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DISCLOSEABLE TRANSACTION AND CONNECTED TRANSACTION
ACQUISITION OF TARGET EQUITY IN DSM ZIBO

Reference is made to the announcement of the Company dated 5 December 2018. Unless otherwise specified, capitalised terms used in this announcement shall have the same meanings as those defined in the abovementioned announcement.

The Company is pleased to announce it has been informed that the Tender has concluded and the Company has won the Tender at the Listing Price of RMB63,030,660. 

EQUITY TRANSFER AGREEMENT 

Following and as a result of the Company’s winning the Tender, the Company as the purchaser has entered into an equity transfer agreement (the “Agreement”) with SXPGC as the Vendor of the Target Interest of which the principal terms are set out below:

Date
20 December 2018
(after the trading hour of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”))

Parties

1. The Company (as the purchaser); and

2. the Vendor

Subject matter

The Company agreed to purchase and the Vendor agreed to sell the Target Interest, being 30% interest in the equity capital of DSM Zibo free of encumbrances owned by the Vendor.  


Closing

The Agreement shall take effect on due execution by the parties thereto, affixation of SDPREC’s stamp and the approval (the “Approval”) of the DSM Zibo Acquisition by Shareholders not interested therein (the “Disinterested Shareholders”) at a general meeting of the Company (“General Meeting”).

The Vendor shall, with the necessary cooperation of the Company, proceed towards the completion of the registration and/or filings with the competent authorities within 10 business days from SDPREC’s issuance of Documentary Proof of the Property Right Transaction upon the Agreement’s taking effect.  Upon completion of the registration/filings, the Vendor shall hand over to the Company all and any assets, certificates of titles, chops and stamps, financial statements, lists, documents and information in respect of DSM Zibo.

Consideration and Basis

The Consideration in respect of the transfer of the Target Interests is RMB63,030,660. Within 5 business days from the Agreement’s taking effect, the Consideration shall be paid in cash one-off and the security deposit of RMB 6.4 million (the “Security Deposit”) paid as a condition for entering into the Tender as a potential qualified transferee will be counted in and applied to set off part of the Consideration. Subject to the Approval, the Consideration will be paid up with the internal resources of the Group.

The Consideration was the Listing Price at which the Tender started. The Listing Price was set with reference to the valuation by Shandong Tian Jian Xing Ye Asset Valuation Company Limited (“SDTJXY Asset Valuation” or the “Valuer”), a qualified valuation institution in the PRC.

According to the valuation report (the “Valuation Report”) dated 8 May 2018 issued by the Valuer, as at 28 February 2018 (the “Benchmark Date”), the appraised value (the “Value”) of 100% equity interests of DSM Zibo was RMB210,100,000 based on the assets, liabilities and net assets of DSM Zibo by way of asset-based approach. The Listing Price of the Tender being also the Consideration of the Agreement represents 30% of the abovementioned Value.

Tax, Fees and Liabilities

Any and all of DSM Xibo’s interests in debts accrued and actual and contingent liabilities incurred prior to the Closing of the transfer of the Target Interest shall remain those of DSM Xibo and shall not be attributable to the Vendor as the outgoing shareholder.

A party to the Agreement shall be liable to the other party for any breach of the Agreement it commits. Specifically, upon the Agreement’s taking effect: (a) failure of Closing the transfer of the Target Interest by the Vendor or failure of payment of the Consideration by the Company within the respective agreed periods as set out in this announcement shall result in a liquidated damages of an amount equivalent to 0.1% of the Consideration daily payable to the party not in breach; and (b) omission or non-disclosure of material items including assets and liabilities of DSM Zibo which should incur material adverse impacts on DSM Zibo or affect the evaluated price of Target Interest for over 30% shall entitle the Company to rescind the Agreement and to 1% of the amount of the Consideration as liquidated damages payable by the Vendor.

Pursuant to the conditions set by SDPREC in respect of the Tender, the Company has made covenants including: (a) the profits of DSM Zibo prior to the Closing of the transfer of Target Interest shall be attributable to the Vendor whereas any losses incurred between the Benchmark Date and the transfer of the Target Interest shall be borne by DSM Zibo as an independent entity with limited liability rather than by the Vendor as its stockholder; (b) the fees incurred in the transfer of Target Interest shall be borne by the Company; and (c) the Company has prior to the transaction completed its due diligence exercise.

REASONS FOR AND BENEFITS OF THE DSM ZIBO ACQUISITION

The DSM Zibo Acquisition is expected to carry forward, inter alia, such tactical goals of the Company including further extending the industry value chain of the Group, stabilising the supply of part of the raw materials required for the Group’s production of pharmaceutical preparations, reducing the amount of continuing connected transactions with its controlling shareholder group (with the meanings ascribed thereto under the Listing Rules) and further lowering the transaction costs incurred in sourcing and procurement in relation thereto, enhancement of the techniques of the Group, and as a result strengthening of the competitiveness of the Group.

The Directors (including the independent non-executive Directors) have considered and reviewed the terms of the DSM Zibo Acquisition and considered it fair, reasonable and was entered into on normal commercial terms and in the interests of the Company and its shareholders as a whole.

Mr. Zhang Daiming, Mr. Ren Fulong, Mr. Xu Lie, Mr. Zhao Bin, directors of the Company, have by virtue of their respective directorships or capacities as a member of the management of the Vendor or its holding company abstained from voting on the DSM Zibo Acquisition. Save as disclosed above, the Company is not aware of any other Directors who has a material interest therein. 
 
INFORMATION OF THE TARGET COMPANY AND THE PARTIES TO THE AGREEMENT

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. 

The Vendor is a state-owned enterprise established in the PRC principally engaged in investments in the pharmaceutical industry and chemical production in relation thereto, packaging and supply of chemical engineering equipment and has been interested in the Target Interest as a founding member of DSM Zibo.

DSM Zibo is a company incorporated in the PRC with limited liability and its principal businesses are manufacturing chemical raw material products including Cefalexi, Cefradine, Cefadroxil, Cefaclor and Cefprozil and sale of the products manufactured.  According to the audit report of DSM Zibo, its audited financial figures were as follows:



(Rounded off to RMB 0,000)
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As of the date of this announcement, the equity interest in DSM Zibo is 70% owned by Gist-Brocades International B.V., a corporation incorporated in the Netherlands and, save for its equity interest in DSM Zibo which makes it a joint venture partner of the Vendor, an independent third party from the Company, and 30% owned by the Vendor, controlling shareholder of the Company.  Subject to the Approval, on completion of the proposed DSM Zibo Acquisition DSM Zibo will not be a subsidiary of the Company and its assets will not be consolidated in the accounts of the Group.

LISTING RULES IMPLICATIONS

As at the date of this announcement, the Vendor is the controlling shareholder of the Company and all the applicable percentage ratios (with the meanings ascribed thereto under the Listing Rules) are more than 0.1% and less than 5% in respect of the DSM Zibo Acquisition on a stand-alone basis but one or more of the applicable percentage ratios is 5% or more but less than 25% in Aggregation with the Xincat Acquisition and Capital Contribution to Wanbo Chemical Industrial (with the same meanings defined and the details disclosed in the announcements of the Company dated 6 November 2018 and 30 November 2018 respectively) of which both were transacted within a 12 month period herewith.  The DSM Zibo Acquisition on Aggregation basis therefore constitutes: (i) a connected transaction (with the meaning ascribed thereto under the Listing Rules) of the Company and is subject to the requirements of reporting, announcement, circular, independent financial advice and disinterested shareholders’ approval under Chapter 14A of the Listing Rules; and (ii) a discloseable transaction under Chapter 14 of the Listing Rules.  

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.

DISINTERESTED SHAREHOLDERS’ APPROVAL 
 
The DSM Zibo Acquisition is subject to the approval of the Disinterested Shareholders and SXPGC and Well Bring Limited being the Vendor in the proposed transaction and an indirect wholly-owned subsidiary of the Vendor’s holding company interested in 32.94% and 2.86% of the total issued shares of the Company respectively as of the date of this announcement will be required to abstain from voting thereon.  A General Meeting will be convened and held for the abovementioned purpose.    
 
An independent board committee (the “Independent Board Committee”) will be established to advise the Disinterested Shareholders on the DSM Zibo Acquisition. 
 
The Company will appoint an independent financial adviser (the “Independent Financial Adviser”) to advise the Independent Board Committee and the Disinterested Shareholders on the terms of DSM Zibo Acquisition.  
 
A circular containing, inter alia, (i) details of the DSM Zibo Acquisition; (ii) a letter from the Independent Board Committee to the Disinterested Shareholders; and (iii) the recommendations of the Independent Financial Adviser is expected to be despatched to Shareholders on or before 31 January 2019 as the circular is expected to contain detailed information of DSM Zibo of which the Vendor is a minority stockholder and such information and details may only be prepared, compiled and disclosed with the necessary consent and approval of all stockholders and for obtainment thereof it is expected that the Company will require more time.  


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



 
20 December 2018, 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 
Mr. Zhao Bin
	




5

image1.png




		

Item









Period

		Total

 assets

		Total 

liabilities

		Owner’s Equity

		Operating Income

		Operating

 profits

		Net 

Profits

(before income tax)

		Net 

profits

(after income tax)

		Net cash flow from operating activities



		Year ended 31 December 2015

		36204

		21221
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		18

		12

		1338
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  Item           Period  T otal     assets  T otal    liabilities  O wner ’ s  Equity  O perating  Income  O perating     profits  Net    Profits   ( before   income  tax)  N et    profits   (after  income  tax)  N et cash  flow from  operating  activities  

Year ended  31  December  2015  36204  21221  14983  32765  644  779  511  2165  

Year ended  31  December  2016  42656  27595  15061  3 4340  - 27  120  78  349  

Year ended  31  December  2017  38316  23033  15282  33903  342  319  221  1144  

Two months  ended 28  February  2018  39419  24125  15294  6782  21  18  12  1338  

 


