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V.S. International Group Limited

威鋮國際集團有限公司

(incorporated in the Cayman Islands with limited liability)

ONGOING CONNECTED TRANSACTIONS:

PURCHASES OF RAW MATERIALS

The Directors wish to inform the Shareholders that VS Haier and HAIVS Qingdao, two of the subsidiaries of the Company, purchased from Haier CPCL certain raw materials for the respective aggregate consideration of approximately HK$8.2 million (equivalent to approximately RMB8.7 million) and HK$2.5 million (equivalent to approximately RMB2.7 million) during the financial year ended 31 July 2002, and approximately HK$6.1 million (equivalent to approximately RMB6.5 million) and HK$4.9 million (equivalent to approximately RMB5.2 million) during the two months period ended the Latest Practicable Date, respectively.

Based on the information provided by the Haier Group, Haier CPCL is owned as to 10% by QHGC and 90% by QHCAMA. The joint venture partner of VS Haier, Qingdao Haier, holding 20% interest in its registered capital, is owned as to 1.4% by QHGC and the remaining 98.6% by QHCAMA. As Haier CPCL is an associate of the substantial shareholder of VS Haier and therefore is a connected person of the Company, these transactions constitute connected transactions under the Listing Rules.

Given the aggregate consideration of the above connected transactions between each of VS Haier and HAIVS Qingdao and Haier CPCL for the financial year ended 31 July 2002, and such connected transactions between each of VS Haier and HAIVS Qingdao and Haier CPCL for the two months period ended the Latest Practicable Date, had exceeded the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, the transactions are required to be made conditional on Independent Shareholders' approval in general meeting under Rule 14.26 of the Listing Rules. The failure to comply with such requirement has constituted breaches of the Listing Rules.

The Stock Exchange has informed the Company that it reserves the rights to take appropriate actions against the Company and/or the Directors in respect of the breaches of the Listing Rules.

The raw material purchased and to be purchased by VS Haier and HAIVS Qingdao from the Haier Group through Haier CPCL and/or other member of the Haier Group designated for the supply of such raw materials are part of the raw materials required for the production of the plastic moulded products and parts of VS Haier and HAIVS Qingdao, which were sold and to be sold to members of the Haier Group. The sales of plastic moulded products and parts to members of the Haier Group are in the usual and ordinary business of VS Haier and HAIVS Qingdao, and waiver from the strict compliance with the relevant disclosure and/or Shareholders' approval requirements under the Listing Rules in respect of such sales entered or to be entered into for the period ending 31 July 2004 had been granted by the Stock Exchange. As one of the measures for controlling the quality of, and stablising the cost for, the plastic moulded products and parts supplied by VS Haier and HAIVS Qingdao, the Haier Group, in March 2002, imposed as a condition to such sales that certain raw materials used for the production of such plastic moulded products and parts must be purchased from the Haier Group.

As the purchases of such raw materials by VS Haier and/or HAIVS Qingdao from Haier CPCL and/or other member of the Haier Group designated for the supply of such raw materials, which will take place from time to time in the future on a regular basis, are part of the usual and ordinary business of VS Haier and HAIVS Qingdao to be conducted on normal commercial terms, and the aggregate consideration payable by the Group for each of the three financial years ending 31 July 2005 may exceed the higher of HK$1 million or 0.03% of the book value of the Group's net tangible assets or, as the case may be, the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, the Directors consider that it would not be practical to make disclosure of, or where necessary, to obtain Independent Shareholders' approval for, each such Ongoing Connected Transactions. Further, since the aggregate consideration payable by the Group in respect of these purchases of raw materials for the two months period ended the Latest Practicable Date had already exceeded the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, every purchase of raw materials from Haier CPCL by the Group since the Latest Practicable Date, albeit the consideration involved, will trigger the Shareholders' approval requirements under Rule 14.26 of the Listing Rules. Accordingly, the Company has applied to the Stock Exchange for a waiver from strict compliance with the disclosure requirements under Rule 14.25 of the Listing Rules and the Shareholders' approval requirements under Rule 14.26 of the Listing Rules for the period commencing from the Latest Practicable Date and up to 31 July 2005.

Under the Listing Rules, any connected person interested in the Ongoing Connected Transactions and its associates will be required to abstain from voting on the resolutions approving the Ongoing Connected Transactions at the relevant general meeting. So far as the Directors are aware after making reasonable enquiries, none of Haier CPCL, other member of the Haier Group, any person interested in the Ongoing Connected Transactions and their respective associates is a Shareholder as at the date of this announcement and would have been required to abstain from voting if a general meeting of the Shareholders had been convened to approve the Ongoing Connected Transactions. The Company is seeking confirmation from the Stock Exchange that the approval of the Ongoing Connected Transactions for the period commencing from the Latest Practicable Date and up to 31 July 2005 by the Independent Shareholders may be obtained by means of written approval by an Independent Shareholder who holds more than 50% in nominal value of the issued share capital of the Company. VVS Co., Ltd., a substantial Shareholder holding approximately 51.98% interest in the entire issued share capital of the Company and one of the Independent Shareholders, has given its written approval to the Ongoing Connected Transactions for such period.

A circular containing details of the Ongoing Connected Transactions, a letter from an independent financial adviser and a letter from the independent board committee will be despatched to the Shareholders as soon as possible.

THE ONGOING CONNECTED TRANSACTIONS

VS Haier is a sino-foreign equity joint venture established in the PRC on 2 August 2001 which is indirectly owned as to approximately 80% by the Company and as to 20% by Qingdao Haier. HAIVS Qingdao is a wholly foreign-owned enterprise established in the PRC on 5 July 2001 which is indirectly owned as to approximately 99.99995% by the Company.

The principal purpose of establishing VS Haier and HAIVS Qingdao is to produce and sell to members of Haier Group plastic moulded products and parts for their requirements. The sales of plastic moulded products and parts to members of the Haier Group are in the usual and ordinary business of VS Haier and HAIVS Qingdao, and waiver from the strict compliance with the relevant disclosure and/or Shareholders' approval requirements under the Listing Rules in respect of such sales entered or to be entered into for the period ending 31 July 2004 had been granted by the Stock Exchange.

As one of the measures for controlling the quality of, and stablising the cost for, the plastic moulded products and parts supplied by VS Haier and HAIVS Qingdao, the Haier Group, in March 2002, imposed as a condition to such sales that certain raw materials used for the production of the plastic moulded products and parts must be purchased from the Haier Group through its then designated raw material supplier, Haier CPCL.

Prior to entering into the above purchases, the Group had been confirmed by the Haier Group verbally that Haier CPCL was owned as to 90% by QHGC and 10% by 青島海爾特種塑料研製開發有限公司(Qingdao Haier Special Plastic Material Research and Development Co., Ltd.*) and QHGC owns as to 4% interest in the registered capital of Qingdao Haier, the joint venture partner of VS Haier, while the remaining 96% thereof is owned by QHCAMA. On the above basis and as the purchases from Haier CPCL involve different raw materials and the consideration for each of such purchases amounted to less than HK$1 million, the local managers of VS Haier and HAIVS Qingdao had believed that the above transactions were not subject to any disclosure or Shareholders' approval requirements under the Listing Rules.

In order to capture the sales to the Haier Group, local managers of VS Haier and HAIVS Qingdao purchased from Haier CPCL certain raw materials for the respective aggregate consideration of approximately HK$8.2 million (equivalent to approximately RMB8.7 million) and HK$2.5 million (equivalent to approximately RMB2.7 million) during the financial year ended 31 July 2002, and approximately HK$6.1 million (equivalent to approximately RMB6.5 million) and HK$4.9 million (equivalent to approximately RMB5.2 million) during the two months period ended the Latest Practicable Date, respectively. A significant increase in the Group's purchases of raw materials from Haier Group has also been recorded since August 2002, which is mainly attributable to the increase in the Group's sales to the Haier Group resulting from the change in the Haier Group's suppliers policy by concentrating its sources of supplies and downsizing its list of suppliers from more than a hundred of suppliers to a few major suppliers.

As these transactions involve simple purchase and sale of raw materials, constituting part of the usual and ordinary businesses of VS Haier, HAIVS Qingdao and Haier CPCL and are of recurring nature, no formal agreement had been entered into by each of VS Haier and HAIVS Qingdao with Haier CPCL. The commercial terms (including the consideration payable by the Group) in respect of each of these transactions were determined by the parties on an arm's length and case by case basis.

It was until around August 2002 when the Company's auditors performed the annual audit, the auditors and the Directors first came to notice that the raw materials were sourced from Haier CPCL. While the Directors initially could not ascertain from the Haier Group the respective shareholding structure and the ultimate shareholders of each of Haier CPCL, QHGC, Qingdao Haier Special Plastic Material Research and Development Co., Ltd. and QHCAMA after making reasonable enquiries, the relevant officer of the legal affairs centre of the Haier Group clarified on 26 September 2002 that Haier CPCL is owned as to 10% by QHGC and 90% by QHCAMA, and the joint venture partner of VS Haier, Qingdao Haier, holding 20% interest in its registered capital, is owned as to 1.4% by QHGC and the remaining 98.6% by QHCAMA instead. As Haier CPCL is an associate of the substantial shareholder of VS Haier and therefore is a connected person of the Company, these transactions constitute connected transactions under the Listing Rules.

Given the aggregate consideration of the above connected transactions between each of VS Haier and HAIVS Qingdao and Haier CPCL for the financial year ended 31 July 2002, and such connected transactions between each of VS Haier and HAIVS Qingdao and Haier CPCL for the two months period ended the Latest Practicable Date, had exceeded the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, the transactions are required to be made conditional on Independent Shareholders' approval in general meeting under Rule 14.26 of the Listing Rules. The failure to comply with such requirement has constituted breaches of the Listing Rules.

The Stock Exchange has informed the Company that it reserves the rights to take appropriate actions against the Company and/or the Directors in respect of the breaches of the Listing Rules.

As the purchases of such raw materials by VS Haier and/or HAIVS Qingdao from Haier CPCL and/or other member of the Haier Group designated for the supply of such raw materials, which will take place from time to time in the future on a regular basis, are part of their usual and ordinary business to be conducted on normal commercial terms, and the aggregate consideration payable by the Group for each of the three financial years ending 31 July 2005 may exceed the higher of HK$1 million or 0.03% of the book value of the Group's net tangible assets or, as the case may be, the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, the Directors consider that it would not be practical to make disclosure of, or where necessary, to obtain Independent Shareholders' approval for, each such Ongoing Connected Transactions. Further, since the aggregate consideration payable by the Group in respect of these purchases of raw materials for the two months period ended the Latest Practicable Date had already exceeded the higher of HK$10 million or 3% of the book value of the Group's net tangible assets, every purchase of raw materials from Haier CPCL by the Group since the Latest Practicable Date, albeit the consideration involved, may trigger the Shareholders' approval requirements under Rule 14.26 of the Listing Rules. Accordingly, the Company has applied to the Stock Exchange for a waiver from strict compliance with the disclosure requirements under Rule 14.25 of the Listing Rules and the Shareholders' approval requirements under Rule 14.26 of the Listing Rules for the period commencing from the Latest Practicable Date and ending 31 July 2005.

REASONS FOR THE ONGOING CONNECTED TRANSACTIONS

Given that the sales of plastic moulded products and parts to members of the Haier Group are in the usual and ordinary business of VS Haier and HAIVS Qingdao and it is a condition for the sales that certain raw materials must be sourced from the Haier Group, the Directors consider that the Ongoing Connected Transactions are in the usual and ordinary course of business of VS Haier and HAIVS Qingdao. The terms of the Ongoing Connected Transactions will be negotiated on an arm's length basis and on normal commercial terms between the parties involved. The Directors are of the view of that as far as the Shareholders are concerned, these Ongoing Connected Transactions are fair and reasonable and in the best interests of the Company and its Shareholders as a whole.

The Ongoing Connected Transactions, which will take place from time to time in the future on a regular basis, will arise in the ordinary and normal course of business of VS Haier and HAIVS Qingdao on normal commercial terms. Accordingly, the Directors consider that it would not be practical to make disclosure of, or where necessary, to obtain Independent Shareholders' approval for, each such Ongoing Connected Transactions.

WAIVER FOR ONGOING CONNECTED TRANSACTIONS

The Company has applied to the Stock Exchange for a waiver from strict compliance with the relevant requirements under Rules 14.25 and 14.26 of the Listing Rules for the Ongoing Connected Transactions for the period commencing from the Latest Practicable Date and up to 31 July 2005 (the "Relevant Period") on the following conditions:

1.
during the Relevant Period, the Ongoing Connected Transactions will be:

(i)
entered into by VS Haier and/or HAIVS Qingdao in the ordinary and usual course of its or their business;

(ii)
conducted on normal commercial terms (which expression will be applied by reference to transactions of a similar nature and to be made by similar entities), and on arm's length basis, or (where there is no available comparison) on terms that are fair and reasonable so far as the Shareholders are concerned and in the interests of the Company as a whole; and

(iii)
entered into either in accordance with the terms of the agreements governing the Ongoing Connected Transactions or, where there are no such agreements, on terms no less favourable than those available to or from independent third parties;

2.
the aggregate consideration paid in respect of the Ongoing Connected Transactions entered into between any member of the Haier Group and any of VS Haier and HAIVS Qingdao for each financial year of the Company during the Relevant Period shall not exceed the cap amount (the "Cap Amount") of 11% of the Group's total purchase costs for raw materials in that financial year. The Cap Amount is determined on the basis of, among other matters, the purchases of raw materials by VS Haier and HAIVS Qingdao from members of the Haier Group for the two months period ended the Latest Practicable Date, the forecast sales of plastic moulded products and parts by VS Haier and HAIVS to the Haier Group and the Group's other existing customers during the Relevant Period through discussions with their respective management, the estimated total purchase of such raw materials of the Group required to meet such sales and the expected growth in the Group's total sales and that to the Haier Group during the Relevant Period;

3.
the Company's independent non-executive Directors shall review the Ongoing Connected Transactions annually and confirm in the Company's annual report for the year in question that:

(i)
the Ongoing Connected Transactions have been entered into by VS Haier and/or HAIVS Qingdao in the ordinary and usual course of its or their business;

(ii)
the Ongoing Connected Transactions have been conducted on normal commercial terms (which expression will be applied by reference to transactions of a similar nature and to be made by similar entities), on arm's length basis, or (where there is no available comparison) on terms that are fair and reasonable so far as the Shareholders are concerned and in the interests of the Company as a whole; 

(iii)
the Ongoing Connected Transactions have been entered into either in accordance with the terms of the agreements governing the Ongoing Connected Transactions or, where there are no such agreements, on terms no less favourable than those available to or from independent third parties;

(iv)
the Ongoing Connected Transactions have received the approval of the Directors; and

(v)
the aggregate consideration paid in respect of the Ongoing Connected Transactions has not exceeded the Cap Amount;

4.
the auditors of the Company shall review the Ongoing Connected Transactions annually and confirm to the Directors in writing, a copy of which shall be provided to the Stock Exchange, stating that:

(i)
the Ongoing Connected Transactions have been approved by the Directors;

(ii)
the Ongoing Connected Transactions have been entered into in accordance with the terms of the agreements relating to the Ongoing Connected Transactions in question or, where there is no such agreement, on terms being no less favourable than those available to or from independent third parties; and

(iii)
the aggregate consideration paid in respect of the Ongoing Connected Transactions has not exceeded the Cap Amount;

where, for whatever reason, the auditors of the Company decline to accept the engagement or are unable to provide the confirmation, the Directors shall contact the Stock Exchange immediately;

5.
details of the Ongoing Connected Transactions in each financial year during the Relevant Period shall be disclosed as required under Rule 14.25(A) to (D) of the Listing Rules in the annual report of the Company for that financial year together with a statement of the opinion of the independent non-executive Directors and the auditors of the Company referred to paragraphs (3) and (4) above;

6.
each of the Company and the relevant member of the Haier Group designated for the supply of the raw materials shall provide to the Stock Exchange an undertaking that, for so long as the shares of the Company are listed on the Stock Exchange, it will provide the Company's auditors with full access to their relevant records for the purpose of their review of the Ongoing Connected Transactions; and

7.
in the event that the Cap Amount is exceeded, or in the event of any future changes to the terms governing the relevant Ongoing Connected Transactions (unless provided for under the terms of the relevant agreement), the Company must strictly comply with the relevant provisions of Chapter 14 of the Listing Rules unless it applies for and obtains a separate waiver from the Stock Exchange.

GENERAL

Under the Listing Rules, any connected person interested in the Ongoing Connected Transactions and its associates will be required to abstain from voting on the resolutions approving the Ongoing Connected Transactions at the relevant general meeting. So far as the Directors are aware after making reasonable enquiries, none of Haier CPCL, other member of the Haier Group, any person interested in the Ongoing Connected Transactions and their respective associates is a Shareholder as at the date of this announcement and would have been required to abstain from voting if a general meeting of the Shareholders had been convened to approve the Ongoing Connected Transactions. The Company is seeking confirmation from the Stock Exchange that the approval of the Ongoing Connected Transactions for the period commencing from the Latest Practicable Date and up to 31 July 2005 by the Independent Shareholders may be obtained by means of written approval by an Independent Shareholder who holds more than 50% in nominal value of the issued share capital of the Company. VVS Co., Ltd., a substantial Shareholder holding approximately 51.98% interest in the entire issued share capital of the Company and one of the Independent Shareholders, has given its written approval to the Ongoing Connected Transactions for such period.

A circular containing details of the Ongoing Connected Transactions, a letter from an independent financial adviser and a letter from the independent board committee will be despatched to the Shareholders as soon as possible.

The above waiver may or may not be granted by the Stock Exchange. An announcement will be made in the event that such general waiver is granted or that the Stock Exchange grants the above waiver subject to any amendments to the above conditions or the imposition of any additional requirements on the Ongoing Connected Transactions.

DEFINITIONS

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

"Company"
V.S. International Group Limited 威鋮國際集團有限公司, a company incorporated in the Cayman Islands with limited liability, the shares of which are listed on the main board of the Stock Exchange

"Director(s)"
the director(s) of the Company

"Group"
the Company and/or its subsidiaries

"Haier CPCL"
青島海爾零部件採購有限公司 (Qingdao Haier Components Purchase Co., Ltd.*), a limited liability company established in the PRC and a member of the Haier Group

"Haier Group"
Qingdao Haier, its holding company, subsidiaries and affiliated companies and other subsidiaries and affiliated companies of its holding company

"HAIVS Qingdao"
海士茂電子塑膠(青島)有限公司(HAIVS Industry (Qingdao) Co., Ltd.*), a wholly foreign-owned enterprise established in the PRC and is owned indirectly as to approximately 99.99995% by the Company

"HK$"
Hong Kong dollars, the lawful currency of the Hong Kong Special Administrative Region of the PRC

"Independent Shareholders"
Shareholders other than Haier CPCL, other member of the Haier Group, any connected person interested in the Ongoing Connected Transactions and their respective associates

"Latest Practicable Date"
30 September 2002, being the latest practicable date prior to the printing of this announcement for the purpose of ascertaining certain information for inclusion in this announcement

"Listing Rules"
The Rules Governing the Listing of Securities on the Stock Exchange

"Ongoing Connected
the connected transactions to be entered into between any member of the 

  Transactions"
Haier Group designated for the supply of certain raw materials and each of VS Haier and HAIVS Qingdao, details of which are set out in the section headed "The Ongoing Connected Transactions" of this announcement

"PRC"
the People's Republic of China

"QHCAMA"
青島海爾集體資產管理協會(Qingdao Haier Collective Assets Management Association*), the holding company of Qingdao Haier and Haier CPCL owning 98.6% and 90% interest in their respective registered capital

"QHGC"
青島海爾集團公司(Qingdao Haier Group Company*), one of the investors of Qingdao Haier and Haier CPCL owning 1.4% and 10% interest in their respective registered capital

"Qingdao Haier"
青島海爾投資發展有限公司(Qingdao Haier Investment Development Limited*), a limited liability company established in the PRC, which is one of the joint venture parties of VS Haier holding 20% interest in the registered capital of VS Haier

"RMB"
Renminbi, the lawful currency of the PRC

"Shareholder(s)"
shareholder(s) of the Company

"Stock Exchange"
The Stock Exchange of Hong Kong Limited

"VS Haier"
海爾威城電子塑膠制品(青島)有限公司 (V.S. Haier Electronics Plastic (Qingdao) Co., Ltd.*), a sino-foreign equity joint venture established in the PRC and owned indirectly as to approximately 80% by the Company and 20% by Qingdao Haier

"%"
per cent.

By order of the board of Directors of

V.S. International Group Limited

Beh Kim Ling
Chairman

Shenzhen, PRC

22 November 2002

For the purpose of this announcement, translations of HK$ into RMB or vice versa have been calculated by using an exchange rate of HK$1.00 = RMB1.06

*  for identification purposes only

Please also refer to the published version of this announcement in The Standard dated 25 November 2002.

V.S. INTERNATIONAL GROUP LIMITED

25 November 2002
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