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Summary

The directors of the Company refer to a separate announcement regarding a connected transaction announced today. According to the Rules Governing the Listing of Shares on the Shanghai Stock Exchange, the Company has appointed an independent financial adviser in the PRC to prepare the following financial report in relation to the connected transaction which was published in the PRC today. According to paragraph 2(2) of the Listing Agreement, the independent financial report in the PRC is set out below.

The directors of Guangzhou Pharmaceutical Company Limited (the "Company") refer to a separate announcement regarding a connected transaction announced today. According to the Rules Governing the Listing of Shares on the Shanghai Stock Exchange, the Company has appointed China Comunication Securities Co., Ltd. as an independent financial adviser in the PRC to prepare the following independent financial report in relation to the connected transaction which was published in Shanghai Securities Daily and China Securities, in the PRC today, According to paragraph 2(2) of the Listing Agreement, the independent financial report in the PRC is set out below:

I.
Important

The proposed acquisition by Guangzhou Pharmaceutical Corporation, a wholly-owned subsidiary of Guangzhou Pharmaceutical Company Limited, of Sui Kang Building which is owned by Guangzhou Pharmaceutical Goods and Supply Company, a wholly-owned subsidiary of Guangzhou Pharmaceutical Holdings Limited constitutes a connected transaction between the subsidiaries of Guangzhou Pharmaceutical Holdings Limited, the largest shareholder of Guangzhou Pharmaceutical Company Limited.

II.
Definitions

In this independent financial report, unless the context otherwise requires, the following terms shall have the following meanings:

GZPHL
Guangzhou Pharmaceutical Holdings Limited

GPC
Guangzhou Pharmaceutical Company Limited

Pharmaceutical Corporation
Guangzhou Pharmaceutical Corporation

GPGSC
Guangzhou Pharmaceutical Goods and Supply Company

Independent Financial Adviser
China Communication Securities Co., Ltd.

the Parties
Guangzhou Pharmaceutical Corporation and Guangzhou Pharmaceutical Goods and Supply Company

Acquisition (Connected Transaction,
the acquisition of Sui Kang Building owned by GPGSC, a 

  the Transaction or Transaction)
wholly-owned subsidiary of GZPHL, by Pharmaceutical Corporation, a wholly-owned subsidiary of GPC

Rmb
Renminbi

III.
Introduction

The Acquisition by Pharmaceutical Corporation, a wholly-owned subsidiary of GPC, of Sui Kang Building owned by  GPGSC, a wholly-owned subsidiary of GZPHL,  financed by its own capital and the part of the proceeds to be used for expanding the sales network was considered and approved by the 8th session of the 2nd board of directors' meeting of GPC. The resolution of such board of directors' meeting was published in Shanghai Securities Daily and China Securities on 28th September, 2001.

China Communication Securities Co., Ltd. has been appointed by GPC as the Independent Financial Adviser of the Connected Transaction to prepare an independent financial report in relation to the  Connected Transaction. This Independent Financial Report is prepared in compliance with the requirements of the Company Law of the People's Republic of China, the Securities Law of the People's Republic of China, the Rules Governing the Listing of Shares on the Shanghai Stock Exchange and the relevant laws, regulations and rules based on the relevant information provided by the Parties to the Transaction. The Parties to the Connected Transaction accept responsibility for the truthfulness, accuracy, timing and completeness of the information so provided. The responsibility of the Independent Financial Adviser is to formulate its opinion based on the principles generally accepted in the securities industry, the moral standard in a diligent manner after due and careful review of the relevant information and full understanding of the conduct of the Connected Transaction for the purpose of providing public investors and the relevant parties with an independent, objective and fair assessment on the Connected Transaction. As the Independent Financial Adviser, we have not participated in the discussion and negotiations of the terms of the Connected Transaction. In arriving at our opinion, we have assumed that each of the Parties to the Connected Transaction has fully performed all of its obligations in accordance with the relevant terms. In addition, the Independent Financial Adviser hereby represents as follows:

A.
The Independent Financial Adviser and the Parties to the Connected Transaction do not hold more than 7% equity interests in each other, and are not the top five largest shareholders of each other;

B.
The Independent Financial Adviser is appointed for the sole purpose of rendering advice on the basic conditions of the Connected Transaction and whether the Connected Transaction is fair and reasonable so far as the shareholders are concerned; 

C.
The Independent Financial Adviser hereby reminds investors that this report does not constitute any offer for any investment in GPC. The Independent Financial Adviser disclaims any liability for any risk arising from any investment decision made in reliance upon this report.

D.
Bases and assumptions of the Independent Financial Adviser:

1.
The Parties to the Transaction comply with the principles of fidelity and honesty and the information provided to us is true, accurate, complete and on a timely basis;

2.
The asset valuation report prepared for the purpose of the Connected Transaction is objective and true;

3.
There will be no material changes in the laws, regulations and policies of the State in force;

4.
There will be no material unforeseeable changes in the industry in which the Parties are engaging;

5.
There will be no material changes in the Articles of Association and the management of GPC.

IV.
Basic conditions and relationship between the Parties to the Connected Transaction:

A
Pharmaceutical Corporation

1.
Date of incorporation: 1951

2.
Registered capital: Rmb8,354,000

3.
Legal representative: Feng Zansheng

4.
Registered address: 97-103, Da Tong Road, Guangzhou City

5.
Scope of business: Wholesale and retail of bulk pharmaceuticals, chemical preparations, medical apparatus, chemical analoids and glass apparatus.

6.
Operations: the predecessor of Pharmaceutical Corporation is known as China Pharmaceutical Company situated at Guangdong Province which was established in 1951. As at the end of 2000, the total asset and the net asset of Pharmaceutical Corporation amounted to Rmb998,230,000 and Rmb208,390,000 respectively. Such company is principally engaged in the wholesale and retail of Western pharmaceutical products. Such company was accredited as National Second Grade Enterprise in 1990 and received the award of National Efficient Medical Advanced Enterprise granted by the State Pharmaceutical Administration Bureau and China Pharmaceutical Quality Supervisory Association in 1996. In 1997, such company and its subsidiary, namely Jian Min Pharmaceutical Chain Store passed the GSP certification of the State.


Jian Min Pharmaceutical Chain Store is a wholly-owned subsidiary of Pharmaceutical Corporation with registered capital of Rmb10,250,000. At present, Jian Min Pharmaceutical Chain Store, which is consisting of 49 chain stores, is the largest chain store principally engaged in the retail of Western pharmaceutical products in Guangzhou City.

B.
GPGSC

1.
Date of incorporation: 1984

2.
Registered capital: Rmb9.18 million

3.
Legal representative: Li Youyu

4.
Registered address: 312 Guang Fu Zhong Road, Guangzhou City

5.
Scope of business: Allocation and wholesale of steel products, building materials, nonferrous metal materials, liquified gas, gasoline, diesel, kerosene, lubricating oil, starch, sugar, imported food, edible oil, chemical materials, coal, coke, wood, tyre, wire, cable and industrial boilers. Wholesale of pharmaceutical preparations, Chinese raw medicine, Chinese patent medicine and medical apparatus.

6.
Operations:
GPGSC is a wholly-owned subsidiary of GZPHL and has 126 staff members. As at the end of 2000, the assets of GPGSC amounted to Rmb58,090,000 and sales revenue of Rmb106,340,000 was recorded.

C.
Connected Relationship

GZPHL holds 63.26% of the shares of GPC and is the largest shareholder of GPC whereas Pharmaceutical Corporation is a wholly-owned subsidiary of GPC. GZPHL holds the entire equity interest of GPGSC. Pharmaceutical Corporation and GPGSC are subsidiaries of GZPHL under its control or indirect control and the Parties have connected relationships. According to the relevant provisions, the Transaction constitutes a connected transaction.

V.
Details of the Connected Transaction

A.
Source of Finance of the Connected Transaction

In January 2001, GPC issued new shares and raised Rmb737,990,000. As detailed in the Prospectus in relation to the issue of new shares of GPC, it is planned that Rmb148,800,000 will be used for expanding sales network. It is proposed that the Acquisition will be financed as to Rmb29,239,480 out of the proceeds and Rmb10,000,000 from its own capital. On 27th September, 2001, the resolution relating to financing the Connected Transaction by Pharmaceutical Corporation out of part of the proceeds and its own capital was considered and approved by the 8th session of the 2nd board of directors' meeting of GPC. The announcement of the resolution was published in  Shanghai Securities Daily and China Securities on 28th September, 2001.

B.
Details of the Connected Transaction

1.
Agreement of the Transaction

Pharmaceutical Corporation and GPGSC entered into the Agreement for Sale and Purchase of Property on 27th September, 2001. Pharmaceutical Corporation is the purchaser whereas GPGSC is the vendor to the Connected Transaction.

2.
Subject of the Transaction

Sui Kang Building is owned by GPGSC and is located at 82 Shang Jiu Road, Li Wan District, Guangzhou City as evidenced by Guangzhou Property Title Certificate Sui Fang Di Chan Zheng Zi No. 0516705. The estimated area of the building is 5,093.158 sq.m..

3.
Transaction Price

The asset for the Connected Transaction was valued by Guangzhou Yangcheng Certified Public Accountants Co., Ltd. which issued "Asset Valuation Report on Guangzhou Pharmaceutical Goods and Supply Company" [(2001) Yang Ping Zi No. 843]. It was verified by Guangzhou Municipal State Assets Administration Bureau which issued "Confirmation on the Compliance of Asset Valuation Report" "Sui Guo Zi Yi Ping (2001) No. 92". The said asset was valued at Rmb39,239,480.00 on the date of the basis as at 31st July, 2001.

The Parties to the Transaction have agreed that the above valuation of Rmb39,239,480.00 is deemed to be the transaction price of the sale and purchase of the asset.

4.
Effectiveness of the Transaction

The Connected Transaction is conditional upon:

(1)
the consideration and passing at a general meeting; 

(2)
the confirmation of the valuation by the relevant authorities concerned;

(3)
the signing of "Agreement for Assignment of Land Use Right " between GPGSC and Guangzhou Municipal Land and Real Estate Administration Bureau and the settlement of the land use right premium by GPGSC to Guangzhou Municipal People's Government; and 

(4)
the obtaining of the written approval from the authorities concerned in respect of the assignment of the property and the land use right to Pharmaceutical Corporation; and

(5)
the mortgage of the Property has been released.

5.
Time and Way for the Payment of the Transaction Amount

The Parties to the transaction have negotiated and agreed that the amount will be paid in cash and one-off within 10 days upon the above conditions of the transaction are fully satisfied.

VI.
Objectives and Grounds for the Connected Transaction

After the acquisition of Sui Kang Building from GPGSC by Pharmaceutical Corporation, it is intended that the building will be renamed as "Jian Min Pharmaceutical Building".

A.
The Objective of the Establishment of "Jian Min Pharmaceutical Building"

By the establishment of "Jian Min Pharmaceutical Building", it is aimed at expanding the operational scale of Jian Min chain stores of Pharmaceutical Corporation, providing conditions for increase of competitiveness and speeding up the implementation of the strategy of the development of "Great Guangdong, Great Guangzhou and Great China".

1.
The establishment of "Jian Min Pharmaceutical Building" to be a large-scale integrated pharmaceutical retail shopping arcade at Shang Ye Bu Xing Street, Shang Jiu Road not only helps expand sales but also increase corporate popularity.

2.
The expansion of the office and training areas of Jian Min Pharmaceutical Chain Store of Pharmaceutical Corporation satisfies the pressing requirement for the rapid development of the Company.

B.
Grounds for the Establishment of "Jian Min Pharmaceutical Building"

Jian Min Pharmaceutical Chain Store of the Pharmaceutical Corporation is one of the largest pharmaceutical chain businesses in the PRC. As at the first half of 2001, there are 92 pharmaceutical chain stores and more than 800 staff. With regard to the continuous steady development plan of the Company, the Jian Min Pharmaceutical Chain Store planned to strive to reach the target of the set-up of 161 direct sales outlets as soon as possible during the period of Tenth Five-year Plan and to systematically establish flagship stores in selected focused districts or busy commercial areas so as to make the structure of Jian Min Pharmaceutical Chain Store network more reasonable and complete.

Following the medical and health system reform, the establishment of medical insurance system, the gradual set-up of drug classification system and the gradual increasing concern with medicine and health of the people themselves, the drug consumption market will gradually shift from hospital consumption to retail market consumption. It will bring more business opportunities to drug retail market.

Sui Kang Building is located at Shang Ye Bu Xing Street, Shang Jiu Road in Li Wan District, Guangzhou City. The district is densely populated. Large shopping centres including Li Wan Plaza (荔灣廣場) and Ming Hui Commercial Town (名匯商城) in the section of Bu Xing Street have attracted streams of passengers and the district has been targeted by businessmen. The acquisition of Sui Kang Building to be Jian Min Pharmaceutical Building is important to the overall development of the Jian Min Pharmaceutical Chain Store of Pharmaceutical Corporation.

VII.
Advice from Independent Financial Adviser

A.
Legitimacy

1.
The Parties to the Connected Transaction entered into the Agreement for Sale and Purchase of Property on 27th September, 2001.

2.
The procedures for the release of the mortgage of Sui Kang Building, the subject of the Connected Transaction, have been in process. It does not constitute an obstacle to the Connected Transaction.

B.
Protection for the Interests of Unrelated Shareholders

The Acquisition of the asset is a connected transaction between GPC and GZPHL. In the Acquisition of the asset, the lawful interests of unrelated shareholders were principally protected to the following effects:

1.
The Asset Acquisition Agreement was entered into after the management of the Pharmaceutical Corporation and the board of directors of GPC had considered it in accordance with the relevant laws and regulations. The whole process was in compliance of the arm's length principle. The supervisory committee of GPC performed their monitoring and supervisory functions on the principles of fairness and faithfulness of the Connected Transaction.

2.
Directors who are related shareholders abstained from the voting and gave up their voting rights while other directors who are unrelated shareholders performed their voting in respect of the Connected Transaction at the board meeting. The interests of unrelated shareholders were thereby protected;

3.
The consideration for the asset to be acquired being involved in the Connected Transaction was made in accordance with the valuation of the asset to be acquired by Guangzhou Yangcheng Certified Public Accountants Co., Ltd. with the certified qualification of securities and was determined after sufficient negotiation by the Parties to the transaction. It fulfilled the arm's length principle and was not detrimental to the lawful interests of medium and small shareholders;

4.
GZPHL will abstain from the voting and the unrelated shareholders will make independent voting in respect of the relevant matters of the Connected Transaction at the general meeting so as to protect the lawful interests of the unrelated shareholders;

5.
An announcement in relation to the Transaction was published in accordance with the relevant laws and regulations.

The Independent Financial Adviser is of the opinion that it was not discovered that the Connected Transaction in relation to the Acquisition of the asset to be undertaken by Pharmaceutical Corporation, a wholly owned subsidiary of GPC, was not in compliance with the relevant laws, administrative regulations and departmental rules including Company Law and Securities Law. The Transaction fulfilled the three principles of fairness, impartiality and openness and protected the interests of shareholders. It was also in line with the long-term strategic development of GPC and was favourable for the long-term development of the GPC and the continuous added value of the interests of the shareholders as a whole.

VIII.
Matters to be noted by Investors

1.
The Connected Transaction is subject to the approval at a general meeting of GPC. The related interested parties for the Connected Transaction will abstain from the voting in respect of the resolution at the general meeting;

2.
The information of the conditions for the effectiveness of the asset acquisition will be further disclosed in due course;

3.
The subject of the Connected Transaction involving the Property was pledged with the first sub-branch, Guangzhou City of Industrial and Commercial Bank of China and Suixi sub-branch, Guangzhou City of Agricultural Bank of China as security respectively. The assigner has undertaken that the mortgage will be released by 22nd November, 2001.

The land on which the above-mentioned Property is located is a portion of allocated land. The procedures for payment for use have not yet been completed. The assigner has undertaken that the relevant procedures for land use will be completed by 22nd November, 2001. The land use right premium is borne by the assigner.

4.
Investors should read the announcement in relation to the Connected Transaction issued by the board of directors of GPC carefully.

IX
Documents Available for Inspection

1.
The resolutions at the 8th session of 2nd board of directors' meeting of Guangzhou Pharmaceutical Company Limited;

2.
the "Agreement for Sale and Purchase of Property" entered into between Pharmaceutical Corporation and GPGSC;

3.
Connected Transaction announcement by Guangzhou Pharmaceutical Company Limited;

4.
the resolutions at the 4th session of 2nd supervisory committee meeting of Guangzhou Pharmaceutical Company Limited; and

5.
"Asset Valuation Report on Guangzhou Pharmaceutical Goods and Supply Company" provided by Guangzhou Yangcheng Certified Public Accountants Co., Ltd..

X.
Place where Documents are Available for Inspection

Guangzhou Pharmaceutical Company Limited

Address
:
45 Sha Mian North Street, Guangzhou City

Postal Code
:
510130

Tel
:
(8620) 81218117

Fax
:
(8620) 81876408

Contact persons
:
He Shuhua, Jiang Shijie

China Communication Securities Co., Ltd.


By order of the Board


He Shehua


Company Secretary

Guangzhou, the PRC, 27th September, 2001
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