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CONTINUING CONNECTED TRANSACTION AND DISCLOSEABLE TRANSACTION:  REVISION OF ANNUAL CAP FOR YEAR 2018 IN RESPECT OF THE TRANSACTION UNDER THE SHHCC AGREEMENT 
Reference is made to the announcement (the “Announcement” ) dated 29 October 2015 and the circular (the “Circular”) dated 14 December 2015 of Shandong Xinhua Pharmaceutical Company Limited (the “Company”) in respect of, amongst other things, the continuing connected transactions of the Company. Unless otherwise defined herein, capitalised terms used in this announcement shall have the same meanings as those defined in the Circular.

INTRODUCTION
As disclosed in the Announcement and the Circular and subsequently approved at the 2015 Second Extraordinary General Meeting of the Company on 29 December 2015, the Company has entered into the SHHCC Agreement with SHHCC. The Company has been monitoring transactions carried out pursuant to the SHHCC Agreement.

For reasons set out in the section headed “Reasons and Benefits for the Proposed Revision of the Annual Cap for Year 2018 in Respect of the Transactions Under the SHHCC Agreement”, the Directors expect that the existing annual cap for the year ended 31 December 2018 in respect of transactions under the SHHCC Agreement will not be sufficient for the Group’s needs.
SHHCC AGREEMENT 

Date

29 October 2015

Parties

(i) The Company and (ii) SHHCC

Subject matter and principal terms

Pursuant to the SHHCC Agreement:

the Company and/or its subsidiaries will purchase from SHHCC and/or its subsidiaries at market prices certain chemical products, such as acetic acid, acetic anhydride and other chemical raw materials (the “Chemical Products”);

the prices for the Chemical Products stated above will be determined in accordance with the market prices;

all of the relevant prices will not be higher than the selling prices in respect of such items as offered by SHHCC and/or its subsidiaries to any independent third parties; 

the Company will pay to the counterparty for the products provided in a timely manner as specified in each purchase order placed by the Company and/or its subsidiaries from time to time. Payment will be made within 60 days after invoicing; and

the Company and/or its subsidiaries are not restricted from conducting transactions with any third parties for the sale and purchase of the relevant products.

Term 
The SHHCC Agreement has run from 1 January 2016 and will end on 31 December 2018.
Pricing

Pursuant to the SHHCC Agreement, the transactions contemplated thereunder shall be conducted in accordance with the following pricing policy:
the Company and/or its subsidiaries source all its Chemical Products through suppliers who participant in the Bidding Website. The Company would place requests for Chemical Products through the Bidding Website and then observe and evaluate the bidding prices offered by various suppliers (which may include SHHCC as well as independent third parties who have shown interest in placing a bid). The exact number of quotations will depend on the category of relevant Chemical Products requested. The bidding process will generally permit the procurement team of the Company to identify supplies and to gain an understanding of the prevailing market prices of Chemical Products at any particular time;

the Company generally adopts the best available price approach in considering the bids, but it would also consider other factors including, inter alia, the reputation and track record of the supplier in supplying the relevant Chemical Products, the quality of their products and the proposed delivery and payment terms. After identifying the potential suppliers who offered the best available bidding prices on the Bidding Website, the Company’s procurement team will then evaluate the bidding prices with reference to market information (including pricing trends of relevant Chemical Products) published by the daily industry newspaper 中國化工報 (China Chemical Industry News*) and the industry website 中宇資訊 (www.chem365.net), which updates pricing information daily, in considering whether offered price is comparable to the prevailing market rate;

following evaluation of bid orders offered by potential suppliers by the Company’s procurement team, the Company may directly accept a bid order through the Bidding Website. Prior to acceptance of a bid, the Company do not have any binding obligation to conclude any purchases with any supplier for the sale and purchase of the relevant Chemical Products; and

in any case, the Company is not restricted under the SHHCC Agreement from acquiring the Chemical Products from other third parties.

HISTORICAL FIGURES OF THE TRANSACTIONS UNDER THE SHHCC AGREEMENT
The table below summarises the historical transaction figures and the original annual caps for the transactions between the Group and SHHCC for the years ended 31 December 2016 and 2017 and the three months ended 31 March 2018:
	
	Year ended 31 December 2016 (audited)
	Annual cap for 2016  
	Year ended 31 December 2017(audited)


	Annual cap for 2017  
	Three months ended 31 March 2018 (unaudited)
	Annual cap for 2018  

	
	(rounded to the nearest RMB’000)


	(RMB’000)
	(rounded to the nearest RMB’000)
	(RMB’000)
	(RMB’000)
	(rounded to the nearest RMB’000)

	Purchase of Chemical Products from SHHCC and/or its subsidiaries
	56,457
	80,000
	98,290
	100,000
	40,180


	120,000


Note: the figures are tax-exclusive.

REVISION OF ANNUAL CAP FOR YEAR 2018

Based on the business volume, growth and production capacity of the Group and its business needs and operating conditions and the general economic outlook of the industry and the PRC, the Board proposes to revise the annual cap for year 2018 as follows:

	
	Original Annual Cap
	Proposed revised Annual Cap

	
	(RMB’000)
	(RMB’000)

	For the year ending 31 December 2018
	120,000
	200,000


Note: the figures are tax-exclusive.

Save for the abovementioned proposed revision of the annual cap for year 2018, the transactions provided for under the SHHCC Agreement remain unchanged in all respects and all arrangements in relation thereto including without limitation to the internal control measures and procedures and pricing mechanism previously disclosed in the Circular continue to remain in full force and effect. 
REASONS AND BENEFITS FOR THE PROPOSED REVISION OF THE ANNUAL CAP FOR YEAR 2018 IN RESPECT OF THE TRANSACTIONS UNDER THE SHHCC AGREEMENT 

The proposed revision of the annual cap for the year ending 31 December 2018 in respect of the transactions under the SHHCC Agreement is primarily due to the Group’s expected increase in procurement under the SHHCC Agreement of: (i) up to approximately RMB50 million with a view of reducing intermediary costs in sourcing and procurement; and (ii) an expected further increase of RMB30 million in the transactional amount under the SHHCC Agreement in view of the anticipated substantial rise in the market prices of the Chemical Products in comparison of those of 2017. 
As disclosed in the Circular, by virtue of the SHHCC Agreement, the Company and/or its subsidiaries can continue to secure a steady supply of Chemical Products from SHHCC and/or its subsidiaries without incurring extra costs by purchasing them through other parties.  
The Directors (including the independent non-executive Directors) consider that the proposed revision of the annual cap for the continuing transactions under the SHHCC Agreement for the year ended 31 December 2018 is fair and reasonable, in the ordinary and usual course of business of the Company, 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 HHGC and/or SXPGC abstained from voting on the Board decision on the proposed revision of annual cap. Save as disclosed above, the Company is not aware of any other Directors who has a material interest in the proposed revision of annual cap. 
LISTING RULES IMPLICATIONS

As at the date of this announcement, HHGC holds 100% equity interest of SXPGC. SXPGC holds and owns 32.94% of the total issued share capital of the Company and is the single largest shareholder of the Company. HHGC holds 100% equity interest of SHHGC. SHHGC holds and owns 32.32% of the total issued share capital of SHHCC and is the largest shareholder thereof.  SHHCC is therefore an associate of HHGC and for this reason a connected person of the Company. Accordingly, the transactions provided for under the SHHCC Agreement constitute continuing connected transactions under Chapter 14A of the Listing Rules. 

For the proposed revised annual cap for year 2018 under the SHHCC Agreement, as one or more of the applicable percentage ratios (as defined under Chapter 14A of the Listing Rules) exceed 5%, the proposed revision of annual cap is subject to the reporting, annual review, announcement and disinterested shareholders’ approval requirements under Chapter 14A of the Listing Rules.  Meanwhile, as one or more of the applicable percentage ratios (as defined under Chapter 14 of the Listing Rules) in respect of such proposed revised annual cap for year 2018 exceed 5% but are below 25%, this also constitutes a discloseable transaction (as defined under the Listing Rules) of the Group.

To the best of the Directors’ knowledge, information and belief, having made all reasonable enquiries, there is no other transaction entered into between the Group and the SHHCC and its ultimate beneficial owner within a 12-month period from the date of this announcement which would be, together with the proposed revision of the annual cap for year 2018 in respect of the transactions under SHHCC Agreement, regarded as a series of transactions treated as if they are one transaction under Rules 14A.81 of the Listing Rules.

INFORMATION RELATING TO SHHCC

SHHCC is principally engaged in the production and sale of chemical products.

INFORMATION RELATING TO THE GROUP

The Company is a joint stock company established under the laws of the PRC with limited liability, of which the H Shares and A Shares are listed on the Main Board of the Hong Kong Stock Exchange and the SZSE respectively.  The Group is principally engaged in the development, manufacture and sale of bulk pharmaceuticals, preparations and chemical products.

GENERAL INFORMATION

A general meeting will be convened and held to, among other things, seek disinterested Shareholders’ approval of the proposed revision of annual cap for year 2018 in respect of the transactions under SHHCC Agreement. SXPGC and Well Bring Limited, direct and indirect subsidiaries of HHGC holding 32.94% and 2.86% of the issued Shares of the Company respectively as of the date of this announcement, shall abstain from voting in relation to the abovementioned proposed revision of annual cap.

The Board will appoint an Independent Board Committee comprising the independent non-executive Directors to consider and advise the disinterested Shareholders on the abovementioned matter.
The Company will appoint an independent financial adviser to advise the Independent Board Committee and the disinterested Shareholders on the proposed revision of annual cap for year 2018 in relation to the transactions under the SHHCC Agreement.   

A circular containing, among other things, (i) the proposed revision of the annual cap for year 2018 in respect of the transactions under the SHHGC Agreement; (ii) a letter from the Independent Board Committee to the disinterested Shareholders; and (iii) the recommendations of the independent financial adviser are expected to be despatched to the H-Shareholders on or before 8 June 2018 as the circular is expected to include also matters other than the proposed revised annual cap to be considered at the general meeting for which the Company will require more time to prepare.  

Shareholders and investors should note that nothing set out in this announcement should be construed as assurance or a forecast of the future revenue of the Group.

By Order of the Board

Shandong Xinhua Pharmaceutical Company Limited
Zhang Daiming

Chairman
20 April 2018, Zibo, the People's Republic of China
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The Directors jointly and severally accept full responsibility for the accuracy of the information contained in this announcement and confirm, having made all reasonable enquiries, that to the best of their knowledge, opinions expressed in this announcement have been arrived at after due and careful consideration and there are no other facts not contained in this announcement, the omission of which would make any statement in this announcement misleading.

* for identification purpose only
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