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

whole or any part of the contents of this document.

To the shareholders

Dear Sir or Madam,

INTRODUCTION

The purpose of this document is to provide you with information
regarding resolutions to be proposed at the annual general meeting
of Kingboard Chemical Holdings Limited (“Company”) to be held on
28 August 2001 (“Annual General Meeting”). These resolutions include
ordinary resolutions relating to granting the directors of the Company
(“Directors™) general mandates for the issue of securities and the
repurchase of the Company’s shares up to 20% and 10% respectively

of the Company’s issued share capital as at the date of the resolutions.

GENERAL MANDATES TO ISSUE SECURITIES AND TO REPURCHASE
SHARES

At the annual general meeting of the Company held on 10 August 2000,
ordinary resolutions were passed granting a general mandate to the
Directors to allot, issue and deal with securities of the Company not
exceeding 20 per cent. of the aggregate nominal amount of the issued
share capital of the Company as at that date (“Existing Issue
Mandate”) and a general mandate to the Directors to repurchase
securities of the Company not exceeding 10 per cent. of the issued
share capital, or the relevant class of securities, of the Company as at

that date (“Existing Repurchase Mandate”).
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In accordance with the provisions of the Rules (“Listing Rules”)
Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (“Stock Exchange”) and the terms of the Existing Issue
Mandate and the Existing Repurchase Mandate, the Existing Issue
Mandate and the Existing Repurchase Mandate shall may continue in
force until, inter alia, they are revoked or varied by ordinary resolution
of the shareholders of the Company (“Shareholders™) in general

meeting.

Resolutions set out as resolutions 5A(d) and 5B(c) in the notice of the
Annual General Meeting will be proposed at the Annual General
Meeting to revoke the Existing Issue Mandate and the Existing
Repurchase Mandate respectively. New general mandate to allot, issue
and deal with securities of the Company up to 20% and to repurchase
shares up to 10% of the issued share capital of the Company as at the
date of the resolutions as set out in resolutions 5A(a), (b), (c) and (e)
and resolutions 5B(a), (b) and (d) respectively will also be proposed
at the Annual General Meeting. With reference to the proposed new
general mandates, the Directors wish to state that they have no
immediate plans to issue or repurchase any new shares pursuant to

the relevant mandates.

The following explanatory statement contains the particulars that are
required by the Listing Rules to be included in an explanatory
statement to enable the Shareholders to make an informed view on
whether to vote for or against the resolution to be proposed at the
Annual General Meeting in relation to the proposed repurchase

mandate:

SHARE CAPITAL

As at 9 July 2001, being the latest practicable date prior to the printing
of this explanatory statement (“Latest Practicable Date”), the issued
share capital of the Company comprised 472,177,448 ordinary shares
of HK$0.10 each (“Shares”). As at the same date, there are outstanding
options granted under the Company’s share option scheme to
subscribe for 4,338,000 Shares.
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Subject to the passing of the resolution granting the proposed
mandate to repurchase shares and on the basis that no further Shares
are issued or repurchased before the Annual General Meeting, the
Company will be allowed to repurchase a maximum of 47,217,744
Shares during the period ending on the earlier of the conclusion of
the next annual general meeting of the Company or the date by which
the next annual general meeting of the Company is required to be
held by law or the date upon which such authority is revoked or varied

by a resolution of the Shareholders in general meeting.

REASONS FOR REPURCHASES

The Directors believe that it is in the best interests of the Company
and the Shareholders to seek a general authority from the
Shareholders to enable the Company to repurchase its shares on the
Stock Exchange. Such repurchases may, depending on market
conditions, and funding arrangements at the time, lead to an
enhancement of the net asset value of the Company and, or earnings
per shares and will only be made when the Directors believe that such

a repurchase will benefit the Company and the Shareholders.

FUNDING OF REPURCHASES

Repurchases made pursuant to the proposed mandate to repurchase
shares would be funded out of funds legally available for the purpose
in accordance with the Company’s memorandum and articles of

association and the laws of the Cayman Islands.

The Directors have no present intention to repurchase any shares of
the Company and they would only exercise the power to repurchase
in circumstances where they consider that the repurchase would be
in the best interests of the Company and in circumstances where they
consider that the shares of the Company can be repurchased on terms
favourable to the Company. On the basis of the consolidated financial
position of the Company as at 31 March 2001, being the date to which
the latest published audited accounts of the Company were made
up, the Directors consider that if the general mandate to repurchase
shares were to be exercised in full at the currently prevailing market
value, it could have a material adverse impact on the working capital
position and gearing position of the Company. The Directors do not
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propose to exercise the mandate to repurchase shares to such extent
as would, in the circumstances, have a material adverse effect on the
working capital requirements of the Company as compared with the
position disclosed in the latest published audited financial statements
or the gearing levels which in the opinion of the Directors are from
time to time appropriate for the Company.

SHARE PRICE

The following table shows the highest and lowest prices at which the
Shares have been traded on the Stock Exchange in each of the last
twelve months.

Month A%

2000 —EEEF
July +H
August VAV:!
September HA
October +A
November +—A
December +—A
2001 —EE-F
January —A
February —A

March =

April M A

May fA

June 7~A
GENERAL

To the best of their knowledge, having made all reasonable enquiries,
none of the Directors nor any of their associates currently intend to
sell shares to the Company or its subsidiaries. The Directors have
undertaken to the Stock Exchange that, so far as the same may be
applicable, they will exercise the proposed mandate to repurchase
shares in accordance with the Listing Rules and applicable laws of
the Cayman Islands.
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No connected person, as defined in the Listing Rules, has notified the
Company that he has a present intention to sell shares to the Company,
or has undertaken not to do so.

If as a result of a repurchase of shares, a Shareholder’s proportionate
interest in the voting rights of the Company increases, such increase
will be treated as an acquisition for the purposes of the Hong Kong
Code on Takeovers and Mergers (“Code”). Accordingly, a Shareholder,
or group of Shareholders acting in concert, depending on the level of
increase of the Shareholders’ interest, could obtain or consolidate
control of the Company and become obliged to make a mandatory

offer in accordance with Rule 26 of the Code.

As at the Latest Practicable Date, to the best of the knowledge and
belief of the Directors, Hallgain Management Limited together with
Messrs. Cheung Kwok Wing, Chan Wing Kwan, Lam Ka Po, Lum Gum
Wun, Cheung Kwong Kwan, Cheung Kwok Wa, Cheung Kwok Ping and
Cheung Kwok Keung (together, “Concert Parties™), who are persons
acting in concert under the Code, are interested in approximately
48.69 per cent. of the existing issued ordinary share capital of the
Company. In the event that the Directors should exercise in full the
proposed mandate to repurchase shares, the shareholding of the
Concert Parties in the Company will be increased to approximately
54.10 per cent. of the issued ordinary share capital of the Company.
To the best of the knowledge and belief of the Directors, such increase
would give rise to an obligation to make a mandatory offer under the
Code. The Directors have no present intention to repurchase shares
to the extent that it will trigger the obligations under the Code to make

a mandatory offer.

In the six months preceding the Latest Practicable Date, the Company
has not repurchased any securities on the Stock Exchange or

otherwise.
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RECOMMENDATION

The Directors consider that the proposed granting of the general
mandates to the Directors to issue and to repurchase shares are in
the best interests of the Company and the Shareholders. The Directors
therefore recommend the Shareholders to vote in favour of the
relevant resolutions as set out in the notice of the Annual General
Meeting.

Yours faithfully,
By Order of the Board

Cheung Kwok Wing
Chairman

Hong Kong, 9 July 2001
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