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HESHUN HOLDINGS COMPANY LIMITED

（ 和 順 控 股 有 限 公 司 ）*

(Incorporated in Bermuda with limited liability)

CONNECTED TRANSACTIONS

AND

RESUMPTION OF TRADING

The Board of Directors of the Company is pleased to announce that on 5th July, 2001:

(i)
Central Harvest Holdings Limited, a wholly-owned subsidiary of the Company, as buyer entered into an agreement with Changle City Shunshi Group Co., Ltd., as seller for the acquisition of 35% equity interest in Heshun (Fujian) Spandex Co., Ltd., a sino-foreign equity joint venture company incorporated under the laws of the People's Republic of China, for a consideration as detailed below; and

(ii)
Heshun (China) Industrial Group Co., Ltd., a wholly owned subsidiary of the Company, as seller entered into an agreement with Mr. Chen Shunli as buyer for the disposal of 20% equity interest in Changle City Shunshi Group Co., Ltd. for a consideration as detailed below.

A circular containing further details of the Heshun Agreement and the Changle Agreement, together with, inter alia, the notice convening a special general meeting will be despatched to the Company's shareholders as soon as possible.

At the request of the Company, trading in the shares of the Company has been suspended from 10:00 a.m. on 26th June, 2001

Application has been made by the Company to The Stock Exchange of Hong Kong Limited to resume the trading of the shares at 10:00 a.m. on 10th July, 2001.

HESHUN AGREEMENT DATED 5TH JULY, 2001

1.
Parties

Buyer
:
Central Harvest Holdings Limited, a company incorporated under the laws of Hong Kong and a wholly owned subsidiary of the Company. It is also the immediate holding company of Heshun (China).

Seller
:
Changle City Shunshi Group Co., Ltd., a company incorporated under the laws of the PRC and an associated company of the Company. The Company holds 20% equity interest in Changle through Heshun (China) and the remaining 80% is held by Mr. Chen (as to 40%), Mr. Huo Shi Zhi (as to 10%), Mr. Chen Guo Li (as to 20%) and Mr. Xiao Tin Guan (as to 10%), all of whom are directors of the Company. Mr. Chen Guo Li is the younger brother of Mr. Chen.

2.
Interest to be Acquired

35% of the registered capital of Heshun Spandex.

3.
Information on Heshun Spandex

Heshun Spandex is a sino-foreign equity joint venture company established in the PRC and is a subsidiary of the Company. It is responsible for the development project of the Company for the production of spandex. Before the Acquisition, 40% equity interest of Heshun Spandex is held by Central Harvest and the remaining 60% is held by Changle, ie, effectively, the Company holds 52% of Heshun Spandex. After the Acquisition, the Company will hold 75% of the equity interest in Heshun Spandex through Central Harvest and the remaining 25% will be held by Changle.

Heshun Spandex was established on 3rd January, 2000. The construction of the development project commenced in August 2000 and the site levelling and infrastructure works are underway. It is expected that the plant construction will be completed by the end of 2002. Heshun Spandex has not commenced business and therefore no profit and loss accounts have been prepared.

According to the PRC Generally Accepted Accounting Principles, the net asset value of Heshun Spandex as at 31st December, 2000 was RMB43,487,200.

4.
Consideration

The consideration shall be in the sum of RMB1.00 which shall be paid in full on completion of the Heshun Agreement. The consideration has been concluded after arm's length negotiation with reference to the fact that Central Harvest will also be assuming the capital contribution obligations of Changle in relation to the 35% equity interest to the registered capital of Heshun Spandex of US$31,050,000. Such capital contribution amounts to US$10,867,500 i.e., RMB89,874,225 (with the exchange rate being US$1.00 = RMB8.27). Changle has already made a shareholder's loan to Heshun Spandex of RMB143,029,000 of which RMB64,195,875 is pending for capital verification by the relevant PRC authority. RMB64,195,875 amounts to 25% of the registered capital of Heshun Spandex. Once the approval has been obtained, the sum of RMB64,195,875 will become the capital of Heshun Spandex.

5.
Conditions of the Agreement

The Heshun Agreement is conditional upon, inter alia, the following:

(a)
the warranties given by Changle under the Heshun Agreement remaining true and correct;

(b)
(where applicable) all approvals from the shareholders of Central Harvest, Changle, government and regulatory authorities (including without limitation the Ministry of Foreign Trade and Economic Co-operation of the PRC), corporate approvals and consents for the transactions contemplated under the Heshun Agreement having been obtained on or before completion; and if any of such shareholders', governmental and regulatory and/or corporate approvals and consents are given subject to the conditions, then PROVIDED THAT such conditions having been reasonably accepted by Central Harvest;

(c)
all relevant regulatory requirements (including without limitation to those under the listing rules of The Stock Exchange of Hong Kong Limited and all relevant regulatory requirements in Hong Kong and/or in the PRC) having been complied with and satisfied;

(d)
the receipt by Central Harvest of a legal opinion or legal opinions satisfactory to Central Harvest issued by a firm of lawyers qualified to practise in the PRC (to be instructed by Central Harvest and to which Changle shall not object, at Changle's own cost) confirming such matters and such opinions in relation to the laws of the PRC as required by Central Harvest;

(e)
the Company having convened a special general meeting at which resolutions shall have been duly passed by its shareholders to approve the transactions (or any of them) contemplated in the Heshun Agreement; and

(f)
completion of the Changle Agreement.

However, in the event that the conditions set out above are not satisfied or waived by the 60th day after the date of the Heshun Agreement (or such later date as the parties shall agree in writing), then the Heshun Agreement shall lapse and have no further effect and the parties shall be released from all obligations under it.

6.
Completion

Subject to the conditions set out above being met or waived, the completion of the Heshun Agreement will take place on the fifth business day after fulfillment of all the conditions (or such later date as the parties may otherwise agree in writing).

CHANGLE AGREEMENT DATED 5TH JULY, 2001

1.
Parties

Buyer
:
Mr. Chen Shunli, executive director and substantial shareholder holding 75% interest in the Company.

Seller
:
Heshun (China) Industrial Group Co., Ltd., a company incorporated under the laws of the PRC and a wholly owned subsidiary of the Company.

2.
Interest to be Disposed of

20% of the registered capital of Changle which is the entire interest currently held by Heshun (China).

3.
Information on Changle

Changle is a limited liability company established in the PRC and is principally an investment vehicle which holds a 60% equity interest in Heshun Spandex.

According to the PRC Generally Accepted Accounting Principles, the net asset value of Changle as at 31st December, 2000 was RMB227,571,683 and as at 31st December, 1999 was RMB227,688,208. The loss for the year ended 31st December, 2000 was RMB116,525 and the net profit after taxation for the year ended 31st December, 1999 was RMB8,208.

4.
Consideration

The consideration shall be in the sum of RMB35,914,337 which shall be satisfied by way of setting off and discharging the payment obligations of Heshun Spandex owing to Changle described below. The consideration has been concluded after arm's length negotiation with reference to the net asset value of Changle of RMB227,571,683. Heshun Spandex is indebted to Changle a sum of RMB143,029,000, being a shareholder's loan, as disclosed in the Company's 2000 annual report. The consideration of RMB35,914,337 payable by Mr. Chen will be used to partially set off against the sum of RMB143,029,000 and thereby decreasing the outstanding amount due to Changle from RMB143,029,000 to RMB107,114,663. Mr. Chen, Heshun (China), Changle, Heshun Spandex and Central Harvest will enter into an agreement in relation to this set off arrangement. The reason for this set off arrangement is such that it is not necessary to have any physical delivery of cash. This set off arrangement or a cash settlement would have the same impact on the net asset value of the Group.

5.
Set Off Arrangement

(a)
Heshun Spandex is indebted to Changle in the sum of RMB143,029,000 as shown in the Company's 2000 annual report;

(b)
after entering into the Changle Agreement, Mr. Chen becomes indebted to Heshun (China) in the sum of RMB35,914,337;

(c)
with the set off arrangement, Mr. Chen is not required to settle the consideration in cash. As such, the Group will not have a receivable from Mr. Chen of RMB35,914,337. But on the other hand, because of the set off arrangement, the Group will have the amount payable to Changle reduced by RMB35,914,337.

6.
Conditions of the Agreement

The Changle Agreement is conditional upon, inter alia, the following:

(a)
the warranties given by Heshun (China) under the Changle Agreement remaining true and correct;

(b)
(where applicable) all approvals from the shareholders of Changle, government and regulatory authorities (including without limitation the Ministry of Foreign Trade and Economic Co-operation of the PRC), corporate approvals and consents for the transactions contemplated under the Changle Agreement having been obtained on or before completion; and if any of such shareholders', governmental and regulatory and/or corporate approvals and consents are given subject to the conditions, then PROVIDED THAT such conditions having been reasonably accepted by Mr. Chen;

(c)
all relevant regulatory requirements (including without limitation to those under the listing rules of The Stock Exchange of Hong Kong Limited and all relevant regulatory requirements in Hong Kong and/or in the PRC) having been complied with and satisfied;

(d)
the receipt by Mr. Chen of a legal opinion or legal opinions satisfactory to Mr. Chen issued by a firm of lawyers qualified to practise in the PRC (to be instructed by Mr. Chen and to which Heshun (China) shall not object, at Heshun (China)'s own cost) confirming such matters and such opinions in relation to the laws of the PRC as required by Mr. Chen;

(e)
the Company having convened a special general meeting at which resolutions shall have been duly passed by its shareholders to approve the transactions (or any of them) contemplated in the Changle Agreement; and

(f)
completion of the Heshun Agreement.

However, in the event that the conditions set out above are not satisfied or waived by the 60th day after the date of the Changle Agreement (or such later date as the parties shall agree in writing), then the Changle Agreement shall lapse and have no further effect and the parties shall be released from all obligations under it.

7.
Completion

Subject to the conditions set out above being met or waived, the completion of the Changle Agreement will take place on the fifth business day after fulfillment of all the conditions (or such later date as the parties may otherwise agree in writing).

REASONS FOR THE ACQUISITION AND THE DISPOSAL

It has always been the Company's plan to take advantage of the anticipated increase in demand for chemical fibres in the PRC. At the time of preparing the application for the approval of the establishment of Heshun Spandex, the directors of the Company were given to understand that approval would be more likely to be obtained if the majority shareholder of Heshun Spandex was a PRC entity. Consequently, Central Harvest entered into a sino-foreign joint venture contract with Changle whereby the former shall contribute 40% and the latter 60% to the registered capital of Heshun Spandex. Pursuant to the approval of the Ministry of Foreign Trade and Economic Cooperation of the PRC, Heshun Spandex was established on 3rd January, 2000. The Board considers that it is now the time to acquire more interest in Heshun Spandex. Furthermore, as Changle is principally an investment vehicle and the Company's business does not rely on any facility or services provided by Changle and the Company is capable of carrying on business independently of Changle, the Board considers that the Acquisition and the Disposal will simplify the corporate structure of the Company.

COMPANY'S PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are principally engaged in the production and distribution of differential chemical fibre products, and in the provision of engineering and installation services for chemical fibre projects and the design and installation of chemical fibre production machinery and equipment.

SUSPENSION AND RESUMPTION OF TRADING

At the request of the Company, trading in the shares of the Company has been suspended from 10:00 a.m. on 26th June, 2001. Application has been made by the Company to The Stock Exchange of Hong Kong Limited to resume the trading of the shares at 10:00 a.m. on 10th July, 2001.

CONNECTED TRANSACTIONS

Heshun Agreement: Central Harvest is a wholly owned subsidiary of the Company. Changle is owned as to 20% by Heshun (China), 40% by Mr. Chen, 10% by Mr. Huo Shi Zhi, 20% by Mr. Chen Guo Li and 10% by Mr. Xiao Tin Guan, all of whom are directors of the Company. Changle is an associate of Mr. Chen and is a connected person in relation to the Company. The transaction Central Harvest and Changle constitutes a connect transaction and is subject to the disclosure and independent shareholders' approval requirements under the Listing Rules.

Changle Agreement: Heshun (China) is a wholly owned subsidiary of the Company. Mr. Chen is the executive director and a substantial shareholder holding 75% interest of the Company and therefore is a connected person in relation to the Company. The transaction between Heshun (China) and Mr. Chen constitutes a connected transaction and is subject to the disclosure and independent shareholders' approval requirements under the Listing Rules.

Mr. Chen and his associates are required to abstain from voting as independent shareholders' approval is required for the Heshun Agreement and the Changle Agreement. Mr. Huo Shi Zhi, Mr. Chen Guo Li and Mr. Xiao Tin Guan are not shareholders of the Company and will not vote at the special general meeting.

An independent committee of the Board will be constituted to advise the shareholders of the Company as to whether the Heshun Agreement and the Changle Agreement are fair and reasonable. An independent financial adviser will be appointed to advise the independent board committee of the Board regarding the Heshun Agreement and the Changle Agreement.

A circular containing, among other things, details of the Heshun Agreement and the Changle Agreement, the recommendation from the independent board committee of the Board as to whether the Heshun Agreement and the Changle Agreement are fair and reasonable and the opinion from the independent financial adviser, will be despatched to the shareholders of the Company within 21 days after the publication of this announcement.

DEFINITIONS

In this announcement, unless the context otherwise requires the following terms shall have the following meanings:

"Acquisition"
means the acquisition of 35% of the registered capital of Heshun (Fujian) Spandex Co., Ltd. pursuant to the provisions of the Heshun Agreement;

"Board"
means board of directors of the Company;

"Central Harvest"
means Central Harvest Holdings Limited;

"Changle"
means Changle City Shunshi Group Co., Ltd.;

"Changle Agreement"
means the agreement dated 5th July, 2001 entered into between Mr. Chen Shun Li and Heshun (China) Industrial Group Co., Ltd.;

"Company"
means Heshun Holdings Company Limited;

"Disposal"
means the disposal of 20% of the registered capital of Changle City Shunshi Group Co., Ltd. pursuant to the provisions of the Changle Agreement;

"Group"
means the Company and its subsidiaries;

"Heshun (China)"
means Heshun (China) Industrial Group Co., Ltd.;

"Heshun Agreement"
means the agreement dated 5th July, 2001 entered into between Central Harvest Holdings Limited and Changle City Shunshi Group Co., Ltd.;

"Heshun Spandex"
means Heshun (Fujian) Spandex Co., Ltd.;

"Listing Rules"
Means Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited;

"Mr. Chen"
means Mr. Chen Shunli; and

"PRC"
means the People's Republic of China.


By order of the board


Heshun Holdings Company Limited


Chen Shunli


Chairman

Hong Kong, 9th July, 2001

*  for the purpose of identification only

Please also refer to the published version of this announcement in the i-Mail.
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