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CHINA SHIPPING DEVELOPMENT COMPANY LIMITED
中海發展股份有限公司

(a joint stock limited company incorporated in the People’s Republic of China with limited liability)
CONNECTED TRANSACTION
The board (the “Board”) of directors (the “Directors”) of China Shipping Development Company Limited (the “Company”) is pleased to announce that the Company has entered into a transfer of interests agreement (the “Transfer of Interests Agreement”) on 9 September 2002 with China Shipping (Group) Company (the “Group Company”), the controlling shareholder of the Company as defined in The Rules Governing the Listing of Securities (the “Listing Rules”) on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”), holding approximately 50.51 per cent. of the issued share capital of the Company.

The Transfer of Interests Agreement is an agreement whereby the Company has agreed to sell and the Group Company has agreed to purchase all of the Company’s equity interests in China Shipping Container Lines Co., Ltd. (中海集裝箱運輸有限公司) (“CS Container Line”), which amounts to 25 per cent. of the total registered capital of CS Container Line, for a nominal consideration of RMB1.00.

The Group Company is a connected person of the Company for the purposes of the Listing Rules. Therefore, the transaction being the subject of the Transfer of Interests Agreement constitutes a connected transaction of the Company for the purposes of the Listing Rules. As the value of the transaction is less than the relevant value specified in Rule 14.25(1) of the Listing Rules, the subject transaction does not require the approval of the shareholders of the Company other than the Group Company and its associates (“Independent Shareholders”). The terms and conditions of the Transfer of Interests Agreement have been negotiated on an arm's length basis and are normal commercial terms. The Board (including the independent non-executive Directors (the “Independent Directors”) considers the subject transaction to be fair and reasonable, and is in the interests of the Company and the Independent Shareholders, taken as a whole.

Particulars of the connected transaction under the Transfer of Interests Agreement are set forth below, and will also be disclosed in the Company’s 2002 annual report.

1.
Transfer of Interests Agreement dated 9 September 2002
Parties
Vendor: 
The Company

Purchaser:
The Group Company

Particulars of CS Container Line

Place of incorporation:
People’s Republic of China (the “PRC”)

Registered capital:
RMB1,801,050,000

Issued share capital:
1,801,050,000 shares of RMB1.00 each

Shareholding structure:

The Group Company 
40.06%

The Company
25.00%

Shanghai Shipping (Group) Company (“Shanghai Shipping”)

(上海海運(集團)公司)
19.50%

Guangzhou Maritime Transport (Group) Company Limited 
(“Guangzhou Maritime”) (廣州海運(集團)有限公司)
15.44%

Shanghai Shipping and Guangzhou Maritime are subsidiaries of the Group Company, and hence are connected persons of the Company for the purposes of the Listing Rules.

CS Container Line was incorporated in the PRC with limited liability on 28 August 1997, with the Company being one of its initial shareholders. Its main business is international and domestic container transportation, and other related services.

The net profit or loss before and after taxation and extraordinary items attributable to the Company’s 25 per cent. interests in CS Container Line in respect of the five financial years ended 31 December 1997, 1998, 1999, 2000 and 2001 are as follows:



Year ended 31 December (RMB’000)



2001
2000
1999
1998
1997

Before taxation and extraordinary items 

-280,786
2,760
-27,537
-19,788
-16,488

After taxation and extraordinary items 

-280,786
2,760
-27,537
-19,788
-16,488

Since its incorporation, CS Container Line has not made any profit except for the financial year ended 31 December 2000.
The Company has not provided any shareholder’s loan to or guarantee for the benefit of CS Container Line.

Transfer of interests in CS Container Line

The Transfer of Interests Agreement is an agreement whereby the Company has agreed to sell and the Group Company has agreed to purchase all of the Company’s equity interests in CS Container Line, which amount to 25 per cent. of the total registered capital of CS Container Line, for a nominal consideration of RMB1.00.

Consideration

The nominal consideration of RMB1.00 is determined with reference to the asset valuation report dated 5 September 2002 regarding the net asset value of CS Container Line issued by China Tongcheng Assets Appraisal Company Limited (中通城資產評估有限公司), an independent and duly qualified PRC valuer. The report states that the valuer has valued the net asset value of CS Container Line as at 30 June 2002 at RMB-290,288,700 (approximately HK$-271,297,850).

Based on the audited accounts prepared in accordance with the PRC generally accepted accounting principles, as at 31 December 2001, the net asset value of CS Container Line was RMB400,404,000 (approximately HK$374,209,350), and 25 per cent. of which, RMB100,101,000 (approximately HK$93,552,000), was attributed to 25 per cent. interests transferred by the Company pursuant to the Transfer of Interests Agreement. The unaudited accounts of CS Container Line show that, as at 30 June 2002, the net asset value of CS Container Line was RMB-430,365,000 (approximately HK$-402,210,300).
Option

Pursuant to the Transfer of Interests Agreement, the Group Company has granted to the Company an option (the “Option”) to require the Group Company to sell its interest (in whole or in part) in the registered capital of CS Container Line to the Company at any time after the execution of the Transfer of Interests Agreement without limitation of time.

The details of the terms and conditions for the sale of the Group Company’s interests in CS Container Line pursuant to the exercise of the Option (in whole or in part) will be negotiated between the Group Company and the Company upon any exercise of the Option. In exercising such Option, the Company shall comply with the relevant rules and regulations.

Other significant terms

In fulfilling the condition precedent to the Transfer of Interests Agreement, the Company has obtained separate written consents from the other shareholders of CS Container Line, namely Shanghai Shipping and Guangzhou Maritime, consenting to the transfer of 25 per cent. interests in CS Container Line by the Company pursuant to the Transfer of Interests Agreement.

The completion of the transfer of 25 per cent. interests in CS Container Line pursuant to the Transfer of Interests Agreement took place upon execution of the same, when the consideration was paid.

Upon execution of the Transfer of Interests Agreement, (a) the Company was released from all its obligations and liabilities (whether arising before or after the execution of the Transfer of Interests Agreement) in connection with the operation and properties of CS Container Line; and (b) the Group Company was entitled to appoint or cause to be appointed members of the board of CS Container Line to replace those previously appointed by the Company, who would resign on the date of the Transfer of Interests Agreement.

As far as the Directors are aware, as at the date of execution of the Transfer of Interests Agreement, the Company had no outstanding liabilities, obligations and commitment in respect of CS Container Line.

In addition, the Company and the Group Company have agreed that they would ensure all necessary registration (if any) with any PRC authorities be dealt with forthwith after the date of the Transfer of Interests Agreement, and the costs of such would be borne by the Group Company.

2.
Reasons for, and benefits of, the Transfer of Interests Agreement

Since the “11 September” attack on America, the global economy has been suffering from serious downturn and uncertainties, and the operating environment for the container transportation industry around the world has been very difficult. Supply has exceeded demand considerably in terms of container transportation capacity. As a result, the container transportation industry has suffered substantial losses. Therefore, the Directors strongly believe that the withdrawal of the Company from the container transportation business is beneficial to the Company’s financial performance and does not affect the main business of the Company, namely, transportation of oil, coal and other dry bulk cargoes. In addition, the Company has been granted the Option to purchase all or part of the Group Company’s equity interests in CS Container Line in the future.

The Company has not made any particular gain or loss on the disposal of its 25 per cent. interests in CS Container Line, save for its initial capital contribution made to CS Container Line, which has already been used up in its entirety by CS Container Line in its operations.

If the Company continues with its investment in CS Container Line, it is most likely that the Company would be required to increase its capital contribution to CS Container Line, in view of the deteriorating and loss-making state of business of CS Container Line. The Company is reluctant to commit further resources to CS Container Line at this stage. If the Company does not increase its capital contribution to CS Container Line, its shareholding stands to be diluted. Therefore, the Directors believe that the above proposed transaction (with the Option in place) is in the interests of the Company and the Independent Shareholders, taken as a whole.

3.
General

The main business of the Company consists of transportation of oil, coal and other dry bulk cargoes by sea in the PRC.

As the Group Company is a connected person of the Company for the purposes of the Listing Rules, the transaction under the Transfer of Interests Agreement constitutes a connected transaction of the Company for the purposes of the Listing Rules.

The consideration of the above transaction is RMB1.00. As the value of the transaction falls within the scope of Rule 14.25(1) of the Listing Rules, the transaction does not require the approval of the Independent Shareholders and only certain specified details of the transaction are required to be disclosed in this announcement and the Company’s next annual report and accounts. The terms and conditions (including the consideration of the above transaction) of the Transfer of Interests Agreement have been negotiated on an arm's length basis and are normal commercial terms. The Board (including the Independent Directors) considers the above transaction to be fair and reasonable, and is in the interests of the Company and the Independent Shareholders, taken as a whole.

By order of the Board
China Shipping Development Company Limited
Ye Yumang
Company Secretary
Shanghai, the PRC
10 September 2002

Note: Unless otherwise specified, conversion of HK$ into RMB is based on the exchange rate of HK$1.00 = RMB1.07.

Please also refer to the published version of this announcement in The Standard.
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