The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this announcement, makes no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this announcement.
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 (the "Company")

(Incorporated in Bermuda with limited liability)

CONNECTED TRANSACTIONS

Subcontracting Orders

Dongguan Sanyue Fashions Limited, a 92% non-wholly owned subsidiary of Theme International Holdings Limited, accepted various subcontracting orders between October 2000 and March 2001 from Dongguan Daliwai Fashion Co., Ltd., Dongguan High Fashion (Feng Gang) Garments Factory and High Fashion Garments (Zhong Shan) Limited, which are respectively a wholly-owned subsidiary of, processing operation in PRC controlled by, and 51% jointly-controlled entity of, High Fashion International Limited in respect of which Dongguan Sanyue Fashions Limited provided labour and accessory materials for production of garments for High Fashion International Limited in return for subcontracting charges totalling HK$2,185,216 which represents 33.36% of the Company's consolidated net tangible asset value based on the Company's 2000 interim report and accounts for the 6-month period ended 30th September 2000.

Such subcontracting charges are in the view of the directors (including independent non-executive directors) of the Company on normal commercial terms and fair and reasonable so far as the Company and the independent shareholders of the Company were concerned and in the interest of the Company and the independent shareholders of the Company as a whole.

High Fashion International Limited is and was at all material times a substantial shareholder of the Company holding approximately 75% of the entire issued share capital of the Company.

Accordingly, the above transactions constitute connected transactions for the Company and the aggregate value of their considerations exceeded HK$1,000,000 but was less than HK$10,000,000, and should have been disclosed by way of press announcement as early as January 2001 pursuant to Rule 14.25(1) of the Listing Rules once their aggregate value exceeded HK$1,000,000. Due to an inadvertent oversight, disclosure of such transactions by way of press announcement was overlooked and the oversight resulted in a breach of Rule 14.25(1) of the Listing Rules by the Company in that no press announcement was made by the Company as soon as possible after the Company was required to do so. The Stock Exchange of Hong Kong Limited has indicated that it reserves the right to take appropriate action against the Company and/or its directors in respect of such breach. The transactions have been disclosed in the Company's 2000-2001 interim report and accounts for the 12-month period ended 31st March 2001 published and despatched to its shareholders around end of June 2001.

To enable the Company and High Fashion International Limited to maximize the use of their respective production facilities and manpower and plan their respective production and delivery schedules more efficiently and effectively in future years, each of the Company and High Fashion International Limited proposes to subcontract part of its production of garments to the other on normal commercial terms where its own production capacity may be exceeded in case of peak production demands. As such subcontracting arrangements will be on-going between the Company and High Fashion International Limited, the Company has applied to the Stock Exchange for a conditional waiver from complying with the requirement of press announcement under Rule 14.25(1) of the Listing Rules subject to the conditions set out in the section headed "APPLICATION FOR A WAIVER" below so that such connected transactions need only be disclosed in the relevant published annual report and accounts and no press announcement will be required further to this one.

SUBCONTRACTING ORDERS

As disclosed in the Company's 2000-2001 interim report dated 11th June 2001 and accounts for the 12-month period ended 31st March 2001 (the "2001 Interim Statements"), Dongguan Sanyue Fashions Limited ("DSF"), a 92% non-wholly owned subsidiary of the Company accepted the following subcontracting orders (the "Subcontracting Orders") from Dongguan Daliwai Fashion Co., Ltd. , Dongguan High Fashion (Feng Gang) Garments Factory and High Fashion Garments (Zhong Shan) Limited which are respectively a wholly-owned subsidiary of, processing operation in PRC controlled by, and 51% jointly-controlled entity of, High Fashion International Limited ("High Fashion" and together with such subsidiary, operation and entity, the "High Fashion Companies") for DSF to supply the High Fashion Companies with labour and accessory materials for production of garments for High Fashion between October 2000 and March 2001:


Amount of subcontracting charges 

Date
received by DSF


(HK$)

October 2000
35,312

November 2000
230,849

December 2000
573,957

January 2001
735,248

February 2001
407,195

March 2001
202,655


2,185,216

The aggregate amount of subcontracting charges under the Subcontracting Orders has been received by DSF and represents 33.36% of the Company's consolidated net tangible asset value as at 30th September 2000 based on the Company's 2000 interim report and accounts for the 6-month period ended 30th September 2000. There were no similar arrangements between the Company and High Fashion after 31st March 2001 because such period was low season during which no business need for such arrangements arose.

REASONS FOR SUBCONTRACTING ORDERS

Following High Fashion's acquisition of approximately 75% of the entire issued share capital of the Company on 31st August 2000, the Company underwent an extensive cost control and reduction exercise to reduce its continuing losses and to make its operations competitively efficient and cost effective.

High Fashion has always subcontracted part of its production of garments to outside factories when its own facilities are unable to cope with the production demands during peak seasons. Since DSF had spare production capacity at the material times of the Subcontracting Orders, DSF accepted them from the High Fashion Companies in order not to idle or waste the committed resources in DSF's production facilities.

The charges under the Subcontracting Orders were paid in cash at different times as specified in the Subcontracting Orders, and comprised labour charges for cut and make and sometimes material charges. The labour charge was based on High Fashion's own range of rates for cutting and making different pieces of garment which were no less favourable to DSF than the charges which High Fashion Companies paid to other independent third party sub-contractors in respect of similar orders with them. For the same type of garment, the rate varied because of the difference in styles of garments or quality of garment materials. The material charge was equal to the cost price of accessory materials (e.g. cotton thread, lining and buttons) purchased by DSF from independent third parties and not otherwise supplied by the High Fashion Companies. Such charging of accessory materials against High Fashion Companies at cost by the Company was market practice. The labour and material charges comprised in any of the Subcontracting Orders were made on normal commercial terms and in any event, no less favourable to DSF than those charges which High Fashion Companies paid to other independent third party sub-contractors in respect of similar orders with them. In respect of any future subcontracting orders that may be received by DSF from High Fashion Companies, the same payment method will be adopted.

The Subcontracting Orders were carried out at arm's length basis between DSF and the High Fashion Companies and have been reviewed and approved by independent non-executive directors of the Company. The directors (including independent non-executive directors) of the Company are of the view that the Subcontracting Orders were:-

(a)
conducted by DSF in the ordinary and usual course of the Company's business;

(b)
on normal commercial terms or terms no less favourable to DSF than those otherwise available to independent third parties; and

(c)
fair and reasonable so far as the Company and the independent shareholders of the Company were concerned and in the interest of the Company and the independent shareholders of the Company as a whole.

CONNECTION BETWEEN THE PARTIES

High Fashion is a substantial shareholder of the Company holding approximately (but not more than) 75% of the entire issued share capital of the Company. High Fashion is therefore a connected person of the Company and the Subcontracting Orders between DSF and the High Fashion Companies constitute connected transactions of the Company under the Listing Rules.

BREACH OF LISTING RULES

The aggregate value of the consideration received by the Company under the Subcontracting Orders exceeds HK$1,000,000 but is less than HK$10,000,000. Accordingly, the Subcontracting Orders should have been disclosed by way of a press announcement in accordance with Rule 14.25(1) of the Listing Rules as early as January 2001 once their aggregate charges exceeded HK$1,000,000. Due to an inadvertent oversight, such disclosure was overlooked by the Company. This oversight has resulted in a breach of Rule 14.25(1) of the Listing Rules by the Company (in each case once the aggregate charges under the Subtracting Orders exceeded HK$1,000,000) and the Stock Exchange has indicated that it reserves the right to take appropriate action against the Company and/or its directors in respect of such breaches.

Details of the Subcontracting Orders have already been included in the 2001 Interim Statements published and dispatched to the shareholders of the Company around end of June 2001.

BUSINESS OF THE GROUP

The principal activities of the Company and its subsidiaries consist of design, manufacture, marketing and retail of ladies' executive apparel. The Company operates one manufacturing facility in Dongguan, the People's Republic of China under DSF and various retail outlets in PRC (including Taiwan and Hong Kong).

ON-GOING TRANSACTIONS

The business of a garment production company is seasonal and it is extremely important for it to meet tight production and delivery schedules prior to the commencement of each season. As a result, it is always the practice of a garment production company to subcontract part of its production to other parties when its own production capacity is exceeded. Since both the Company and High Fashion have garment production facilities, there are obviously good business reasons for them to complement or support each other's production ability in light of market conditions and sudden changes thereto. This will enable the Company and High Fashion to maximize the use of their respective production capacities and manpower and plan their respective production and delivery schedules more efficiently and effectively. While the necessity of future similar subcontracting arrangements will depend on the prevailing business needs of the Company and High Fashion, it is anticipated that due to seasonal changes and demands, the subsidiaries of the Company will continue to provide subcontracting services to the subsidiaries of High Fashion (although no subcontracting arrangements similar to the Subcontracting Orders have been made between DSF and the High Fashion Group since 1st April 2001) similar to the Subcontracting Orders and likewise the subsidiaries of High Fashion may provide similar subcontracting services to the subsidiaries of the Company (although High Fashion has never before provided such services to the Company's group) when the Company is unable to meet its production demands (collectively the "Transactions"). In fact, the Company has now on hand production orders or requirements for the months of July and August 2001 which the Company's own production capacity will be unable to cope with and the Company will be required to subcontract to outside factories. During this period, High Fashion's own production orders or requirements have indicated that it will have the production capacity to receive from the Company subcontracting orders for production of the Company's garments.

The Transactions will be regarded as connected transactions for the Company under the Listing Rules. The Transactions will be carried out based on labour and material charges on terms no less favourable to the subsidiaries of the Company than those otherwise available to independent third party subcontractors. The directors of the Company (including the independent non-executive directors of the Company) consider that the Transactions will be on normal commercial terms, fair and reasonable so far as the Company and the independent shareholders of the Company are concerned and in the interest of the Company and the independent shareholders of the Company as a whole. The provision of subcontracting services to High Fashion by the Company will provide additional source of income to the Company while that by High Fashion to the Company will enable the Company to meet its tight production and delivery schedules to its customers in times of excessive production demands.

APPLICATION FOR A WAIVER

Based on the aggregate subcontracting charges under the Subcontracting Orders between 1st October 2000 and 31st March 2001, the possibility of the Company's higher production demands in the coming peak seasons as estimated by the directors of the Company and possible future growth of High Fashion's production in times of peak production demands, the directors of the Company consider that the aggregate annual subcontracting charges to be received or paid by the Company from and to High Fashion in the ordinary course of their respective businesses in respect of the Transactions are anticipated to be more than HK$1,000,000, but less than HK$10,000,000. It would be impracticable and unduly burdensome for the Company to make separate press announcements for each of the Transactions on each occasion they arise.

Under Rule 14.25(1) of the Listing Rules, such connected transactions must be disclosed by way of a press announcement containing brief details of the transactions and inclusion of certain specified details in the issuer's next published annual report and accounts if the total consideration or value is or represents less than the higher of HK$10,000,000 or 3% of the net tangible assets of the issuer (as disclosed in its latest published audited accounts).

Accordingly, on 17th July 2001, the Company applied for a conditional waiver from The Stock Exchange of Hong Kong Limited from complying with the on-going disclosure requirements by way of press announcement under Rule 14.25(1) of the Listing Rules in respect of the Transactions on each occasion they arise for the financial years ending on 30th September 2001, 2002 and 2003 such that the Transactions need only be disclosed in the respective published annual reports and accounts and no press announcement will be required on the conditions that the aggregate amount of the Transactions for each financial year shall not exceed HK$10,000,000 (the "Cap Amount").

The conditions to which the waiver are subject are set out below:

(1)
the Transactions will be:-

(a)
entered into by the subsidiaries of the Company in the ordinary and usual course of their business;

(b)
conducted on normal commercial terms or, if there are not sufficient comparable transactions to judge whether they are on normal commercial terms, on terms no less favourable than those available to or from independent third parties, as appropriate; and

(c)
on terms that are fair and reasonable so far as the independent shareholders of the Company are concerned and in the interest of the Company as a whole;

(2)
the aggregate amount of the Transactions in each financial year shall not exceed the Cap Amount;

(3)
the independent non-executive directors of the Company shall review the Transactions annually and confirm in the Company's next annual report and accounts that the Transactions have been conducted in the manner as stated in paragraphs (1) and (2) above;

(4)
the Company's auditors shall review the Transactions annually and confirm in a letter (the "Letter") to the directors of the Company (a copy of which shall be provided to the Listing Division of the Stock Exchange) stating whether:

(a)
the Transactions have received the approval of the Company's board of directors;

(b)
the Transactions are in accordance with the pricing policies as stated in the Company's financial statements;

(c)
the Transactions have been entered into on terms no less favourable than those available to or from independent third parties; and

(d)
the Cap Amount has been exceeded,

and where, for whatever reason, the auditors decline to accept the engagement or are unable to provide the Letter, the directors of the Company shall contact the Listing Division of the Stock Exchange immediately;

(5)
each of the Company, Dongguan Daliwai Fashion Co., Ltd., Dongguan High Fashion (Feng Gang) Garments Factory and High Fashion Garments (Zhong Shan) Limited 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 all appropriate records relating to the Transactions for the purpose of auditors' review as referred in paragraph (4) above;

(6)
details of the Transactions in each financial year shall be disclosed as required under the Listing Rules in the annual report and accounts of the Company for that financial year together with a statement of the opinion of the independent non-executive directors and the auditors of the Company referred to in paragraphs (3) and (4) above; and

(7)
in the event of any future amendments to the Listing Rules imposing more stringent requirements than as at the date of the granting of the waiver on transactions of the kind to which the Transactions belong, including but not limited to, a requirement that such transaction 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 of the Transactions is at any time exceeded, or if any terms of the Transactions as mentioned above are altered, or if the Company enters into new and different arrangements with any group company of High Fashion 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.

By Order of the Board

Lin Yuet Man

Secretary

Hong Kong, 18th July 2001
"Please also refer to the published version of this announcement in the Hong Kong i-mail"
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