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SUMMARY

On 28th June, 2000, the following agreements were entered into:-

(i)
the Subscription Agreement between the Company, the Investor and Mr. Wong for the subscription of approximately 8,180 million to 9,000 million Investor Shares (representing approximately 85.2 per cent. to 93.8 per cent. of the enlarged issued share capital of the Company) at a cash subscription price of HK$0.015 each by the Investor;

(ii)
the Compromise Agreement between the Group Companies, the Bank Creditors, the Agent Bank and the Investor for the full and final settlement of, together with any interest accrued thereon up to Completion, all 


(a)
the Unsecured Indebtedness which amounts to approximately HK$136.4 million (in consideration of an aggregate cash amount of HK$76.8 million which may, at the option of two of the Bank Creditors, be settled partly in the form of Bank Shares) and 


(b)
the Secured Indebtedness which amounts to approximately HK$22.2 million (by way of, amongst other things, realisation of the Pledged Property); 

(iii)
the Acquisition Agreement between a wholly-owned subsidiary of the Company, the Vendors and Wing Lam for the acquisition by that wholly-owned subsidiary of the Company, of (a) the remaining 49 per cent. shareholding interest in Wing Lam, and (b) the benefit of certain Net Loans due and owing by the PRC Company to the Vendors; and

(iv)
an agreement between the Company and the Investor for the provision of the Bridging Loan in the principal amount of up to HK$10 million by the Investor to the Company.

The Restructuring Proposal, if successfully implemented and completed, will result in the following:-

(i)
approximately HK$122.7 million to HK$135 million new equity capital in the form of cash will be injected into the Company by the Investor;

(ii)
all the indebtedness (including any interest accrued thereon up to Completion) owed by the Group to the Bank Creditors will be released, discharged and fully settled in accordance with the Compromise Agreement;

(iii)
the Investor will become the controlling Shareholder. In the absence of the Whitewash Waiver, the Investor will be required under Rule 26 of the Code to make a general offer for all the issued New Shares not held by the Investor Concert Parties. The Investor will, however, apply to the Executive for the Whitewash Waiver, which, if granted, will be subject to the approval by the Independent Shareholders by way of a poll at the SGM.;

(iv)
Wing Lam will become an indirect wholly-owned subsidiary of the Company; and

(v)
the liquidity of the Group will be improved and a positive net asset value will be restored.

The granting of the Whitewash Waiver by the Executive is a condition of the Subscription Agreement and the Compromise Agreement. In the event that the Whitewash Waiver is not granted by the Executive, the Investor may consider waiving such condition depending on the then circumstances. If the Investor decides not to waive such condition, the Subscription Agreement will lapse and no obligation for a general offer under the Code will be triggered. If, on the other hand, the Investor decides to waive such condition, the Investor will be required under the Code to make a general offer for all the issued New Shares not held by the Investor Concert Parties. The Investor has undertaken to Worldsec that it will not waive such condition unless Worldsec is satisfied that the Investor has sufficient financial resources to satisfy full acceptance of such general offer.

Shareholders should note that the Restructuring Proposal (of which the Subscription Agreement, the Compromise Agreement and the Acquisition Agreement form part) is conditional on a number of conditions precedent.  As at the date of this announcement, the Company has not received any  approval from the Stock Exchange in respect of the listing of the New Shares, the Investor Shares or (if applicable) the Bank Shares, and the Investor has not obtained the Whitewash Waiver from the SFC.  The release of this announcement does not in any way imply that the Restructuring Proposal will necessarily be implemented and completed.  Shareholders and potential investors are advised to exercise extreme caution when dealing in the Existing Shares.

THE RESTRUCTURING PROPOSAL
The Restructuring Proposal comprises the following key integral parts:

(i)
the Capital Reduction whereby the nominal value of each of the 600 million issued Existing Shares will be reduced from HK$0.10 to HK$0.01;

(ii)
the Subdivision whereby each of the 400 million unissued Existing Shares and the unissued share capital of HK54 million (equivalent to 540 million Existing Shares) resulting from the Capital Reduction will be subdivided into ten New Shares such that the authorised but unissued share capital of the Company will comprise 9,400 million New Shares of HK$0.01 each;

(iii)
the Capital Increase whereby the authorised share capital of the Company will be increased to HK$200 million divided into 20,000 million New Shares of HK$0.01 each;

(iv)
the Subscription of approximately 8,180 million to 9,000 million Investor Shares at a subscription price of HK$0.015 each by the Investor to raise approximately HK$122.7 million to HK$135 million in cash;

(v)
the discharge, release and full settlement of, together with any interest accrued thereon up to Completion, all

(a)
the Unsecured Indebtedness amounting to approximately HK$136.4 million, and

(b)
the Secured Indebtedness amounting to approximately HK$22.2 million;

pursuant to the Compromise Agreement in the manner as detailed below;

(vi)
subject to election by two of the Bank Creditors, the issue of up to approximately 820 million Bank Shares to those two Bank Creditors at a subscription price of HK$0.015 per Bank Share as part of the settlement of the Unsecured Indebtedness;

(vii)
the provision of the Bridging Loan to the Company by the Investor in the principal amount of up to HK$10 million (the principal amount and the interest accrued thereon will be capitalised as part payment for the purpose of the Subscription upon Completion); and

(viii)
the acquisition by a wholly-owned subsidiary of the Company from the Vendors of (i) the remaining 49 per cent. shareholding interest in Wing Lam, and (ii) the benefit of certain Net Loans due and owing by the PRC Company to the Vendors.

CAPITAL REORGANISATION
As at the date hereof, the authorised share capital of the Company is HK$100 million divided into 1,000 million Existing Shares, of which 600 million Existing Shares are issued and are fully paid or credited as fully paid. In order to facilitate the Restructuring Proposal, and in particular the issue of the Investor Shares and (if applicable) the Bank Shares, it is proposed that the Company's share capital will be reorganised in the following manner:

(i)
the nominal value of each of the 600 million issued Existing Share will be reduced from HK$0.10 to HK$0.01 in accordance with Section 46 of the Companies Act. Accordingly, the Company's existing issued share capital of HK$60 million will be reduced by HK$54 million to HK$6 million, and the unissued share capital of the Company will be increased by HK$54 million (equivalent to 540 million Existing Shares);

(ii)
each of the 400 million unissued Existing Shares and the unissued share capital of HK54 million resulting from the Capital Reduction (equivalent to 540 million Existing Shares) will be subdivided into ten New Shares such that the authorised but unissued share capital of the Company will comprise 9,400 million New Shares of HK$0.01 each; and

(iii)
the authorised share capital of the Company will be increased from HK$100 million to HK$200 million (divided into 20,000 million New Shares) by the creation of an additional 10,000 million New Shares.

Immediately following Completion, the issued share capital of the Company will be HK$96 million (divided into a total of 9,600 million New Shares, 600 million of which are brought forward from the Existing Shares and 9,000 million of which are to be issued to the Investor and (if applicable) the Bank Creditors).

SUBSCRIPTION AGREEMENT 
Date


28th June, 2000

Parties

Company
: 
South East Asia Wood Industries Holdings Limited

Investor
:
United Star International Inc., which is independent of and not connected with the directors, chief executive and substantial shareholders of the Company or any of it subsidiaries or any of their respective associates (as defined in the Listing Rules)

Warrantor
:
Mr. Wong, a Director and the Chairman of the Company, who has given certain warranties and indemnities in favour of the Investor 

Number of 

Investor Shares
:
Approximately 8,180 million to 9,000 million New Shares, representing (i) approximately 1,363.3 per cent. to 1,500.0 per cent. of the existing issued share capital of the Company; or (ii) approximately 85.2 per cent. to 93.8 per cent. of the issued share capital of the Company as enlarged by the issue of the Investor Shares and (if applicable) the Bank Shares. 




The exact number of the Investor Shares to be subscribed for by the Investor will depend on the number of Bank Shares required by two of the Bank Creditors to be issued to them in lieu of cash in settling part of the Unsecured Indebtedness pursuant to the Compromise Agreement, provided that (i) the Bank Shares will not exceed approximately 820 million New Shares; and (ii) the aggregate number of the Investor Shares and the Bank Shares will be totalling 9,000 million New Shares.

Consideration
:
Approximately HK$122.7 million to HK$135 million at an issue price of HK$0.015 per Investor Share 




The consideration for the Subscription was arrived at after arm's length negotiation between the Company and the Investor and on the basis that the Group is facing liquidity problem. The issue price of HK$0.015 per Investor Share represents (i) a discount of 95.4 per cent. to the closing price of $0.325 per Share as quoted on the Stock Exchange on 28th June, 2000, being the last trading day immediately preceding the date of this announcement; or (ii) a discount of 94.5 per cent. to the average closing price of about HK$0.273 per Share as quoted on the Stock Exchange for the last ten trading days up to and including 28th June, 2000. 

Payment
:
Upon signing of an agreement dated 28th June, 2000 between the Company and the Investor in respect of the Bridging Loan (a form of which is annexed to the Subscription Agreement), up to HK$10 million in cash will be made available by the Investor from time to time as advances under the Bridging Loan. The Bridging Loan will be held in an escrow account and will be released to the Group from time to time depending on the actual funding needs of the Group. The principal amount and interest accrued on the Bridging Loan will be capitalised (at a rate of 12 per cent. per annum) as part payment for the purpose of the Subscription upon Completion. In the event that, amongst other things, the Subscription Agreement or the Compromise Agreement is terminated and/or Completion does not take place, all outstanding principal amount and interest accrued on the Bridging Loan will become immediately due and payable by the Company and all undrawn portion of the Bridging Loan held in the escrow account will become immediately refundable to the Investor.




The consideration for the Subscription (other than the Bridging Loan as aforesaid) of approximately HK$112.7 million to HK$125 million will be payable in cash on the date of Completion.

USE OF PROCEEDS FROM THE SUBSCRIPTION
It is intended that the proceeds from the Subscription of approximately HK$120.7 million to HK$133 million (after expenses) will be applied (i) as to approximately HK$71.3 million to HK$83.6 million for cash settlement of the indebtedness together with any interest accrued thereon due to the Bank Creditors in the manner as described below; and (ii) as to approximately HK$49.4 million as additional working capital of the Group.

COMPROMISE AGREEMENT 
Date

28th June, 2000

Parties

Group
: 
South East Asia Wood Industries Holdings Limited and its subsidiaries

Investor
:
United Star International Inc.

Agent Bank
:
The Hongkong and Shanghai Banking Corporation Limited

Bank Creditors
:
a total of seven banks or financial institutions, representing all of the financial creditors of the Group to whom the Group owes the Unsecured Indebtedness and the Secured Indebtedness

The Investor, the Agent Bank and the Bank Creditors are independent of and not connected with the directors, chief executive and substantial shareholders of the Company or any of its subsidiaries or any of their respective associates (as defined in the Listing Rules).

Key terms of the Compromise Agreement

1.
Settlement of the Secured Indebtedness

Pursuant to the Compromise Agreement, the Secured Indebtedness amounts to approximately HK$22.2 million, which is currently secured by the Pledged Property, the Pledged Machinery and the Pledged Deposits and will be discharged and settled as follows: 

Pledged Property

Pursuant to the Compromise Agreement, the amount of the Secured Indebtedness in respect of the Pledged Property is HK$10.75 million, which was agreed by the Bank Creditors and the Company by reference to the two separate professional valuations of the Pledged Property as at 17th May, 2000 by the Property Valuer and a valuer appointed by the Agent Bank respectively. 

As far as the Secured Indebtedness in respect of the Pledged Property is concerned, the Group will use reasonable endeavours to dispose of the Pledged Property at arm's length as soon as practicable and will apply such Disposal Proceeds to repay the underlying Secured Indebtedness . To the extent that the Disposal Proceeds are less than the relevant Secured Indebtedness, the relevant Group Company shall immediately pay to the relevant Bank Creditor an amount in cash equal to the amount of such deficiency multiplied by the Unsecured Percentage of that Bank Creditor. To the extent that the relevant Disposal Proceeds exceed the relevant Secured Indebtedness and any interest accrued thereon, the excess shall be retained by that Bank Creditor and distributed among the Bank Creditors.

Pledged Machinery

Pursuant to the Compromise Agreement, the amount of the Secured Indebtedness in respect of the Pledged Machinery is approximately HK$6.8 million, which was agreed by the Bank Creditors and the Company by reference to the professional valuation of the Pledged Machinery as at 22nd May, 2000 by the Machinery Valuer. The Company agreed to pay to the relevant Bank Creditors such agreed sum in cash in full and final satisfaction of such Bank Creditors' Secured Indebtedness together with any interest accrued thereon in respect of the Pledged Machinery. This amount is intended to be funded by the proceeds arising from the Subscription.

Pledged Deposit

As far as the Secured Indebtedness in respect of the Pledged Deposit is concerned, the Company agreed that any Pledged Deposit held by the relevant Bank Creditor will be applied by that Bank Creditor towards full and final satisfaction of its Secured Indebtedness together with any interest accrued thereon up to Completion. 

2.
Settlement of the Unsecured Indebtedness

Pursuant to the Compromise Agreement, the Unsecured Indebtedness amounts to approximately HK$136.4 million, and the Group agreed to pay to the Bank Creditors on a pro-rata basis a total of HK$76.8 million in cash (subject to the right of two of the Bank Creditors to subscribe for Bank Shares in lieu of cash as described below) in full and final settlement of the Unsecured Indebtedness together with any interest accrued thereon up to Completion. This amount is intended to be funded by the proceeds arising from the Subscription. 

In settling such sum of Unsecured Indebtedness, the Group agreed to offer a share purchase option to two of the Bank Creditors pursuant to which each of them is entitled to elect at its own discretion (within three banking days after the receipt by such Bank Creditors of the Company's circular in respect of the Restructuring Proposal) to subscribe for the Bank Shares in lieu of cash settlement at a subscription price of HK$0.015 per Bank Share. The amount of Bank Shares so subscribed shall be equivalent to not more than one-third of their attributable settlement amount based on their respective Unsecured Percentage (which totals to approximately HK$12.3 million, representing approximately 820 million New Shares). On such basis and assuming that these two Bank Creditors elect to opt for Bank Shares to the full extent in lieu of cash as part of the settlement of their respective Unsecured Indebtedness, the total number of the Bank Shares to be issued will represent (i) approximately 136.7 per cent. of the existing issued share capital of the Company; or (ii) approximately 8.5 per cent. of the issued share capital of the Company as enlarged by the issue of the Investor Shares and the Bank Shares. On this basis, the cash amount required to be funded from the Subscription in settling all the Unsecured Indebtedness will be reduced to approximately HK$64.5 million. 

Pursuant to the Compromise Agreement, those two Bank Creditors who are entitled to subscribe for the Bank Shares as aforesaid agreed to grant to the Investor a call option for the Investor to purchase from any or both of them all of the Bank Shares (if any to be subscribed for and held by such Bank Creditors) within 365 days from the date of Completion. The purchase price payable by the Investor to each of those two Bank Creditors for the Bank Shares shall be an amount in cash equal to the respective amount of their Secured Indebtedness and Unsecured Indebtedness (less any actual cash received under the Compromise Agreement) plus interest accrued thereon from 1st April, 2000 and other associated transaction costs.

In addition, those two Bank Creditors also agreed to grant to the Investor a first right of refusal pursuant to which they will not sell, transfer or dispose of any of the Bank Shares (if any to be subscribed for and held by such Bank Creditors) within 365 days from the date of Completion unless and until any such Bank Shares have been first offered to the Investor. The price per Bank Share so offered shall be equal to the higher of (i) the respective amount of their Secured Indebtedness and Unsecured Indebtedness (less any actual cash received by such Bank Creditors under the Compromise Agreement) plus interest accrued thereon from 1st April, 2000, divided by the number of New Shares issued to such Bank Creditors; or (ii) the highest market price at which the New Shares are traded up to 11:30 am. on the day that such offer is made. In any event, the two Bank Creditors agreed not to sell, transfer or dispose of any Bank Shares until the earlier of (i) 42 days from the date of Completion; or (ii) two banking days after the Investor places as much of its shareholding as is necessary to enable it to acquire the Bank Shares without causing its shareholding to exceed 75 per cent. of the then issued share capital of the Company.

LISTING AND DEALINGS
The Investor Shares and (if applicable) the Bank Shares shall be issued credited as fully paid and free from all encumbrances and shall rank pari passu in all respects with the other New Shares in issue on the date of Completion, including as to the right to all dividends and other distribution declared, made or paid at any time after the date of Completion. 

Application will be made to the Stock Exchange for the listing of, and permission to deal in, the Investor Shares and (if applicable) the Bank Shares.

THE ACQUISITION AGREEMENT
Date

28th June, 2000 

Parties

Purchaser
:
Nusoil Manufacturing Limited, an indirect wholly-owned subsidiary of the Company

Vendors
:
Dai Liu Jun, Lee Chung Ming, Chang Poh Nee and Au Kwok Wah



To the best knowledge of the Company, save for their repsective interests in (i) the share capital in Wing Lam (along with their directorships therein) (collectively constituting substantial shareholders of a subsidiary of the Company) and (ii) the shareholders' loan to the PRC Company, each of the Vendors is independent and not connected with the Company, the chief executive, directors or substantial shareholders of the Company or any of its subsidiaries or any of their respective associates (as defined under the Listing Rules). Each of the Vendors does not own any Existing Shares as at the date hereof. 

Target Company
:
Wing Lam

Assets to be acquired by the Purchaser under the Acquisition Agreement

(i)
29.4 million shares in Wing Lam, representing 49 per cent. of the issued share capital of Wing Lam; and 

(ii)
Net Loans amounting to US$3,099,817 (approximately HK$24.1 million). 

Wing Lam has been an indirect 51 per cent. owned subsidiary of the Company since 1998. After completion of the Acquisition Agreement, Wing Lam will become an indirect wholly-owned subsidiary of the Company.

Consideration payable by the Purchaser and payment terms under the Acquisition Agreement

(i)
US$100 as to the Sale Shares (approximately HK$778.7); and 

(ii)
US$1,499,900 as to the Net Loans (approximately HK$11.7 million).

The aggregate consideration payable by the Purchaser under the Acquisition Agreement is US$1.5 million (approximately HK$11.7 million) in cash, subject to reduction by an amount equal to the the Aggregate Losses

The aggregate consideration after adjusting for the Aggregate Losses shall be paid by way of instalments in a manner and schedule to be mutually agreed between the Purchaser and the Vendors within 14 business days after the issue of the Litigation Notice, provided that if on expiry of the said 14-day period the Purchaser is not reasonably satisfied that there will not be any further Defaulting Losses or loss related to the Chinese Indemnity Agreements, the aggregate consideration (or any remaining balance thereof) shall be subject to further reduction and shall not be payable by the Purchaser unless and until the Purchaser shall have been able to determine the amount of such further reduction or shall have been satisfied that there will not be any further Defaulting Losses which may arise.

If the Aggregate Losses are greater than the aggregate consideration before adjustment (of US$1.5 million (approximately HK$11.7 million)), the Vendors agree to irrevocably and unconditionally waive the repayment of such portion of the Other Loans (of approximately US$2.2 million (approximately HK$17.1 million)) as is equal to such excess. In case the Aggregate Losses exceed the sum of (i) the aggregate consideration before adjustment (of US$1.5 million (approximately HK$11.7 million)) and (ii) the Other Loans (of approximately US$2.2 million (approximately HK$17.1 million)), the Vendors agree to irrevocably and unconditionally waive the repayment of the entire Other Loans. 

Basis for determining the consideration

The consideration of US$1.5 million (approximately HK$11.7 million) was arrived at after arm's length negotiation between the parties to the Acquisition Agreement taking into account the future earnings potential of Wing Lam and with reference to the actual level of 49 per cent. of the net asset value of Wing Lam as at 31st December, 1999 of approximately HK$3.6 million and the Net Loans of approximately US$3,099,817 (approximately HK$24.1 million) as at the date of the Acquisition Agreement. 

Information on Wing Lam and the PRC Company

Wing Lam was incorporated in Hong Kong on 2nd July, 1996 for the purpose of acting as the immediate holding company of the PRC Company. The PRC Company was established in the PRC on 3rd January, 1997 and is principally engaged in the manufacture and sale of plywood products. 

The unaudited consolidated net losses of Wing Lam after taxation for the 15 months ended 31st December, 1999 and for the 12 months ended 30th September, 1998 were approximately HK$5.5 million and approximately HK$39.2 million respectively. The unaudited consolidated net asset value of Wing Lam as at 31st December, 1999 was approximately HK$3.6 million. 

As disclosed in the circular of the Company dated 25th October, 1999, a writ of summons was issued against the PRC Company by中國對外貿易發展轂公司 (China Foreign Trade Development Company) in respect of the Wing Lam Litigation. The Wing Lam Litigation involves certain re-export contracts entered into by a previous shareholder of the PRC Company prior to the Purchaser's previous acquisition of 51 per cent. interest in Wing Lam in 1998. The PRC Company is currently contesting the Wing Lam Litigation and has obtained a legal opinion from its PRC legal advisors that the PRC Company has a strong defense to the Wing Lam Litigation. It is under such context that the consideration under the Acquisition Agreement of US$1.5 million (approximately HK$11.7 million) is structured to be payable by the Purchaser only until the final adjudication of the Wing Lam Litigation (subject to adjustments as set out above).

CONDITIONS OF THE RESTRUCTURING PROPOSAL
Completion is conditional upon, amongst other things, the following conditions having been fulfilled or waived on or before the Long Stop Date:

(i)
the granting of the Whitewash Waiver by the Executive pursuant to which none of the Investor, the Bank Creditors nor any person acting in concert with any of them is required to make a general offer under Rule 26.1 of the Code (which will only be subject to Independent Shareholders' approval by way of poll);

(ii)
the granting by the Stock Exchange of listing of, and permission to deal in, the Investor Shares and (if applicable) the Bank Shares;

(iii)
the approval by the Shareholders or (as the case may be) the Independent Shareholders at the SGM of, amongst other things, the Restructuring Agreements and the transactions contemplated thereunder, the Whitewash Waiver, the Capital Reduction, the Subdivision and the Capital Increase;

(iv)
the shares of the Company remaining listed on the Stock Exchange at all times from the date of the Subscription Agreement up to Completion (save and except for temporary suspension of not more than ten trading days), and neither the Stock Exchange nor the SFC having indicated that, upon or as a result of the Restructuring Proposal, the listing of the shares of the Company on the Stock Exchange may be withdrawn or objected to or unusual or onerous conditions may be imposed in connection therewith;

(v)
the Stock Exchange not construing or deeming the Company as a new applicant for listing purposes under the Listing Rules as a result of the Restructuring Proposal;

(vi)
the Investor having conducted a due diligence review of the Group Companies (including without limitation the disposal of the Laos operation of the Group and the Wing Lam Litigation) and is satisfied with the result of the review; 

(vii)
simultaneous completion of all the Restructuring Agreements; and

(viii)
new service contracts with each of Mr. Wong, Mr. Mak Sun Keung, Albert (an existing Director) and Mr. Yiu Wing Ngok, Steve (an existing Director) having been duly and validly entered into with the Company which are of terms no better than each of the existing ones.

If any of the conditions stipulated under each of the Restructuring Agreements have not been fulfilled or waived by the Investor or the Agent Bank (upon instructions of the Bank Creditors) (as the case may be) on or before 5 p.m. on the Long Stop Date, the Restructuring Proposal shall lapse.

Completion is expected to take place on the third business days after all the conditions stipulated under each of the Restructuring Agreements have been fulfilled (or waived as the case may be).

EFFECTS OF THE RESTRUCTURING PROPOSAL
Shareholding Structure

As at the date hereof, there are a total of 600 million Existing Shares in issue. The Company has not granted any share options to any of its Directors or eligible employees since the adoption of the share option scheme by the Company on 21st August, 1997 entitling them to subscribe for the Existing Shares, nor does the Company have any outstanding warrants or securities in issue which are convertible into Existing Shares.

The following tabulates the shareholding structure of the Company before and immediately after Completion (subject to changes arising as a result of the alternatives selected by the Bank Creditors):
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Net Assets Position

Based on the unaudited consolidated net deficit of approximately US$6.97 million (approximately HK$54 million) of the Group as at 31st December, 1999, the proforma unaudited net deficit of the Group would be approximately HK$0.09 per Share. The Directors believe that the cash injection by the Investor under the Subscription, coupled with the release and discharge of all outstanding indebtedness owed by the Group to the Bank Creditors under the Compromise Agreement, will help restore the Group's net assets to a positive position upon Completion. 

Working Capital Position

Pursuant to an agreement dated 28th June, 2000 between the Company and the Investor in respect of the Bridging Loan (a form of which is annexed to the Subscription Agreement), up to HK$10 million in cash will be made available by the Investor as the Bridging Loan. The Bridging Loan will be held in an escrow account and will be released to the Group from time to time depending on the actual funding needs of the Group. 

Upon Completion, a total of approximately HK$122.7 million to HK$135 million new equity capital in the form of cash will be injected into the Company by the Investor, of which approximately HK$49.4 million is intended to be used as additional working capital of the Group.

BACKGROUND TO, AND REASONS FOR, THE RESTRUCTURING PROPOSAL
The Group is principally engaged in the manufacture and sale of plywood, fancy plywood, sawn timber and trading of timber and timber related products in the PRC. 

As set out in the 1998 annual report of the Company, the Group had been experiencing liquidity difficulties and was in default in repaying its bank debts. As mentioned in the press announcement of the Company dated 17th July, 1999, the Company was in active negotiations with its bankers to reschedule the repayment terms of the Group's overdue loans and to seek their ongoing support for the Group. In this connection, the Directors anticipated that such negotiations might involve the disposal of major unprofitable manufacturing operations of the Group to independent third parties. Following the Directors' critical reassessment of the Group's market presence in South East Asia, the Group completed the disposal of the its entire operations in Laos in November 1999. 

In pursue for the formulation of a restructuring proposal for the Company, the Directors continued to explore other means to improve the Group's financial position, including fund raising by means of the issue of new shares and/or solicitation of potential new investor as appropriate. After intensive negotiations with the Bank Creditors, the Group, the Investor and Mr. Wong (as the case may be) resolved to reach an agreement to the arrangements stipulated under the Subscription Agreement and the Compromise Agreement.

Commencing from 1998 onwards, the Group has been on the track of shifting its business focus and exposure to the PRC market (including Hong Kong) away from its previous reliance on the Laos and Thai markets which had been badly affected by the Asian financial turmoil. As set out in the announcement of the Company dated 4th October, 1999, following completion of the disposal of the Group's Laos operations which took place in November 1999, the Group would continue to put more emphasis on the PRC market (including Hong Kong), the development and expansion of which since 1998 has proved to be correct. The Investor shares the optimism of the Directors' view on the long term growth potential of the plywood industry in the PRC and accordingly the Investor initiated, during the negotiation with the Company on the Restructuring Proposal, to make the Acquisition. The Directors consider that the Acquisition is in line with the Group's strategy and are of the view that the Acquisition will enable the Group to consolidate control of Wing Lam and will better position the Group to expand its operations and presence in the PRC market. The Directors also concur with the view of the Investor that the Acquisition will strengthen the future earnings base of the Group and is poised to be beneficial for the long term growth and development of the Group given that the Company does not have any single wholly-owned operating subsidiary at present.

The Restructuring Proposal is considered by the Directors as an appropriate rescue plan to the Company in solving the Group's liquidity problem. The Directors consider that in the absence of the Restructuring Proposal, the Group will remain in financial difficulties and will continue to suffer from going-concern problem.

INFORMATION ON THE INVESTOR 
The Investor is a private company incorporated in the British Virgin Islands with limited liability and was acquired by Mr. Kwok and Mr. Ma specifically for the purpose of holding their investment in the Company. Since its incorporation on 29th March, 2000, the Investor has not carried on any business other than the entering into of certain agreements relating to the Restructuring Proposal. As at the date hereof, apart from certain cash equivalent assets which are designated for the financing of its commitments in relation to the Restructuring Proposal, the Investor does not have any other material assets.

The Investor is owned as to 50 per cent. by Mr. Kwok and as to 50 per cent. by Mr. Ma. The board of directors of the Investor comprises Mr. Kwok and Mr. Ma. Mr. Kwok and Mr. Ma. have substantial experience and extensive connections in the banking and finance industry. Mr. Kwok and Mr. Ma are therefore confident that their participation in the Company will strengthen the financial management of the Group and will help the Group to resolve its financial problems. Brief details of the curriculum vitae of Mr. Kwok and Mr. Ma are set out in the sub-section headed "Management of the Group" below.

The Investor, Mr. Kwok and Mr. Ma are independent third parties not associated with the Company or any of its subsidiaries, or the directors, chief executive or substantial shareholder of the Company of any of its subsidiaries or the associates of any of them. As at the date hereof, none of the Investor Concert Parties holds any Existing Shares. Mr. Kwok and Mr. Ma have also confirmed that none of the Investor Concert Parties has dealt in the Existing Shares during the six months prior to the date of the Subscription Agreement.

INTENTION OF THE INVESTOR REGARDING THE GROUP
Business of the Group

Mr. Kwok and Mr. Ma are positive about the long term development of the plywood industry in the PRC and are therefore interested in the business potential of the Group. Mr. Kwok and Mr. Ma believe that the business of the Group is commercially viable given sufficient working capital, prudent financial management and stringent credit control. Accordingly, it is the intention of the Investor to maintain the existing operations of the Group upon Completion. In fact, the Investor initiated the proposal for the Group to acquire the remaining 49 per cent. interest in Wing Lam which is the principal operating subsidiary of the Company.

In view of the recent performance of the Group, however, the Investor will conduct a detailed review of the financial position and operations of the Group upon Completion. Pending the outcome of such review, which will focus on, amongst other things, the cost structure, credit control procedure and operational efficiency of the Group, the Investor will assist the board of Directors to formulate management strategies and a business plan to restore the profitability of the Group. The Investor will also assist the board of Directors to decide whether any asset disposals, asset acquisitions, business rationalisations and/or business diversifications will be appropriate in order to enhance the long term growth potential of the Group. The Investor, nevertheless, does not have any specific plan to inject any assets into the Group.

Management of the Group

It is intended that, upon signing of the Subscription Agreement, a working committee comprising one representative from the Group and one nominee from the Investor will be set up to monitor the implementation of the Restructuring Proposal. The working committee will not be given any specific power and will not be able to influence any decisions of the board of Directors.

It is intended that, upon Completion, with the exception of Mr. Mak Sun Keung, Albert and Mr. Yiu Wing Ngok, Steve, all existing Directors will resign. Mr. Mak Sun Keung, Albert and Mr. Yiu Wing Ngok, Steve will remain as executive Directors responsible for the overall management of the Group. To ensure a smooth continuation of the Group's operations, Mr. Wong will be retained as a consultant to the Group and the majority of the existing employees of the Group will also be retained.

Upon Completion, Mr. Kwok and Mr. Ma will be appointed to the board of Directors. It is also intended that two new independent non-executive Directors will be appointed and that other new appointments will be made in order to strengthen the management team of the Group.

Brief details of the curriculum vitae of Mr. Kwok and Mr. Ma are set out as follows:

Mr. Kwok is a managing director of United Capital Limited. United Capital Limited is principally engaged in the provisions of debt restructuring and general corporate advisory services and in direct investment. Mr. Kwok has over 25 years' experience in the banking and financial industry and has held senior management positions with various financial institutions. Mr. Kwok was the chairman and chief executive officer of CITIC Ka Wah Bank Limited from 1997 to 1998. Before that, Mr. Kwok was a founding general partner and the managing director of Newbridge Capital Limited from 1994 to 1997 and was a managing director of Bankers Trust Company from 1987 to 1994. In February 1998, Mr. Kwok became a member of the Chinese People's Political Consultative Conference. It is proposed that Mr. Kwok will be appointed as the chairman of the Company and will be responsible for the strategic planning and corporate development of the Group.

Mr. Ma is a managing director of United Capital Limited. Mr. Ma has over 13 years' experience in the banking and finance industry. Before joining United Capital Limited, Mr. Ma was a director of Credit Agricole Indosuez, Hong Kong from 1997 to 1998 and was a vice president of Bankers Trust Company from 1992 to 1997. It is proposed that Mr. Ma will be appointed as the vice chairman of the Company and will be responsible for the business development and financial management of the Group.

Listing status of the Company

It is the intention of the Investor to maintain the listing status of the New Shares on the Stock Exchange upon Completion. The public float of the Company will, however, be reduced to less than 25 per cent. upon Completion. Accordingly, the Company will apply to the Stock Exchange for a waiver, which may or may not be granted, from strict compliance with the minimum 25 per cent. public float requirement of the Listing Rules for a period of six weeks following Completion. The Company and the Investor will also undertake to the Stock Exchange to take appropriate steps within the said period following Completion to ensure that the public float of the New Shares will not be less than 25 per cent. in order to comply with the relevant Listing Rules requirement.

The Stock Exchange has stated that it will closely monitor trading in the New Shares upon Completion. If the Stock Exchange believes that a false market exists or may exist in the New Shares or there are insufficient New Shares in public hands to maintain an orderly market, then it will consider exercising its discretion to suspend trading in the New Shares.

The Stock Exchange has further stated that if the Company remains listed on the Stock Exchange, any asset disposals or asset acquisitions by the Group will be subject to the provisions of the Listing Rules. The Stock Exchange has the discretion to require the Company to issue a circular to the Shareholders where any asset disposal or asset acquisition represents a departure from the principal activities of the Group. The Stock Exchange also has the power to aggregate a series of transactions and any such transaction may result in the Company being treated as a new applicant for listing and subject to the requirement for new applicants as set out in the Listing Rules.

WHITEWASH WAIVER
Upon Completion, the Investor Concert Parties will hold not less than approximately 85.2 per cent. of the New Shares then in issue. In the absence of the Whitewash Waiver, the Investor will be required under Rule 26 of the Code to make a general offer for all the issued New Shares not held by the Investor Concert Parties. The Investor will, however, make an application pursuant to Note 1 of the Notes on Dispensations from Rule 26 of the Code to the Executive for the Whitewash Waiver, which, if granted, will be subject to the approval by the Independent Shareholders by way of a poll at the SGM.

Independent Shareholders should note that the granting of the Whitewash Waiver by the Executive is a condition of the Subscription Agreement and the Compromise Agreement. In the event that the Whitewash Waiver is not granted by the Executive, the Investor may consider waiving such condition depending on the then circumstances. If the Investor decides not to waive such condition, the Subscription Agreement will lapse and no obligation for a general offer under the Code will be triggered. If, on the other hand, the Investor decides to waive such condition, the Investor will be required under the Code to make a general offer for all the issued New Shares not held by the Investor Concert Parties. The Investor has undertaken to Worldsec that it will not waive such condition unless Worldsec is satisfied that the Investor has sufficient financial resources to satisfy full acceptance of such general offer.

Independent Shareholders should also note that upon Completion, the Investor Concert Parties will hold more than 55 per cent. of the New Shares then in issue. Accordingly, so long as the minimum 25 per cent. public float requirement of the Listing Rules is observed, the Investor Concert Parties may purchase additional New Shares without triggering any further obligation for a general offer under the Code.

GENERAL 
As one of the Vendors is, and the Vendors collectively are, a substantial shareholder(s) of Wing Lam, which is a subsidiary of the Company, the Acquisition Agreement constitutes a connected transaction for the Company under the Listing Rules.

The Acquisition Agreement, coupled with other transactions contemplated under the Restructuring Proposal, including the other Restructuring Agreements, the Whitewash Waiver, the Capital Reduction, the Subdivision and the Capital Increase, are subject to Shareholders' or (as the case may be) Independent Shareholders' approval. 

An independent board committee of the Company will be constituted for the purpose of considering the terms of the Restructuring Proposal and the transactions contemplated therein (including the Whitewash Waiver) and recommending the Independent Shareholders as to voting at the SGM. An independent financial adviser will be appointed to advise the independent board committee of the Company on the same. A circular containing further details of the Restructuring Proposal and the Whitewash Waiver, including the respective letters of advice from the independent board committee and the independent financial adviser of the Company, and a notice of the SGM will be despatched to the Shareholders as soon as practicable.

Suspension and resumption of trading in the shares

Trading in the Shares was suspended at the request of the Company with effect from 10:00 a.m. on 29th June, 2000. Applications have been made to the Stock Exchange for resumption of trading in the Shares with effect from 10:00 a.m. on 6th July, 2000.

WARNING
Shareholders should note that the Restructuring Proposal (of which the Subscription Agreement, the Compromise Agreement and the Acquisition Agreement form part) is conditional on a number of conditions precedent. The release of this announcement does not in any way imply that the Restructuring Proposal will necessarily be implemented and completed. Accordingly, Shareholders and potential investors are advised to exercise extreme caution when dealing in the Existing Shares.

In this announcement, the following expressions have the meanings set out below unless the context requires otherwise:

"Acquisition"
the acquisition by the Purchaser from the Vendors of 49 per cent. interest in Wing Lam and the Net Loans pursuant to the Acquisition Agreement



"Acquisition Agreement"
the agreement dated 28th June, 2000 entered into between the Purchaser, the Vendors and Wing Lam in relation to the Acquisition (including the relevant indemnity deed relating to taxation)



"Agent Bank"
the agent bank appointed for the Bank Creditors in connection with the Restructuring Proposal 



"Aggregate Losses"
collectively (i) the Litigation Losses, (ii) the Defaulting Losses, and (iii) the amounts payable under the Chinese Indemnity Agreements



"Bank Creditors"
a total of seven banks or financial institutions representing all of the financial creditors of the Group to whom the Group owes the Unsecured Indebtedness and the Secured Indebtedness



"Bank Shares"
not more than approximately 820 million New Shares to be issued by the Company upon election by two of the Bank Creditors as settlement for part of the Unsecured Indebtedness (including any interest accrued thereon up to Completion) due to them in lieu of cash pursuant to the Compromise Agreement 



"Bridging Loan" 
the advance(s) to be made available by the Investor to the Company pursuant to the agreement in respect of a bridging loan up to the principal amount of HK$10 million (the principal amount and the interest accrued thereon will be capitalised as part payment for the purpose of the Subscription upon Completion)



"Capital Increase"
the increase in the authorised share capital of the Company from HK$100 million to HK$200 million divided into 20,000 million New Shares after the Capital Reduction and Subdivision becoming effective 



"Capital Reduction"
the reduction in the nominal value of the issued share capital of the Company from HK$0.10 per Existing Share to HK$0.01 per New Share in accordance with Section 46 of the Companies Act



"Chinese Indemnity" Agreements"
collectively, (i) the undertaking dated 23rd April, 1998 issued by Chang Poh Nee, Lui Li, Lee Chung Ming and Au Kwok Wah in favour of the Purchaser in relation to the Purchaser's previous acquisition of 51 per cent. interest in Wing Lam, (ii) the undertaking dated 11th September, 1998 issued by Dai Liu Jun, and (iii) the undertaking dated 12th April, 1999 issued by the Vendors in favour of the Purchaser for up to a total sum of RMB47,805,067.14 in relation to the Wing Lam Litigation



"Code"
Hong Kong Code on Takeovers and Mergers

"Company"
South East Asia Wood Industries Holdings Limited, a company incorporated in Bermuda, the shares of which are listed and dealt in on the Stock Exchange



"Companies Act" 
the Companies Act 1981 of Bermuda



"Completion"
completion of the Restructuring Agreements



"Compromise Agreement" 
the agreement dated 28th June, 2000 entered into between the Group, the Bank Creditors, the Agent Bank and the Investor in respect of the discharge, release and full settlement of the total indebtedness (together with any interest accrued thereon up to Completion) owed by the Group to the Bank Creditors



"Defaulting Losses" 
all losses, liabilities, damages, costs, claims and expenses sustained, suffered or incurred or to be sustained, suffered or incurred by any of the Purchaser, Wing Lam and the PRC Company as a result of or in connection with, amongst other things, any breach or default by any of the Vendors of their warranties, obligations or undertakings under the Acquisition Agreement



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

"Disposal Proceeds"
all proceeds realised under the sale of the Pledged Property less all reasonable costs and expenses of and incidental to marketing and selling the Pledged Property



"Executive"
the Executive Director of the Corporate Finance Division of the SFC or any delegate of the Executive Director



"Existing Share(s)"
share(s) of HK$0.10 each in the existing share capital of the Company prior to the Capital Reduction and the Subdivision becoming effective



"Group Companies"
the Company and its subsidiaries

  or "Group"



"Hong Kong"
the Hong Kong Special Administrative Region of the PRC



"Independent Shareholders" 
such shareholders of the Company other than Barlington Limited and its associates (as defined in the Listing Rules) and those who are involved in, or interested in, the Restructuring Proposal (within the meaning of the Code and the Listing Rules) 



"Investor"
United Star International Inc., a company incorporated in the British Virgin Islands with limited liabilities and beneficially owned as to 50 per cent. by each of Mr. Kwok and Mr. Ma



"Investor Concert Parties"
the Investor, Mr. Kwok, Mr. Ma and parties acting in concert with any of them



"Investor Shares"
approximately 8,180 million to 9,000 million New Shares to be subscribed for by the Investor and to be issued by the Company under the Subscription 



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



"Litigation Losses"
all losses, liabilities, damages, costs, claims and expenses sustained, suffered or incurred or to be sustained, suffered or incurred by any of the Purchaser, Wing Lam and the PRC Company as a direct or indirect result of or in connection with the Wing Lam Litigation



"Litigation Notice"
the written notice to be issued by the Purchaser to the Vendors within 90 days after the date of final adjudication of the Wing Lam Litigation (being an adjudication not subject to, or capable of, any further appeal or contest) stating the amount of the Litigation Losses



"Long Stop Date"
31st August, 2000 (or such later date as may be agreed in writing by the parties to the Restructuring Proposal)



"Machinery Valuer"
American Appraisal Hong Kong Limited, an independent professional valuer appointed by the Company to value the Pledged Machinery



"Mr. Kwok"
Mr. Peter Viem Kwok, who is beneficially interested in 50 per cent. of the Investor 



"Mr. Ma"
Mr. Ma Ting Hung, who is beneficially interested in 50 per cent. of the Investor 



"Mr. Wong"
Mr. Wong Chak Ming, William, a Director and the Chairman of the Company, who has an interest of approximately 65 per cent. in Barlington Limited which in turn is interested in approximately 35.2 per cent. of the existing issued share capital of the Company



"Net Loans"
the aggregate sum of US$3,099,817 (approximately HK$24.1 million) owed by the PRC Company to the Vendors after the set off of the Trade Receivables against the Vendors' Loans 

"New Share(s)"
share(s) of HK$0.01 each in the capital of the Company upon the Capital Reduction and the Subdivision becoming effective



"Other Loans"
the aggregate sum of US$2,173,448 (approximately HK$17.1 million) owed by the PRC Company to the Vendors (which is a sum distinct from that of the Vendors' Loans)



"Pledged Deposit"
the sum of HK$4 million deposited by he Group with one of the Bank Creditors and all interest accrued thereon up to Completion



"Pledged Property"
real estate properties held by the Group which are mortgaged to one of the Bank Creditors 



"Pledged Machinery"
machinery held by the Group which are separately mortgaged to two of the Bank Creditors 



"PRC"
the People's Republic of China

"PRC Company"
Dongguan Xinlian Timber Products Company Limited, a wholly foreign owned enterprise established under the laws of the PRC and a wholly owned subsidiary of Wing Lam

"Property Valuer"
DTZ Dedennam Tie Leung Limited, an independent professional valuer appointed by the Company to value the Pledged Property 



"Purchaser"
Nusoil Manufacturing Limited, a company incorporated in the British Virgin Islands and an indirect wholly owned subsidiary of the Company



"Restructuring Agreements"
collectively, (i) the Subscription Agreement (to which a form of an agreement dated 28th June, 2000 between the Company and the Investor in respect of the Bridging Loan is annexed), (ii) the Compromise Agreement, and (iii) the Acquisition Agreement (including the relevant indemnity deed relating to taxation)



"Restructuring Proposal"
the conditional financial and capital restructuring and rescue proposal of the Group comprising (i) the Capital Reduction, the Subdivision and the Capital Increase, (ii) the Subscription Agreement (including the issue and allotment of the Investor Shares and the making available of the Bridging Loan), (iii) the Compromise Agreement (including, if applicable, the issue and allotment of the Bank Shares), and (iv) the Acquisition Agreement 



"Secured Indebtedness"
a total of approximately HK$22.2 million, representing the total secured indebtedness due from the Group to the Bank Creditors as agreed to be settled in accordance with the Compromise Agreement



"SFC"
the Securities and Futures Commission

"SGM"
a special general meeting of the Company to be convened to approve, amongst other things, the Restructuring Agreements, the Whitewash Waiver, the Capital Reduction, the Subdivision, the Capital Increase, and other transactions contemplated under the Restructuring Proposal (or any adjournment thereof)



"Shareholder(s)"
holder(s) of the Existing Share(s)

"Stock Exchange"
The Stock Exchange of Hong Kong Limited



"Subdivision"
a subdivision of each unissued Existing Share (including unissued share capital resulting from the Capital Reduction) into ten New Shares



"Subscription"
subscription of the Investor Shares by the Investor pursuant to the Subscription Agreement



"Subscription Agreement" 
the agreement dated 28th June, 2000 entered into between the Investor, the Company and Mr. Wong relating to the subscription by the Investor, and the issue by the Company, of the Investor Shares



"Trade Receivables"
trade receivables of US$1,154,453 (approximately HK$9.0 million) owed by the Vendors to the PRC Company



"Unsecured Indebtedness" 
a total of approximately HK$136.4 million, representing the total unsecured indebtedness due from the Group to the Bank Creditors as agreed to be settled in accordance with the Compromise Agreement



"Unsecured Percentage"
in respect of any Bank Creditor's Unsecured Indebtedness, the ratio of its Unsecured Indebtedness to the aggregate Unsecured Indebtedness of all Bank Creditors expressed as a percentage



 "Vendors"
Dai Liu Jun, Lee Chung Ming, Chang Poh Nee and Au Kwok Wah who presently own as to approximately 40 per cent., 4.9 per cent., 1.65 per cent. and 2.45 per cent. of the issued share capital of Wing Lam



"Vendors' Loans"
an aggregate sum of US$4,254,270 (approximately HK$33.1 million) owed by the PRC Company to the Vendors, which are unsecured, non interest bearing and have no fixed repayment terms



"Whitewash Waiver"
a waiver from the obligation to make a mandatory offer under Rule 26 of the Code pursuant to Note 1 of the Notes on Dispensations from Rule 26 of the Code



"Wing Lam"
Wing Lam (International) Timber Limited, a company incorporated in Hong Kong with limited liability and a 51 per cent. owned subsidiary of the Company



"Wing Lam Litigation"
the court action filed by a former trade partner of Wing Lam, namely 中國對外貿易發展總公司 (China Foreign Trade Development Company) (the "Development Company") against the PRC Company in respect of a claim of approximately US$6,361,935 (approximately HK$49.5 million) together with interest thereon being the amount due to the Development Company under various re export contracts and all and any appeal and interlocutory proceedings in connection therewith



"Worldsec" 
Worldsec Corporate Finance Limited, the financial adviser to the Investor



"HK$" and "cents"
Hong Kong dollars and cents respectively



(The exchange rates of United States dollars to Hong Kong dollars quoted in this announcement adopt the reference rate of US$1 equivalent to HK$7.7865.)


By order of the Board
By order of the Board




SOUTH EAST ASIA WOOD INDUSTRIES HOLDINGS LIMITED
UNITED STAR INTERNATIONAL INC.




Wong Chak Ming, William
Peter Viem Kwok 




Chairman
Chairman



Hong Kong, 5th July, 2000

The information in this announcement relating to the Investor has been supplied by the directors of the Investor. The directors of the Investor jointly and severally accept full responsibility for the accuracy of the information contained in this announcement (other than information relating to the Group) and confirm, having made all reasonable enquiries, that to the best of their knowledge, opinions expressed by them in this announcement have been arrived at after due and careful consideration and there are no other facts not contained in this announcement, the omission of which would make any statement in this announcement misleading.

The information in this announcement relating to the Group has been supplied by the directors of the Company. The directors of the Company jointly and severally accept full responsibility for the accuracy of the information contained in this announcement (other than information relating to the Investor and its directors) and confirm, having made all reasonable enquiries, that to the best of their knowledge, opinions expressed by them in this announcement have been arrived at after due and careful consideration and there are no other facts not contained in this announcement, the omission of which would make any statement in this announcement misleading.
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