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(Incorporated in Hong Kong under the Companies Ordinance)

CONNECTED TRANSACTION

SUMMARY

The directors (the "Directors") of Cosmos Machinery Enterprises Limited (the "Company"), together with its subsidiaries (the "Group"), announce that Welltec Machinery Limited ("WML"), a wholly-owned subsidiary of the Company, and Karmay Industrial Limited ("Karmay"), a non wholly-owned subsidiary of the Company, have entered into a subscription agreement (the "Agreement") on 2nd January, 2002. Pursuant to the Agreement, WML has agreed to subscribe in cash for a total of 10,000,000 new shares in the capital of Karmay (the "New Shares"), representing approximately 67% in the enlarged issued share capital of Karmay, at a subscription price of HKD1.00 each (the "Subscription").

As one of the substantial shareholders of Karmay, Mr. CHUK Hoi Lung, is a director of the Group, therefore, entering into the Agreement by WML and Karmay constitutes a connected transaction of the Company pursuant to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited (the "Listing Rules"). The total consideration for the Subscription represents less than three (3%) of the unaudited consolidated net tangible asset value of the Company and its subsidiaries as at 30th June, 2001. This announcement is made pursuant to Rule 14.25(1) of the Listing Rules for the purposes of providing the shareholders of the Company with brief details relating to Subscription.

1.
THE AGREEMENT

Date of the Agreement

2nd January, 2002

Parties

i.
WML, being the subscriber of the New Shares

ii.
Karmay, being the issuer of the New Shares

Particulars of the Agreement

Pursuant to the Agreement, WML has agreed to subscribe in cash for a total of 10,000,000 new shares in the capital of Karmay, representing approximately 67% of the enlarged issued share capital of Karmay at a subscription price of HKD1.00 for each new share.

Prior to completion of the Subscription, WML is interested in 3,923,889 shares, representing approximately 78.8% of the existing issued share capital of Karmay.


Shareholding of Karmay immediate
Shareholding of Karmay immediate


before the Subscription
after the Subscription
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Particulars of the New Shares to be subscribed

10,000,000 new shares represent approximately 200% and 67% of the existing issued share capital and of the enlarged issued share capital of Karmay respectively. The New Shares, fully paid upon allotment, shall rank pari passu in all respects with all existing shares of Karmay including the right to vote and to participate in all dividends, bonuses or distributions that may be declared after the completion date of the Agreement.

Karmay was incorporated in Hong Kong on 15th August, 1995 as a limited company of which principal business is in the People's Republic of China for manufacturing and sales of plastic utensils for food industry. It is presently owned as to approximately 78.8% by the Group and as to approximately 14.5% and 6.7% by two directors of the Group, namely Mr. CHUK Hoi Lung and Mr. SO Kar Lun respectively. Accordingly, after completion of the Agreement, Karmay will be owned as to approximately 92.95% comprising 13,923,889 shares by WML, as to approximately 4.82% comprising 722,222 shares and 2.23% comprising 333,333 shares by two directors of the Group respectively. The Company has no present intention to acquire the remaining shares of Karmay. The total issued share capital of Karmay as at 31st December, 2000 amounted to HKD4,979,444. The audited net loss after tax of Karmay for the two years ended 31st December, 2000 respectively amounted to HKD644,929 and HKD218,617. The value of audited net liabilities of Karmay as at 31st December, 2000 amounted to HKD1,019,566.

Subscription Price

The subscription price of HKD1.00 each of the New Shares payable to Karmay by WML has been arrived at after arm's length negotiations between the parties and is on normal commercial terms after taking into account the financial performance of Karmay.

The Directors, including independent non-executive directors, consider using par value of shares in the capital of Karmay as a basis of calculation of subscription price is fair and reasonable. The total subscription price amounted to HKD10,000,000 shall be paid on or before 31st January, 2002 by internal resources of WML.

Completion date

Completion of the Agreement is conditional upon satisfaction of all registration procedures as required by the Companies Ordinance. Completion of the Agreement is expected to be on 31st January, 2002 or a later date as such parties may agree.

2.
REASONS FOR ENTERING INTO THE AGREEMENT

The Group is principally engaged in manufacturing and trading of machinery and industrial tools. The Group's strategy is to expand its manufacturing business, including plastic products and to enhance capital structure of the Group by reallocation of resources to more effective uses. The funds raised from the Subscription will be used as working capital of Karmay. The Directors consider that the Subscription is in line with the Group's current business strategy and with a view to enhance the profitability of the Company by improving capital structure of the subsidiaries. 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 one of the substantial shareholders of Karmay, Mr. CHUK Hoi Lung, is a director of the Group, therefore, entering into the Agreement by WML and Karmay constitutes a connected transaction of the Company pursuant to the Listing Rules. The total consideration for the Subscription represents less than three (3%) of the unaudited consolidated net tangible asset value of the Company and its subsidiaries as at 30th June, 2001. This announcement is made pursuant to Rule 14.25(1) of the Listing Rules for the purposes of providing the shareholders of the Company with brief details relating to Subscription. Further details of the transaction will also be included in the next Annual Report of the Company pursuant to the Listing Rules.

By Order of the Board

Cosmos Machinery Enterprises Limited

TANG To

Chairman

Hong Kong, 2nd January, 2002

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