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山東新華製藥股份有限公司
Shandong Xinhua Pharmaceutical Company Limited
 (a joint stock company incorporated in the People's Republic of China with limited liability)
(Stock Code: 00719)
CONNECTED TRANSACTION
[bookmark: _GoBack]IN RELATION TO AN INVESTMENT AGREEMENT
	INVESTMENT AGREEMENT
The board of directors (the “Board”) of  Shandong Xinhua Pharmaceutical Company Limited (the “Company”) hereby announces that on 7 December 2020, the Company, Hualu Investment Development Co. Ltd* (華魯投資發展有限公司) (“Hualu Investment”), Huaqi Chuanglian (Zibo) Investment Partnership Enterprise (Limited Partnership)* (華啟創聯（淄博）投資合夥企業（有限合夥）) (“Huaqi Chuanglian”), Hainan Xinlei Internet Technology Limited Company* (海南鑫壘網絡科技有限公司) (“Hainan Xinlei”) and Beijing Deerxin Health Technology Limited Company* (北京德而信健康科技有限公司) (“Beijing Deerxin”)  (each an “Investor” and collectively referred to as the “Investors”) jointly entered into an investment agreement (the “Investment Agreement”) in relation to the proposed establishment of a limited liability company in the People’s Republic of China (the “PRC”). 
LISTING RULES IMPLICATIONS
As at the date of this announcement, Hualu Holdings Co. Ltd (“HHC”) is a controlling shareholder of the Company (as defined in the Listing Rules) and is directly and indirectly interested in approximately 36.96% of the entire issued share capital of the Company. Hualu Investment is a wholly owned subsidiary of HHC, and is therefore a connected person of the Company. Accordingly, the Investment Agreement and the transactions thereunder constitute connected transactions of the Company under Chapter 14A of the Listing Rules. 
Given that all the applicable percentage ratios (as defined under Rule 14.07 of the Listing Rules) in respect of the Investment Agreement exceed 0.1% but are less than 5%, the connected transactions thereunder are subject to the reporting and announcement requirements under Chapter 14A of the Listing Rules and are exempt from the circular (including independent financial advice) and independent shareholders’ approval requirements. 




INTRODUCTION

The Company, Hualu Investment, Huaqi Chuanglian, Hainan Xinlei and Beijing Deerxin entered into the Investment Agreement on 7 December 2020 to jointly invest RMB 100 million in establishing a limited liability company in the PRC for the purpose of opening up the internet medical industry chain, building and providing users with a large health service related and high quality cloud platform with complete service lifecycle. The name of the aforementioned proposed company is “Shandong Xinhua Health Technology Co., Ltd.* (山東新華健康科技有限公司)("Xinhua Health Technology"), which will be subject to the approved registration with the responsible Administration for Market Regulation.

THE INVESTMENT AGREEMENT 

The principal terms of the Investment Agreement are set out below:

Date

7 December 2020

Parties

1. The Company; 

2. Hualu Investment;

3. Huaqi Chuanglian; 

4. Hainan Xinlei; and

5. Beijing Deerxin.

To the best knowledge, information and belief of the directors of the Company (the “Directors”) after having made all reasonable enquiries, except Hualu Investment, all the other Investors and their respective ultimate beneficial owners are third parties independent from the Company and its connected persons.

Subscription of shares in Xinhua Health Technology

The Investors’ subscription amount and proportionate interest in the registered capital of Xinhua Health Technology are as follows:

	No.
	Name of Investor
	Subscription amount 
（RMB million）
	Shareholding Percentage


	1
	The Company
	49
	49%

	2
	Hualu Investment
	6
	6%

	3
	Huaqi Chuanglian 
	20
	20%

	4
	Hainan Xinlei
	20
	20%

	5
	Beijing Deerxin
	5
	5%

	
	Total
	100
	100%



Payment terms

Pursuant to the Investment Agreement, the registered capital of Xinhua Health Technology shall be paid up in accordance with the below:

(i) in cash in the sum of RMB24.7988 million and assets in the sum of RMB24.2012 million (the “Asset Consideration”) by the Company; and 

(ii) in cash by the rest of the Investors.

The Asset Consideration to be contributed by the Company shall comprise of (a) the Company’s entire equity interest in Zibo Xinhua Pharmacy Chain Co., Ltd.* (淄博新華大藥店連鎖有限公司) (“Xinhua Pharmacy Chain”); and (b) certain electronic and office equipment of the Company, both of which to be injected into Xinhua Health Technology (collectively, the “Asset Injection”)).

According to the Investment Agreement, upon the fulfillment of the following conditions:

(a) the completion of the industrial and commercial registration and obtaining of the business licence by Xinhua Health Technology;

(b) the official opening of the RMB account for subscription under the name of Xinhua Health Technology; and

(c) for the assets to be contributed by the Company, an accounting firm having been mandated to audit the target company (i.e. the assets) and an valuation agency with corresponding qualifications having been mandated to conduct asset valuation of the target assets subject to the fulfillment of relevant examination, approval and filing procedures,

each of the Investors agrees to contribute its respective subscribed amount to Xinhua Health Technology by installments in accordance with the schedule below:

(i) for each of the Investors who contributes to the capital in cash, 100% of the subscription amount to be paid within 10 business days after the aforementioned conditions (a), (b) and (c) are all fulfilled; and 

(ii) upon fulfillment of the aforementioned conditions (a), (b) and (c), the Company to proceed with the Asset Injection. The business and personnel related to Xinhua Pharmacy Chain and the certain electronic and office equipment of the Company shall also be transferred to Xinhua Health Technology.

The Company’s capital contribution to the registered capital of Xinhua Health Technology is determined after arm’s length negotiations between the Investors with reference to the proposed capital requirements of Xinhua Health Technology and the Investors’ proportionate interests therein, taking into account various factors including cash flow of the Company. The Company’s capital contribution to Xinhua Health Technology will be funded by its internal resources.

Asset Injection

The Asset Consideration was set with reference to the valuation conducted by Pan-China Assets Appraisal Co., Ltd. (北京天健興業資產評估有限公司)(the “Valuer”), a qualified valuation institution in the PRC. 

According to the valuation report dated 30 September 2020 issued by the Valuer in relation to the certain electronic and office equipment of the Company to be injected into Xinhua Health Technology, as at 31 July 2020, the total value of the certain electronic and office equipment of the Company was RMB536,800.00 by adopting the replacement-cost-based approach of valuation.

According to the valuation report (the “Shareholders’ Equity Interests Valuation Report”) dated 20 November 2020 issued by the Valuer in relation to the shareholders’ equity interests of Xinhua Pharmacy Chain, as at 31 July 2020 (the “Benchmark Date”): 

(i) the total value of shareholders’ equity interests of Xinhua Pharmacy Chain was RMB23,664,400.00 by adopting the income-based approach of valuation; and
(ii) the value of the total assets of Xinhua Pharmacy Chain was RMB215,573,500.00, the value of the liabilities was RMB202,953,700, the value of the net assets was RMB12,619,800, the increase in appraised value was RMB1,961,100, and the appreciation rate was 18.40% by adopting the asset-based approach of valuation. 

The Valuer has considered the valuation results based on the abovementioned approaches and opined that:

(i) the asset-based approach evaluates the fair market value of assets from the perspective of asset replacement which can only reflect the value of the assets of an enterprise, but cannot fully and reasonably reflect the comprehensive profitability of the various assets and the growth of an enterprise, and it cannot cover the value of intangible assets such as the value in executing contracts, customer resources and human resources; and

(ii) the income-based approach is a way of discounting expected earnings to evaluate the value of an enterprise. It not only considers the assets measured by the enterprise according to accounting principles, but also considers the resources actually owned or controlled by the enterprise that cannot be reflected in the balance sheet, such as the value in the execution of contracts, customer resources, sales network, human resources, etc., and the contribution of these resources to an enterprise is reflected in the enterprise’s net cash flow. Therefore, the evaluation conclusion from the income method can better reflect the overall growth and profitability of an enterprise. 

The Valuer is of the view that the value of assets is usually not based on the cost of replacing and constructing these assets, but based on market participants’ expectations of future earnings. After the Valuer has investigated the financial status of the unit and analyzed its operating status, combined with the object of the asset valuation, purpose of the valuation, and applicable value types, upon comparative analysis, the Valuer believes that the valuation conclusion from the income method can better comprehensively and reasonably reflect the embedded value of Xinhua Pharmacy Chain and therefore has adopted the income-based approach.

An extract of the Shareholders’ Equity Interests Valuation Report containing the principal assumptions on which the valuation for the shareholders’ equity interests of Xinhua Pharmacy Chain was based is set out as Appendix for incorporation in and appending to this announcement.

Since Xinhua Health Technology will be accounted for and consolidated in the audited consolidated accounts of the Company as a subsidiary, the Company expects that the Asset Injection will not result in any material financial impact to the Company and its subsidiaries (the “Group”). Upon completing transfer of the equity interest in Xinhua Pharmacy Chain to Xinhua Health Technology, Xinhua Pharmacy Chain will cease to be a direct subsidiary of the Company and will become an indirect subsidiary of the Company held through Xinhua Health Technology.

Scope of business of Xinhua Health Technology

The proposed principal scope of business of Xinhua Health Technology includes foreign investment and management; remote health management services; health consulting services (excluding diagnosis and treatment services); health care services (non-medical); internet information services for drugs and medical devices; internet data services; internet sales; information consulting services (excluding consulting services relating to licensed information); marketing planning; corporate image planning; personal internet live broadcast services (filing required); camera and video production services; graphic design and production; wholesale and retail of first, second, and third categories of medical equipment, health products, sanitary products and disposable medical supplies, maternal and child products, food detergents, food additives, adult products, chemical products, disinfectants, needle textiles, daily necessities, office supplies, electronic products, cosmetics, pet food and edible agricultural products; liquor business; food business; import and export agency; goods and technology import and export; domestic trade agency; ticket agency service; acting as agent for the sales of single-purpose commercial prepaid card; start-up space service (projects that need to be approved in accordance with the law, and business activities which can only commence upon relevant departments’ approval).

The actual scope of business of Xinhua Health Technology will be subject to the business licence to be issued.

Board Composition of Xinhua Health Technology

The Investment Agreement stipulates that (i) the board of directors of Xinhua Health Technology shall comprise 5 directors; (ii) the Company shall be entitled to nominate 3 directors while each of Huaqi Chuanglian and Hainan Xinlei shall be entitled to nominate 1 director respectively; and (iii) the chairman of the board of directors of Xinhua Health Technology shall be nominated by the Company and elected by the majority of all the board members of Xinhua Health Technology. 

Lock-up Period

The shares subscribed by the Investors at the time of incorporation of Xinhua Health Technology shall be subject to a lock-up period of 5 years from the date of such incorporation (the "Lock-up Period"), except for the transfer of shares to an entity under common control (excluding transfers to an entity under common control by the State-owned Assets Supervision and Administration Authority). During the Lock-up Period, each of the Investors shall not directly or indirectly sell, assign, transfer or otherwise dispose of its shares subscribed at the time of Xinhua Health Technology’s incorporation, and any such disposal shall be invalid. An Investor’s pledge of their shares shall be agreed by more than half of the other Investors in accordance with the provisions of the Investment Agreement. Investors’ pledge of their shares shall not affect the normal operation of Xinhua Health Technology.

Pre-emptive Rights in relation to the Transfer of Shares

Upon expiry of the Lock-up Period,  if any Investor  (the “Transferor”)  intends to sell all or part of the shares in Xinhua Health Technology to a third party (including Xinhua Health Technology’s other Investors) (the “Proposed Transfer”), the consent of the majority of the other Investors shall be obtained. For such shares, all the Investors shall be entitled to the right of first refusal under the same conditions. Except for the transfer to an entity under common control, if two or more Investors claim to exercise the right of first refusal, the Investors who intend to exercise the right of first refusal shall negotiate their respective purchase ratios. If the negotiation fails, such Investors shall exercise the right of first refusal according to their respective proportion of capital contribution at the time of the Proposed Transfer, and shall be jointly transferred with all the shares intended to be transferred by the Transferor.

Termination

The Investment Agreement shall terminate prior to the incorporation of Xinhua Health Technology upon any of the following events: 

(i) the Investors reach an agreement to terminate the Investment Agreement; or

(ii) if the performance of the Investment Agreement is materially and adversely affected by the breach of an Investor, and the purpose of the Investment Agreement cannot be realized, all the non-breaching Investors may, upon reaching a consensus, terminate the Investment Agreement by sending a written notice to the breaching Investor. Such notice shall take effect upon the date of delivery to the breaching Investor.

The Investment Agreement shall terminate after the incorporation of Xinhua Health Technology upon any of the following events: 

(i) the matters causing dissolution as specified under Xinhua Health Technology’s articles of association occur; 

(ii) in the event of change in circumstances that was not anticipated by the Investors upon signing of the Investment Agreement, which materially affects the normal operation of Xinhua Health Technology, the Investors may terminate the Investment Agreement after performing their statutory and contractual obligations; or

(iii) if Xinhua Health Technology fails to obtain the production licenses or relevant qualifications required for relevant business development within 6 months after the establishment of Xinhua Health Technology, the Investment Agreement may be terminated upon the passing of a special shareholders’ resolution to dissolve Xinhua Health Technology in a shareholders’ meeting of Xinhua Health Technology.


REASONS FOR AND BENEFITS OF THE CONNECTED TRANSACTION

The formation of Xinhua Health Technology is expected to accelerate the development of the e-commerce business of the Company by benefitting from the experiences in internet operations of certain Investors, thereby also enlarging the business scale and improving the market status of the Company. The establishment of Xinhua Health Technology is conducive to the Company's continued development of high-quality products and enhancing the Company's capabilities in creating value. In addition, by cooperating with other experienced Investors in developing the new e-commerce business, the Company does not need to invest substantially in its initial development of new e-commerce business.

The Board and the independent non-executive Directors (excluding Mr. Zhang Daiming, Mr. Ren Fulong and Mr. Xu Lie, who are considered to have a material interest in the Investment Agreement due to their respective directorships or capacities as a member of the management of a subsidiary of HHC and were therefore required to abstain from voting on the relevant Board resolutions in relation to the Investment Agreement) have considered and reviewed the terms and provisions of the Investment Agreement, and are of the view that the Investment Agreement has been entered into on an arm’s length basis and in the ordinary and usual course of business, and that the transactions thereunder are on normal commercial terms, fair and reasonable and in the interests of the Company and its shareholders as a whole. 

RELATIONSHIP BETWEEN THE CONNECTED PARTIES 

HHC is a controlling shareholder of the Company and is directly and indirectly interested in approximately 36.96% of the entire issued share capital of the Company. Hualu Investment is a wholly owned subsidiary of HHC, and is therefore a connected person of the Company. Accordingly, the Investment Agreement and transactions thereunder constitute connected transactions of the Company under Chapter 14A of the Listing Rules. 

LISTING RULES IMPLICATIONS

As all the applicable percentage ratios (as defined under the Listing Rules) in respect of the Investment Agreement exceed 0.1% but are less than 5%, the connected transactions thereunder are subject to the reporting and announcement requirements under Chapter 14A of the Listing Rules and are exempt from the circular (including independent financial advice) and independent shareholders’ approval requirements.

INFORMATION OF THE PARTIES AND CONNECTED PERSONS

The Company

The Company is a joint stock limited company incorporated in the PRC with its H shares and A shares listed on the Stock Exchange and Shenzhen Stock Exchange respectively. The Company is principally engaged in the development, manufacture and sale of bulk pharmaceuticals, preparations and chemical products. 

HHC

HHC is a state-owned enterprise principally engaged in investment holding of various companies listed or not listed on the stock exchanges of the mainland China and Hong Kong.

Hualu Investment

Hualu Investment is a company incorporated in the PRC with limited liability. It is principally engaged in foreign investment through its own funds, management and investment consulting. 


Huaqi Chuanglian

Huaqi Chuanglian is a limited partnership incorporated in the PRC. It is principally engaged in (i) investment activities through its own funds; (ii) equity investment, investment management, asset management and other activities through private equity funds; (iii) asset management services through investment from its own funds; and (iv) corporate management consulting.

Hainan Xinlei

Hainan Xinlei is a company incorporated in the PRC with limited liability. It is committed to investing in and incubating live broadcast e-commerce and cross-border e-commerce businesses, and promoting the landing and development of the internet industry in Hainan Free Trade Port. 

Beijing Deerxin

Beijing Deerxinis a company incorporated in the PRC with limited liability. It is one of the companies invested and established by German HCP GmbH in the field of health care in the PRC. It focuses on industrial investment and its business scope covers German new special medicine, German elderly care services and products, and the operation, management and service of German high-end medical resources in the Chinese market, unleashing the industry source power of the German medical industry, and providing customers with comprehensive and full-cycle solutions with German characteristics relating to healthy lifestyle and healthy elderly care.

Xinhua Pharmacy Chain

Xinhua Pharmacy Chain a company incorporated in the PRC with limited liability and is a wholly-owned subsidiary of the Company. It is mainly engaged in the retail of Chinese medicine decoction pieces, Chinese patent medicines, chemical medicine preparations, diagnostic drugs, health food and medical equipment, etc. 

According to the audit report of Xinhua Pharmacy Chain, its audited financial figures are as follows:

(Rounded off to RMB 0,000)

	
Item




Period
	Total
assets
	Total
liabilities
	Owner’s Equity
	Operating Income
	Operating
profits
	Net
Profits
(before taxation)
	Net
Profits
(after taxation)
	Net cash flow from operating activities

	Year ended 31 December 2017
	2,843.39
	2,490.99
	352.40
	5,561.38
	17.92
	17.92
	17.92
	-429.09

	Year ended 31 December 2018
	9,030.31
	8,669.21
	361.09
	14,290.41
	107.78
	20.77
	8.69
	-3540.49

	Year ended 31 December 2019
	10,549.60
	10,097.01
	452.59
	17,658.81
	127.52
	123.65
	91.49
	1274.39

	Seven months ended 31 July 2020
	21,361.24
	20,295.37
	1,065.87
	21,803.37
	818.23
	818.15
	613.28
	6603.17




PROFESSIONAL PARTY AND CONSENT

As at the date hereof, the Valuer, being a PRC qualified valuer, does not have any beneficial interests in the equity capital or shareholding of the members of the Group or any right (whether legally enforceable or not) to subscribe for or to nominate persons to subscribe for securities in any member of the Group, and has given and has not withdrawn its consent to the publication of this announcement, to the references to its names herein and to the incorporation of its statements in this announcement.

In case of any inconsistencies, the Chinese text of this announcement shall prevail over the English text.

	
	By Order of the Board
Shandong Xinhua Pharmaceutical Company Limited
Zhang Daiming
Chairman



 
7 December 2020, Zibo, the PRC

As at the date of this announcement, the Board comprises: 

	Executive Directors:
Mr. Zhang Daiming (Chairman)
Mr. Du Deping
	Independent Non-executive Directors:
Mr. Li Wenming 
Mr. Du Guanhua 
Mr. Lo Wah Wai

	Non-executive Directors:
Mr. Ren Fulong
Mr. Xu Lie 
	



*For identification purposes only. In case of any inconsistencies, the Chinese text of the company name shall prevail.


APPENDIX[footnoteRef:0] [0:  Unless the context otherwise specifies, “enterprise” in this Appendix shall mean Xinhua Pharmacy Chain.] 

 AN EXTRACT OF THE SHAREHOLDERS’ EQUITY INTERESTS VALUATION REPORT CONTAINING THE PRINCIPAL ASSUMPTIONS ON WHICH THE VALUATION WAS BASED

I. General Assumptions

1. Transactional assumption: it is assumed that all the assets to be valued are already in the course of the transaction, and the Valuer conducts the valuation according to the simulated market such as the trading conditions of the assets to be valued.

2. Open market assumption: an open market assumption is an assumption regarding the conditions of the market in which an asset is intended to enter and the effects on the asset under such market conditions. The open market refers to fully developed and perfect market conditions, and means that in a competitive market with voluntary buyers and sellers, the buyers and sellers have equal status and have chances and time to obtain sufficient market information, and the trading parties’ transaction is carried out under voluntary, rational, non-mandatory or unrestricted conditions.

3. Continuous use assumption: the continuous use assumption is an assumption regarding the conditions under which an asset is intended to enter the market and the state of the asset under such market conditions. First, the assets are in use; and second, it is assumed that the assets in use will continue to be in use. Under the condition of continuous use assumption, the scope of use of the valuation results is limited without considering the conversion of the use of the asset or optimal utilization condition.

4. Business continuity assumption: it is a valuation assumption that takes the overall assets of the enterprise as the subject of valuation. This means the enterprise as the operating subject continues to operate in accordance with the operating objectives under the external environment. Those operating the enterprise are responsible and capable of assuming responsibilities; the enterprise operates legally and is able to make appropriate profits to maintain its going concern.

5. Assumption of authenticity of information: it is assumed that the financial and accounting information provided by the enterprise and other information related to the valuation are true, accurate and complete, and there is no false, misleading or material omission.

II. Assumptions under income-based approach

1. The current relevant laws, regulations and policies of the state, and the state's macroeconomic conditions have not changed significantly; there is no significant change in the political, economic or social environment in regions where parties to the transaction are located; and there are no other significant adverse effects caused by unpredictable and force majeure factors.

2. It is assumed that those who operate the enterprise are responsible and that the management is competent to perform its duties.

3. Unless otherwise stated, it is assumed that the enterprise fully complies with all relevant laws and regulations.

4. It is assumed that the accounting policies that the enterprise will adopt in the future are basically the same as those used in the preparation of this report in material respects.

5. It is assumed that on the basis of the existing management method and management level, the business scope and mode of operation of the enterprise are consistent with the current direction.

6. [bookmark: _Hlk52274937]It is assumed that the forecasted annual cash flow of the enterprise is uniformly generated.

7. All tax rates remain unchanged from the Benchmark Date of valuation to the date of the report. It is assumed that there will be no significant changes in interest rates, exchange rates, tax bases, tax rates and policy-based imposed fees in future years.

8. [bookmark: _Hlk52275033]Due to the impact of COVID-19 epidemic, the sales revenue of masks of the entity increased significantly in 2020, which has been much affected by the epidemic and is subject to great uncertainty. The prediction for August to December 2020 was made according to the signed sales contracts for masks and the impact of the epidemic will not be considered for 2021 and thereafter. It is assumed that after the Benchmark Date, the current market competition of other products or services of the enterprise has been maintained, except for the business of sales for masks affected by the epidemic.
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