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401 Holdings Limited

(Incorporated in Bermuda with limited liability)

Proposed Issue of Convertible Bonds

The Directors are pleased to announce that on 10th July, 2002, the Company entered into the MP Agreement and the CU Agreement with MP and CU respectively whereby the Company has agreed to issue and MP and CU have agreed to subscribe for the MP Bond and the CU Bond respectively. The MP Consideration of HK$3,000,000 was paid by MP upon signing of the MP Agreement while the CU Consideration of HK$3,000,000 is to be paid by CU upon completion of the CU Agreement. 

Assuming conversion of the MP Bond in full, the MP Conversion Shares, based on a conversion price of HK$0.01, represent approximately 1.86% of the existing issued ordinary share capital of the Company, and approximately 1.82% of the issued ordinary share capital of the Company, as enlarged by the issue of the MP Conversion Shares (assuming that up to the date of issue of the MP Conversion Shares, there will be no change in the issued share capital of the Company). Assuming conversion of the CU Bond in full, the CU Conversion Shares, based on a conversion price of HK$0.01, represent approximately 1.86% of the existing issued ordinary share capital of the Company, and approximately 1.82% of the issued ordinary share capital of the Company, as enlarged by the issue of the CU Conversion Shares (assuming that up to the date of issue of the CU Conversion Shares, there will be no change in the issued share capital of the Company).

As at the date of this announcement, MP and CU do not hold any Shares in the Company. MP, CU and each of their beneficial owners are Independent Third Parties.

The Directors would also like to advise that since 4th June, 2002, the date of the latest one of the Announcements, three new proceedings of claims with a total sum of approximately HK$62,221 were commenced against the subsidiaries of the Company. In addition, in relation to the outstanding litigations as set out in the Announcements, a sum of approximately HK$250,612 were settled with some of the claimants. Save as above, the Directors confirm that the status of the outstanding litigations as set out in the Announcements remain unchanged and the Directors are continuing their discussions with the holders of convertible bonds issued by the Company and lenders of secured loans to obtain their consents to waive their right to claim in relation to late payment of interest by the Company and to agree upon terms for possible issue of convertible bonds. Further announcements will be made to update shareholders regarding these matters as and when necessary.

THE MP AGREEMENT

Date
:
10th July, 2002

Parties
:
a)
Merchant Partners Limited



b)
the Company

Terms
:
The Company has agreed to issue and MP has agreed to subscribe for the MP Bond.

Consideration
:
HK$3,000,000 and paid by MP in cash upon signing of the MP Agreement.



The MP Consideration was commercially agreed by both parties on the basis of arm’s length negotiations with reference to the market price of the Shares. The Directors consider that the MP Consideration to be fair and reasonable. 



Assuming conversion of the MP Bond in full, the 300,000,000 MP Conversion Shares (based on a conversion price of HK$0.01) represent approximately 1.86% of the existing issued ordinary share capital of the Company as at the date hereof and approximately 1.82% of the issued ordinary share capital of the Company, as enlarged by the issue of the MP Conversion Shares (assuming that up to the date of issue of the MP Conversion Shares, there will be no change in the issued share capital of the Company).



The MP Conversion Shares will be issued pursuant to the general mandate to the Directors at the Company’s annual general meeting on 29th August, 2001.

THE CU AGREEMENT

Date
:
10th July, 2002

Parties
:
a)
China Units Enterprises Limited



b)
the Company

Terms
:
The Company has agreed to issue and CU has agreed to subscribe for the CU Bond.

Consideration
:
HK$3,000,000 and to be paid by CU in cash upon completion of the CU Agreement.



The CU Consideration was commercially agreed by both parties on the basis of arm’s length negotiations with reference to the market price of the Shares. The Directors consider that the CU Consideration to be fair and reasonable. 



Assuming conversion of the CU Bond in full, the 300,000,000 CU Conversion Shares (based on a conversion price of HK$0.01) represent approximately 1.86% of the existing issued ordinary share capital of the Company as at the date hereof and approximately 1.82% of the issued ordinary share capital of the Company, as enlarged by the issue of the CU Conversion Shares (assuming that up to the date of issue of the CU Conversion Shares, there will be no change in the issued share capital of the Company).



The CU Conversion Shares will be issued pursuant to the general mandate to the Directors at the Company’s annual general meeting on 29th August, 2001.

CONDITIONS PRECEDENT

Completion of each of the MP Agreement and the CU Agreement is conditional upon:-

(i)
the Listing Committee of the Stock Exchange granting listing of and permission to deal in the MP Conversion Shares and the CU Conversion Shares (as the case may be) to be issued pursuant to the exercise of the conversion rights under the respective MP Agreement and CU Agreement; 

(ii)
to the extent required or appropriate, the Bermuda Monetary Authority shall have granted its permission for the issue of the MP Bond and the CU Bond (as the case may be) and the free transferability of the MP Conversion Shares and the CU Conversion Shares (as the case may be) which may fall to be issued upon exercise of the conversion rights under the respective MP Agreement and CU Agreement; and

(iii)
all other approvals (if any) to be granted by the appropriate authorities.

If the relevant conditions precedent of the MP Agreement and the CU Agreement are not fulfilled on or before 5:00 p.m. on 26th July, 2002 (or such later date as may be agreed between the Company and MP or CU (as the case may be)), the Agreement will terminate immediately, subject to the liability of the parties in respect of prior breaches. The MP Agreement and the CU Agreement are not inter-conditional.

MP AND CU

As at the date of this announcement, each of MP and CU does not hold any shareholding interest in the Company and are not connected to each other. MP, CU and each of their beneficial owners are Independent Third Parties.

PRINCIPAL TERMS OF THE MP BOND AND THE CU BOND

The terms of the MP Bond and the CU Bond are substantially the same, details of which are set out below:-

Aggregate principal amount

The aggregate principal amount of each of the MP Bond and the CU Bond will be HK$3,000,000.

Interest

The MP Bond and the CU Bond will bear interest from the date of issue at the rate of 2 per cent per annum above the prime lending rate published by The Hong Kong and Shanghai Banking Corporation Limited from time to time, on the principal amount of the MP Bond and the CU Bond (as the case may be) outstanding, which will be payable by the Company quarterly in arrears on the last day of each quarter. The first payment will be made on the last day of the first quarter after the date of issue of the MP Bond and the CU Bond (as the case may be). 

Repayment date and Redemption Rights of the Company

The final date of repayment will be the MP Maturity Date and the CU Maturity Date (as the case may be) whereupon the Company shall repay the principal amount outstanding under the MP Bond and the CU Bond (as the case may be) together with all outstanding interest accrued thereon. However, the Company may at any time redeem all or part (in a minimum amount of HK$100,000 or integral multiple thereof) of the outstanding principal amount of the MP Bond and the CU Bond after giving not less than 5 days’ written notice to MP and CU (as the case may be). There is no penalty against the Company for early redemption of all or part of the outstanding principal amount of the MP Bond and the CU Bond and upon early redemption, the Company shall pay to MP and CU (as the case may be) the amount to be redeemed as set out in the notice together with all interest accrued thereon up to and including the redemption date. Upon receipt of the redemption notice by the Company, MP and CU (as the case may be) may, within 5 business days from the date of receipt of such notice, serve a notice to the Company to convert all or part of the MP Bond and the CU Bond (as the case may be) to be redeemed by the Company.

Conversion

The conversion price will be the lower of (i) HK$0.01 per Share or (ii) 80% of the average closing prices of a Share on the Stock Exchange for each of the last ten Stock Exchange trading days on which dealings in the Shares took or may have taken place ending on the last of such trading day immediately preceding the date of conversion, subject to adjustment, and provided that no Share shall be issued at a discount to their nominal value. 

The conversion price was agreed after arm’s length negotiations and the Directors consider such conversion price as fair and reasonable in view the market price of the Shares. Subject to the other terms of the MP Bond and the CU Bond, each of MP and CU has the right to convert (to the extent not already redeemed) up to the maximum principal amount of the MP Bond and the CU Bond (as the case may be) into MP Conversion Shares and CU Conversion Shares at any time prior to the MP Maturity Date and the CU Maturity Date (as the case may be).

The initial conversion price of HK$0.01 represents the average closing price per Share of HK$0.01 for the last five trading days immediately preceding 10th July, 2002.

Conversion rights may only be exercised in respect of 1,000,000 MP Conversion Shares and 1,000,000 CU Conversion Shares (as the case may be) or integral multiples thereof or if the remaining outstanding amount is less than HK$250,000, in the entire outstanding amount. Fractions of Shares will not be issued on conversion and no cash adjustment will be made in respect thereof.

Shares to be issued upon conversion

The MP Conversion Shares and CU Conversion Shares will rank pari passu in all respects with the Shares in issue at the date of conversion.

300,000,000 MP Conversion Shares (assuming a conversion price of HK$0.01), representing approximately 1.86 % of the existing issued ordinary share capital of the Company and approximately 1.82 % of the issued ordinary share capital enlarged by the issue of the MP Conversion Shares will fall to be issued by the Company upon full conversion of the MP Bond at the initial conversion price (assuming that up to the date of issue of the MP Conversion Shares, there will be no change in the issued share capital of the Company).

300,000,000 CU Conversion Shares (assuming a conversion price of HK$0.01), representing approximately 1.86 % of the existing issued ordinary share capital of the Company and approximately 1.82 % of the issued ordinary share capital enlarged by the issue of the CU Conversion Shares will fall to be issued by the Company upon full conversion of the CU Bond at the initial conversion price (assuming that up to the date of issue of the CU Conversion Shares, there will be no change in the issued share capital of the Company).

The MP Conversion Shares and the CU Conversion Shares will be issued under the general mandate granted to the Directors at the Company’s annual general meeting on 29th August, 2001.

Redemption Rights of MP and CU

MP and CU may require the Company to redeem all or any part (in a minimum amount of HK$100,000 or integral multiples thereof) of the outstanding amount of the MP Bond and the CU Bond (as the case may be) at any time after the date of issue of the MP Bond and the CU Bond (as the case may be) but before the MP Maturity Date and the CU Maturity Date (as the case may be) by giving the Company not less than 30 days’ written notice, and the Company may, instead of redeeming the MP Bond and the CU Bond in cash, elect to satisfy the redemption by the issue of such number of new Shares as shall equal the quotient of the sum of (i) the principal amount of the MP Bond and the CU Bond (as the case may be) to be redeemed; and (ii) a redemption premium at 100% of such principal amount to be redeemed, divided by the conversion price in effect on the redemption date specified by MP and CU (as the case may be) in the redemption request.

Voting rights of the Bondholder(s)

MP and CU will not be entitled to receive notices of, attend or vote at any meeting of the Company by reason only of it being the holder of the MP Bond and the CU Bond.

Transferability

The MP Bond and the CU Bond are transferable or assignable subject to full compliance with (i) relevant provisions of the Listing Rules; (ii) the approval for listing in respect of the MP Conversion Shares and the CU Conversion Shares (as the case may be) and (iii) all applicable laws and regulations. Any assignment or transfer of the MP Bond and the CU Bond may be in respect of the whole or any part of the outstanding principal amount of the MP Bond and the CU Bond (as the case may be). The Company undertakes to inform the Stock Exchange immediately if it comes to its notice that any of the MP Bond and the CU Bond is proposed to be transferred to or dealt with by a connected person of the Company (as defined in the Listing Rules).

Events of Default

MP and CU may demand repayment of the principal amount of the MP Bond and the CU Bond respectively together with accrued interest calculated up to and including the repayment date immediately upon the occurrence of certain events including, amongst others, (i) the failure of the Company to pay the principal amount when due or failure of the Company to pay interest on the MP Bond and the CU Bond (as the case may be) when due and such failure continues for a period of seven days of the due date thereof; (ii) the failure of the Company to comply with any of its obligations under the terms and conditions of the MP Bond and the CU Bond (as the case may be) and which default is incapable of remedy or, if capable of remedy, is not remedied within 21 business days after notice of such default shall have been given to the Company by MP and CU (as the case may be); (iii) an order made or an effective resolution passed for winding-up of the Company; or (iv) the Shares cease to be listed on the Stock Exchange or are suspended from trading on the Stock Exchange for a continuous period of 20 trading days due to the default of the Company.

Listing

No listing of the MP Bond and the CU Bond will be sought on the Stock Exchange or any other stock exchanges. Application will be made to the Listing Committee of the Stock Exchange for the listing of, and permission to deal in, the MP Conversion Shares and the CU Conversion Shares. 

REASONS FOR ISSUE OF THE MP BOND AND THE CU BOND AND USE OF PROCEEDS

The reason for the issue of the MP Bond and the CU Bond is to use the net proceeds of approximately HK$5,900,000 for repayment of debts of the Group in the sum of approximately HK$2,400,000 and the remaining for working capital of the Group.

GENERAL

Application will be made to the Stock Exchange for listing of and permission to deal in the MP Conversion Shares and the CU Conversion Shares.

As at 30th June, 2002, the Group has outstanding (i) secured and unsecured convertible bonds in an aggregate principal sum of HK$21,690,000 and (ii) other secured borrowings in a sum of HK$15,901,153 of which approximately HK$29.6 million are payable within one year from the date of this announcement. As at 30th June, 2002, the Group has approximately HK$620,000 cash. Assuming (i) the Company will not be required to repay the outstanding principal amounts under the secured and unsecured convertible bonds issued by the Company prior to their respective maturity dates and (ii) the lenders of the overdue secured loans in an aggregate amount of HK$8,889,264.68 will agree to repayment of sums due to them upon the sale of the properties provided as collateral and in view of the net proceeds from the issue of the MP Bond and the CU Bond, the Directors are of the view that the Company will have sufficient working capital to meet its immediate liabilities.

OUTSTANDING LITIGATIONS

The Directors would also like to advise that since 4th June, 2002, the date of the latest one of the Announcements, three new proceedings of claims with a total sum of approximately HK$62,221 were commenced against the subsidiaries of the Company. These include claims for renovation charge, rental fees and cost of a claimant in respect of a small claim tribunal award incurred by the subsidiaries of the Company and negotiations are taking place between the relevant parties for settlement of such claims. In addition, in relation to the outstanding litigations as set out in the Announcements, a sum of approximately HK$250,612 were settled with some of the claimants. Such settlements were in relation to claims for rental and management fees, payment for software application, salaries due and outstanding management fees and were referred to in the announcements of the Company dated 11th January, 2002, 3rd May, 2002 and 4th June, 2002. Save as above, the Directors also confirm that the status of the outstanding litigation as set out in the Announcements remain unchanged and the Directors are continuing their discussions with the holders of convertible bonds issued by the Company and lenders of secured loans to obtain their consents to waive their right to claim in relation to late payment of interest by the Company and to agree upon terms for possible issue of convertible bonds. Further announcements will be made to update Shareholders regarding these matters as and when necessary.

DEFINITIONS

“Announcements”
announcements of the Company dated 11th January, 2002, 6th February, 2002, 18th February, 2002, 3rd May, 2002 and 4th June, 2002;




“CU”
China Units Enterprises Limited, a company incorporated in the British Virgin Islands;




“CU Agreement”
a bond subscription agreement between the Company and CU dated 10th July, 2002;




“CU Bond”
an interest bearing convertible bond in the aggregate principal amount of HK$3,000,000, at an interest rate of 2 per cent per annum above the prime lending rate published by The Hong Kong and Shanghai Banking Corporation Limited from time to time, of the principal amount of the bond outstanding, to be issued by the Company to CU;




“CU Consideration”
HK$3,000,000, to be paid by CU in cash upon completion of the CU Agreement;




“CU Conversion Shares”
the Shares to be issued by the Company under the CU Bond (upon exercise by CU of the conversion rights attaching thereto);




“CU Maturity Date”
the second anniversary date from the date of issue of the CU Bond;




“Company”
401 Holdings Limited;




“Directors”
directors of the Company;




“Group”
the Company and its subsidiaries;




“Independent Third Party”
an independent third party not connected with the Company, the Directors, chief executive or substantial shareholders of the Company or any of its subsidiaries or their respective associates as defined under the Listing Rules;




“Listing Rules”
the Rules Governing the Listing of Securities on the Stock Exchange;




“MP”
Merchant Partners Limited, a company incorporated in the British Virgin Islands;




“MP Agreement”
a bond subscription agreement between the Company and MP dated 10th July, 2002;




“MP Bond”
an interest bearing convertible bond in the aggregate principal amount of HK$3,000,000, at an interest rate of 2 per cent per annum above the prime lending rate published by The Hong Kong and Shanghai Banking Corporation Limited from time to time, of the principal amount of the bond outstanding, to be issued by the Company to MP;




“MP Consideration”
HK$3,000,000, paid by MP in cash upon signing of the MP Agreement;




“MP Conversion Shares”
the Shares to be issued by the Company under the MP Bond (upon exercise by MP of the conversion rights attaching thereto);




“MP Maturity Date”
the second anniversary date from the date of issue of the MP Bond;




“Shares”
ordinary shares of HK$0.01 each in the share capital of the Company;




“Shareholders”
shareholders of the Company;




“Stock Exchange”
The Stock Exchange of Hong Kong Limited.

By Order of the Board

401 Holdings Limited

Leung Tze Hang David

Managing Director
Hong Kong, 10th July, 2002

Please also refer to the published version of this announcement in the China Daily dated 11 July 2002.

401 Holdings Limited

11 July 2002
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