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CONNECTED TRANSACTIONS

During the year, the Group entered into the following connected transactions:

Acquisition of an additional 49% equity interest in Chen Ning
Plastics Machinery Company, Limited

On 24 April 2002, Productive Heat Treatment Company Limited ("Productive Heat"),
a wholly-owned subsidiary of the Group, entered into a share transfer agreement
("Chen Ning Share Transfer Agreement") with Nanbao Air-Conditioning Engineering
Company Limited ("Nanbao") and Taike Hydraulic Equipment (Shenzhen) Co, Ltd,
under which Productive Heat acquired from Nanbao a 49% equity interest in the
registered capital of Chen Ning Plastics Machinery Company, Limited ("Chen Ning"),
for a total consideration of approximately RMB4,356,000 (equivalent to approximately
HK$4,105,000). The consideration was determined based on the net asset value
of Chen Ning as at 3| December 2001 and was arrived at after arm's length

negotiations.

As at the date of the Chen Ning Share Transfer Agreement, Chen Ning was a 51%
owned subsidiary of the Group and Nanbao held the remaining 49% equity interest
in Chen Ning. Accordingly, Nanbao was a connected party of the Company and
the Chen Ning Share Transfer Agreement constituted a connected transaction of

the Company under the Listing Rules.

On 24 May 2002, the Chen Ning Share Transfer Agreement became unconditional
and was completed in accordance with the terms thereof. Negative goodwill arising
from the acquisition thereof amounted to approximately HK$3,854,000.

Disposal of the entire 51% equity interest in Guangzhou Chen
Gao Machinery Company, Limited

On 28 January 2003, Chen Hsong (Guangzhou) Investment Company Limited (*Chen
Hsong Guangzhou"), a wholly-owned subsidiary of the Group, entered into an equity
transfer agreement ("Chen Gao Equity Transfer Agreement") with Guangzhou
Mechanical Engineering Research Institute ("Guangzhou Research Institute"), Mr. Xu
Wayne Qiang ("MrXu"), Mr. Chen Robin Zhao Yu ("Mr. Chen") and Guangzhou Tian
He Hi-New Tech Product Development Zone Guang Yan Technology Development
Company ("Tian He Hi-Tech"), under which Chen Hsong Guangzhou disposed of

its entire 51% interest (of which 26% was to be transferred to Guangzhou Research
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Institute, 15% to Mr Xu and 10% to Mr. Chen) in the registered capital and related
rights of Guangzhou Chen Gao Machinery Company, Limited ("Chen Gao"), at a
total consideration of RMB6,500,000 (equivalent to approximately HK$6,124,000).

The consideration was arrived at after arm's length negotiations among the parties.

As at the date of the Chen Gao Equity Transfer Agreement, Chen Gao was a 51%
owned subsidiary of the Group and Guangzhou Research Institute was an associate
of Tian He Hi-Tech which held the remaining 49% interest in Chen Gao. Accordingly,
Guangzhou Research Institute was a connected party of the Company and the Chen
Gao Equity Transfer Agreement constituted a connected transaction of the Company

under the Listing Rules.

On 16 June 2003, the Chen Gao Equity Transfer Agreement became unconditional
and was completed in accordance with the terms thereof. The loss on disposal

thereof amounted to approximately HK$483,000.

CODE OF BEST PRACTICE

In the opinion of the directors, the Company complied with the Code of Best
Practice (the "Code"), as set out in Appendix 14 of the Listing Rules, throughout
the accounting period covered by the annual report, except that the non-executive
directors of the Company are not appointed for specific term as required by
paragraph 7 of the Code but are subject to retirement by rotation in accordance

with the Company's bye-laws.

AUDITORS

Ernst &Young retire and a resolution for their reappointment as auditors of the

Company will be proposed at the forthcoming annual general meeting.

On behalf of the Board

Chen CHIANG

Chairman

Hong Kong, 15 July 2003
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