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COSMOS MACHINERY ENTERPRISES LIMITED

大同機械企業有限公司

(Incorporated in Hong Kong with limited liability)

DISCLOSABLE AND CONNECTED TRANSACTION

SUMMARY

The directors (the “Directors”) of Cosmos Machinery Enterprises Limited (the “Company”, together with its subsidiaries, the “Group”) announce that Welltec Industrial Equipment Limited (“WIEL”), a wholly-owned subsidiary of the Company, and Dong Hua Machinery Limited (“Dong Hua”), a non wholly-owned subsidiary of the Company, have entered into a sale and purchase agreement (the “Agreement”) with Dongguan Fucheng Hongkan Industrial Development Company 東莞市附城紅磡實業發展公司(the “Vendor”) on 29th July, 2000. Pursuant to the Agreement, WIEL and Dong Hua have agreed to acquire a capital contribution of HK$3,176,471 and HK$1,323,529 respectively, representing 10.59% and 4.41% respectively of the total registered capital of HK$30,000,000 as at 31st December, 1999 in Dongguan Cosmos Machinery Limited (“DG Cosmos”) from the Vendor for a consideration of RMB4,294,822.96 (about HK$4,013,853.23) and RMB1,790,609.57 (about HK$1,673,466.89) respectively.

As the Vendor is a substantial shareholder of DG Cosmos, the entering into the Agreement by WIEL and Dong Hua constitutes a connected transaction of the Company under the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”). A circular giving details of the transaction will be despatched to shareholders of the Company as soon as practicable. 

1. 
THE AGREEMENT 

Date

29th July, 2000 

Parties

i. WIEL, a wholly-owned subsidiary of the Company 

ii. Dong Hua, a non wholly-owned subsidiary of the Company 

iii. Vendor, a substantial shareholder of DG Cosmos 

Particulars of the Agreement

Pursuant to the Agreement, WIEL and Dong Hua have agreed to acquire a capital contribution of HK$3,176,471 and HK$1,323,529 respectively, representing 10.59% and 4.41% respectively of the total registered capital of HK$30,000,000 as at 31st December, 1999 in DG Cosmos from the Vendor for a consideration of RMB4,294,822.96 (about HK$4,013,853.23) and RMB1,790,609.57 (about HK$1,673,466.89) respectively.

Assets to be acquired 

DG Cosmos, located in Dongguan, was incorporated in the People's Republic of China (“PRC”) on 2nd December, 1991 as a Sino-foreign joint venture which principal business is manufacturing, assembling and sales of industrial machinery in the PRC. It is owned as to 60% by WIEL, as to 25% by Dong Hua (a company owned as to 71.96% by the Group and as to 28.04% by three independent third parties) and as to 15% by the Vendor. Accordingly, after completion of the Agreement, WIEL and Dong Hua will own 70.59% and 29.41% interest respectively in DG Cosmos. In addition, the sole director nominated by the Vendor to the board of DG Cosmos resigned on 31st July, 2000 and accordingly, the number of board members reduced from seven to six. The total registered capital of DG Cosmos as at 31st December 1999 amounted to HK$30,000,000. The Sino-foreign joint venture contract is for a term of 15 years commencing 2nd December, 1991, which is renewable six months before its expiry. The audited net profit after tax (based on PRC accounting standard) of DG Cosmos for each of the two years ended 31st December, 1999 amounted to RMB1,064,209 (about HK$994,588) and RMB4,345,327 (about HK$4,061,053) respectively. The audited net asset value of DG Cosmos as at 31st December, 1999 amounted to RMB39,985,971 (about HK$37,370,066). 

Consideration

The considerations amounted to RMB4,294,822.96 (about HK$4,013,853.23) and RMB1,790,609.57 (about HK$1,673,466.89) payable by WIEL and Dong Hua respectively to the Vendor have been arrived at after arm's length negotiations between the parties and is on normal commercial terms after taking into account the financial performance and net asset value of DG Cosmos. The total consideration of RMB6,085,432.53 (about HK$5,687,320.12) represents a 1.4% premium to the attributable 15% of the audited net asset value of DG Cosmos as at 31st December, 1999. 

A sum of RMB2,200,000 (about HK$2,056,074.77) and RMB880,000 (about HK$822,429.91) have been paid by WIEL and Dong Hua respectively to the Vendor. The balance of the considerations shall be paid on or before 30th September, 2000 by internal resources of the respective companies.

The Directors, including the independent non-executive directors, consider that the terms of the Agreement are fair and reasonable so far as shareholders of the Company are concerned.

Completion date

Completion of the Agreement is conditional upon obtaining approvals from the relevant government authorities in the PRC for the transfer of the equity interest in DG Cosmos. The Agreement is expected to be completed on or before 10th August, 2000.
2.
 REASONS FOR ENTERING INTO THE AGREEMENT

The Group is principally engaged in manufacturing and trading of machinery and industrial tools. It is the Group's strategy to expand its manufacturing business. The Directors consider that the acquisition by WIEL and Dong Hua for a total of 15% interest in DG Cosmos is in line with the Group's current business strategy. The Directors believe that such acquisition will further enhance the profitability of the Company. Accordingly, the Directors, including the independent non-executive directors of the Company, consider that the terms of the Agreement are in the interest of the Company and are fair and reasonable so far as shareholders of the Company are concerned.
3. 
GENERAL

As the Vendor is a substantial shareholder of DG Cosmos, the entering into the Agreement by WIEL and Dong Hua constitutes a connected transaction of the Company under the Listing Rules. Pursuant to Rule 14.25 of the Listing Rules, details of the Agreement will be included in the next annual report of the Company. A circular giving details of the transaction will be despatched to shareholders of the Company as soon as practicable. 

By Order of the Board
Cosmos Machinery Enterprises Limited
Tang To
Chairman 

Hong Kong, 31st July, 2000 

Unless otherwise specified, the translation of Renminbi into Hong Kong dollars is based on the exchange rate of HK$1.00:RMB1.07. 
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