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In this circular, the following expressions shall have the following meanings, unless the

context otherwise requires:

“Company” Honesty Treasure International Holdings Limited, a

company incorporated in the Cayman Islands with

limited liability and the shares of which are listed on the

Stock Exchange;

“Completion” completion of the transfer of the Retail Assets from Star

Palace to the Transferee pursuant to the terms and

conditions of the Transfer of Business Agreement;

“Director(s)” the director(s) of the Company;

“Group” the Company and its subsidiaries;

“HK$” Hong Kong dollars, the legal currency of Hong Kong;

“Latest Practicable Date” 10 July 2006, being the latest practicable date prior to the

printing of this circular for ascertaining certain

information contained herein;

“Listing Rules” the Rules Governing the Listing of Securities on the

Stock Exchange;

“Retail Assets” assets, rights and contracts related to the Shoes and Bags

Retail Business owned, controlled or used by Star Palace,

to be transferred under the Transfer of Business

Agreement;

“SFO” the Securities and Futures Ordinance (Cap. 571 of the

Laws of Hong Kong);

“Shoes and Bags Retail

Business”

the business of selling, among others, shoes and bags by

Star Palace, in its retail chains located in Hong Kong as

at the date of the Transfer of Business Agreement;

“Star Chain” Star Chain Enterprises Limited, a limited liability

company incorporated in Hong Kong;

“Star Palace” Star Palace Enterprises Limited, a company incorporated

under the laws of Hong Kong with limited liability;
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“Star Power” Star Power Trading Limited, a limited liability company

incorporated in Hong Kong;

“Stock Exchange” The Stock Exchange of Hong Kong Limited;

“The Transferee” Star (1) Limited, a company incorporated under the laws

of Hong Kong with limited liability; and

“Transfer of Business

Agreement”

the agreement dated 27 June 2006 entered into between

Star Palace and the Transferee, in relation to the sale and

purchase of the Retail Assets by Star Palace to the

Transferee and the agreement by Star Palace to cease to

conduct the Shoes and Bags Retail Business after

Completion.
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13 July 2006

To the shareholders of the Company

Dear Sir or Madam,

CONNECTED AND DISCLOSEABLE TRANSACTIONS

ENTERING INTO OF THE TRANSFER OF BUSINESS AGREEMENT

INTRODUCTION

Reference is made to the announcement of the Company dated 29 June 2006 in relation

to the entering into of the Transfer of Business Agreement between Star Palace, a 70% owned

subsidiary of the Company, and the Transferee.

The purpose of this circular is to provide you with further details in connection therewith.

LETTER FROM THE BOARD

– 3 –



THE TRANSFER OF BUSINESS AGREEMENT DATED 27 JUNE 2006

Parties:

Vendor: Star Palace, a company owned as to 70% by the Company

Buyer: The Transferee, a company wholly owned by two of the Directors, namely Mr.

Law Kar Po and Ms. Law Wing Yee, Wendy (who are also directors of the

Transferee)

Assets to be transferred

Retail Assets including, but not limited to, stocks as at commencement of business of 15
June 2006, equipments, fixed assets, contracts, business records, rights in the use of licences
and interests in the entire issued share capital of Star Power and Star Chain which are all
related to the Shoes and Bags Retail Business.

The Retail Assets to be transferred exclude the trademark “MOCCA” registered under the
name of Star Palace, which will be licensed to the Transferee at HK$1 until deregistration of
the same forthwith after the Completion.

Repayment of shareholder’s loans

Each of Star Power and Star Chain, being wholly-owned subsidiary of Star Palace, is the
tenant to a tenancy agreement, respectively.

The Transferee has undertaken to procure the repayment by Star Chain and Star Power of
shareholder’s loans in the total sum of HK$739,920, representing aggregate rental deposits
under the tenancy agreements, to Star Palace on or before 31 August 2006.

Employees

The Transferee has agreed to offer new employment contracts with all of the existing
permanent staff of the Shoes and Bags Retail Business on substantially the same terms of
employment with effect from the day immediately after the Completion.

Cut-off time

Commencing from 0:00 on 15 June 2006, all revenues, incomes, receivables,
expenditures, outgoings and payables, arising out of or in connection with the Shoes and Bags
Retail Business and as shown on Star Palace’s business records, would be taken up by the
Transferee.

Consideration

The consideration payable by the Transferee for the transfer of the Retail Assets shall be
HK$950,000, subject to adjustment at Completion to income and expenses incurred after the
Cut-Off Time provided that net adjustment of less than HK$10,000 will be disregarded.
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The consideration of HK$950,000 shall be paid at Completion by Hong Kong dollars
cheque drawn from a Hong Kong licensed bank. The adjustment will be settled, by Hong Kong
dollars cheque drawn from a Hong Kong licensed bank, on or before 31 August 2006 after
agreement on the adjustment by the parties having regards to third parties invoices and
vouchers presented to Star Palace.

Conditions precedent

Completion of the Transfer of Business Agreement is conditional upon the fulfillment or
waiver of, inter alia, the following conditions:

(i) approval by the Directors (including the independent non-executive Directors) of
the transactions contemplated under the Transfer of Business Agreement; and

(ii) a notice of transfer being duly published in accordance with the provisions of
Section 4 of the Transfer of Business (Protection of Creditors) Ordinance (Chapter
49 of the Laws of Hong Kong).

The parties shall use their respective best endeavours to procure the fulfillment of all
conditions on or before 30 June 2006.

Completion

On or about 30 June 2006, or three business days upon fulfillment or waiver of the last
condition, but in any event no later than 31 August 2006.

REASONS FOR AND BENEFITS OF ENTERING INTO OF THE TRANSFER OF
BUSINESS AGREEMENT

The Company is primarily an investment holding company and its investment portfolio
includes (i) hotel and real estate investments; (ii) trading, distribution and retailing of leather
products (which comprises the trading and distribution of leather products and the Shoes and
Bags Retail Business); and (iii) healthcare and medical-related business.

The principal activity of the Transferee is retailing.

The board of Directors has determined to discontinue the Shoes and Bags Retail Business
and continue its existing businesses with a focus on hotel and real estate investments.

The terms of the Transfer of Business Agreement are negotiated after arm’s length
negotiation between the parties thereof. The consideration was determined having regards to
the estimated net realizable value of the Retail Assets to be sold, an offer by an independent
third party on the Retail Assets, the agreement by the Transferee to take up the existing
tenancies in respect of the Shoes and Bags Retail Business which will release Star Palace from
the exposure to claim for outstanding rental commitments over the unexpired lease periods, the
agreement by the Transferee to honour all gift vouchers and credit notes issued by the Group
totalled approximately HK$5,300 and the offer of continual employment to staff.
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The Directors (including the independent non-executive Directors) consider that the
transactions were entered into on normal commercial terms and the terms of the Transfer of
Business Agreement are fair and reasonable and in the interests of the shareholders of the
Company as a whole.

The estimated aggregate cost and net book value of the Retail Assets under the Transfer
of Business Agreement was approximately HK$3,200,000 and HK$2,950,000 as at the Cut-Off
Time. Based on Star Palace’s latest audited accounts, total assets of the Shoes and Bags Retail
Business amounted to approximately HK$11,389,000 with the negative net book value of the
Shoes and Bags Retail Business as HK$2,982,313 as at 31 December 2005 and losses
attributable to the Shoes and Bags Retail Business segment before and after taxation for the
period from 13 April 2004 (being the date of incorporation) to 31 March 2005 and the 9 months
ended 31 December 2005 amounted to approximately HK$1,043,000 and HK$4,951,000
respectively. The operating loss of the Shoes and Bags Retail Business continues into the first
half year of 2006. Assuming no adjustment is to be made in respect of the consideration as
provided for in the Transfer of Business Agreement, based on the carrying value of the Retail
Assets, as per the accounting records of Star Palace, the estimated loss arising on the
transaction is approximately HK$2,000,000. Assuming all other unsold assets of the Shoes and
Bags Retail Business could not be disposed of and had to be written off, the loss on the
discontinued business will amount to approximately HK$3,000,000. On the other hand, Star
Palace will be released from the exposure to claim for outstanding rental commitments over the
unexpired lease periods following the disposal of Star Chain and Star Power which amounted
to be HK$4,600,000. The loss attributable to the Group due to the discontinuation of the Shoes
and Bags Retail Business will be reported in the interim accounts for the 6 months ended 30
June 2006. The Company intends to use the proceeds from the transfer of the Retail Assets
which amounted to HK$950,000 (assuming no adjustment) and the repayment of shareholder’s
loans which amounted to HK$739,920 as its working capital.

FINANCIAL EFFECTS OF THE TRANSACTIONS

The audited consolidated profit after taxation of the Group for the 9 months ended 31
December 2005 was HK$36 million while the consolidated net assets of the Group as at 31
December 2005 amounted to approximately HK$608 million. Assuming no adjustment is
required to be made on the consideration, the Group would record a net loss of approximately
HK$[2] million and a reduction in the consolidated total assets of approximately HK$2 million
arising from the above disposal of Retail Assets.

Nevertheless, the Group will be released from outstanding rental commitments amounting
to approximately HK$4.6 million. In addition, the disposal of this money losing business will
have a positive effect on the future result of the Group. As the transactions contemplated under
the Transfer of Business Agreement will allow the Group to streamline its business operations
and will enable the Group to focus its resources on hotel and real estate investments, the
Independent Non-Executive Directors are of the view that the net loss and reduction in total
assets acceptable.

The transfer of the Retail Assets has raised HK$950,000 in cash for the Group on
Completion. With the repayment of the shareholder’s loans which amounted to HK$739,920,
the Group’s liquidity can be further improved.
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CONNECTED AND DISCLOSEABLE TRANSACTIONS

The Transferee, being a company wholly owned by two Directors (who are also directors

of the Transferee), is a connected person of the Company under the Listing Rules. Accordingly,

the entering into of the Transfer of Business Agreement between Star Palace and the Transferee

constitutes a connected transaction of the Company under the Listing Rules.

As Mr. Law Kar Po and Ms. Law Wing Yee, Wendy, two of the Directors, hold 70% and

30% interests in the Transferee respectively, the entering into of the Transfer of Business

Agreement between Star Palace and the Transferee constitutes a connected transaction for the

Company under the Listing Rules. Given that each of the assets, revenue ratio and

consideration ratio as defined under rule 14.04 is less than 25% and that the total consideration

payable by the Transferee is less than HK$10,000,000, the transaction is only subject to

reporting and announcement requirements under rules 14A.32(2) of the Listing Rules and is

exempt from the independent shareholders’ approval requirement. The entering into of the

Transfer of Business Agreement also constitutes a discloseable transaction for the Company

under the Listing Rules.

As the consideration under the Transfer of Business Agreement will be adjusted subject

to the appropriation accounts to be prepared and agreed upon by the parties thereof, it is

expected that the adjusted consideration will not result in the consideration ratio to exceed 25%

or HK$10,000,000. Such adjusted consideration will be reported in the next published annual

reports and accounts of the Company.

FURTHER INFORMATION

Your attention is drawn to the information set out in the Appendix in this circular.

Yours faithfully,

By order of the board of Directors of

Honesty Treasure International Holdings Limited
Law Chun Choi

Company Secretary
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1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the
purpose of giving information with regard to the Company. The Directors collectively and
individually accept full responsibility for the accuracy of the information contained in this
circular and confirm, having made all reasonable enquiries, that to the best of their knowledge
and belief, there are no other facts not contained in this circular, the omission of which would
make any statement herein misleading.

2. DISCLOSURE OF INTERESTS

(a) Disclosure of interests by the Directors

As at the Latest Practicable Date, the interests and short positions of the Directors
and chief executive in the shares, underlying shares and debentures of the Company and
its associated corporation (within the meaning of Part XV of the SFO) which (a) were
required to be notified to the Company and the Stock Exchange pursuant to Divisions 7
and 8 of Part XV of the SFO (including interests and short positions which they are taken
or deemed to have under such provisions of the SFO); or (b) were required, pursuant to
Section 352 of the SFO, to be entered in the register referred to therein; or (c) were
required, pursuant to the Model Code for Securities Transactions by Directors of Listed
Issuers of the Listing Rules, to be notified to the Company and the Stock Exchange were
as follows:

(i) Long position and short position in the ordinary shares of HK$0.05 each
(“Shares”) of the Company

Name of Director
Nature of
interest

Number of Shares

% to the
issued share

capital of the
Company at

the Latest
Practicable

Date
Long

position
Short

position

Mr. Chiang Pedro Personal 153,640,520 0 5.43

Mr. Law Kar Po Personal 265,022,000 0 9.36

Mr. Wu Ka I,
Miguel

Personal 35,067,140 0 1.24

Mr. Ung Choi Kun Personal 2,200,000 0 0.08

Mr. Hoi Man Pak Personal 85,112,600
(Note)

0 3.01

Note: Mr. Hoi Man Pak is deemed to be interested in 136,000 Shares for which his spouse is the

beneficial owner.
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(ii) Long position in the listed warrants (“HONESTY W0906”) of the Company

Name of Director
Nature of
interest

Number of
underlying
Shares (in
respect of

“HONESTY
W0906” of the

Company) held

% to the issued
share capital of
the Company at

the Latest
Practicable Date

Mr. Chiang Pedro Personal 15,364,052 0.54

Mr. Law Kar Po Personal 26,502,200 0.94

Mr. Wu Ka I, Miguel Personal 3,506,714 0.12

Mr. Ung Choi Kun Personal 220,000 0.01

Mr. Hoi Man Pak Personal 8,511,260
(Note)

0.30

Note: Mr. Hoi Man Pak is deemed to be interested in 13,600 underlying Shares for which his
spouse is the beneficial owner.

HONESTY W0906 entitle the holders to subscribe for new shares at a price of
HK$0.26 per Share (subject to adjustment) until 6 June 2009.

(iii) Long position position in the unlisted 2.5% fixed interest convertible
redeemable notes (“CNs”) of the Company

Name of Director
Nature of
interest Amount of CNs

Number of
underlying

Shares and (%)
to the issued

share capital of
the Company at

the Latest
Practicable Date

HK$

Mr. Chiang Pedro Personal 40,992,416 276,975,784 (9.78)
(Note)

Mr. Law Kar Po Personal 22,773,565 153,875,439 (5.44)

Mr. Wu Ka I, Miguel Personal 4,554,713 30,775,087 (1.09)

Mr. Hoi Man Pak Personal 13,664,137 92,325,250 (3.26)

Note: Mr. Chiang Pedro is deemed to be interested in 30,775,088 underlying Shares for which
his spouse is the beneficial owner.

Holders of the CNs are entitled to elect to convert the CNs into Shares of the
Company at the conversion price of HK$0.148 per Share (subject to adjustment)
until 27 April 2011.
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(iv) Long position in the unlisted warrants of the Company (“Warrants”)

Mr. Ung Choi Kun directly held 5,000,000 Warrants carrying the rights to

subscribe for 5,000,000 new Shares (representing approximately 0.18% of the issued

share capital of the Company at the Latest Practicable Date) of the Company at a

subscription price of HK$0.35 per Share (subject to adjustment) until 20 July 2007.

(v) Interests in other members of the Group

Each of Mr. Law Kar Po and Ms. Law Wing Yee, Wendy was interested in 10%

of the issued share capital of Star Palace.

(b) Particulars of Directors’ Service Contracts

As at the Latest Practicable Date, none of the Directors had any existing or proposed

service contract with the Company or any member of the Group which is not expiring or

terminable by the Group within one year without payment of compensation (other than

statutory compensation).

(c) Save as disclosed above, as at the Latest Practicable Date:

(i) none of the Directors and chief executive hold any interest or short position in

the shares, underlying shares and debentures of the Company or any of its

associated corporation (within the meaning of the SFO) notifiable to the

Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of

the SFO (including interests and short positions which they are taken or

deemed to have under such provisions of the SFO) or which are required,

pursuant to Section 352 of the SFO, to be entered in the register referred to

therein, or which are required, pursuant to the Model Code for Securities

Transactions by Directors of Listed Issuers of the Listing Rules, to be notified

to the Company and the Stock Exchange;

(ii) [apart from the Major and Connected Transaction in relation to the acquisition

of an interest in Companhia De Investimento E Desenvolvimento Continental

Ocean Limitada as disclosed in the Circular dated 22 March 2006,] none of the

Directors had any direct or indirect interest in any assets which have been,

since 31 December 2005 the date to which the latest published audited

accounts of the Group were made up, acquired or disposed of by, or leased to

the Company or any of its subsidiaries, or are proposed to be acquired or

disposed of by, or leased to, the Company or any of its subsidiaries; and

(iii) none of the Directors is materially interested in any contract or arrangement

entered into by the Company or any of its subsidiaries which contract or

arrangement is subsisting at the date of this circular and which is significant in

relation to the business of the Group.
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(d) Competing interest of directors and associates

As at the Latest Practicable Date, none of the Directors and their respective

associates were considered to have interests in any business which competes or is likely

to compete, either directly or indirectly, with the businesses of the Group pursuant to the

Listing Rules.

3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, so far as is known to the Directors, no persons (other

than the Directors or chief executive of the Company) had an interest or short position in the

Shares and underlying Shares which would fall to be disclosed to the Company under the

provisions of Divisions 2 and 3 of Part XV of the SFO, or were, directly or indirectly, interested

in 10% or more of the nominal value of any class of share capital carrying rights to vote in all

circumstances at general meetings of any subsidiary (within the meaning of the Listing Rules)

of the Group.

4. LITIGATION

As at the Latest Practicable Date, neither the Company nor any of its subsidiaries was

engaged in any litigation or arbitration of material importance and no litigation or claim of

material importance was known to the Directors to be pending or threatened by or against the

Company or any of its subsidiaries.

5. MISCELLANEOUS

(a) The head office and principal place of business of the Company in Hong Kong is

located at Room 2007, 20th Floor, West Tower, Shun Tak Centre, 168-200

Connaught Road, Central, Hong Kong. The registered office of the Company is

located at The RHB Trust Co., Ltd., P.O. Box 1787, Second Floor, One Capital

Place, Grand Cayman, Cayman Islands, British West Indies.

(b) The share registrars of the Company is Standard Registrars Limited, at 26th Floor,

Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong.

(c) The company secretary and qualified accountant of the Company is Mr. Law Chun

Choi, a fellow member of the Hong Kong Institute of Certified Public Accountants,

the Chartered Association of Certified Accountants, the Institute of Chartered

Secretaries and Administrators and the Hong Kong Institute of Company

Secretaries.

(d) In the event of inconsistency, the English text of this circular will prevail over the

Chinese text.
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