolidated Shares,

  in board lots of 2,000 Consolidated Shares

  in the form of the new share certificate(s)

  for the Consolidation Shares opens 
Tuesday, 29th August, 2000

Parallel trading commences 
Tuesday, 29th August, 2000

Last day for trading in the Consolidated Shares,

  in board lots of 2,000 Consolidated Shares

  in the form of existing share certificate(s) 
Tuesday, 19th September, 2000

Parallel trading ends 
Tuesday, 19th September, 2000

Last day for free exchange of certificate(s) for

  Existing Shares for new certificate(s) for

  Consolidated Shares 
Monday, 25th September, 2000

In order to alleviate the difficulties arising from the existence of odd lots of the Consolidated Shares, the Company has agreed to procure an agent to arrange to match the sales and purchases of odd lots of the Consolidated Shares. Holders of odd lots of Adjusted Shares who wish to take advantage of this facility should contact Mr. Chan Kwok On of Chung Nam Securities Limited of 31st Floor, China United Centre, 28 Marble Road, North Point, Hong Kong (telephone no. 2866 6389) from 29th August, 2000. This facility is intended to be available up to and including 19th September, 2000 to Shareholders who become holders of odd lots as a direct consequence of the Adjustment Proposal.

By Order of the Board

CHINA UNITED HOLDINGS LIMITED

Chung Wilson

Managing Director

Hong Kong, 30th June, 2000

*  For identification purpose only
"Please also refer to the published version of this announcement in the Hong Kong i-mail"
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