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CHINA PHARMACEUTICAL ENTERPRISE AND INVESTMENT CORPORATION LTD.

TEREBFAERE | RYBESIELE 28 18 2802-6 =
Rooms 2802-6, 28/F., Offi Harbour Road, Wanchai, Hong Kong.

TR -

July 15, 2002 T 02042641 File No. 82-4135

The U.S. Securities and Exchange Commission

VIA COURIER
450 Fifth Street, N.W. o
Room 3099 ‘:i
Office of International Corporate Finance at
Mail Stop 3-7 SE@ o
Washington D.C. 20549 PROCES =
:‘:{“3
Dear Sir A

Re: China Pharmaceutical Enterprise and Investment Corporation Limited (the
“Company”)

File No. 82-4135

We, a company incorporated in Hong Kong, furnish herewith the following documents

of the Company pursuant to Rule 12g3-2(b) (iii) under the Securities Exchange Act of
1934:

(1) an announcement dated December 27, 2001 relating to connected transaction;
(i)  an announcement dated January 16, 2002 relating to ongoing connected
transactions;
(iii)  acircular dated February 6, 2002 relating to ongoing connected transactions;
(iv)  an announcement dated March 20, 2002 relating to the passing away of a
director;
v) an announcement dated April 22, 2002 relating to connected and discloseable
transaction and ongoing connected transactions;
(vi)  an announcement dated April 22, 2002 relating to the final results for the year
ended December 31, 2001;
(vil) the Company’s annual report dated April 22, 2001 for the year ended
December 31, 2001;
(viii)

a circular dated April 26, 2002 relating to proposals involving increase in

authorised share capital and general mandates to repurchase shares and to issue

shares; and




(viii) a circular dated May 10, 2002 relating to connected and discloseable

transaction and ongoing connected transactions.

If you have any questions regarding this information, please do not hesitate to contact
the undersigned at (852) 2802-3011 or by fax at (852) 2802-4552.

Please acknowledge receipt of this letter and its enclosures by date-stamping and
returning the enclosed copy of this letter to us by fax at (852) 2802-4552.

Yours faithfully,
For and on behalf of
China Pharmaceutical Enterprise

and Investment Corporation Limited

-

Eddie Chak

Financial Controller




THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this document or as to the action you should
take, you should consult your stockbroker or other registered dealer in securities, bank
manager, solicitor, professional accountant or other professional adviser.

If you have sold all your shares in CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED, you should at cnce hand this document with
the accompanying proxy form to the purchaser or to the bank, stockbroker or other agent
through whom the sale was effected for transmission to the purchaser.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this
document, makes no representation as to its accuracy or completeness and expressly
disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon
the whole or any part of the contents of this document.

CHINA PHARMACEUTICAL ENTERPRISE AND  _,
INVESTMENT CORPORATION LIMITED <
FEREERBELERAR QA _
[

(Incorporated in Hong Kong under the Companies Ordinance)

PROPOSALS INVOLVING
INCREASE IN AUTHORISED SHARE CAPITAL AND
GENERAL MANDATES TO REPURCHASE SHARES
AND
TO ISSUE SHARES

A notice convening an extraordinary general meeting of China Pharmaceutical Enterprise
and Investment Corporation Limited to be held at Boardroom, Mezzanine Floor,-
Renaissance Harbour View Hotel, 1 Harbour Road, Wanchai, Hong Kong on Monday, May
27, 2002 at 10:10 a.m. (or so soon thereafter as the annual general meeting convened for
the same place and date at 10:00 a.m. shall have been concluded or adjourned) is set out
on pages 6 to 8 of this document. Whether or not you propose to attend the meeting, you
are /requested to complete the accompanying proxy form in accordance with the
mstructions printed thereon and return the same to the registered office of the Company at
/’/ Rooms 2802-2806, 28th Floor, Office Tower, Convention Plaza, Wanchal, Hong Kong as
(‘ soon as possible and in any event not less than 48 hours before the time appointed for
_____~holding of the meeting or any adjournment thereof.

Hong Kong, April 26, 2002




DEFINITIONS

In this document, the following expressions have the following meanings unless the context

requires otherwise.—

“Companies Ordinance”

“Company"

"Extraordinary General Meeting'

"Latest Practicable Date’’
“Listing Rules"

“Repurchase Proposal”

“Repurchase Resolution”

“Share(s)”

“Share Repurchase Rules”

""‘Share Repurchase Code"”

the Companies Ordinance (Chapter 32) of the Laws of
Hong Kong

China Pharmaceutical Enterprise and Investment
Corporation Limited, a company incorporated in Hong
Kong with limited liability under the Companies
Ordinance

the extraordinary general meeting of the Company to
be held at Boardroom, Mezzanine Floor, Renaissance
Harbour View Hotel, 1 Harbour Road, Wanchai, Hong
Kong on Monday, May 27, 2002 at 10:10 a.m. {or so soon
thereafter as the annual general meeting of the
Company convened for the same place and date at
10,00 a.m. shall have been concluded or adjourned),
notice of which is set out on pages 6 to 8 of this
document

April 26, 2002, being the latest practicable date prior to
the printing of this document

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited

the proposal to give a general mandate to the Directors
to exercise the powers of the Company to repurchase
during the period as set out in the Repurchase
Resolution Shares up to a maximum of 10% of the issued
share capital of the Company as at the date of the
Repurchase Resolution

the proposed ordinary resclution as referred to in
resolution no.l of the notice of the Extraordinary
General Meeting

share(s) of HK$0.10 each in the share capital of the
Company

the relevant rules set out in the Listing Rules to regulate
the repurchase by companies with primary listing on
the Stock Exchange of their own securities on the Stock
Exchange

the Hong Kong Code on Share Repurchases




DEFINITIONS

"“Stock Exchange” The Stock Exchange of Hong Kong Limited
"“Takeovers Code” the Hong Kong Code on Takeovers and Mergers

“HK$” Hong Kong dollars, the lawfully currency of Hong Kong
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LETTER FROM THE CHAIRMVIAN

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FPEHRELRBTEBR LA

(Incorporated in Hong Kong under the Companies Ordinance)

Executive Directors: Registered Office:

CAI Dong Chen (Chairman) Rooms 2802-2806,

DING Er Gang 28th Floor, Office Tower,
LIU Yi Convention Plaza, ‘
QU Ji Guang 1 Harbour Road,

WANG Xian Jun Wanchai,

WEI Fu Min Hong Kong.

YUE Jin

Independent Non-executive Directors:

HUO Zhen Xing
LEE Ka Sze, Carmelo
QI Mou Jia
Hong Kong, April 26, 2002

To the shareholders
Dear Sir or Madam,

PROPOSALS INVOLVING
INCREASE IN THE AUTHORISED SHARE CAPITAL
AND GENERAL MANDATES
TO REPURCHASE SHARES AND TO ISSUE SHARES

INCREASE IN AUTHORISED SHARE CAPITAL

An ordinary resolution will be proposed to the shareholders of the Company at the
Extraordinary General Meeting to approve an increase of authorised share capital of the
Company from HK$150,000,000 to HK$300,000,000 by the creation of an additional
1,500,000,000 new shares of HK$0.10 each in the capital of the Company so that a sufficient
numbper of unissued shares are available for future purpose. As at the Latest Practicable
Date, the issued share capital of the Company comprised 1,240,447 279 Shares and the
unissued share capital of the Company comprised 259,552,721 Shares.

GENERAL MANDATE TO REPURCHASE SHARES

At the extraordinary general meeting of the Company held on May 28, 2001, a general
mandate was given by the Company to the Directors to exercise the powers of the Company
to repurchase Shares. Such mandate will lapse at the conclusion of the forthcoming annual
general meeting of the Company. The Directors propose to seek your approval of the
Repurchase Resolution to be proposed at the Extraordinary General Meeting. An
explanatory statement as required under the Share Repurchase Rules to provide the
requisite information of the Repurchase Proposal is set out in the appendix hereto.

1




LETTER FROM THE CHAIRIVIAN

GENERAL MANDATE TO ISSUE SHARES

It will also be proposed at the Extraordinary General Meeting two ordinary resolutions
respectively granting to the Directors a general mandate to allot, issue and deal with Shares
not exceeding 20% of the issued share capital of the Company as at the date of passing the
resolution and adding to such general mandate so granted to the Directors any Shares
representing the aggregate nominal amount of the Shares repurchased by the Company
after the granting of the general mandate to repurchase up to 10% of the issued share capital
of the Company as at the date of passing the Repurchase Resolution.

EXTRAORDINARY GENERAL MEETING

On pages 6 to 8 of this document, you will find a notice convening the Extraordinary
General Meeting at which ordinary resolutions will be proposed to:—

increase the authorised share capital of the Company;

- grant to the Directors a general mandate to exercise all powers of the Company to
repurchase Shares on the Stock Exchange representing up to 10% of the issued
share capital of the Company as at the date of passing the Repurchase Resclution;

— grant to the Directors a general mandate to authorise the Directors to allot, issue
and deal with Shares with an aggregate nominal value not exceeding 20% of the
aggregate nominal amount of the issued share capital of the Company as at the
date of passing such resolution; and

—  extend the general mandate which will be granted to the Directors to allot, issue
and deal with additional Shares by adding to it the number of Shares repurchased
under the Repurchase Proposal after the granting of the general mandate.

ACTION TO BE TAKEN

A proxy form for use at the Extraordinary General Meeting is enclosed herein. Whether
or not you intend to attend the Extraordinary General Meeting, you are requested to
complete the proxy form and return it to the registered office of the Company at Rooms
2802-2806, 28th Floor, Office Tower, Convention Plaza, 1 Harbour Road, Wanchai, Hong Kong
not less than 48 hours before the time appointed for holding the Extraordinary General
Meeting. Completion and return of a proxy form will not prevent shareholders from
attending and voting at the Extraordinary General Meeting if they so wish.

RECOMMENDATION

The Directors believe that all the above-mentioned resclutions tc be proposed at the
Extraordinary Ceneral Meeting are in the best interests of the Company and its
shareholders. Accordingly, the Directors recommend that all shareholders should vote in
favour of the resolutions set out in the notice of Extraordinary General Meeting.

By Order of the Board
CAI Dong Chen
Chalrman



APPENDIX EXPLANATORY STATEMENT

This appendix serves as an explanatory statement, as required by the Share Repurchase
Rules, to provide requisite information to you for your consideration of the proposal to permit
the repurchase of Shares up to a maximum of 10% of the issued share capital of the Company
as at the date of the Repurchase Resolution.

This appendix also constitutes the memorandum required under Section 49BA(3) of the
Companies Ordinance.

1. Share Capital

As at the Latest Practicable Date, the issued share capital of the Company comprised
1,240,447 279 Shares.

Subject to the passing of the Repurchase Resolution and on the basis that no further
Shares are issued or repurchased prior to the Extraordinary General Meeting, the Company
would be allowed under the Repurchase Resoluticon to repurchase a maximum of 124,044,727
Shares representing not more than 10% of the issued share capital at the Latest Practicable
Date.

2. Reasons for Repurchase

The Directors believe that the Repurchase Proposal is in the best interests of the
Company and its shareholders. Such repurchase may, depending on market conditions and
funding arrangements at the time, lead to an enhancement of the net assets and/or earnings
per Share of the Company and will only be made when the Directors believe that such a
repurchase will benefit the Company and its shareholders.

3. TFunding of Repurchases

In repurchasing Shares, the Company may only apply funds legally available for such
purpose in accordance with its memorandum and articles of association and the Companies
Ordinance. The Companies Ordinance provides that the amount of capital repaid in
connection with a share repurchase may only be paidAfrom the distributable profits of the
Company and/or the proceeds of a new issue of Shares, made for the purpose of the
repurchase to such an extent allowable under the Companies Crdinance.

There might be an adverse impact on the working capital or gearing position of the
Company as compared with the position disclosed in the audited accounts contained in the
annual report for the year ended 31st December, 2001 in the event that the Repurchase
Proposal were to be carried out in full at any time during the proposed repurchase period.
However, the Directors do not propose to exercise the Repurchase Proposal to such extent as
would, in the circumstances, have a material adverse effect on the working capital
requirements of the Company or the gearing levels which in the opinion of the Directors are
from time to time appropriate for the Company.
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4. Share Prices

The highest and lowest prices at which the Shares have traded on the Stock Exchange
during each of the previous twelve months before the Latest Practicable Date were as
follows:—

Shares

Highest Lowest
2001 HK$ HK$
April 1.20 0.79
May , 1.09 0.83
June . 1.25 0.88
July 1.00 0.77
August _ 0.7S 0.66
September 0.70 0.50
October 0.81 0.59
November 0.87 0.75
December 0.80 0.70
2002
January 0.19 0.70
February 0.82 0.73
March 0.94 0.715

5. Undertaking

The Directors have undertaken to the Stock Exchange that, so far as the same may be
applicable, they will exercise the powers of the Company to make repurchases pursuant to
the Repurchase Resclution and in accordance with the Listing Rules and the applicable laws
of Hong Kong.

None of the Directors nor, to the best of their knowledge having made all reasonable
enquiries, their associates, have any present intention to sell any Shares to the Company or
its subsidiaries under the Repurchase Proposal if such is approved by the shareholders.

No other connected persons (as defined in the Listing Rules) have notified the Company
that they have a present intention to sell Shares to the Company or its subsidiaries, or have
undertaken not to do so, in the event that the Repurchase Proposal is approved by the
shareholders.

6. Takeover Code

If on the exercise of the power to repurchase Shares pursuant to the Repurchase
Proposal, a shareholder’'s proportionate interest in the. voting rights of the Company
Increases, such increase will be treated as an acquisition for the purposes of Rule 32 of the
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Takeovers Code. As a result, a shareholder or group of shareholders acting in concert could
obtain or ceonsolidate control of the Company and become obliged to make a mandatory
offer in accordance with Rules 26 and 32 of the Takeovers Code.

According to the register maintained by the Company pursuant to Section 16 of the
Securities (Disclosure of Interests) Ordinance as at the Latest Practicable Date, Shijiazhuang
Pharmaceutical Group Co. Ltd. together with its associates were beneficially interested in
651,054,779 Shares representing approximately 52.49% of the issued share capital of the
Company. Based on such shareholdings and in the event that the Directors exercised in full
the power to repurchase Shares pursuant to the Repurchase Mandate, the shareholdings of
Shijiazhuang Pharmaceutical Croup Co. Ltd. together with its associates in the Company
would be increased to approximately 58.32% of the issued share capital of the Company.
The Directors are not aware of any consequences which may arise under the Takeovers
Code as a result of any repurchases made under the Repurchase Proposal. The Company
may not repurchase Shares which would result in the amount of Shares held by the public
being reduced to less than 25%.

1. Shareé Repurchase made by the Company

The Company had not repurchased any Shares (whether on the Stock Exchange or
otherwise) in the six months preceding the date of this document.




NOTICE OF EXTRAORDINARY GENERAL MEETING

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
PEHERELXREFTR LA

(Incorporated in Hong Kong under the Companies Ordinance)

NOTICE IS HEREBY GIVEN that an Extraordinary General Meeting of the Company
will be held at Boardroom, Mezzanine Floor, Renaissance Harbour View Hotel, 1 Harbour
Road, Wanchai, Hong Kong on Monday, May 27, 2002 at 10:10 a.m. (or so soon thereafter as
the Annual General Meeting of the Company convened for the same date and place at 10:00
a.m. shall have been concluded or adjourned) for the purpose of considering and, if thought
fit, passing the following resolutions which will be proposed as ordinary resolutions of the
Company:— ‘

ORDINARY RESOLUTIONS

1. "THAT the authorised share capital of the Company of HK$150,000,000 divided into
1,500,000,000 shares of HK$0.10 each be and is hereby increased to HK$300,000,000
divided into 3,000,000,000 shares of HK$0.10 each by the creation of an additional
1,500,000,000 shares of HK$0.10 each.”

2.  "THAT: -

(@

(b)

©

subject to paragraph (b) below, the exercise by the Directors of the Company
during the Relevant Period (as hereinafter defined) of all the powers of the
Company to repurchase shares of HK$0.10 each in the capital of the Company on
The Stock Exchange of Hong Kong Limited (''Stock Exchange'') or on any other
stock exchange on which the securities of the Company may be listed and
recognised by the Securities and Futures Commission and the Stock Exchange for
this purpose, subject to and in accordance with all applicable laws and the
requirements of the Rules Governing the Listing of Securities on the Stock
Exchange or of any other stock exchange as amended from time to time, be and is
hereby generally and unconditionally approved;

the aggregate nominal amount of shares of the Company which the Director of the
Company are authorised to repurchase pursuant to the approval in paragraph (a)
above shall not exceed 10% of the aggregate nominal amount of the issued share
capital of the Company as at the date of this resolution, and the said approval shall
be limited accordingly; and

for the purposes of this resolution, "Relevant Pericd'' means the period from the
passing of this resolution until whichever is the earlier of.-

(1) the conclusion of the next annual general meeting of the Company;
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(ii) the expiration of the period within which the next annual general meeting of
the Company is required by law or the articles of association of the Company
to be held; and

(iii) the date on which the authority set out in this resolution is revoked or varied
by an ordinary resolution of the shareholders of the Company in general
meeting."”

3.  "THAT -

(&)

(b)

©

(d)

subject to paragraph (¢) below and pursuant to Section 57B of the Companies
Ordinance, the exercise by the Directors of the Company during the Relevant
Period (as hereinafter defined) of all the powers of the Company to allot, issue and
deal with additicnal shares of HK$0.10 each in the capital of the Company and to
make or grant offers, agreements and options (including bonds, warrants and
debentures convertible into shares of the Company) which would or might require
the exercise of such power be and is hereby generally and unconditionally
approved,

the approval in paragraph (a) above shall authorise the Directors of the Company
during the Relevant Period (as hereinafter defined) to make or grant offers,
agreements and options (including bonds, warrants and debentures convertible
into shares of the Company) which would or might require the exercise of such
power after the end of the Relevant Period,;

the aggregate nominal amount of share capital allotted or agreed conditionally or
unconditionally to be allotted (whether pursuant to an option or otherwise) and
issued by the Directors of the Company pursuant to the approval in paragraph (a)
above, otherwise than pursuant to (1) a Rights Issue (as hereinafter defined); (ii) an
issue of shares upon the exercise of rights of subscription or conversion under the
terms of any warrants of the Company or any securities which are convertible into
shares of the Company; (iii) an issue of shares as scrip dividends pursuant to the
articles of association of the Company from time to time; or (iv) an issue of shares
under any option scheme or similar arrangement for the grant or issue of shares or
rights to acquire shares of the Company, shall not exceed 20% of the aggregate
nominal amount of the issued share capital of the Company as at the date of passing
this resolution, and the said approval shall be limited accordingly; and

for the purpose of this resclution,

“Relevant Period"” means the period from the passing of this resolution until
whichever is the earlier of:- )

(i) the conclusion of the next annual general meeting of the Company;
(i) the expiration of the period within'which the next annual general meeting of

the Company is required by law or the articles of association of the Company
to be held; and
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(1ii) the date on which the authority set out in this resolution is revoked or varied
by an ordinary resclution of the shareholders of the Company in general
meeting; and

"Rights Issue’’ means an offer of shares open for a pericd fixed by the
Directors of the Company to the holders of shares of the Company on the
register on a fixed record date in proportion to their then holdings of such
shares as at that date (subject to such exclusions or other arrangements as the
Directors of the Company may deem necessary or expedient in relation to
fractional entitlements or having regard to any restrictions or obligations
under the laws of, or the requirements of any recognised regulatory body or
any stock exchange in, any territory outside Hong Kong applicable to the
Company).”

“THAT subject to the passing of the resolution nos. 2 and 3 set cut in the notice
convening the meeting, the general mandate granted to the Directors of the Company
to allot, issue and deal with additional shares pursuant to resolution no.3 set out in the
notice convening this meeting be and is hereby extended by the addition thereto of an
amount representing the aggregate nominal amount of shares in the capital of the
Company repurchased by the Company under the authority granted pursuant to
resolution no.2 set out in the notice convening this meeting, provided that such amount
of shares so repurchased shall not exceed 10% of the aggregate nominal amount of the
issued share capital of the Company as at the date of the said resolution.”

By Order of the Board
CAI Dong Chen
Chairman

Hong Kong, April 26, 2002

Notes:—

L.

Any member entitled to attend and vote at the meeting is entitled to appoint one or more proxies to
attend and, on a poll, vote instead of him. A proxy need not be a member of the Company.

To be valid, a form of proxy, together with any power of attcrney or other authority (if any) under which it
is signed, or a notarially certified copy thereof, must be lodged with the registered office of the Company
at Rooms 2802-2808, 28th Floor, Office Tower, Convention Plaza, 1 Harbour Road, Wanchai, Hong Kong
not less than 48 hours before the time appointed for holding the meeting or any adjournment thereof.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular, or as to the action to be taken, you should
consult your stockbroker or other registered dealer in securities, bank manager, solicitor, professional
accountant or other professional adviser.

If you have sold or transferred all your shares in China Pharmaceutical Enterprise and Investment
Corporation Limited, you should at once hand this circular, together with the enclosed form of proxy,
to the purchaser or the transferee or to the bank, stockbroker or other agent through whom the sale
was effected for transmission to the purchaser or the transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular,
makes no representation as to its accuracy or completeness and expressly disclaims any liability

whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the
contents of this circular. :

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FTRRELXRKEFTRLF

(Incorporated in Hong Kong under the Companies Ordinance)

o

™o

DISCLOSEABLE AND CONNECTED TRANSACTION =
AND ~
ONGOING CONNECTED TRANSACTIONS “?

EES I

Financial adviser to
China Pharmaceutical Enterprise and Investment Corporation Limited

BNP PARIBAS PEREGRINE

Y

Independent financial adviser to the Independent Board Committee

KINGSWAY CAPITAL LIMITED

A letter from the Independent Board Committee is set out on page 18 of this circular.

A letter from Kingsway Capital Limited, the independent financial adviser, containing its advice to the
Independent Board Committee is set out on pages 19 to 26 of this circular.

A notice convening an extraordinary general meeting of China Pharmaceutical Enterprise and
Investment Corporation Limited to be held at Boardroom, Mezzanine Floor, Renaissance Harbour View
Hotel, 1 Harbour Road, Wanchai, Hong Kong on Monday, 27th May, 2002 at 10:20 am. (or so soon
thereafter as the extraordinary general meeting convened for the same place and date at 10:10 a.m.
shall have been concluded or adjourned) is set out on pages 47 to 48 of this circular. Whether or not
you are able to attend the meeting, you are requested to complete and return the enclosed form of
proxy in accordance with the instructions printed thereon as soon as possible to the registered office of
China Pharmaceutical Enterprise and Investment Corporation Limited at Rooms 2802-2806, 28th Floor,
Office Tower, Convention Plaza, 1| Harbour Road, Wanchai, Hong Kong in any event not less than 48
hours before the time appocinted for holding of the meeting or any adjourned meeting thereof.
Completion and return of the form of proxy will not preclude you from attending and voting at the
meeting or any adjourned meeting thereof should you so desire.

10th May, 2002
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DEFINITIONS

In this circular, the fQHowz'ng expressions have the following nﬁeam’ngs unless the context

requires otherwise:

"Acquisition”’

"'Acquisition Agreement”’

""associate(s)"
“Board”

“Bulk Production
Property Interests”

“'Chairman’

“Company”’

“"Completion”

"“Completion Asset Value”

"“Completion Current Assets’

“Completion Liabilities

the transaction contemplated under the Acquisition
Agreement

the conditional agreement dated 22nd April, 2002
entered into between the Company, as the purchaser,
and SPG and Ouyi, as the vendors in relation to the
sale and purchase of entire issued share capital of
PRC Co

has the meanihg ascribed to it under the Listing Rules
the board of Directors

land and factory buildings located at No. 47 Fengshou
Road, Shijiazhuang, Hebei Province, the PRC, part of
which are currently being leased by one of the
Company’s subsidiaries (namely Zhongkang) from
HPF for the manufacture of bulk pharmaceutical
products

" the chairman of the Board

China Pharmaceutical Enterprise and Investment
Corporation Limited, a company incorporated in
Hong Kong with limited liability, the shares of which
are listed on the main board of the Stock Exchange

completion of the Acquisition, which is subject to,
among others, the conditions as set out in the
paragraph headed "‘Conditions’’ being fulfilled or
waived (if applicable) by the Company

the value of the Preparation Production Lines and the
Bulk Production Property Interests (excluding the
accumulated depreciation and amortisation) to be
shown in the management account of PRC Co as at the
date of Completion

the value of total current assets of PRC Co to be
shown in the management account of PRC Co as at the
date of Completion '

the value of total liabilities (including current
liabilities and non-current liabilities) of PRC Co to be
shown in the management account of PRC Co as at the
date of Completion




DEFINITIONS

“Completion Result”

“Consideration Shares”

“Director(s)”

“Extraordinary General
Meeting' or "EGM"

“Existing Lease
Agreement”

r(Grouer

“Hong Kong”’

HHPFH

“Independent Board
Committee”

“Independent Shareholders”

the profit or loss after taxation to be shown in the
management account of PRC Co for the period from
its establishment to the date of Completion

219,111,382 Shares to be issued and allotted at the
issue price of HK$0.83 each for the settlement of the
consideration payable under the Acquisition
Agreement

the director(s) of the Company

the extraordinary general meeting of the Company to
be convened at Boardroom, Mezzanine Floor,
Renaissance Harbour View Hotel, 1 Harbour Road,
Wanchai, Hong Kong on Monday, 27th May, 2002 at
10:20 a.m. (or as soon thereafter as the extraordinary
general meeting convened for the same place and
date at 10:10 a.m. shall have been concluded or
adjourned) to consider and approve, among others,
the Acquisition and the Non-exempted Ongoing
Connected Transaction including any adjourned
meeting thereof

the lease agreement dated llth December, 1996
entered into between Zhongkang and HPF in
connection with certain Bulk Production Property
Interests, details of which was disclosed in the
Company's announcement dated llth December,
1996

the Company together with its subsidiaries

The Hong Kong Special Administrative Region of the
PRC

Shijiazhuang Pharmaceutical Croup Company
Limited Hebei Pharmaceutical Factory (f &K gk
ELEAR A EMALHZE5 M), which is established in
the PRC and wholly-owned by SPG

an independent committee of the Board consisting of
Mr. Huo Zhen Xing and Mr. Qi Mou Jia appointed by
the Board to advise the Independent Shareholders in
respect of the Acquisition and the Non-exempted
Ongoing Connected Transaction

Shareholders other than SPG and its associates




DEFINITIONS

“Kingsway"’

“Latest Practicable Date’’

“Listing Committee"

“Listing Rules”

“Non-exempted Ongoing
Connected Transaction”

“'Ongoing Connected
Transactions’’

“Ouyi”

HPch

“PRC Co"

Kingsway Capital Limited, an investment adviser
registered under the Securities Ordinance (Chapter
333 of the Laws of Hong Kong) and the independent
financial adviser to the Independent Board
Commiittee

8th May, 2002, being the latest practicable date
before the printing of this circular for ascertaining
certain information for the purpose of inclusion in this
circular ’

the Listing Committee of the Stock Exchange

the Rules Governing the Listing of Securities on the
Stock Exchange

the provision of processing services by an associate
of SPG to PRC Co, which the Directors expect the
annual transaction amount may exceed the higher of
HK$10,000,000 or 3% of the net tangible asset value
of the Group and whose details are set out in
paragraph (C) under the section headed '"Ongoing
Connected Transactions' in this circular

the connected transactions (including the
Non-exempted Ongoing Connected Transaction), as
described in paragraph headed ‘'‘Ongoing
Connected Transactions’ in this circular, which will
constitute connected transactions to the Company
and are subject to disclosure/independent
shareholders’ approval under the Listing Rules

Shijiazhuang Pharmaceutical Group Ouyi
Pharmaceutical Company Limited (AT HIZEEH
BAEEEEARAR), a limited liability company
established in the PRC, whose entire issued share
capital is beneficially wholly-owned by SPG

People’s Republic of China, for the purpose of this
circular, excluding Hong Kong, the Macau Special
Administrative Region and Taiwan

a limited liability company to be established in the
PRC, whose principal assets will be the Preparation
Production Lines, the Bulk Production Property
Interests and general working capital of
RMB10,963,408, which will be owned as to about 97%
and 3% by SPG and Ouyi respectively before
Completion and will become a wholly-owned
subsidiary of the Company after Completion

3




DEFINITIONS

"“Preparation Production
Lines”

“"Second Pharmaceutical”

“SDI Ordinance"

“'Share(s)"

“Shareholder(s)”

“SPG

“SPG Group”

‘“Stock Exchange”

“"Termination Agreement”’

“Vigers"

“Zhongkang”’

“HK$

the production lines (including production facilities
and certain relevant property interests (i.e., land use
rights and factory buildings where the production
lines are located)) principally for the manufacture of
pharmaceutical preparation products, such as
penicillin, amoxicillin, cefazolin and cefoperazone
products

Shijiazhuang Municipal Second Pharmaceutical
Factory (AZREMHE_HIZEM), a limited liability
company established in the PRC, which is an
associate of SPG and hence a connected person to the
Company pursuant to the Listing Rules

Securities (Disclosure of Interests) Ordinance
(Chapter 396 of the Laws of Hong Kong)

share(s) of HK$0.10 each in the share capital of the
Company

the shareholder(s) of the Company

Shijiazhuang Pharmaceutical Group Company
Limited (AXERZEEFAFRAF), a limited liability
company established in the PRC and the controlling
shareholder of the Company

SPG together with its subsidiaries exciuding the
Group

The Stock Exchange of Hong Kong Limited

the agreement dated 22nd April, 2002 entered into
between Zhongkang and HPF in connection with the
termination of the Existing Lease Agreement upon
Completion

Vigers Hong Kong Limited, a firm of independent
land, building, plant and machinery valuers

Hebei Zhongkang Pharmaceutical Company Limited
(AL HERR AR, a limited liability company
established in the PRC and a subsidiary of the
Company which is effectively owned as to 9% by the
Company and 1% by SPG

Hong Kong dollars, the lawful currency of Hong Kong




DEFINITIONS

“"RMB” Renminbi, the lawful currency of the PRC
“sq.m."”’ square metre(s)
%" per cent.

Note: For information purpose only, the translation of RMB to HK$ in this circular is based on the
exchange rate of RMB1.06 to HK$1.00.




LETTER FROM THE CHAIRMAN

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FREELXRBETR QA

(Incorporated in Hong Kong under the Companies Ordinance)

BOARD OF DIRECTORS Registered Office:
CAI Dong Chen (Chairman) Rooms 2802-2806
DING Er Gang 28th Floor

LIUYi Office Tower

QU Ji Guang Convention Plaza
WANG Xian Jun 1 Harbour Road
WEI Fu Min Wanchai

YUE Jin Hong Kong

HUO Zhen Xing*

LEE Ka Sze, Carmelo*

QI Mou Jia*

* [ndependent non-executive Director

10th May, 2002
To the Shareholders
Dear Sir or Madam,

DISCLOSEABLE AND CONNECTED TRANSACTION
AND
ONGOING CONNECTED TRANSACTIONS

1. INTRODUCTION

On 22nd April, 2002, the Company entered into the Acquisition Agreement with its
controlling shareholder (namely SPG) and one of SPG's indirectly wholly-owned subsidiaries
(namely Ouyi) pursuant to which the Company will acquire the entire issued share capital of
PRC Co, which will be established in the PRC to engage principally in the manufacture of
pharmaceutical preparation prcducts, for an aggregate consideration of RMB216,000,000
(equivalent to about HK$203.8 million). The consideration will be satisfied by way of the
issuance and allotment of 219,111,382 Shares at the issue price of HK$0.93 per Share.

Following Completion, the Group will enter into the Ongoing Connected Transactions
with SPG, Ouyl and Second Pharmaceutical in connection with the pharmaceutical
preparation manufacturing business and will terminate the Existing Lease Agreement in
connecticn with the existing bulk pharmaceutical manufacturing business.




LETTER FROM THE CHAIRIVIAN

For the purpose of the Listing Rules, the Acquisition constitutes a discloseable
transaction to the Company. As SPC is the controlling shareholder of the Company, the
Acquisition, the Ongoing Connected Transactions and the entering into of the Termination
Agreement also constitute connected transactions to the Company. The Acquisition and the
Non-exempted Ongoing Connected Transaction are subject to, among cther things, the
approval of the Independent Shareholders at the EGM whereby SPG and its associates will
abstain from voting.

The main purposes of this circular are (i) to provide you with further information relating
to the Acquisition and the Ongoing Connected Transactions; (ii) to set out the letter of advice
from Kingsway to the Independent Board Committee and recommendation and opinion of
the Independent Board Committee as advised by Kingsway in relation to the Acquisition and
the Non-exempted Ongoing Ceonnected Transaction; and (iii) to seek your approval at the
EGM of the ordinary resolutions in relation to the Acquisition and the Non-exempted
Ongoing Connected Transaction as set out in the notice of the EGM.

2. ACQUISITION AGREEMENT DATED 22ND APRIL, 2002
Parties

Purchaser; the Company
Vendors: SPG and its indirectly wholly-owned subsidiary, Ouyl

Assets to be acquired

The entire issued share capital of PRC Co, whose principal business will be the
manufacture of pharmaceutical preparation products in the PRC. PRC Co will be established
in the PRC as a limited liability company with equity interests to be held as to about 97% and
3% by SPG and Ouyi respectively. The principal assets of PRC Co will be:

(i) the Preparation Production Lines - the production lines (including production
facilities and certain relevant property interests (i.e., land and factory buildings
where the production lines are located)) principally for the manufacture of
pharmaceutical preparation products;

(ii) the Bulk Production Property Interests — the property interests in connection with
the manufacture of bulk pharmaceutical products, part of which the Group is
currently leasing from HPF; and

(i) an amount of RMB10,963,408 (equivalent to about HK$10 4 million) in cash as
general working capital.

Details of the above assets are set out in the section headed ''Information of the
acquiring assets” below. '

Consideration and payment terms

The cousideration payable by the Company is RMB216,000,000 (equivalent to about
HK$203.8 million), which will be satisfied by way of the issuance and allotment of 219,111,382

7
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Shares effectively to SPG or its nominees (as Ouyi has directed these Shares to be paid to
SPG or its nominees as consideration for the Acquisition of its interest in PRC Co) credited as
fully paid at the issue price of HK$0.93 per Share. Save for not having the right to receive the
final dividend declared in respect of the year ended 31st December, 2001, the Consideration
Shares on allotment will rank pari passu in all respects with the then existing issued Shares.
The Consideration Shares represent about 17.7% of the existing issued share capital of the
Company and about 15.0% of the issued share capital of the Company as enlarged by the
issue of the Consideration Shares.

The issue price of the Consideration Shares represents the average closing price of the
Shares at HK$0.93 for the ten trading days up to the date of the Acquisition Agreement. Such
issue price also represents a 7.9% discount to the closing price of the Shares at HK$1.01 on
22nd April, 2002, being the date of the Acquisition Agreement.

The consideration was determined after arm's length negotiations among the Company,
SPG and Ouyi. The consideration represents the aggregate amount of:

(i) RMB 205,036,592 (equivalent to about HK3$193.4 million) (comprising the
Preparation Production Lines of RMB 103,759,712 (equivalent to about HK$97.9
million) and the Bulk Production Property Interests of RMB 101,276,880 (equivalent
to about HK$95.5 million)), which represents a discount of about 0.3% to an
independent valuation of the Preparation Production Lines and the Bulk Production
Property Interests amounting to about RMB 205,647,015 as at 28th February, 2002
prepared by Vigers, a firm of independent valuers; and

(ily RMB 10,963,408 (equivalent to about HK$10.4 million), which represents the actual
amount of cash to be injected into PRC Co as its general working capital upon its
establishment.

The terms of the Acquisition were negotiated on an arm's length basis and the Directors
consider that the terms of the Acquisition are fair and reasonable so far as the Shareholders
are concerned.

The Company will make an application to the Listing Committee for the listing of and
permission to deal in the Consideration Shares to be issued under the Acquisition
Agreement.

"Warxranties

Pursuant to the Acquisition Agreement, SPG and Ouyi will provide the Company with,
among others, warranties in the following aspects:

Completion Asset Value

In the event that the Completion Asset Value is less than RMB205,036,592 (i.e., the
aggregate consideration in connection with the Preparation Production Lines and the Bulk
Production Property Interests), SPG and Ouyi will pay (within 5 days after the Completion
Asset Value becomes available) t¢ PRC Co an amount that is equivalent to the shortfall in
cash.
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Completion Result

In the event that PRC Co has incurred an accumulated loss for the period from its
establishment to the date of Completion (i.e., the Completion Result being a negative
number), SPG and Ouyi will pay (within 5 days after the Completion Result becomes
available) to PRC Co an amount equivalent to the Completion Result in cash.

Liquidity Position ;

In the event that the aggregate amount of Completion Current Assets and any cash to be
paid by SPG and Ouyi to PRC Co as defined in the paragraphs headed ""Completion Asset
Value' and ‘‘Completion Result”’ above is less than the Completion Liabilities, SPG and Ouyi
will pay (within 5 days after the Completion Current Assets and Completion Liabilities
become available) to PRC Co an amount equivalent to the shortfall in cash.

The Independent Board Committee will confirm whether the above-mentioned
requirements have been achieved and, if any of the requirements is not met, the
Independent Board Committee will opine on whether each of SPG and Ouyi has fulfilled its
obligations under the warranty arrangements and such opinion will be disclosed in the
annual report of the Company.

Conditions

Completion is conditional upon, among other things, the following conditions being
fulfilled or waived (if applicable) by the Company on or before 27th January, 2003 or such
other date as the parties to the Acquisition Agreement may otherwise agree:

1)  the passing by the Independent Shareholders of an ordinary resolution at the EGM
to approve the Acquisition and the Non-exempted Ongoing Connected
Transaction;

ii)  the Listing Committee of the Stock Exchange granting listing of and permission to
deal in the Consideration Shares (subject to conditions which neither the Company
nor SPG or Ouyi may reasonably object);

iii) the establishment of PRC Co and completion of a due diligence review on PRC Co
(covering without limitation to the state of affairs, assets and liabilities, financial
position of PRC Co) underlying the Acquisition to the absoclute satisfaction of the
Company,;

iv) all relevant approvals and consents for Completion from the relevant
governmental authorities in the PRC and other third party consents, which are
necessary, or are reasonably required by the legal advisers of the Company have
been obtained; and

v) the receipt by the Company of legal opinions issued by a firm of qualified lawyers
in the PRC on the date of the Acquisition Agreement and on Completion in such
form and substance satisfactory tc the Company in respect of the Acquisition and
the Ongoing Connected Transactions.

Shareholding structure of the Company

The following table sets out the shareholding structures of the Company as at the Latest
Practicable Date and immediately after Completion:

9
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SPG
Public Shareholders

Total

As at the Latest Practicable Date Immediately after Completion

Number Number
of Shares % of Shares %
651,054,779 (note) 52.49 870,166,161 59.62
589,392,500 47.51 589,392,500 40.38
1,240,447,279 100.00 1,459,5588,661 100.00

Note:  Of the 651,054,779 Shares held by SPG, 25,000,000 Shares are held by Mr. Ding Er Gang, an
executive Director, as trustee for SPG and 16,729,762 Shares are held by China Charmaine
Pharmaceutical Company Limited, a wholly-owned subsidiary of SPG.

3. INFORMATION OF THE ACQUIRING ASSETS

Pursuant to the Acquisition, the Group will acquire the entire issued share capital of PRC
Co., whose principal assets will be:

Bsset type

Descriptions

Preparation Production Lines

Production facilities

Property interests

Machinery, e'quipment and other facilities principally for the
purpose of manufacture of various forms (powder injections,
tablets, capsules, etc) of antibiotic preparation products, such
as penicillin, amoxicillin, cefazolin and cefoperazene products.
The aggregate production capacity is estimated to be about
2,100 million units per annum.

Land with site area of about 21,333 sq.m. and factory buildings
with an aggregate gross floor area of about 25,781 sq.m.
located at No. 47 Fengshou Road, Shijiazhuang, Hebel
Province, the PRC.

Bulk Production Property Interests

Property interests

General working capital

RMB10,963,408

Land with site area of about 86,392 sq.m. and factory buildings
with an aggregate gross floor area of about 42,679 sq.m.
located at No. 47 Fengshou Road, Shijiazhuang, Hebei
Province, the PRC, of which about 49,682 sq.m. of the site area
and about 31,585 sq.m. of the gross floor area are currently
being leased by one of the Company’s subsidiaries (namely
Zhongkang) from HPF pursuant to the Existing Lease
Agreement, which will be terminated upon Completion.
Details of the Termination Agreement is set out in the section
headed ‘''Termination of the Existing Lease Agreement’ here
below. '

Cash as general working capital for PRC Co
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4. REASONS FOR THE ACQUISITION

The Group principally engages in the manufacture and sale of bulk pharmaceutical
preducts including vitamins, penicillin antibiotics and cephalorsporin antibiotics. The
Directors believe that the Acquisition is necessary for the implementation of the Company’s
strategy to be the leading player in the PRC pharmaceutical industry.

The Acquisition allows the Company to capture the opportunities in the PRC
pharmaceutical market. The Directors believe that the PRC pharmaceutical market will be
one of the fastest growing industries in the PRC and will have potential for enormous growth
for the following reasons: (1) large population size of over 1.3 Dbillion but per capita
expenditure in pharmaceutical preducts is substantially lower than that of developed
countries; (i1) from 1990 to 2000, the PRC pharmaceutical industry achieved a compound
annual growth rate of 19.58% in terms of output value; and (iii) with a total output of abcut
RMB233.2 billion (equivalent to about HK$220.0 billion) in 2000, the PRC is one of the major
‘manufacturers of pharmaceutical products in the world.

After Completion, the Group's product portfolio will diversify from bulk pharmaceutical
products to both bulk and finished products and with addition of preparation manufacturing
capability, the Group will be able to expand its customer base by gaining direct access to
hospitals. The Directors believe that the diversification of products and the expanded
customer base will enable the Group to better position itself to capture the opportunities in
the pharmaceutical market and therefore, expand the Group’'s earning base.

The Acquisition will also greatly eliminate the existing ongoing connected transactions
between the Group and SPG Group since the Directors expect that, following Completion,
the Group will not have any sales of penicillin, amoxicillin, ampicillin and ampicillin sodium
products in bulk form to SPG Group.

The Directors expect the acquisition of the Bulk Production Property Interests will
vertically integrate the manufacturing process of the Group's existing bulk pharmaceutical
business and, with the Termination Agreement, will increase the cashflow of the Company.
After taking into account the market potential of the pharmaceutical preparation products
and the Croup’s prevailing position in the bulk pharmaceutical products, the Directors
consider that the Acquisition is beneficial to the Company and its Shareholders as a whole.

5. ONGOING CONNECTED TRANSACTIONS

Following establishment, PRC Co will (i) enter into two lease agreements with each of
SPG and Ouyi; (ii) enter into a composite services agreement with Ouyi; and (iii) demand for
certain processing services from an associate of SPG (namely, Second Pharmaceutical).

These transactions will constitute connected transactions to the Company under the Listing
Rules upon Completion. :

A. Lease agreements
Transaction nature

PRC Co will enter into two lease agreements with each of SPG and Ouyl with details as
follows:
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(i) Lease agreementl

PRC Co will lease from SPG 4 factory buildings with an aggregate gross floor area
of about 12,613 sq.m. and a piece of land with an aggregate site area of about 24,469
sq.m. which is located at No. 6 Huaxing Road, Zhonghuanan Main Street, Shijiazhuang,
Hebei Province, the PRC; and

(ii) Lease agreernént I

PRC Co will lease from Ouyi a factory building with an aggregate gross floor area
of about 4,603 sq.m. and a piece of land with an aggregate site area of about 3,079 sq.m.
which is located at No. 276 Zhongshan West Road, Shijiazhuang, Hebei Province, the
PRC.

Each of the lease agreements will be effective for a period of 20 years from
Completion.

Rental payable to SPG and Ouyi

An aggregate of about RMB 1.58 million per annum (equivalent to about HK$1.49
million) comprising:

(i) Lease agreement]

About RMBI1.11 million (equivalent to about HK$1.05 million) per annum to SPG;
and ‘

(ii) Lease agreement Il
About RMB0.47 million (equivalent to about HK$0.44 million) per annum to Ouyi.

Each of the two lease agreements is subject to a rental adjustment every three
years during the term of the relevant agreement in accordance with the market rate to
be confirmed by a firm of independent valuers. The terms of the relevant lease
agreement have been negotiated on an arm's length basis between the parties and
Vigers, a firm of independent property valuers, has confirmed that the each of the
rentals is not higher than the fair market rental value as at 28th February, 2002.

Provision of composite services by connected person

Transaction nature

Pursuant to a composite service agreement to be entered into between the PRC Co and

Ouyi, PRC Co will demand from Ouyi the provision of certain composite services for its daily
operation, including utilities (such as electricity and water), fire safety services, medical
services, security services, storage, employee canteen services and environment protection
services. The Directors believe that entering into the transaction could enable PRC Co to
save its expenditure on investing in facilities which are ancillary to its core production
process.
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The composite service agreement will be effective for a period of 20 years from
Completion.

Pricing basis

The composite service fee payable by PRC Co to Ouyi for all composite services (other
than the provision of utilities) will be based on the actual cost of the services provided .

The composite service fee payable by PRC Co to Quyi for the provision of utilities will
be based on the actual cost of the utilities supplied to PRC Co plus a 2% handling charge .

C. Provision of processing services by connected person
Transaction nature

It is envisaged that Second Pharmaceutical will provide processing services (1.e., the
Non-exempted Ongoing Connected Transaction) to PRC Co principally in connection with
the manufacture of ampicillin and ampicillin related products in the form of powder injection.

As such, PRC Co will have more flexibility to access the market potential of ampicillin
and ampicillin related products without incurring additional capital expenditure for the
installation of relevant processing facilities.

Pricing basis

The fee payable in connection with the processing services will be based on the actual
cost of such services.

6. BENEFITS OF THE ONGOING CONNECTED TRANSACTIONS

The Ongoing Connected Transactions will be conducted in the ordinary and usual
course of business of the Group. The terms of the Ongoing Connected Transactions will be
agreed on an arm’s length basis with terms that are fair and reasonable to the Group. The
Directors consider it to be in the interests of the Group to engage in the Ongoing Connected
Transactions as these transactions will facilitate the operation of the Group's business after
Completion.

7. DISCLOSURE REQUIREMENT AND WAIVER SOUGHT

For the purpose of the Listing Rules, the Ongoing Connected Transactions would
normally require disclosure by way of press announcement and/or prior independent
shareholders’ approval at an extraordinary general meeting each time as such transaction
ocecurs.

The Directors consider that strict compliance with the disclosure and/or independent
shareholders’ approval requirements in respect of the Ongoing Connected Transactions
would be impractical and unduly onerous on the part of the Group as they are of a regular
and continuing nature. The Directors expect that the annual transaction amount of (a) the
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Non-exempted Ongoing Connected Transaction (i1.e., provision of processing services by
connected person) may exceed the higher of HK$10,000,000 or 3% of the net tangible asset
value of the Croup; and (bﬁ each of the transactions in connection with the lease agreements
and the receipt of composite services may exceed the higher of HK$1,000,000 or 0.03% of
the net tangible asset value of the Group but below the higher of HK$10,000,000 or 3% of the
net tangible asset value of the Group. As such, the Company has applied to the Stock
Exchange (a) in connection with the Non-exempted Ongoing Connected Transaction, a
conditional waiver from strict compliance with the disclosure and independent shareholders’
approval requirements as required under the Listing Rules in respect of each of the three
financial years ended 3lst December, 2004; and (b) in connection with the Ongoing
Connected Transactions which fall within Rule 14.25(1) of the Listing Rules (i.e., the léase
arrangement and receipt of composite services as set out in paragraphs (A) and (B) under
the section headed "Ongoing Connected Transactions''), a conditional and continuous
waiver from strict compliance with the disclosure requirement as required under the Listing
Rules in respect of each financial year. The waivers are subject to the conditions that;

(a) the Independent Shareholders approve the Non-exempted Ongoing Connected
Transaction and the relevant cap at the EGM,;

(b) the transaction amount of each of the Ongoing Connected Transactions does not
exceed the relevant annual caps set forth below:

Types of transactions Annual cap
A. Lease agreements For each financial year, the higher of HK$10 million
or 3% of the Group’s net tangible asset value as at
the end of each corresponding financial year
B. Receipt of composite For each financial year, the higher of HK$10 million
services or 3% of the Group's net tangible-asset value as at
the end of each corresponding financial year
C. Receiptof processing  For each financial year up to 31st December, 2004,
services 6% of the GCroup's tumover for each of the

corresponding financial year

(c) details of the Ongoing Connected Transactions will be disclosed in the Company's
annual report as prescribed by Rule 14.25(1)(A) to (D) of the Listing Rules;

(d) the independent non-executive Directors shall review the Ongoing Connected
Transactions annually and confirm in the relevant annual report of the Company
that the relevant Ongeing Connected Transactions have been entered into:

(i) inthe ordinary and usual course of business of the Group;

(i) onnormal commercial terms;

(ill) on terms that are fair and reasonable and in the interests of the Shareholders
as a whole;
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(iv) in respect of the lease agreements and receipt of composite services, in
accordance with the relevant agreement governing them,; and

(v) inthe manner as stated in (b) above.

(e) Ouyi and Second Pharmaceutical should provide an undertaking to the Stock
Exchange to provide the Company’'s auditors with full access to the relevant
records for the purpose of auditors’ review of the Ongoing Connected Transactions
as referred to in paragraph (b)(B) and (0)(C) above; and

(f) the auditors of the Company shall review the Ongoing Connected Transactions
annually and confirm in a letter (''Letter”) to the Board, a copy of which shall be
provided to the Listing Division of the Stock Exchange, confirming that each of the
Ongoing Connected Transactions:

(i) hasreceived the Board's approval;

(i) in respect of the lease agreements and receipt of composite services, has
been entered into in accordance with the terms of the relevant agreement
governing them;

(ii) in respect of the receipt of processing services, has been entered in
accordance with the pricing basis that fee charged to PRC Co is at the actual
cost of the services provided; and

(iv) hasnot exceeded the relevant cap amount set out in paragraph (b) above.

Where, for whatever reason, the auditors decline to accept the engagement or are
unable to provide the Letter, the Directors shall contact the Stock Exchange as soon as
practicable;.

The Directors (including the independent non-executive Directors) consider that the
Ongoing Connected Transactions will be conducted on an arm'’s length basis, on normal
commercial terms and in the usual and ordinary course of business of the Group.

In the event of any amendment on the terms of agreements (unless as provided for
under the terms of the agreement) governing the transactions referred to in paragraph (b)
(A) or (b)(B) above or any of the Ongoing Connected Transactions exceeds the relevant
annual cap, the Company will fully comply with the disclosure/independent shareholders’
approval requirements provided in Chapter 14 of the Listing Rules in respect of the
connected transactions unless the Company has obtained a separate waiver from the Stock
Exchange. :

In the event of any future amendments to the Listing Rules imposing more stringent
requirements than those as at the date of the proposed watver application on transactions of
the kind to which the Ongoing Connected Transactions belong, including, but not limited to,
a requirement that such transactions be made conditional on approval by the Independent
Shareholders, the Company will take immediate steps to ensure compliance with such
requirements within a reasonable period of time.
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8. TERMINATION OF THE EXISTING LEASE AGREEMENT

Pursuant to the Existing Lease Agreement entered in 1986, one of the Company's
subsidiaries (namely Zhongkang) leases from HPF, the land use right for the land with an
aggregate site area of about 49,682 sq.m., together with the factory buildings with an
aggregate gross floor area of about 31,585 sq.m. which form part of the Bulk Production
Property Interests. The term of the Existing Lease Agreement is 30 years commencing from
16th August, 1895, The rentals payable under the Existing Lease Agreement is RMB4,249,390
(equivalent to about HK$4.0 million) per annum at present and is subject to a rental
adjustment every three years according to market rate to be confirmed by a firmm of
independent valuers during the term of the lease. In December 1996, the Stock Exchange
granted a waiver from strict compliance with the announcement requirement as required
under the Listing Rules up to the end of the term of the Existing Lease Agreement. '

As the Company intends to acquire, among others, the Bulk Production Property
Interests from SPG pursuant to the Acquisition Agreement, on 22nd April, 2002, Zhongkang
and HPF have entered into the Termination Agreement to terminate the Existing Lease
Agreement with effect from Completion. As HPF is wholly-owned by SPG (i.e., an associate
of the controlling shareholder of the Company), the entering into the Termination Agreement
constitutes a connected transaction under Listing Rules. As the annual rental amount under
the Termination Agreement is less than 3% of the latest net tangible assets of the Group, no
independent shareholders’ approval is required. Details of the Termination Agreement will
be included in the Company's next published annual report.

9. APPROVAL BY INDEPENDENT SHAREHOLDERS

For the purpose of the Listing Rules, the Acquisition constitutes a discloseable
transaction to the Company. As SPG beneficially owns an aggregate of about 52.49% of the
issued share capital of the Company, the Acquisition, the Ongoing Connected Transactions
and the entering into of the Termination Agreement also constitute connected transactions to
the Company. The Acquisition and the Non-exempted Ongoing Connected Transaction are
subject to, among other things, the approval of the Independent Shareholders at the EGM
whereby SPG and its associates will abstain from voting.

In view of SPG’s interests in the Acquisition, an Independent Board Committee has been
appointed to advise the Independent Shareholders on whether or not the terms of the
Acquisition and Non-exempted Ongoing Connected Transaction are in the interest of the
Company and are fair and reasonable so far as the Independent Shareholders are
concerned. Kingsway has been appointed to advise the Independent Board Committee in
respect of the Acquisition and the Non-exempted Ongoing Connected Transaction.

10. EGM

Set out on pages 47 to 48 of this circular is a notice convening the EGM to be held at
Boardroom, Mezzanine Floor, Renaissance Harbour View Hotel, 1 Harbour Road, Wanchai,
Hong Kong on Monday, 27th May, 2002 at 10:20 am. (or so soon thereafter as the
extraordinary general meeting convened for the same place and date at 10:10 a.m. shall
have been concluded or adjourned). The EGM will be held for the purpose of considering
and, if thought fit, approving the Acquisition and the Non-exempted Ongoing Connected
Transaction.
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A form of proxy for use at the EGM is enclosed herewith. Whether or not you are able to
attend the EGM in person, you are requested to complete and return the form of proxy in
accordance with the instructions printed thereon to the registered office of the Company at
Rooms 2802-2806, 28th Floor, Office Tower, Convention Plaza, 1 Harbour Road, Warnchai,
Hong Kong as soon as possible but in any event not less than 48 hours before the time
appointed for the holding of EGM or any adjourned meeting thereof (as the case may be).
Completion and return of the form of proxy will not preclude you from attending and voting
at the ECM or any adjourned meeting thereof (as the case may be) should you so wish.

BAs at the Latest Practicable Date, SPG and its associates (as defined in the Listing
Rules), which, together owned about 52.49% of the issued capital of the Company, will
abstain from voting in respect of the ordinary resolutions to approve the Acquisition
and the Non-exempted Ongoing Connected Transaction at the EGM because of their
interest in the Acquisition and the Non-exempted Ongoing Connected Transaction.

11. RECOMMENDATIONS

Your attention is drawn to (i) the letter from the Independent Board Committee set out
on page 18 of this circular which contains the recommendation of the Independent Board
Committee to the Independent Shareholders concerning the Acquisition and the
Non-exempted Ongoing Connected Transaction; and (i1) the letter from Kingsway set out on
pages 19 to 26 of this circular which contains its recommendations to the Independent Board
Committee on the Acquisition and the Non-exempted Ongoing Connected Transaction and
the principal factors and reasons considered by Kingsway in armriving at its
recommendations.

The Independent Board Cormmittee, having taken into account the advice of Kingsway,
considers that the terms of the Acquisition and the Non-exempted Ongoing Connected
Transaction are fair and reasonable so far as the Independent Sharehclders are concemed
and that the Acquisition and the Non-exempted Ongoing Connected Transaction are in the
interests of the Company and the Shareholders as a whole. Accordingly, it unanimously
recommends that the Independent Shareholders vote in favour of the ordinary resolutions to
be proposed at the EGM to approve the Acquisition and the Non-exempted Ongoing
Connected Transaction.

12. ADDITIONAL INFORMATION

Your attention is also drawn to the additional information set out in the ‘appendices A to
C and the notice of the EGM set out in this circular.

As the Acquisition may or may not proceed (depending on the fulfilment of the
conditions of the Acquisition Agreement), Shareholders and investors are reminded to
exercise caution when dealing in the shares of the Company.

Yours faithfully,
By order of the Board
China Pharmaceutical Enterprise and
Investment Corporation Limited
Cai Dong Chen
Chairman
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CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED

FEAELRBLEERTR QA

(Incorporated in Hong Kong under the Companies Ordinance)

Registered Office:
Rooms 2802-6

28th Floor, Office Tower
Convention Plaza

1 Harbour Road
Wanchai

Hong Kong

10th May, 2002
To the Independent Shareholders
Dear Sir or Madam,

DISCLOSEABLE AND CONNECTED TRANSACTION
AND
NON-EXEMPTED ONGOING CONNECTED TRANSACTION

We refer to the circular dated 10th May, 2002 (the "Circular") of the Company of which
this letter forms part. Terms defined in the Circular shall have the same meanings when used
herein unless the context requires otherwise.

In view of the interests of SPG, Ouyi and Second Pharmaceutical in the Acquisition and
the Non-exempted Ongoing Connected Transaction, we have been appointed by the Board
as members of the Independent Board Committee to consider and advise the Independent
Shareholders as to the fairmess and reasonableness in relation to the Acquisition and the
Non-exempted Ongoing Connected Transaction, details of which are set out in the letter from
the Chairman in the Circular to the Shareholders. Kingsway has been appointed to advise
the Independent Board Committee in this respect. We wish to draw your attention to the
letter from Kingsway as set out on pages 19 to 26 of the Circular.

Having taken into account the advice and recommendation of Kingsway, we consider
the terms of the Acquisition Agreement and the Non-exempted Ongoing Connected
Transaction to be fair and reasonable so far as the Independent Shareholders are concerned
and that the Acquisition and the Non-exempted Ongoing Connected Transaction are in the
interests of the Group. Accordingly, we recommend that the Independent Shareholders
should vote in favour of the resolutions to be proposed at the EGM to approve the Acquisition
and the Non-exempted Ongoing Connected Transaction.

Yours faithfully,
For and on behalf of
Independent Board Committee
Huo Zhen Xing and Qi Mou Jia
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The following is the letter of advice from Kingsway to the Independent Board Committee
prepared for the purpose of inclusion in this circular.

Kingsway Group

5/F., Hutchison House, 10 Harcourt Road, Central, Hong Kong.
Tel No.: (852) 2877-1830 Fax No.: (852) 2868-3570

10th May, 2002

The Independent Board Committee
China Pharmaceutical Enterprise and
Investment Corporation Limited

Rooms 2802-6

28th Floor, Office Tower
Convention Plaza

1 Harbour Road
Wanchai

Hong Kong

Dear Sirs

DISCLOSEABLE AND CONNECTED TRANSACTION
AND
NON-EXEMPTED ONGOING CONNECTED TRANSACTION

We have been appointed as the independent financial adviser to the Independent
Board Committee in relation to (i) the Acquisition Agreement, which involves the acquisition
of PRC Co from SPG and Ouyi; and (ii) the Non-exempted Ongoing Connected Transaction.
As SPG is the controlling Shareholder beneficially interested in an aggregate of about
52.49% of the issued share capital of the Company, SPG, Ouyl and Second Pharmaceutical
are connected persons of the Company. The Acquisition and the Non-exempted Ongoing
Connected Transaction therefore constitute connected transactions for the Company under
the Listing Rules and are subject to the approval of the Independent Shareholders at the EGM
at which SPC and its associates will abstain from voting.

Details of the terms of the Acquisition Agreement and the Non-exempted Ongoing
Connected Transaction are set out in the letter from the Chairman contained in the circular of
the Company dated 10th May, 2002 (the ''Circular’), of which this letter forms part.
Capitalised terms used in this letter shall have the same meanings as those defined in the
Circular unless the context of this letter otherwise requires.

In formulating our opinion, we have relied on information supplied, and opinions
expressed, by the Company and the Directors. We have also been advised by the Directors
that no material facts have been omitted from the information supplied and opinions
expressed, the omission of which would make the Circular misleading. We consider that we
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.

have reviewed sufficient information to reach an informed view and have no reason to
believe that any material information has been withheld, or doubt the truth or accuracy of the
information provided. We have relied on such information and have also assumed all
information and representation made or referred to in the Circular to be true at the time they
were made and continue to be true at the date of the Circular and of the EGM. We have not,
however, carried out any independent verification of the information provided by the
Company and the Directors, nor have we conducted any independent investigation into the
affairs of the Group and the commercial viability of PRC Co.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion, we have taken into consideration the following factors and
reasons:

1. Reasons for the Acquisition

The reasons for the Acquisition are set out in the letter from the Chairman as
contained in the Circular. According to the Directors, it is the Company’s strategy to
become the leading player in the PRC pharmaceutical industry. As they believe that the
PRC pharmaceutical market will be one of the fastest growing industries in the PRC and
will have potential for enormous growth for the reasons set out in the letter from the -
Chairman as contained in the Circular, they consider that by entering into the
Acquisition Agreement, the Company can better position itself to capture the
opportunities in the PRC pharmaceutical market by enabling the Group to (i) diversify
its product portfolio from manufacturing bulk pharmaceutical products to manufacturing
both bulk and finished products; and (ii) expand its customer base by gaining direct
access to hospitals with the additional preparation manufacturing capability amounting
to about 2,100 million units per annum to be acquired under the Acquisition. The
Directors expect that the Acquisition will expand and strengthen the earning base of the
Group and vertically integrate the manufacturing process of the Group's existing bulk
pharmaceutical business, while at the same time reduce the cash outflow of the Group
as a result of entering into the Termination Agreement.

Having considered the above reasons, we concur with the view of the Directors that
the Acquisition is in line with the Company’s strategy to become the leading player in
the PRC pharmaceutical industry.

2. Basis of consideration

The consideration payable by the Company for the Acquisition is RMB216,000,000
(equivalent to about HK$203.8 million), which has been determined by reference to (i)
an independent valuation of the assets underlying the Preparation Production Lines and
Bulk Production Property Interests amounting to about RMB205,647,015 as at 28th
February, 2002 prepared by Vigers, details of which together with the corresponding
bases and assumptions adopted are set out in the valuation reports as contained in
Appendices A and B to the Circular; and (ii) the cash to be held by PRC Co upon its
establishment, and can be analysed as follows:
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RMB

Consideration for the Preparation Production Lines 103,789,712

Consideration for the Bulk Production Property Interests 101,276,880

Cash to be held by PRC Co upon its establishment 10,963,408

Total consideration for the Acquisition 216,000,000
Approximate total consideration for the Acquisition

(in HK$ million) 203.8

We have reviewed the bases and assumptions adopted in the valuation reports
prepared by Vigers. We note that in assessing the capital value of the property
interests underlying the Preparation Production Lines and Bulk Production Property
Interests, Vigers has adopted (i) the market approach in respect of the land portions of
the properties by reference to the standard land price in the Hebei Province, the PRC
and the sales evidence available to them in the locality; and (ii) the depreciated
replacement cost approach in respect of the buildings and structures of the properties
(which lack a known market due to their nature) by reference to the cost of reproducing
or replacing in new condition the property appraised in accordance with the current
construction costs for similar property in the locality, with allowances made for accrued
depreciation as evidenced by observed condition or obsolescence present.

We also note that in assessing the capital value of the machinery and equipment
("Equipment”) underlying the Preparation Production Lines, Vigers has, on the premise
of continued use, adopted (i) the market approach in respect of Equipment with an
established used market by reference to the prices recently paid for similar assets, with
adjustments made to the indicated market prices to reflect the condition and utility of
the appraised assets relative to the market comparative; and (ii) the cost approach in
respect of Equipment without a known used market by reference to the cost of
producing substitute equipment with the same utility with allowances made for accrued
depreciation as evidenced by observed conditicn or obsolescence present.

We have discussed with Vigers the methodology of, and the bases and
assumptions adopted for, the valuation of the assets underlying the Preparation
Production Lines and Bulk Production Property Interests and are of the view that the
valuation was prepared on reasonable bases.

We note that the aggregate consideration of about RMB205,037,000 payable by the
Company for the Preparation Production Lines and Bulk Production Property Interests
represents a slight discount of about 0.3% to the independent valuation of the assets
underlying the same by Vigers, which amounts to about RMB610,000. We consider that
such a slight discount is fair and reasonable.
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3.

Warranties

Pursuant to the Acquisition Agreement, SPG and Ouyi have warranted to

compensate the Company in cash for:

(i) any shortfall in the warranted minimum Completion Asset Value of
RMBZ205,036,592 (i.e., the aggregate consideration amount for the Preparation
Production Lines and Bulk Production Property Interests) (‘"Completion Asset
Value Warranty”);

(i) any accumulated loss of the PRC Co as shown in the Completion Result
(""Completion Result Warranty''); and

(iii) any amount by which the Completion Liabilities is over the aggregate of the
Completion Current Assets and any cash to be paid by SPG and Ouyi under
paragraphs (i) and (ii) above (' 'Liquidity Warranty’').

We concur with the Directors’' view that such warranties provide a safeguard to the

Company against the risk of any decrease in the net asset value of PRC Co and
insolvency risk which may arise during the period from the date of the Acquisition
Agreement to Completion.

4.

Funding of consideration
(a) Issue of the Consideration Shares

The consideration of RMB216,000,000 (equivalent to about HK$203.8 million)
will be entirely satisfied by the allotment and issue of 219,111,382 Shares
effectively to SPG or its nominees credited as fully paid at the issue price of
HK$0.93 per Share. Save for not having the right to receive the dividends declared
in respect of the year ended 31lst December, 2001, the Consideration Shares on
allotment will rank pari passu in all respects with the then existing issued Shares.

We consider that it is a prudent decision for the Company to settle the entire
consideration for the Acquisition by the issue of the Consideration Shares as such
arrangement will not give rise to any cash outflow of the Group while at the same
time will raise permanent capital for the expansion of the Group with the benefit of
lowering its gearing ratio.

The Directors have confirmed that the issue price of HK$0.93 per
Consideration Share was determined after arm's length negotiations between the
Company and SPG with reference to the average closing price of HK$0.93 per
Share for the ten trading days up to the date of the Acquisition Agreement. Such
issue price represents a 7.9% discount to the closing price of HK$1.01 per Share on
22nd April, 2002, being the date of the Acquisition Agreement.
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In our opinion, if the Consideration Shares were to be issued to an
independent third party or through private placing to independent investors, the
subscription price or placing price of the Shares is likely to be negotiated and
determined with reference to the latest trading prices of the Shares. We are of the
opinion that the basis of the issue price of the Consideration Shares based on the
ten-day average closing price of the Shares up to the date of the Acquisition
Agreement is fair and reasonable.

(b) Shareholding dilution effect

The Consideration Shares represent about 17.7% of the existing issued share
capital of the Company and about 15.0% of the issued share capital of the
Company as enlarged by the issue of the Consideration Shares. Coﬁsequently, the
percentage interest of the Independent Shareholders will be diluted by
approximately 15.0% upon Completion. The change in the shareholding of the
Independent Shareholders as a result of Completion is set out in the letter from the
Chairman contained in the Circular. Taking into consideration that the Acquisition
Agreement will enhance the asset and earning base of the Group, we consider that
the dilution in the percentage shareholding of the Independent Shareholders
resulting from the isste of the Consideration Shares is acceptable.

Financial effect of the Acquisition on the Group
(a) Net asset value

Since the consideration for the Acquisition will be satisfied entirely by the
‘issue of the Consideration Shares, the consolidated net asset value of the Company
upon Completion will increase by RMB216,000,000 (equivalent to about
HK$203,774,000), assuming that the net asset value of PRC Co upon Completion
will be equal to about RMB216,000,000 (equivalent to about HK$203,774,000),
being the consideration for the Acquisition. As mentioned above, SPG and Ouyi
have given the Completion Asset Value Warranty and Completion Result Warranty
to safeguard the risk of any decrease in the net asset value of PRC Co. We consider
the increase in the net asset value of the Group upon Completion to be in the
interest of the Company and the Shareholders.

As at 3lst December, 2001, the Company's audited consolidated net asset
value was HK$1,321,642,000, representing about HK$1.065 per Share (based on
1,840,447,279 Shares in issue as at the Latest Practicable Date). As advised by the
Company, the Company's pro forma unaudited consolidated net asset value upon
Completion will be about HK$1,525,416,000 (based on the Company's audited
consolidated net asset value as at 31st December, 2001 and the above-mentioned
expected increase in the Group's net asset value upon Completion), representing
about HK$1.045 per Share (based on 1,458,558,661 Shares in issue immediately

i
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after Completion). As the issue price of the Consideration Shares is lower than the
existing net asset value per Share, it is inevitable that the net asset value per Share
will be diluted as a result of Completion. Taking intc account the basis of
determination of the issue price of the Consideration Shares and the reasons for the
Acquisition set out in the letter from the Chairman as contained in the Circular, we
are of the view that the slight decrease in the net asset value per Share upon
Completion is acceptable.

(b) Earnings

Upon Completion, as a result of the acquisition of the Bulk Production Property
Interests through PRC Co, the Group will terminate the Existing Lease Agreement
pursuant to the Termination Agreement and will be able to enjoy a rental saving of
RMB4,249,390 (equivalent to about HK$4.0 million) per annum (based on the
existing annual rental payable under the Existing Lease Agreement and without
taking into account the rent paid or payable for the current financial year prior to
the termination of the Existing Lease Agreement).

The Directors have also confirmed that the additional production capacity
underlying the Preparation Production Lines acquired under the Acquisition should
be able to expand the earning base of the Group and enhance the total earnings of
the Group after Completion.

Based on the above, we concur with the Directors’ view that the Acquisition
*should have a positive impact on the earnings of the Croup.

(c) Gearing and working capital position

In view of the fact that the Acquisition will be entirely financed by the issue of
the Consideration Shares which will not involve any outlay of cash or increase in
borrowings, the gearing of the Group will decrease after Completion. We have
also been advised by the Directors that there will be no material adverse impact on
the financial position of the Group upon Completion, taking into account the mode
of financing for the Acquisition and the Liquidity Warranty.

6. Conditions of the Acquisition Agreement

We note that Completion is subject to, among other things, completion of a due
diligence review on PRC Co (covering without limitation to the state of affairs, assets and
liabilities, financial position of PRC Co) to the absolute satisfaction of the Company and
the receipt by the Company of legal opinions issued by a firm of qualified lawyers in the
PRC on the date of the Acquisition Agreement and on Completion in such form and
substance satisfactory to the Company in respect of the Acquisition and the Ongoing
Connected Transactions. We consider that such terms can properly safeguard the
interests of the Company and its Shareholders as a whole.
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1. Non-exempted Ongoing Connected Transaction
Provision of processing services by a connected person

Upon Completion, Second Pharmaceutical will provide processing services to PRC
Co principally in connection with the manufacture of ampicillin and ampicillin related
products in the form of powder injection. The fee payable in connection with the
processing services will be based on the actual cost of services provided. The Directors
expect that for each of the three financial years ending 31st December, 2004, the fees
paid by the Group for the receipt of processing services from Second Pharmaceutical
will not exceed 6% of the Group's turnover for each relevant financial year.

We have discussed with the management of the Company the nature of the
provision of the processing services. The management of the Company has confirmed
that PRC Co will be principally engaged in the manufacture of pharmaceutical
preparation products, and the outsourcing of processing services for ampicillin and
ampicllin related products will allow PRC Co to have more flexibility to access the
market potential of ampicillin and ampicillin related products without incurring
additional capital expenditure for the installation of relevant processing facilities. As
such, the outsourcing of processing services by PRC Co to Second Pharmaceutical will
be in the ordinary and usual course of business of PRC Co, and will be on normal
commercial terms by reference to the actual cost of services provided with no markup
imposed thereon. On this basis, we are of the view that the outsourcing of the
processing services by PRC Co will be in its ordinary course of business and the
calculation of fees payable by PRC Co on the basis of actual cost of services provided is
fair and reasonable.

We have also discussed with the management of the Company the basis of setting
the annual cap. The management of the Company explained that they have determined
the capped percentage with reference to their view on the current market demand for
ampicillin and ampicllin related products and the preduction capacity of Second
Pharmaceutical which is proposed to provide processing services to PRC Co only after
Completion, and they anticipate that the transaction amount to be incurred for the
receipt of the processing services will remain the same for each of the three financial®
years ending 31lst December, 2004. Taking into account the foregoing factors and
allowing for a sufficient buffer and greater flexibility to cater for potential fluctuations in
the market and the Croup's future business operations, the Directors propose that the
annual cap in respect of the payment of the processing services will not exceed 6% of
the Group's turnover in any relevant financial year. On this basis, we consider that the
proposed cap is fair and reasonable so far as the Independent Shareholders are
concemed.

We further note that the Company has applied to the Stock Exchange for a waiver
from strict compliance with the relevant requirements under the Listing Rules in respect
of the Non-exempted Ongoing Connected Transaction, subject to the conditions set out
in the paragraph headed ''Disclosure requirement and waiver sought' set out in the
letter from the Chairman contained in the Circular, On this basis, we are of the view that
the interests of the Independent Shareholders will be properly safeguarded.
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OPINION

Having considered the above principal factors and reasons, we are of the opinion that
the terms of the Acquisition Agreement and the Non-exempted Ongoing Connected
Transaction are in the interests of the Company and are fair and reasonable so far as the
Independent Sharehclders are concerned. Accordingly, we advise the Independent Board
Committee to recommend the Independent Shareholders to vote in favour of the ordinary
resolutions to be proposed at the EGM to approve the above transactions.

Yours faithfully
For and behalf of
Kingsway Capital Limited
Katherine Lam
Director
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Set out below is the text of letter, prepared for the incorporation into the circular received
from the property and machinery valuers, Vigers Hong Kong Limited, in connection with the
valuations of the property interests in connection with the Acquisition as at 28th February, 2002.

Vigers Hong Kong Limited
International Property Consultants
1607-12 Miramar Tower

132 Nathan Road

Tsimshatsui

Kowloon

VIGERS
A

10th May, 2002

The Directors

China Pharmaceutical Enterprise and
[nvestment Corporation Limited

Room 2802-6, 28/F Office Tower,

Convention Plaza,

1 Harbour Road,

Wanchai,

Hong Kong

Dear Sirs,

In accordance with your instructions for us to value the property interests to be held by
China Pharmaceutical Enterprise and Investment Corporation Limited (the ‘'Company’’) and
its subsidiaries (together referred to as the '‘Group’) after completion of the acquisition
agreement (the "“Acquisition Agreement’’) dated 22nd April, 2002, in the People’s Republic
of China (''the PRC"), we confirm that we have carried out inspections, made relevant
enquiries and obtained such further information as we consider necessary for the purpose of
providing you with our opinion of the open market value of such property interests as at 28th
February, 2002.
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Our valuation is our opinion of the open market value which we would define as
intended to mean - ''the price at which the sale of an interest in the property would have
been completed unconditionally for cash consideration on the date of valuaticn assuming: —

(a) awilling seller;

(b) that, prior to the date of valuation, there had been a reasonable period (having
regard to the nature of the property and the state of the market) for the proper
marketing of the interest, for the agreement of the price and terms and for the
completion of the sale;

(c) that the state of the market, level of values and other circumstances were, on any
earlier assumed date of exchange of contracts, the same as on the date of
valuation;

(d) that no account is taken of any additional bid by a prospective purchaser with a
special interest; and

(e) that both parties to the transaction had acted knowledgeably, prudently and
without compulsion.”

In valuing the properties which are to be owned by the Group in the PRC, we have
adopted a combination of the market and depreciated replacement cost approaches in
assessing the land portions of the property and the buildings and structures standing on the
land respectively. Hence, the sum of the two results represents the market value of the
property interest as a whole. In the valuation of the land portions, reference has been made
to the standard land price in Hebei Province and the sales evidence as available to us in the
locality. Due to the nature of the buildings and structures cannot be valued on the basis of
open market value, they have therefore been valued on the basis of their depreciated
replacement cost. The depreciated replacement cost approach considers the cost to
reproduce or replace in new condition the property appraised in accordance with current
construction costs for similar property in the locality, with allowance for accrued
depreciation as evidenced by observed condition or obsolescence present, whether arising
from physical, functional or economic causes. The depreciated replacement cost approach
generally furnishes the most reliable indication of value for property in the absence of a
known market based on comparable sales.

Our valuation has been made on the assumption that the owner sells the property
interests on the open market in its existing state without the benefit of a deferred terms
contract, leaseback, joint venture, management agreement or any similar arrangement
which would serve to increase the value of the property interests.

We have been provided with extracts from title documents relating to such property
interest. We have not, however, searched the original documents to verify ownership or to
verify existence of any lease amendment which do not appear on the copies handed to us.
All documents and leases have been used for reference only. All dimensions measurements
and areas are approximations.

In undertaking our valuation of the property Nos. 1 to 4, we have relied on the legal
opinion provided by the Group’s PRC legal adviser ('‘the PRC Legal Opinion’’).
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Based on the PRC Legal Opinion, we understand the current status of titles, grant of
major approvals, licences and documents of property Nos. 1 to 4 are as follows'—

Property
1 2 3 4
(a) State-owned Land Use Rights Certificate Yes No N/A N/A
(b) Building Ownership Certificate Yes No N/A N/A

Notes:
1. N/A means not applicable.

2. According to the PRC Legal Opinion, the State-owned Land Use Rights Certificate and Building
Ownership Certificate of Property No. 2 is under application and there is no legal impediment
for Shijiazhuang Pharmaceutical Group Company Limited (G &% F HIZEEE AR/ ) (“'SPG") to
obtain these certificates.

We have inspected the exterior and, where possible, the interior of the properties.
However, we have not carried out a structural survey nor have we inspected woodwork or
other parts of the structures which are covered, unexposed or inaccessible and we are
therefore unable to report that any such parts of the property interests are free from defect.

We are relied to a considerable extent on information provided by SPG and have
accepted advice given to us by SPG on such matters as planning approvals or statutory
notices, easements, tenure, occupation, lettings, site and floor areas and in the identification
of those property interests in which the Group is going to have a valid interest.

No allowance has been made in our valuation for any charges, mortgages or amounts
owing on the property nor for any expenses or taxation which may be incurred in effecting a
sale. Unless otherwise stated, it is assumed that the property interests are free from
encumbrances restrictions and outgoings of an onerous nature which could affect their
values.

Unless otherwise stated, all money amounts stated are in Renminbi. The exchange rate
used in valuing the property interests in the PRC on at 28th February, 2002 was HK$1.00=
RMB1.06. There has been no significant fluctuation in exchange rate between that date and
the date of this letter.

We enclose herewith a summary of our valuation and the valuation certificate.

Yours faithfully,

For and on behalf of
VIGERS HONG KONG LTD.
Raymond Ho Kai Kwong,
Registered Professional Surveyor
MRICS, AHKIS
Director

Note: Raymond K K. Ho, Chartered Surveyor, MRICS, AHKIS has extensive experience in undertaking
valuations of properties in Hong Kong and Macau and has over eight years' experience in the
valuation of properties in the PRC.
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SUMMARY OF VALUATION

Property

Group I - Properties to be owned by the Group in the PRC

1.

Factory Complex located at No. 47 Fengshou Road,
Shijiazhuang, Hebei Province, the PRC.

Factory 302 located at No. 47 Fengshou Road,
Shijiazhuang, Hebel Province, the PRC.

Group II - Properties to be leased by the Group in the PRC

3.

Factory 401 located at No. 276 Zhongshan West Road,
Shijiazhuang, Hebei Province, the PRC.

Factory 201, 202, 203 and 204 located at
No. 6 Huaxing Road, Zhonghuanan Main Street,
Shijiazhuang, Hebei Province, the PRC.

Total:

30

Capital value in
existing state as at
28th February, 2002
RMB

111,465,000

39,700,000

No commercial value

No commercial value

151,165,000
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VALUATION CERTIFICATE

Group I - Properties to be owned by the Group in the PRC

Property

1. Factory
Complex
located at No. 47
Fengshou Road,
Shijiazhuang,
Hebei Province,
the PRC.

Notes:

Description and Tenure

The property comprises a
4-storey factory building (known
as ‘'Factory 301 ") for productior,
office, laboratory and warehouse
uses and other 30 blocks of
buildings (known as ''Other
Buildings”) including factories,
office building, canteen,
warehouses, Compressor rooms,
transformer rooms and car port.
The total site area of the property
is approximately 87,724.81 sq.m.
and that portion occupied by
Factory 301 is approximately
1,333.00 sq.m.. The buildings
were completed in or about
1990’s.

The total gross floor area of the
property is approximately
51,635.72 sq.m. (555,806.89
sq.ft.).

Particulars
of Occupancy

Portion of the
property with a total
gross floor area of
approximately
31,585.40 sq.m.
together with the land
erected on having a
site area of
approximately
49,681.83 sq.m. has
been leased to Hebei
Zhongkang
Pharmaceutical
Company Limited (if
L R R A )
(""Zhongkang’’) (a
subsidiary of the
Company which is
effectively owned as
to 99% by the
Company and 1% by
SPG) at an annual rent
of RVIB4,249,390 for a
term of 30 years
commencing from
16th August, 1995 for
factories, warehouse,
compressor room and
transformer room

purposes.

The other portion is
occupied by SPG
Group (SPG together
with its subsidiaries
excluding the Group)
for production,
laboratory,
warehouse, office,
canteen and carport

purposes.

Capital value in
existing state as at
28th February, 2002

RMBI111,465,000

1.  Pursuant to the State-owned Land Use Rights Certificate (document no.: EZBE A (96) F5 007
%), the land use rights of a lot having a site area of approximately 87,724.81 sq.m. for
"industrial”’ use for a term of 50 years commencing from 19th September, 1996 has been
granted to Shijilazhuang Pharmaceutical Group Company Limited Hebei Pharmaceutical
Factory (6 & E #2558 4 FRA AR AL HIZESBR) ('HPF') (wholly-owned by SPG).
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2. Pursuant to the following Building Ownmership Certificates, HPF obtained the building
ownership of the subject property:

Building Ownership Certificates Gross Floor Area

Block No. document No. (sq.m.)
1 AEEERTE 112000369 5t 38.60
2 AEHEIERFH 112000369 %7 2,657.00
3 BERIERTSH 112000369 880.00
4 BEEIERFE 112000369 % 270.00
5 BEEIERFE 112000369 5 1,469.00
6 BEHFERFE 112000370 ¥t 4,586.60
7 AEEIERFE 112000370 ¥t : 4,601.00
8 AE#IEERTFE 112000370 % 600.00
9 HEHEERFE 112000370 % 80.00
10 AEHEIERFS 112000370 5% 322.00
11 AEHIERFE 112000371 % 1,062.75
12 EEHEERTE 112000371 815.00
13 : AEEIERFS 112000371 % 151.40
14 FEHEERF S 112000371 %% 1,605.00
15 ABEHEERTFE 112000371 % 412.00
16 GE#ERTFSE 112000372 5 789.00
17 AR RTFS 112000372 % 6,085.00
18 EEEIERFE 112000372 %t 1,176.00
19 EEHERTEE 112000372 % 3,286.00
20 R EHEERF 112000372 % 3,611.00
21 FBHEIERFSE 112000373 5t 420.00
22 ERBIERTHE 112000373 5t 5,820.00
23 EEREERTHE 112000373 5t 576.00
24 AERIERFHE 112000373 % 1,183.00
25 FERERFE 112000373 5% 184.00
26 AE#IERFH 112000374 5% 97.00
21 BERIERT S 112000374 5 2,296.00
Total: 45,083.35

3. According to a tenancy agreement between HPF and Zhongkang dated 11th December, 1996,
the following buildings (with a total gross floor area of approximately 31,5685.40 sq.m.) and the
land erected on (with a site area of approximately 49,681.83 sq.m.) are leased by Zhongkang:

Gross Floor Axea

Block No. (sqm.) Uses

4 270.00 Steam Room

5 , 1,469.00 Cooling Room

6 5,294.00 Refining Factory

7 4,601.00 Fermentation Factory.

8 600.00 Product and Chemical Material Warehouse
9 60.00 Acid Warehouse

10 322.00 Coal Warehouse

12 815.00 Coal Retrieve Factory

13 151.40 Water Pump Room

14 1,605.00 Air Compressor Room

15 412.00 Electrical Room

16 789.00 Cooling Room Phase 2

19 3,286.00 Refining Factory Phase 2

20 3,611.00 Fermentation Factory Phase 2
21 420.00 Filtration Factory Phase 2

22 5,820.00 Warehouse
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Gross Floor Area

Block No. (sq.m.) Uses
23 576.00 Machine Repairing Factory '
24 1,193.00 Transformer Room and Recycling Water Room
25 194.00 10 KV Electrical Room
26 97.00 Licquid Warehouse
Total: 31,585.40

4. According to the above State-owned Land Use Rights Certificate and Building Ownership
Certificate, the address of the property was No. 34 Fengshou Road. As confirmed by the PRC
Legal Opinion, the address of the property currently in used has been changed to No. 47
Fengshou Road since April, 1997 due to the rearrangement of street number of the streets in
urban area of Shijiazhuang by the Shijiazhuang Land Naming Office, and which has been used
in this valuation certificate and such change does not affect the Land Use Rights and Building
Ownership held by the SPG.

5. Pursuant the PRC Legal Opinion, we understand that the current status of titles, grant of major
approvals, licences and docurnents of the property are as follows: —

(a) State-owned Land Use Rights Certificate Yes
(b) Building Ownership Certificate Yes
6.  The PRC Legal Opinion states that:

(a) SPG has obtained the land use righis of a property with a site area of 87,724.82 sq.m. for a
term of 50 years commencing from 19th September, 1996 to 19th September, 2046 and an
amount of RMB35,517,830 premium should be paid when the property is being
transferred. A portion of the property with a site area of approximately 49,681.83 sq.m.
was leased by Zhongkang with a term commencing from 18th November, 1996 to 16th
August, 2025,

The tenancy agreement between HPF and Zhongkang for leasing of a portion of the
property shall be terminated and SPG should pay for the premium before it can transfer
the land use rights of the property to the Group. These processes are under processing.
According to the Acquisition Agreement, SPG should bear the premium and all other
relevant costs. There is no legal impediment for completing the processes. Upon SPG
has completed the above mentioned processes, the Group would obtain the right to
transfer, mortgage or lease the land use rights of the property. There is no legal
impediment for the Group to obtain the land use rights certificate and the Group does not
need to pay any land premium or fees.

(b) SPG has obtained the building ownership of the property. A portion of the property with
a gross floor area of 31,585.40 sq.m. was leased by Zhongkang. The tenancy agreement
between HPF and Zhongkang shall be terminated and SPC should re-register in the Real
Property Administration Bureau before it can transfer the building ownership to the
Group. SPG should bear all relevant costs. There is no legal impediment for completing
the above processes.

{c) According to the information provided by SPG, the existing total gross floor area of the
property is approximately 6,552.37 sqm. more than that of stated in the Building
Ownership Certificate. SPG should apply for the Building Ownership Certificate for
those property and pay for the cost of the application. There is no legal impediment for
SPG to complete the application.

7. In the course of our valuation, we have based on the following assumptions:

(@) Upon SPG has completed the application procedure, the property can be freely
transferred to a third party in the open market without any payment of premium or any of
such incidental cost. ’

(b) all consents, approvals and licences for relevant PRC Govermment authorities for
development on the property will be granted without any onerous conditions or undue
delay.

33




APPENDIX A PROPERTY VALUATION REPORT

Capital value in

Particulars existing state as at
Property Description and Tenure of Occupancy 28th February, 2002
Factory 302 The property comprises a The property is RMB39,700,000
located at No. 47  4/6-storey factory building for occupied by the SPG
FengshouRoad, production, canteen and Group for production,
Shijiazhuang, warehouse uses and a single office, canteen and
Hebei Province, storey plantation house erected warehouse purposes.
the PRC. on a parcel of land with a site

area of approximately 20,000.00
sq.m.. The buildings were
completed in or about 1896.

The gross floor area of the
property is approximately as
follows:

Factory Building 16,525.00 sq.m.
(177,875.10 sq.ft.)

Plantation House 299.00 sg.m.
(3,218.44 sq.ft)

Total: 16,824.00 sg.m.
(181,093.54 sq.ft.)

Notes:

1. Pursuant the PRC Legal Opinion, we understand that the current status of titles, grant of major
approvals, licences and documents of the property area as follows:-

(a) State-owned Land Use Rights Certificate ‘ v No
(b) Building Ownership Certificate No
2. The PRC Legal Opinion states that:

(&) At theissue date of the PRC Legal Opinion, SPG had not obtained the State-owned Land
Use Rights Certificate of the property. SPG made the application for the certificate in
April, 2002 and there is no legal impediment for completing the application. According
to the Acquisition Agreement, SPG should bear the land grant premium (if any) and all
other relevant costs in connection with the application. Upon the completion of the
above mentioned processes, the Group would obtain the right to transfer, mortgage or
lease the land use rights of the property. There is no legal impediment for the Group to
obtain the land use rights certificate and the Group does not need to pay any land
premium or fees.

(b) SPG had not obtained the Building Ownership Certificate of the property. SPG made the
application for the certificate in April, 2002 and should bear the costs of the application.
There is no legal impediment for SPC to complete the application and to transfer the
building ownership to the Croup.

3. Inthe course of our valuation, we have based on the following assumptions:

(a) Upon SPG has completed the application procedure, the property can be freely
transferred to a third party in the open market without any payment of premium or any of
such incidental costs;

(b) all consents, approvals and licences for relevant PRC Govemment authorities for

development on the property will be granted without any onerous conditions or undue
delay.
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Group II - Properties to be leased by the Group in the PRC

Property

3.  Factory 401
located at No.
276
Zhongshan West
Road,
Shijiazhuang,
Hebei Province,
the PRC.

Note:

Description and Tenure

The property comprises a
4-storey factory building for
production, office and
warehouse uses. The site area
was approximately 3,079.10
sqg.m.. The building was
completed in or about 1991.

The gross floor area of the
property is approximately
4,603.00 sq.m. (49,546.69 sq.ft.).

Particulars
of Occupancy

The property will be
subject to a tenancy
agreement by SPG
Group to the Group at
an annual rent of RMB
470,000 for a term of
20 years commencing
from the completion
date of the
Acquisition
Agreement.

The property is
occupied by the SPG
Croup for production
and warehouses

pwposes.

Capital value in
existing state as at
28th February, 2002

No commercial
value

1.  Shijiazhuang Pharmaceutical Group Quyi Pharmaceutical Company Limited (f /T HIZE&EE
BX & ZEEAMRAF), which is beneficially wholly-owned by SPG, has obtained the land use
rights and building ownership of the property.

Property

4, Factory 201,
202,
203 and 204
located at No. 6
Huaxing Road,
Zhonghuanan
Main Street,
Shijiazhuang,
Hebei Province,
the PRC.

Note:

Description and Tenure

The property comprises four 1 to
4-storey factory buildings for
production and warehouse uses.
The buildings are erected on a
site of approximately 24,468.90
sqm.. They were completed in
or about 1985, 1988, 1990 and
1983.

The total gross floor area of the
property is approximately
12,613.10 sg.m. (135,767.41
sq.ft.).

Particulars
of Occupancy

The property will be
subject to a tenancy
agreement by SPC
Group to the CGroup at
an annual rent of RMB
1,110,000 for a term of
20 years commencing
from the completion
date of the
Acquisition
Agreement.

The property is
occupied by the SPG
Group for production
and warehouse

purposes.

Capital value in
existing state as at
28th February, 2002

No commercial
value

1. SPG has obtained the land use rights and building ownership of the property.
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Set out below is the text of letter, prepared for the incorporation into the circular received
from the property and machinery valuers, Vigers Hong Kong Limited, in connection with the
valuations of the machinery in connection with the Acquisition as at 28th February, 2002.

Vigers Hong Kong Limited
International Property Consultants
1607-12 Miramar Tower

132 Nathan Road

Tsimshatsui

Kowloon

VIGERS
it 0

10th May, 2002

The Directors

China Pharmaceutical Enterprise and
Investment Corporation Limited

Room 2802-8, 28/F Office Tower,

Convention Plaza,

1 Harbour Road,

Wanchai,

Hong Kong

Dear Sirs,

In accordance with your instructions, we have made an appraisal of certain machinery
and equipment (hereinafter referred to as the “Equipment’) to be held by China
Pharmaceutical Enterprise and Investment Corporation Limited (the '""Company'’) and its
subsidiaries (together referred to as the ‘Group'’’) after completion of the acquisition
agreement (the “Acquisition Agreement’') dated 22nd April, 2002, The Equipment is
currently owned by Shijiazhuang Pharmaceutical Group Company Limited (hereinafter
referred to as “SPG") and its subsidiaries excluding the Group (together referred to as the
“SPG Group').

This letter, which forms part of cur appraisal report, identifies the Equipment, the scope
and nature of our investigation, the premise of the value adopted, the valuation process
adopted, and our conclusion of value.
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We confirm that we have carried out inspections, made relevant enquiries and obtained
such further information as we consider necessary for the purpose of providing you with our
opinion of the fair market value of the Equipment on the premise of continued use as at 28th
February, 2002.

INTRODUCTION

The Group principally engages in the manufacture and sale of bulk pharmaceutical
products including vitamins, penicillin antibiotics and cephalosporin antibiotics.

This letter forms part of the detailed appraisal report, which comprises:

this letter, identifying the Equipment appraised, describing the nature and extent
of the investigation and presenting our opinion of value;

— asummary, arranged by account, showing the fair market value of the Equipment;

— an inventory, providing for each major processing system or group of items an
identifying description and the appraised fair market value;

—  assumptions and limiting conditions; and
—  astatement of general service conditions.

We have excluded from this investigation and improvements to leased property, real
estate property and buildings, office furniture, spare parts, supplies, materials on hand,
inventories, company records, and other such investments, and any current or intangible
assets that might exist.

The Equipment is located in Factory 301 and 302 located at No. 47 Fengshou Road,;
Factory 401 located at No. 276 Zhongshan West Road and Factory 201, 202, 203 and 204
located at No. 6 Huaxing Road, Zhonghuanan Main Street, Shijiazhuang, Hebei Province, the
People's Republic of China. The Equipment and other facilities of the SPG Group are
principally for the purpose of manufacture of various forms (power injections, tablets,
capsules, etc) of antibiotic preparation products, such as penicillin, amoxicillin, cefazolin and
cefoperazone products. The aggregate production capacity is estimated to be about 2,100
million units per annum.

PREMISE OF VALUE

Fair market value is defined as the estimated amount at which the Equipment might be
expected to be exchanged between a willing buyer and a willing seller, neither under any
compulsion, each having a reascnable knowledge of all relevant facts, with equity to both.

Continued use assumes such equipment will used for the purpcse for which the
equipment was designed and built, or to which it is currently adapted. An estimate of fair
market value arrived at on the premise of continued use does not represent the amount that
might be realized from piecemeal disposition of the equipment in the open market.
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VALUATION METHODOLOGY

For this appraisal, we have adopted two approaches of appraisal, namely the cost
approach and the market approach.

The Cost Approach

The cost approach is based on the proposition that an informed purchaser would pay no
more for equipment than the cost of producing substitute equipment with the same utility as
the subject equipment. Consideration will be given for accrued depreciation as evidenced
by observed condition or obsolescence present, whether arising from physical, functional or
economic factors. This approach generally furnishes the most reliable indication of value for
equipment without a known used market. 4

The Market Approach

The market approach considers prices recently paid for similar assets, with adjustments
made to the indicated market prices to reflect condition and utility of the appraised assets
relative to the market comparative. Equipment for which there is an established used market
may be appraised by this approach.

IVESTIGATION AND ASSUMPTIONS

Before arriving at our opinion of value, we personally inspected the Equipment, studied
market conditions and considered:

the extent, character, and utility of the Equipment;

— the estimated cost acquire new, or construct, or acquire used, if comparable
Equipment was available, plus the cost to erect or install as an integrated entity;

—  the cost of new equipment, with deductions for depreciation, or for loss of value
arising from condition utility, age, wear and tear, and obsolescence;

—  the cost of comparable used equipment, with a positive or a negative adjustment to
the market price to reflect the difference in condition and utility between the item
under appraisal and its normal comparative; and

—  dealers’ prices for equipment in operative condition, with allowance for freight and
installation.

Construction in progress are assets not fully constructed or installed. They have been
valued using the recorded cost basis as of the appraisal date.

At the time of our inspection, the Equipment was found to be generally in good working

condition and capable of performing efficiently the purpose for which it was designed and
pbuilt. There was evidence of a good maintenance programme.
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Any deferred maintenance, physical wear and tear, operating malfunctions, lack of
utility or other observable conditions distinguishing the appraised Equipment from
equipment of like kind in new condition were noted and made a part of our judgement in
arriving at the value.

We did not investigate any financial data pertaining to the present or prospective
earning capacity of the operation in which the Equipment is used. It was assumed that
prospective eamings would provide a reasonable return on the appraisal value of the
Equipment, plus the value of any assets not included in the appraisal, and adequate net
working capital.

Based on the investigation described, it is our opinion that as at 28 February, 2002 the-
fair market value of the appraised Equipment on the premise of continued use is reasonably
represented by the amount of RMBS54,482,015 (RENMINBI FIFTY-FOUR MILLION FOUR
HUNDRED EIGHTY-TWO THOUSAND AND FIFTEEN ONLY), which is shown in the attached
summary of valuation.

As indicated earlier, this fair market value does not represent the amount that might be
realised from piecemeal disposition of the appraisal value of the Equipment in the open
market or from an alternate use of the Equipment.

For the purpose of this appraisal, we have reviewed the acquisition records and assets
listings as well as other related technical specifications and documents supplied to us by the
SPG Group. We have relied to a very considerable extent on such records, listings,
specifications and documents in arriving at our opinion of value.

We have not investigated the title to or any liabilities against the Equipment.

We hereby certify that we have neither present nor prospective interest in the SPG
Croup or the appraised Equipment or the value reported.

Your faithfully,
For and on behalf of
VIGERS HONG KONG LTD.
Raymond Ho Kai Kwong Lee Chin Siak
Registered Professional Surveyor B.E. (Mech), MAE (Crd.)
MRICS AHKIS ASME (USA), CSME, EIC (Canada)
Director Consultant
Plant and Machinery Valuation

Note: C.S. Lee is a Mechanical Engineer who has over 30 years experience In industrial plant
machinery valuation and has undertaken valuation work in Hong Kong, China and Asia Pacific
Rim. :
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SUMMARY OF VALUATION
Capital value in
existing state as at
28th February,2002
RMB
Machinery and Equipment of Factory 301 19,243,150
located at No. 47 Fengshou Road, Shijiazhuang, '
Hebei Province, the PRC.
Machinery and Equipment of Factory 302 15,000,000
located at No. 47 Fengshou Road, Shijiazhuang,
Hebei Province, the PRC.
Machinery and Equipment of Factory 401 7,200,000
located at No. 276 Zhongshan West Road,
Shijiazhuang, Hebeil Province, the PRC.
Machinery and Equipment of Factory 201, 202, 11,880,000
203 and 204 located at No. 6 Huaxing Road,
Zhonghuanan Main Street, Shijiazhuang,
Hebei Province, the PRC.
Supporting Machine located at No. 47 Fengshou Road, 1,158,865
Shijiazhung, Hebei Province, the PRC.

Total: 54,482,015
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1. RESPONSIBILITY STATEMENT

This circular includés 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 the omission of which would make any
statement herein misleading.

2. SHARE CAPITAL

The authorised and issued share capital of the Company as at the Latest Practicable Date
and at Completion (taking no account of any Shares which may be issued pursuant to the
exercise of the options granted under the share option scheme adopted by the Company on
27th May, 1994) are and will be as follows:; —

Authorised: HK$
1,5800,000,000  Shares as at the Latest Practicable Date 150,000,000.00
1,500,000,000  Shares to be created pursuant to ordinary 150,000,000.00

resolution number 1 to be proposed
at the extraordinary general meeting
of the Company to be held on

27th May, 2002 at 10:10 a.m.

3,000,000,000 300,000,000.00

Issued and paid up and fo be issued:

1,240,447,279  Sharesinissue as at the Latest Practicable Date 124,044,727.90
219,111,382  Consideration Shares proposed to be issued 21,911,138.20
pursuant to the Acquisition Agreement

1,459,588,661 145,655,866.10

All the Shares currently in issue rank pari passu in all respect with each other, including
in particular, as to dividends, voting rights and capital. Save for not having the right to
recelve the final dividend declared on 22nd April, 2002 in respect of the year ended 3l1st
December, 2001, the Consideration Shares when allotted will rank pari passu in all respects
with the then existing issued Shares.

Application will be made to the Listing Committee of the Stock Exchange for Listing of
and permission to deal in the Consideration Shares to be issued upon Completion. Save as
disclosed herein, no part of the share capital is listed or dealt in on any stock exchange other
than the Stock Exchange and no application is being made or is currently proposed or
sought for the Shares to be listed in or on any other stock exchange.
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3. DISCLOSURE OF INTERESTS

{a) As at the Latest Practicable Date, the beneficial interests of the Directors and chief
executive of the Company in the share capital of the Company and its associated
corporations (within the meaning of the SDI Ordinance) which have been notified
to the Company and the Stock Exchange pursuant to section 28 of the SDI
Ordinance (including interests which they are deemed or taken to have under
section 31 of, or Part [ of the Schedule to, the SDI Ordinance) or which were
recorded in the register required to be kept pursuant to section 29 of the SDI
Ordinance or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed
Companies as set out in appendix 10 of the Listing Rules were as follows: —

(i) Interestsin Shares

As at the Latest Practicable Date, none of the Directors or their associates had
any personal, family, corporate or other interest in the ordinary shares of the
Company as recorded in the register maintained by the Company pursuant to
Section 29 the Ordinance. '

(ii) Interests in share options to subscribe for Shares

Approximate

percentage

of the total

issued shares

as at the

Exercise Number of Latest

Name of Exercise price share options Practicable

Director period per Share of the Company Date

CaiDong Chen 289.2000toc  HK$0.62 10,000,000 0.81%

27.9.2003 ‘

16.2.2002tc  HK$0.61 5,000,000 0.40%
26.5.2004

Ding Er Gang 28.9.2000to0  HK$0.62 5,000,000 0.40%
27.9.2008

16.2.2002to0  HK$0.61 3,000,000 0.24%
26.5.2004

LiuYi 20.8.2000t0  HK$0.67 1,306,000 0.11%
19.8.2003

16.2.2002tc  HK$0.61 3,000,000 0.24%
26.5.2004

Qu]Ji Guang 20.8.2000to0  HKS$0.67 1,304,000 0.11%
19.8.20083

16.2.2002to0  HK$0.61 3,000,000 0.24%
26.5.2004

Yue Jin 20.8.2000t0  HK$0.67 . 1,304,000 0.11%
19.8.2003

16.2.2002tc  HK$0.61 3,000,000 0.24%
26.5.2004
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(0)

(©

(@)

Approximate

percentage

of the total

‘issued shares

. as at the

Exercise Number of Latest

Name of Exercise price share options Practicable

Director period per Share ofthe Company Date

Wang XianJun  28.6.2000to  HK$0.62 5,000,000 0.40%

27.9.2003 '

16.2.2002to0 . HK$0.61 3,000,000 0.24%
26.5.2004

Wei Fu Min 16.2.2002to0  HK$0.61 4,304,000 0.35%
26.5.2004

Save as disclosed herein, as at the Latest Practicable Date, none of the Directors or
the chief executive of the Company or their associates had any interest in the share
capital of the Company and its associated corporations (within the meaning of the
SDI Ordinance) notified to the Company and the Stock Exchange pursuant to
section 28 of the SDI Ordinance (including interests which they are deemed or
taken to have under secticn 31 of, or Part I of the Schedule to, the SDI Ordinance)
or pursuant to the Model Code for Securities Transactions by Directors of Listed
Companies or which are required, pursuant to section 29 of the SDI Ordinance, to
be entered in the register referred to therein.

Lee Ka Sze Carmelo, an independent non-executive Director, is a partner of Woo,
Kwan, Lee & Lo, the legal advisers to the Company, which firm will receive normal
professional fees from the Company in connection with the Acquisition and the
waiver application for the Ongoing Connected Transactions.

None of the Directors is materially interested in any contract or arrangement
subsisting as at the date of this circular which is significant in relation to the
business of the Company and its subsidiaries.

As at the Latest Practicable Date, none cf the Directors had any direct interests or
indirect interests in any asset which had been acquired, or disposed of by, or
leased to any member of the Group, or was proposed to be acquired, or disposed
of by, or leased to any member of the Group, since 31st December, 2001, the date
to which the latest published audited consolidated financial statements of the
Group were made up.

SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, so far as is known to, or can be ascertained after

reasonable enquiry by, the Directors, the following persons 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 member of the Group: —
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Approximate
percentage of the
total issued shares

Name of ‘ Number of as at the Latest

substantial shareholder Shares Practicable Date

SPG 651,054,779 52.49%
(Note)

Note: Out of the 651,054,779 Shares, 25,000,000 Shares are held by Mr. Ding Er Gang as trustee for
SPG, 16,729,762 Shares are held by China Charmaine Pharmaceutical Company Limited, a
wholly-owned subsidiary of SPG.

Number of Approximate

Name of member Name of shares in member percentage of

of the Group substantial shareholderx of the Group shareholding

China Nutraceuticals  Unipower Nutraceutical 200 20%
Limited Limited

Mzb.com.hk Limited  Sesami (BVI) Limited 250,000 10%

Save as disclosed herein, as at the Latest Practicable Date, so far as the Directors are
aware, there was no person who was interested directly or indirectly in 10% or more of the
nominal value of any class of the share capital carrying rights to vote in all circumstances at
general meetings of any members of the Group.

5. PROFESSIONAL QUALIFICATION AND CONSENT

The following are the qualifications of the experts who have given opinions or advice
which are contained in this circular:

Kingsway Investment adviser registered under the Securities Ordinance (Chapter
333 of the laws of Hong Kong)

Vigers land, building, plant and machinery valuer

(a) As at the Latest Practicable Date, neither Kingsway nor Vigers was interested
beneficially or non-beneficially in any Shares in the Company or any of its
subsidiaries or associated corporations or any right or option to subscribe for or
nominate persons to subscribe for any shares in the Company or any of its
subsidiaries or associated corporations.

(b) As at the Latest Practicable Date, neither Kingsway nor Vigers has any direct or
indirect interests in any assets which have been acquired or disposed of by, or
leased to, or which are proposed to be acquired or disposed of by, or leased to,
the Company or any of its subsidiaries since 31st December, 2001, the date to
which the latest published audited consolidated financial statements of the Group
were made up.
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(¢) Kingsway and Vigers have given and have not withdrawn its written consent to the
issue of this circular with inclusion of its letter and the references to its name
included herein in the form and context in which they respectively appear.

6. LITIGATION
Neither the Company nor any of its subsidiaries is engaged in any litigation or

arbitration of material importance and, so far as the Directors are aware, no litigation or
arbitration of material importance is pending or threatened against the Group.

7. MATERIAL ADVERSE CHANGE
As at the Latest Practicable Date, the Directors are not aware of any material adverse

change in the financial or trading positions of the Group since 31lst December, 2001, the date
to which the latest published audited financial statements of the Group were made up.

8. SERVICE CONTRACTS

None of the Directors has entered into service contract with any member of the Group
which does not expire or is not terminable within one year without payment of compensation
(other than statutory compensation).
9. GENERAL

(a) The secretary of the Company is Lee Ka Sze Carmelo, a solicitor in Hong Kong.

(b) The principal share registrar and transfer office is Secretaries Limited at 5th Floor,
Wing On Centre, 111 Connaught Road Central, Hong Kong.

(c) In the event of any inconsistency, the English language text of this circular shall
prevail over the Chinese language text.

10. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during normal
business hours at the offices of Woo, Kwan, Lee & Lo at 27th Floor, Jardine House, 1
Connaught Place, Central, Hong Kong from the date of this circular up to and including 27th
May, 2002:

(a) the memorandum of association and articles or association of the Company;

(b) the Acquisition Agreement and the Termination Agreement;

(¢) the draft of each of the agreements in respect of the Ongoing Connected

Transactions in connection with the lease agreement and the receipt of composite
services;
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(d) the letter of recommendation from the Independent Board Committee, the text of
which is set out on page 18 of this circular;

(e) the letter issued by Kingsway, the text of which is set out on pages 19 to 26 of this
circular;

(f) the letters and summaries of valuation issued by Vigers, the text of which is set out
in Appendix A and Appendix B of this circular;

(g) the written consent of Kingsway and Vigers referred to in paragraph 5 of this
appendix; and

(h) the annual report of the Company for the year ended 31st December, 2001.
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NOTICE OF EXTRAORDINARY GENERAL MEETING

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED

TEAELXBZEAR LA

(Incorporated in Hong Kong under the Companies Ordinance)

NOTICE 1S HEREBY GIVEN that an extraordinary general meeting of the shareholders of
CHINA PHARMACEUTICAL ENTERPRISE AND INVESTMENT CORPORATION LIMITED (the
“"Company’') will be held at Boardroom, Mezzanine Floor, Renaissance Harbour View Hotel, 1
Harbour Road, Wanchai, Hong Kong on Monday, 27th May, 2002 at 10:20 a.m. (or so soon
thereafter as the extraordinary general meeting convened for the same place and date at 10:10
a.m. shall have been concluded and adjourned) for the purpose of considering and, if thought
fit, passing (with or without modifications) the following resolutions as ordinary resolutions of
the Company:— '

ORDINARY RESOLUTIONS

1. "THAT a conditional agreement dated 22nd April, 2002 (the "Agreement’’), a copy of
which marked “A" has been produced to the meeting and signed by the Chairman of the
meeting for the purpose of identification, between (i) the Company as purchaser and (ii)
Shijiazhuang Pharmaceutical Group Company Limited (AR EHIZEEBEFR AR F]) ('SPG"),
the controlling shareholder of the Company, and Shijiazhuang Pharmaceutical Group OQuyi
Pharmaceutical Company Limited (AR EHIREEBREREEFIRAT) ("Ouyi”), an indirect
wholly-owned subsidiary of SPG, as vendors, pursuant to which the Company agreed to
acquire the entire issued share capital of a limited liability company (the "PRC Co"),
which will be established in the People's Republic of China to engage principally in the
manufacture of pharmaceutical preparation products, for an aggregate consideration of
RMB216,000,000 (equivalent to about HK$203,800,000) which shall be satisfied by way of
issuance and allotment of 219,111,382 shares of HK$0.10 each (the "'Consideration
Shares’') in the capital of the Company credited as fully paid at the issue price of HK$0.93
per Consideration Share (the ‘“‘Acquisition’’) and together with all other transactions
contemplated thereunder (including but not limited to the Acquisition and the issue of the
Consideration Shares), be and are hereby approved and THAT the directors of the
Company be and are hereby authorised on behalf of the Company (i) to sign, seal,
execute, perfect, deliver and do all such documents, deeds, acts, matters and things as
they may in their discretion consider necessary or desirable for the purpose of or in
connection with implementation of the Agreement and the exercise or enforcement of any
of the Company’s rights under the Agreement including, inter alia, upon the Agreement
becoming unconditional, the authority to complete the Agreement and/or to procure
completion of the same and to allot and issue the Consideration Shares ranking pari passu
in all respects with all other existing shares of HK$0.10 each in the Company as at the date
of allotment of the Consideration Shares other than' the right to receive final dividend
declared on 22nd April, 2002, in respect of the year ended 31st December, 2001 and (ii) to
make and agree such variations of a non-material nature in the terms of the Agreement as
they may in their discretion consider to be desirable and in the interests of the Company.”
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&

“THAT the processing services arrangement to be entered into betweeri )
Shijiazhuang Municipal Second Pharmaceutical Factory AZRENE _#IZEM and PRC
Co. principally in connection with the manufacture of ampicillin and ampicillin related
products in the form of powder injection (the ‘'Transactions') and the application made
by or on behalf of the Company to The Stock Exchange of Hong Kong Limited (the
"Stock Exchange’) for a waiver for three financial years ending 31st December, 2004
from strict compliance with the relevant disclosure and approval requirements in
respect of the Transactions and matters arising out of or in connection with such
Transactions as stipulated in Chapter 14 of the Rules Governing the Listing of Securities
on the Stock Exchange (the “Waiver Application”) (all as detailed in a circular to the
shareholders of the Company dated 10th May, 2002) be and are hereby approved and
that the directors of the Company be and are hereby authorised for and on behalf of the
Company to do such things as necessary or desirable or expedient for the purpose of or
in connection with the Transactions and the Waiver Application.”’

By order of the Board
Lee Ka Sze, Carmelo
Secretary

Hong Kong, 10th May, 2002

Notes:

1)

(@)

(3)
)

Any member entitled to attend and vote at the meeting is entitled to appoint more than one proxy to
attend and, and a poll, to vote instead of him. A proxy need not be a member of the Company.

Where there are joint registered holders of any share, any one of such persons may vote at the
meeting, either personally or by proxy, in respect of such share as if he were solely entitled thereto,
but if more than one of such joint holders be present at the meeting personally or by proxy, that one
of the said persons so present whose name stands first on the register in respect of such share, shall
alone be entitled to vote in respect thereof.

A form of proxy for use at the meeting is enclosed.

To be valid, the form of proxy, together with the power of attorney or other authority, if any, under
which it is signed or a certified copy of such power or authority, must be deposited at the registered
office of the Company at Rooms 2802-6, 28th Floor, Office Tower, Convention Plaza, 1 Harbour Road,
Wanchai, Hong Kong not less than 48 hours before the time appointed for holding the meeting or
adjourned meeting thereof. Completion and return of the form of proxy will not preclude members
from attending and voting in person at the meeting.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you should
consult your stockbroker or other registered dealer in securities, bank manager, solicitor, professional
accountant or other professional adviser.

If you have sold or transferred all your shares in China Pharmaceutical Enterprise and Investment
Corporation Limited, you should at once hand this circular to the purchaser or transferee or to the

bank, stockbroker or other agent through whom the sale or transfer was effected for transmission to the
purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular,
makes no representation as to its accuracy or completeness and expressly disclaims any liability

whatscever for any loss howsoever arising from or in reliance upon the whole or any part of the
contents of this circular,

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED

oy
PEUELCEREAER L A >
(Incorporated in Hong Kong with limited liability) r:
ONGOING CONNECTED TRANSACTIONS =

{4

Independent financial adviser to the Independent Board Committee

KINGSWAY CAPITAL LIMITED

A letter from the Independent Board Committee is set out on page 11 of this circular.

A letter from Kingsway Capital Limited, the independent financial adviser, containing its advice to the
Independent Board Committee is set out on pages 12 to 19 of this circular.

A notice convening an extraordinary general meeting of China Pharmaceutical Enterprise and
Investment Corporation Limited to be held at Rooms 2802-8, 28th Floor, Office Tower, Convention
Plaza, 1 Harbour Road, Wanchai, Hong Kong at 10:30 a.m. on Tuesday, 26th February, 2002 is set out cn
pages 24 to 25 of this circular. Whether or not you are able to attend the meeting, you are requested to
complete and return the enclosed form of proxy in accordance with the instructions printed thereon as
soon as possible to the registered office of the Company in Hong Kong at Rooms 2802-6, 28th Floor,
Office Tower, Convention Plaza, 1 Harbour Road, Wanchai, Hong Kong and in any event not less than
48 hours before the time appointed for holding the meeting. Completion and return of the form of

proxy shall not preclude you from attending and voting at the meeting or any adjourned meeting
should you so desire.

6th February, 2002
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DEFINITIONS

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

requires otherwise:

“"Announcement"’

"associate(s)”

“Board”

“Circular"

“Company”’

“Director(s)”

“Extracrdinary General Meeting’

“Existing Waiver”

“Fenghua"

"Fenghua Transactions”

“Group"”

"Independent Board Committee”

announcement of the Company dated 16th January,
2002 in respect of the Fenghua Transactions, Jiali
Transactions and the Waiver Application

has the meaning ascribed to it under the Listing Rules
the board of Directors

circular of the Company dated 2lst May, 1999 in
respect of the acquisition of certain interests in
Fenghua and Jiali and the ongoing connected
transactions entered into between each of Fenghua
and Jiali after completion of the Acquisition (as
defined in the Circular)

China Pharmaceutical Enterprise and Investment
Corporation Limited, a company incorporated in
Hong Kong with limited liability, the shares of which
are listed on the Stock Exchange

director(s) of the Company

an extraordinary general meeting of the Company to
be held to approve, inter alia, the Fenghua
Transactions, the Jiali Transactions and the Waiver
Application

the waiver granted by the Stock Exchange on 29th
July, 1999 to the Company in respect of the ongoing
connected transactions between each of Fenghua and
Jiali and the SPG Group

ot W ¥ K % F FR A A (Hebei Fenghua
Pharmaceutical Co., Ltd.), a Sino-foreign equity joint
venture company established in the PRC on 26th
February, 1994 and 99% of equity interest of which is
owned by the Company

the connected transactions between Fenghua and the
SPG Group

the Company together with its subsidiaries

an independent committee of the Board, comprising
Mr. Huo Zhen Xing and Mr. Qi Mou Jia




DEFINITIONS

“Independent Shareholders”

“Tiali”

“Tiali Transactions”

“Kingsway"

I

"Latest Practicable Date

“Listing Rules”

""New Waiver"

“PRC"”

“SDI Ordinance”
“Share(s)”
“Shareholder(s)"”
“SPG”

“SPG Group;'

“Stock Exchange"

Shareholders other than the SPG GCroup and its
associates

AREEFMKBESRRL A  (Shijlazhuang Jiali
Pharmaceutical Co., Ltd.), a Sino-foreign equity joint
venture company established in the PRC on 13th
March, 1896 and 99% of the equity interest of which is
owned by the Company

the connected transactions between Jiali and the SPG
Group

Kingsway Capital Limited, an investment adviser
registered under the Securities Ordinance (Chapter
333 of the Laws of Hong Kong)

Ist February, 2002, being the latest practicable date
prior to the printing of this circular for ascertaining
certain information contained herein

The Rules Governing the Listing of Securities ¢n the
Stock Exchange

the waiver submitted to the Stock Exchange on behalf
of the Company applying for the waiver from strict

compliance of the Listing Rules in respect of
Transactions

the People’s Republic of China

the Securities (Disclosure of Interests) Ordinance
(Chapter 396 of the Laws of Hong Kong)

share(s) of HK$0.10 each in the share capital of the
Company

the holder(s) of the Shares
Shijiazhuang Pharmaceutical Croup Company
Limited, a limited liability company established in the

PRC and the controlling shareholder of the Company

SPG together with its subsidiaries excluding the
Group

The Stock Exchange of Hong Kong Limited




DEFINITIONS

“Waiver Application” the application of the Company to the Stock
Exchange for an ongoing waiver from strict
compliance with the relevant disclosure and
shareholders' approval requirements under Chapter
14 of the Listing Rules in respect of the Fenghua
Transactions and the Jiali Transactions

“"RMB" Renminbi, the lawful currency of the PRC
“HKS$" Hong Kong dollars, the lawful currency of Hong Kong
For the purpose of this announcement, unless otherwise indicated, the exchange rates at HK§1 =

RMB$1.069 have been used, where applicable, for purpose of illustration only and not constitute
a representation that any amount have been, could have been or may be exchanged.
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CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FPERELXREFTR QA

(Incorporated in Hong Kong with limited liability)

Executive Directors: Registered Office: —

Cai Dong Chen (Chairman) Rooms 2802-6

Ding Er Gang 28th Floor, Office Tower
Liu Vi Convention Plaza

QuJi Guang 1 Harbour Road

Wang Xian Jun Wanchai

Wei Fu Min Hong Kong

Wei Guo Ping

Yue Jin

Independent Non-Execulive Directors:

Huo Zhen Xing
Lee Ka Sze Carmelo
Qi Mou Jia
6th February, 2002

To the Shareholders
Dear Sir and Madam,

ONGOING CONNECTED TRANSACTIONS
1. INTRODUCTION

On 16th January, 2002, the Company announced that the Existing Waiver granted by the
Stock Exchange on 29th July, 1999 from strict compliance with the relevant requirements of
the Listing Rules in respect of the ongoing connected transactions between each of Fenghua
and Jiali and the SPG Group as disclosed in the Circular expired on 31st December, 2001.
The Directors have applied to the Stock Exchange for the New Waiver.

As SPG and its associates beneficially own an aggregate of approximately 52.49% of the
issued share capital of the Company, transactions between each of Fenghua and Jiali and the
SPG Croup constitute connected transactions for the Company under the Listing Rules and
are subject to approval from the Independent Shareholders. Furthermore, as the Fenghua
Transactions and the Jiali Transactions will continue on a regular basis, the Company has
applied to the Stock Exchange for a waiver for three financial years ending 31st December,
2004 from strict compliance with the relevant disclosure and approval requirements in
respect of the Fenghua Transactions and the Jiali Transactions under the Listing Rules.
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The purpose of this circular is to provide you with further informaticn in respect of the
Fenghua Transactions, the Jiali Transactions and the New Waiver.

2. ONGOING CONNECTED TRANSACTIONS

The Directors expect that the SPG Group will continuously enter into the following
transactions with Fenghua and Jiali respectively, which will constitute connected
transactions: — ‘

Sales and Purchases

Each of Fenghua and Jiali and the SPG-Group 1s selling certain pharmaceutical raw
materials (including ampicillin sodium, ampicillin, amoxicillin, auxiliary chemical
products and packaging materials) to each other. The Directors expect that such
transactions will continue upon the issue of the Announcement. These transactions have
been, and will continue to be, carried out in the ordinary and usual course of business of
Fenghua and Jiali and on normal commercial terms by reference to market prices and
on an arm's length basis.

(A) Sales by Fenghua to the SPG Group

Fenghua sells amoxicillin and ampicillin to the SPG Group as raw materials for the
production of antibiotic medicine. The selling prices of the products of Fenghua to the
SPG Croup are reached after arm’s length negotiation between the SPG Group and
Fenghua and are made by reference to the price list supplied by Fenghua.

For the period between lst September, 1999 and 31st December, 1999 and the
financial year ended 31lst December, 2000, the amount of sales of amoxicillin and
ampicillin to the SPG Group by Fenghua was approximately RMB25,796,000 (equivalent
to approximately HK$24,131,000) and RMB9S,116,000 (equivalent to approximately
HK$92,718,000) respectively, representing approximately 2.9% and 9.3% of the total
sales of the Group for each of the two financial years ended 31st December, 2000
respectively. These sales of Fenghua also represent approximately 2.4% and 8.4% of
the audited consolidated net tangible asset of the CGroup for each of the two financial
years ended 3lst December, 2000 respectively. The unaudited value of sales of
amoxicillin and ampicillin by Fenghua to the SPG Group for the period between lst
January, 2001 to 31st December, 2001 amounted to approximately RMBS5,260,000
(equivalent to approximately HK$89,111,000), which accounted for approximately 9.0%
of the Group's sales for the financial year ended 3lst December, 2000 and also
represents approximately 8.1% of the audited consoclidated net tangible asset of the
Croup for the financial year ended 31st December, 2000.

(B) Sales by ]Jialito the SPG Group

Jiali sells ampicillin sodium to the SPG Group as raw materials for the production of
antibiotic medicine. The selling prices of the products of Jiali to the SPG Group are
reached after arm'’s length negotiation between the SPG Group and Jiali and are made
by reference to the price list supplied by Jiall.
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For the period between lst September, 1999 and 31st December, 1998 and the
financial year ended 31st December, 2000, the amount of sales of ampicillin sodium to
the SPC Croup by Jiali was approximately RMB8,054,000 (equivalent to approximately
HK$7,534,000) and RMB10,476,000 (equivalent to approximately HK$9,800,000)
respectively, representing approximately 0.9% and 1.0% of the total sales of the Group
for each of the two financial years ended 31st December, 2000 respectively. These sales
of Jiali also represent approximately 0.7% and 0.9% of the audited consolidated net
tangible asset of the Croup for each of the two financial years ended 31st December,
2000 respectively. The unaudited value of sales of ampicillin sodium by Jiali to the SPG
Group for the period between 1st January, 2001 to 31st December, 2001 amounted to
approximately RMBS,896,000 (equivalent to approximately HK$9,351,000), which
accounted for approximately 0.9% of the Group's sales for the financial year ended 31st
December, 2000 and also represents approximately 0.9% of the audited consolidated
net tangible asset of the Croup for the financial year ended 31st December, 2000.

In view of the demand in market, Jiali makes use of part of its production capacity
of ampicillin sodium to manufacture a new product, namely cefoperazone sodium in
2002. 1t is expected that the sales of ampicillin sodium to the SPG Group will be
reduced and cefoperazone sodium will alsc be sold by Jiali to the SPG Group for the
production of antibiotic medicine.

(C) Purchases by Fenghua from the SPG Group

Fenghua purchases packaging rmaterials and auxilliary chemical products from the
SPG Group. The purchase prices of the products of the SPG Group are reached after
arm'’s length negotiations between the SPG Croup and Fenghua and are made by
reference to the price list supplied by the SPG Group.

The amount of purchases of packaging materials and auxilliary chemical products
by Fenghua from the SPG Group for the period between lst September, 1999 and 31st
December, 1889 amounted to approximately RMB461,000 (equivalent to approximately
HK$431,000), which accounted for less than 0.1% of the Group’s sales for the financial
year ended 31st December, 1999. These purchases by Fenghua also represent less than
0.1% of the audited consclidated net tangible asset of the Group for the financial year
ended 3lst December, 1999. There were no purchases of packaging materials and
auxilliary chemical products by Fenghua from the SPG Group during the financial year
ended 31st December, 2000.

The unaudited value of purchases of auxilliary chemical products by Fenghua from
the SPG Group for the period between lst January, 2001 to 31lst December, 2001
amounted to approximately RMB26,358,000 (equivalent to approximately
HK$24,657,000), which accounted for approximately of 2.5% of the Group's sales for the
financial year ended 31st December, 2000 and also represents approximately 2.2% of
the audited consolidated net tangible asset of the Group for the financial year ended
31st December, 2000. Due to the fact that a supplier of Fenghua had joined the SPG
Group in 2001, the purchases by Fenghua of auxilliary chemical products from the SPG
Group in 2001 has been increased.
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The Directors expect that in the future, (i) the aggregate amount of sales derived from
products (including amoxicillin and ampicillin) sold by Fenghua to the SPG Group will not
exceed 12% of the Group's turnover in any relevant financial year; (ii) the aggregate amount
of sales derived from products (including ampicillin sodium and cefoperazone sodiurn) sold
by Jiali to the SPG Group will not exceed 3% of the Group’s turnover in any relevant financial
year,; and (iil) the aggregate amount of purchase by Fenghua from the SPG Group will not
exceed 4% of the Group’s turmover in any relevant financial year.

3. REASONS FOR THE TRANSACTIONS

The principal activity of the Company is investment holding. The principal activities of
the subsidiaries of the Company are manufacture and sales of pharmaceutical products.

Fenghua is principally engaged in the manufacture and sale of semi-synthetic
antibiotics including ampicillin and amoxicillin. Fenghua is one of the largest semi-synthetic
antibiotics producers in the PRC.

Jiali is principally engaged in the manufacture and sale of ampicillin sodium and
cefoperazone sodium. Jiali is also one of the largest semi-synthetic antibiotics producers in
the PRC.

SPG Group is principally engaged in the manufacture and sale of pharmaceutical
products, including raw materials and preparations.

By entering into the Fenghua Transactions and Jiali Transactions, the Group will be
benefited from having a reliable source of supply of high quality raw materials from the SPG
Group. On the other hand, the Group is able to maintain the relationship with its significant
customer, SPG Croup, for sales of its products.

The Company anticipates that there will be a growth of business between the SPC
Group and Fenghua and Jiali respectively. SPG Croup plans to expand the production
capacity of amoxicillin preparations in 2002 and intends to acquire more amoxicillin from
Fenghua. On the other hand, as the production of ampicillin sodium will be decreased in
2002, extra amount of ampicillin will be available for sale to the SPG Group.

4. CONNECTED TRANSACTION

As SPG and its associates beneficially own an aggregate of approximately 52.49% of the
issued share capital of the Company, transactions between each of Fenghua and Jiali and the
SPG Group constitute connected transactions for the Company under the Listing Rules and
are subject to approval from the Independent Shareholders.

In view of the interests of SPG Group in the Fenghua Transactions and Jiali Transactions,
SPG Group and its associates will abstain from voting in relation to the resolution approving
the Fenghua Transactions and Jiali Transactions at the Extraordinary General Meeting. The
Independent Board Committee has been appointed to advise the Independent Shareholders
on whether or not the terms of the Fenghua Transactions, Jiali Transactions and the Waiver
Application are in the interests of the Company and are fair and reasonable so far as the
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Independent Shareholders are concermned. Kingsway, a party not connected with any of the
directors, chief executive or substantial shareholders of the Company or its subsidiaries or
any of their respective associates as defined in the Listing Rules, has been appointed as an
independent financial adviser to advise the Independent Board Committee regarding the
terms of the Fenghua Transactions, the Jiali Transactions and the Waiver Application.

5. APPLICATION FOR NEW WAIVER

Under the Listing Rules, the transactions as stated in paragraph 2 above would normally
require full disclosure and/or prior independent shareholders’ approval. However, as such
transactions have been, and will continue to be carried out in the ordinary and usual course
of business and occur on a regular basis on normal commercial terms and on terms that are
fair and reasonable so far as the Shareholders are concerned, the Directors consider that it
would not be practical to make disclosure or, if necessary, obtain shareholder’s approval for
each transaction as it arises. Accordingly, the Company has applied to the Stock Exchange
to grant a waiver for a period of 3 financial years up to 3lst December, 2004 from the
relevant requirements of the Listing Rules in respect of the Fenghua Transactions and Jiall
Transactions as described above and matters arising out or in connection with such
transactions on the conditions that :

i, details of the transactions will be disclosed in the Company’s annual report as set
out in Rule 14.25(1)(A) to (D) of the Listing Rules;

ii. the independent non-executive Directors will review annually any continued
transactions and confirm in the Company’s annual report of the relevant financial
vear that:

a. the transactions have been entered into in the ordinary and usual course of the
business of the Group;

b. the transactions have been entered into in accordance with the pricing
policies of the Croup and on normal commercial terms;

¢c. the transactions are on terms that are fair and reasonable so far as the
Shareholders are concerned;

d. the transactions have been entered into either (1) in accordance with the
terms of the agreements governing such transactions, or (2) where there is no
such agreement, on terms no less favourable than terms available to (or from,
as appropriate) independent third parties so far as the Shareholders are
concerned;

e. in any financial year, the aggregate sales of Fenghua to the SPG Croup does
not exceed 12% of the Group's audited turncver, as disclosed in the relevant
published audited accounts;

f.  in any financial year, the aggregate sales of Jiali to the SPG Group does not
exceed 3% of the Group's audited turnover, as disclosed in the relevant
published audited accounts; and
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g. in any financial year, the aggregate purchases by Fenghua from the SPG
Group does not exceed 4% of the Group’s audited turnover, as disclosed in
the relevant published audited accounts;

iil, the auditors of the Company will review annually the transactions and write a letter
to the board of Directors (a copy of which shall be provided to the Stock Exchange
by the Directors) stating that:

a. the transactions have received approval of the board of Directors;

b. the transactions are in accordance with the pricing policies of the Croup and
on normal commercial terms;

c. the transactions have been entered into in accordance with the terms of the
agreement relating to the transactions or, where there is no such agreement,
on terms no less favourable than terms available to (or from, as appropriate)
independent third parties; and

d. the transactions have not exceeded the relevant cap referred to in
sub-paragraphs (ii) (e) to (g) above;

iv. the Company's annual report and accounts shall contain a statement that, in the
opinion of the Directors, the arrangement has been entered into in the manner as
stated in paragraphs (i) (a) to (g) above; and

v.  SPG shall provide an undertaking to the Stock Exchange and the Company that for
so long as the Shares are listed on the Stock Exchange, it will provide and procure
its subsidiaries to provide the auditors of the Company with full access to the
relevant books and records for the purpose of auditors’ review of the Fenghua
Transactions and the Jiali Transactions as referred to in paragraph (lii) above.

The Company understand that, if any terms of the agreement referred to above are
altered (unless as provided for under the terms of the agreement) or if the Group enters into
any new agreerment with any connected persons (within the meaning of the Listing Rules and
subject to the requirements set out in the Listing Rules) in the future or if the limits referred to
above are exceeded, the Company must comply with the provision of chapter 14 of the
Listing Rules dealing with connected transactions unless it applies for and obtains a separate
walver from the Stock Exchange.

Prior to the obtaining of the approval from the Independent Shareholders on the New
Waiver and following the issue of the Announcement, Fenghua and Jiali will continue to enter
into the Fenghua Transactions and Jiali Transactions with the SPG Croup, however, the
Directors expect that the respective values of such transactions will not exceed the higher of
HK$10,000,000 or 3% of the unaudited consolidated net tangible asset of the Croup as at 30th
June, 2001, should such values exceed the higher of HK$10,000,000 or 3% of the unaudited
consolidated net tangible asset of the Group as at 30th June, 2001, the Company will comply
with the relevant requirements under Chapter 14 of the Listing Rules.
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6. EXTRAORDINARY GENERAL MEETING

A notice of the Extraordinary General Meeting to be held on Tuesday, 26th February,
2002 at 10:30 a.m. at Rooms 2802-6, 28th Floor, Office Tower, Convention Plaza, 1 Harbour
Road, Wanchai, Hong Kong is set out on pages 24 to 25 of this circular. An ordinary
resolution will be proposed at the meeting to approve the Fenghua Transactions, the Jiali
Transactions and the Waiver Application at which SPG Group and its associates will abstain
from voting in relation to the resolution approving the Fenghua Transactions, the Jiali
Transactions and the Waiver Application.

A form of proxy for use at the Extraordinary General Meeting is enclosed. Whether or
not you are able to attend the meeting, you are requested to complete the enclosed form of
proxy in accordance with the instructions printed thereon and return it as soon as possible to
the registered office of the Company in Hong Kong, Rooms 2802-6, 28th Floor, Office Tower,
Convention Plaza, | Harbour Road, Wanchai, Hong Kong and in any event not later than 48
hours before the time appointed for holding the meeting. Completion and return of the form
of proxy shall not preclude you from attending and voting at the meeting or any adjourned
meeting should you so desire.

1. RECOMMENDATION

The Fenghua Transactions and the Jiali Transactions have been entered into on normal
commercial terms in the ordinary course of business of the Group. The Directors are of the
view that the terms of the Fenghua Transactions and the Jiali Transactions are fair and
reasonable so far as the Shareholders are concerned and in the best interest of the Company.

Your attention is drawn to the letter from the Independent Board Committee set out on
page 11 of this circular and the letter from Kingsway to the Independent Board Committee
set out on pages 12 to 19 of this circular.

8. ADDITIONAL INFORMATION

Your attention is also drawn to the additional information set out in the appendix to this
circular.

Yours faithfully,
For and on behalf of the Board
Wang Xian Jun
Director
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CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FERELEXTLEFER L F

(Incorporated in Hong Kong with limited liability)
6th February 2002
To the Independent Shareholders
Dear Sir/Madam,
CONNECTED TRANSACTIONS

We refer to the circular dated 6th February, 2002 (the "Circular”) of the Company of
which this letter forms part. Terms defined in the Circular shall have the same meanings
when used herein unless the context requires otherwise.

We have been appointed by the Board to advise the Independent Shareholders as to
whether the terms of the Fenghua Transactions and the Jiali Transactions and the Waiver
Application are fair and reasonable as far as the interests of the Company and the
Shareholders taken as a whole are concerned.

We wish to draw your attention to the letter from the Board as set out on pages 4 to 10 of
the Circular and the letter from Kingsway as set out on pages 12 to 19 of the Circular which
contains, inter alia, its advice and recommendation to us regarding the terms of the Fenghua
Transactions and the Jiali Transactions and the Waiver Application together with the
principal factors and reasons for its advice and recommendation.

Having taken into account the advice and recommendation of Kingsway, we consider
that the Fenghua Transactions and the Jiali Transactions and the Waiver Application are in
the interests of the Company and the Shareholders taken as a whole and the Fenghua
Transactions and the Jiali Transactions are conducted on terms that are fair and reasonable.
Accordingly, we recommend that the Independent Shareholders should vote in favour of the
resolution to be proposed to approve the Fenghua Transactions and Jiali Transactions and
the Waiver Application.

Yours faithfully,
For and on behalf of
Independent Board Committee
Huo Zhen Xing and Qi Mou Jia
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The following is the letter of advice from Kingsway to the Independent Board Committee
prepared for the purpose of inclusion in this circular.

Kingsway Group

5/F., Hutchison House, 10 Harcourt Road, Central, Hong Kong.
Tel. No.: (852) 2877-1830 Fax No.: (852) 2868-3570

6th February, 2002

The Independent Board Committee

China Pharmaceutical Enterprise and
Investment Corporation Limited

Rooms 2802-6, 28th Floor, Office Tower

Convention Plaza

1 Harcourt Road

Wanchai

Hong Kong

Dear Sirs

ONGOING CONNECTED TRANSACTIONS -
TRADING ARRANGEMENTS WITH SPG GROUP

We have been appointed as the independent financial adviser to the Independent
Board Committee in relation to the New Waiver and the proposed caps for the Fenghua
Transactions and the Jiali Transactions, details of which are set out in the "Letter from the
Board' on pages 4 to 10 of the circular to the Shareholders dated 6th February, 2002 (the
“Extension Circular'’), of which this letter forms part. Capitalised terms used in this letter
shall have the same meanings as those defined in the Extension Circular unless the context
otherwise requires.

In arriving at our opinion, we have relied on the statements, information, opinions and
representations contained in the Extension Circular and the information and representations
provided to us by the Directors. We have assumed that all such statements, information,
opinions, valuation, reports and representations contained or referred to in the Extensicn
Circular or otherwise provided by the Directors for which they are solely and wholly
responsible were true, complete, and accurate at the time they were made and given and
continue to be so at the date of despatch of the Extension Circular. We have also assumed
that all statements of belief, opinion and intention made by the Directors in the Extension
Circular were reascnably made after due and careful enquiry.

We consider that we have been provided with sufficient information on which to form a
reasonable basis for our recommendation. We have also been advised by the Directors that
no material facts have been omitted from the Extension Circular, the omission of which would
make the Extension Circular misleading. We have no reason to suspect that any relevant
information or reports have been withheld, nor are we aware of any facts or circumstances
which would render the information provided and the representations made to us to be
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untrue, inaccurate, or misleading. We have not, however, carried out any independent
verification of the information provided by the Directors, nor have we conducted any
independent investigation into the Fenghua Transactions and Jiali Transactions, the
businesses, affairs and prospects of the Company and SPG or any of their respective
subsidiaries and associates; the technical and specific industrial aspects relating to the
Croup's businesses and products, or the current state or likely prospects of the Group's
businesses and products.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In considering whether or not the terms of the New Waiver and the proposed caps are
fair and reasonable in so far as the Independent Shareholders are concerned, we have given
particular regard to the following factors and reasons:

(R) Reasons for the Fenghua Transactions and Jiali Transactions

The principal activity of the Company is investment holding and the principal
activities of its subsidiaries are the manufacture and sales of pharmaceutical products.
Fenghua is principally engaged in the manufacture and sale of semi-synthetic
antibiotics including ampicillin and amoxicillin. Jiali is principally engaged in the
manufacture and sale ¢f ampicillin sodium and cefoperazone sodium. On the other
hand, the SPG Croup is principally engaged in the manufacture and sale of
pharmaceutical products, including raw materials and preparations. We were given to
understand that both Fenghua and Jiali are one of the largest semi-synthetic antibiotics
producers in the PRC while the SPG Croup is one of the largest pharmaceutical groups
in the PRC. ‘

The trading relationship of each of Jiali and Fenghua and the SPG Croup
commenced before the acquisition by the Company of a 99% interest in both Jiali and
Fenghua from the SPG Group in 1899 (the “Acquisition’’). Prior to the completion of the
Acquisition, Jiali and Fenghua were both indirectly wholly owned subsidiaries of SPG.
Each of Jiali, Fenghua and the SPG Group was then selling certain antibiotics
pharmaceutical raw materials (including ampicillin sodium, ampicillin, amoxicillin,
auxiliary chemical products and packaging materials) to each other. Since the
completion of the Acquisition, Fenghua and Jiali have continued to trade with the SPG
Group.

We understand from the Directors that the Group has neither encountered any
significant problem in collecting sales proceeds nor obtaining supply of raw materials
frorn the SPG Group in the past, and that the sale and purchase transactions with the SPG
Group have been conducted on terms (including pricing structure) no less favourable
than those of independent customers and suppliers (as the case may be).

Both Jiali and Fenghua have price lists setting out reference prices for their
products which are determined based on market conditions (such as the prices quoted
by other competitors) and which may be adjusted if the market conditions change. Such
reference prices are used by Jiali and Fenghua as a benchmark and the actual price
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charged to individual customers (including the SPG Group and independent parties)
may vary depending on factors such as sales volume and credibility of the customers.
We understand that the selling prices of the products of Fenghua and Jiali to the SPG
Croup are made by reference to the price lists prepared by Fenghua and Jiali
respectively.

The same pricing mechanism applies to purchases of packaging materials and
auxiliary chemical products by Fenghua from the SPG Group. Fenghua has reference
prices for the packaging materials and auxiliary chemical products which are
determined based on market conditions (such as the prices quoted by other suppliers)
and which may be adjusted if the market conditions change. Such reference prices are
used by Fenghua as a benchmark and the actual price paid to the individual suppliers
(including the SPG Croup and independent parties) may vary depending on factors
such as purchases volume and reliability of the suppliers. We understand that the
purchase prices of the products of the SPG Group are made by reference to the price
list supplied by the SPG Group.

By continuing the Fenghua Transactions and the Jiali Transactions, the Group can
have a reliable source of supply of quality raw materials from the SPG Group and
maintain the relationship for sale of the Group's products with the SPG Group which is a
significant customer of the Group.

In view of the above factors and given the anticipated potential demand of the
Croup's products from the SPG Group and the Group's demand for raw materials from
the SPC Group, we are of the view that it would be in the interest of Fenghua and Jiali to
continue sale and purchase transactions with the SPG Group.

(B) Basis of the revised cap
(i) Sales by Fenghua to the SPG Group

Fenghua sells ampicillin and amoxicillin to the SPG Group as raw materials for
the production of antibiotic medicine. For the period between lst September, 1999
(the first date after Fenghua becoming a subsidiary of the Company) and 31st
December, 1999 and the financial year ended 31st December, 2000, the amount of
sales of amoxicillin and ampicillin to the SPG Croup by Fenghua was
approximately RMB25,796,000 (equivalent to approximately HK$24,131,000) and
RMBS9,116,000 (equivalent to approximately HK$92 718,000) respectively,
representing approximately 2.9% and 9.3% of the Croup's total turnover for each
of the two financial years ended 31st December, 2000 respectively. The unaudited
value of sales of amoxicillin and ampicillin by Fenghua to the SPG Group for the
financial year ended 3lst December, 2001 amounted to approximately
RMB95,260,000 (equivalent to approximately HK$89,111,000), which accounted for
approximately 9.0% of the Group's total turnover for the financial year ended 31st
December, 2000.
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Upon comparison, it comes to our attention that the capped percentage is
noticeably higher than the percentages stated in the above paragraph. The
Directors explained that they have determined the revised capped percentage
with reference to the market conditions, the anticipated amount of sales of each of
ampicillin and amoxicillin by Fenghua to the SPG Group and the forecast turnover
of the Croup for the following 3 financial years in question. In particular, the
Directors have considered the following:

(a) Salesof ampicillin

The forecast sales of ampicillin to the SPG Group in the following 3
financial years in question are projected to be 50% of the annual total sales of
ampicillin by Fenghua. Such percentage is within the historical range of sales
of ampicillin by Fenghua to the SPG Croup.

The total sales of ampicillin by Fenghua in 2002 are projected to increase
by approximately 30%. Ampicillin is the major raw materials for the
production of ampicillin sodium. As Jiali's production volume of the ampicillin
sodium will be reduced in 2002 in view of market conditions, more ampicillin
will be available for sales. In 2003 and 2004, it is expected that the total
amount of sales of ampicillin by Fenghua will also remain static as compared
to the total sales in 2001.

(b) Sales of amoxicillin

The forecast sales of amoxicillin to the SPG Group in the following 3
financial years in question are projected to be 55% of the annual total sales of
amoxicillin by Fenghua, whereas the historical range of sales of amoxicillin by
Fenghua to the SPG Group is between 43.1% and 54.6%. A higher percentage
is expected as the SPG CGroup plans to expand the production capacity of
amoxicillin preparations in 2002. For the following 3 financial years, it is
expected that the total sales of amoxicillin by Fenghua will have a single digit
annual growth rate contributed by the continuous improvement in the Group’s
production facilities which enhance production capacity.

(c) Total turnover of the Group

The Directors expect that the Group's total turnover in 2002 will increase
significantly as compared to its total turmnover in 2001 because of the
‘expansion of production capacity of certain products and the production of
certain new products including cefoperazone sodium. In 2003 and 2004, the
annual growth of the Group's total turnover is projected to slow down to a
single digit growth rate as no major new expansion project is expected. The
slight growth in total turnover is expected to be contributed by certain small
projects intended to improve the Group's production efficiency.

Taking into account the above factors and allowing for a sufficient buffer and
greater flexibility to cater for potential fluctuation in the market and the Group's
future business operations, the Directors propose that the revised cap should be
the aggregate amount of the sales by Fenghua to the SPG Group not exceeding
12% of the Group's turnover in any relevant financial year.
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(ii) Sales by Jiali to the SPG Group

Jiali sells ampicillin sodium to the SPG Group as raw materials for the
production of antibiotic medicine. For the period between lst September, 1999
(the first date after Jiali becoming a subsidiary of the Company) and 3lst
December, 1999 and the financial year ended 31st December, 2000, the amount of
sales of ampicillin scdium to the SPG Croup by Jiali was approximately
RMB8,084,000 (equivalent to approximately HK$7,534,000) and RMB10,476,000
(equivalent to approximately HK$9,800,000) respectively, representing
approximately 0.9% and 1.0% of the Group's total turnover for each of the two
financial years ended 31st December, 2000 respectively. The unaudited value of
sales of ampicillin sodium by Jiali to the SPG Group for the financial year ended
3lst December, 2001 amounted to approximately RMB9,896,000 (equivalent to
approximately HK$9,351,000), which accounted for approximately 0.8% of the
Croup’s total turnover for the financial year ended 31st December, 2000.

The Directors explained that they have determined the revised capped
percentage with reference to the market conditions, the anticipated amount of
sales of ampicillin sodium and cefoperazone sodium, a new product of the Group,
by Jiali to the SPG Group and the forecast turnover of the Group for the following 3
financial years in question. In particular, the Directors have considered the
Croup's projected total turnover for the next 3 financial years which has been
discussed above, and the following:

(a) Sales of ampicillin sodium

The forecast sales of ampicillin sodium to the SPG Group in the following
3 financial years in question are projected to be approximately 21% of the
total sales of ampicillin sodium by Jiali. Such percentage is within the
historical range of sales of ampicillin sodium by Jiali to the SPG Group. In
view of market demand, Jiali starts to make use of part of its production
capacity of ampicillin sodium to manufacture a new product, namely
cefoperazone sodium, in 2002. Therefore, the production volume of ampicillin
sodium for each of the following 3 financial years will be reduced as
compared to 2001. Accordingly, the total sales of ampicillin sodium by Jiali
and the sales of ampicillin sodium by Jiali to the SPG Group will reduce as
compared to 2001, Such respective amounts of sales will remain static for
each of the 3 financial years ending 31st December, 2004.

(b) Sales of cefoperazone sodium

As mentioned above, in view of change in market conditions, Jiali starts to
produce cefoperazone sodium, a new product of the Group, by making use of
part of its existing production capacity of ampicillin sodium. The forecast
sales of cefoperazone scdium to the SPG Group in the following 3 financial
years in question are projected to be approximately 22% of the total sales of
cefoperazone sodium by Jiali. The total sales of cefoperazone sodium by Jiali
are expected to grow by 10% in 2003 and 9% in 2004 as compared to the
previous financial year.

16




LETTER FROM KINGSWAY

Taking into account of the above factors and allowing for a sufficient
buffer and greater flexibility to cater for potential fluctuation in the market and
the Group’s future business operations, the Directors propose that the revised
cap should be the aggregate amount of the sales by Jiali to the SPG Group not
exceeding 3% of the Group's turnover in any relevant financial year.

(iii) Purchases by Fenghua from the SPG Group

Fenghua purchases packaging materials and auxiliary chemical products from
the SPG Group. The amount of purchases of packaging materials and auxiliary
chemical products by Fenghua from the SPG Group for the period between lst
September, 1999 (the first date after Fenghua becoming a subsidiary of the
Company) and 3lst December, 1999 amounted to approximately RMB461,000
(equivalent to approximately HK$431,000), which accounted for less than 0.1% of
the Group's total turnover for the financial year ended 31st December, 1999. There
were no purchases of packaging materials and auxiliary chemical products by
Fenghua from the SPG Group during the financial year ended 3lst December,
2000. The unaudited value of purchases of auxilliary chemical products by
Fenghua from the SPG Group for the financial year ended 31st December, 2001
amounted to approximately RMB26,358,000 (equivalent to approximately
HK$24,657,000), which accounted for approximately of 2.5% of the Group's total
turnover for the financial year ended 31st December, 2000

Upon comparison, it comes to our attention that there are material fluctuations
in the amount of purchases by Fenghua from the SPG Group for the 2 financial
years ended 31st December, 2001. Upon enquiry, the Directors explain that before
Fenghua became a subsidiary of the Company in 1999, it relied on a subsidiary of
SPG as its purchasing arm for raw materials. Shortly after Fenghua became a
subsidiary of the Company in August 1999, a subsidiary of the Company took up
the purchasing arm functicn, thus the purchases by Fenghua from the SPG Croup
after August 1999 were minimal and there were no such purchases in 2000.
However, in 2001 a supplier of auxiliary chemical products of Fenghua became a
subsidiary of the SPG Croup and as such the purchases by Fenghua from the SPG
Group increased significantly in 2001,

The Directors explained that they have determined the capped percentage
with reference to the market conditions, the anticipated amount of purchases by
Fenghua from the SPG Croup and the forecast turnover of the Group for the
following 3 financial years in question. The Directors explained that the raw
materials purchased from the SPG Group by Fenghua are used for the production
of ampicillin and amoxicillin. As they anticipate that aggregate production of
ampicillin and amoxicillin will increase in each of the 3 financial years ending 31st
December, 2004, the raw materials purchased from the SPG Group will also
increase in line with such projected growth in production. Taking intc account the
Group's projected total turnover as discussed above and the projected purchases
by Fenghua from the SPG Group with reference to the projected production of
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©)

amoxicillin and ampicillin as discussed above, and allowing for a sufficient buffer
and greater flexibility to cater for potential fluctuation in the market and the
Croup’s future business operations, the Directors propose that the revised cap
should be the aggregate amount of the purchases from Fenghua from the SPG
Croup not exceeding 4% of the Group’s turnover in any relevant financial year.

Conditions of the New Waiver

The New Waiver is subject to the conditions that: —

(i) details of the transactions will be disclosed in the Company's annual report as
set out in Rule 14.25(1)(A) to (D) of the Listing Rules;

(i) the independent non-executive Directors will review annually any continued
transactions and confirm in the Company’s annual report of the relevant
financial year that;

G

(b)

()

(d)

(e)

(@

the transactions have been entered into in the ordinary and usual course
of the business of the Group;

the transactions have been entered into in accordance with the pricing
policies of the Group and on normal commercial terms;

the transactions are on terms that are fair and reasonable so far as the
Shareholders are concerned;

the transactions have been entered into either (1) in accordance with the
terms of the agreements governing such transactions, or (2) where there
is no such agreement, on terms no less favourable than terms available to
(or from, as appropriate) independent third parties so far as the
Shareholders are concermed,;

in any financial year, the aggregate sales of Fenghua to the SPG Group
does not exceed 12% of the Group's audited turnover, as disclosed in the
relevant published audited accounts;

in any financial year, the aggregate sales of Jiali to the SPG Group does
not exceed 3% of the Group's audited turnover, as disclosed in the
relevant published audited accounts; and

in any financial year, the aggregate purchases by Fenghua from the SPG
Group does not exceed 4% of the Group's audited turnover, as disclosed
in the relevant published audited accounts;

(iii) the auditors of the Company will review annually the transactions and write a
letter to the board of Directors (a copy of which shall be provided to the Stock
Exchange by the Directors) stating that:

@

the transactions have received approval of the board of Directors;
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(b) the transactions are in accordance with the pricing policies of the Group
and on normal commercial terms;

(c) the transactions have been entered into in accordance with the terms of
the agreement relating to the transactions or, where there is no such
agreement, on terms no less favourable than terms available to (or from,
as appropriate) independent third parties; and

(d) the transactions have not exceeded the relevant cap referred to in
sub-paragraphs (ii) (e) to (g) above;

(iv) the Company’s annual report and accounts shall contain a statement that, in
the opinion of the Directors, the arrangement has been entered into in the
manner as stated in paragraphs (ii) (a) to (g) above; and

(v) SPG shall provide an undertaking to the Stock Exchange and the Company
that for so long as the Shares are listed on the Stock Exchange, it will provide
and procure its subsidiaries to provide the auditors of the Company with full
access to the relevant books and records for the purpose of auditors’ review of
the Fenghua Transactions and the Jiali Transactions as referred to in
paragraph (iii) above,

Cn this basis, we are of the view that the interests of the Independent Shareholders will
be property safeguarded.

OPINION

Having taking intc account the above factors and reasons, we consider that the New
Waiver with the proposed caps are fair and reasonable so far as the Independent
Shareholders are concemed and to conduct the Fenghua Transactions and Jiali Transactions
is in the interests of the Company and the Shareholders as a whole. Accordingly, we advise
the Independent Board Committee to recommend the Independent Shareholders to vote in
favour of the ordinary resclution to be proposed at the Extraordinary General Meeting to
approve the New Waiver with the revised caps.

Yours faithfully
For and behalf of
Kingsway Capital Limited
Katherine Ka Jen Lam
Director
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APPENDIX GENERAL INFORMATION

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 (save for Mr. Wel
Cuo Ping who is currently on sick leave) 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 the omission of which would make any statement herein misleading.

2. DISCLOSURE OF INTERESTS

As at the Latest Practicable Date, the beneficial interests of the Directors and chief
executive of the Company in the share capital of the Company and its associated
corporations (within the meaning of the SDI Ordinance) which have been notified to the
Company and the Stock Exchange pursuant to section 28 of the SDI Ordinance (including
interests which they are deemed or taken to have under section 31 of, or Part [ of the
Schedule to, the SDI Ordinance) or which were recorded in the register required to be kept
pursuant to section 29 of the SDI Ordinance or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed
Companies as set out in Appendix 10 of the Listing Rules were as follows: -

(i) Interests in Shares

As at the Latest Practicable Date, none of the Directors or their associates had any
personal, family, corporate or other interest in the ordinary shares of the Company as
recorded in the register maintained by the Company pursuant to Section 29 the

Ordinance.

(ii) Interests in share options to subscribe for Shares

Number of
Name of Exercise price share options
Director Exercise period per Share of the Company
Cai Dong Chen 28.9.2000 to HK$0.62 10,000,000
27.9.2003
16.2.2002 to HK$0.61 5,000,000
15.2.2005
Ding Er Gang 28.9.2000 to HK$0.62 5,000,000
27.9.2003
16.2.2002 to HK30.61 3,000,000
15.2.2005
LiuYi 20.8.2000 to HK$0.687 1,308,000
15.8.2003
16.2.2002 to HK$0.61 3,000,000
15.2.2005
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(©

(d)

(e

®

Number of

Name of Exercise price share options

Director Exercise period per Share of the Company

QuJi Guang 20.8.2000 to HK$0.67 1,304,000
16.8.20083

16.2.2002 to HK$0.61 3,000,000
15.2.2005

Yue jin 20.8.2000 to HK$0.67 1,304,000
19.8.2003

16.2.2002 to HK$0.61 3,000,000
15.2.2005

Wang Xian Jun 28.9.2000 to HK$0.62 5,000,000
27.9.2003

16.2.2002 to HK$0.61 3,000,000
15.2.2008

Weil Fu Min 16.2.2002 to HK$0.61 4,304,000
15.2.2005

Lee Ka Sze Carmelo, an independent non-executive Director, is a partner of Woo,
Kwan, Lee & Lo, the legal advisers to the Company, which firm will receive normal
professional fees from the Company in connection with the Fenghua Transactions,
the Jiali Transactions and the Waiver Application,

Save as disclosed herein, as at the Latest Practicable Date, none of the Directors or
the chief executive of the Company or their associates had any interest in the share
capital of the Company and its associated corporations (within the meaning of the
SDI Ordinance) notified to the Company and the Stock Exchange pursuant to
section 28 of the SDI Ordinance (including interests which they are deemed or
taken to have under section 31 of, or Part I of the Schedule to, the SDI Ordinance)
or pursuant to the Model Code for Securities Transactions by Directors of Listed
Companies or which are required, pursuant to section 29 of the SDI Ordinance, to
be entered in the register referred to therein.

None of the Directors is materially interested in any contract or arrangement
subsisting as at the date of this circular which is significant in relation to the
business of the Company and its subsidiaries.

As at the Latest Practicable Date, none of the Directors had any direct interests or
indirect interests in any asset which had been acquired, or disposed of by, or
leased to any member of the Group, or was proposed to be acquired, or disposed
of by, or leased to any member of the Group, since 31st December, 2000, the date
to which the latest published audited consclidated financial statements of the
Croup were made up.
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3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, so far as is known to, or can be ascertained after
reasonable enquiry by, the Directors, the following persons 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 member of the Group: —

Approximate

percentage of

Name of Number of existing issued
substantial shareholder Shares share capital
SPG 651,054,779 52.45%

(Note)

Note: Out of the 651,084,779 Shares, 25,000,000 Shares are held by Mr. Ding Er Cang as trustee for
SPG, 16,729,762 Shares are held by China Charmaine Pharmaceutical Company Limited, a
wholly-owned subsidiary of SPG.

-Numbex of Approximate

Name of member Name of shares in member percentage of

of the Group substantial shareholder of the Group shareholding

China Nutraceuticals  Unipower Nutraceutical 200 20%
Limited Limited

M2b.com.hk Limited Sesami (BVI) Limited 250,000 10%

Save as disclosed herein, as at the Latest Practicable Date, so far as the Directors are
aware, there was no person who was interested directly or indirectly in 10% or more of the
nominal value of any class of the share capital carrying rights to vote in all circumstances at
general meeting of any members of the Group.

4. PROTFESSIONAL QUALIFICATION AND CONSENT

(a) Kingsway is an investment adviser registered under the Securities Ordinance
{Chapter 333 of the Laws of Hong Kong).

(b) As at the Latest Practicable Date, Kingsway was not interested beneficially or
non-beneficially in any Shares in the Company or any of its subsidiaries or
associated corporations or any right or option to subscribe for or nominate persons
to subscribe for any shares in the Company or any of its subsidiaries or associated
corporations.

(c¢) As at the Latest Practicable Date, Kingsway does not have any direct or indirect
interests in any assets which have been acquired or disposed of by, or leased to, or
which are proposed to be acquired or disposed of by, or leased to, the Company
or any of its subsidiaries since 31st December, 2000, the date to which the latest
published audited consolidated financial statements of the Group were made up.
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(d) Kingsway has given and has not withdrawn its written consent to the issue of this
circular with inclusion of its letter and the references to its name included herein in
the form and context in which they respectively appear.

5. MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors are not aware of any material adverse
change in the financial or trading positions of the Group since 31st December, 2000, the date
to which the latest published audited financial statements of the Group were made up.
6. SERVICE CONTRACTS

None of the Directors has entered into service contract with any member of the Group
which does not expire or is not terminable within one year without payment of compensation
(other than statutory compensation).
I. GENERAL

(a) The secretary of the Company is Lee Ka Sze Carmelo, a solicitor in Hong Kong.

(b) In the event of any inconsistency, the English language text of this circular shall
prevail over the Chinese language text.

8. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during normal
business hours at the offices of Woo, Kwan, Lee & Lo at 27th Floor, Jardine House, 1
Connaught Place, Central, Hong Kong up to and including 22nd February, 2002

(a) the memorandum of association and bye-laws of the Company;

(b) the Circular;

(c) the letter of recommendation from the Independent Board Committee, the text of
which is set out on page 11 of this circular;

(d) the letter issued by Kingsway, the text of which is set out on pages 12 to 19 of this
circular; and

(e) the written consent of Kingsway referred to in paragraph 4 of this appendix.

23




NOTICE OF EXTRAORDINARY GENERAL MEETING

CHINA PHARMACEUTICAL ENTERPRISE AND
INVESTMENT CORPORATION LIMITED
FPEHRELRBVEFTR QA

(Incorporated in Hong Kong with limited liability)

NOTICE IS HEREBY GIVEN that an extraordinary general meeting of China
Pharmaceutical Enterprise and Investment Corporation Limited (the “Company’) will be
held at Rooms 2802-6, 28th Floor, Office Tower, Convention Plaza, 1 Harbour Road, Wanchai,
Hong Kong at 10:30 am. on Tuesday, 26th February, 2002 for the purpose of considering
and, if thought fit, passing, with or without modification, the following resolution as an
ordinary resolution of the Company: —

ORDINARY RESOLUTION

“THAT the transactions entered intc between each of (i) MWItEBEHIZEHR R T (Hebei
Fenghua Pharmaceutical Co., Ltd.) and AXREEFIFIZEFRAT (Shijiazhuang Jiali
Pharmaceutical Co., Ltd.), subsidiaries of the Company, and (ii) Shijiazhuang Pharmaceutical
Croup Company Limited and its subsidiaries in respect of sale and purchase of
pharmaceutical raw materials (the ''Transactions’”) and the application made by the
Company to The Stock Exchange of Hong Kong Limited (the “'Stock Exchange") for a waiver
for three financial years ending 31st December, 2004 from strict compliance with the relevant
disclosure and approval requirements in respect of the Transactions and matters arising out
of or in connection with such Transactions as stipulated in Chapter 14 of the Rules Governing
the Listing of Securities on the Stock Exchange (the '"Waiver Application’’) (all as detailed in
a circular to the shareholders of the Company dated 6th February, 2002) be and are hereby
approved, confirmed and ratified and that the directors of the Company be and are hereby
authorised for and on behalf of the Company to do such things as necessary or desirable or
expedient for the purpose of or in connection with the Transactions and the Waiver
Application.”

By the order of the Board
LEE Ka Sze Carmelo
Company Secretary

Hong Kong, 6th February, 2002

Notes:

1. Any member of the Company entitled to attend and vote at the above meeting is entitled to appoint
a proxy to attend and vote instead of him. A proxy need not be a member of the Company.

2. Where there are joint registered holders of any shares, any one of such persons may vote at the
meeting, either personally or by proxy, in respect of such shares as if he were solely entitled
thereto, but if more than one of such joint holders be present at the meeting personally or by proxy
that one of the said persons so present whose name stands first on the register of members in
respect of such share shall alone be entitled to vote in respect thereof.

3. Aform of proxy for use at the meeting is enclosed herewith.
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To be valid, the form of proxy together with the power of attorney or other authority (if any) under
which it is signed, or a notarially certified copy thereof, must be lodged with the registered office of
the Company in Hong Kong, Rooms 2802-6, 28th Floor, Office Tower, Convention Plaza, 1 Harbour
Road, Wanchai, Hong Kong not less than 48 hours before the time appointed for holding the meeting
or adjourned meeting. Completion and return of the form of proxy will not preclude you from
attending the meeting and voting in person.
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CHINA PHARMRCEUTICBL ENTERPRISE AND

INVESTMENT CORPORATION LIMITED =~ -
A EHBELCREEEERAA :

&l

(Incorporated in'Hong Kong with m"f:é_a liablity) . ’ o ;
ANNOUNCEMENT
. s . - ONGOING CONNECTED TRB.NSACTIONS .

. - 2 PO

The Existing Waiver granted by the Stock Exchange on 20th July, 1988 from stricti

compliance with the relevant requirements of the Listing Rules in respect of the ongoing:
connected transactions between 2ach of Fenghua and Jiali and the SPG Group as disclosed
in'the Circular expired on 31st December, 2001 The Directors intends to apply to the Stocku
Exchange for the New Waiver. . :
Aa SPG and its associates (a8 defined in the Lisiing Rules) beneficially own an aggregate of!

3 approxxmatel{t 52.49% of the issued share capital of the Company, transactions between;

each of Fenghua and Jiali and: the SPG:Group constitute connected. transactions for. the;
Company under, the, Listing Rules and.are subject to approval from the Independent’
Shareholders. Furthermore, as the Fenghua Transactions and.Jiali Transactions will’

continue on a regutar. basis; the Company will apply to the Stock Exchange for a:weiver for,
three financial years ending 31st December, 2004 from strict coinpliance with the relevant:

disclo: and approval requirements in respect of the Fenghua: Transactions. and. Jiali;
Transactibng under the listing Rules.  * .

A cireular containing particulars of the Fenghua T‘ransachons and Jlali Transacnons. letter’
from the Independent Board Committes, an opinicn of the independent financial adviser}
together with a notice to convene the EGM to approve, among other things; the Fenghua
Transactions: and Jiali Transactions will be wsued to the Shareholders as soon as:
practicable.

1. BLCKGROYI‘N’D ;
Rererence is made to the Circular which setting out pamculars of the acquisition by}
the .Company of certain interests in Fenghua and Jiali from certain wholty owne
subsidiaries of the SPG. Following completion of such acquisition on-31st Au
1699, Fenghua and Jiali had become subsidiaries of the Company. As SPG an: n
adsociates (as defined in' the Listing Rules) beneficially own an aggregate otr

AP ptaxmiaely 52.49% “6f ¥ ey share Bapilal He CsmipanyT HAnSALSY
betweer “each ~of - Fenghua“and -Jiali--and- the' SPO. .-TOup--constitute connected\

- transactions forthe Company. i, - | O T T y

{On 17tk May; 1899; the: Company made an: apphcanon for a-waiver:to the S!ock
_Exchange frony strict compliance wil the relevantrec  ment of the Listing Rules in/
respect of the ongoing conpected trahdactions betwe& <nghua.and Jiali and the SPG:
Gratid, ' Subseqtendy, the Stock Exthange, on 25th July, 1999, granted the Existing;

“Waiver {o'ths Company subject to, iftér alia, thé condit a8 set ot in the Citcular. .
The Existing Waiver expited on 3131 December, ZDOl and the' Company Intends to,
apply fot the New Watver,

. om;omc comom mmsamoxs

The' Duectors expect that, SPG Group wﬂl conunuouxly emer into the followmg '

trafsactions, with Fenghua and Jiali respectively, which will consumte connected
transacuons -

Sale and Purchases . : .

Each.of Fanghua and Jiali and the SPG Group. is selling. certain pharmaceutical raw,
malerials (including ampicillin sodmm -ampicillin, amoxicillin, auxiliary chemical:
p‘rz‘ﬂuc\b arid packaging materials) 10 each other. .The Directors expect that,such:
uarsactjons ‘will continue upon the issue of this announcement: These transacncns
have bélen, and ‘will continue to ba,; carried. owt in the ordinary and usual course off
‘bilsiness of Fenighua and Jiali and on norma! commercial terms by reference to markeu
pncesaﬂdonanarmslangm basls. -

(A) Sales by Fenghua tothe SPG Grqup

Fenghua sells ammuqllm and axhpxmlh.n to the SPG Group as raw materials for th
‘production of antibiotic medicine:; The sellmg prices of the produtts of Fenghu
t¢ the. SPG Group are reached ; after arm’s length negonatmn between the SPG’

.. Group and Fenghua and are niade by reference to the price list supphed bv
Fenghua.

For' the period between 1st Septembex, 1999 and 31st December, 1998 and the.
i financial year ended 31at December, 2000, the amount of sales of amoxicillin and!
ampicillin to the -SPG Group by Fenghua was approximately RMB25,796,000:

(equivalent to approximately HK324,131,000) and RMB99,116,000 (aqmvalem to:

approximately HK$92,718,000) respectively, representing approximately 2.9%°
and 9.3% of the total sales of the Group for each of the two financial- ‘yéars efided !
. 3lst December, 2000 respectivély. ~These -%ales’ of Fenghua also répresent”

approximately 2/4% and 8.4% of.the audited consolidated net tangible asset of - :

the Group for each of the two-financial years ended 3lst Decétnber, 2000
respectively. The unaudited value of fales of ‘amoxidillin and ampicillin by:
' Fenghua to thé SPG Group for the period bétwéen lst-January, 2001 to 3lst

 Dedember, 2001 amounted tg approximately RMBBS5,260,000 (equivalent to:

approximately HK$89,111,000), which aceotnted for approximately 9.0% of ths‘
Group's sales for the financial -year ended 3lst December, 2000 and also’

. represents approximately 8.1%of the audited consolidated net tangibie asset of
the Group fér the financial year ended 31st December, 2000

Sales by Jiali to the SPG Group

< .

(®)-

‘Jiali sells ampicillin sodium to the SPG Group as raw materials for the production
of antibictic medicine. The selling prices of the products of Jiali to the SPG Group
are reached after arm's length negotiation between the SPG Group and Jiali and
are mads by reference to the price list supplied by }iall.

" preducers in the PRC.

For the penod befweeh 1st Septetn.bet, 1999 and als! December, 1999 &
financial year ended 31st December, 2000, the amount of sales of any
sodium to the SPG. Group by Jiali was approximately RMB8,054,000 (equive
approximately HK$7,534,000) and RMBI0,476,000 (equivalemt to approx
HK$9,800,000) respectively, representing approximately. 0.9% and 1.0%
total sales of the Group for each of.the two financial years ended 3]st Dece
2000 respectively. These sales of Jiali also represent approximately 0.7
0.9% of the audited ronsolidated net tangible asset of the Group for each
two financial years ended 31st December, 2000 respectively. The una
value of 'sales of ampicillin sodiwm by Jiali to-the SPG Group for the ;
' bétween st January, 2001 to 31st December; 2001 amounted to approxit
RMB@,986,000 (equivalent to approximately HK$9,351,000), which account
approximately 0.9% of the Group's sales for the financial year ende
December, 2000 and also represents approximately 0.8% of the a
consolidated net tangible asset of the Group for the ﬂnanc:al year ende
,December 2000. ;

In view of the démand in market, Jiali makes use of part of its production ca
of ampicillin sodfim to mamifacturs a new product, hamely cefopetazone &
- in 2002, It is expected that the sales of ampicillin sodium to the SPG Group 1
reduced and cefoparazone sodium will also be-sold by Jiali to the SPG Gro
the production of antibiotic medicine.
(Cy Purchases by Fenghua Erom the SPG Group .
Fenghua purchases packagmg materiale and auxuha.ry chem:cal product:
- the SPG Group. The purchase prices of the products of the SPG Grou
reached afer arm's length negotiations between the SPG Group and Fet
and are made by reference tc the price list suppbed by the SPG Group.

The amoum of r“'chases of packaging materials and auxﬂhary chemical prc
by Fenghua fr 1¢ SPG Group for the period between 1st September, 199
L8l Dece#iber, -1999 amounted to jroximately RMB461,000 (equivale
approximately HK$431,000), which accounted tor Yess than 0.1% of the Gr
sales for the financial year £hded 31st December, 1999. These purchas
- Fénghua aldo*  ‘ssent less'than 0.1% ol the abdiled consolidated net tan
... asset of the Gre for the financial year ended 31st Décember, 1998, There
" no ‘purchases Ef packaging rhaterials and auxilliary chemical produe
Fenghua from the SPG Group during the ﬁnanaal year ended 31st Decer
2000.

The unaudited. value. of purchases of auxilliary chemical products by Fer
from e SPG Group for the period between 1st January, 2001 to 31st Decer
2001 amounted to approximately RMB26,358,000. (equivalent to approxirr
. HK$24,657,000), which accounted for approximately of 2.5% of the Group's
for the Enancial year ended 3la December, 2000 and also repre
approximately 2.2% of the audited consolidated net tangible asset of the C
for the-financial year ended 31st December, 2000, Due to the fact that a sur
of Fenghua had joined the 5PG Group in 2001, the purchases by Fengh
auxilliary chemical products from the SPG Group in 2001 has been increased

The Ditectors axpect that in the Tuture; (i) the ¥ggregite amount of sales derived
products (including smoxicillin and ampicillin) sold by Fenghua to the SPG Grou)
not exceed 12%. of the Group's turnover in any relevant financial year; (i
aggregate. amount of sales derived .from products (including ampicillin sodium:
cefoperazone sodiumy).sold, by Jiali to the SPG Group will not exceed 3% o
Group's turnover in any. relevant financial year; and (ili} the aggregate amou
purchase by Fenghua from the SPG Group wilt not exceed 4% of the Grcup s o
in any relevant financial year,

REASONS YOR THE TRANSACTIONS.

The priticipal activity of the Company is Investent ndiding. The pnnc:pal activ
of the subsidiaries of the Company are mahufachire and sales of pharmacet
prodtugcts,

Fetighta is pnnc:pally ‘éngaged in’ ‘the manufacture’ and sale of semi-syntl
antibiotics and medidines including 56-APA, ampxmnm and amoxicillin. Fenghua is
of the ]argest semx-s-ymhetxc anubxoucs producers in the PRC.

}1ah is pnncxpal]y engaged in the manulacture and sale of ampicillin sodium
cefoperazone sodium. fiali is also one of the largest semi-synthetic antibi

SPG Group is principally engaged in the manufacture and saIe of pharmateu
products, including raw matefials and prepa:auons

By emermg into the Fenghua 'I‘ransachons and ]1ah ’I\'anaacnons the Group wil
benefited from having a reliable source of supply of high quality raw materials {
the SPG Group. On the other hand, the Group is able to maintain the relauonshxp
its significant customer, SPG Group, [or sales of its praducts.

The Company anticipates that there will be a growth of business befween the :

Group and Fenghua and Jiall respectively. SPG Group plans to expand the produc

capacity -of amhoxiciliin preparations in 2002 and intends to acquire more amoxic

from Fenghua. On the other hand, as the production of ampicillin sodium will

gecreased in 2002 extra amount of ampicillin will be available for sale to the !
TOUp.




NOTICES

CONNECTED TRANSACTION o vt Lt

As SPG and its associates (as defined In the Listing Rules) beneficially own an
aggqegate of approximately 52.45% of the issued share capital of the Company,
transactions between each of Fenghua and Jiali and the SPG Croup constitute
connected transactions for the Company under the Listing Rules and are subject to
approval from the Independent Shareholders.

In view of the interests of SPG Group in the Fenghua Transactions and Jiali
Trangactions, 5PG Group and its associates will abstain fram voting in relation to the
resolutions approving the Fenghua Transactions and Jiali Transactions at the EGM. An
independent board committee of the Company will be appointed to advise the
Independent Shareholders on whetber or not-the terms of the Fenghua. Transactions
and Jiali Transactions are in the interests of the Company and are fair and reasonable
so far as thé Independent Sharehclders are concemed. An independem financial

aitviser will be appointed to advise the independent board committee of the Company

regarding the terms of the Fenghua Transactions.
KPPLICATION FOR NEW WAIVER

. Under the Listihg Rules, the transactions as stated in paragrabhvz above would

normally require full disclosure and/or prior independent shareholders’ approval.
However, as such transactions have been, and will continue to be carried out in the
ordifary and usual course of business and occcur on a regular basis on normal
commercial terms and on terms that are fair and reasonable so far as the Shareholders
are concerned, the Directors cansider that it would not be practical to make disclosure
or, if .necessary, obtain shareholder's approval for each transaction as it arises,
Accordingly, the Company will apply to the. Stock Exchange to grant.a waiver for a
periog of 3 finandial years up'to 31st December, 2004 from the relevant requirements
of thelListing Rulés in respect of the Fenghua Transactions and Jiali Transactions as
described above and maners arising out or in connection with such mmsacnons on the
conditions that :

i, details of the transactions will be disclosed in the Company's apnual report as set
out in Rule 14, 25(])(.‘\) to (D) of the Listing Rules;

ii. the independent non-executive Directors will Teview annually any continued
transactions and confirm in the Company's annual report of the relev-am financial
year that!

a. the transactions have been entered into in the ordinary and usual course of '

the business of the Group;

b. the transactions have been entered into in accordance with the pricing
policies of the Group,gnq on normal commercial terms;

¢.© the transactions are on terms that are fair and reasonable so far as the
*  Shareholders are concerned;

. -
d. the transactions have been entered into either (1) L. .cordance with the
. terms of the agreements goveming such transactions, or (2) where there is
.no such agreement, on terms fo less favoufable thari tdrms available to (or
from, as appropriate) independent third pames &0 far a3 the Shareholders

are cancerned;

» e, in any finandial year, the aggregates sales of F"e:x‘:gh'ué t& the SPG Gr‘c‘:"\;x.p does
not exceed 12% of the Group's audited tumover, as disclosed in the relevant
published audxted accounts;

f  in any financial year, the aggregates sales of Jiali to the SPG Group doesnot
-exceed 3% of the Group's audited tuwnover, as disclosed in“the relevant
published audited accounts; and,

g. - in any financial year, the aggregate purchases by Fenghua from the SPG
Group does not exceed 4% of the Group’s audned tumover, as disclosed in
the relevant published audited accounts; ~

{a ‘the auditors of the Compa.ny will review annually the transactions and write to the
board cr Du'ectors stating that:

a.  the transactions have received approval of the bogrd of Directors;

b. the transactions are in accordance with the pricing policies of the Group and
» ‘on normal commercial terms;

¢. the transactions have been entered into in accordance with the terms of the
agreement relating to the transactions or, where there is nb such 4 agreement,

on terms no-less favourable than terms available to (or from, as appropriate) -

independent third parties; and

d.  the transactions have not exceeded the relevant cap referred to in
sub-paragraphs (i) (e) to (g) above; and

iv. the Company 8 annual repon and accounts shall contain a statement zhat in the
" opinion of the Directors, the arrangement has been entered into in the manner as
stated in paragraphs (i) (a) to (g) abqve

The Stock Exchange has indicated that, 1! any terms of the agreement referred to
above are altered {untess as provided for under the terms of the agreement) orif the
Group enters-into any new agreement with any ‘connected persons (within the
meaning of the Listing Rules and . sibject to the requirements set out in the Listing
Rules) in the future or if the limits refarred to above are exceeded, the Company must
comply with the provision of chapter 14 of the Listing Rules dealing with connected
transactions unless it.applies:for and obtains a separate waiver from the Stock
Exchange. The SPG Group has undertaken to the Company that it will provide the
auditors of the Group with access to its books and racords for the auditors to review
whet.her the terms of the sale and purchase trangactions (as described above) have
been comphsd with.

" Prior to the obtaining of the approval frem the [ndependent Shareholders on the New

Waiver and following the issue of this announcement, Fénghua and Jiali will continue
to enter into the Fenghua Transactions and Jiali Transactions with the SPG Group,
however, the Directors expect that the respective values of such transactions will not
exceed the higher of HK$10,000,000 or 3% of the ‘audited conaclidated net tangible
asset of the Group as at 30th June, 2001, should such values exceed the higher of
HK$10,000,000 or 3% of the audited consolidated net tangible asset of the Group as at
30th- June, 2001, the Company will comply with the relsvant requirements under
Chapter 14 of the Listing Rules.

.8 GENERAL.

A circular containing particulars of the Fenghua Transactions and Jiali Transact
lefter from the Independent Board Committes, an opinion of the independent fina)
adviser togsther with a-notice to convene the EGM to approve, among other thi
the Fenghua Transactions and Jiali Transactions will be issued to the Shareholde
500N as practicable.

1. DEFINITION R )
In this announcement, the following expressions have the meam;gs set ot b
unless the context requires otherwise:

“'assaciate(s)"! has the meaning ascribed to It imder the Li
Rules - |

“Board" . the board of Directors )
circular of the ‘Company dated 21st May, 19¢
raspect of the acquisition of certain interes
. Fenghua and Jiali-.and the .ongoeing conne
transactions entered into between each of Fenu
and Jiali after completion of the Acq\nsnion
defined in the Circular)

China Pharmaceutical Enterprise And Invest
Corporation Limited, a2 comipany incorporate
Hong Kong with limited lability, the shares oi w
arelisted on the StockExcbange .

Circular”

“Company"

"'"Director(s)" dxrector(s) of the Company

“"EGM" an extraordinary general meeting of the Compa
be "held to- approve, inter alia, 'the ong
connected transactions

“Existing Waiver the waiver granted by the Stock Exchange on
July, 1989 to the Cornpany in respect of the on¢
connected transactions between each of Fen
and Jiali and the SPG Group

At XERARERAA (Habei Fen

Pharmiaceutical Co., Ltd.), a Sino-foreign equity

venture company &-nabhshed in the PRC on

February, 1894 and 89% of equity mlerest of wh
. owned by the Company

“Fenghua™

“Fenghua Transactions'” - the connected wransactions o ba emared
N between Fenghua and the SPG Group

"Group" ~the Compa.ny together with its subsidian’es
"Independent Board

an, mdependem committee of the board of dire
Committee” ’

of the Company.
""Independent Shareholders” Shareholders. other than the SPG Group an
assocxalas

CERERAMEARAD (S}ujiamuang

* Pharmaceutical Co., Ltd.), a Sino-foreign equity
venture company sstablished in the PRC on
March, 1996 and 89% of the equxry mterest of v
is cwned by the Company

*Jiali Transactions" the conmected transactions to be entered
. between]iali and the SPGGroup ", -

“The Rules Coverning the Llsnng c( Secu.nnes o

Stock Exchange

the waiver to be su.bmmed 10 the Stock Excham

the Company applylng for the waiver from
i compliance of the Listing.Rules in: respect ¢

Fenghua Trar ions and Jiali 'r‘— 18

listing Rules”

”Ngw Waiverf' ’

PRG
""Sharehclder(s)"'
umr v

) the Peoplefs Republic of Chiha
the holder(s) of the shares of the Company

v '*T"' 2h j Phar ical Group Com
Limited, a limited liability company establish

the PRC and the controlling shareholder o
Company -

"'8PG Group” éPG together with its subsidiary ex.cluding
Toup

“Stock Exchange'” The Stock Exchange 9[ Hong Kong Limited

Renminbi; the lawful currency of the PRC

Hong Kong dollars, the lawful currency of
Kong

For the purpose of this announcement, unless otherwise md:cated the exchange m{es at
= RMBS$1.069 have.been used, where epplicable; for purpose of iliustration only an
constifute a representation that any amount have been, could have been ar me
exchanged. i .

By Order of the Bo:

Wang Xian Jun
Director

Hong Kong, 16th January, 2002




The Stock Exchenge of Hong Keng Lirnited takes no responsibility for the contents of this announcement, makes no representation as
to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance
upon the whole or any part of the contents of this announcement.

CHINA PHARMACEUTICAL ENTERPRISE
. _ AND INVESTMENT CORPORATION LIMITED
FTERELXBRETRL T o

(Incorporated in Hong Kong under the Companies Ordinance}

CONNECTED TRANSACTION

The Directors of the Company wish to announce that on 27th December, 2001, SPG entered into the Sale and Purchase
Agreement with Vitamn, a wholly owned subsidiary of the Company, pursuant to which SPG agreed to purchase and Vitam
agreed to sell the Property for a Consideration of RMB 1,649,000.00 (approx:mate]y HKD1,554,347.00). The terms and
conditions of the Sale and Purchase Agreement have been arrived at after arm's length negotiations and under normal
commercial terms and the Censideration is determined by the Directors by reference to a valuation report prepared by
Chesterton Petty Limited (which is independent of the Directors, chief executives, substantial sharehclders of the Group or
associates of any of them) on the Property of a value of RMB 1,648,000.00 (approximately HKD!,554,347.00) as at 21st
December, 2001. The Directors considered that such terms are fair and reasonable and the transacticn is in the interests of
the Company and shareholders of the Company as a whole.

SPG is the holding company of the Company holding approximately 52.49 per cent. of its issued share capital and is a
connected person of the Company under the Listing Rules. Therefore, the above transaction constituted a connected
transaction of the Company.

THE SELE AND PURCHASE AGREEMENT
Date: 27th December, 2001

Vendor: Vitam
Purchaser: SPG
Property: the factory buildings at 276 Zhong Shan Xi Road, Shijiazhuang, Heibei Province, the People’s

Republic of China
RMB 1,649,000.00 (approximately HKD1,554,347.00)
Terms of the Sale and Purchase Agreement

On 27th December, 2001, SPG entered into the Sale and Purchase Agreement with Vitam, pursuant to which SPG agreed to
purchase and Vitam agreed to sell the Property for a Consideration of RMB 1,649,000.00 (approximately HKDI, 554,347.00)
of which RMB494,700.00 (approximately HKD466,304.00) was paid by cash upon the signing of the Sale and Purchase
Agreement and RMB!,154,300.00 (approximately HKD],088,043.00) will be paid by cash upon the completion of the Sale
and Purchase Agreement. Completion of the Sale and Purchase Agreement is expected to take place on the 15th business
day after its signing. The Consideration is determined by the Directors by reference to a valuation report prepared by
Chesterton Petty Limited (which is independent of the Directors, chief executives, substantial shareholders of the Group or
associates of any of them) on the Property of d value of RMB 1,649,000.00 (approximately HKD1,554,347.00) as at 21st
December, 2001.

REASONS FOR THE TRANSACTION

The current business of the Group, which is manufacture and sale of pharmaceutical products, now no longer requires the
Property and the Property was previously used as factory for manufacturing purpose by the Croup and it has not been in
use since 1997. The Directors considered that the Sale and Purchase Agreement represents a good opportunity for the
Group to realise its investment in the Property.

CONNECTED TRH.NSBCTION

Consideration:

SPG is the holding company of the Company helding approximately 52.49 per cent. of its issued share capital and is a
connected person of the Company under the Listing Rules. Therefore, the above transaction constituted a connected
transaction of the Company.

The terms and conditions of the Sale and Purchase Agreement have been arrived at after arm's length negotiations and
under normal commercial terms and the Consideration is determined by the Directors by reference to a valuation report
prepared by Chesterton Petty Limited (which is independent of the Directors, chief executives, substantial shareholders of
the Group or associates of any of them) on the Property of a value of RMB 1,649,000.00 (approximately HKD1,554,347.00) as
at 21st December, 2001. The Directors (including independent directors except Mr. Qi Mou Jia who could not be reached)

considered that such terms are fair and reasonable and the transaction is in the interests of the Company and shareholders -

of the Company as a whole.

The Consideration of the aforesaid Sale and Purchase Agreement was less than HKD10 million. Pursuant to Rule 14.25 of
the Listing Rules, the Company is only required to disclose by way of a press announcement containing the brief details of
the transaction of the Sale and Purchase Agreement and to disclose certain details of such transaction in the Company's
next published annual report and accounts pursuant to Rule 14.25(1) of the Listing Rules,

For Lhzla purpose of this announcement, amounts in Renminbi are translated into Hong Kong dollars at the rate of HKD0.9426

27 December, 2001
Hong Kong SAR

DEFINITIONS .
“Company" China Pharmaceutical Enterprise and Investment Corporation Limited
“Consideration"’ RMB 1,649,000.00

""Directors” The directo;s of the Company.

"Group” The Company and its subsidiaries

*Listing Rules” The Rules Governing the Listing of Securities on the Stock Exchange

""Property"’ The factory buildings at 276 Zhong Shan Xi Road, Shijiazhuang, Heibel
Province, the People’s Republic of China.

*'Sale and Purchase Agreement"' The sale and purchase agreement (in Chinese) dated 27th December, 2001
entered into between SPG and Vitam in relation to the sale by Vitam and the
purchase by SPG of the Property.

“'SPG" Shijiazhuang Pharmaceutical Group Company Limited, which is the holding
company of the Company holding approximately 52.49 per cent. of the

. issued share captial of the Company.

“'Stock Exchange” The Stock Exchange of Hong Kong Limited. .

“Vitam" Vitam Pharmaceutical (Shijiazhuang) Co. Limited, which is a wholly owned
subsidjary of the Company.

“RMB" means Renminbi.

“HKD" means Hong Kong dollars.

By Order of the Board
China Ph 1 E:
and Investment Corporation Limited
CBI DONG CHEN
Chairman

1j /<,:




: 12 BUSINESS

The Stock Exchange of Hong Kong Limited takes no respensibiiity for the contents of this announcement, makes no representation as to its accuracy or completeness and exprassly &

This announcement is for information purposes only and does not constitute an Invitation or offer to acquire, purchase or subscribe for secunities of the Company,

Connected and Discloseable Transaction and (

SUMMARY

On 22nd April, 2002, the Company has entered into the Acquisition Agreement with its
controlling shareholder (namely SPG) and one of SPG's indirectly wholly-owned subsidiaries
(namely Ouyi), pursuant to which the Company will acquire the entire issued share capital of
PRC Co, which will be established in the PRC to engage principally in the manufacture of
pharmaceutical preparation products, for an aggregate consideration of RMB216,000,000
(equivalent to about HK$203.8 million). The consideration will be satisfied by way of the
issuance and allotment of 219,111,382 Shares at the issue price of HK$0.93 per Share.

Following Completion, the Group will enter into the Ongoing Connected Transactions with SPG
or its agsociates in connection with the pharmaceutical preparation manufacturing business and
‘will terminate the Existing Lease Agreement in connection with the existing bulk pharmaceutical
manufacturing business.

The Directors believe that the Acquisition will allow the Company to capture the opportunities in
the PRC pharmaceutical market, greatly eliminate the existing ongoing connected transactions
between the Group and SPG Group and integrate the Group's manufacturing process of the
existing bulk pharmaceutical business,

The terms of the Acquisition, the Ongoing Connected Transactions and the Termination
Agreement were negotiated on an arm’s length basis. The Directors believe that the Acquisition
represents a gocd investment opportunity to the Company and is in the interest of the Group and
the Shareholders as a whole,

For the purpose of the Listing Rules, the Acquisition constitutes a discloseable transaction to the
Company. As SPG is the controlling shareholder of the Company. the Acquisition, the Ongoing
Connected Transactions and the entering inte of the Terminaticn Agreement also constitute
connected transactions to the Company. The Acquisition and the Non-exempted Ongoing
Cennected Transaction are subject to, among other things, the approval of the Independent
Shareholders at the EGM whereby SPG and its associates will abstain from voting.

The Company will apply to the Stock Exchange for conditional waivers from strict compliance
with the disclosure and/or independent shareholders' approval requirements of Chapter 14 of
the Listing Rules in respect of each type of the Ongoing Connected Transactions.

A circular containing, among other things, information on' the Acquigition and the Ongoing
Connected Transactions, the letter of an independent financial adviser and the recommendation
of the Independent Board Commitiee in relation to the Acquisition and the Non-exempted
©Ongeing Connected Transaction, and a notice convening the EGM will be despatched to the
Shareholders as soon as practicable. Details of the Termination Agreement will be set out in the
Cormpany's next annual report.

ACQUISITION AGREEMENT DATED 2ZND APRIL, 2002

Parties

Purchaser:  the Company .

Vendors: SPG and its indirectly wholly-owned subsidiary, Ouyi
Bss‘et_s to be acquired

The entire issued share capital of PRC Co, whose principal business will be the manufacture of
pharmaceutical preparation products in the FRC. PRC Co will be established in the PRC as a
limited liability company with equity interests to be held as to about $7% and 3% by SPG and
Quyi respectively. The principal assets of PRC Co will be: :

(i} the Preparation Production Lines - the production lines (including production facilities and
certain relevant property interests (i.e., land and factory buildings where the production
lines are located)) principally for the manufacture of pharmaceutical preparation products;

(i) the Bulk Production Property Interests - the property interests in connection with the
manulfg’ctu:e of bulk pharmaceutical products, part of which the Group is currently leasing
from HFF: and

(ii) an amount ‘of RMB10,963,408 (equivalent to about HK$10.4 million) in cash as general
. working capital.

Details of the above assets are set out in the paragraph headed “Information of the acquiring
assets' below. .

Consideration and payment terms

RMB216,000,000 (squivalent to about HK$203.8 million}, which will be satisfied by way of the
issuence and allotment of 219,111,382 Shares effectively to SPG or its nominees (as Ouyi has
directed these Shares to be paid to SPG or its nominees as consideration for the Acquisition of its
interdst in PRC"Co) credited ‘ds fully paid at the issue ‘price ‘of HK$0,93 per Share.*Save for not
having-the. right to receive the final .dividend' declared in respect of the -year ended 31st
Decémbyer, 2001, the Consideration Shares on allotment-will rank pari passis in all respects.with
the then $Xisting issuad Shares. The Consideration Shares represent about 17.7% of the existing.
issued share capital of the Company and about 15.0% of the issueq share capital of the Company
as enlarged by the issus of the Consideration Shares.

" integrate the manufacturing process of the Group's existi ;"4

- transactions will const

B, Lease agreeme: ots

CHINA PHARMACEUTICALE
INVESTMENT CORPORAT
PERREELERSE

(Incorporated in Hong Kong with Ii

INFORMATION OF THE ACQUIRING ASSETS

Pursuant 1o the Acquisition, the Group will écquz're theen . !
whose principal assets will be: :

Asset type

Preparation Production Lines Lo . ;
oy i ! k
Machinery, equi j‘em and A
pwpose of manyfacture of :
tablets, capsules, etc) of anti .3
penicillin, amoxicillin, cefazo’
aggregate production capac
million units per annum.

Descriptions

Production facilities

Land with site area of about 2) &
an aggregate gross floor area
47 Fengshou Road, Shijiaghuar - 1

Property interests

Bulk Production Property Interests .

Land with site area of about 8
an aggregate gross floor arez
47 Fengshou Road, Shijiazhug |
about 48,682 sq.m. of the sily
gross floor area are cwrently
HPF pursuant to the Exstin :
terminated upon Completi
Agreement is set out in the
Existing Lease Agreement” he |

Property interests

General working capital

RMBI0,963,408 Cash as general working capi

REASONS FOR THE ACQUISITION. .

. . oy :
The Group principally ecxxagages invess man.fire and 1 !
including vitamins, penicillin antibiotics and cephalorspo:
that the Acquisition is necessary. for the implementation
leading player in the PRC pharmaceutical industry.

The Acquisition allows the Company to capture the cpp
market. The Directors believe that the FRG pbarmaceut
growing industries in the PRC and will havp potential fc
reasons: (i} large population size of over 1.3 Billion but per
products is substantially lower than that of developed cou

; pharmaceutical industry achieved a compound annual gr
value; and (iif) with a total output of about RMB233.2 ¢
“billion) in 2000, the PRC is one of the major manufacturs
world, :

After Completion, the Group's product portiolio will
products to both butk and finished products and with a .
capability, the Group will be able to expand its custon |
. hospitals. The Directors believe that the diversification of " %
basg will enable the Group to better position itself
pharmaceutics} market and therefore, expand the Group's :
) :
The Acquisition will also greatly eliminate the existing on¢ &
the Group and SPG Group since the Directors expect that, :
not have any sales of penicillin, amoxicillin, ampicillin ar
form to 5PG Group. ¢ .

The Directors expect the dcquisition of the Bulk Produc

with the Termination Agreement, will increase the cashl: .
account the market potential of the phan’nhceuﬁcal Do
prevailing position in the bulk, pharmacediical produ & .
Acquisition 18 benefictal to the Company andtits Sharehold

ONGOING CONNECTED TRANSACTIONS

Following establishment, PRC Co will (i) enter into two le .
Ouryi; (i) enter into a composite services agreement wi

processing services from an assoctate of SPG (name 4
e connected transactions o the { .

Completion;.-
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having. the right to receive the final dividend declarsd in respect of the year ended 3lst
December, 2001, the Consideration Shares on allotment- will rank pari passu in all respects-with
the then existing issued Shares. The Consideration Shares represent about 17.7% of the existing.
issued share capital of the Company and abowt 15.0% of the issued share capital of the Cornpany
as enlarged by the issue of the Consideration Shares.

The issue price of the Consideration Shares represents the average closing price of the Shares at
HK0.83 for the ten trading days up to the date of the Acquisition Agreement. Such issue price
also represents a 7.8% discount to the closing price of the Shares at HK$1,01 on 22nd April, 2002,
being the date of the Acquisition Agréement, .

The consideration was determined afier arm's length negetiations ameng the Compary, SPG
and Ouyi, The consideration represents the aggregate amount of:

(i) RMB 205,036,592 (equivalent to about HK$193.4 million) (comprising the Preparation
Production Lines of RMB 103,759,712 (equivalent to about HK$87.9 million) and the Bulk
Production Property Interests of RMB 101,276,880 (equivalent to about HK$95.5 million)),
which represents a discount of about 0.3% to an indicative valuation of the Preparation
Production Lines and the Bulk Production Property Interests amounting to about RMB
205,647,015 as at 28th February, 2002 prepared by Vigers, a firm of independent valuers;
and

(i) RMB 10,963,408, which represents the actual amount of cash to be injected into PRC Co as
its general working capital upon its establishment.

Warranties

Pursuant to the Acquisition Agreement, SPG and Ouyi will provide the Company with, among.

others, warranties in the following aspects;
Completion Asset Valne

In the event that the Completion Asset Value is less than RMB205,036,592 {i.e., the aggregate
consideration in connection with the Preparation Production Lines and the Bulk Production
Property Interests), SPG and Ouyi will pay (within 5 days after the Completion Asset Value
becomes available) to PRC Co an amount that is equivalent to the shortfall in cash,

Completion Result

In the event that PRC Co has incurred an accunulated loss for the period from its establishment
to the date of Complstion (i.e., the Completion Result being a negative number), SPG and Ouyi
will pay (within § days after the Completion Result becomes available) to PRC Co an amount
equivalent to the Completion Result in cash.

Liquidity Position

In the event that the aggregate amount of Conpletion Current Assets and any cash to be paid by
SPG and Cuyi fo FRC Co as defined in the paragraphs headed "Completion Asset Value™ and
*‘Completion Result" above is less than the Completion Liabilities, SPG and Quyi will pay (within
§ days afier the Completion Current Assets and Completion Liabilities become available) fo FRC
Co an amount equivalent to the shortfall in cash.

The independent Directors will confirm whether the above-mentioned requirements have been
achieved and, if any of the requirements is not met, the independent Directors will opine cn
whether each of SPG and Ouyi has fulfilled its obligations under the warranty arrangements and
such opinion will be disclosed in the annual report of the Company.

Conditions

Completion is conditional upon, among other things, the following conditions being fulfilled or

waived (if applicable) by the Company on or before 27th January, 2003 or such other date as the -

parties to the Acquisition Agreement may otherwise agree:

i)  the passing by the Independent Shareholders of an ordinary resolution at the EGM to
approve the Acquisition and the Non-exempted Ongoing Connected Transaction;

if)  the Listing Committes of the Stock Exchange granting listing of and permission to deal in
the Cemsideration Shares (subject to conditions which neither the Company nor SPG or
Ouyi may reasonably object); :

#i) the establishment of PRC Co and completion of a dus diligence review on FRC Co
(covering without limitation to the state of affairs, assets and liabilities, financial position of
PRC Co) underlying the Acquisition to the absolute satisfaction of the Company;

iv) all'relevant approvals and consents for Completion from the relevant governmental
: authorities in the PRC and other third party consents, which are necessary, or are
reasonably required by the legal advisers of the Company have been obtained; and

v)  the receipt by the Company of legal opinicns issued by a firm of qualified lawyers in the
C on the date of the Acquisition Agreement and on Completion in such form and
substance satisfactory fo the Company in respect of the Acquisition and the Ongoing
Connected Transactions.
Shareholding st

of the C

The following table sets out the shareholding structures of the Company before and immediately
after Completion: ’

Xs at the date of the
ion & 1 diately after Completi
Number Number .
of Shares % of Shares %
SPG 851,054,178 (note) §2.49 870,186,161 §9.62
Public Shareholders 589,392,500 41.51 689,392,500 40.38
Total 1,240,447,279 " 100.00 1.459,558.661 100.00

Note; O the 651,054,779 Shares held by SPG, 25,000,000 Shares are held by Mr. Ding Er Gang, an executive
Dirsctor, a9 trustee for SPG and 16,728,762 Shares are held by China Charmeine Pharmaceutical
Company Limited, a wholly-owned subsidiary of SPG,

Ouyi: (if) enter into a composite services agrs-\
processing services from an associate of P

- transactions will constitute connected transactior

.Completion;..

K. Lease agreements
Transaction nature
PRC Co will enter into two lease agreement:
(i) Lease agreement]
PRC Co will lease from SPG 4 factory
. about 12,613 sq.m. and a piece of lar
‘sqm. which'is located at No. 6
Shijiazhuiang, Hebei Province, the PRC
(i) Lease agreement I
PRC Co will lease from Odyi a factory
about 4,603 sq.m. and a piece of land \
which is located at No. 276 Zhongshar
PRC. '
Each of the Jease agreements will be effectiv
Rental payable to SPG and Ouyi
An aggregate of about RMB 1.58 million (equ
(i) Lease agreement!
About RMB1.11 million (equivalent to al |

(i) Lease agreementl 1

About RMB0.47 million (equivalent toal

Each of the two lease agreements is subjectt -

the term of the relevant agre?&;‘ o in a
a fim of independent valuert J%he 1

negotiated on an arm's length B&%is betweer
property valuers, has confirmed that the e
market rental value as at 26th February, 2002

. B. P fon of composite sexrvices by

Transaction nature

Pursuant to a composite service agreement
Quyi , PRC Co will demand from Ouyi the
daily cperation, including utilities (such as
medical services, security services, storage,
protaction services. The Directors believe tl

FRC Co to save its expenditure on investin

production process.

The composite service agreement will be °

Completion.
Pricing basis

The composite service fee payable by PRC

than the provision of utilities) will be based or. '

The composite service fee payable by PRC C
based on the actual cost of the utilities supplie

C. P of p ing sexv‘l;;gg_by

4 ;9’

It is envisaged that Second Pharmaceutical
Non-exempted Ongoing Connecied Transacti

Transaction nature

the manufacture of ampicillin and ampicilli ,

injection. . R

A& suth, PRC Co will have more fekibility to

ampicillin related products without incurri:
- installation of relevant processing facilities,

Pricing basts

The fee payable in connection w:ith'the proces

of such services,
BENEXTTS OF THE ONGOING CONNECTED TRR

The Ongoing Connected Transactions will be con:
business of the Group. The terms of the Ongoing C
ann's length basis with terms that are fair and reasor
to be in the interests of the Group to engage in the
transactions will facilitate the operation of the Group

DISCLOSURE REQUIREMENT AND WX

For the purpose of the Listing Rulés, the Ongoin [
require disclosure by way of press announcemer .
approval at an extraordinary general meeting each t =

som
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nhouncement, makta no representation as to its accurany aréumplete? =~ and'émrg_.g&d.mlam any Liability whatsoever for any loss howsoever arising from ar in reliance upon the whale or any par ;

¥ offer to acquire, purchase or subscribe for securities. of the Compat
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. CHINA PHARMACEUTICAL ENTERPRISE AND
- INVESTMENT CORPORATION LIMITED
FHNE S %R AR A G

(Incorporated in Hong Kong with-limited lisbility)

Jonnected and Disclos&able\Tianédbtib‘hi’aﬁdfOﬂ'g‘b‘iﬁ"g‘ Coénnected Transactions

- INFORMATION OF THE ACQUIRING ASSETS C e

rement with 8-} “Pursuant to the Acquisiticn, the’ Group will 'acqu'u'a the entire issued share capital of PRC Co.,
«ed subsidiaries |  whose principal assets will be: ’ ' b
share capital of 3

manufacture of | gz . pu v

MB216,000,000 | ¢t IVRe Rescriptians

Dy way of 48 | prepaation Production Lines (I RN

: o ' . . B oy . B

ctions with SPG Production facilities ~ Machinery, equipment and other facilities. principally for the

\g business and . pwpase of manufacture. of various forms ; (powder injections,

pharmaceutical tablets, capsules, etc) of antibiotic preparation products, such as
penicillin, amoxicillin, cefazolin and osfoperazons products. The
aggregate production capacity is estimated to be about 2,100

opportunities in, | million units per annum. | .

‘ed transactions

Land with site area of about 21,333 sq.m. and factory bulldings with
' an aggregata gross floor area of about 25,781 sq.m. located at No.
47 Fengshou Road, Shijiazhuang, Hebei Pravince, the PRC,
B

process of the Property interests

18 Termination
the Acquisition " Bulk Production Property Interests

fthe Group and
X ’ Property interests Land with site area of about 88,392 sq.m. and factory bujldings with
’ " an aggregate gross floor areg of about. 42,679 sq.m. located at No.
angaction to the 47 Fengshou Road, Shijigzhuang, Hebei Proyines, the FRC, of which
i, the Ongoing about 48,682 sq.m. of thé site area and aboiit' 31,585 sq.m. of the
also constitute gross floor area are currepily being leased by the Company from
apted Ongoing HPF pursuant to the Existing LeassAgreement, -which will be
1@ Independent ' terminated upon Completicn.  Detaila'; of - the Termination
. R Agreemant is set out in the section headed~'Termination of the
Existing Lease Agreement’ herebalaw, .
dct compliance : .
f Chapter 14 of General working capital
10,983,408 ash as general working capital for PRC
4 the Ongoing RMB. 3 Cashasg al working cap! r“Co
commendation

Non-exempted ’
patched to the
Je set'out in the

REASONS FOR THE i(:ouxsmor

TN
The Croup principally engages ix'x\_) mamki..ure and sale of bulk pharmaceutical products
including vitamins, panici in.antibiotics and cephalorsporin antibigtics. The Directors baelisve
that the Acduisition is necessary for the implementation of the Company's strategy to be the
leading player in the PRC pharmaceutical industry, L

The Acquisition allows the Company to capture the opportunities in the PRC pharmaceutical

‘ market. The Directors believe that the PRG pharmaceutical market will-be one of the fastest

growing industries in the FRC and will ‘have potential for enormous growth for the following

“+reasons!'f}) large poptlation sizdSfover 1.3 billion but per capila expenditure in pharmacsutical

products is substannally lower than that of developed countries; (ii) from 1990 to 2000, the FRC

+ pharmacsutical ind| achieved a compound annual growth rate of 1 .5% in terms of output

. value; and: (iii) with "8-'total ‘output ‘of about RMB233:2 billion (equivalshit 1Q about HK$220.0

. “billion) in 2000, the PRC is one'of the major manufdcturers of pharmaceutical products in the
manufacture of '+ World. ’ !

the PRC as . - ‘ S
,r:,g byPSR;’Gan: After Completion, the Group's product portfolio will diversify from’ hulk -pharmaceutical
| products tg both bulk ahd finished products and with addition of preparation manufacturing
capability, the Group will be able to expand its customer-base by gaining direct access to
hospitals; The Directors believe that the divarsification of products and the expanded customer
base will enable the Group: to better position itself to capture the opportunities in the
rharmaceutical market and therefore; -expand the Group's earning base.

n facilities and
the production
tion products; -

wction with.the . " The Acquisition, will also greatly eliminafe the existing ongoing connected transactions between
arently leasing’ ° .

" ) not have any sales of penicillin, amoxicillin, ampicillin ‘and ampicilin’sodium products
" form to SEG Group. o X o :
1sh as general T L -
The Dirsctors expect the acquisition of the Bulk Production Property Interests will vertically
integrate the manufacturing process of the Group's existing bulk pharmacsutical business and,
['the acquiring “with the Términation’ Agreement, ‘will increase the cashflow of the Company. Afer taking into

. N account the market potentiall. of ‘the pharmaceutical preparation products and the Group's -
- wyprevailing pogition in: the. ‘Bulkiipharmaceutical products, the Directors consider that: the ..

+ Acquisition is.beneficial ta.the Companyiand its Shareholders as a whole, -~

by way'of the ONGOING CONNECTED TRANSACTIONS
s{as Owyihas ' ™ S :
SquisioN’ofifs " “Following establishment, PRC Co'will (i) enter into two le
37 8a¥é for nof
ar ended §

S "

TN

‘with each of SPG"and

agreem

processing. services from an associate of SPG(m
h tha Qipps will constituie connected trafsactions 6o © e Company under the ing Rules npon
9. .Compleliony: 3 R ’

laeep .;
of the exist|
.

LI S

~ . Ouyi: (ii) enter into a composite services agreement- with Quyi; and (iii) demang for certain,u..;
i SPG el icaly. -

"The" Directdrs consider that strict compliance wi

the Group and SPG Group since the Dirsctors expact that, following Completiop, the, g;gigpg&;u&, it auditors’ review of the Ongoing Connected Trang .

shareholders' approval requiremetits in respact of the |
be impractical and unduly onerous cn the part-of - :
continuing natwe, The Directors expect that the :
Non-exempted Ongoing Connected Transaction (i.¢ i
connected person) may exceed the higher of HK$1C

value of the Group; and (b) each of the ions in
the receipt of composite services may excepd the his
tangible asset value of the Group bit beldw the his
tangible asset value of the Group. As such, the Compz
connection with the Non-exempted Ongoing Connect
strict compliance with ths disclosure and independen
required under the Listing Rules in respect of each |
December, 2004; and (b) in connection with the On |
within Rule 14.25(1) of the Listing Rules (i.e., the lsa:
services as set out in paragraphs (A) and (B) under

Transactions™), a conditional and continuous waiver £

Tequirement as required under the Listing Rules in re:
ara subject to the conditions that:

‘

() the Independent Shareholders approve the
", ‘Transaction and the relevant cap at the EGM;

(b) the transaction amount of each of the Ongoing *
the relevant annual caps set forth below:

Types of transactions Annvalc:

A Lease agreements For eact
million ¢
value as;
year

B ‘Receipt of composite services For eact
million o
valugasi |
year

C  Receipt of processing services ., Foreach

- .- 6% ‘of st

_ . ) corespol

(© details of the Oﬁéo'mg' Conriected Transactions w
repert as prescribed by Rule 14.25(1)(A) to (D) 'of

(d)" the independent non-executive Directors sl .

Transactions annually and confirm inithe relevar :
relevant Ongoing Connected Transactions have b

() inthe ordinary and usual course of business
(i) onnormal commerdial terms;

(i) on terms that are fair and reaschable and
whele; . '

(iv) in respect of the lease agreements and rece
with the relevant agreement governing therr
(v) inthe manner as stated In (b) above.

(e} Ouyi and Second Pharmaceutical shall"pfévi‘de H
provide the Company’s auditors with full access i

and (®)(C) above: and

() the auditors of the Company shall review the Oy :
and confirm in a letter (“Letter) to thp Beard, ¢
Listing Division of the Stock Exchangs| conlirmt
Tranpsactions: \

o ooyl B

@) -hasraca’ivedtheBoaxd‘s'appro:val; .

() in respect of the lease agreements and r 3
’ entered into'in accordance with the terms of A
‘() in rspéc of the-yesipt Bf processing servic
.:  the;pricing basis that fee charged to PRC

rovided; AT

(v} bagnotexceeded the relevant cap amountse
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Acquisition is benencial 10 1ne Lompany and Its SNarenolaers as a waoe,
‘ONGOING CONNECTED TRANSACTIONS

Following establxs)unem FRC Co will (i} enter into two lease agreements with each of 5PG and
Quyi; (i) enter into a compesite services agreement with Ouyi; and (iif) demand for certain

Completion.,.

processing services from an associate of SPG (namel _&gggg_aahgmﬁm
- transactipns will constityte connected transactions to the Company under the listing Rules upon

A, Lease agreements
Transaction nature
PRC Co will enter into two lease agreements with each of SPG and Ouyi. Pursuant to:
(i) Leaseagreementl

PRC Co will lease from SPG 4 factory buildings with an aggregate gross floor area of
apout 12,613 sq.m. and a piece of land with an aggregate site area of about 24,469

sq.m. which'is located at No. 6 Huaxing Road, Zhonghuanan Main SUeet :

Shijiazhiiang, Hebei Province, the FRC; and
(i) Lease agreement [I
PRC Co will lease from Ouyi a factory building with an aggregate gross floor area of

about 4,603 sq.m. and a piece of land with an aggregate site area of about 3,079 sq.m.
which is Jocated at No. 378 Zhongshan West Road, Shijiazhuang, Hebei Province, the

Each of Lhe laase agreeméms will be affective for a period of 20 years from Completion.
Rental payable o SPG and Ouyi
An aggregate of about RMB 1.88 mﬂhon (equivalent to about HK$1.49 million) comprising:
() Lease agreementl

About RMBI.11 million (equivalent to about HK$1.08 million) per annum to SPG; and
(i} Leaseagreementll

About RMB0.47 million (equivalent to about HK$0.44 million) per annum to Ouyi.

Each of the two leass agreements is subject to a rental adjustment every three years during
the term of the relevant agreer™™ "t inac”  +ance with the market rate to be confirmed by
a firm of independent valuer he t of the relevant lease agreement have been
negotiated on an arm’s length basis between the parties and Vigers, a firm of independent
property valuers, has confirmed that the each of the remals is not higher than the fair
market rental vatue as at 28th February, 2002.

.. B, Provision of composite services by connected person -

Transaction hature

Pursuant to a composite service agreement to be entered inte between the PRC Co and
OQuyi , PRC Co will demand from Ouyi the provision of certain composite services for its
daily operation, including utilities (such as electricity and water), fire safety services,
medical services, security services, storage, employee canteen services and environment
protection services. The Directors believe that entering into the transaction could enable
PRC Co to save its expenditure on investing in facilities which are ancillary to its core
production process.

The composite service agreement will be effective for a pericd of 20 years from
Completion.

Pricing basis
The composite service fee payable by PRC Co to Quyi for all composite services (other
than the provision of utilities) will be based on the actual cost of the services provided .

The composite service fes payable by PRC Co to Ouyi for the provision of utilities will be
based on the actual cost of the utilities supplied to PRC Co plus a 2% handling charge .

C. Provision of processing sexvicps.by congented person
Transaction nature “

It is envisaged that Second Pharmaceutical will provide processing services (i.e., the
Non-exempted Ongoing Connected Transaction) to PRC Co principally in connection with
the manufactwe of ampicillin and ampicillin related products in the form of powder
injection.

As such, PRC Co will have more flaxibility to access the market potential of ampicillin and

ampicillin related products without incurring additional capital expenditure for the
installation of relevant procassing facilities.

Pricing basis
Thé fee payable in connection with the processing saervices will be based on the actual cost
of such services, .

BENEFITS OF THE ONGOING CONN’ECT!‘.D TRANSECTIONS

The Ongoing Connected Transactions will be conducted in the ordinary and uwsual cowse of
business of the Group. The terms of the Ongoing Connected Transactions will be agreed on an
arm's length basis with terms that are fair and reasonable to the Group. The Directors consider it
to be in the interests of the Group 1o engage in the Ongoing Connected Transactions as these
transactions will facilitate the operation of the Group’s business after Completion.

DISCLOSURE REQUIREMENT AND WAIVER SOUGHT
For the purpose of the Listing Rules, the Ongcmg Connected Transactions would normally

require disclosure by way of press announcement and/or prior independent shareholders'
approval at an extraordinary general meeting sach time as such transaction occurs.

(i) in respect of the lease agrsements and rec
entered into in accordance with tha terms of th

(i) io respect of the receipt of processing servics:
the pncmg L‘éams that fee charged to FRC C
ed; an R

iv) has not exceeded the relevapt cap amcgum set

Whers, for whatever reasen, the auditors decline t¢
1o provide the Letter, the Directors shall contact the

The Directors (including the independent non-exscutivi
Connected Transactions will be conducted on an arm'
terms and in the usual and ordinary course of business of

In the event of any amendment on the terms of agreem

terms of the agreement) governing the transactions ref |
above or any of the Ongoing Connected Transactions '
Company will fully comply with the discloswe / '
requirements provided in Cha) gter 14 of the Listing . %
transacticns unless the Company asobtam?d asgparate '

In the evant of any future amendmaents to the Listing Rule:
than those a3 at the date of the proposed waiver applica :
the Ongoing Comnected Transactions belong, including :
such fransactions be made conditional on approval }
Company will take immediata steps to ensure compli
reasonable period of time,

TERMINATION OF THE EXISTING LEASE AGREEME

Pursuant to the Existing Lease Agreement entered in 1*
(namely Zhongkang) leases from HFF, the land use right
of about 49,682 sq.m., together with the factory building
about 31,585 sq.m. which form part of the Bulk Product
Existing Lease Agreement is 30 years commencing from :
under the Existing Leass Agreement is RMB. az49 ,380 (
anpwmn at present and is subject to a rental gdjusiment
rate to be confirmed by a firm of mdependen ’valuera dv
1998, the Stock Exchange granted a waiver from str
requirement as required under the Listing Rules up 1ot
Agreement.

As the Company intends to acquire the Bulk Productic
April, 2002, Zhongkang and HFF have entered into the
Existing Lease Agreement with effect from Completion.
associate of the controlling shareholder of the Comp:
Agreement constitutes a connected transaction under Li
under the Termination Agreement is less than 3% of th
no independent shareholders' approval is required. D
be included in the Company’s next published annual rej

APPROVAL BY INDEPENDENT SHAREHOLDERS

For the purposse of the Listing Rules, the Acquisition cor |
Company. As SPG beneficially owns an aggregate of a}
the Company, the Acquisition, the Ongoing Connected
Termination Agreement alsc constitute connected trans
and Non-exempted Ongoing Connected Transaction :
approval of the Independent Shareholders at the EG
abstain from voting.

In view of SPG's interests in the Acquisition, an Indeper. ;i
10 advise the Independent Shareholders on whather

Non-exempted Ongoing Connected Transaction are in
and reasonable so far as the Independent Sharehol
financial adviser will be appointed to advise the Indepe
Acquisition and the Non-exempted Ongoing Connectec

EGM

The EGM will be convened as scon as practicable
proposed to approve the Acquisition and the Non-exe |
In view of SPG's interests in the Acquigition and f &':3
Transaction, SPG and its associates will abs}ain from vot

GENEREL

A circular containing, among other things, informati
Connected Transactions, the letter from the independ:
to the Independent Board Committee and the recc . -
Committee in relation to the Acquisition and tb ;

Transaction, and a notice convening the EGM to const 7!
others, the Acquisition and the Non-exempted O i
dispatched to the Shareholders as soon as practicable ¥

The Company will make an application to-the Listing C :
to deal in the Consideration Shares to be issued under-

As the Acquisition may or may not proceed (dependin:
Acquisition Agreement), Shareholders and investorsar :, :,
dealing in the shares of the Company. B

DEFINITIONS

"Acquisition” . the ftransaction
Agraame’m

‘'Acquisition Agreement’ the contftional sal i
April,- 2002 entere ;
purchaser, and SPG K
entire issued share

‘‘associate(s)" Has the meaning as

"*Board" The board of Direct
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teness and expressly disclaims any liability whatsoever far any lass howsoever arising fram or in reliance upon the whole ar any part of the contents of this announcement.

ny.

[UTICAL ENTERPRISE AND
ORPORATION LIMITED
P ERBREARARALS

fong Kong with limited liability)

action and Ongoing Connected Transactions

§ BssETS

i will ::w_qm‘re the entire issued share capital of FRC Co.,
jons

t
y. equipuent and other facilities principally for the
of manufacture of various forms (powder injections,
apsules, etc) of antibictic preparation products, such as
; amoxicillin, cefazolin and celoperazone products, The
2 production capacity is estimated to be about 2,100
iits per annum. .

.site area of about 21,333 sq.m. and factory buildings with
ga’te gross floor area of about 25,781 sg.m. located at No.
ou Road, Shijiazhuang, Hebei Province, the PRC.

i site area of about 86,392 sq.m., and factory buildings with
gate gross floor area of about 42,679 sq.m. lacated at No,
nou Road, Shijiazhuang, Hebet Province, the PRC, of which
1682 sq.m. of the site area and about 3),585 sq.m. of the
ir area are cwrrently being leased by the Company from
jiant to the Existing Lease Agreement, which will be
id upon Completion. Details of the Termination
ut is set out in the section headed “Termination of the
jease Agreement” herebelow.

jeneral working capital for PRC Co

.

. ]
2 manW..dre and sale of bulk pharmacewmical products
s and cephalorsporin antibiotics. The Directors belisve
Ee implementation of the Company's strategy to be the
al industry. .

ko capture the opportunities in the PRC pharmaceutical
te PRC pharmaceutical market will be one of the fastest
il have potential for enormous growth for the following
gr 1.3 billion but per capita expenditure in pharmaceutical
bt of developed countries: (ii) from 1980 to 2000, the FRC
bmpound annual growth rate of 18.6% in terms of output
f about RMB233.2 billjon (equivalent to about HK$220.0
b major manufacturers of pharmaceutical products in the

'

fluct portfolic will diversify from bulk pharmaceutical
oducts and with addition of preparation manufacturing
expand its customer base by gaining direct access 10
e diversification of products and the expanded customer
fer position itself to capture the opportunities in the
expand the Group's earning base.

Jate the existing ongoing connected transactions between

irectors expect that, following Completion, the Group, will | ,

Ycillin, ampicillin and ampicillin sodium products in butk
'

iof the Bulk Production Property Interests will vertically
if the Group's existing bulk pharmaceutical business and,
‘increase the cashfiow of the Company. After taking into
! pharmaceutical preparation products and the Group's
maceutical products, the Directors consider that the
y and its Shareholders as a whole,

TIONS

') enter into two lease agreements with each of SPG and
lces agreement with Ouyi: and (iii) demand for certain
te of SPG (namely, Second Pharmaceutical). These

transactiops to the Company under the Listing Rules upon

The Directors consider that strict compliance with the disclosure and/or independent
shareholders' approval requirements in respect of the Ongoing Connected Transactions would
be impractical and unduly onerous on the part of the Group as they are of a regular and
continuing nature. The Directors expect that the annual transaction amount of (a) the
Non-exempted Ongeing Connected Transaction (l.e., provision of processing services by
connected person) may exceed the higher of HK$10,000,000 or 3% of the net tangible asset
value of the Group: and (b) each of the transactions in connection with the lease agreements and
the receipt of composite services may exceed the higher of HK$1,000,000 or 0.03% of the nat
tangible asset value of the Group but below the higher of HK$10,000,000 or 3% of the net
tangible asset value of the Group. As such, the Company will apply to the Stock Exchange (a) in
connection with the Non-exempted Ongoing Connected Transaction, a conditional waiver from
strict compliance with the disclosure and independent shareholders’ approval requirements .
required under the Listing Rules in respect of each of the three financial years ended 31
December, 2004; and (b) in connection with the Ongoing Connected Transactions which fall
within Rule 14.25(1) of the Listing Rules (i.e., the lease arrangement and receipt of composite
services as set out in paragraphs (A} and (B} under the section headed “Ongoing Connected
Transactions'), a conditional and continuous waiver from strict compliance with the disclosurs
requirement as required under the Listing Rules in respect of each financial year. The waivers
are subject to the conditions that:

(a) the Independent Sharehclders approve the Non-exempted' Ongoing Connected
Transaction and the relevant cap at the EGM;

(b) the transaction amount of each of the Ongoing Cennected Transactions does not exceed
the relevant annual caps set farth below:
Types of transactions Annual cap
For each financial year, the higher of HK$10
million or 3% of the Group's net tangible asset
value as at the end of each corresponding financial
year

A Lease agreements

For each financial year, the higher of HK$10
million or 3% of the Group's net tangible asset
value as at the end of each corresponding financial
year

B 'Receipt of composite services

For each financial year up to 31st December, 2004,
€% of the Group's tumover for esch of the
corresponding financial year

C  Receipt of processing services

(c) details of the Ongeing Cennected Transactions will be disclosed in the Company's annual
report as prescribed by Rule 14.25(1)(A) to (D) of the Listing Rules; N

{d) the independent non-exscutive Direciors shall review the Ongoing Connected
Transactions armually and confirm in the relevant annual report of the Company that the
relevant Ongoing Connected Transactions have been entered into:

(i) inthe ordinary and usual course of business of the Grou;s; . i
(i) onnormal commerdial {eTms,

@if) on ;xerms that are fair and reasonable and in the interests of the Shareholders as a
whaole;

(v} in respect of the lease agreements and receipt of composite services, in accordance
with the relevant agreement governing them; and :

(v) inthe manner as stated in (b) above. )

(8) Ouyi and Second Pharmaceutical shall provide an undertaking to the Stock Exchangé to
provide the Company's euditors with full access to the relevant records for the purpose of
auditors’ review of the Ongoing Connected Transactions as referred to in paragraph (0)(B)
and (b)(C) above; and '

() the auditors of the Company shall review the Ongoing Commected Transactions annually’
and confirm in a letter (''Letter") to the Board, a copy of which shall be provided to the
Listing Division of the Stock Exchange, confirming that each of the Ongoing Connected
Transactions: .

@) has received the Board's approval; . )

(i) in respect of the lease agreeme:lts and receipt of composite services, has beér‘)g
entered into in accordance with the terms of the relevant agreement goveming them; '

(iif) in respect of the receipt of processing services, has been entered in accordance with
the pricing basis that fee charged to FRC Co is at the actual cost of the services
provided; and )

(iv) has not exceeded the relavant capva.mov.'xm set out in paragraph (b} above.

Where, for whatever reason, the auditors decline 10 accent tha anrrageme

S —
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ociate of SPG (namely, Second Pharmaceutical). Thess
=d transactions to the Company under the Listing Rules upon

se agreements with each of S8PG and Quyi. Pursuant to:

SPG 4 factory buildings with an aggregate gross floor area of
a piece of land with an aggregate site area of about 24,469
«d al No. 6 Huaxing Road, Zhonghuanan Main Street,
vince, the PRC; and . N )

Ouyl a factory building with an aggregate gross foor area of
piece of land with an aggregate site area of about 3,079 sq.m,
576 Zhongshan West Road, Shijiaziuang, Hebel Province, the

will be effective for a period of 20 years from Completion.
i .
.58 million (equivalent to about HK$1.49 million) comprising:

‘equivalent to about HK$1,05 million) per annum to SPG; and

‘equivalent to about HK$0.44 million) per annum to Ouyi.

sents is subject to a rental adjustment every three years dwing
er  tinag ance with the market rate to be confirmed by
al"IfI I%hg t of the relevant lease agreement have been
1 B&sis between the parties and Vigers, a firm of independent
med that the each of the rentals is not higher than the fair
1February, 2002 :

rices by connected person -

vice agreement to be entered into between the PRC Co and
from Ouyi the prevision of certain composite services for ita
utilities (such as electricity and water), fire safety services,
arvices, storage, employee canteen services and environment
rectors believe that entering into the transaction could enable
iture on investing in facilities which are ancillary to its core

reement will be effective for a peried of 20 years from

payable by PRC Co to Quyi for all compesite services (other
) will be based on the actuat cost of the services provided .

»ayable by PRC Co to Ouyi for the provision of utilities will be
18 utilities supplied to FRC Co plus a 8% handling charge .

rvices by conne~ted person
qug :

1 Pharmaceutical will provide processing services (i.e., the
nnectad Transaction) to FRC Co principally in connection with
llin and ampicillin related products in the form of powder

nora flexibility to access the market potential of ampicillin and
s without incurring additional capital expenditure for the
3ssing facilities,

on with the processing services will be based cn the actual cost

CONNECTED TRANSACTIONS

«tiona will be conducted in the ordinary and usual course of
s of the Ongoing Connected Transactions will be agreed on an
t are fair and reasonable to the Group. The Directors consider it
1p to engage in the Ongoing Connected Transactions as these
wration of the Group's business after Completion,

AND WAIVER SOUGET
Rules, tha Ongo‘md Connected Transactions would normally

yress announcement and/or prior independent shareholders'
eral meeting each time as such transaction occurs.

provided; and ) .
(iv) has not exceeded the relevant cap amount set out in paragraph (b) above.

Where, for whatever reason, the auditors decline to accept the engagemant or are unable
to provide the Letter, the Directors shall contact the Stock Exchange as soon as practicable;

The Directors (mcludi\;:g the independent non-executive Directors) consider that the Ongoing
Connected Transactions will be conducted on an arm's length basis, on normmal commercial
terms and in the usual and ordinary course of business of the Group.

In the everit of any amendment on the terms of agreements (unless as provided for under the
terms of the agreement) goveming the transactions referred to in paragraph (b)(A) or (b)(B)

above or any of the Ongoing Connected Transactions exceeds the relevant annual cap, the

Company will fully comply with the. disclosure / independent sharshciders’ approval
requirements provided in Chapter 14 of the listing Rules in respect of the connected
transactions unless the Company has obtained a separata waiver from the Stock Exchange.

In the avent of any future amendments to the Listing Rules imposing more stringent requirements
than those as at the date of the proposed waiver application on transactions of the kind to which
the Cngoing Connected Transactions belong, including, but not limited to, a requirement that
such transactions be made conditional on approval by the independent Sharehclders, the
Company will take immediate steps to enswe compliance with such reguirements within a

' reasonable period of time. 2

TERMINATION OF THE EXISTING LEASE AGREENMENT

Pursuant to the Existing Lease Agreement entered in 1986, cne of the Company's subsidiaries
(namely Zhongkang) leases frem HPF, the land use right for the land with an aggregate site area
of about 49,682 sq.m., togsther with the factery buildings with an aggregate gross floor area of
about 31,585 sq.m. which form part of the Bulk Production Property Interests. The term of the
Existing Lease Agreement is 30 years commencing from 16th August, 1995. The rentais payable
under the Existing Lease Agreement is RMB4,249,390 (equivalent to about HK$4.0 million) per
annum at present and is subject to a rental adjustment every three years according to market
rate to be confirmed by a firm of indepandent valuers during the term of the lease, In December
1998, the Stock Exchange granted a waiver from strict compliance with the announcement
guiremem as required under the Listing Rules up to the end of the term of the Existing Lease
eement,

As the Company intends to acquire the Bulk Production Property Interests from SPG, on 22nd
April, 2002, Zhongkang and HFF have entered into the Termination Agreement to terminate the
Existing Lease Agreement with effect from Completion. As HPF is wholly-owned by SPG (i.e., an
associate of the controlling shareholder of the Company), the entering into the Termination
Agreement constitutes a connected transaction under Listing Rules. As the annual rental amount
under the Terrnination Agreement is less than-3% of the latest nst tangible asssts of the Group,
no independent sharehoclders’ approval is required. Details of the Termination Agreement will
be included in the Company’s next published annual repert.  *

APPROVAL BY INDEPENDENT SHAREROLDERS

For the purpose of the Listing Rules, the Acquisition constitutes a discloseable transaction to the
Company. As SPG beneficially owns an aggregate of about §2.48% of the issued share capital of
the Company, the Acquisition, the Ongoing Connected Transactions and the entering intc of the
Termination Agr also ¢ i [ ions to the Cornpany. The Acquisition
and Non-exempted Ongoing Connected Transaction are subject to, among other things, the
approval of the Independent Shareholders at the EGM whereby SPG and its associates will
abstain from voting.

d tr

In view of SPG's interests in the Acquisition, an Independent Board Committee will be appointed
to advise the Independent Shareholders on whether or not the terms of the Acquisition and
Non-exempted Ongoing Connected Transaction are in the interest of the Company and are fair
and reasonable so far as the Independent Shareholders are concerned. An independent
financial adviser will be appointed to advise the Independent Board Committes in respect of the
Acquisition and the Non-exempted Ongoing Connected Transaction.

EGM

The EGM will be convened as soon as practicable at which an ordinary resolution will be
proposed to approve the Acquisition and the Non-exempted Cngoing Connected Transaction.
In view of SPG's interests in the Acquisition and the Non-exempted Ongoing Comnected
Transaction, SPG and its associates will abstain from voting at the EGM in the relevant regards.

GENERAL

A circular contairiing, among other things, information on the Acquisition and the Ongoing .

Connected Transactions, the letter from the independsnt financial adviser containing its advice
to the Independent Board Committee and the recommendation of the Independent Board
Committes in relation to the Acquisition and the Non-exempted Ongoing Connected
Transaction, and a notice convening the EGM to consider and, if thought fit, to approve, ameng.
others, the Acquisition and the Non-exempted Ongoing Comnected Transaction will be
dispatched to the Sharehclders as soon as practicable

The Company will make an application to the Listing Committee for the listing of and permission '
to deal in the Consideration Shares to be issued under the Acquisition Agreement.

As the Acquisition may or may not proceed (depending on the fulfiliment of the conditions of the
Acquisition Agreement), Shareholders and investors are remninded to exercise caution when .
dealing in the shares of the Company.

DEFINTTIONS
" " Acquisition” the transaction contemplated under the Acquisition

Agreement

"*Acquisition Agreement”’ the conditional sale and purchase agreement dated 22nd
April, 2002 entered into between the Company, as the
purchaser, and SPG and Ouyi, as the vendors in relation to the
entire issued share capital of FRC Co

*associate(s)" Has the meaning ascribed to it under the Listing Rules

“Board” The board of Diractors T
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*‘Butk Production
Property Interests

"Company"

"'Completion” b

*Completion Asset Valus

"Compleﬁc;n Current Assets”

“Completion Liabilities”

"Completion Result”
*'Consideration Shares"

"Director(s)"

"EGM"

“Existing Lease
Agreement”’

“Group”
*'Hong Kong™

“HPE"

Indspendenl Board
Commiftes”

“Independent Shareholders”
""Listing Rules”

"'Nen-sxempted Ongoing
Connected ‘T‘ransacnon

"Onaoma Connec!ed

(Page 2)

Land and factory buildings located at No. 47
Fengshou Road, Shijiazhuang, Hebei
Province, the PRC, part of which are
currently being leased by the -Company
from HPF for the manufacture of bulk
phaxmacauncal products

;- Ghing;, Pharmageutical |, .Enterprise
va‘ T amp@rporauon K.\xmteg. a comy
1rnpcratg “in Hong Kong ‘with limited
% theshares: of which grg listed on®
lhe main bo X a of | tock Exchange

*Complenon ‘ot ihe tion, which is
subject to, among others, the conditions as
set out in the paragraph headed
*'Conditions” above being fulfilled or
waived (if applicable) by the Company

X]hs valus o! the Preparatjon Production o
a%d g :Bulkf Rrody "Propejty s
Imar (8%

7 th accurnulated
' lﬁeprecua\mm md AT

Qmsanon)‘ to bé’shown
the managéient actount: o{ PRC Coasat
e da\a of CQmp]euon : "

Ths va!ue of total current assets of PRC Co

to be shoewn in the management account of
PRCCoas at the date of Completion

The value of total liabilities (including
current liabilities -¢a d s

liabilities) of PRC Co t¢hbe’:s
management account offER(
date of Completion

The profit or loss after taxauon 1o iae shown ,
in the management account of PRC Co forfg
the pericd from its establishment to the date
ok‘ Completion

The Jssuance and allotment of 219,111,382

% Shares'atthe i xssu\? prige of HK$0.93 BEChalgTr

e settlement ditthe cénsifieration p
under th\e Acqmsmon 4}grg§msm '

The d.uector(s) of the Company

The extracrdinary general meeting of the
Company to be convened as soon as
practicable to consider and’ approve,
among others, the Acquisitton and the
Non-exempted Ongoing: Connected
Transaction including any
meetmgthereol

'I‘he lease agreement dated 11th December,
1996 entered into between Zhongkang and
HFF in connection with certain Bulk
Production Property Interests, details of
wluchwasdxsclosedmtheComans
announcement dated 11th December, 1996

The Company together wnh its subsnd.lanes

The Hong Xong Specla] Ad:mmstratxve
Regionof the PRC ¢

th)lazhuang Pharmaceutical Crolp
Company_Limited Hebei Pharmaceutical
Factory (EREN!QEH%‘RQ AL HIR

&), which is established in the PRC and
wholly-owned by SPG

An independent committee of the Boarci 10
be appointed hyythe Board to advise the
Independent Shareholders in respect of tha .
Acquisition the Non- exempted
Ongoing - Connggted Transaction ..ip !
connaction with the .Teceipt of processmg
services

Shareholders o\her tban SPG an
5880@3!85

The Ruleg Govi rjﬁiig i1
Securities on tl?&v%ckEx bk

The provision :of:pro. :
associate of :

adjourned ~

’I’he Board of Du'ectors (th i D;rectors")
Carporation Limited (the-"*Coinpany”') is pleased

the Company and its subsidiaries (the “Group") fc

CONSOLIDATED INCOME STATEMENT
For the yeax ended Decemb r 131, 2001 .

Tifover ) g
Cost of sales " | : :

Gross profit gr\

Other revenue

Distribution costs
Administrative expenses
Otheroperanng expensas
Allo 8 for doubtful debts .
11083 on property,

Proﬁt from; operanons
‘Finance codts:
Impairment of goodwill of an associate
Less on dissolution of a subsidiary
Gain on disposal of subsidiaries
. Share of logs of an associate
Shaxe of profit of a Jo!.mly comrolled enmy

}

. Proﬁt before taxanon
Taxation

Profit before minority interests
Minority interests

Profit attributable Yo shareholders
Dividend

Eamings per share
Basic

Diluted

—

Notes:

‘ 1: Segment information ‘

Vo
Penicillin'series’

v \ Unallocaled corp0rale mcoms

RV Unal.localed corporate expense:

5 ) P;oﬁt from operations

Profit from operations hag been amved i
at aﬂer ¢charging (cn?dmng) ! {

Amomsauon of int lo asséis 5
‘Dgprsciation of pr party. plant an;l eqmpmsm
interest'i mccme i &

S




"'Ongoing Connected
Transactions”

“Ouyt”

“PRC”

“PRC Co™

**Preparation Production
Lines"

"“Second Pharmacsutical”’

"Share(s)"

"*Shareholder(s)"

"SPG Group"'

“*Stock Exchange"’

“Termination Agreement’

"Vigers''

'Zhongkang"'

HK

“RMB"
“sqn”
o

Note: For information

asset value of the Group and whose details -
are set out in paragraph (C) under;the,

section headéd ~ “Ongoing  Connected:
Transactions" in thi§ announcement -

; ‘3. « Taxation

" Hitersdt income rom J0an receivables ™

the connected transactions (including the

Non-eéxempted '~ Ongoing  Cdnnected

Transaction), as described in paragfaph-
headed ‘'Ongoing Cdnnected’
Transactions” in this announcement, which

will constitute connected transactions to the:
Company and are subject to

disclosure/independent  shareholders’

approval under the Listing Rules

Shijiazhuang Pharmaceutical Group Ouyi
Pharmaceutical Company lLimited (B®E
SREAFXBRRAERAE), a limited
liability company established in the PRC;
whose entire issued ' share “:capital |is
beneficially wholly-owned by SPG

The Peopls's Republic of China, for the,

puwrpose of this announcément, excluding.
Hong Kong, the Macau. Special
Administrative Region and- Taiwan

a limited .liability company to be
established in the. FRC, whose principal
assets will be the Preparation Production
Lines, the Bulk " Production Property
Interests and general working capital of

RMB10,963,408; ‘Which will be owned as to

about 97% and. 3%: by SPG and Ouyi
respectively before,.Completion and will
become a wholly-owned’ subsidiary of the
Company after Completion .

the production lines (including proguction
faciliies and certain relevant fropeﬂy
interests (i.e., Jand use rights and factory
buildings’ where the production lines are
located)) principally for the manufacture of
pharmaceutical preparation praducts, such
as penicillin, amoxicillin, cefazolin and
cefoperazone products

Shijiazhuang Municipal Second
Pharmaceutical Factory (BREMS=H

R), a limited Lability company
established in the PRC, which is an
associate of SPG and hence a connected
person 1o the Company pursuant to the
Listing Rules .

share(s) of HK$0.10 each in the share
capital of the Company . .

the shareholder(s) of the Company

Shijiazhuang Pharmaceutical Grou
Company Limited (BZEESRRES
£7), a limited lability company
established in the PRC and the controllin
shareholder of the Company - .

SPG together with its subsidiaries excluding
the Group . vl

The Stock Excl;ange of Hong Kong Limited

the agreement dated 22nd April, 2002
antered into between Zhongkang and HPF
in connection with the termination of the
Existing Lease Agreement upon
Completion

Vigers Hong Kong Limited, & firm of ‘

independent land, building. plant and
machinery valuers L

Hebei Zhongkang Pharmaceutical
Company Limited (ARt IHRHERL™), a

limited liability company established in the

PRC and a subsidiary of the Company
which is effectively owned as to 98% by the
Company and 1% by SPG

Hong Kong dollars, the lawful cwrency of
Hong Kong

Renminbi, the lawful curency of the PRC

_square metre

per cent.

o) the translation of RMB lo HKS in this

purpase only,
announcement is based at the rate of RMB1.06 to HK$1.00.

Hong Kong, 22nd April, 2002

By order of the Board
CAIDong Chen
Chairman

The charge comprises:

PRC income tax
- current year !
- under provision in prior year |
Share of taxation of a jointly controlled entity

No Hong Kong Profits Tax is payable by the Company or its
assessable profit for the year. The taxation charge for the yea
of the subsidiaries and a jointly controlled entity established iy

There was no significant unprovided deferred taxation for
unprovided deferred tax asset or liability at the balance sheet

4. Eamhéspershare,

The calculation of the basic and diluted earnings per share isf

Profit attributable to sharsholdsrs '

Weighted average number of ordinary shares, ,1' X
. for the purpose of basic earnings per share’

Effsct of dilutive potential ordinary shares
in respect of share options

Weighted average numbér of ordinary shares .
for the purpose of diluted earnings per shars

The computation of diluted earnings p e does not !
outstanding warrants as the exercise priq ose warTants §
throughout the- year-‘ended December 5%-2000 and until 4§
October 2001. - : i

DIVIDEND ] ' ;

The Directors recominends the payment of a final dividendi
ended December 31, 2001 {2000: Nil) payable on June 7|
appear on the register of members of the Company on Mayl

CLOSURE OF REGISTER OF MEMBERS

The register of members will be closed from Tuesday, ﬁ
both dates inclusive, during which peried no transfer of

In order to qualify for the proposed final dividend, all cond
by the relevant share certificates must be lodged with {
transfer office, Secretaries Limited, at §th Floor, Wing On d

. Hong Kong for registration not later than 4:00 p.m. on Fridaj
i

BUSINESS REVIEW AND PROSPECTS

Results ;
The Group reported turnover of HK$1,168,244,000 for th
representing an increase of 17% over the previous year. F
the year amounted to HK$140,006,000, rep~asenting an ing
previous year. The growth in tumover: ; profit was ¢
production of 7-ACA series, the upturn in ¥ arket of pet
controlling production costs. :

t

» . S
NOTICE IS HEREBY GIVEN that the Annual General Med
Boardroom, Mezzanine Floor, Renaissance Harbowr View

Hong Kong on Monday, May 27, 2002 at 10:00 am. for the fd '

1. To receive and consider the audited financial statem%
the report of auditors for the year ended December 3}

2. Todeclare a final dividend.
3. Tore-elect directors and to fix the remuneration of dirl

4, Tore-appoint auditors and to authorize the directors t¢

Hong Kong, April 22, 2002.
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" CHINA PHARMACEUTICAL ENTERPRISEAND "= -

' INVESTMENT CORPORATION LIMITED . * .
CrEmBScEBAEARAA

! (ncorperated in Hong Kong with limited kiability)

2001 RESULTS ANNOUNCEMENT - .

The Board of Diréctors (the * Directors™) s China Pharmaceutical rise'znd 1 Productionandsales . . - . L
Corporation Limited (the-*Company”’) is pleased to present the audited consolidated results of .
the Company and its subsidiaries (the “Group"’) for the year ended Decemberdl, 2001, -

All the production lines of ihe Group have attained full capacity in the year. ‘The output of the ‘,‘

- three major series of the Group has reached record high with equally strong sales figures.

CONSOLIDATED INCOME STATEMENT ) . ) pas g .
For the year ended Docember 31, 2001 - . Products under the three major series have been further diversified with as many a3 13
L . A . - oo . products, Currently the sales of the Group are widely distributed with na single product
S e . S . 2001 . 2000 - - accounting for more than 20% of total sales, thus greatly minimizing the risk of the Group on the
HK3'000 HK$'000 .. reliance ofa particular product. : . N oL X
" Mumover - | : T L8244 . 995,095 | Penicillinmedes < . .- - ’
Cost of saleg - A . (838.525) . (T42.722) - - - o : N SR - B - et
- . ;== ...The cutput of penicillin for the year reached 2,787 tonnes, an increase of 12% over the previous
Gross profit : . . R <N - 241374 year. Sales increased by 19%, reflecting the mcrement of the product prices of the series. The
Other revenue . o - 10,468 - \ series continuied to be the largest reveniue contributor of the Group and accounted for 44% of
Distribution costs - . : : (25,699) (18,793) * - thg Group's sales for the year. . : B . ’
Administrative expenses - (1%.;;% ('ig,gz% B R . B L . .
Other operating expenses - : . - , . X e e G i L o
) Ah’f s for Qoubtil debis . - L (9.800) 13,030y We.be.h.eve that tha favourable market conditions of the senes@ .msia:{:inthe year 2002,
. Impairment loss on property, . . - LXCK' N . i} b N
plant and equipment (3543) (17.250) .. TACKsedes !

RS . ) L " The output of 7-ACA. for the year reacﬁed 298 tornes, which Is the first time for the o
\ gg;az:ozemnom s 1(2?'%8% ' l(gg'gzg) , . reach the original designed capacity. The oitput increased by 43% as compared with the
" previous year. The output of cefazolin, a downstream product, ;eached 148 tonnes, an increase

Impairment of goodwill of an associate N (2,082) ~ g U A "
Loss on dissolution of a subsidiary . . - (1,081) of 41% over the previous year. The.sales of the series increaséd by 33% as compared with the
Gain on disposal of subsidiaries 4,081 . o= previous year, accounting for 30% of the Group's sales, In addition, there are a dumber of
~ Share ofloss of an associate o ~ (290) phal in p under d P among which cefoperazone and cefredine have
- Share of profit of g jointly controlled entity . ¢ 5183 3778 | already been putinto production. . B
- Profit before taxatica . . < - : ]('gg g?g ) m%-gg With the completion of the expansion project of the 7-ACA production lines during the year, the
 Taxation - 318) (@L384)  Group's production capacity of T-ACA has reached 800 tonnes per annum. The Group has now
minori 141588 - 80,921 become ths largest manufacturer of 7-ACA in Asia as well asa mafor supplier of the product in
mﬁo‘ni:fg;;m rity interests . (1,579) (448 the markets of China, East Asia and Indis. We believe that with the expanded production
) N . — —— capacity, our advantage in the market will be further strengthened and the sertes will become
Profit attributabla to sharehoiders 140,008 80,473 . the major source of the growth in the Group's revenue and profit.:
Dividend . 5 44,658 - Vitamin C series
Earnings per share . The output of vitamin C increased 7% to 11,222 tonnes this year, whereas product prices
Basic . 11.28 cents 849cents .  declined by approximately 20% on average. Sales decreased by 10% over previous year and
Diluted . Ni0cems - 6.400d ibuticn of the series to the Group's sales was furthered lowered 10 25%. The market of the
Hut } — 'mc ents .. vitamin C products bas been undergoing a profound consalidation. The Company will monitor
Notes: . the development closely and act responsively to adjust the product mix in order to minimiza’
N ' . :  the impact of the market consolidation. .
L Seqmant Information v s . '
. Product cest and profit margin .
2001 2000 2001 2000 Through adopting effective cost control measures and making use of new technology and

000 HK3000 HES000 H000 - equipment, the costs of all our products have been lowered by differént degrees. Among
Pontelllin séries 510,405 8198 108855 na which the cost of cefazolin haa been lowered by 25%, whereas the costs of T-ACA, vitamin C

7-ACA series . 353,080 230,193 103,278 41,881 and amoxicillin have been lowsred by more than 10%. . This reduction in productien costs
Vitamin C series 206,734 - 37817 822 35,903 coupled with the improved market itions of 7-ACA and penicillin series enabled th} Group
Others . . - 18.025 17828 . (8848 (14,301) to attain a gross profit margin of 28%, an increase of 3% over last year.

1,168,244 985,088 208,108 137,888 Kcquisition and wﬂ of assets . . k

, Unallocated corpn;me in;:o.mo - on . - . N N N .
corporat amnses . 18, 119 April 22, 2002, the Company has entered into an agreement to acquire certain preparation
Snatosaied e %9 arien production lines, ARer completion of the acquisition,_the Group's product portfolio will

* Profit from aperatives | 190,800 129,720 diversify from bulk pharmaceutical products to both bulk and preparation pharmaceutical
. . T—— products. With the additions of preparation products, the market realm of the Group will be
2 Profit rom operations . ) . B significantly expanded and that will be greatly beneficial to the development of new products .
 oper . in the furure, The acquisition will also strengthen the Group's capital base and earning base
- 2001 2000 and generats substantial revenue. e

i . . . The Greup has disposed of its thecbremine business during the year in order to eliminate its
. Profit trom operations has been arrived non-core loss-making business: . : -
at afer charging (editing); 8
) Developmient of new drog

Amortisation of intangible assets 15,255 13,250 . { A . . .
mﬁ:’: mﬁeﬂ}" plant and equipment ??;‘;2) %g?g) The development of butylphthalide, & category cne new drug in the PRC, by the Group has
Iterest tncome from loan receivables © U (E00) (1429 passed the third phasé of clinical trial. Application for approval has been made to the State
) Drug Administration. Due to the stringent requirement for the approval of category one new -
¢ -% ' drug, it Is anticipated that approval for production will be obtained it'the second of) third
. quarter of 2002. The Group has already been working on the establishment of the praduction:
2y 5 108 tha Prox da::nﬁﬁ"z[ﬁai"th‘e:ﬁf‘ et cduld B introchicad '"1{5;:&!’" Cat*5ace approval

b




*Non-exempted Ongoing

“Bulk Production
.. Property Interests™

P

) 1 “Completion Liabilities”

“"Completion Result”

* "Consideration Shares”

““Director(s)”

Existing Lease
Agreement”’

“Independent Board
Commiftee”

. “Independent Shareholders" .

, “'Listing Rules”

Connected Transaction”

Fengshou Road, Shijiazhuang, ~Hebel

| China Pharmaceuti¢l _Enterprise _and
2 Investrent Carperation Limited, a company

' the main board of the Stock Exchange ..
% Completion of the Acquisiddn. which is

' The valus of the Preparation Produmiion

. iri the management account of PRC Co as at
. thedate c_xr Compleu_on.’ . . 4

“The vﬁlu:e of total cwrent ‘assets of PRC Co

' date of Completion

.. Shares at the issue price of HK$0,93 each/for
" the settlement of the consideration payable
< ynder thg Acquisition’ Agreement

. Ongoing - Connected Transaction in

Transactions” in thiS announcement
. the connected, trariss incty
' Non-éxempled -~ Ongoing
ascrib

(Page 2)

Land and factary buildings located at No. 47 -

Province, tha PRC, part of which are
currently being leased by the -Company
from HPF- for the manufacture of b

pharmaceutical products BN

incorporated in Hong Kong with limited
Hability, the shares of which are listed on

subject to, among others, the conditions as
sat out in the paragraph headed
“Conditions” above being fulfilled or
waived (if applicable) by the Company

Lines and the Bulk Production Property -
Interests’ (excluding the accurnulated
-depreciation and amortisation) to be shown

to be shown in the management account of
PRC Coasat the date of Completion

The value of total liabilities (incluging
current liabilittles and non-c nt
liabilities) of PRC Co to be shown Li'the
' management account of PRC Co as at the

The profit or loss after taxation to be shown.
in the management account of PRC Co for
the period from its establishment to the date
of Completion

The issuance and allotment of 219,111,382

ﬁe direaor(s) of the Company, v

The extracrdinary general mesting of the
Company to be convened as soon as
practicable to consider and approve,
among others, the Acquisition and the
Non-exempted Ongoing Connected
Transaction including any adjowned
meeting thereo!

The lease agreement dated 1 1th December,
1995 entered into between Zhongkang and
HPF in connection with certain Bulk
Production Property Interests, detals of
which was disclesed in the Company's
announcement dated 1 1th December, 1996

The Company together with its subsidiaries

‘The Hong Kong. Special Administrative
Region of the PRC . -

Shijiazhuang Pharmaceutical (Sr—oup
Company Limited Hebei Pharmaceutical
Factory (BREHRXBAR LA TLHR
K&), which is established in the PRC and
wholly-owned by SPG .

An independent committee of the Board to
be appointed by. the Board to advise-the
Independent Shareholders in respect of the
Acquisition and the Non-exempted

cornection with the receipt of processing
services . !

Shareholders other than SPG and its
associates

The Rules Govemning the Listing ' of
Securities on the Stock Exchange

The provision of processing services by an
associate of SPG to PRC Co, which the
Directors expect the annual transagtion
amount may exceed the higherj, of
HK$10,000,000 or.3% of the net tangible
assat value of the Group and whose. details ~
are set out In paragraph (C) under the,”
section ~ headed * “Ongoing Connected .

Cénnected
Transaction), .as d paragraph;
haaded;,:%.‘Ongoi_ng _o_unggt_e_d,b;

ansactions'” (n this annotncement. whichi 3

Frnaan




RIS,
lop tyiphthali acdegory oné new drug
paxsed the' thiifd phasé ‘of clinical tn;l ‘-Apphnﬁon for approval has been made to the State

A fe : S ey

S 2000

] ) HRY000 3000
'b‘l‘nn charge comprisas:

¥PRC income tax

~ current year 28,829 16,439

-.under provision in prior year - 2,251

Share of taxation of & jointly controlled entity 788 2,674

26,318 21,384

e

No Hong Xong Profits Tax is payable by the Company cx fts Hong Kong subsidiaries aince they had no
usombxe profit for the year. The taxation charge for lheysax xcpresenu provislon for PRC income tax
i and a jointly entity

There was 1o significant ynprovided delerred taxation for the year and there was no sign&ﬂcant
unprovided defarred tax asset or liability at the balance sheef date.

4. Eamingspexshare, )
The calculation of the basic and dilu!e‘c‘! eamings per share is based on the following data:
. B . 2001 . 2000 .
Profi atributable to shareholders HXS$140,008,000 HX$80,473,000
—_— ———c

Weighted average number of ordinary sheres

Tae compman‘on of diluted eamings per share does not essume the exercisa of the Company's
outstanding warrants as the exercisa prics of those warrants was higher than the fair value of the shares

Octobey 2001
DIVIDEND

The Duecwrs recommends the payment of 2 final dividend of HK3.6 cents per share for the year
ended December 31, 2001 (2000: Nil) payable on June 7, 2002 to shareholders whose names
appear on the register of members of the Company on May 27, 2002.

CLOSURE OF REGISTER OF MEMBERS

The register of members will be closed from Tuesday, May 21, 2002 to Monday, May 27, 2002
hoth dates inclusive, during which period no transfer cf shares will be registered.

In order to qualify for the proposed final dividend, all complsted '‘wransfer forms accompanied
by the relevant share certificates must be lodged with the Company's share registrar and

. Hong Kong for reg\smauon not later than 4:00 pm on Friday, May 17, 2002.
' BUS!NBS m:vmw END PROSPECTS
Results

The Group reported twnover of HK$1,168,244,000 for the year ended December 31, 2001,

representing an increase of 17% over the previous year. -Profit attributable to shareholders {or

the year amounted to HK$140,006,000, representing an increase of 74% as compared with the
- previous year. The growih in tumnover and profit was e d result of our

production of T-ACA series, the upturn in the market of penicillin series as well as our efforts in

, quarter of 2002, The Grm has already been working an the establishment of the pxwucurm- -

" forthe purposs of basic earnings per share L2407 228 1240420300
Elfect of dilutive potential ordinary shares i .
. mraspect o(ahan opticas 20,934,321 16,000,000
Weightad avcngs pumber of ordln y shayes . ) |
Ionhapwposecfdﬂmed eambgapusha-n '1,261,381,800  1,266,429,301 -
e e

throughout the year ended December 31, 2000 and until the date of expivation of the warants in -

transfer office, Sacretaries Limited, at §th Floor, Wing On Centre, 111 Connaught Road Cemm] .

“;ounuomngpmducuoncosts . A k Lo L

- Drug A Dus o the for the approval of category. one new >
“ drug, it is énticipated that approval for produdtion will be' cbiaired t’tha ‘second of third

+ line for the pmdna B0 that !he product mtmduced 1o \he maxket once’ apprcval is

" obtained.
Onﬂook

In the year 2002, me Group will concentrate on:

1. Production and sale: Production of existing products will be maintained at full cepacity,
with focus on the T-ACA series and ‘other new products. With the expansion of the
production capacity of the 7-ACA series, it is believed that the humover end profit of the
Group for'the year 2002 will have substantial increment.

2. Market expansion; More eflort will be put to the market development of the preparation

products in order to swily secure-a strang position in the new market realm. Once the

+  approval is granted, butylphthalide will be introduced to the market. It is hoped that
satisfactory sales can be achieved from the new business in the year 2002.

3. Acquisiion and developmenl The Group will closely look for good aéqdisiﬁon
opportunities with a view to expanding its asset and business base. At the same time, the
Group is considering the possibility of re-structuring a portion of its assets and business to
be listed in the “A Share” stock market in the PRC.' The Company wxll ma.ke
announcement aboui the related devslopment asand when appropriate.

FINANCIAL REVIEW

HK$26 million as compared to HK$443 million at the last year end date, and the maturity profile i
spread over a period of four years with HK$303 zmlhon repayable within 1 year and HK$166
million within 2to 4 yeam. i .

Gearing ratio was 22%, which was calculated on the basis of the Group's net bank Wibgs ’
.(afer deducting cash and bank balances of H'K.SISO million) over shareholders funds afthe

As at December 31, 2001, the Group's total bank borrowings was HK$469 million, an increass of ’
" yearend da.le ]
i

The majomy of v.be Group s bank borrowings, approximately 71% at the year end date, was in
summbx with the balance in Hong Kong dollars, As the Group derives its fevenue mam}y in
i, its exp: to foreign exch: rale tions is not signi :

MLOYEB

' At the year end daxe. the Group has apprr»dmately 4,310 employees, the majority of Lhem are

employed in the PRC. ‘They are remunerated at market level with benefits such as medical,
retirement benefit and share option scheme. .

AUTHORISED SEARE CAPITAL -

The Directors p the d share capital of the Company from
)-D(sl§OOOOOOOtoHKsSOOOOO 000 by the creation of an additional 1,500,000,000 new shares of
HK$0.10 each in the capital of the Company so that & sufficient number of umsued :bares are
available for future purpose.

P‘D’BHCA'I'[ON Ol' DETAILED msm.'rs LNNODNC}:MENT ON THE EXCELNGE’S N
Wm o

A detailed results allthe t req\ﬂxed by paragraphs 45(!) to .
45(3) of Appendix 16 to the Rules Govening the Listing of ities on Th ock of " -
o Hong Kong Limited will be published on the &d:ange s website in due oouxse
! N By order of the Board :
. o . _, CRIDONG CHEN "
. e e S . Chai , o

‘HomgKoug, BApl22,2002 4 0 S0 .o oo oo e
.» } i

NOTICE IS HEREBY GIVEN that the Annual General Maeﬁng of the Company will bs held at
Boardreom, Mezzanine Floor, Renaissance Harbour View Hotel, 1 Harbour, Road, Wanchal,
Hong Xong on Monday, May 27, 2002 at 10:00 a.m. for the following purposes: ~ °

). o receive and consider the audited Emanmal statements, the report of the directors and
the report of auditors for the year ended December 31,2001,

2. Todeclars & final dividend, - S -
3, Tore-elect directors and to fix the remuneration of directors. |
4. Tore-appoint auditors and to authorize the directors to fix their remuneration.
C ’ . By Order of the Board
LEE Ea §ze, Carmelo
R _ Secretary |
HongKong, April 22, 2002, : ) st

NOTICE OF ANNUAL GENERAL MEETING - * - . : :

Notes:

1 Amembex entitled to attand and vote at the meeungh entitled to appoint ane or mare pm:de- to attend
and, oo & poll, vole instead of him. A proxy need not be & member of the Company. -

-2.  Tobe valid, l.ba formn of proxy together with any power of mamay ar other authority (if any) under
which it iz signed ox a notarially certifisd copy of that power or sutherity must be lodged with.the
registered clfica of the Company at Rooms 2802-2808, 28t Floor, Office Tower, Cenvention Flaza, 1
Harbou Roed, Wenchal, Hong Kong 5ot less than 48 hours before the time appointed fo for holding the -
maeﬁngouny adjournment thereof. . Pt N

3. The register of members will be closed trom Tuesday, May 21, 2002, to Monday, May 27, 2002 both

dates inclustve, during which period o tansfer of shares will be registared. In order to qualily {qr the

- proposed final dividend, all completed transfer forms accompanied by the relevant share certifcates

- mus! be lodged with the Compeny's sbare regisar and transfer office, Secretaries Limited, at &th Flvor,

Wing On Cenre, 1)) Connaught Road Central, Hang Koug for uglsﬂ'alion not later than 4:00 p.m. on
PG M ILRGE i e oo




”On'going Connected
Transactions” -

"PRC"

‘amourit -may’

. section he
'l‘r

L BCINY o

C gher £
HK$10,000,000 ‘or.3% or the' et $angibl
assel value of the Group and whose details’y
are set out n E4‘(_i;\>a1'agraph (O), under me i
“Ongo g Conne

Y.he con.nected transacuons (includmg the

'"Non-exempted * Ongoing ' "Cénnected

Transaction), as described in paragraph

headed ''Ongoing Connected

Transactions” in this announcement, which

will constitute connected transactions to the:
Company and are subject to

disclosure/independent shareholders’

approval under the Listing Rules

Shijiazhuang Pharmaceutical Group Ouyl
P’harmaceuhcal Company Limited (BRE
HRAEXBZRREFARLAM), alimited
liability company established in the FRC,
whose entire issued ghare capital “is -
beneficially wholly-owned by SPG

The People's Republic of China, for 't.he
purpose of this announcement, excluding
Hong Kong, the Macau Special,

. Administrative Region and Tajwan

"PRC Co™

*“Preparation Production
- Lines"

“Second Pharmaceuticé]”

"'Share(s)"”

“Shareholder(s)” .
“gpG

"SPG Group",

"Stock Exchange™ © i .

"*Termination Agreement”

a liunited lability company to be
established in the PRC, whose principal
assets will be the Preparation Production
lines, the Bulk Production Property
Interests and genmeral working capital of
RMB10,963,408, which will be owned asto *
about 87% and 3% by SPG and OQuyi
respectively befcre Completion and will
become a wholly-ovned subsidiary of the
CompanyanerCompleuon . Ef

the production lines (Sncludmg producno
facilities and certain relevant 'property
interests (i.e., land use rights and factory
buildings where the production lines are
located)) principally for the manwfacture of
pharmaceutical preparation products, such
as penicillin, amoxicillin, cefazolin and .
cefoperazona products

Shijlazhuang Municipal Second

Pharmaceuu::al Factol (BEREDE_H,

RFE), a limited Nability company

established in the PRC, which is an

assoclate of SPG and hence a connected

person R:ﬁ the Company pursuant to the
es .

share(s) of HK$0.10 each xn the share
capital of the Company .

the shareholder(s) of the Company

" Shijiazhuang Pharmaceutical Gr0£

Company Limited (B&RES
2 H), a limited liability company
esta.bhshed in the PRC and the controllmg

'ahareholder of the Company -

SPG together with its subs:dxanes exdud.mg

- the Group M
. ‘The Stock F.xt‘:hange' of Hong Kong Limited A

the agreement dated 22nd April, 2002

-entered ‘into between Zhongkang and HPF

" in connection with-the termination of

"Vigers”

“Zhongkang”

Compleuon

Far information purpase anJy

Existing Lease Agreement uppn

'Vx ers Hong Kong Lxmitad é firm ol

independent land, building, plam and
machinery valuers

Hebei Zhongkang Pharmaceutical
Company Limited (FTItFAMNBERLH), a
limited Lability company established in the
PRC and a subsidiary of the Company
which is efflectively owned as to 99% by the
Company and 1% by SPG

" "Hong Kong dollars, the lawful cuwrrency of

Hong Kong N

. _Ranmmbi thelawfu.l cunencyolthePRC !

squa.re metre .

per cem

.+

lhecram!aﬁono!%laiﬂ(:mlhir

ennouncement is based at the _rat‘e of RMB).06 to HX31.00. i

Hong Kong, 22nd April, 2002

By order of the Board
CEIDong Chen
Chairmman




