	Connected Transactions

	Summary

The Board of Directors of Shanghai Industrial Holdings Limited (the "Company") announced that the Company has entered into the following conditional sale and purchase agreements on 20th November 1998: 

1. A Sale and Purchase Agreement entered into between S.I. Hotel Travel Holdings Limited ("Hotel Travel''), a wholly-owned subsidiary of the Company and Shanghai Industrial Investment (Holdings) Co., Ltd. ("SIIC''), the ultimate holding company of the Company, for the acquisition of the entire issued share capital of Creative Gold Developments Limited ("Creative Gold'') together with a shareholder's loan of US$39,003,825 (equivalent to approximately HK$302,279,644) owing to SIIC by Creative Gold at an aggregate consideration of US$77,000,000 (equivalent to approximately HK$596,750,000) ("Shanghai SIIC South Pacific Hotel Agreement''). Subject to the approval from the relevant PRC authorities in respect of the acquisition of 10.14% effective interest in Shanghai SIIC South Pacific Hotel Company Limited ("SIIC South Pacific'') from the existing shareholders, Creative Gold indirectly holds an aggregate of 96.76% interest therein ("Shanghai SIIC South Pacific Hotel Project''). SIIC South Pacific owns the Shanghai SIIC South Pacific Hotel Project. The development project is for the construction of an international class hotel in Shanghai. 

2. A Sale and Purchase Agreement entered into between Hotel Travel, SIIC and South Pacific Hotel Holdings Limited ("Hotel Holding''), a wholly-owned subsidiary of SIIC, for the acquisition of the entire issued share capital of South Pacific Hotel (Hong Kong) Limited ("South Pacific'') together with a shareholder's loan of HK$675,140,164 owing to Hotel Holdings by South Pacific at an aggregate consideration of HK$880,000,000 ("South Pacific Hotel Agreement''). South Pacific's main asset is the hotel property situated at 23 Morrison Hill Road, Wanchai, Hong Kong ("South Pacific Hotel''). 

(Shanghai SIIC South Pacific Hotel Project and South Pacific Hotel collectively called the "SIHL Acquisitions Project'').

As SIIC is the ultimate holding company of the Company, under Chapter 14 of the Rules Governing the Listing of Securities (the "Listing Rules'') on the Stock Exchange of Hong Kong Limited ("Stock Exchange''), the Shanghai SIIC South Pacific Hotel Agreement and the South Pacific Hotel Agreement (together the "Conditional Agreements'') constitute connected transactions and are therefore notifiable. Furthermore, as the total considerations of the Conditional Agreements exceed 3% of the audited consolidated net tangible assets of the Company and its subsidiaries (the "Group'') as at 31st December 1997, the Conditional Agreements are subject to the approval of the independent shareholders. 


1.INFORMATION REGARDING THE CONDITIONAL AGREEMENTS 

i. Shanghai SIIC South Pacific Hotel Agreement

Parties 

Vendor : SIIC. 
Purchaser : S. I. Hotel Travel Holdings Limited ("Hotel Travel''), 
                    a wholly-owned subsidiary of the Company. 

Date of the Agreement 

20th November 1998. 

Information Regarding The Shanghai SIIC South Pacific Hotel Project 

Under the Shanghai SIIC South Pacific Hotel Agreement, Hotel Travel agrees to acquire from SIIC the entire issued capital of Creative Gold Developments Limited ("Creative Gold'') together with the shareholder's loan in the sum of US$39,003,825 (equivalent to approximately HK$302,279,644) owing to SIIC by Creative Gold at an aggregate consideration of US$77,000,000 (equivalent to approximately HK$596,750,000). Creative Gold was incorporated in the British Virgin Islands as a limited liability company. Subject to the approval from the relevant PRC authorities in respect of the acquisition of the 10.14% effective interest in Shanghai SIIC South Pacific Hotel Co., Ltd ("SIIC South Pacific'') from the existing shareholders, Creative Gold indirectly holds an aggregate of 96.76% interest therein. SIIC South Pacific owns the Shanghai SIIC South Pacific Hotel Project. The remaining 3.24% interest is held by a company controlled by Jing An District Government of Shanghai Municipality which is an independent third party. The Shanghai SIIC South Pacific Hotel Project is located in the urban area of Shanghai City with a site area of approximately 7,614 sq. m. It will be developed as a 38-storey plus 3-level basement international class hotel. The business licence for SIIC South Pacific is for a term of 30 years from 31st December 1994. Upon the expiration of the term, it is renewable upon approval from the relevant Government authorities. The hotel is still under construction. Its superstructure is expected to be completed by the end of 1998 and business is expected to commence in July 2000. Upon the completion of construction, the hotel will have a total gross floor area (excluding the area of the mechanical and electrical floors) and a basement area of approximately 53,298 sq. m. and 15,750 sq. m. respectively. The total development cost is expected not to exceed US$160,000,000 (equivalent to approximately HK$1,240,000,000).

In August 1998, a Letter of Intent between SIIC and a worldwide reputable hotel management Group for the provision of services with respect to the day-to-day operation and management and other related services was signed. It is expected that the relevant hotel management agreements between the hotel owner company and that hotel management group will be signed soon. 

Consideration and Payments 

The cash consideration for the acquisition of Creative Gold and the relevant shareholder's loan is in the aggregate amount of US$77,000,000 (equivalent to approximately HK$596,750,000). The consideration is based on normal commercial terms which include the value of the hotel project, cash of approximately US$12.4 million and other assets of SIIC South Pacific. The value of 96.76% interest in the hotel project is determined, with reference to the opinion of an independent valuer, to be at a valuation of approximately US$63,860,000 as at 31st October 1998. The consideration will be paid upon the completion of the due diligence satisfactory to Hotel Travel and the approval of the independent shareholders at the Extraordinary General Meeting as mentioned hereunder.
ii. South Pacific Hotel Agreement 

Parties 

Vendor : South Pacific Hotel Holdings Limited ("Hotel Holding'') 
Purchaser : S. I. Hotel Travel Holdings Limited ("Hotel Travel''), 
                     a wholly-owned subsidiary of the Company 
Guarantor : SIIC 

Date of the Agreement 

20th November 1998. 

Information Regarding The South Pacific Hotel Project 

Under the South Pacific Hotel Agreement, Hotel Travel agrees to acquire from Hotel Holding the entire issued capital of South Pacific Hotel (Hong Kong) Limited ("South Pacific'') together with the shareholder's loan in the sum of HK$675,140,164 owing to Hotel Holding by South Pacific. South Pacific was incorporated in Hong Kong and its primary asset is the hotel property situated at 23 Morrison Hill Road, Wanchai, Hong Kong ("South Pacific Hotel''). South Pacific Hotel was built in 1992. The property comprises a 29-storey plus 2 basements hotel as well as two adjoining cinemas with a total gross floor area of approximately 17,020 sq. m. The hotel portion comprises 293 guest rooms which is currently managed by South Pacific. The 2 cinemas totally accommodate 726 seats and are subject to a lease for a term expiring on 31st March 2007. South Pacific Hotel is a middle class hotel. Its principal customers are the businessmen from the PRC and the tours from Europe and Asia. The facilities of the hotel include Chinese and Western cuisine restaurants, bar, multi-purpose function room, fitness centre and business centre. The results of operations of South Pacific for the years 1996 and 1997 are listed below: 
	 
	Audited

	 
	31.12.1997
HK$'000 
	31.12.1996
HK$'000

	Turnover
	119,570
	135,388 

	Operating income
	33,156
	45,359

	Profit before tax
	16,284
	23,835

	Profit after tax
	15,580
	18,235


Consideration and Payment 

The cash consideration for the acquisition of the South Pacific Hotel Project is in the aggregate sum of HK$880,000,000. The consideration is based on normal commercial terms and is determined with reference to the opinion of an independent valuer as at 31st October 1998. SIIC warrants that the audited profit before tax for the years 1999 and 2000 will not be less than HK$44,000,000 and HK$52,800,000 respectively ("Guaranteed Profit''). In the event that the audited profit before tax for the years ending 31st December 1999 and 2000 is less than the Guaranteed Profit, SIIC will pay the shortfall to Hotel Travel. The consideration for the South Pacific Hotel Project will be paid upon the approval of the independent shareholders at the Extraordinary General Meeting as mentioned hereunder. 

2. CONDITIONS PRECEDENT TO THE ACQUISITIONS

The completion of the Shanghai SIIC South Pacific Hotel Agreement and the South Pacific Hotel Agreement is subject to the approval of the independent shareholders at the Extraordinary General Meeting. The total consideration for the SIHL Acquisitions Project is in the sum of approximately HK$1,477 million which will be financed by the Group's internal cash resources and will be paid upon the approval of the independent shareholders at the Extraordinary General Meeting as mentioned hereunder. 

3. REASONS FOR THE CONDITIONAL AGREEMENTS 

After the financial turmoil in Asia, the property market is now in its trough. However, with the good economic foundation in the PRC, it is believed that hotel business will be restored once the financial turmoil tunes down. The Company takes advantages of this business opportunity to engage in hotel business. On one hand, the Group can increase its overall non-renminbi foreign currencies income and on the other hand, it can enjoy the capital gain as a result of the appreciation of the assets value during the recovery of the future economic condition. 

The decision of the Company to engage in hotel business is not only based on the business development potential offered by the business, but also the fact that the income from the hotel business is mainly on cash basis. This will enable the Group to enjoy considerable cash income stream and is favourable to the Group's overall fund flow position. 

The Group has persistently adopted a strategy of diversification. SIHL Acquisitions Project can enable the Company to better its business structure and to broaden and enlarge its earnings base. The Group intends to achieve business diversification through acquisition of businesses and projects in Hong Kong and in and around Shanghai. The aforesaid acquisition projects are in line with development strategy persistently adopted by the Group. The terms of the acquisitions are determined by both parties on arm's length basis and are considered by the Directors of the Company to be fair and reasonable. 

4. EXTRAORDINAY GENERAL MEETING 

An Extraordinary General Meeting ("Extraordinary General Meeting'') of the Company will be convened as soon as practicable at which an ordinary resolution will be proposed to the shareholders of the Company to approve the Conditional Agreements. Since SIIC is interested in the SIHL Acquisitions Project, therefore SIIC and its associates (as defined in the Listing Rules) will abstain from voting in respect of such resolution at the Extraordinary General Meeting.
5. GENERAL 

A circular containing details of the SIHL Acquisitions Project, the letters from independent board committee and the independent financial adviser, valuation report and notice convening the Extraordinary General Meeting mentioned above will be dispatched to the shareholders of the Company as soon as possible. 

By Order of the Board 
Cai Lai Xing 
Chairman 

Dated this 20th day of November 1998.
