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Our investigation and analysis show that SZ HEC has been seriously doctoring its books for years. The 

standard trick is to use puppet companies to fake transactions, thus bloating balance sheet. All in all, we 

estimate that SZ HEC had financial blackholes of Rmb24.2bn at the end of 2020, accounting for 94% of 

its reported net assets. 

 

One of the most outrageous accounting frauds was to pretend to take up a minority stake in a company 

controlled by a puppet. This associated company had merely Rmb0.5m of net assets at the end of 2020 

but SZ HEC jacked it up by a ludicrous 30,000x to Rmb16.2bn, creating a Rmb5.5bn asset blackhole. 

 

SZ HEC’s other asset blackholes involve such usual suspects as: 

 

- Intangibles (Rmb8.6bn in fake acquisition of patented and non-patented technologies, dubious R&D 

expenditure, and endless revaluation of exploration and mining rights sold back and forth among 

related parties); 

 

- Prepayments (Rmb4.6bn of installment payments in the “sale and buy back” of equity stakes and 

Rmb2.4bn of questionable clinical trial fees prepaid to another puppet); 

 

- Receivables (Rmb1.8bn in fake cordyceps and technology sales); and 

 

- Rmb1.3bn of financial assets for sale.  

http://www.emersonanalytics.cloud/
mailto:emersonanalyticscoltd@gmail.com
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Disclaimer 
 

 

We are a group of seasoned equities analysts with many years of experience in the research of economic 

and political trends as well as individual stocks around the world. With background in various 

international investment banks, we have followed the development of the Chinese equities market right 

from day one. 

 

We are determined to expose as much of the fraud in the Chinese stock market as we can. The most 

widespread and serious fraud is probably that undertaken by listed companies, in fabricating non-existent 

businesses and stealing shareholders money, among other tricks. 

 

In exposing these crimes we challenge the listed companies to prove the integrity of their announcements 

and financial statements. The listed companies, of course, want everybody to believe that their 

announcements and financial statements are true. Their auditors, employees, independent directors, 

lawyers, shareholders and even the general public all hope that these announcements and financial 

statements are true. 

 

We have made our best effort to ascertain that everything we say in this report is accurate. We 

have obtained our information from public sources that we believe to be accurate and reliable, or 

from sources whom we believe are not insiders or connected parties to the companies mentioned 

herein. However, we are certainly NOT in the business of making investment recommendations. 

This is not an investment report and should not be regarded as such. Read and use our reports at 

your own risk. Most important of all, DO YOUR OWN RESEARCH BEFORE YOU COMMIT 

OTHER PEOPLE’S MONEY. 

 

We and/or our associates/partners may have long or short positions in the equities and/or their 

derivatives at the time of publication of our reports, and we and/or our associates/partners may 

maintain or change our positions at any time. 
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Chapter 1 Two N&S COs, Two YZG COs and Two Individuals in the Scam 
 

 

 

We at Emerson Analytics are specialists in uncovering financial fraud committed by listed companies. In 

the last eight years or so, we have exposed 12 such companies. 

 

 

This report involves two listed companies, Guangdong HEC Technology Holding Co., Ltd. (廣東東陽光

科技控股股份有限公司, GD HEC Tech, 600673.SH) and Yichang HEC Changjiang Pharmaceutical Co., 

Ltd. (宜昌東陽光長江藥業股份有限公司, YC HEC CJ, 1558.HK).  

 

 

These two listcos are controlled by SZ HEC Industrial Development Co., Ltd. (深圳市東陽光實業發展有

限公司, SZ HEC), whose ultimate controlling shareholders are Guo Meilan (郭梅蘭) and her son Zhang 

Yushuai (張寓帥). 

 

 

This report comprises two parts, and you are now reading part one. It provides detailed analysis backed 

by ample evidence to show that SZ HEC’s accounts actually consisted of huge asset blackholes to the 

tune of Rmb24.2bn or as much as 94% of its equity. In Part II, we will explain the fraudulent accounting 

committed by SZ HEC, GD HEC Tech and YC HEC CJ in their revenues and profits, and look into their 

massive connected party transactions. 

 

 

1.1 Structure of SZ HEC, GD HEC Tech and YC HEC CJ 

 

 

At the end of 2020, SZ HEC consolidates 216 entities in its financial statements. Beyond the two listcos, 

this report touches on 23 of SZ HEC’s subsidiaries. To facilitate reading and writing, we will refer to 

these companies in their English abbreviated form. A list of these abbreviated names and their full names 

can be found in Appendix I. 

 

 

The figure below depicts the shareholding structure of the two listcos, GD HEC Tech and YC HEC CJ, as 

of June 30, 2021. SZ HEC directly held 28.0% of GD HEC Tech as its single largest shareholder. It 

further controlled 18.1% and 3.0% of GD HEC Tech through YC HEC Pharm and RY HEC Management. 

In addition, it also had effective control over RY YZG Aluminum and LZ HSHS GP, which we will 

demonstrate later. All in all, it could exercise effective control over 53.8% of voting rights in the A-share 

listco. 
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Exhibit 1 – Shareholding structure of two listcos 

 

 
 

Sources: National Enterprise Credit Information Publicity System (NECIPS), GD HEC Tech and Emerson Analytics 

 

Exhibit 2 below shows a Venn diagram of the three companies’ structure. We call the GD HEC Tech 

subsidiaries that are outside of YC HEC CJ the rest of GD HEC Tech (RoGDTECH) subsidiaries. 

RoSZHEC is similarly defined. This report discusses a dozen transactions between subsidiaries in these 

three group companies, and such definition can help simplify our description. We also indicate in 

Appendix I the structural locations of these 23 subsidiaries within the three groups. 

 
Exhibit 2 – Structure of the three companies 

 

 
 

Source: Emerson Analytics 
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Exhibit 1 above shows that GD HEC Tech held 53.9% of YC HEC CJ as of June 30, 2021. Changes in 

equity control over YC HEC CJ are summarized as follows: 

 

 

- In July 2018, GD HEC Tech acquired a 50.4% stake in YC HEC CJ at Rmb3,221m from YC HEC 

Pharm; 

 

- In December 2021, GD HEC Tech disposed of a 51.4% stake in YC HEC CJ at Rmb3,723m to GD 

HEC Pharm. 

 

 

YC HEC Pharm and GD HEC Pharm are both RoSZHEC subsidiaries. Thus, the above change was a 

“buy and sell back” scheme. We will discuss other similar schemes later in our report, including the “sale 

and buy back” trick as discussed in Section 4.1. 

 

 

1.2 Two N&S Companies Behind the Scene 

 

 

As can be seen from Exhibit 1 above, N&S Pharm held 22.1% of YC HEC Pharm and 18.4% of YC HEC 

CJ. According to the Hong Kong listco’s IPO prospectus, N&S Pharm, together with N&S International, 

are entities incorporated in Hong Kong and indirectly wholly-owned by Mo Kit (毛傑). 

 

 

We got the following information from Hong Kong Companies Registry: 

 

 

- N&S Pharm: On December 6, 2010, its sole director changed from Guo Meigao (郭梅高) to Mo. 

Then on November 30, 2018, Mo passed on the directorship to Feng Yi (馮毅); 

 

 

- N&S International: On July 27, 2010, its sole director changed from Guo Meigao to Mo. Again, on 

November 30, 2018, Mo passed on the directorship to Feng. 

 

 

According to the administrative sanction notice published August 5, 2019 by the China Securities 

Regulatory Commission, Guo Meigao is head of procurement department at SZ HEC. He is the brother of 

controlling shareholder Guo Meilan and uncle of Zhang Yushuai. 
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Exhibit 3 – Guo Meigao, procurement head, Guo Meilan’s brother and Zhang Yushuai’s uncle 

 

 
 

Source: http://www.csrc.gov.cn/csrc/c101928/c1042424/content.shtml 
 

 

Feng’s Chinese identity card number is 51028319******0019 and his address is in Chang’an Town, 

Dongguan City, Guangdong Province. While this is not the registered address of SZ HEC or GD HEC 

Tech, it is where the two companies’ headquarters are located. Two staff members from different 

departments at SZ HEC told us that Feng works at SZ HEC headquarters and is responsible for funding 

activities. 

 

Mo’s predecessor Guo Meigao and his successor Feng are both staff of SZ HEC. It is quite clear that they 

are merely frontmen to enable SZ HEC to control the two N&S companies behind the scene. 

http://www.csrc.gov.cn/csrc/c101928/c1042424/content.shtml
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Through the NECIPS we found 17 companies in mainland China that the two N&S companies invest in. 

Except for four wholly-owned subsidiaries and one 97% held entity, the other 12 companies all have 

shareholding relationship with SZ HEC only. 

 

 

1.3 Two YZG Companies Fully Controlled by SZ HEC 

 

 

From Exhibit 1 above, we see that RY YZG Aluminum held 4.2% in GD HEC Tech. The shareholding 

structures of RY YZG Aluminum and its parent company RY YZG Industrial are depicted in Exhibit 4 

below. Guo Jingping (郭京平) is the nephew of Guo Meilan
1
. From July 2002 to December 2016, he was 

director/chairman of GD HEC Tech. It is obvious that the two YZG companies are also fully controlled 

by SZ HEC. 

 

 
Exhibit 4 – Shareholding structures of two YZG companies 

 

 
 

Sources: NECIPS and Emerson Analytics 

 

 

One can see in the Exhibits 1 and 4, depicted in red lines, the rather uncommon interlocking shareholding 

structure. GD HEC Tech acquired its stake in YC HEC CJ by way of a new issue of shares to YC HEC 

Pharm, thereby giving rise to the interlocking ownership. GD HEC Tech had undertaken to resolve the 

interlocking situation before July 5, 2021 but failed to do so. Clearly, the controlling shareholders 

couldn’t care less about their integrity. 

                                                 
1 GD HEC Tech Ultra-short-term Financing Bond Second Tranche 2020 Issuing Prospectus, p.42 

https://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=1781546&priority=0&ut=If6iOJuC7cNM7l78VuruL3q%2BjkKNJ8uburoZ5xCzw5G7yM87tuoOlozQvtY2q/GnKuU19hl27gor%0An46EI5BHfv3/%2BhPM5scFEADZovuNusA5/8TohhDhPJFg27sXUSU7Fy7l1Y4bzCn
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1.4 He Xin - Another Puppet Just Like Feng Yi 

 

 

Just like Feng Yi, He Xin (何新) is also a staff member at SZ HEC. 

 

- As can be seen in Exhibit 5, He Xin is the legal representative and the sole executive director of FZ 

YZK Pharmtech, an indirect subsidiary of the Hong Kong-listco YC HEC CJ; 

 

- RY Yongxing Technology is a wholly owned subsidiary of N&S International. He Xin has always 

been its legal representative, sole manager and executive director. 

 

 
Exhibit 5 – He Xin’s positions 

 

 
 

Source: https://www.qcc.com/ 

 

 

We can summarize this chapter as follows: 

 

- The two N&S companies, N&S Pharm and N&S International, have always been controlled by SZ 

HEC but pretended to be independent third parties in their various transactions with SZ HEC; 

 

- The two YZG companies, RY YZG Industrial and RY YZG Aluminum, have also been under SZ 

HEC’s control; and 

 

https://www.qcc.com/
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- The two individuals, Feng Yi and He Xin, present themselves as independent third parties but they 

are actually SZ HEC’s staff. 

 

These six entities play an extensive role in SZ HEC’s fraudulent activities. Appendix II lists the 16 puppet 

companies we have found to be deceiving regulators and investors. Virtually all these companies are 

related to the four companies and two individuals named above. 
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Chapter 2 Non-existent Rmb5.5bn Long-term Investment in YD MKR Pharm 
 

 

SZ HEC reported net assets of Rmb25.7bn at the end of 2020. Our analysis and investigation suggest that 

there are blackholes totaling Rmb24.2bn on its 2020 balance sheet, equivalent to 94% of its net assets. 

 

Blackholes in the balance sheet are usually related to the exaggerated profit and loss accounts. We will 

present our evidences of SZ HEC and the two listcos faking their revenues and profits in Part II of this 

report. 

 

 
Exhibit 6 – Rmb24.2bn of asset blackholes 

 

Accounts Details 
Blackholes 

(Rmb m) 

Long-term equity investment 33.9% stake in YD MKR Pharm 5,500 

Intangible assets Patents 1,885 

Intangible assets Non-patented technologies 5,233 

Intangible assets Exploration and mining rights 1,466 

Other non-current assets Installment payments to LZ GYZG Investment 4,610 

Other non-current assets Prepaid clinical trial fees to RY Yuanmao Investment 2,432 

Other non-current assets 
Prepayment of performance bond to RY Yongxing 
Technology 

1,338
*
 

Accounts receivable Fake sales of cordyceps  1,127 

Accounts receivable Sales of technologies to RY Weixiang Technology 637 

Financial assets held for sale Investments in ZJ Zheshang LLP 1,296 

Total 
 

24,186 

 
 

Source: Emerson Analytics 
* Asset blackholes at the end of 2019 and excluded from the total 

 

 

2.1 A Newly Established Associate Valued at Rmb5.5bn? 

 

 

At the end of 2020, SZ HEC had long-term investments totaling Rmb6,074m, with Rmb5,500m of which 

being attributed to an associated company YD MKR Pharm. 

 

Exhibit 7 below presents YD MKR Pharm’s balance sheet numbers reported by SZ HEC. It had total 

assets and net assets of Rmb16,191m, with insignificant debts outstanding at the end of 2020. LZ HEC 

PharmRes, which is regarded as a wholly owned subsidiary of SZ HEC
2
, has a 33.9% stake in YD MKR 

Pharm. Thus, SZ HEC recorded a value of Rmb5,500m ( = 16,191 x 33.9% ) for its long-term investment 

in YD MKR Pharm. 

 

                                                 
2 深圳市東陽光實業發展有限公司 2021 年度第二期超短期融資券募集說明書 (SZ HEC Ultra-short-term Financing Bond Second 

Tranche 2021 Issuing Prospectus, hereinafter referred to as the August Prospectus) published in August 2021, p.142 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=2045764&priority=0
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Exhibit 7 – YD MKR Pharm net assets reported as Rmb16,191m 

 

 
 

Source: SZ HEC 2020 annual report, p.151 

 

Our investigation into changes in YD MKR Pharm’s shareholders and registered/paid-in capital reveals 

the following: 

 

- YD MKR Pharm was established in Yichang City on May 13, 2020 with Rmb10m of registered 

capital. N&S Pharm was the only shareholder and paid in Rmb1m of capital on July 22, 2020; 

 

- On December 23, 2020, LZ HEC PharmRes increased the registered capital of YD MKR Pharm by 

Rmb5.14m in return for a 33.9% stake; and 

 

- However, the two shareholders have never paid in any additional capital, thus leaving the paid-up 

capital unchanged at merely Rmb1m. 

 

How can this company be valued at Rmb5,500m? 

 

 

 

 

 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=1957430&priority=0&ut=Y82KDPpXFBv62bSWQDZWoBRC2dW0smth1U3%2BfMPl9nXoe%2BiYtYJn4c6hrNi%2BqiACt7eBfYajUC5X%0AtOmzPi9DbYNmKzUj1fB36Dp28/M73pQMDQTcQN5zZWCknze20gbsGuIwdYtPYY
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2.2 Net Asset of Rmb0.5m but Reported as Rmb16.2bn 

 

We have obtained key financial figures of YD MKR Pharm from the NECIPS, as shown in Exhibit 8 

below. The company had paid-up capital of Rmb1m at the end of 2020, achieved net loss of Rmb0.4725m 

for the year, with net assets thus at a mere Rmb0.5275m, a minuscule fraction of the Rmb16,191m 

reported by SZ HEC. Can anyone be more outrageous than SZ HEC? 

 

 
Exhibit 8 – Actual YD MKR Pharm net assets merely Rmb0.5m 

 

Year ended Dec 31 (Rmb m) 2020 

Total assets 0.5475 

Total liabilities 0.0200 

Total equity 0.5275 

  
Revenue 0.0000 

Net income -0.4725 

 

 
Source: NECIPS 

 

 

2.3 Attributable Interest Less Than 33.9% 

 

Exhibit 9 below presents the shareholding structure of YD MKR Pharm as at the end of 2020. It is 

obvious that SZ HEC’s attributable interest in YD MKR Pharm is less than the 33.9% claimed. 

 

 
Exhibit 9 – Shareholding structure of YD MKR Pharm 

 

 
 

Source: NECIPS 
The shareholding structures of RY YZG Industrial and YC HEC Pharm can be found in Exhibit 4 and Exhibit 1, respectively 

* 乳源瑤族自治縣寓能電子實業有限公司 
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2.4 BNCT Project in Yichang: Just a Signpost Amid Wild Grass 

 

 

According to the NECIPS, YD MKR Pharm is engaged in businesses relating to boron neuron capture 

therapy (BNCT). The only project related to BNCT in Yichang City is the Changjiang SCSD Health City 

(長江山城水都健康城). According to SZ HEC’s website, “The project calls for total investment of 

Rmb26.8bn on a site planned to exceed 50,000 mu
3
. Driven by BNCT, we aim to build the country’s 

largest treatment center for tumor”. 

 

Our investigators conducted a site visit in mid-2021 based on its overall construction plan. Despite SZ 

HEC’s claim that construction began in March 2018, we could not see any sign of construction. All we 

could see was a signpost touting the project, standing lonelily on a piece of land overgrown with wild 

grass, next to some farm houses. Where are YD MKR Pharm’s Rmb16,191m assets? 

 

 
Exhibit 10 – Changjiang SCSD Health City: signpost amid wild grass 

 

 
 

Source: Emerson Analytics  

                                                 
3 One mu equals 666.67 square meters. So 50k mu is more than 33.3m square meters. 

http://www.hec.cn/news/information/92.html
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Chapter 3 Intangible Asset Blackholes of Rmb8.6bn 
 

SZ HEC’s balance sheet carries Rmb13.7bn of net intangible assets (original cost Rmb15.9bn) at the end 

of 2020. This comprised Rmb2,504m of patents, Rmb6,324m of non-patented technologies and 

Rmb1,857m of exploration and mining rights. 

 

There is no detailed public information about these patents and non-patented technologies except for that 

in 深圳市東陽光實業發展有限公司 2021 年度第一期超短期融資券募集說明書 (SZ HEC Ultra-short-term 

Financing Bond First Tranche 2021 Issuing Prospectus, hereinafter referred to as the April Prospectus) 

published in April 2021. Fortunately, a one-time disclosure is good enough if it is sufficiently detailed. 

 

The April Prospectus covers data as of September 30, 2020. We will ignore the minute differences due to 

the timing of data in our calculations of asset blackholes at the end of 2020. 

 

 

3.1 Acquisition of Patents through Subsidiary’s Equity Issue is a Lie 

 

 

Exhibit 11 below shows the details of the top five patents. As can be seen, the first two items, RNAi-

based pesticide technology and lung cancer detection technology based on microfluidic chips are worth a 

total of Rmb2,038m ( = 1,621 + 417 ) at cost. These two patents have no bearing to SZ HEC’s businesses. 

 

 
Exhibit 11 – Pesticide technology and lung cancer detection technology worth Rmb2,038m at cost 

 

 
 

Source: the April Prospectus, p.175 

 

 

How did this Rmb2,038m of patents come about? It came from the acquisition of patents by way of RY 

HEC Biotech’s equity issue to N&S International in 2018. 

 

 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=1941385&priority=0
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Exhibit 12 – N&S International makes Rmb2,038m equity investment using patents 

 

 
 

Source: SZ HEC 2018 annual report, p.65 

 

 

The so-called equity issue was a lie because SZ HEC says RY HEC Biotech was a wholly owned 

subsidiary. The Rmb2,038m of patents is therefore a blackhole on SZ HEC’s books. 

 

 
Exhibit 13 – SZ HEC indirectly owns 100% of RY HEC Biotech 

 

 
 

Source: the August Prospectus, p.208 
 

 

RY HEC Biotech’s key financial data from the NECIPS, shown in Exhibit 14 below, supports our 

conclusion. At the end of 2018, RY HEC Biotech had total assets of merely Rmb114m, with no sign of 

the purported Rmb2,038m patents. 

 

 

 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=1296282&priority=0&ut=Re/8u/bCSik5XEXzmBXKREUiV3RujX/N1WS/pgGrxfQAZQ%2BIntwbv9Ev4awDpE5m7RxLUIFlnjwI%0Arcts7OuIkh02V%2BvLOS5MsPSJOPWY6fx/DCsOx6r1XTUS8HfevwBSqucwpIp25TqH
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Exhibit 14 – Key financial data of RY HEC Biotech 

 

Year ended Dec 31 (Rmb m) 2018 2019 2020 

Total assets 114 113 129 

Total liabilities 67 21 41 

Total equity 47 91 88 

    
Revenue 3 0 0 

Net income -2 -4 -4 

 

 
Source: NECIPS 

 

 

3.2 The Blackholes of Non-patented Technologies 

 

 

Exhibit 15 below shows the details of the non-patented intangible assets. The cordyceps ecological 

tending technology has a book cost of Rmb2,500m. Three other non-patented technologies, development 

and applications in the hybrid crop seed production technology, technology for the development of new 

crop traits with higher efficiency and reduced burden, and carcinoembryonic antigen detection technology 

based on florescence immunochromatography, are worth Rmb2,951.2m ( = 1,539.8 + 1,026.5 + 384.9 ) in 

total. 

 
Exhibit 15 – Book costs of non-patented technologies 

 

 
 

Source: the April Prospectus, p.175 
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The Rmb2,500m for the cordyceps ecological tending technology is apparently faked. 

 

 

- It is difficult to imagine that an R&D expense can be a very large whole number; 

 

- According to SZ HEC, the cordyceps business contributed Rmb200m of revenue in 2013 and has 

since been growing rapidly. Why would there be a need for additional huge R&D spending? and 

 

- More importantly, as we will prove in Part II of this report, the bulk of the cordyceps business 

revenue has been created out of thin air over a number of years. 

 

 

The Rmb2,951.2m of three other non-patented technologies had two similarities with the Rmb2,038m of 

patents in Section 3.1 above: (i) as shown in Exhibit 16 below, these non-patented technologies also arose 

from “acquisition”, and (ii) these non-patented technologies also had no bearing to the company’s 

existing businesses. It is quite likely that this acquisition of non-patented technologies was just a lie. 

 

 
Exhibit 16 – Three other non-patented technologies acquired 

 

 
 

Source: SZ HEC 2019 annual report, p.76 

 

 

3.3 Amazing Journey to Exploration and Mining Rights Revaluation 

 

 

At the end of 2020, SZ HEC had Rmb1,857m exploration and mining rights on its books, whereas GD 

HEC Tech had Rmb1,002m of such rights. Virtually all of these rights belonged to TZ Shixi Coal’s mines. 

As can be seen from Exhibit 17 below, the shareholding of TZ Shixi Coal went through several changes 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=1624301&priority=0&ut=N/FcFuoLDZvxux//cjTLoY/5%2B6qdR5cGP21SBcoFMdHbD%2B5vR2%2Bv99jXi81r3JRHRyobAN9TZpRh%0AM7jQI9339aMwyR%2BO3ZvDwEdCWQefrksSM9d%2Bm3vIG9spKk12KPgwV92aB1
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during 2011-15, which were closely related to the upward revaluation of various exploration and mining 

rights. 

 

 
Exhibit 17 – Changes in TZ Shixi Coal ownership 

 

 
 

Sources: NECIPS and Emerson Analytics 

* 湖北松宜煤業有限公司 

 

 

(1) The 2011 Transaction 

 

The upper left chart in Exhibit 17 shows the shareholding structure of TZ Shixi Coal at the end of 2011. 

TZ Shixi Coal was reported in SZ HEC’s accounts as an associated company, though it was controlled by 

SZ HEC. GD HEC Tech treated TZ Shixi Coal as its associated company too. 

 

During the year, SZ HEC sold its exploration right of Hongcun Dam – Dazhu Dam Coal Mine (洪村壩 –

大竹壩煤礦) to TZ Shixi Coal. The selling price was Rmb169m
4
 or 15x its original cost of Rmb11m

5
 

for an appreciation of Rmb158m. 

 

                                                 
4 SZ HEC 2011 annual report, p.68 
5 SZ HEC 2011 annual report, p.43 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=356570&priority=0&ut=XjRY7VI5LtocTB77yPrwGDxYVPM2r%2B%2Bvxi8QOmOSFmr7gHO6R4JaICDO7s14pKV4xh2ss1prvXT4%0AYpxFuj2vJ%2BrzIpNcyuSCev/uWaS2LPg/94qQdvSAClJuKQ8%2BJKzCFMF/60D21
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(2) The 2012 Transactions 

 

The next year, TZ Shixi Coal went through three rounds of shareholding changes: 

 

- In July 2012, ZY HEC Industrial acquired 32.1% stake in TZ Shixi Coal from HB Songyi Coal to 

become the majority owner at 53.6%. GD HEC Tech remained at 28.6% and RY YZG Industrial at 

17.9%; 

 

- In September 2012, YC HEC Power bought the entire issued capital of ZY HEC Industrial from SZ 

HEC and RY YZG Aluminum; and 

 

- In December 2012, RY YZG Aluminum bought the entire share capital of ZY HEC Industrial from 

YC HEC Power. 

 

During the year, SZ HEC sold three exploration rights to TZ Shixi Coal. The selling price was Rmb505m
6
 

or 10x its original cost of Rmb50m
7
 for an appreciation of Rmb455m. 

 

(3) The 2013 Transaction 

 

In May 2013, GD HEC Tech bought 13.6% of TZ Shixi Coal from ZY HEC Industrial and another 17.9% 

from RY YZG Industrial, giving it a total of 60%. TZ Shixi Coal has been consolidated by both GD HEC 

Tech and SZ HEC since then. 

 

TZ Shixi Coal’s Rmb1,059m of exploration and mining rights were valued at Rmb1,720m for the purpose 

of these acquisitions, representing an appreciation of Rmb661m
8
. It is worth noting that this value 

appreciation did not show up in GD HEC Tech’s assets, but reduced its capital reserves
9
. 

 

At the end of the year, SZ HEC carried Rmb1,118m
10

 of exploration and mining rights on its books, 

whereas GD HEC Tech’s exploration and mining rights were put at Rmb1,066m
11

. The small gap of 

Rmb52m indicates that SZ HEC had other tiny mines beyond those held by TZ Shixi Coal. 

 

(4) The 2014 Transaction 

 

In December 2014, YD HEC Industrial acquired the entire share capital of ZY HEC Industrial from RY 

YZG Aluminum. This enabled SZ HEC to revalue upward its exploration and mining rights by Rmb854m 

( = 733 + 121 ), as shown in the red box in Exhibit 18 below. 

 

 

 

 

                                                 
6 SZ HEC 2012 annual report, p.92 
7 SZ HEC 2012 annual report, p.61 
8 http://static.cninfo.com.cn/finalpage/2013-03-26/62273391.PDF, p.9 
9 GD HEC Tech 2013 annual report, p.142 
10 SZ HEC 2013 annual report, p.64 
11 GD HEC Tech 2013 annual report, p.122 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=395040&priority=0&ut=ATFM1nVCgwl2m0mbfMyuucFn6LPUzP9tvrp3gwaog96qZSvx1lwHEKLw5QjyoNrQKuAe8z7Nfb6N%0AEqSWq19tCO%2BQtfLoFR5cbeG9LD9%2B1dK%2B%2BF%2B3kOsFC/bRwbHJVWCDM1s0wLj
http://static.cninfo.com.cn/finalpage/2013-03-26/62273391.PDF
http://static.cninfo.com.cn/finalpage/2014-04-09/63808347.PDF
http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=445804&priority=0&ut=dPDMj%2Bls637aG5aeIjDh3o116pNHFIBCzOmpRLFKY27rPv6rtmidzMKPhgEHLeuO6QVJYm/tMyYa%0AOgICZneefs05MD0/pvu%2BCVTukhihrltHszUxilsUo3G25QS/vtN/q3L9vhXHdBVxa
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Exhibit 18 – Corporate merger led to appreciation of exploration and mining rights for SZ HEC 

 

 
 

Source: SZ HEC 2014 annual report, p.50 

 

 

This 2014 purchase premium only appeared on SZ HEC’s books but not those of GD HEC Tech. As 

shown in Exhibit 18, SZ HEC carried exploration and mining rights of Rmb1,984m at the end of 2014. 

On the other hand, GD HEC Tech carried exploration and mining rights of Rmb1,079m
12

. 

 

 

SZ HEC and GD HEC Tech thus carried different values on their books for the same mine. In Exhibit 19 

below, the left side presents details of the exploration rights held by GD HEC Tech at the end of 2019. On 

the right are details of the top five exploration rights held by SZ HEC at the end of September 2020. 

 

As can be seen from Exhibit 19, the Hongcun Dam – Dazhu Dam Coal Mine was valued very differently: 

at Rmb187m in the GD HEC Tech disclosure but almost 4x higher at Rmb728m in the SZ HEC 

disclosure. In four short years, the exploration rights of Hongcun Dam – Dazhu Dam Coal Mine on SZ 

HEC’s books jumped 66 times from Rmb11m to Rmb728m. 

 

 

 

 

 

 

 

 

                                                 
12 GD HEC Tech 2014 annual report, p.113 

http://www.chinamoney.com.cn/dqs/cm-s-notice-query/fileDownLoad.do?mode=open&contentId=516507&priority=0&ut=mDZtrTh3Lux/rqLJcZBpY1JIgMlfPcfmU364ZlWJUjiRKBR%2BsnmQjD8HgqU7/7g8WpuC1jmHpRAS%0A89TEfe/%2BSUClVGoN4sJVRYTOeHK8%2BlZogN6gZBrhREwhoTjKsk8MKUEOetLybC9
http://static.cninfo.com.cn/finalpage/2015-04-03/1200784954.PDF
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Exhibit 19 – Differences of exploration rights between SZ HEC and GD HEC Tech 

 

 
 

Sources: http://static.cninfo.com.cn/finalpage/2020-05-06/1207704049.PDF, p.23 (left) and the April Prospectus, p.176 (right) 

 

 

The series of transactions detailed above allowed SZ HEC to create Rmb1,466m ( = 158 + 455 + 854 ) of 

surplus in its exploration and mining rights out of thin air. For GD HEC Tech, its exploration and mining 

rights asset blackholes amounted to Rmb613m ( = 158 + 455 ). 

 

  

http://static.cninfo.com.cn/finalpage/2020-05-06/1207704049.PDF
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Chapter 4 Rmb7.0bn Blackholes in Other Non-current Assets 
 

 

 

The blackholes in SZ HEC’s other non-current assets involved three puppet companies all related to He 

Xin (please refer to Exhibit 5 above): 

 

 

- LZ GYZG Investment was created on December 28, 2015 with Rmb3m of registered capital and zero 

paid in by He Xin. He is its legal representative, sole manager and executive director; 

 

- RY Yuanmao Investment was established on August 8, 2016 with a registered capital of Rmb5m but 

has not paid up any equity capital so far. He Xin holds the 5% stake and is the sole supervisor; and 

 

- RY Yongxing Technology was established on November 14, 2017 with a registered capital of 

Rmb10m. He Xin is its legal representative, sole manager and executive director. 

 

 

 

4.1 Rmb4.6bn Installment Payments to LZ GYZG Investment 

 

 

 

At the end of 2017-20, SZ HEC had installment payments to LZ GYZG Investment of Rmb800m, 

Rmb2,510m, Rmb4,610m and again Rmb4,610m, respectively. The installment payments arose out of the 

“sale and buy back” trick using two different SZ HEC subsidiaries in the RoSZHEC group: 

 

- In December 2015, YC HEC PharmRes sold 20m shares (25% of the total) in the registered capital of 

DG HEC PharmRes to LZ GYZG Investment at Rmb720m; 

 

- Less than two years later, in September 2017, LZ HEC PharmRes announced its plan to buy back 

those 20m shares (now diluted to 17.8% of total) at a whopping Rmb3.2bn; and 

 

- In December 2018, the purchase price was raised to a staggering Rmb5.0bn. 

 

 

As can be seen in Exhibit 20, LZ GYZG Investment has reported zero interest income from the huge 

amount of installment payments that it supposedly was holding for years. The reality is clear: the assets 

were merely receivables rather than cash. Experienced investors should know that a company with a huge 

amount of receivables matching its payables but without any revenue/costs is usually a vehicle for 

accounting fraud. 
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Exhibit 20 – Key financial data of LZ GYZG Investment 

 

Year ended Dec 31 (Rmb m) 2016 2017 2018 2019 2020 

Total assets 720 820 2,510 4,610 4,610 

Total liabilities 720 820 2,510 4,610 4,610 

Total equity 0 0 0 0 0 

 
 

    
Revenue 0 0 0 0 0 

Net income 0 0 0 0 0 

 
 

    
Installment payments   800 2,510 4,610 4,610 

 

 
Sources: NECIPS and Emerson Analytics 

 

 

4.2 Rmb2.4bn Clinical Trial Fees Prepaid to RY Yuanmao Investment 

 

 

At the end of 2017-20, the clinical trial fees prepaid to RY Yuanmao Investment stood at Rmb601m, 

Rmb1,727m and Rmb2,559m and Rmb2,432m, respectively. The balance of clinical trial fees prepaid on 

SZ HEC’s balance sheet should match the balance of deposits in RY Yuanmao Investment’s books
13

. 

 

Exhibit 21 below shows the key financial data of RY Yuanmao Investment. At the end of 2020, its total 

assets were Rmb81m and total liabilities Rmb133m, significantly less than the amount of clinical trial 

fees it supposedly had received from SZ HEC. 

 

 
Exhibit 21 – Key financial data of RY Yuanmao Investment 

 

Year ended Dec 31 (Rmb m) 2017 2018 2019 2020 

Total assets 601 2 73 81 

Total liabilities 601 119 168 133 

Total equity 0 -118 -95 -52 

     
Revenue 0 0 396 240 

Net income 0 -118 23 43 

     
Clinical trial fees 601 1,727 2,559 2,432 

 

 
Sources: NECIPS and Emerson Analytics 

 

 

                                                 
13 As the clinical trial progressed, RY Yuanmao Investment would recognize portion of its deposits as revenue, thereby reducing the balance 

of deposits. Simultaneously, SZ HEC would recognize the same amounts of clinical trial fees prepaid as intangible assets or as expenses, thus 

reducing the balance of clinical trial fees prepaid. 
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4.3 Prepayment of Performance Bond to RY Yongxing Technology 

 

At the end of 2017-20, the performance bond paid to RY Yongxing Technology stood at Rmb600m, 

Rmb1,210m, Rmb1,338m and zero respectively. This performance bond arose from the “buy and sell 

back” scheme over a 25% stake in GD HEC Pharm. 

 

- In March 2017, DG HEC PharmRes and RY HEC Industrial bought a 25% stake in GD HEC Pharm 

from N&S Pharm; 

 

- According to the transfer agreement, N&S Pharm will receive 49% of the net income arising from the 

sales of drugs being developed by GD HEC Pharm. RY Yongxing Technology is nominated by Mo 

Kit to receive the performance bond; 

 

- In March 2020, DG HEC PharmRes and RY HEC Industrial sold back the 25% stake to N&S Pharm. 

RY Yongxing Technology returned all the performance bond; and 

 

- Currently, N&S Pharm holds 15.9% stake through its subsidiaries due to share dilution of GD HEC 

Pharm. 

 

Exhibit 22 below shows the key financial data of RY Yongxing Technology. At the end of 2019, it had 

total assets of merely Rmb10m, way below the Rmb1,338m performance bond that it supposedly had 

received. Clearly, the performance bond was a complete farce. 

 

The change in performance bond outstanding from Rmb1,338m at the end of 2019 to zero next year was, 

therefore, not a matter of returning the performance bond. It was simply that SZ HEC managed to exploit 

bigger asset blackholes to cover up this one. 

 
Exhibit 22 – Key financial data of RY Yongxing Technology 

 

Year ended Dec 31 (Rmb m) 2017 2018 2019 2020 

Total assets 600 10 10 52 

Total liabilities 600 0 8 50 

Total equity 0 10 2 3 

     
Revenue 0 0 0 0 

Net income 0 0 -8 0 

     
Performance bond 600 1,210 1,338 0 

 

 
Sources: NECIPS and Emerson Analytics 

 

As shown in Exhibits 20, 21 and 22, the three companies in this chapter display a similar financial pattern. 

RY Yuanmao Investment and RY Yongxing Technology made their total assets/liabilities match the 

“money” from SZ HEC only in 2017. Compared with them, the crooks seemed to be more serious about 

matching LZ GYZG Investment’s accounts for all years.  
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Chapter 5 Blackholes in Accounts Receivable and Financial Assets Held for Sale 
 

 

At the end of 2020, SZ HEC had Rmb4,273m of accounts receivable and Rmb7,305m of financial assets 

held for sale. We reckon that as much as Rmb3,060m in these two accounts did not really exist. 

 

 

5.1 Rmb1.8bn Accounts Receivable from Fake Cordyceps and Technologies Sales 

 

 

As we will explain in Section 1.1 in Part II of this report, SZ HEC’s sales of cordyceps to top clients were 

a complete lie. Three of these “clients”, namely GZ ZCT Trading, GZ Hengtai Biotech and GZ Lisheng 

Trading also appeared in SZ HEC’s list of top five accounts receivable. At the end of 2020, its accounts 

receivable from the three companies totaled Rmb1,127m, which must be blackholes. 

 

 
Exhibit 23 – Top five accounts receivable 

 

 
 

Source: SZ HEC 2020 annual report, p.51 

 

 

SZ HEC sold patented and non-patented technologies to RY Weixiang Technology worth Rmb187m and 

Rmb601m
14

, respectively, in 2019 and 2020. As shown in Exhibit 23, it had Rmb637m of accounts 

receivable from RY Weixiang Technology at the end of 2020, presumably from the sale of such 

technologies. 

 

RY Weixiang Technology is 97% controlled by N&S International which is completely under SZ HEC’s 

control. It is difficult to believe that the accounts receivable between them actually exists as transactions 

between independent entities. 

 

                                                 
14 SZ HEC 2020 annual report, p.168 
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5.2 Rmb1.3bn Financial Assets Held for Sale 

 

 

In 2017, SZ HEC made an investment through DG HEC PharmRes of Rmb2.0bn
15

 into Zhejiang 

Zheshang Industry-finance Limited Liability Partnership (浙江浙商產融投資合夥企業（有限合夥）, ZJ 

Zheshang LLP). ZJ Zheshang LLP holds 99.999% of Zhejiang Zheshang Industry-finance Holdings 

Limited (浙江浙商產融控股有限公司, ZJ Zheshang). However, ZJ Zheshang LLP, said to be the largest 

investor in Zhejiang province, has now slid into a huge financial crisis
16

. 

 

According to the NECIPS, RY YZG Aluminum “luckily” obtained an investment worth Rmb704m from 

ZJ Zheshang in 2020. Given that RY YZG Aluminum is actually controlled by SZ HEC, the investment 

of Rmb2.0bn should result in a blackhole of Rmb1,296m ( = 2,000 – 704 ). 

 

                                                                                      

 

 

Before we continue into Part II of this report, we want to note that SZ HEC is the most outrageous, absurd 

and unscrupulous of all the companies that we have busted for faking their accounts, and we believe our 

readers will agree with us. 

 

When we publish this report electronically on the Internet and distribute it to our readers, we have posted 

a printed version to various Chinese regulatory authorities. These include the China Banking and 

Insurance Regulatory Commission, the China Securities Regulatory Commission and the People’s Bank 

of China. We are convinced that they will take appropriate and effective regulatory actions. 

  

                                                 
15 SZ HEC 2020 annual report, p.60 
16 誰是浙商產融?號稱浙江最大投資企業 接盤盾安資產曾踩雷宜華系 

千億資本巨頭“四面楚歌” 

https://www.sohu.com/a/470032426_114988
https://finance.sina.com.cn/jjxw/2021-09-17/doc-iktzscyx4719845.shtml
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Appendix I SZ HEC’s Subsidiaries in the Report 
 
Short name Full name Chinese name Part of 

CQ HEC Industrial 
Chongqing HEC Industrial 
Development Co., Ltd. 

重慶東陽光實業發展有限公司 RoSZHEC 

DG HEC Industrial 
Dongguan HEC Industrial 
Development Co., Ltd. 

東莞市東陽光實業發展有限公司 RoSZHEC 

DG HEC PharmRes 
Dongguan HEC Pharm 
Research Co., Ltd. 

東莞東陽光藥物研發有限公司 RoSZHEC 

FZ YZK Pharmtech 
Fuzhou YZK Pharmtech Co., 
Ltd. 

福建省福州陽之康醫藥科技有限公

司 
YC HEC CJ 

GD HEC Pharm 
Guangdong HEC Pharm Co., 
Ltd. 

廣東東陽光藥業有限公司 RoSZHEC 

HEC Technology 
(HK) 

HEC Science & Technology 
(Hong Kong) Company Limited 

東陽光科技（香港）有限公司 RoGDTECH 

LZ HEC PharmRes 
Linzhi HEC Pharm Research 
Co., Ltd. 

林芝東陽光藥業研發有限公司 RoSZHEC 

RY HEC Biotech Ruyuan HEC Biotech Co., Ltd. 
乳源瑤族自治縣東陽光生物科技有

限公司 
RoSZHEC 

RY HEC Industrial 
Ruyuan HEC Industrial 
Development Co., Ltd. 

乳源瑤族自治縣東陽光實業發展有

限公司 
RoSZHEC 

RY HEC 
Management 

Ruyuan HEC Management Co., 
Ltd. 

乳源瑤族自治縣東陽光企業管理有

限公司 
RoSZHEC 

RY Ruifeng Trading 
Ruyuan Ruifeng Trading Co., 
Ltd. 

乳源瑞豐貿易有限公司 RoGDTECH 

SZ HEC Health Shenzhen HEC Health Co., Ltd. 深圳市東陽光健康藥業有限公司 RoSZHEC 

SZ HEC Pharm Shenzhen HEC Pharm Co., Ltd. 深圳市東陽光藥業有限公司 RoSZHEC 

TZ Shixi Coal Tongzi Shixi Coal Co., Ltd. 桐梓縣獅溪煤業有限公司 RoGDTECH 

YC HEC Pharm Yichang HEC Pharm Co., Ltd. 宜昌東陽光藥業股份有限公司 RoSZHEC 

YC HEC PharmRes 
Yichang HEC Pharm Research 
Co., Ltd. 

宜昌東陽光藥研發有限公司 RoSZHEC 

YC HEC Power Yichang HEC Power Co., Ltd. 宜昌東陽光火力發電有限公司 RoSZHEC 

YC SCK Trading Yichang SCK Trading Co., Ltd. 宜昌盛草康商貿有限公司 RoSZHEC 

YC SCSD Cordyceps 
Yichang SCSD Cordyceps Co., 
Ltd. 

宜昌山城水都冬蟲夏草有限公司 RoSZHEC 

YD HEC Industrial 
Yidu HEC Industrial 
Development Co., Ltd. 

宜都市東陽光實業發展有限公司 RoSZHEC 

YD Hongshuo 
Trading 

Yidu Hongshuo Trading Co., Ltd. 宜都市宏碩貿易有限公司 RoSZHEC 

YD Nengda Trading Yidu Nengda Trading Co., Ltd. 宜都能達貿易有限公司 RoSZHEC 

ZY HEC Industrial 
Zunyi HEC Industrial 
Development Co., Ltd. 

遵義市東陽光實業發展有限公司 RoSZHEC 
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Appendix II Puppet Companies 
 
Short name Full name Chinese name Related? 

GZ Hengtai Biotech 
Guangzhou Hengtai Biotech 
Co., Ltd. 

廣州亨泰生物科技有限公司 N.A. 

GZ Lisheng Trading 
Guangzhou Lisheng Trading 
Co., Ltd. 

廣州麗生貿易有限公司 N.A. 

GZ ZCT Trading 
Guangzhou ZCT Trading Co., 
Ltd. 

廣州正春堂貿易有限公司 Y 

LZ GYZG Investment 
Linzhi GYZG Investment Co., 
Ltd. 

林芝市巴宜區高原之光投資有

限公司 
Y 

LZ HSHS GP 
Linzhi HSHS General 
Partnership 

林芝市巴宜區好山好水投資合

夥企業（普通合夥） 
Y 

LZ ZCT Trading Linzhi ZCT Trading Co., Ltd. 
林芝市巴宜區正春堂商貿有限

公司 
Y 

N&S International 
North & South Brother 
International Investment H.K. 
Co. Limited 

香港南北兄弟國際投資有限公

司 
Y 

N&S Pharm 
North & South Brother 
Pharmacy Investment 
Company Limited 

南北兄弟藥業投資有限公司 Y 

RY Anyu Industrial 
Ruyuan Anyu Industrial 
Development Co., Ltd. 

乳源瑤族自治縣安宇實業發展

有限公司 
Y 

RY Weixiang 
Technology 

Ruyuan Weixiang Technology 
Co., Ltd. 

乳源縣維香科技有限公司 Y 

RY Yongxing 
Technology 

Ruyuan Yongxing Technology 
Co., Ltd. 

乳源縣永星技術服務有限公司 Y 

RY Yuanmao 
Investment 

Ruyuan Yuanmao Investment 
Co., Ltd. 

乳源瑤族自治縣源茂投資有限

公司 
Y 

RY YZG Aluminum 
Ruyuan YZG Aluminum Co., 
Ltd. 

乳源陽之光鋁業發展有限公司 Y 

RY YZG Industrial 
Ruanyuan YZG Industrial 
Development Co., Ltd. 

乳源瑤族自治縣陽之光實業發

展有限公司 
Y 

TJ Zhenxiang Trading 
Tianjin Zhenxiang Trading Co., 
Ltd. 

天津禎祥國際貿易有限公司 N.A. 

YD MKR Pharm 
Yidu MKR Pharm Technology 
Co., Ltd. 

宜都邁凱瑞醫藥科技有限公司 Y 
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