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KING PACIFIC INTERNATIONAL HOLDINGS LIMITED 
(Incorporated in Bermuda with limited liability)
ANNOUNCEMENT
The board of directors of the Company refers to the appointment of the Independent Board Committee on 7th March 2000 to review certain matters regarding the shareholding structure of the Company as stated in the Company's announcement dated 8th January 2000 and the Company's investment in Wuhan Ocean Essence Water Factory Company Limited and to report its findings and recommendations to the board of directors of the Company.

This announcement sets out a summary of the findings of the Independent Board Committee.

The trading in the shares of the Company was suspended on 29th March 2000. An application for the trading in the shares of the Company to resume at 10:00 a.m. on 27th April 2000 has been made.

THE IBC'S REPORT DATED 28TH MARCH 2000 (THE "FIRST REPORT")
The Independent Board Committee (the "IBC") has reviewed, inter alia and with the assistance of its legal advisers, the shareholding structure of the Company as stated in the Company's announcement dated 8th January 2000 (the "Announcement"). Based on the report of its legal adviser in Hong Kong, Johnson Stokes & Master, the IBC agreed with the shareholding structure of the Company as at 8th January 2000 and upon completion of the Acquisition and Subscription (as defined in the Announcement) as stated in the Announcement.

The Securities (Disclosure of Interests) Ordinance (the "Ordinance") imposes an obligation on, inter alia, shareholders who are interested in shares of a listed company of an aggregate nominal value equal to or more than ten per cent of such nominal value of the share capital of the Company to notify the listed company and The Stock Exchange of Hong Kong Limited (the "Stock Exchange") of such interests. The Ordinance imposes a criminal sanction on those who fail to make such notification. The First Report was prepared on the basis of the notices filed pursuant to the Ordinance, the list of shareholders prepared by Tengis Limited as the registrar of the Company and The Hong Kong Securities Clearing Co Ltd --- Central Clearing and Settlement System Participant Shareholders' Report.
It was stated in the First Report that of the 207,692,308 shares (representing about 24.5% of the share capital of the Company as at 8th January 2000) which China Fortune Limited was interested in as at 8th January 2000, no notice has been filed pursuant to the Ordinance in respect of 83,076,923 shares (representing about 9.8% of the share capital of the Company as at 8th January 2000). It was further stated in the First Report that such 83,076,923 shares were transferred by China Fortune Limited to a third party lender as security which were subsequently released to China Fortune Limited upon the discharge of the security obligations. In respect of the remaining 124,615,385 shares (representing about 14.7% of the share capital of the Company as at 8th January 2000), China Fortune Limited notified the Stock Exchange on 29th April 1999 under the Ordinance of its interest in such shares and there was no subsequent notice of changes.

BACKGROUND TO THE IBC REPORT DATED 

14th APRIL 2000

Under a sale and purchase agreement dated 3rd December 1998 (the "Sale and Purchase Agreement") entered into between Mr. Lai Man Yuk and Mr. Lang Jing (the "Vendors"), the Company and its wholly owned subsidiary, Premium High Investments Limited ("Premium High"), Premium High acquired from the Vendors 60% of the issued share capital of Ocean Essence Holdings Limited ("Ocean Essence HK"), a Hong Kong company, and the assignment of certain shareholders' loans to Ocean Essence HK from the Vendors. Ocean Essence HK in turn owns 90% interest in Wuhan Ocean Essence Water Factory Company Limited ("Wuhan Ocean Essence"), a sino-foreign cooperative joint venture company incorporated in Wuhan which operated a Water Factory in Wuhan, the People's Republic of China (the "PRC") (余家頭水廠) (the "Water Factory").

In May 1999, Premium High acquired the remaining 40% of the issued share capital of Ocean Essence HK and the remaining shareholders' loans to Ocean Essence HK from the Vendors.

Concerns have been raised as to the Company's investment in Wuhan Ocean Essence. They include, but not limited to:

1. 
whether Wuhan Ocean Essence or the Water Factory existed as at the date of the acquisition by Premium High of Ocean Essence HK and whether Wuhan Ocean Essence or the Water Factory still exists;

2. 
Wuhan Ocean Essence does not appear to have a business licence since September 1998;

3. 
Whether Ocean Essence HK legally owns 90% interest in Wuhan Ocean Essence;

4. 
the Company has not been able to recover the shortfall in profits of Wuhan Ocean Essence guaranteed by the Vendors under the Sale and Purchase Agreement.

The Company has not received any financial or operational information in respect of Wuhan Ocean Essence and the Water Factory since about August 1999. On 7th March 2000, the board of directors of the Company ("the Board") appointed the IBC to review the matter.

THE IBC'S REPORT DATED 14th APRIL 2000

The following is a summary of the findings of the IBC on the Company's investment in Wuhan Ocean Essence based on the reports of its legal advisers in PRC and Hong Kong. Today Lawyer Office in Wuhan and Johnson Stokes & Master in Hong Kong respectively:

(1) 
The Water Factory still exists and is in normal operation.

The PRC legal adviser retained by the IBC visited the Water Factory in early April 2000 and had confirmed the existence and normal operation of the Water Factory as at the date of the visit. The said PRC legal advisers have advised that it is not necessary for members of the IBC to personally visit the Water Factory.

(2) 
Wuhan Ocean Essence, which is a duly registered sino-foreign cooperative joint venture company in PRC with Ocean Essence HK as the foreign joint venture partner and三鎮基建發展有限公司 (“三鎮基建") as the Chinese joint venture partner, still legally exists.

It appears that no business licence (營業執照) has been applied for and issued in respect of Wuhan Ocean Essence since 12th September 1998. It does not, however, represent that Wuhan Ocean Essence does not exist or its registration has been cancelled.
The effect of a failure to apply and obtain a business licence by Wuhan Ocean Essence is that it might be subject to a penalty. In a serious case, the relevant PRC authority might consider cancelling the registration of Wuhan Ocean Essence. According to the PRC legal adviser retained by the IBC, although Wuhan Ocean Essence did not obtain a business licence since 12th September 1998, its registration has not been cancelled by the State Administration for Industries and Commerce. Accordingly, Wuhan Ocean Essence still legally exists.

Under the joint venture agreement and articles of Wuhan Ocean Essence, 三鎮基建, as the PRC joint venture partner, has an obligation to apply for and obtain a new business licence for Wuhan Ocean Essence. Should 三鎮基建 refuse to apply for a business licence, Ocean Essence HK, as the foreign joint venture partner of Wuhan Ocean Essence, can seek to resolve the matter by friendly negotiation and government mediation (if necessary). If the matter cannot be resolved, Ocean Essence HK can apply for arbitration at the China International Economic & Trade Arbitration Commission ("CIETAC") to adjudicate the dispute.

(3) 
Wuhan Ocean Essence legally owns the Water Factory and all its proprietary interest (for a term of 30 years).

(4) 
Ocean Essence HK legally owns 90% interest in the Water Factory and its proprietary interest (for a term of 30 years), that is 90% interest in Wuhan Ocean Essence.

The Water Factory was part of the State-owned property owned and operated by 三鎮基建. As approved by the relevant PRC authorities, 三鎮基建 transferred 90% interest of the Water Factory (for a term of 30 years) to Ocean Essence HK at the consideration of RMB76,500,000. Upon completion of the said transfer, Ocean Essence HK owns 90% interest in the Water Factory and 三鎮基建 owns 10% interest in the Water Factory.

To enable Ocean Essence HK and 三鎮基建 to jointly operate and manage the Water Factory and to obtain the expected profit, Ocean Essence HK and 三鎮基建 incorporated Wuhan Ocean Essence. The authorised capital of Wuhan Ocean Essence is RMB85,000,000 which is equivalent to the net assets value of the Water Factory. Under the joint venture agreement of Wuhan Ocean Essence, Ocean Essence HK shall contribute RMB76,500,000, i.e. 90% of the authorised capital and 三鎮基建 shall contribute RMB8,500,000, i.e. 10% of the authorised capital.

To implement the above transfer of 90% interest in the Water Factory and the contribution of 90% of the authorised capital, Ocean Essence HK has paid the sum of RMB76,500,000 into the account of 三鎮基建 with the Industrial and Commercial Bank of China in Wuhan. That indicates Ocean Essence HK has paid the entire consideration for the transfer of 90% interest in the Water Factory and at the same time fulfilled its obligation in relation to the contribution of 90% of the authorised capital under the joint venture agreement of Wuhan Ocean Essence.

According to the report dated 11th March 1998 of the Wuhan Certified Public Accountant, as at 9th March 1998, the said sum of RMB76,500,000 has been paid into the account of 三鎮基建 with the Industrial and Commercial Bank of China, Wuhan branch, Jiang Han sub-branch account no. 242-22278. As at 9th March 1998, the joint venture parties have paid and contributed the total sum of RMB85,000,000 as the authorised capital of Wuhan Ocean Essence, of which a sum of RMB75,600,000 was paid and contributed by Ocean Essence HK and RMB8,500,000 by 三鎮基建.

(5) 
Premium High has validly acquired all the issued shares of and the shareholders' loan to Ocean Essence HK.

(6) 
Premium High is the wholly owned subsidiary of the Company and, accordingly, the Company is directly interested in the issued shares of and shareholders' loan to Ocean Essence HK which in turn has a 90% interest in the Water Factory, that is 90% interest in Wuhan Ocean Essence.

(7) 
Ocean Essence HK is entitled, as a foreign joint venture party of Wuhan Ocean Essence, to share its profits although it has not received any distribution of profits from Wuhan Ocean Essence.

(8) 
However, under the Sale and Purchase Agreement, the Vendors has guaranteed the following net profit after taxation but before extraordinary items of Wuhan Ocean Essence as shown in the audited accounts for the relevant period:

Period
Guaranteed Profits

12/03/98 to 31/12/98
RMB17,780,821 

01/01/99 to 31/12/99
RMB27,500,000

The Sale and Purchase Agreement further provides that if the said guaranteed profits for the year ended 31st December 1999 is less than RMB27,500,000 or if there is a net loss for such year, then the Vendors shall further guarantee that the net profit after taxation but before extraordinary items of Wuhan Ocean Essence for each of the following three years respectively ended 31st December 2000, 31st December 2001 and 31st December 2002 shall not be less than RMB27,500,000.

If Wuhan Ocean Essence does not generate the said guaranteed net profits shown in its audited account for the relevant years, Premium High may claim against the Vendors for the shortfall. The Sale and Purchase Agreement imposes a limitation on the liability of the Vendors to a maximum of HK$135,000,000 for all claims under the relevant agreements relating to the purchase of the shares in Ocean Essence HK and the shareholders' loan to Ocean Essence HK. Premium High may also be able to claim against Mr. Lang Jing for the obligations of Mr. Lai Man Yuk as Mr. Lang has guaranteed the performance by Mr. Lai of all his obligations under the Sale and Purchase Agreement and the related documents.

(9)  Under the Management Agreement (委託經營協議) dated 16th March 1998 entered into between 三鎮基建 and Ocean Essence HK, Ocean Essence HK appointed 三鎮基建 to operate and manage Ocean Essence HK's interest in the Water Factory for a period of 30 years.
As the foreign joint venture party, Ocean Essence HK can appoint and replace its own directors to the board of Wuhan Ocean Essence. Ocean Essence HK also has a right under the said joint venture agreement and articles, to ask its auditors to audit the accounts of Wuhan Ocean Essence.

recommendations of the ibc

Based on the advice of its said legal advisers in PRC and Hong Kong, the IBC has recommended to the Board that:

(a)
the Company, through Ocean Essence HK, should request 三鎮基建:

(i)
to submit the application for the appointment and replacement of the foreign joint-venture party's directors to the board of Wuhan Ocean Essence;

(ii)
to allow Ocean Essence HK to audit the accounts of Wuhan Ocean Essence; and

(iii)
to apply for and obtain a new business licence for Wuhan Ocean Essence.

(b)
Should 三鎮基建 refuse to submit the application for the change in the foreign joint-venture party's directors to the board of Wuhan Ocean Essence requested by Ocean Essence HK and/or to allow Ocean Essence HK to audit the accounts of Wuhan Ocean Essence and/or to apply for and obtain a new business licence for Wuhan Ocean Essence, Ocean Essence HK can seek to resolve the disputes by friendly negotiation and government mediation (if necessary). 

(c)
If the aforesaid matters cannot be resolved, Ocean Essence HK can apply for arbitration at CIETAC to adjudicate the disputes. The arbitration award would be final and binding on both parties.

(d)
Premium High may claim against the Vendors for non-receipt of the said guaranteed profits described in paragraph (8) above under the terms of the Sale and Purchase Agreements.

(e)
Premium High may also claim against Mr. Lang Jing as the guarantor for the obligations of Mr. Lai Man Yuk under the terms of the Sale and Purchase Agreement.

actions taken by the company

In a board meeting of the Company held on 25th April 2000 attended by Mr. Cheng Chao Ming, Jenson, Mr. Xiong Pingbo, Paul, Mr. Ching Kwok Leung, Mr. Chen Vee Yong, Frederick, Mr. Cheung Kung Tai, Mr. Cheung Yiu Wing, Mr. Cheung Wing Keung, Samuel and Ms. Amelia O. M. Cheung, the Board resolved to appoint Mr. Chen Vee Yong, Frederick, Mr. Xiong Pingbo, Paul and Mr. Ching Kwok Leung to form a committee to take appropriate actions based on the said reports and recommendations of the IBC and to report to the Board on the progress of their work as soon as possible. The resolutions to appoint Mr. Chen Vee Yong, Frederick and Mr. Xiong Pingbo, Paul to the said committee was passed by the Board unanimously whereas the resolution to appoint Mr. Ching Kwok Leung to the said committee was passed by a majority with Mr. Cheung Yiu Wing and Mr. Cheung Wing Keung voted against the resolution. Mr. Cheung Yiu Wing proposed that Mr. Cheung Wing Keung, Samuel be appointed as a member of the said committee but no director at the meeting supported the proposal.

RISKS TO BE CONSIDERED BY SHAREHOLDERS AND POTENTIAL INVESTORS

The shareholders and potential investors should be aware that the recovery of the guaranteed profits, the application of a new business licence for Wuhan Ocean Essence, the appointment by Ocean Essence HK of directors to the board of Wuhan Ocean Essence and the successful audit of the accounts of Wuhan Ocean Essence might take a long time which the Board cannot predict. Unless and until the matter have been satisfactorily resolved and/or adjudicated, there are risks involved in the Company's investment in Wuhan Ocean Essence. For instance, the Company may not be able to recover the whole or any of the guaranteed profits, to apply for a new business licence for Wuhan Ocean Essence, to appoint directors to the board of Wuhan Ocean Essence and/or to audit the accounts of Wuhan Ocean Essence. There is also a risk that the registration of Wuhan Ocean Essence may be cancelled because it has failed to apply for a new business licence. The shareholders and potential investors should therefore consider the risks involved when dealing in the securities of the Company.

RESIGNATION OF DIRECTORS

The Board wishes to announce that Mr. Hui Yat On, Kelvin (who was appointed as executive director on 17th February 2000) resigned as executive director of the Company with effect from 18th April 2000.

TRADING OF THE COMPANY'S SHARES

The trading in the shares of the Company was suspended on 29th March 2000. An application for, the trading in the shares of the Company to resume at 10:00 a.m. on 27th April 2000 has been made.

APPROVAL OF THIS ANNOUNCEMENT

The publication of this announcement has been approved by Mr. Cheng Chao Ming, Jenson, Mr. Xiong Pingbo, Paul, Mr. Ching Kwok Leung, Mr. Chen Vee Yong, Frederick, Mr. Cheung Kung Tai, as well as Dr. Charles W.B. Cheung J.P., Mr. Gao Zong Ze and Ms. Amelia O.M. Cheung who are the independent non-executive directors of the Company and members of the IBC. Mr. Cheung Yiu Wing and Mr. Cheung Wing Keung have abstained from approving this announcement because they said that they had to seek legal opinion on the matters raised in the IBC's report dated 14th April 2000 and they were therefore not in a position to approve the announcement. Each of the directors of the Company who approved this announcement takes responsibility for the accuracy of this announcement. Mr. Zeng Xiang Zhi was not contactable for the approval of this announcement prior to the time of printing.

In the meantime, shareholders and potential investors should exercise extreme caution when dealing in the securities of the Company.


Made by order of the Board


Xiong Pingbo, Paul


Director

Hong Kong, 26th April 2000
Please also refer to the published version of this announcement in the (Hongkong Standard)
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