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KOWLOON DEVELOPMENT COMPANY LIMITED

(Incorporated in Hong Kong with limited liability)

DISCLOSEABLE AND CONNECTED TRANSACTION

Acquisition OF INTERESTS IN PROPERTIES

Financial adviser to Kowloon Development Company Limited
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SUMMARY

Kowloon Development Company Limited entered into a sale and purchase agreement with Polytec Holdings International Limited on 11th March, 2002 under which Kowloon Development has conditionally agreed to acquire directly and indirectly from Polytec Holdings the entire issued share capital together with certain shareholders' loans of five wholly-owned subsidiaries of Polytec Holdings which own a portfolio of property interests, including the exclusive development rights relating to a real estate project in Hong Kong.

The aggregate consideration payable for the acquisition will be approximately HK$816.3 million, subject to an adjustment payment by either Polytec Holdings or Kowloon Development to the other, as described in more detail below.

As well as being a discloseable transaction, the acquisition constitutes a connected transaction for Kowloon Development as Intellinsight Holdings Limited is both a controlling shareholder of Kowloon Development and a wholly-owned subsidiary of Polytec Holdings. Accordingly, the acquisition is subject to the approval of the independent shareholders of Kowloon Development, being those shareholders other than Intellinsight Holdings and its associates as defined in the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited.

A circular containing further details of the acquisition, a letter from the independent board committee of Kowloon Development, a letter of advice from the independent financial adviser to the independent board committee of Kowloon Development and a professional valuation report will be posted to shareholders of Kowloon Development as soon as practicable in accordance with the requirements of the listing rules. A notice of extraordinary general meeting of Kowloon Development will be included in the circular.



THE SALE AND PURCHASE AGREEMENT

The overall effect of the acquisition

Under the sale and purchase agreement which was entered into on 11th March, 2002, Kowloon Development will conditionally acquire from Polytec Holdings:

i.
the entire issued share capital of Elegant Florist Limited which, through its two wholly-owned subsidiaries, indirectly owns four sites for primarily residential development at 12A (also known as 2A) North Street, Kennedy Town, Hong Kong; Tong Yan San Tsuen, Yuen Long, the New Territories, Phases I and II; and 377, Prince Edward Road, Kowloon City, Kowloon;

ii.
the entire issued share capital of Jumbo Star Limited which, through its wholly-owned subsidiary Jumbo Power Enterprises Limited, owns the exclusive right to develop a site at Ngau Chi Wan, Choi Hung, Kowloon, which on completion will comprise residential units and retail space and is entitled to all sales proceeds of the development; and Jumbo Power Enterprises also owns one site for development located at Ngau Chi Wan, Choi Hung, Kowloon; and

iii.
total outstanding shareholders' loans as at the date of completion of the sale and purchase agreement, together with accrued interest, made by certain wholly-owned subsidiaries of Polytec Holdings to Elegant Florist and Jumbo Star and their respective subsidiaries (the outstanding amount of which as at 31st December, 2001 was approximately HK$613.0 million).

Elegant Florist and Jumbo Star are wholly-owned subsidiaries of Polytec Holdings. The sale and purchase agreement was entered into on an arm's length basis and on normal commercial terms. The directors of Kowloon Development consider the terms of the sale and purchase agreement to be fair and reasonable. The consideration was arrived at on the basis of the aggregate pro forma unaudited consolidated net tangible asset value of Elegant Florist and Jumbo Star and their respective subsidiaries as at 31st December, 2001 and the benefit of the shareholders' loans adjusted to take into account the independent valuation of the property interests and development rights as at 8th March, 2002. Details of the consideration are set out below.

Consideration and payment terms

The aggregate consideration payable upon completion of the sale and purchase agreement, subject to adjustment as described below, for the acquisition of the entire issued share capital of Elegant Florist and Jumbo Star, together with all of the shareholders' loans of Elegant Florist and Jumbo Star and their respective subsidiaries, will be approximately HK$816.3 million comprising:

(a)
HK$434.0 million, representing the aggregate pro forma unaudited consolidated net tangible asset value of Elegant Florist and Jumbo Star and their respective subsidiaries as at 31st December, 2001 (based on the respective unaudited consolidated financial statements of Elegant Florist and Jumbo Star), adjusted to take into account the independent valuation of the property interests and development rights held by Elegant Florist and Jumbo Star as at 8th March, 2002; and

(b)
such amount as represents the amount of the aggregate shareholders' loans, together with accrued interest, outstanding as at the date of completion of the sale and purchase agreement, less a discount of HK$230.7 million granted by certain wholly-owned subsidiaries of Polytec Holdings to Elegant Florist, Jumbo Star and their respective subsidiaries, which for indicative purposes, was approximately HK$382.3 million as at 31st December, 2001.

The consolidated financial statements of Elegant Florist and its subsidiaries and Jumbo Star and its subsidiary as at the date of completion of the sale and purchase agreement for ascertaining the final consideration will be audited by Deloitte Touche Tohmatsu. If the consolidated net asset value of Elegant Florist and its subsidiaries and Jumbo Star and its subsidiary, as based on the completion audited accounts adjusted to take into account the independent valuation of the property interests and development rights by Knight Frank of approximately HK$1,571 million, is different from the abovementioned consideration of HK$434.0 million payable for the entire issued share capital of Elegant Florist and Jumbo Star, a refund or an additional payment, as the case may be, equal to the difference will be made.

The consideration will be satisfied by cash.

Funding

The consideration will be funded from internal resources and borrowings from bank or Polytec Holdings. In the event that a loan is made by Polytec Holdings to Kowloon Development for the purpose of financing the acquisition, interest will be charged on the loan at normal commercial terms. This connected transaction is exempted by virtue of rule 14.24(8) of the listing rules.

The conditions of the acquisition

The sale and purchase agreement is conditional on:

(a)
the passing by the independent shareholders of Kowloon Development, being those shareholders other than Intellinsight Holdings and its associates, as defined in the listing rules, of a resolution approving the terms of the sale and purchase agreement and the transactions contemplated thereunder at an extraordinary general meeting;

(b)
the making of such enquiries, investigations and due diligence reviews of the affairs and financial position of each of Elegant Florist, Jumbo Star and their respective subsidiaries including title investigations in respect of the properties owned by the subsidiaries of Elegant Florist and Jumbo Star and the Ngau Chi Wan development by Kowloon Development which Kowloon Development in its absolute discretion deems necessary and confirmation by Kowloon Development that the results of such enquiries, investigations, due diligence reviews and title investigations are satisfactory to Kowloon Development;

(c)
the consent of the mortgagee(s)/chargee(s) in respect of the mortgages/charges of the properties in relation to the transfer of the issued shares in Elegant Florist and Jumbo Star under the sale and purchase agreement and to the assignment of the obligations of any guarantor(s) under such mortgages/charges to Kowloon Development, being obtained;

(d)
Kowloon Development having confirmed in writing to Polytec Holdings that it has sufficient financial resources together with the proceeds available under any loan agreement to complete the sale and purchase agreement; and

(e)
any consents, approvals, waivers and clearances required from The Stock Exchange of Hong Kong Limited or the Securities and Futures Commission or any other person(s), if any, in connection with the sale and purchase agreement and the transactions contemplated thereunder being granted in terms satisfactory to Kowloon Development and Polytec Holdings.

If any of the above conditions have not been fulfilled by 31st May, 2002 (or such other date as may be agreed by the parties), the provisions of the sale and purchase agreement (other than those clauses relating to announcements, costs, notices and governing law) shall have no effect and no party shall have any liability under them. 

Intellinsight Holdings Limited and its associates (as defined in the listing rules) which hold shares in Kowloon Development will abstain from voting at the extraordinary general meeting of Kowloon Development.

Completion date

Completion of the sale and purchase agreement will take place three days following the satisfaction of the conditions precedent referred to above. This is expected to take place on or before 30th April, 2002.

Connection between Polytec Holdings and Kowloon Development

Polytec Holdings and Kowloon Development are connected because Intellinsight Holdings is both a controlling shareholder of Kowloon Development and a wholly-owned subsidiary of Polytec Holdings. After taking into consideration the placing of 7,294,000 shares in Kowloon Development to an independent third party which completed on 8th March, 2002, Polytec Holdings indirectly owns approximately 85.3% of the issued share capital of Kowloon Development as at the date of this announcement. The acquisition constitutes a connected transaction for Kowloon Development and require independent shareholders' approval.

Information on the properties

Elegant Florist indirectly owns, through two wholly-owned subsidiaries, four sites, as further described below, for primarily residential development at 12A (also known as 2A) North Street, Kennedy Town, Hong Kong; Tong Yan San Tsuen, Yuen Long, the New Territories, Phases I and II; and 377, Prince Edward Road, Kowloon City, Kowloon. Jumbo Star, through its wholly-owned subsidiary, owns the exclusive rights to develop a real estate project at Ngau Chi Wan, Choi Hung, Kowloon as well as a site adjacent to the Ngau Chi Wan development project site.

12A, North Street, Kennedy Town

The site at 12A, North Street, Kennedy Town, Hong Kong is currently vacant. Land premium of HK$26.5 million in respect of the site has been paid.  Construction work has started and the development is expected to be completed in the latter half year of 2003. The development will upon completion have a gross floor area of approximately 38,477.3 square feet including 3,787 square feet for Government, Institution or Community use.  

Tong Yan San Tsuen, Phases I and II

The site at Tong Yan San Tsuen, Yeun Long, the New Territories comprises two phases. Construction work at Phase I has been substantially completed and will upon completion comprise residential apartments with recreational facilities and underground car parking spaces occupying a total gross floor area of 88,902 square feet. Sale of the apartments is expected to start in March 2002. Phase II comprises a site with a registered area of 29,048 square feet and development has not yet commenced on this site.

377, Prince Edward Road, Kowloon City

The site at 377, Prince Edward Road, Kowloon City, Kowloon is currently vacant for development into a 17-storey residential building erected over a 7-storey car park and recreational facilities podium. The gross floor area of the development will be approximately 54,896 square feet.

Ngau Chi Wan, Choi Hung

Jumbo Power Enterprises Limited is a wholly-owned subsidiary of Jumbo Star. Under a development agreement dated 11th February, 2002 entered into between The Mother Superior of the Petites Soeurs des Pauvres, St. Pern, Bretagne (also known as the Little Sisters of the Poor), Best Power (Asia) Limited (a company wholly-owned by the Little Sisters of the Poor), Jumbo Power and Polytec Holdings, the Little Sisters of the Poor has granted to Jumbo Power the exclusive right to develop a property at Ngau Chi Wan, Choi Hung, Kowloon which will involve the demolition of existing buildings and the construction of a multi-storey building with a retail portion and residential units. As at the date of this announcement, Jumbo Power has an outstanding obligation under the development agreement of approximately HK$520 million payable to the Little Sisters of the Poor.  Jumbo Power will be entitled to all sales proceeds. The development rights to the entire property interests in the property has been independently valued to be at least HK$1,200 million as at 8th March, 2002. Pursuant to the agreement, Jumbo Power is responsible for bearing all costs and expenses including the payment of land premium to the Hong Kong Government in respect of the Choi Hung development and applying for the re-zoning and modification of the government grant. Polytec Holdings has guaranteed Jumbo Power's obligations under the agreement.

The above properties have been valued by Knight Frank, an independent property valuer.

INFORMATION ON KOWLOON DEVELOPMENT

Kowloon Development and its subsidiaries are principally engaged in property development and investment, property management, electrical and mechanical engineering services and financial services and investments in Hong Kong, world-wide film distribution and local and overseas securities trading.

REASONS FOR THE ACQUISITION

The directors of Kowloon Development believe that the acquisition offers Kowloon Development the opportunity to develop promising high quality residential and commercial projects in Hong Kong and will enhance the property portfolio and future earnings of Kowloon Development.

GENERAL

A circular containing further details of the sale and purchase agreement, a letter from the independent board committee of Kowloon Development, a letter of advice from the independent financial adviser to the independent board committee of Kowloon Development and a professional valuation report will be posted to shareholders of Kowloon Development as soon as practicable in accordance with the requirements of the listing rules. An independent committee of the board will be formed to give advice to independent shareholders on how they should vote in relation to the sale and purchase agreement. An independent financial adviser will be retained to advise the independent committee of the board.

Anglo Chinese Corporate Finance, Limited is advising Kowloon Development on this discloseable and connected transaction.

By order of the board of

Kowloon Development Company Limited

Ma Mi Chun, Conita

Company Secretary

Hong Kong, 11th March , 2002

"Please also refer to the published version of this announcement in the Hong Kong i-mail"
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