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31st July, 2003

To the Shareholders (and, for information only,
holders of the convertible bonds of the Company)

Dear Sir or Madam,

PROPOSED REFRESHMENT OF SHARE OPTION SCHEME LIMIT
AND

PROPOSED GENERAL MANDATE TO REPURCHASE SHARES

INTRODUCTION

On 23rd July, 2003, the board of directors (the “Directors”) of Vanda Systems &

Communications Holdings Limited (the “Company”) announced the results for the financial

year ended 31st March, 2003 and proposed to: (i) refresh the 10 per cent. limit in respect of
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the granting of share options under the share option scheme (the “Share Option Scheme”)

adopted by the Company on 2nd April, 2002 (the “Refreshment”); and (ii) grant to the

Directors a general mandate to repurchase shares of HK$0.10 each in the capital of the

Company (each a “Share”). This circular sets out the details of and reasons for the Refreshment,

and serves as an explanatory statement required by the Rules Governing the Listing of Securities

(the “Listing Rules”) on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)

concerning the regulations of repurchases by companies of their own shares on the Stock

Exchange and to provide shareholders of the Company (the “Shareholders”) with all the

information reasonably necessary for them to make an informed decision in relation to the

Refreshment and the share repurchase proposal.

REFRESHMENT OF THE GENERAL SCHEME LIMIT

The Company adopted the Share Option Scheme pursuant to an ordinary resolution

passed by the Shareholders in general meeting on 2nd April, 2002. Under the rules of the

Share Option Scheme:

(1) the maximum number of Shares which may be allotted and issued upon the

exercise of all outstanding options granted and yet to be exercised under the

Share Option Scheme and any other share option scheme must not in aggregate

exceed 30 per cent. of the Shares in issue from time to time;

(2) the total number of Shares which may be allotted and issued upon the exercise of

all options (excluding, for this purpose, options which have lapsed in accordance

with the terms of the Share Option Scheme and any other share option scheme) to

be granted under the Share Option Scheme and any other share option scheme

must not in aggregate exceed 10 per cent. of the Shares in issue as at the date of

approval of the Share Option Scheme (the “General Scheme Limit”); and

(3) subject to (1) above and without prejudice to (4) below, the Company may seek

approval of the Shareholders in general meeting to “refresh” the General Scheme

Limit (a circular containing the information required by the Listing Rules to be

dispatched to Shareholders for that purpose) provided that the total number of

Shares which may be allotted and issued upon the exercise of all options to be

granted under the Share Option Scheme and any other share option scheme must

not exceed 10 per cent. of the Shares in issue as at the approval of “refreshed”

limit and, for the purpose of calculating the “refreshed” limit, options (including

those outstanding, cancelled, lapsed or exercised in accordance with the Share

Option Scheme and any other share option scheme) previously granted under the

Share Option Scheme and any other share option scheme will not be counted;
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(4) subject to (1) above and without prejudice to (3) above, the Company may seek

separate approval of the Shareholders in general meeting to grant options beyond

the General Scheme Limit or, if applicable, the “refreshed” limit referred to in (3)

above to participants specifically identified by the Company before such approval

is sought.

As at 25th July, 2003 being the latest practicable date prior to the printing of this

circular (the “Latest Practicable Date”), particulars of the options granted under the Share

Option Scheme since the date the Share Option Scheme was adopted are set forth below:

Outstanding
as at

the Latest Exercise
Date of Number of Practicable Price per Exercise
grant options Exercised Lapsed Cancelled Date Share Period

(HK$)

2.4.2002 20,000,000 Nil Nil Nil 20,000,000 0.886 3.4.2003-
2.4.2006

2.5.2002 17,100,000 Nil 4,500,000 Nil 12,600,000 0.94 2.5.2003-
1.5.2006

2.5.2003 7,250,000 Nil Nil Nil 7,250,000 0.34 2.5.2004-
1.5.2007

16.5.2003 5,500,000 Nil Nil Nil 5,500,000 0.41 16.5.2004-
15.5.2007

49,850,000 Nil 4,500,000 Nil 45,350,000

These options were granted to eligible participants in recognition of their contribution

to the Company.

As at the Latest Practicable Date, 9,692,000 options granted under the share option

scheme of the Company adopted on 22nd March, 1995 (and terminated on 2nd April, 2002)

remain outstanding. Together with the 45,350,000 outstanding options granted under the Share

Option Scheme as stated above, a total of 55,042,000 options granted under all share option

schemes of the Company remain outstanding, and 55,042,000 Shares will be allotted and

issued upon the exercise of such options, representing approximately 13.1 per cent. of the

issued share capital of the Company as at the Latest Practicable Date.

Based on the number of Shares in issue on 12th September, 2002 (being the date on

which the General Scheme Limit was refreshed since the adoption of the Share Option Scheme),

the General Scheme Limit was 42,160,719 Shares. Since 12th September, 2002, 12,750,000

options have been granted under the Share Option Scheme. Unless the General Scheme Limit

is “refreshed”, a balance of 29,410,719 Shares, representing approximately 7.0 per cent. of the

issued share capital of the Company as at the Latest Practicable Date, may be issued pursuant
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to the grant of options under the Share Option Scheme. The Directors believe that such 7.0

per cent. is insufficient and it is in the interest of the Company to “refresh” the General

Scheme Limit to permit the grant of further options under the Share Option Scheme, which

will increase the flexibility of the Company to reward eligible participants in recognition of

their contribution to the Company.

PROPOSED REFRESHMENT OF THE GENERAL SCHEME LIMIT

The Directors refer to the announcement of the Company dated 23rd July, 2003. It was

announced that, amongst other things, the Company had entered into agreements

(“Agreements”) with two holders (“Bondholders”) of convertible bonds issued by the Company

in the principal sums of HK$136,465,000 and HK$197,966,637.98 respectively (“Bonds”).

Pursuant to the Agreements (a) the Company will, subject to shareholders’ approval being

obtained, agree to change the conversion price at which the Bonds are convertible into new

Shares from HK$0.85 per Share to HK$0.30 per Share or, if lower, the average closing price

of one Share (rounded down to the nearest two decimal points) on the Stock Exchange for the

ten (10) Stock Exchange trading days immediately after 23rd July, 2003 (“Amended
Conversion Price”)); and (b) subject to the fulfilment or waiver of the conditions contained

therein, the Bondholders will convert the whole of the principal amount outstanding under

their respective Bonds at the Amended Conversion Price, and the Company will allot and

issue to the Bondholders the new Shares upon conversion of the Bonds.

Subject to the terms and conditions contained therein, completion of the Agreements

may or may not take place before the date of the forthcoming annual general meeting of the

Company to be held at Harbour Plaza Hong Kong, 20 Tak Fung Street, Hung Hom, Kowloon,

Hong Kong on Wednesday, 10th September, 2003 at 10:30 a.m. (the “AGM”) to approve,

amongst other things, the “refreshment” of the General Scheme Limit.

If the entire aggregate principal amount of the Bonds of HK$334,431,637.98 is converted

into Shares at the Amended Conversion Price of HK$0.30 and new Shares are issued upon the

conversion thereof before the date of the AGM, the total number of Shares in issue will be

increased from 421,607,199 Shares to 1,536,379,325 Shares. The Directors consider that the

General Scheme Limit does not need to be refreshed to 10 per cent. of the Shares in issue in

such circumstances, and consider that a maximum amount of 75,000,000 Shares, representing

approximately 4.9% of the issued share capital of the Company if the entire aggregate principal

amount of the Bonds are converted into new Shares at the Amended Conversion Price of

HK$0.30, would be appropriate.

It is therefore proposed that the General Scheme Limit is “refreshed” so that the total

number of Shares which may be allotted and issued upon the exercise of all options to be

granted under the Share Option Scheme and any other share option scheme will not exceed 10

per cent. of the Shares in issue as at the approval of “refreshed” limit, or 75,000,000 Shares,

whichever is the lower.



LETTER FROM THE BOARD

– 5 –

If the General Scheme Limit is “refreshed”, on the basis of 421,607,199 Shares in issue

as at the Latest Practicable Date and assuming that no Shares are issued or repurchased by the

Company prior to the AGM, the General Scheme Limit will re-set to 42,160,719 Shares and

the Company will be allowed to grant further options under the Share Option Scheme and

other share option schemes carrying the rights to subscribe for a maximum of 42,160,719

Shares. If the entire aggregate principal amount of the Bonds is converted at the Amended

Conversion Price of HK$0.30 and that the total number of Shares in issue is increased to

1,536,379,325 Shares prior to the AGM, the General Scheme Limit will re-set to 75,000,000

Shares and the Company will be allowed to grant further options under the Share Option

Scheme and other share option schemes carrying the rights to subscribe for a maximum of

75,000,000 Shares. The Company will issue an announcement after the AGM to inform its

shareholders of the “refreshed” General Scheme Limit. As at the Latest Practicable Date, the

Company has not adopted any share option schemes other than the Share Option Scheme.

Application has been made to the Stock Exchange for the listing of and permission to

deal in any Shares, representing 10 per cent. of the Shares in issue as at the AGM approving

the “refreshed” General Scheme Limit or 75,000,000 Shares, whichever is the lower, to be

issued upon the exercise of the options granted under the “refreshed” General Scheme Limit.

An ordinary resolution, as special business, will be proposed at the AGM to approve the

Refreshment in the terms as set out in Resolution no. 4(A) of the notice of AGM (the “AGM
Notice”). In order that the Company could continue to grant options to selected participants as

incentives or rewards for their contribution to the Company, the Directors recommend that

Shareholders vote in favour of Resolution no. 4(A) of the AGM Notice at the AGM. Lam Ma

& Wai Limited, a substantial shareholder of the Company, have indicated that they intend to

vote in favour of Resolution no. 4 (A) of the AGM Notice to be proposed at the AGM in

respect of their holdings of 130,000,000 Shares as at the Latest Practicable Date, representing

approximately 30.8 per cent. interests in the Company.

GENERAL MANDATE TO REPURCHASE SHARES

At the AGM, an ordinary resolution will be proposed to grant to the Directors a general

mandate in the terms set out in Resolution no. 4(B) of the AGM Notice (the “Buyback

Mandate”), allowing the Company to repurchase its own shares up to a limit of 10 per cent. in

aggregate of the Company’s issued share capital at the date of passing the resolution during

the period ending on the earliest of the date of the next annual general meeting, the date by

which the next annual general meeting of the Company is required by law to be held and the

date upon which such authority is revoked or varied. This will allow the Company to repurchase

its own shares, inter alia, on-market in accordance with the Listing Rules.

(1) Information on the Stock Exchange’s Listing Rules Relating to Share Repurchase

The Listing Rules permit companies whose primary listings are on the Stock Exchange

to repurchase their shares on the Stock Exchange subject to certain restrictions.
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(A) Shareholders’ Approval

The Listing Rules provide that all on-market repurchases of shares on the Stock

Exchange by a company with its primary listing on the Stock Exchange must be of fully

paid-up shares and approved in advance by an ordinary resolution, either by way of

general mandate or by specific resolution in relation to specific transactions.

(B) Source of Funds

Repurchases must be funded out of funds legally available for the purpose in

accordance with the Company’s Memorandum and Articles of Association and the

applicable Laws of Bermuda.

(2) Share Capital

As at the Latest Practicable Date, the issued share capital of the Company

comprised 421,607,199 Shares. On the basis that no further Shares are issued or

repurchased prior to the date of the AGM, exercise in full of the proposed Buyback

Mandate can accordingly result in up to 42,160,719 fully paid Shares being repurchased

by the Company during the course of the period ending on the earliest of the date of the

next annual general meeting, the date by which the next annual general meeting of the

Company is required to be held by law and the date upon which such authority is

revoked or varied.

(3) Reasons for Repurchases

The Directors believe that it is in the best interests of the Company and its Shareholders

to seek a general authority from Shareholders to enable the Directors to repurchase Shares of

the Company in the market. Such repurchases will only be made when the Directors consider

that it will benefit the Company and its Shareholders in terms of enhanced net asset value per

Share and/or improved earnings per Share.

(4) Funding of Repurchases

Pursuant to the Buyback Mandate, repurchases would be funded entirely from the

Company’s available cash flow or working capital facilities which will be funds legally available

for the purpose in accordance with all applicable laws of Bermuda and the Memorandum of

Association and Bye-laws of the Company.

Based on the audited consolidated financial statements of the Company as at 31st

March, 2003 (being the date to which the latest published audited financial statements of the

Company have been made up), the Directors consider that the exercise in full of the Buyback

Mandate to repurchase Shares might have a material adverse impact on the working capital



LETTER FROM THE BOARD

– 7 –

position or gearing position of the Company as compared with its financial position as at 31st

March, 2003. No repurchase would be made in circumstances that might have a material

adverse impact on the working capital or gearing position of the Company unless the Directors

consider that such repurchases are in the best interests of the Company notwithstanding such

material adverse impact.

(5) Share Prices

The highest and lowest prices at which the Shares of the Company were traded on the

Stock Exchange in each of the previous twelve months prior to the Latest Practicable Date

were as follows:

Per Share
Highest Lowest

HK$ HK$

2002
July 0.810 0.370

August 0.550 0.375

September 0.470 0.355

October 0.490 0.300

November 0.520 0.410

December 0.520 0.380

2003
January 0.470 0.390

February 0.405 0.350

March 0.415 0.330

April 0.365 0.280

May 0.460 0.330

June 0.470 0.400

(6) Effect of Hong Kong Code on Takeovers and Mergers (the “Takeovers Code”)

As at the Latest Practicable Date, Lam Ma & Wai Limited was a substantial shareholder

of the Company, holding 130,000,000 Shares, representing approximately 30.8 per cent. of

the total issued capital of the Company. If the repurchase mandate is fully exercised by the

Company, Lam Ma & Wai Limited’s interest in the Company will be increased to approximately

34.3 per cent.. Such increase will be treated as an acquisition for the purpose of the Takeovers

Code. Accordingly, Lam Ma & Wai Limited and any group of holders of Shares acting in

concert, could obtain or consolidate control of the Company or become obliged to make a

mandatory offer in accordance with rule 26 of the Takeovers Code. However, the Directors

have no present intention to exercise the repurchase of Shares to an extent that would result in

such takeover obligations.
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(7) Directors and Their Associates and Connected Persons

None of the Directors nor, to the best of their knowledge and having made all reasonable

enquiries, any of their associates (as defined in the Listing Rules), have any present intention

to sell any Shares to the Company or its subsidiaries under the Buyback Mandate if the

Buyback Mandate is approved by the Shareholders.

No other connected persons (as defined in the Listing Rules) have notified the Company

that they have a present intention to sell Shares to the Company, or have undertaken not to do

so, if the Buyback Mandate is approved by the Shareholders.

(8) Undertaking of the Directors

The Directors have undertaken to the Stock Exchange that they will exercise the Buyback

Mandate in accordance with the Listing Rules and the applicable laws of Bermuda.

(9) Repurchases made by the Company

The Company has not purchased any Shares (whether on the Stock Exchange or

otherwise) in the six months preceding the date of this circular.

RECOMMENDATION

The Directors recommend the Buyback Mandate proposal to all Shareholders for their

favourable consideration and urge them to vote in favour of Resolution no. 4(B) as set out in

the AGM Notice at the forthcoming AGM.

Lam Ma & Wai Limited have indicated that they intend to vote in favour of the resolution

on the Buyback Mandate to be proposed at the AGM in respect of their holdings of 130,000,000

Shares as at the Latest Practicable Date, representing approximately 30.8 per cent. interests in

the Company.

RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the

purpose of giving information with regard to the Company. The Directors collectively and

individually accept full responsibility for the accuracy of the information contained in this

circular and confirm, having made all reasonable enquiries, that to the best of their knowledge

and belief, there are no other facts the omission of which would make any statement herein

misleading.
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DOCUMENT AVAILABLE FOR INSPECTION

Copy of the Share Option Scheme is available for inspection at the head office and

principal place of business of the Company at Lincoln House 408, Taikoo Place, 979 King’s

Road, Quarry Bay, Hong Kong during normal business hours for a 14-day period immediately

preceding the AGM to be held on 10th September, 2003.

Yours faithfully,

LAM Hon Nam
Chairman
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VANDA SYSTEMS & COMMUNICATIONS HOLDINGS LIMITED
(incorporated in Bermuda with limited liability)

NOTICE IS HEREBY GIVEN that an Annual General Meeting of Vanda Systems &

Communications Holdings Limited will be held at Harbour Plaza Hong Kong, 20 Tak Fung

Street, Hung Hom, Kowloon, Hong Kong on Wednesday, 10th September, 2003 at 10:30 a.m.

for the purpose of considering and, if thought fit, passing the following resolutions as Ordinary

Resolutions respectively:

ORDINARY RESOLUTIONS

1. To receive and consider the audited financial statements and the reports of the

Directors and Auditors for the year ended 31st March, 2003;

2. To re-elect Directors of the Company and to authorise the board of Directors to

fix the Directors’ remuneration;

3. To re-appoint Ernst & Young as the auditors of the Company and to authorise the

Directors to fix their remuneration; and

4. As special business, to consider and, if thought fit, pass the following resolutions

as ordinary resolutions of the Company:

(A) “THAT the maximum limit (the “General Scheme Limit”) in respect of

the granting of share options under the share option scheme adopted by the

Company on 2nd April, 2002 (the “Share Option Scheme”) be refreshed

provided that the total number of shares of HK$0.10 each in the capital of

the Company (each a “Share”) which may be allotted and issued upon the

exercise of all options to be granted under the Share Option Scheme and

any other share option scheme of the Company must not exceed 10 per

cent. of the Shares in issue as at the date of approval of the refreshed

General Scheme Limit or 75,000,000 Shares, whichever is the lower.”

(B) “THAT

(i) the exercise by the Directors during the Relevant Period of all powers

of the Company to purchase shares in the capital of the Company be

and is hereby generally and unconditionally approved;
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(ii) the respective aggregate amounts of shares which may be purchased

on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) or any other stock exchange recognised for this purpose

by the Securities and Futures Commission of Hong Kong and the

Stock Exchange pursuant to paragraph (i) of this Resolution during

the Relevant Period shall be no more than 10 per cent. of the aggregate

nominal amount of the issued share capital at the date of passing of

this Resolution;

(iii) for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this

Resolution until whichever is the earlier of:

(a) the conclusion of the next annual general meeting of the

Company;

(b) the expiration of the period within which the next annual general

meeting of the Company is required by law to be held; and

(c) the revocation or variation of the authority given under this

Resolution by ordinary resolution of the shareholders of the

Company in general meeting.

(C) “THAT

(i) subject to the limitation mentioned in paragraph (iii) of this

Resolution, the exercise by the Directors during the Relevant Period

of all the powers of the Company to allot, issue and deal with

additional shares in the capital of the Company and to make or grant

offers, agreements and options, which might require the exercise of

such powers be and is hereby generally and unconditionally approved;

(ii) the approval in paragraph (i) above shall authorise the Directors during

the Relevant Period to make or grant offers, agreements and options,

which might require the exercise of such powers after the end of the

Relevant Period;

(iii) the aggregate nominal amount of share capital allotted or agreed

conditionally or unconditionally to be allotted (whether pursuant to

an option or otherwise) by the Directors pursuant to the approval in

paragraph (i) above, otherwise than pursuant to (a) a Rights Issue,

(b) the exercise of options granted under any share option scheme

adopted by the Company from time to time, (c) any scrip dividend or
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similar scheme, and (d) the exercise of subscription or conversion

under the terms of any warrants issued by the Company or any

securities which can be converted into shares of the Company and

from time to time outstanding, shall not exceed the aggregate of (aa)

20 per cent. of the aggregate nominal amount of the share capital of

the Company in issue at the date of passing this Resolution plus (bb)

(if the Directors are so authorised by separate ordinary resolution of

the Company) the nominal amount of share capital repurchased by

the Company subsequent to the passing of this Resolution (up to a

maximum equivalent to 10 per cent. of the aggregate nominal amount

of the issued share capital of the Company at the date of passing this

Resolution) and the said approval shall be limited accordingly; and

(iv) for the purpose of this Resolution:

“Relevant Period” means the period from the passing of this

Resolution until whichever is the earlier of:

(a) the conclusion of the next annual general meeting of the

Company;

(b) the expiration of the period within which the next annual general

meeting of the Company is required by law to be held; and

(c) the revocation or variation of the authority given by this

Resolution by ordinary resolution of the shareholders of the

Company in general meeting; and

“Rights Issue” means an offer of shares open for a period fixed by

the Company or by the Directors to holders of shares on the register

on a fixed record date in proportion to their then holdings of such

shares (subject to such exclusions or other arrangements as the

Directors may deem necessary or expedient in relation to fractional

entitlements having regard to any restrictions or obligations under

the laws of, or the requirements of any recognised regulatory body or

any stock exchange in, any territory outside Hong Kong).”
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(D) “THAT the Directors of the Company be and they are hereby authorised to

exercise the powers of the Company referred to in paragraph (i) of the

Resolution set out as Resolution 4(C) in the Notice of this Meeting in

respect of the share capital of the Company referred to in sub-paragraph

(bb) of paragraph (iii) of such Resolution.”

By Order of the Board

LAM Hon Nam
Chairman

Hong Kong, 23rd July, 2003

Notes:

1. Any member entitled to attend and vote at the meeting convened by the above notice is entitled to appoint
one or more proxies to attend and vote on his/her behalf. A proxy need not be a member of the Company. If
more than one proxy is so appointed, the appointment shall specify the number of shares in respect of
which each such proxy is so appointed.

2. The instrument appointing a proxy and the power of attorney or other authority (if any) under which it is
signed or a certified copy of such power or authority, must be lodged with the Company at Lincoln House
408, Taikoo Place, 979 King’s Road, Quarry Bay, Hong Kong not less than 48 hours before the time
appointed for holding the meeting or the adjourned meeting.


