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PROPOSED DISTRIBUTION OF SPECIAL DIVIDEND
Reference is made to the announcement of Shandong Xinhua Pharmaceutical Company Limited (the “Company”, together with its subsidiaries, the “Group”) dated 18 October 2017 in relation to the notice of meeting (the “Meeting”) of the board of directors (the “Board”) of the Company for the recommendation of a special dividend. 
At the Meeting dated 30 October 2017, the Board resolved to recommend a special dividend (“Special Dividend”) of RMB0.3 (tax included) in cash for every 10 shares of the Company (“Shares”) based on the number of the total issued Shares of 478,353,421 Shares as of the date of the Meeting, amounting to RMB14.351 million in total.
The distribution of the Special Dividend is subject to the approval of the shareholders of the Company (the “Shareholders”) at an extraordinary general meeting (“EGM”) to be held.  Subject to the approval of the Shareholders at the EGM:
(a)  the dividend to the Shareholder of H Shares (“H Shareholders”) will be denominated and declared in Renminbi (“RMB”) and payable in Hong Kong dollar (“HKD”) and the actual dividend amount per Share in HKD will be calculated based on the average RMB/HKD benchmark rates to be released by the People’s Bank of China for the week before the date on which the EGM will be held (the day of the EGM inclusive); and

(b) the register of members of the H Shares of the Company will be closed from Friday, 29 December 2017 to Thursday, 4 January 2018 (both days inclusive) for determining the entitlement to the Special Dividend, during which no H Share transfer will be registered. All properly completed H Share transfer forms accompanied by the relevant share certificates must be lodged with the Company’s H Share registrar in Hong Kong, Hong Kong Registrars Limited at Shops 1712-16, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, no later than 4:30 p.m. on Thursday, 28 December 2017. Subject to the approval of the Shareholders at the EGM, the Special Dividend payable to the H Shareholders (whose names appear on the Company’s register of holders of H Shares on Thursday, 4 January 2018) will be paid on or before Friday, 19 January 2018.
In accordance with the Regulation on the Implementation of the Enterprise Income Tax Law of the People’s Republic of China which came into effect on 1 January 2008 and the Enterprise Income Tax Law of the People’s Republic of China which came into effect on 24 February 2017, the Company is required to withhold and pay enterprise income tax at the rate of 10% on behalf of  the non-resident enterprise Shareholders whose names appear on  the register of members for H Shares when distributing dividends. Subject to the approval of the Special Dividend at the EGM, the Company shall withhold and pay enterprise income tax in respect of the Special Dividend for the non-resident enterprise Shareholders whose name would appear on the register of members for H Shares on Thursday, 4 January 2018.
Subject to the approval of the Special Dividend at the EGM, any resident enterprise (as defined in the Enterprise Income Tax Law of the People’s Republic of China) listed on the Company’s register of the holders of H-shares that is duly set up in the People’s Republic of China (the “Mainland China”) or is set up in accordance with the laws of a foreign country (or a region) with a PRC-based de facto management body, and does not wish the Company to withhold the said 10% enterprise income tax, shall submit to Hong Kong Registrars Limited a legal opinion issued by a lawyer qualified at the laws of Mainland China (and inscribed with the seal of the relevant law firm) confirming its resident enterprise status no later than 4:30 p.m. on Wednesday, December 2017.
[bookmark: _GoBack]Subject to the approval of the Special Dividend at the EGM, pursuant to the rules of exemption of foreign individuals from individual income tax on dividend distributed by foreign-invested enterprises, which are set out in the Notice of the Ministry of Finance and the State Administration of Taxation on Certain Policies Regarding Individual Income Tax (Caishui [1994] 20) (《財政部國家稅務總局關於個人所得稅若干政策問題的通知》（財稅「1994」20 號）) dated 13 May 1994, when the Company distributes the Special Dividend to its H Shareholders who are individuals (“Individual H Shareholders”) and whose names appear on the Company’s register of holders of H Shares on Thursday, 4 January 2018, the Company will distribute in full the Special Dividend to such Individual H Shareholders (not including Investors of SZSE Southbound Trading (as defined below) who are domestic individuals in the Mainland China).
For investors of the Shenzhen Stock Exchange (including corporations and individuals) investing in the H Shares of the Company through Shenzhen-Hong Kong Stock Connect (“Investors of SZSE Southbound Trading”), the Company will sign an Agreement on Distribution of Cash Dividends of H Shares for Southbound Trading (港股通H股股票現金紅利派發協議) with the Shenzhen Branch of China Securities Depository and Clearing Corporation Limited, pursuant to which, the Shenzhen Branch of China Securities Depository and Clearing Corporation Limited will, as the nominee of the Investors of SZSE Southbound Trading, receive all cash dividend distributed by the Company and distribute the cash dividend to the relevant Investors of SZSE Southbound Trading through its depositary and clearing system. The cash dividend for the Investors of SZSE Southbound Trading will be paid in RMB. Taxes shall be withheld pursuant to the Notice on the Tax Policies Related to the Pilot Program on the Interconnection Mechanism of the Shenzhen-Hong Kong Stock Market Transactions (關於深港股票市場交易互聯互通機制試點有關稅收政策的通知) (Cai Shui [2016] No. 127). For dividends payable to domestic individual investors from investing in H shares listed on the Hong Kong Stock Exchange through Shenzhen-Hong Kong Stock Connect, an H share issuer shall withhold individual income tax at the rate of 20% on behalf of such investors. For dividends received by domestic securities investment funds from investing in shares listed on the Hong Kong Stock Exchange through Shenzhen-Hong Kong Stock Connect, the tax payable shall be the same as that for domestic individual investors in Mainland China. An H-share issuer shall not withhold income tax on dividends for domestic corporate investors and those domestic corporate investors shall report and pay the relevant tax by themselves.
All Shareholders and investors are requested to read this announcement carefully. Should you wish to change your Shareholder status, please consult your agent or trust institution in relation to the relevant procedures. Subject to the approval of the Special Dividend at the EGM, the Company will withhold the applicable tax as required by law on the abovementioned basis in accordance with the Company’s register of members of H Shares on Thursday, 4 January 2018. 
The Company assumes no liability in respect of any claims arising from any delay in determining, or inaccurate determination of, the Shareholder status or any disputes over the tax withholding mechanism. 
Subject to the approval of the Special Dividend at the EGM, the Company’s H-Share dividend receiving agent is expected to pay the Special Dividend (net of the applicable withholding tax) to H Shareholders and dispatch the relevant cheques by ordinary post to the respective registered addresses of the entitled H Shareholders as shown on the register of members for H Shares on Thursday, 4 January 2018 at their own risk.
A circular and a notice of EGM containing, amongst others, details of the EGM and the book closure arrangement of the EGM will be despatched to the H Shareholders in due course.
By Order of the Board
Shandong Xinhua Pharmaceutical Company Limited
Zhang Daiming
Chairman
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