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	SUMMARY

On 19th February, 2003, the Company entered into the Acquisition Agreement with its controlling shareholder (namely SPG) and one of SPG's wholly-owned subsidiaries (namely New Medicine Co.), pursuant to which the Company will acquire the entire equity interest of R&D Co..  R&D Co. is principally engaged in the research and development of pharmaceutical products and manufacturing technology, and provision of technical services and consulting services in connection with the manufacture of pharmaceutical products.  The consideration for the Acquisition is RMB18,450,000 (equivalent to about HK$17.4 million) which will be satisfied by the Group's internal resources.

Following Completion, R&D Co. will become a wholly-owned subsidiary of the Company and the provision of research and development services by R&D Co. to SPG Group will constitute ongoing connected transactions for the Company under the Listing Rules.  The Company will apply to the Stock Exchange for a waiver from the strict compliance from the disclosure requirements as required under the Listing Rules in respect of the Ongoing Connected Transactions.

The terms of the Acquisition and the Ongoing Connected Transactions were determined after arm's length negotiations between the Company and SPG Group.  The Directors believe that the Acquisition represents a good investment opportunity for the Company to have its own research and development capability to enrich the Group's business portfolio and is in the interest of the Group and the Shareholders as a whole.

For the purpose of the Listing Rules, as SPG is the controlling shareholder of the Company, the Acquisition constitutes a connected transaction to the Company.  As the consideration for the Acquisition represents more than the higher of HK$1 million or 0.03% of the consolidated net tangible asset value of the Company as at 30th June, 2002 but less than the higher of HK$10 million or 3% of the consolidated net tangible asset value of the Company as at 30th June, 2002, the Company is subject to the disclosure requirements under Rule 14.25(1) of the Listing Rules and details of the Acquisition will be included in the Company's next published annual report in accordance with Rule 14.25(1)(A) to (D) of the Listing Rules.

In addition, the Directors propose to change the English company name of the Company to "China Pharmaceutical Group Limited" and to change the Chinese company name of the Company to "中國製藥集團有限公司" to signify the Group's new strategy and mission to become a comprehensive pharmaceutical group in the PRC pharmaceutical industry.  A circular containing the proposal for change of company name of the Company and a notice convening the EGM will be dispatched to the Shareholders as soon as practicable.


ACQUISITION AGREEMENT DATED 19TH FEBRUARY, 2003

Parties

Purchaser:
the Company

Vendors:
SPG and New Medicine Co. (one of SPG's wholly-owned subsidiaries)

Assets to be acquired

The Company will acquire the entire equity interest of R&D Co. R&D Co. is principally engaged in the research and development of pharmaceutical products and manufacturing technology, and provision of technical services and consulting services in connection with the manufacture of pharmaceutical products.  Details of R&D Co. are set out in the paragraph headed "Information of the acquiring assets" below.

Consideration and payment terms

The consideration for the Acquisition is RMB18,450,000 (equivalent to about HK$17.4 million), which will be satisfied by the Group's internal resources and will be paid within 3 business days after Completion Date.  The terms of the Acquisition was determined after arm's length negotiations between the Company and SPG by reference to an independent valuation on the net assets of R&D Co. as at 31st August, 2002 prepared by the PRC Valuer, a firm of valuers licensed by the Ministry of Finance to carry out valuation of state-owned assets in the PRC.  The net asset value of R&D Co. as at 31st August, 2002 as set out in the Valuation Report is RMB18,448,500, representing a premium of 0.7% over RMB18,317,100 which represents the book value of its net tangible assets.  There is no shareholder's loan advanced from SPG and New Medicine to R&D Co..

The Acquisition Agreement provides, among other things, that if the net assets of R&D Co. as at the Completion Date is below the net assets of R&D Co. as stated in the Valuation Report, SPG and New Medicine Co. shall inject the discrepancy in cash into R&D Co..

Conditions

Completion is conditional upon, among other things, the following conditions being fulfilled (or waived (if applicable) by the Company) on or before 19th August, 2003, or such other date as the parties to the Acquisition Agreement may otherwise agree:

i)
completion of a due diligence review by the Company on R&D Co. to the absolute satisfaction of the Company;

ii)
the granting of a lease by SPG to R&D Co. in respect of land on which the property presently occupied by R&D Co. and all relevant approvals and consents which are required by the relevant laws and regulations in the PRC for the lease having been obtained;

iii)
all relevant approvals and consents which are required by the relevant laws and regulations or otherwise necessary for Completion in the PRC having been obtained; and

iv)
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 respectively to the effect that the Acquisition and the transactions contemplated thereunder comply with all rules, regulations and laws of the PRC.

INFORMATION OF THE ACQUIRING ASSETS

R&D Co., the research and development center of SPG Group, was evolved from a merger of three research and development centres of SPG Group and was incorporated as an indirect wholly-owned subsidiary of SPG in September 2000.

R&D Co. is principally engaged in the research and development of pharmaceutical products (such as vitamin and antibiotic products) and manufacturing technology, and provision of technical services and consulting services in connection with the manufacture of pharmaceutical products.  R&D Co. also develops pharmaceutical products and manufacturing technology for third parties.

R&D Co. has a team of about 90 research and development personnel with expertise in various areas such as pharmacy, chemical synthesis, pharmacology and Chinese medicine.  R&D Co. has established long-term cooperation relationships with a number of reputable universities, research institutes and companies in the PRC and the United States of America, such as Shenyang Pharmaceutical University, Chinese Academy of Medical Sciences, China Pharmaceutical University, Beijing University and Unigene Laboratories Inc. in the research and development of various fields including medicines, technology and fundamental pharmaceutical projects.  Such cooperation may involve the provision of funds and research and development personnel by R&D Co. to carry out specified research and development projects together with pharmaceutical experts of universities.

R&D Co., together with its predecessors, has successfully developed a number of pharmaceutical products and various types of manufacturing technologies, among which 36 products have been registered with the relevant authorities and available in the market.  At present, there are about 40 projects being in the research and development stage.

The registered capital of R&D Co. is RMB16,930,000 (equivalent to about HK$16.0 million) and has been fully paid up.  R&D Co. is directly owned as to 99.65% and 0.35% by SPG and New Medicine Co. respectively.  The unaudited net asset value of R&D Co. as at 31st December, 2002 in accordance with PRC GAAP was approximately RMB18.4 million (equivalent to about HK$17.4 million).  The unaudited turnover and net profit of R&D Co. for the two years ended 31st December, 2002 prepared in accordance with PRC GAAP were as follows:
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Following Completion, R&D Co. will enter into a lease agreement with SPG in respect of land use rights for the land of 2785.4 square metres where the building presently occupied by R&D Co. as its office and venue for conducting its research and development projects are located, at an annual rental fee of RMB111,416 (equivalent to about HK$105,109).  The lease agreement, which has been negotiated on an arm's length basis between R&D Co. and SPG and on normal commercial terms that are fair and reasonable to the independent Shareholders, will be effective for a period of 20 years from Completion.  As SPG is the controlling shareholder of the Company, the transactions contemplated under the lease agreement constitute ongoing connected transactions under the Listing Rules.  As the annual rental payable by R&D Co. to SPG under the lease agreement is RMB111,416 (equivalent to about HK$105,109) which is below the higher of HK$1 million or 0.03% of the net tangible assets of the Company, the lease falls into Rule 14.24 of the Listing Rules and is exempted from disclosure requirements under the Listing Rules.

REASONS FOR THE ACQUISITION

The Group is principally engaged in the manufacture and sale of bulk pharmaceutical products including vitamins, penicillin antibiotics, and cephalorsporin antibiotics.  The Group's product profile has been expanded from bulk pharmaceutical products to finished products through an acquisition details of which was disclosed in the Company's announcement dated 22nd April, 2002.

The Directors believe the Acquisition is consistent with the Group's investment strategy and mission to become a comprehensive pharmaceutical group with its own research and development capability.

The Directors believe that a well-developed research and development centre with a strong team in fundamental research and product commercialization will facilitate the development of a comprehensive portfolio of new and advanced pharmaceutical products in the long run.  The Directors expect the Group will be able to capture through the Acquisition R&D Co.'s technical strength and strong product development capability.

The Directors also believe R&D Co.'s capability in research and development for pharmaceutical sector will optimize the manufacturing procedures and improve the operating efficiency of the Group.  In addition, the Directors expect that the Acquisition will facilitate the introduction of a number of newly patented pharmaceutical products and technology to the Group to improve its existing product portfolio and production technology.  At present, three types of products and two types of manufacturing technology developed and owned by R&D Co. are in the process of patent application.

The diversification of product portfolio and strong research and development capability will enable the Group to enhance its position in the PRC pharmaceutical industry to tap the tremendous market opportunities after the accession of the PRC into WTO.

The Directors (including independent non-executive Directors) believe that the Acquisition represents a good investment opportunity to the Company and is in the interest of the Group and the Shareholders as a whole.  The Directors
also consider that the Acquisition (including independent non-executive Directors) is conducted on normal commercial terms that are fair and reasonable to the independent Shareholders.

ONGOING CONNECTED TRANSACTIONS

Following Completion, R&D Co. will become a wholly-owned subsidiary of the Company and the provision of research and development services by R&D Co. to SPG Group will constitute Ongoing Connected Transactions for the Company under the Listing Rules.  The major terms of the agreement in respect of Ongoing Connected Transactions are set out as below:

Nature of the transactions:
Provision of research and development services by R&D Co. to SPG Group for service fees and sales commission payable by SPG Group

Historical transaction amount:
Since the establishment of R&D Co. in the PRC on 27th September, 2000 up to 31st December, 2002, the amount of service fees payable by SPG Group was approximately RMB 9.0 million (equivalent to about HK$8.5 million) and no sales commission was paid by SPG Group.

Pricing basis:
Service fees:



Service fees payable by SPG Group will be charged by reference to the higher of (a) the fees charged by R&D Co. to other independent third parties or (b) the costs for the provision of such services plus a margin of not less than 20%;


Sales commission:


Sales commission payable by SPG Group will be charged by a certain percentage of sales of the relevant products by reference to the higher of (a) the sales commission charged by R&D Co. to other independent third parties or (b) not less than 2% of the selling price of products developed by R&D Co. and sold by SPG Group, for a period of ten years from the commencement of sales.

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 (including independent non-executive Directors) consider it is in the interests of the Group to engage in the Ongoing Connected Transactions as these transactions will provide the Group with an opportunity to accumulate its expertise in the research and development of pharmaceutical products and manufacturing technology and expand the earning base of the Group, among others, through the service fees and sales commission to be received from SPG Group.

DISCLOSURE REQUIREMENTS AND WAIVER SOUGHT

For the purpose of the Listing Rules, as SPG holds 57.93% equity interest in the Company, the Acquisition constitutes a connected transaction to the Company.  As the consideration in the amount of RMB18,450,000 (equivalent to about HK$17.4 million) for the Acquisition represents more than the higher of HK$1 million or 0.03% of the consolidated net tangible asset value of the Company as at 30th June, 2002 but less than the higher of HK$10 million or 3% of the consolidated net tangible asset value of the Company as at 30th June, 2002, the Company is subject to the disclosure requirements under Rule 14.25(1) of the Listing Rules and details of the Acquisition will be included in the Company's next published annual report in accordance with Rule 14.25(1)(A) to (D) of the Listing Rules.

For the purpose of the Listing Rules, the Ongoing Connected Transactions would normally require disclosure by way of press announcement each time as such transaction occurs.  The Directors consider that strict compliance with the disclosure 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 the Ongoing Connected Transactions may exceed the higher of HK$1 million or 0.03% of the consolidated net tangible asset value of the Company but below the higher of HK$10 million or 3% of the consolidated net tangible asset value of the Company.  As such, the Company will apply to the Stock Exchange in connection with the Ongoing Connected Transactions which fall within Rule 14.25(1) of the Listing Rules, a conditional and continuous waiver from strict compliance with the disclosure requirements as required under the Listing Rules in respect of each financial year.  The waivers are subject to the conditions that:

(a)
the aggregate transaction amount of the Ongoing Connected Transactions for each financial year will not exceed the higher of HK$10 million or 3% of the Group's net tangible asset value for the corresponding financial year;

(b)
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;

(c)
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 Ongoing Connected Transactions have been entered into:

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

(ii)
in accordance with the terms of the agreements governing such transactions;

(iii)
in accordance with the pricing policies of the agreement governing such transactions; and

(iv)
on terms that are fair and reasonable and in the interests of the Shareholders as a whole by reference to the auditors confirmation referred to in (e) below;

(d)
SPG Group shall 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 (e) below;

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

(i)
have received the Board's approval;

(ii)
have been entered in accordance with the pricing basis as provided in relevant agreement to be entered into SPG Group and R&D Co. that

‧
service fees payable by SPG Group will be charged by reference to the higher of (a) the fees charged by R&D Co. to other independent third parties or (b) the costs for the provision of such services plus a margin of not less than 20%;

‧
sales commission payable by SPG Group will be charged at a certain percentage of sales of the relevant products by reference to the higher of (a) the sales commission charged by R&D Co. to other independent third parties or (b) not less than 2% of the selling price of products developed by R&D Co. and sold by SPG Group, for a period of ten years from the commencement of sales.

(iii)
have not exceeded the relevant cap amount set out in paragraph (a) 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;

(f)
the Directors (including independent non-executive Directors) consider that the Ongoing Connected Transactions will be conducted on an arm's length basis, on normal commercial terms that are fair and reasonable to the independent Shareholders and in the usual and ordinary course of business of the Group; and

(g)
any other condition that the Stock Exchange may impose.

In the event of any amendment on the pricing basis governing the Ongoing Connected Transactions referred to above or any of the Ongoing Connected Transactions exceeds the annual cap, the Company will fully comply with the disclosure requirement provided in Chapter 14 of the Listing Rules in respect of the Ongoing 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 waiver 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.

PROPOSED CHANGE OF COMPANY NAME

The Directors propose to change the English company name of the Company to "China Pharmaceutical Group Limited" and to change the Chinese company name of the Company to "中國製藥集團有限公司".

The Directors consider the change of company name appropriate in view of the recent expansion of the principal businesses of the Group.  It is anticipated that with the Group's recent acquisition of finished pharmaceutical preparation products business earlier this year and the Acquisition, the Group will successfully transform itself into a well diversified pharmaceutical enterprise, with business ranging from bulk to finished pharmaceutical products manufacturing business together with its own research and development capability.

The Directors believe the new company name signifies the Group's investment strategy and mission to become a comprehensive pharmaceutical group in the PRC pharmaceutical industry.

The proposed change of company name is subject to the passing of a special resolution by the Shareholders at the EGM to be held by the Company and the approval by the Registrar of Companies in Hong Kong.

The proposed change of name of the Company will not affect any of the rights of the Shareholders and all existing share certificates in issue bearing the existing name of the Company will, after the change of name becomes effective, continue to be effective as documents of title to the Shares under its new name and will continue to be valid for trading, settlement and registration purposes.  There will be arrangements for free exchange of existing share certificates for new share certificates under the new English and Chinese name, details of which will be included in the circular containing the proposed change of company name of the Company to the Shareholders.  Once the proposed change of both English and Chinese company name becomes effective, new share certificates will be issued in the new English and Chinese name of the Company.  Further announcement regarding, inter alia, the effective date for trading in the securities under the new English and Chinese name on the Stock Exchange will be made when the new English and Chinese name takes effect.

EGM

The EGM will be convened as soon as practicable at which a special resolution will be proposed to approve the change of company name of the Company.

GENERAL

A circular containing the proposal for change of company name of the Company and a notice convening the EGM will be dispatched to the Shareholders as soon as practicable.

DEFINITIONS

"Acquisition"
the transaction contemplated under the Acquisition Agreement

"Acquisition Agreement"
the conditional sale and purchase agreement dated 19th February, 2003, entered into between the Company, as the purchaser, and SPG and New Medicine Co., as the vendors in relation to the entire equity interest of R&D Co.

"Board"
the board of Directors

"Company"
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"
Completion of the Acquisition, 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

"Completion Date"
the second business date after Completion or such other date as may be agreed between the Company, SPG and New Medicine Co.

"Director(s)"
the director(s) of the Company

"EGM"
the extraordinary general meeting of the Company to be convened as soon as practicable to consider and approve the change of company name of the Company including any adjourned meeting thereof

"Group"
the Company together with its subsidiaries

"Hong Kong"
the Hong Kong Special Administrative Region of the PRC

"Letter"
the letter to be issued by the auditors of the Company after reviewing the Ongoing Connected Transactions annually

"Listing Rules"
the Rules Governing the Listing of Securities on the Stock Exchange

"Ministry of Finance"
The Ministry of Finance of the PRC (中華人民共和國財政部)

"New Medicine Co."
Shijiazhuang Pharmaceutical Group New Medicine Company Limited (石家莊製藥集團新藥有限公司), a limited liability company established in the PRC, one of SPG's wholly-owned subsidiaries and one of the vendors pursuant to the Acquisition Agreement

"Ongoing Connected

 Transactions"
the connected transactions, as described in paragraph headed "Ongoing Connected Transactions" in this announcement, which will constitute connected transactions to the Company and are subject to the disclosure requirements under the Listing Rules

"PRC"
the People's Republic of China, for the purpose of this announcement, excluding Hong Kong, the Macau Special Administrative Region and Taiwan

"PRC Valuer"
Beijing Jingdao Asset Valuation Limited Liability Company (北京京都資產評估有限責任公司), a firm of valuers licensed by the Ministry of Finance to carry out valuation of state-owned assets in the PRC

"PRC GAAP"
the generally accepted accounting principles in the PRC

"R&D Co."
Shijiazhuang Pharmaceutical Group Pharmaceutical Technology Development Company Limited (石家莊製藥集團製藥技術開發有限公司), a limited liability company established in the PRC, which is principally engaged in the research and development of pharmaceutical products and manufacturing technology and provision of technical services and consulting services, and a wholly-owned subsidiary of SPG

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

"Shareholder(s)"
the shareholder(s) of the Company

"SPG"
Shijiazhuang Pharmaceutical Group Company Limited (石家莊製藥集團有限公司), a limited liability company established in the PRC, the controlling shareholder of the Company holding 57.93% equity interest in the Company and one of the vendors under the Acquisition Agreement

"SPG Group"
SPG together with its subsidiaries excluding the Group

"Stock Exchange"
The Stock Exchange of Hong Kong Limited

"Valuation Report"
valuation report dated 5th September, 2002 in respect of net assets of R&D Co. as at 31st August, 2002 prepared by the PRC Valuer

"WTO"
the World Trade Organization

"HK$"
Hong Kong dollars, the lawful currency of Hong Kong

"RMB"
Renminbi, the lawful currency of the PRC

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

By order of the Board

China Pharmaceutical Enterprise

and Investment Corporation Limited

Cai Dong Chen

Chairman

Hong Kong, 19th February, 2003

Please also refer to the published version of this announcement in the The  Standard.
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