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 (incorporated in Hong Kong SAR with limited liability under the Companies Ordinance)

CONNECTED TRANSACTIONS

The Directors announce that the Two Port Companies have entered into the Container Company Agreement and Stevedoring Company Agreement with the Material Supplies Company on 23rd November, 1999 and 23rd December, 1999 respectively. Pursuant to the Agreements, the Two Port Companies agreed to subscribe the Services provided by Material Supplies Company for a period of 5 years. Container Company and Stevedoring Company agree to pay to the Material Supplies Company for the materials supplied to them by the Material Supplies Company at the amounts equal to 18% and 15% markup on the costs of the material borne by the Material Supplies Company. Such purchases were settled in cash on monthly basis by the Two Port Companies.

The Directors (including the independent non-executive directors) had reviewed the Agreements and are of the view that the terms of the Agreements are on normal commercial terms, fair and reasonable and no less favourable to the Group when compared with the terms offered by other independent suppliers in Tianjin Port.

As the Port Authority and Tsinlien are both under the control of the Tianjin Municipal People's Government, the Material Supplies Company, which is wholly-owned by the Port Authority, is regarded as a connected person of the Company under the Listing Rules. The Transactions constitutes connected transactions for the Company under the Listing Rules.

Since the Agreements were entered into at the end of year 1999 and being executed in January 2000, no consideration was paid for the Transactions for the year ended 31st December, 1999 whereas the aggregate considerations paid for the Transactions for the year ended 31st December, 2000 were approximately RMB29,174,748 (approximately HK$27,507,000) and those paid for the four months ended 30th April, 2001 were approximately RMB9,500,000 (approximately HK$9,000,000). Details of the Transactions for the year ended 31st December, 2000 have been disclosed in the annual report and accounts of the Company for the financial year ended 31st December, 2000 in accordance with the requirements under Listing Rule 14.25(1).

The aggregate considerations paid by the Two Port Companies under the Agreements in 2000 and 2001 had exceeded the de minimus rule under Rules 14.24(5) of the Listing Rules since January 2000 and January 2001 respectively. The Transactions should have been disclosed by way of press announcement pursuant to Rule 14.25(1) of the Listing Rules as early as February 2000. 

The Company's failure to issue a public announcement concerning these connected transactions, has constituted breach of Rule 14.25(1) of the Listing Rules. The Stock Exchange has indicated to the Company that it reserves to take further action against the Company and the Directors in respect of such breaches of the Listing Rules.

The Two Port Companies will continue to subscribe for the Services provided by the Material Supplies Company under the Agreements in the future. The Directors are of the view that it would not be practicable to make disclosure by way of press announcement on each and every occasion when the Transaction arises. Therefore, application has been made to the Stock Exchange for a wavier from strict compliance with the disclosure requirements under Rule 14.25 of the Listing Rules in respect of the Transactions during the continuance of the Agreements, subject to a Cap Amount of 3% of the audited consolidated net tangible assets of the Group and other conditions set out in the section ``Waiver Sought'' below.

THE AGREEMENTS

Dates of the Agreements

The Container Company Agreement and the Stevedoring Company Agreement were entered into on 23rd November, 1999 and 23rd December, 1999 respectively.

Parties involved

Container Company, a wholly-owned subsidiary of the Company incorporated and commenced operations in PRC on 25th October, 1997, is principally engaged in the business of provision of containers transportation and storage services in Tianjin Port.

Stevedoring Company, a wholly-owned subsidiary of the Company incorporated and commenced operations in PRC on 25th October, 1997, is principally engaged in the business of provision of stevedoring and storage services in Tianjin Port.

Material Supplies Company, a wholly-owned subsidiary of the Port Authority incorporated and commenced operations in PRC on 18th September, 1998, is principally engaged in the business of provision of wholesale and management of the purchases and supply of materials to the port companies in Tianjin Port.

Tsinlien is the controlling shareholder of the Company holding 64.06% of the issued share capital of the Company. As the Port Authority and Tsinlien are both under the control of the Tianjin Municipal People's Government, the Material Supplies Company, which is wholly-owned by the Port Authority, is regarded as a connected person of the Company under the Listing Rules. The Transactions constitutes connected transactions for the Company under the Listing Rules.

Background

Before the establishment of the Material Supplies Company, the Two Port Companies and other port operators in Tianjin Port used to purchase and manage all of the local and imported materials supplies, mainly for repair and maintenance, individually. However, the Port Authority, being the administration authority of the Tianjin Port, considered that it was inefficient to continue such operating style. Therefore, the Material Supplies Company was set up in September 1998 by the Port Authority to offer centralized inventory management and material supplies services to all the port companies operating in Tianjin Port.

The management of the Two Port Companies believed that it is a cost effective method to outsource the material purchases of the Two Port Companies to the Material Supplies Company at a services fee based on a pre-determined basis and that the Two Port Companies can better control their costs and sustain their competitiveness by outsourcing the Services to the Material Supplies Company. The Directors are of the view that the above arrangements are beneficial to the Group.

The management of the Two Port Companies and the Directors understand that other operators in the Tianjin Port have already entered into similar outsourcing arrangements with the Material Supplies Company and are of the view that the terms of the Agreements are on normal commercial terms, fair and reasonable and no less favourable to the Group when compared with the terms offered by other independent suppliers in Tianjin Port.

Major Terms of the Agreements

Pursuant to the Agreements, each of the Two Port Companies agrees to appoint the Material Supplies Company to assume the inventory management and materials purchases functions of the Two Port Companies for a term of five years. Unless mutually agreed by Two Port Companies and the Material Supplies Company or any force majeure occurrence, there should have no early termination on the Agreements. It was optional for the management of the Two Port Companies to whether subscribe for the Services provided by the Material Supplies Company or continue sourcing their own materials by themselves. They can even subscribe for the services provided by or purchase materials from other independent suppliers in Tianjin Port during the terms of the Agreements.

The Two Port Companies shall provide at their own cost the relevant fixed assets, including mainly oil re-filling machines, oil tanks and warehouses at their own premises for the storage and daily consumption of materials supplied by the Material Supplies Company to the Two Port Companies respectively.

A total of 64 staff, 32 staff from each of the Two Port Companies, in the materials department of the Two Port Companies were relocated to and contractually employed by Material Supplies Company with effective from the date of the Agreements, all remuneration and welfare of these staff are then borne by the Material Supplies Company. Upon termination of the Agreements, the Two Port Companies shall be responsible for re-employing all of these staff. Pursuant to the Agreements, Material Supplies Company should bear all the retirement benefits incurred for those staff who retires between 1st January, 2003 to the respective expiry dates of the Agreements.

Container Company and Stevedoring Company agreed to pay to the Material Supplies Company for the materials supplied to them by the Material Supplies Company at the amounts equal to 18% and 15% markup on the costs of the materials borne by the Material Supplies Company. Such purchases were settled in cash on monthly basis by the Two Port Companies. The markup for each of the Agreements was basically determined by reference to the related payroll expenses and the average of costs and quantities of the materials incurred in the past year by each of the Two Port Companies. As more skillful staff is required and more specialised materials are used in the container handling services provided by Container Company, a higher markup is charged in the Container Company Agreement. Technical skills of the staff and equipment required by Stevedoring Company, which mainly involved in the provision of various non-containerised goods handling services, was comparatively lower and less complicated, therefore, a lower markup is charged in the Stevedoring Company Agreement.

The Directors, including the independent non-executive Directors, are of the view that the Agreements were entered into on normal commercial terms, on an arm's length basis and also in the ordinary and usual course of business of the Two Port Companies and in the interest of independent shareholders of the Company as a whole.

Benefits of the Agreements

The management of the Two Port Companies believed that the Two Port Companies could take benefits from the Agreements in various aspects. Since the materials and parts purchased by the Two Port Companies for repairs and maintenance of their operating equipments are similar to those purchased by other port operation companies, the Material Supplies Company can obtain a better discount and therefore reduce the costs of the materials by grouping small purchase orders. At the same time, the Material Supplies Company would be in a better position to bargain with suppliers in order to ensure the adequacy of supply and the quality of the material purchased. In addition, the Two Port Companies no longer need to keep a high level of materials and parts for their own operations so that the amount of working capital for keeping high stock level can be reduced. This was evidenced by the fact the inventory levels of the material supplies for the past three years as at 31st December, 1998, 1999 and 2000 for the Two Port Companies were approximately RMB13,028,000 (approximately HK$12,284,000), RMB11,567,000 (approximately HK$10,906,000) and RMB7,677,000 (approximately HK$7,238,000) respectively.

The amounts of material supplies purchased for past two financial years ended as at 31st December, 1998 and 1999 by the Two Port Companies were approximately RMB23,000,000 (approximately HK$21,686,000) and RMB28,000,000 (approximately HK$26,400,000) respectively.

As a total of 64 staff in the materials department of the Two Port Companies were transferred to and employed by Material Supplies Company, related staff costs incurred for the past three financial years ended 31st December, 1998, 1999 and 2000 of approximately RMB2,588,000 (approximately HK$2,440,000), RMB3,130,000 (approximately HK$2,951,000) and nil respectively. The Directors are of the view that the above arrangements are beneficial to the Group.

The Directors (including the independent non-executive directors), after reported by the management of the Two Port Companies in March 2001, had reviewed the Agreements and are of the view that the terms of the Agreements are on normal commercial terms, fair and reasonable and no less favourable to the Group when compared with the terms offered by other independent suppliers in Tianjin Port.

Consideration

Since the Agreements were entered into at the end of year 1999 and being executed in January 2000, no consideration was paid by the Two Port Companies for the Transactions for the year ended 31st December, 1999.

Container Company and Stevedoring Company have paid about RMB18,550,000 (approximately HK$17,490,000) and RMB10,624,748.82 (approximately HK$10,017,000) respectively to the Material Supplies Company for the year ended 31st December, 2000, representing approximately 0.61% and 0.35% of the book value of the audited consolidated net tangible assets of the Company as of 31st December, 1999.

The aggregate considerations by the Container Company and Stevedoring Company paid for the four months ended 30th April, 2001 were approximately RMB6,200,000 (approximately HK$5,900,000) and RMB3,300,000 (approximately HK$3,100,000) respectively, representing approximately 0.19% and 0.1% of the book value of the audited consolidated net tangible assets of the Company as of 31st December, 2000.

Disclosure requirement

Under Chapter 14 of the Listing Rules, the Transactions constitute connected transactions of the Company for so long as Tsinlien, which holds approximately 64.06% in the issued share capital of the Company, remains a substantial shareholder of the Company. The Transactions are required to comply with the requirements as set out in Chapter 14 of the Listing Rules.

Details of the Transactions for the year ended 31st December, 2000 have been disclosed in the annual report and accounts of the Company for the financial year ended 31st December, 2000 in accordance with the requirements under Rule 14.25(1) of the Listing Rules.

The aggregate considerations paid by the Two Port Companies under the Agreements in 2000 and 2001 had exceeded the de minimus rule under Rule 14.24(5) of the Listing Rules since January 2000 and January 2001 respectively. The Transactions should have been disclosed by way of press announcement pursuant to Rule 14.25(1) of the Listing Rules as early as February 2000.

Reason for the delay of disclosure

The Directors explain that the delay in disclosing details of the Transactions by way of press announcement is due to late reporting of such transactions from the management of Two Port Companies. As explained by the management of the Two Port Companies, they had treated these transactions only as a transfer of operating duties from one department to another because the Services were carried out by those staff originally from the Two Port Companies, and hence were not aware that the Transactions constituted connected transactions under the Listing Rules and did not report the Transactions to the Company during their regular reporting. Although one of the Directors is also the management of the Two Port Companies, he did not realize that the Transactions constituted connected transactions also. Therefore, no timely disclosure has been made to the Company by that Director. During the administrative review on general operations of the Two Port Companies by the management of the Company on behalf of the Directors in March 2000, the Directors only reviewed for those transactions actually occurred in 1999. Therefore, it was not until the administrative review in March 2001 that the Directors first became aware of the Agreements and discovered that the Transactions constitute connected transactions under the Listing Rule. Accordingly, no press announcements on the Transactions had been made by the Company. The Directors expect that such delay could be avoided in the future by means of better communications between the management of the Two Port Companies and the Company, and the establishment of a proper reporting and approval system of the Group.

Failure to disclose the Transactions by way of press announcement constituted breach of Rule 14.25 of the Listing Rules. In this regard, the Stock Exchange has indicated to the Company that it reserves the right to take appropriate action against the Company and the Directors in respect of such breaches of the Listing Rules.

WAIVER SOUGHT

Since the Transactions will continue to be entered into on normal commercial terms, on an arm's length basis and also in the ordinary and usual course of business of the Two Port Companies in accordance with the terms of the Agreements, the Directors are of the view that it would be impractical and unduly onerous on the part of the Company if it is required to make disclosure by way of press announcement on each and every occasion when the Transaction arises. The Company has therefore applied to the Stock Exchange for a waiver from the relevant disclosure requirements of the Listing Rules for further press announcements in respect of the Transactions during the continuance of the Agreements on the condition that:

(1)
the Transactions are:

(a)
entered into in the ordinary and usual course of business of the companies concerned;

(b)
entered into in accordance with the terms of the Agreements;

(c)
on normal commercial terms applied by reference to the transactions of similar nature and made by similar entities or where no available comparison, on terms no less favourable than terms available to or from, as appropriate, independent third parties; and

(d) 
fair and reasonable so far as the Shareholders are concerned.

(2)
the aggregate amount payable by the Group to the Material Supplies Company in respect of the Transactions in any financial year does not exceed 3% of the audited consolidated net tangible asset of the Group (the ``Cap Amount'');

(3)
details of the Transactions as set out in Rule 14.25(1)(A) to (D) of the Listing Rules shall be disclosed in the Company's annual report with opinions of independent non-executive directors and auditors as in paragraph (4) and (5) below for the relevant financial year;

(4)
the independent non-executive Directors shall review annually the Transactions and shall confirm in the Company's annual report for the relevant financial year that they were conducted in the manner as stated in paragraphs (1) and (2) above;

(5)
the auditors of the Company shall review annually the Transactions and confirm in a letter (``the Letter'') to the Board stating whether the Transactions:

(a)
have received the approval of the Board;

(b)
have been entered into in accordance with the terms of the Agreements; and

(c)
have not exceeded the Cap Amount as set out in paragraph (2) above;

A copy of the Letter is to be provided by the Company to the Stock Exchange. Where for whatever reason, the auditors decline to accept the engagement or are unable to provide the Letter, the Directors shall contact the Stock Exchange immediately;

(6)
each of the Company and Material Supplies Company shall provide to the Stock Exchange an undertaking that so long as the Company's shares are listed on the Stock Exchange, the Company's auditors will be given full access to its relevant records for the purpose of the auditors' review of the Transactions referred to in paragraph (5) above; and

(7)
in the event of any future amendments to the Listing Rules imposing more stringent requirements on transactions of the kind to which the Transactions belong, including but not limited to, a requirement that such Transactions be made conditional on approval by the independent shareholders of the Company, the Company must take immediate steps to ensure compliance with such requirements within a reasonable time.

If the Cap Amount is at any time exceeded, or if any of the terms of the Agreements as mentioned above are altered, or if the Company enters into new arrangement or agreements with the Port Authority in the future, the Company will 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.

PRINCIPAL ACTIVITY

The principal activity of the Company is investment holding. The principal activities of its subsidiaries and associated companies are (i) production, distribution and sale of consumer product; (ii) operation of infrastructure facilities; (iii) production, distribution and sale of industrial machinery; and (iv) general commercial trading.

TERMS USED IN THIS ANNOUNCEMENT

``Agreements''
the Container Company Agreement and the Stevedoring Company Agreement

``associates''
has the meaning ascribed under the Listing Rules

``Board''
the board of directors of the Company

``Company''
Tianjin Development Holdings Limited, a company incorporated in Hong Kong under the Companies Ordinance, and is a listing vehicle of Tianjin Government

``Container Company''
天津港集裝箱碼頭有限公司 (Tianjin Port Container Terminal Company Limited), a company incorporated in PRC on 25th October, 1997 and a wholly-owned subsidiary of the Company

``Container Company Agreement''
the agreement dated 23rd November, 1999 entered into between Container Company and Material Supplies Company in relation to the subscription of inventory management and material supplies provided by Material Supplies Company for the period from 1st December, 1999 to 30th November, 2004

``Director(s)''
The director(s) of the Company, including independent non-executive director(s)

``Group''
the Company and its subsidiaries

``Hong Kong''
the Hong Kong Special Administrative Region of the PRC

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

``Material Supplies Company''
天津港物資供應有限公司 (Tianjin Port Material Supplies Company Limited), a company incorporated in PRC and wholly-owned by the Port Authority

``Port Authority''
天津港務局 (Tianjin Port Authority), a governmental authority under the control of Tianjin Municipal People's Government and is regarded as connected person of the Company by virtue of Tsinlien, a company also under the control of Tianjin Municipal Peoples Government, holds approximately 64.06% of issued share capital of the Company

``PRC''
the People's Republic of China

``Services''
the services, for inventory management and material supplies to be provided by the Material Supplies Company to the Two Port Companies, pursuant to the Agreements

``Stevedoring Company''
天津港第二港埠有限公司 (Tianjin Harbour Second Stevedoring Company Limited), a company incorporated in PRC on 25th October, 1997 and a wholly-owned subsidiary of the Company

``Stevedoring Company Agreement''
The agreement dated 23rd December, 1999 entered into between Stevedoring Company and Material Supplies Company in relation to the subscription of inventory management and material supplies provided by Material Supplies Company for the period from 1st January, 2000 to 31st December, 2004

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

``Transaction''
the provisions of the Services under the Agreements

``Tsinlien''
Tsinlien Group Company Limited, a company incorporated in Hong Kong under the Companies Ordinance which is under the control of the Tianjin Municipal People's Government and holds approximately 64.06% of the issued share capital of the Company 

``Two Port Companies''
Container Company and Stevedoring Company

``HK$''
Hong Kong Dollars, the lawful currency of Hong Kong

``RMB''
Renminbi, the lawful currency of the PRC

In this announcement, for reference only and unless otherwise specified, the translation of RMB into HK$ is based on exchange rates ranging from RMB1 to HK$0.9429.

By order of the Board

Wang Guang Hao

Chairman

Hong Kong, 26th May, 2001
Please also refer to the published version of this announcement in the (Hong Kong iMail)
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