	Connected Transactions

	Summary

The Board of Directors of Shanghai Industrial Holdings Limited (the "Company") announces that S. I. Daily Chemical Holdings Limited ("SDC"), a wholly-owned subsidiary of the Company has on 28th July 1999 entered into the following agreements with Shanghai Jahwa (Holdings) Co., Ltd. (SJH"): 

1. A Share Transfer Agreement for the disposal of a 51% interest in the capital of Shanghai Xiafei Daily Chemical Co., Ltd. ("SXD") ("SXD Shares") at a cash consideration of RMB59,670,000 (approximately HK$55,766,000 ) ("SXD Agreement"); 

2. A Share Transfer Agreement for the disposal of an 11% interest in the capital of Shanghai Jahwa Co., Ltd. ("SJC") ("SJC Shares") at a cash consideration of RMB26,905,396 (approximately HK$25,145,000) ("SJC Agreement"). 

(SXD Agreement and SJC Agreement collectively referred to as the "Disposal Agreements"). 

SJH is the holding company of a substantial shareholder of SJC, a 51% owned subsidiary of SDC. Therefore, the Disposal Agreements constitute connected transactions for the Company under Chapter 14 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the "Listing Rules"). 


1.DISPOSAL AGREEMENTS

(i) SXD Agreement

Parties: 

Vendor: SDC 
Purchaser: SJH 

Date of the Agreement: 
28th July 1999 

Particulars of the Transaction: 

SDC will dispose a 51% interest in the capital of SXD to SJH. The other joint venture partners are Shanghai Xiafei (Holdings) Limited and Shanghai Xiafei Daily Chemical Co. holding 29% and 20% interest in SXD respectively. Upon completion of the transfer of SXD Shares, SDC will no longer have any interest in the capital of SXD. The audited profit before and after taxation of SXD for the year 1997 are RMB1,852,024 (approximately HK$1,731,000) and RMB1,851,633 (approximately HK$1,730,000) respectively. The audited profit before and after taxation of SXD for the year 1998 are RMB1,437,000 (approximately HK$1,343,000) and RMB1,436,000 (approximately HK$1,342,000) respectively. 

Conditions 

The SXD Agreement is conditional upon the following conditions and shall be completed within 90 days after the SXD Agreement becoming effective upon satisfaction of the conditions:

(a) Unanimous approval from the board of directors of SXD being obtained; 

(b) Waivers of pre-emptive right to acquire the SXD shares from all the other existing joint venture partners being obtained; and 

(c) Approval for SXD Agreement being obtained from the relevant authorities which granted the approval for the incorporation of SXD. 

Consideration and Payment

The cash consideration for the SXD Shares is in the amount of RMB59,670,000 (approximately HK$55,766,000). The consideration will be settled by instalments in the following manner: 
	Payment Period
	Amount
(RMB)

	Within 14 days after the SXD Agreement becoming effective 
Within 30 days after the SXD Agreement becoming effective 
Within 90 days after the SXD Agreement becoming effective 
Total: 
	
HK$ 10,000,000

HK$ 13,000,000

HK$ 36,670,000
HK$ 59,670,000



(ii) SJC Agreement 

Parties: 

Vendor: SDC 
Purchaser: SJH 

Date of the Agreement: 
28th July 1999 

Particulars of the Transaction: 

SDC will dispose of an 11% interest in the capital of SJC to SJH. The other joint venture partner is Shanghai Jahwa Co. holding a 49% interest in SJC. Upon completion of the transfer of SJC Shares, SDC will still have a 40% interest in the capital of SJC. The audited profit before and after taxation of SJC for the year 1997 are approximately RMB36,755,000 (approximately HK$34,350,000) and approximately RMB36,723,000 (approximately HK$34,321,000) respectively. The audited profit before and after taxation of SJC for the year 1998 are approximately RMB37,482,000 (approximately HK$35,030,000) and approximately RMB31,827,000 (approximately HK$29,745,000) respectively.
Condition: 

The SJC Agreement is conditional upon the approval for SXD Agreement being obtained from the relevant authorities which granted the approval for the incorporation of SXD. 

Consideration and Payment: 

The cash consideration for the SJC Shares is in the amount of RMB26,905,396 (approximately HK$25,145,000). The consideration will be paid by SJH within 45 working days after the SJC Agreement becoming effective upon satisfaction of the aforesaid condition. 

2. BASIS OF THE CONSIDERATION 

The total consideration for the Disposal Agreements was determined by the vendor and the purchaser on arm's length basis by reference to the net asset value of SXD and SJC and the consideration is higher than or equal to the Group's total investment amount attributable to SJC Shares and SXD Shares in the amount of RMB26,078,858 (approximately HK$24,373,000) and RMB59,670,000 (approximately HK$55,766,000) respectively. The Directors consider that the profit derived from the disposal of SXD Shares and SJC Shares is immaterial to the Group. As at 31st December 1998, the audited net assets values of SXD and SJC are in the amount of approximately RMB94,008,000 (approximately HK$87,858,000) and approximately RMB226,377,000 (approximately HK$211,567,000) respectively. The Directors including the non-executive Directors of the Company (the "Directors") consider that the basis of the consideration is fair and reasonable. 

3. APPROPRIATION OF PROCEEDS 

The proceeds from the disposal of SXD Shares and SJC Shares will be set aside as the general working capital of the Company.

4. RELATIONSHIP BETWEEN SJH AND THE COMPANY 

SJH is the holding company of Shanghai Jahwa Company, which is a substantial shareholder of SJC and SJC is a 51% owned subsidiary of SDC. Therefore, SJH is a connected person (as defined in the Listing Rules) of the Company.
5. REASON FOR THE TRANSACTION

Since the PRC cosmetic market is flooded with low-end products, the competitiveness of SXD, which is engaged in low-end cosmetic business, is adversely affected. In view of the trends in market demand and development, the Directors consider that efforts and effective resources shall be focused on developing the middle- to high-end cosmetic market. Therefore the Group determined to dispose of SXD Shares. The disposal is subject to the conditions as mentioned hereinbefore. 

SJC is engaged in the middle- to high-end cosmetic business. Its business is comparatively mature and stable. In order to enhance its business growth on its current bases, the Directors consider that appropriate internal restructuring shall be undertaken. The decision to dispose of SJC Shares paved the way for the restructuring of SJC as a joint-stock company with promoters' shares and subsequently the listing in "A" shares market in the PRC. The Directors believe that upon the completion of the restructuring and the listing of SJC's shares, the value of the Group's investment in SJC will increase indirectly. According to the current laws and regulations, a joint-stock company with promoters' shares shall have at least five promoters. After SDC transfers an 11% interest in SJC to SJH, SJH will then transfer an aggregate of a 20% interest in SJC to other independent third parties. Upon the completion of the restructuring of SJC, SDC and SJH will become the two largest shareholders of SJC each holding a 40% interest in shares. Since the restructuring program will be subject to various approval processes, the Directors emphasise that there is no assurance that the said restructuring program will ultimately be consummated.

6. INFORMATION TO SHAREHOLDERS 

The Disposal Agreements constitute connected transactions for the Company under Chapter 14 of the Listing Rules and they fall within the provision under Rule 14.25(1) of the Listing Rules. Therefore, shareholders' approval on the Disposal Agreements is not required. Details of the Disposal Agreements will be set out in its next published annual report 

By Order of the Board 
Roger L. C. Leung 
Company Secretary

Hong Kong, 28th July 1999.
