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LEEFUNG-ASCO PRINTERS HOLDINGS LIMITED

(Incorporated in Bermuda with limited liability)

CONNECTED TRANSACTIONS INVOLVING SHANGHAI FANG YIN

LEEFUNG-ASCO PRINTING AND PACKING CO. LTD.

It has recently come to the attention of the Directors that the Shanghai JV, a 51%-owned subsidiary of the Company, had entered into certain transactions which constitute connected transactions of the Company under Chapter 14 of the Listing Rules.

The first transaction involved purchases of Raw Materials made from time to time by the Shanghai JV from the Supplier. It is anticipated that such Purchases will continue in the future. Since such future Purchases will constitute ongoing connected transactions of the Company under the Listing Rules, the Company has applied to the Stock Exchange for waiver from strict compliance with Rule 14.26 of the Listing Rules. Such waiver will be subject to certain customary conditions, including being conditional upon approval of the Purchases by the Independent Shareholders being obtained at a general meeting to be convened and held.

The second transaction involved a loan in the amount of approximately HK$17,757,000 from the Shanghai JV to the PRC Shareholder pursuant to the Loan Agreement. The Loan was fully repaid in March 2001.

The Purchases to date, and the Loan, constitute connected transactions of the Company under Rule 14.26 of the Listing Rules and should have been disclosed in accordance with the Listing Rules and made conditional upon approval by the Independent Shareholders in general meeting. The failure to make such disclosure and obtain prior Independent Shareholders' approval constitutes a breach of the Listing Rules. The Stock Exchange has indicated that it reserves the right to take formal disciplinary action against the Company and/or the Directors in respect of the breach.



INTRODUCTION

In the course of preparation of the Company's annual accounts for the year ended 31 December 2000, it was brought to the attention of the Directors that the Shanghai JV had entered into two categories of transactions which constitute connected transactions of the Company requiring compliance with the disclosure and approval requirements under Chapter 14 of the Listing Rules. Details of such transactions are set out below.

THE PURCHASES

Date of the Purchase Agreement

11 April 2001

Parties

(1)
the Shanghai JV, a 51%-owned subsidiary of the Company, as purchaser of the Raw Materials; and

(2)
the Supplier, as supplier of the Raw Materials.

Terms of the Purchase Agreement

Under the Purchase Agreement, the Supplier agrees to supply, and the Shanghai JV agrees to purchase, Raw Materials from time to time during the term of the Purchase Agreement. The Purchase Agreement is for a term of one year to take effect as from 1 April 2001, subject to extension by mutual agreement between the parties based on arm's length negotiation and having regard to the prevailing market conditions. The payment term for the Purchases is within 45 days from the date of delivery of the Raw Materials.

The parties will negotiate the price for the Raw Materials on an order-by-order basis, based on arm's length negotiation and with reference to prevailing market prices. The precise price and other terms for each order will then be reflected in the relevant order contract entered into pursuant to the Purchase Agreement.

The Purchases are, and are intended to continue to be, on normal commercial terms and on terms which are comparable with the terms available from independent third parties.

Previous Purchases

The Purchases made by the Shanghai JV since the end of 1997 were not made pursuant to any formal agreement with the Supplier. However, such previous Purchases were made on terms that are similar to those described above.

Volume of transactions

For each of the three years ended 31 December 2000, the total dollar amount of Purchases made by the Shanghai JV from the Supplier amounted to approximately HK$23,600,000, HK$66,300,000 and HK$41,300,000 respectively, representing approximately 26%, 62% and 41% respectively of the total purchases of Raw Materials made by the Shanghai JV and approximately 3%, 7% and 4% respectively of the total consolidated turnover of the Group.

Reasons for the Purchases

A major customer of the Shanghai JV has requested the Shanghai JV to purchase the Raw Materials from the Supplier. Some of the Raw Materials purchased from the Supplier are used in the production of products supplied by the Shanghai JV to such major customer. Accordingly, one of the main reasons for making the Purchases from the Supplier is to enable the Shanghai JV to maintain the commercial relationship with such major customer. Such major customer is not a connected person of the Company or any of its subsidiaries within the meaning of the Listing Rules.

The Directors consider that the Purchases have been entered into on normal commercial terms and in the ordinary and usual course of business of the Group. For the above and other commercial reasons, the Directors believe that the Purchases are essential to secure the major customer's continued relationship with the Shanghai JV and that it is in the interests of the Group to continue to make the Purchases.

Connection between the parties

The PRC Shareholder is a substantial shareholder of the Shanghai JV. The PRC Shareholder also has an equity interest of 37% in the Supplier. The Supplier is hence an associate (within the meaning ascribed thereto in the Listing Rules) of the PRC Shareholder, and hence a connected person of the Company under the Listing Rules.

Waiver Sought

The Purchases constitute connected transactions under Rule 14.26 of the Listing Rules and are therefore subject to disclosure requirements under the Listing Rules and approval by Independent Shareholders in general meeting. As future Purchases will be of a continuing nature, the Directors consider that it would not be practical to make disclosures, and to seek Independent Shareholders' approval, in respect of such Purchases on each occasion they arise. As such, the Company has requested the Stock Exchange to grant a waiver from strict compliance with Rule 14.26 of the Listing Rules in respect of the Purchases on each occasion they arise for the three financial years ending 31 December 2001, 2002 and 2003, subject to the conditions set out below:

(1)
that the Purchases shall be:

(i)
entered into by the Shanghai JV in the ordinary and usual course of its business;

(ii)
conducted either (a) on normal commercial terms (which expression will be applied by reference to transactions of a similar nature and to be made by similar entities) or (b) (where there is no available comparison) on terms that are fair and reasonable so far as the shareholders of the Company are concerned; and

(iii)
entered into either (a) in accordance with the terms of the agreements or order contracts or other supplemental agreements governing such Purchases or (b) (where there are no such agreements or contracts) on terms no less favourable than those available to or from independent third parties;

(2)
the aggregate dollar amount of the Purchases for each financial year of the Company shall not exceed HK$70,000,000 (the "Cap Amount"), being the expected maximum dollar amount of Purchases in any financial year in the ordinary course of business, having regard to the historical aggregate dollar amounts referred to in the paragraph headed "Volume of transactions" above;

(3)
the independent non-executive Directors shall review the Purchases annually and confirm in the Company's next annual report that the Purchases were conducted in the manner as stated in paragraphs (1) and (2) above;

(4)
the Company's auditors shall review the Purchases annually and report in a letter to the Directors (the "Letter") (a copy of which shall be provided to the Listing Division) whether, based on the findings arising from these procedures:

(i)
the Purchases have received the approval of the Board;

(ii)
the Purchases are in accordance with the relevant pricing policies (if any) as stated in the Company's financial statements;

(iii)
the Purchases have been entered into in accordance with the terms of the agreements or order contracts governing such Purchases or, if there are no such agreements, on terms no less favourable than those available to or from independent third parties; and

(iv)
the Cap Amount has been exceeded.

Where, for whatever reason, the auditors decline to accept the engagement or are unable to provide the Letter, the Directors shall contact the Listing Division immediately;

(5)
details of the Purchases in each financial year shall be disclosed as required under Rule 14.25(1)(A) to (D) of the Listing Rules in the annual report of the Company for that financial year together with the statement of opinion of the independent non-executive Directors referred to in paragraph (3) above; and

(6)
the Company shall provide to the Stock Exchange an undertaking that, for so long as the Company's securities are listed on the Stock Exchange, it will provide the Company's auditors with full access to its relevant records, and where required by the Company's auditors, will use its best efforts to procure the Supplier to provide the Company's auditors with access to the relevant records relating to the Purchases, for the purpose of the auditors' review of the Purchases referred to in paragraph (4) above.

If any terms of the Purchases as mentioned above are altered or if the Shanghai JV enters into any new agreements with any connected persons (within the meaning of the Listing Rules) in the future, the Company must comply with the provisions of Chapter 14 of the Listing Rules governing connected transactions unless it applies for and obtains a separate waiver from the Stock Exchange.

In the event of any future amendments to the Listing Rules imposing more stringent requirements than as at the date of the grant of the waiver from the Stock Exchange on transactions of the kind to which the Purchases belong including, but not limited to, a requirement that such transactions be made conditional on approval by the Independent Shareholders, the Company must take immediate steps to ensure compliance with such requirements within a reasonable time.

The Purchases are subject to the Independent Shareholders' approval at a general meeting because it falls under Rule 14.26 of the Listing Rules.

THE LOAN

Date of the Loan Agreement

5 June 2000

Parties

(1)
the Shanghai JV, a 51%-owned subsidiary of the Company, being the lender; and

(2)
the PRC Shareholder, a substantial shareholder of the Shanghai JV, being the borrower.

Terms of the Loan

Pursuant to the Loan Agreement, the Shanghai JV advanced a sum in the amount of approximately HK$17,757,000 to the PRC Shareholder. The Loan was unsecured, and bore interest of 6.435% per annum, being the commercial interest rate prevailing at the time of the granting of the Loan that would have been payable by the Shanghai JV had it obtained general banking facilities in the same amount from a bank in the PRC. The Loan was funded from internal resources of the Shanghai JV which comprised cash and funds from general banking facilities. It was the understanding of the Shanghai JV at the time the Loan was advanced that the Loan would be repaid by the PRC Shareholder using dividends that were or would be payable by the Shanghai JV to the PRC Shareholder.

Circumstances of the Loan

The Directors believe the making of the Loan was justifiable, taking into account the relationship between the Group and the PRC Shareholder and the fact that at the time the Loan was advanced, the directors of the Shanghai JV were of the view (based on undertakings received from the PRC Shareholder) that all or nearly all of the Loan and accrued interest could be repaid using dividends payable or anticipated to be payable by the Shanghai JV to the PRC Shareholder.

At the time the Loan was advanced, the directors of the Shanghai JV were not aware that the Loan would require disclosure and prior approval of the shareholders of the Company under the Listing Rules. However, once the Loan and the connected transaction implications were brought to the attention of the Directors during the recent audit work, the Directors sought to eliminate the Loan immediately.

Repayment of the Loan

The Loan constituted a connected transaction of the Company under Rule 14.26(6)(a) of the Listing Rules. Once the Listing Rules regulatory implications of this transaction were brought to the Company's attention during the recent audit work in respect of the year ended 31 December 2000, the Company promptly sought to eliminate the transaction by requesting the PRC Shareholder to repay the Loan immediately. The Loan and all accrued interest were fully repaid by the PRC Shareholder in March 2001 principally by way of set off of the dividends payable by the Shanghai JV to the PRC Shareholder declared and paid in 2001 in the amount of HK$17,458,000 (such dividend being made out of a combination of profits and retained earnings available for distribution from previous years up to and including the year 2000) with the remaining amount settled in cash.

GENERAL

The Purchases to date, and the Loan, constitute connected transactions of the Company under Rule 14.26 of the Listing Rules and should have been disclosed in accordance with the Listing Rules and made conditional upon approval by the Independent Shareholders in general meeting. The failure to make such disclosure and obtain prior Independent Shareholders' approval constitutes a breach of the Listing Rules. The Stock Exchange has indicated that it reserves the right to take formal disciplinary action against the Company and/or the Directors in respect of the breach.

In respect of any future Purchases that may be made by the Shanghai JV pursuant to the Purchase Agreement, such Purchases will also constitute connected transactions of the Company under Rule 14.26 of the Listing Rules. As indicated above, the Company has applied to the Stock Exchange for a waiver from the relevant requirements of the Listing Rules and, as a condition of such waiver, will convene a special general meeting to seek the approval of the Independent Shareholders with respect to such Purchases in due course.

A circular containing:

(i)
details of the Purchases and the Loan;

(ii)
a letter from an independent financial adviser regarding the Purchases and the Loan; and

(iii)
a notice convening a special general meeting of the shareholders at which a resolution will be proposed to seek approval of the future Purchases,

will be despatched to shareholders of the Company in due course.

DEFINITIONS

In this Announcement, unless the context requires otherwise, the following expressions have the following meanings:

"Board"
board of Directors

"Company"
Leefung-Asco Printers Holdings Limited, a company incorporated in Bermuda with limited liability and whose securities are listed on the Stock Exchange

"Directors"
the directors of the Company (including the independent non-executive directors)

"Group"
the Company and its subsidiaries

"HK$"
Hong Kong dollars

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

"Independent
shareholders of the Company that are independent of the PRC

  Shareholders"
 Shareholder and the Supplier

"Listing Division"
the listing division of the Stock Exchange

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

"Loan"
the loan in the amount of approximately HK$17,757,000 advanced by the Shanghai JV to the PRC Shareholder pursuant to the Loan Agreement

"Loan Agreement"
the loan agreement dated 5 June 2000 between the Shanghai JV and the PRC Shareholder

"PRC"
the People's Republic of China

"PRC Shareholder"
上海紡印印刷包裝有限公司, a company established under the laws of the PRC and a substantial shareholder of the Shanghai JV and therefore a connected person of the Company under the Listing Rules

"Purchase Agreement"
the purchase agreement dated 11 April 2001 between the Shanghai JV and the Supplier

"Purchases"
the purchases of Raw Materials from time to time by the Shanghai JV from the Supplier

"Raw Materials"
special processed papers used for cigarette packaging or other packaging materials, to be used by the Shanghai JV for packaging printing

"Shanghai JV"
Shanghai Fang Yin Leefung-Asco Printing and Packing Co. Ltd., a non-wholly-owned subsidiary of the Company established under the laws of the PRC and owned as to 51% indirectly by the Company, as to 41% by the PRC Shareholder and as to 8% by上海紡織發展總公司 and 上海紡織對外經濟技術合作公司 and whose principal business activity is packaging printing

"Stock Exchange"
The Stock Exchange of Hong Kong Limited

"Supplier"
上海金葉包裝材料有限公司, a company established under the laws of the PRC and owned as to 37% by the PRC Shareholder

By order of the Board

Tang Yiu Kwan, Quincy

Company Secretary

Hong Kong, 20th April, 2001

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