The Stock Exchange of Hong Kong Limited 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.
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ANNOUNCEMENT

CONNECTED TRANSACTION

	The Acquisition Agreement

On 6th September 2004, Second Pharmaceutical as vendor and Zhongnuo Pharmaceutical as purchaser entered into the Acquisition Agreement, pursuant to which the Purchaser would acquire the Property and the Land from the Vendor for a consideration of RMB5,746,500 (equivalent to approximately HK$ 5,421,226).  The consideration will be satisfied in cash by internal resources of the Group.  The consideration was arrived at after arm's length negotiations between the parties with reference to values of the Property and the Land set out in the valuation reports prepared by independent PRC qualified valuers.

Zhongnuo Pharmaceutical is a wholly-owned subsidiary of the Company.  Second Pharmaceutical is an associate of SPG which is the controlling shareholder of the Company beneficially owning 50.93% of the total issued share capital of the Company.  Second Pharmaceutical is therefore a connected person of the Company and the entering into of the Acquisition Agreement constitutes a connected transaction under the Listing Rules.  As the consideration under the Acquisition Agreement does not exceed 2.5% of each of the appropriate percentage ratios defined under the Listing Rules, the Company is subject to the disclosure requirements under Rule 14A.32(1) of the Listing Rules and details of the Acquisition Agreement will be included in the Company's next published annual report in accordance with Rule 14A.45 of the Listing Rules.


THE ACQUISITION AGREEMENT

Parties

Purchaser:
Zhongnuo Pharmaceutical, a wholly-owned subsidiary of the Company

Vendor:
Second Pharmaceutical, an associate of SPG, the controlling shareholder of the Company

Date

6th September 2004

Assets to be acquired

The Property and the Land.  The Property is an office building situated at No.28 Gongnong Road, Qiaoxi District, Shijiazhuang, the PRC with a gross area of 3,684 sq. m., currently used by Second Pharmaceutical as its place of business.  The Property was completed in 1988.  The land use right to the Land currently belongs to Second Pharmaceutical, but the transfer of the Land is subject to the full settlement of the outstanding premium in the sum of RMB286,600.  It was agreed in the Acquisition Agreement that the outstanding premium on the Land in the sum of RMB286,600 will be payable by Second Pharmaceutical before the Completion Date.

Conditions precedent

The completion of the Acquisition is conditional upon the following conditions precedent being fulfilled :

a.
Zhongnuo Pharmaceutical being satisfied with the result of the due diligence exercise carried out on the title and the completeness of the title documents to the Property and the Land;

b.
that Second Pharmaceutical being the legal and beneficial owner of the building erected on the land and the parcel of land as described in each of the valuation reports of the Property and the Land and having obtained all necessary documentary proof in relation thereto; and

c.
Second Pharmaceutical having obtained all relevant third party or government consents or approvals required under the Acquisition (other than those waived by Zhongnuo Pharmaceutical or the relevant government department).

In the event that any of the aforesaid conditions precedent not being fulfilled within 6 months from the date of the Acquisition Agreement or the relevant conditions precedent shall not be waived by Zhongnuo Pharmaceutical or the government, the Acquisition Agreement shall terminate and become null and void and neither party shall have any claim against the other.

Completion

Completion of the Acquisition Agreement shall take place on the second business day (“Completion Date”) after the all the conditions precedents under the Acquisition Agreement being fulfilled or waived by the relevant government department or by Zhongnuo Pharmaceutical.

Consideration and payment terms

The consideration for the Property is RMB5,075,000 (equivalent to approximately HK$4.79 million), the consideration for the Land is RMB671,500 (equivalent to approximately HK$0.63 million) and the total consideration for the Acquisition is RMB5,746,500 (equivalent to approximately HK$5.42 million), which will be payable in cash by Zhongnuo Pharmaceutical to Second Pharmaceutical within 3 business days after the Completion Date.  The consideration will be satisfied in cash by the Group's internal resources.  The consideration was arrived at after arm's length negotiations between the parties with reference to valuation report of the Property dated 2nd July 2004 and the valuation report of the Land dated 8th July 2004 prepared by Shijiazhuang Xingcheng Property Valuation Consulting Limited and Shijiazhuang Real Estate Company respectively, both of which are independent PRC qualified valuers appointed by Zhongnuo Pharmaceutical.  The Property was valued at RMB5,075,000 by Shijiazhuang Xingcheng Property Valuation Consulting Limited and the Land was valued at RMB671,500 by Shijiazhuang Real Estate Company.  The original purchase cost paid by Second Pharmaceutical for the Property and the Land in 1988 was approximately RMB3.6 million.

Reasons for entering into the Acquisition Agreement

The Group is principally engaged in the manufacture and sale of both pharmaceutical preparation products and bulk pharmaceutical products including vitamin C, penicillin antibiotics and cephalosporin antibiotics.  Currently, most of the Group's administrative operations are located in the PRC.  The Directors believe that the Acquisition will provide the Company with more spaces for administrative use to accommodate its expanding scale of operations and is therefore in the interest of the Group and the shareholders of the Company as a whole.  The Directors (including independent non-executive Directors) believe that the terms of the Acquisition Agreement were fair and reasonable and in the best interests of the Company and the Shareholders.

GENERAL

Zhongnuo Pharmaceutical is a wholly-owned subsidiary of the Company.  Second Pharmaceutical is principally engaged in the manufacture of pharmaceutical preparation products.  Second Pharmaceutical is a collectively-owned enterprise and it does not have a board of directors.  Although SPG does not have any equity interest in Second Pharmaceutical, all the members of the senior management of Second Pharmaceutical were appointed by SPG and SPG is in the capacity to control the management and operations of Second Pharmaceutical and therefore Second Pharmaceutical is considered an associate of SPG, the controlling shareholder of the Company beneficially owning 50.93% of the total issued share capital of the Company.  Second Pharmaceutical is therefore a connected person of the Company and the entering into of the Acquisition Agreement constitutes a connected transaction under the Listing Rules.  As the consideration under the Acquisition Agreement does not exceed 2.5% of each of the appropriate percentage ratios defined under the Listing Rules, the Company is subject to the disclosure requirements under Rule 14A.32(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 14A.45 of the Listing Rules.

DEFINITIONS

“Acquisition”
the transaction contemplated under the Acquisition Agreement

“Acquisition Agreement”
the sale and purchase agreement dated 6th September 2004, entered into between Zhongnuo Pharmaceutical, as the purchaser, and Second Pharmaceutical, as the vendor

“business day”
a day on which banks in Hong Kong are open for business (except Saturday)

“Company”
China Pharmaceutical Group 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 Date”
the date of completion of the Acquisition Agreement

“Director(s)”
the director(s) of the Company

“Group”
the Company together with its subsidiaries

“Land”
the piece of land upon which the Property stands with a site area of 1376.116 sq. m.

“Listing Rules”
the Rules Governing the Listing of Securities on the Stock Exchange

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

“Property”
the office building situated at No.28 Gongnong Road, Qiaoxi District, Shijiazhuang, the PRC with a gross area of 3,684 sq. m.

“Second Pharmaceutical”
Shijiazhuang Municipal Second Pharmaceutical Factory (石家莊市 第二制藥廠), an enterprise established in the PRC, the management and operations of which is controlled by SPG and therefore is an associate of SPG and hence a connected person to the Company pursuant to the Listing Rules

“SPG”
Shijiazhuang Pharmaceutical Group Company Limited (石家莊制 藥集團有限公司), a limited liability company established in the PRC and the controlling shareholder of the Company beneficially owning 50.93% of the total issued share capital of the Company

“sq. m.”
square metres

“Stock Exchange”
The Stock Exchange of Hong Kong Limited

“Zhongnuo Pharmaceutical”
石藥集團中諾葯業（石家莊）有限公司 (Shijiazhuang Pharma Group Zhongnuo Pharmaceutical (Shijiazhuang) Company Limited), a wholly foreign owned enterprise established in the PRC, one of the Company's wholly-owned subsidiaries

“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

Lee Ka Sze, Carmelo

Company Secretary

Hong Kong, 6th September 2004

As at the date of this announcement, the Company comprises of six executive Directors, namely CAI Dong Chen (Chairman), DING Er Gang, FENG Zhen Ying, QU Ji Guang, WEI Fu Min, and YUE Jin; and four independent non-executive Directors, namely GUO Shi Chang, HUO Zhen Xing, LEE Ka Sze, Carmelo and QI Mou Jia.

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