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太平洋興業集團有限公司*
(incorporated in Bermuda with limited liability)

Discloseable TRANSACTION -

Establishment of a direct investment Joint Venture

The Directors wish to announce that, on 25th April, 2001, Key Foundation, a wholly-owned subsidiary of the Company, and SkyTech, have entered into the Shareholders' Agreement in relation to the establishment of the Joint Venture. Arrangements regarding the appointment of the Investment Manager by the Joint Venture shall be made following the issue of the certificate of incorporation of the Joint Venture as soon as practicable.

The Joint Venture is a private, unlisted direct investment company whose investment criteria are to invest in investee companies which possess the following features: -

(i)
with good track records of operation; and/or

(ii)
with good potential for earnings growth in the medium term of between three to five years after the relevant investment has been made by the Joint Venture; and/or

(iii)
whose operation or production process may provide room for technical input and commercialization, as a result of which economic benefits shall be generated by the investee companies to the Joint Venture and thereafter to the shareholders of the Joint Venture either by way of an initial public offering of the investee company or by way of a liquidation of the Joint Venture's investment in the investee company after a certain period of time as approved by the board of directors of the Joint Venture.

Pursuant to the terms of the Shareholders' Agreement, each of Key Foundation and SkyTech has agreed to make an initial cash contribution of HK$50 million into the Joint Venture as a result of which each of Key Foundation and SkyTech will become a promoter shareholder having a beneficial interest of 50% in the issued share capital of the Joint Venture. The major terms and conditions of the Joint Venture are set out in further detail below in this announcement. The principal business activities of the Company and its subsidiaries are the provision of corporate finance and advisory services. The Company seeks to expand into direct investment opportunities in projects which are in line with the Company's strategies and with good future prospects. In this regard, the Directors consider that the Company's participation in the Joint Venture enables the Company to diversify its business into direct investments which would capitalize on the existing experience, expertise and resources of the Company and its subsidiaries and would offer the Company with opportunities for financial returns and potential for capital gain, which is considered by the Directors to be in the interests of the Company and its shareholders.

As at 7th December, 2000, being the date of publication of the Company's unaudited consolidated interim results for the six months ended 30th September, 2000 (and which are the Company's latest published consolidated accounts for the purpose of determining the category of transaction constituted by the Company's investment in the Joint Venture under Chapter 14 of the Listing Rules), the unaudited consolidated net tangible assets of the Company were approximately HK$270.1 million. Therefore, the investment made by Key Foundation in the Joint Venture of HK$50 million shall constitute a discloseable transaction for the Company under Chapter 14 of the Listing Rules. The Company has no immediate plans to invest any further amount in the Joint Venture and the Directors confirm that the Company is not under any commitment to do so. The Directors consider that the financial results of the Joint Venture shall be accounted for on an equity basis by the Company.

Reference is also made to the earlier announcement by the Company dated 13th March, 2001 in which it was stated that the Company has received on 8th March, 2001 a petition from its substantial shareholder under Section 111(1) of the Companies Act 1981 of Bermuda seeking for an order that, inter alia, the Company purchase the beneficial shareholdings of such substantial shareholder in the Company at a fair value to be determined by the Court or alternatively that the Company be wound up by the Court. The Directors wish to state that, insofar as the participation of Key Foundation in the establishment of the Joint Venture is concerned, the Directors have sought the relevant legal advice in this regard and wish to confirm that, based on such legal advice, the Directors believe that the establishment of the Joint Venture constitutes a normal transaction effected in the ordinary course of business of a subsidiary of the Company. Accordingly, the Directors are of the view that the transaction contemplated by Key Foundation under the establishment of the Joint Venture shall not be affected by the allegations under the petition as referred to above. The Directors wish to draw the attention of the Company's shareholders that the Company shall apply for a suspension in the trading of its shares on the Stock Exchange with effect from 10:00 a.m. on Wednesday, 2nd May, 2001 pending the release of an announcement regarding the outcome of the hearing of such petition.



SHAREHOLDERS' AGREEMENT DATED 25th April, 2001

Parties:

(i)
Key Foundation, a wholly-owned subsidiary of the Company; and

(ii)
SkyTech,

pursuant to which E1-Skytech Investment Company Limited will be incorporated in the Cayman Islands between the parties as a private, unlisted direct investment company.

Size of the Joint Venture:

The initial size of the Joint Venture will be HK$100 million, which comprises initial cash contributions of HK$50 million from each of Key Foundation and SkyTech in equal proportions as a result of which each of Key Foundation and SkyTech will become a promoter shareholder having a beneficial interest of 50% in the issued share capital of the Joint Venture. Upon the completion of the Shareholders' Agreement (which is expected to be a date on or before 31st May, 2001 or such other date as shall be mutually agreed between Key Foundation and SkyTech), each of Key Foundation and SkyTech shall deposit its respective equity contribution into a common bank account to be operated by the Joint Venture for the purpose.

As promoter shareholders of the Joint Venture, Key Foundation and SkyTech shall be offered all rights, benefits and interests through their participation in the Joint Venture on an equitable basis. Each of Key Foundation and SkyTech shall participate in the management and operation of the Joint Venture in the manner as prescribed in the paragraph headed "Board representation" below.

Further equity participation:

Each of Key Foundation and SkyTech, as promoter shareholders of the Joint Venture, may invite any third party entity (the "Investor") to participate as an additional shareholder of the Joint Venture by making additional capital contribution to the Joint Venture, subject to the obtaining of prior written approval from the other party in relation to the identity and size of investment by the Investor.

Board representation:

The board of directors of the Joint Venture shall initially comprise two representatives from each of Key Foundation and SkyTech and a representative from Key Foundation shall be appointed as the chairman of the board of the Joint Venture, who shall retire at the first annual general meeting of the Joint Venture and each shareholder of the Joint Venture (beginning with SkyTech) shall have the right to nominate its representative as the chairman of the board of the Joint Venture until the next annual general meeting. The Shareholders' Agreement provides that, in the event of an equality of votes at a meeting of the board of directors of the Joint Venture, the chairman of the board of the Joint Venture shall be entitled to a second or casting vote which shall be treated as final and conclusive. The appointment and removal of any directors of the Joint Venture shall require the unanimous consent of the board of directors of the Joint Venture from time to time, provided that in the case of the proposed removal of a director of the Joint Venture that director's consent shall not be required.

Investment Committee:

The board of directors of the Joint Venture shall appoint the Investment Committee to be responsible for:-

(i)
the formulation, implementation and review of the investment policies, strategies and guidelines of the Joint Venture; and

(ii)
the review and, where relevant, the approval of the investment proposals tendered by the Investment Manager.

Investment Manager:

The Investment Manager for the Joint Venture shall be such body corporate (which is licensed to carry out investment management activities) appointed by the Investment Committee who shall be responsible for:-

(i)
identifying candidate investee companies for the review and consideration for investment purposes by the Investment Committee;

(ii)
assisting the Investment Committee in shortlisting target investee companies under the investment guidelines of the Joint Venture;

(iii)
performing the relevant due diligence review and market research work on the shortlisted target investee companies referred to in (ii) above; and

(iv)
formulating investment proposals to the Investment Committee regarding the investment parameters and the size of investment in the target investee companies.

The duties and responsibilities of the Investment Manager shall be governed by an investment management agreement to be executed between the Joint Venture and the Investment Manager, pursuant to which Key Foundation and SkyTech have agreed in principle that (i) the Investment Manager shall be remunerated for an annual management fee to be calculated at 2% of the audited net asset value of the Joint Venture at each financial year-end; and (ii) the Investment Manager shall, at the end of any one financial year, be entitled to an incentive fee to be calculated at 1.5% of any surplus in the audited net asset value of the Joint Venture at each financial year-end when compared with the previous financial year-end. The respective rates of the annual management fee and incentive fee are determined on arm's length negotiation basis between Key Foundation and SkyTech. No incentive fee shall be payable by the Joint Venture to the Investment Manager at the end of a financial year in the event that the calculation of the surplus in the net asset value of the Joint Venture in accordance with the manner prescribed above shall result in a negative figure.

Arrangements regarding the appointment of the Investment Manager by the Joint Venture shall be made following the issue of the certificate of incorporation of the Joint Venture as soon as practicable.

Administration, financial accounting, legal, regulatory and statutory compliances:

The board of directors of the Joint Venture shall approve the recruitment by the Joint Venture of such number of staff members who shall be responsible for: -

(i)
procuring the preparation of the financial accounts of the Group;

(ii)
procuring the legal, regulatory and statutory compliances of the Group; and

(iii)
rendering advice to the Joint Venture in the general administration and operation of the Group.

Investment criteria:

The investment criteria of the Joint Venture are to invest in investee companies which possess the following features:-

(i)
with good track records of operation; and/or

(ii)
with good potential for earnings growth in the medium term of between three to five years after the relevant investment has been made by the Joint Venture; and/or

(iii)
whose operation or production process may provide room for technical input and commercialization, as a result of which economic benefits shall be generated by the investee companies to the Joint Venture and thereafter to the shareholders of the Joint Venture either by way of an initial public offering of the investee company or by way of a liquidation of the Joint Venture's investment in the investee company after a certain period of time as approved by the board of directors of the Joint Venture (as referred to in the sub-paragraph headed "Exit strategies" below).

Investment policies and guidelines:

The investment policies and guidelines of the Joint Venture shall be:

(i)
formulated and approved by the Investment Committee; and

(ii)
reviewed by the board of directors of the Joint Venture once every three years.

Investment restrictions:

The Investment Manager may not, except with the prior written approval of the Investment Committee: -

(i)
invest more than 20% of the net asset value of the Joint Venture in any one target investee company;

(ii)
invest or deal in shares listed on the Stock Exchange or on any other recognized stock exchange or commodities, futures contracts or traded options, whether listed or unlisted;

(iii)
sell securities short or deal in margin;

(iv)
invest in other funds, whether open-ended or closed-ended, or in commodities, futures contracts or traded options, whether listed or unlisted; and

(v)
borrow money except as bridging finance or make investment commitment on a temporary basis for a period of not exceeding 30 days.

Distribution policy:

Unless otherwise approved by the board of directors of the Joint Venture for reinvestment purposes, all cash dividends, interest income and proceeds arising from the disposal of any investment of the Joint Venture during each financial year shall, after deducting all fees and expenses and subject to the limitations of the relevant legal, statutory and regulatory requirements, be distributed to the shareholders of the Joint Venture. The Shareholders' Agreement provides that, in the event of an equality of votes at a meeting of the board of directors of the Joint Venture in this regard, the chairman of the board of the Joint Venture shall be entitled to a second or casting vote which shall be treated as final and conclusive.

Assignment or transfer:

None of the shareholders of the Joint Venture shall assign or transfer, or purport to assign or transfer, any of its rights or obligations under the Shareholders' Agreement except with the prior written consent of the other shareholder(s) of the Joint Venture and any such assignment or transfer shall be made in accordance with the terms of the Shareholders' Agreement.

Exit strategies:

The shareholders of the Joint Venture, including any Investor(s) to be invited to participate as an additional shareholder of the Joint Venture from time to time, shall agree to develop suitable exit strategies by which they may realize their investments in the Joint Venture, which shall comprise, but not limited to: -

(i)
an initial public offering of an investee company on the Stock Exchange or any other recognized stock exchange; or

(ii)
a liquidation of the various investments of the Joint Venture after such period of time as may be approved by the board of directors of the Joint Venture.

Reasons for entering into the Joint Venture:

The principal business activities of the Company and its subsidiaries are the provision of corporate finance and advisory services. As referred to in the chairman's statement in the Company's annual report and accounts for the year ended 31st March, 2000, the Company seeks to expand into direct investment opportunities in projects which are in line with the Company's strategies and with good future prospects. In this regard, the Directors consider that the Company's participation in the Joint Venture enables the Company to diversify its business into direct investments which would capitalize on the existing experience, expertise and resources of the Company and its subsidiaries. The Directors further consider that, during the course of time, the investments to be made by the Joint Venture would provide the Company with opportunities for financial returns and that exit strategies adopted by the Joint Venture as referred to above would offer the Company with potential for capital gain, which is considered by the Directors to be in the interests of the Company and its shareholders.

General:

As at 7th December, 2000, being the date of publication of the Company's unaudited consolidated interim results for the six months ended 30th September, 2000 (and which are the Company's latest published consolidated accounts for the purpose of determining the category of transaction constituted by the Company's investment in the Joint Venture under Chapter 14 of the Listing Rules), the unaudited consolidated net tangible assets of the Company were approximately HK$270.1 million. Therefore, the investment made by Key Foundation in the Joint Venture of HK$50 million shall constitute a discloseable transaction for the Company under Chapter 14 of the Listing Rules. The Company has no immediate plans to invest any further amount in the Joint Venture and the Directors confirm that the Company is not under any commitment to do so. The Directors consider that the financial results of the Joint Venture shall be accounted for on an equity basis by the Company.

Reference is also made to the earlier announcement by the Company dated 13th March, 2001 in which it was stated that the Company has received on 8th March, 2001 a petition from its substantial shareholder under Section 111(1) of the Companies Act 1981 of Bermuda seeking for an order that, inter alia, the Company purchase the beneficial shareholdings of such substantial shareholder in the Company at a fair value to be determined by the Court or alternatively that the Company be wound up by the Court. The Directors wish to state that, insofar as the participation of Key Foundation in the establishment of the Joint Venture is concerned, the Directors have sought the relevant legal advice in this regard and wish to confirm that, based on such legal advice, the Directors believe that the establishment of the Joint Venture constitutes a normal transaction effected in the ordinary course of business of a subsidiary of the Company. Accordingly, the Directors are of the view that the transaction contemplated by Key Foundation under the establishment of the Joint Venture shall not be affected by the allegations under the petition as referred to above. The Directors wish to draw the attention of the Company's shareholders that the Company shall apply for a suspension in the trading of its shares on the Stock Exchange with effect from 10:00 am. on Wednesday, 2nd May, 2001 pending the release of an announcement regarding the outcome of the hearing of such petition.

Terms used in this announcement:

"Company"
means
Pacific Challenge Holdings Limited, a company incorporated in Bermuda with limited liability whose shares are listed on the Stock Exchange

"Court"
means
The Supreme Court of Bermuda

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

"Group"
means
the Joint Venture and its subsidiaries

"Hong Kong"
means
the Hong Kong Special Administrative Region of the People's Republic of China

"Investment Committee"
means
an investment committee to be approved by the board of directors of the Joint Venture which shall initially comprise an equal number of representatives from each of Key Foundation and SkyTech

"Investment Manager"
means
such body corporate which is licensed to carry out investment management activities to be appointed by the Investment Committee, with the written consent of the board of directors of the Joint Venture, as the manager of the investments of the Joint Venture under the terms and conditions of an investment management agreement to be entered into between the Joint Venture and the Investment Manager

"Joint Venture"
means
E1-Skytech Investment Company Limited, being a private, unlisted direct investment company to be incorporated in the Cayman Islands and to be established between the Company (through Key Foundation) and SkyTech as promoter shareholders thereof pursuant to the terms and conditions of the Shareholders' Agreement

"Key Foundation"
means
Key Foundation Limited, a wholly-owned subsidiary of the Company incorporated in the British Virgin Islands with limited liability, which is the corporate vehicle nominated by the Company as one of the promoter shareholders of the Joint Venture

"Listing Rules"
means
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited

"Shareholders' Agreement"
means
the shareholders' agreement executed between Key Foundation (as nominee of the Company) and SkyTech dated 25th April, 2001 in relation to the establishment of the Joint Venture

"SkyTech"
means
SkyTech Investment Limited, a company incorporated in the British Virgin Islands with limited liability, which is independent of and not connected with any of the directors, chief executive or substantial shareholder of the Company or its subsidiaries or any of their respective associates (as such term is defined in the Listing Rules)

"Stock Exchange"
means
The Stock Exchange of Hong Kong Limited

"HK$"
means
Hong Kong dollar, the lawful currency of Hong Kong

By order of the Board of

Pacific Challenge Holdings Limited

Wu Yan Mo 

Company Secretary

Hong Kong, 27th April, 2001

*  for identification purpose only
"Please also refer to the published version of this announcement in the Hong Kong i-mail"
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