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Connected Transactions

The Company is making disclosure on certain connected transactions entered into between SAS Ele, RDL and Hon Hai since 16 June 2000. During the period from 16 June 2000 to 31 December 2000, SAS Ele sold to and purchased from Hon Hai certain electronic components in the ordinary course of its business and RDL also sold to Hon Hai certain electronic components in the ordinary course of its business.

Foxconn, a wholly-owned subsidiary of Hon Hai, is a substantial shareholder of the Company.  SAS Ele is a wholly-owned subsidiary of the Company and RDL is owned as to 70% by the Company.  These transactions therefore constitute connected transactions for the Company under the Listing Rules. As the Company was not aware of these transactions until the year-end audit of the accounts of the Group in respect of the financial year 2000, the Company had not disclosed and obtained shareholders' approval in time of these connected transactions which were so required by Rule 14.26 of the Listing Rules when such transactions took place. As a result, the Company has been in breach of Rule 14.26 of the Listing Rules and the Stock Exchange has indicated that it reserves its right to take disciplinary action against the Company for the failure to comply with the Listing Rules. 

These connected transactions have been entered into for the purposes of the business of the Group.  The directors, including independent non-executive directors, of the Company are of the view that the terms of each of these connected transactions are, in view of the business of the Group, fair and reasonable and in the best  interest of the Company and the shareholders as a whole.

The Company expects that these connected transactions will continue in the years to come. Moreover, the Company also expects that starting from about June 2001, SAS Ele will act as an agent of Hon Hai whereby SAS Ele will introduce its customers to purchase electronic components directly from Hon Hai and SAS Ele will receive commissions from Hon Hai in this respect. The Company considers that it would be impractical for it to make such disclosure and, if necessary, seek shareholders' approval for each of these transactions whenever they arise. Accordingly, the Company has applied to the Stock Exchange for a waiver from the strict compliance with the requirements under Rules 14.26 and 14.25(1) of the Listing Rules on each occasion they arise.

A circular containing inter alia, further details of the connected transactions, a letter from an independent financial advisor and the notice convening the special general meeting will be despatched to the shareholders of the Company.

BACKGROUND INFORMATION

Pursuant to a subscription agreement dated 25 February 2000 entered into between Foxconn and the Company, the Company issued 46,000,000 non-redeemable convertible preference shares of  HK$0.10 each to Foxconn on 19 April 2000.  On 15 June 2000, Foxconn exercised in full its conversion right attaching to the said convertible preference shares to convert the same into 46,000,000 ordinary shares of HK$0.10 each in the capital of the Company.  Immediately after such conversion, Foxconn held 19.57% in the issued share capital of the Company and has become  a substantial shareholder of the Company for the purposes of the Listing Rules since 16 June 2000.  As Foxconn is a wholly owned subsidiary of Hon Hai, Hon Hai is therefore a connected person of the Company.

On the other side, SAS Ele is a wholly-owned subsidiary of the Company and RDL is owned as to 70% by the Company.

CONNECTED TRANSACTIONS

During the period from 16 June 2000 to 31 December 2000, SAS Ele sold to and purchased from Hon Hai certain electronic components in the ordinary course of its business in a series of transactions in an aggregate consideration of HK$7,369,368.63 and HK$8,316,955.04 respectively (the ``SAS Ele Transactions'').

Moreover, during the period from 16 June 2000 to 31 December 2000, RDL sold to Hon Hai certain electronic components in the ordinary course of its business in a series of transactions in an aggregate consideration of HK$8,005,811.89 (the ``RDL Transactions'').

As Hon Hai is a connected person of the Company, the SAS Ele Transactions and the RDL Transactions constituted connected transactions for the Company.

For the financial year ended 31 December 1999, the aggregate value of the SAS Ele Transactions and the RDL Transactions was approximately HK$10.38 million.  For the financial year ended 31 December 2000, the aggregate value of the SAS Ele Transactions and the RDL Transactions was approximately HK$40.76 million.

The audited net assets value of the Company was approximately HK$339,050,000.00 as at 31 December 2000. Accordingly, the SAS Ele Transactions and the RDL Transactions account for 4.63% and 2.36% respectively (totaling 6.99%) of the net assets value of the Company.  Since the aggregate value of these transactions is more than 3% of the net assets value of the Company, according to the requirements of Rule 14.26 of the Listing Rules, these transactions should have been approved by the Company's independent shareholders at a general meeting.

GENERAL

As similar transactions had been entered into between SAS Ele, RDL and Hon Hai before Hon Hai became a connected person of the Company on 16 June 2000, the directors of the Company were not aware of these transactions becoming connected transactions when Hon Hai became a connected person on 16 June 2000 until the year-end audit of the accounts of the Group in respect of the financial year 2000.  Therefore, the Company was not able to disclose and obtain shareholders' approval in time of these transactions when they took place and the Company has therefore been in breach of Rule 14.26 of the Listing Rules.  The Stock Exchange has indicated that it reserves its right to take disciplinary action against the Company for the failure to comply with the Listing Rules.

The directors, including independent non-executive directors, of the Company are of the view that the transactions are entered into on normal commercial terms and the terms of each of the above connected transactions are, in view of the business of the Group, fair and reasonable and in the best  interest of the Company and the shareholders as a whole. 

The directors of the Company are also of the view that all these connected transactions were entered into in the ordinary course of business of the parties concerned and no special favour was given to Hon Hai. 

The Company expects that this kind of sales and purchases of electronic components by SAS Ele and RDL to and from Hon Hai will continue in the years to come. The Company also expects that starting from about June 2001, SAS Ele will act as an agent of Hon Hai whereby SAS Ele will introduce its customers to purchase electronic components directly from Hon Hai and SAS Ele will receive 5% of the value of these transactions (on normal commercial terms) as commissions from Hon Hai in this respect.  In order to avoid over exposure to the financial risk, SAS Ele does not sell the electronic components directly to its customers but only acts as an agent under these transactions.  The Company believes that it is in the commercial interest of the Company to enter into these kinds of transactions.  Nevertheless, these transactions will also constitute connected transactions for the Company under the Listing Rules and will normally require disclosure to and, possibly, the approval of shareholders on each occasion they arise.  The Company considers that it would be impractical for it to make such disclosure and, if necessary, seek shareholders' approval for each of these transactions whenever they arise.  Accordingly, the Company has applied to the Stock Exchange for a waiver from the strict compliance with the requirements under Rule 14.26 of the Listing Rules for sales and purchases of electronic components to and from Hon Hai and Rule 14.25(1) of the Listing Rules for the commission income from Hon Hai under the following conditions:

(1)
such connected transactions are:

(i)
in the ordinary and usual course of business of SAS Ele, RDL and Hon Hai;

(ii)
on normal commercial terms;

(iii)
fair and reasonable so far as the shareholders of the Company are concerned; and

(iv)
entered into either (a) in accordance with the terms of the agreements governing such transactions or (b) where there is no such agreement, on terms no less favourable than terms available to (or from, as appropriate) independent third parties;

(2)
brief details of such connected transactions in any financial year will be disclosed in the annual report of the Company relating to that year as set out in Rule 14.25 (1)(A) to (D) of the Listing Rules;

(3)
the aggregate value of sales and purchases of electronic components to and from Hon Hai will not exceed HK$65,344,000 per annum, the expected maximum aggregate amount per year, in any of the forthcoming 3 financial years of the Company;

(4)
the aggregate commissions received by SAS Ele under the agency  transactions will not exceed HK$4,680,000 per annum, the expected maximum aggregate amount per year, in any of the forthcoming 3 financial years of the Company;

(5)
the independent non-executive directors of the Company shall review annually of such connected transactions and confirm in the annual report of the Company that such connected transactions are conducted in the manner stated in (1) above;

(6)
the auditors of the Company will review annually such connected transactions and confirm that such connected transactions:

(i)
have received the approval of the board of directors of the Company;

(ii)
the transactions have been entered into in accordance with the pricing policies of the Company as stated in the Company's financial statements;

(iii)
are in the ordinary course of business of SAS Ele, RDL and Hon Hai; 

(iv)
are on normal commercial terms; 

(v)
are fair and reasonable so far as the shareholders of the Company are concerned; and 

(vi)
have not exceeded the relevant cap referred to in paragraphs (3) and (4) above; and

(7)
each of the Company and Hon Hai shall provide to the Stock Exchange an undertaking that, for so long as the shares of the Company are listed on the Stock Exchange, it will provide the Company's auditors with full access to its relevant records for the purpose of the auditors' review of the transactions referred to in (6) above.

The Group is principally engaged in the distributing of electronic components, software applications, manufacturing of electronic products, development of e-commerce and internet related business.

Definitions

``Company''
S.A.S. Dragon Holdings Limited, a company incorporated in Bermuda and the securities of which are listed on the Stock Exchange;

``Foxconn''
Foxconn Holding Limited, a company incorporated in the British Virgin Islands with limited liability and a wholly owned subsidiary of Hon Hai;

``Group''
the Companies and its subsidiaries;

``Hon Hai''
Hon Hai Precision Industry Co., Ltd, a company incorporated in Taiwan with limited liability and a listed company in Taiwan;

``Hong Kong''
The Hong Kong Special Administrative Region of the People's Republic of China;

``Listing Rules''
Rules Governing the Listing of Securities on the Stock Exchange;

``RDL''
RDL Electronic Company Limited, a company incorporated in Hong Kong with limited liability and 70% owned subsidiary of the Company;

``SAS Ele''
S.A.S. Electronic Company Limited, a company incorporated in Hong Kong with limited liability and a wholly owned subsidiary of the Company;

``Stock Exchange''
The Stock Exchange of Hong Kong Limited; and

``HK$''
Hong Kong dollars, the lawful currency of Hong Kong.


By order of the Board


S.A.S. Dragon Holdings Limited


Yim Yuk Lun, Stanley


Chairman and Managing Director

Hong Kong, 22 May 2001
Please also refer to the published version of this announcement in the (Hong Kong iMail)
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