Shandong Xinhua Pharmaceutical Company Limited
Explanation to the Procedures of Nominating Candidate of Director by Shareholder 

（This explanation has been prepared in both Chinese and English. In the event of any discrepancy between the two versions, the Chinese version shall prevail.）
I. A list of candidates to be appointed as directors of the Company shall be submitted to the shareholders’ at a shareholders’ general meeting in the form of motion for approval.
Candidates for independent directors of the Company shall be nominated by the Company’s shareholders who individually or jointly hold 1% or more of the Company’s voting shares and such candidates shall be considered for election by the shareholders at a shareholders’ general meeting.
Candidates other than those nominated as independent directors shall be nominated by the shareholders who individually or jointly hold 5% or more of the Company’s voting shares and shall be considered for election elected by the shareholders at a shareholders’ general meeting.
II. Independent directors shall be elected in the following manner:
(1) the nominator of a candidate for independent director shall seek the consent of the nominee, review and consider the occupation, academic qualifications, rank and detailed working experience including all part-time jobs of the nominee and shall obtain from the nominee written evidence of the same for the Company’s consideration before making the nomination. The candidate shall provide written confirmation to the Company agreeing to be nominated, and shall provide an undertaking in relation to the truthfulness and completeness of his particulars disclosed and shall guarantee the performance of a director’s duties after being elected.

(2) the nominator of an independent director shall give an opinion in respect of the qualifications and independence of the nominee to act as an independent director. The nominee shall make an open announcement as to the absence of any relation between the Company and him or her which would affect his independent and objective judgment.

(3) if the nomination of candidates for independent directors is made before the Company’s convening of a board meeting, the written proofs of the nominee referred to in sub-paragraphs (1) and (2) above shall be disclosed together with the board resolution.

(4) If the shareholders who individually or jointly hold 1% or more of the Company’s voting shares puts forward a provisional motion in an AGM of the Company for election of independent directors, a written notice stating their intention to nominate a candidate for directors and the nominee’s consent to be nominated together with the written proofs and undertaking of the nominee referred to in sub-paragraphs (1) and (2) above shall be delivered to the Company not less than seven (7) days before the general meeting, and the period granted by the Company for lodging the above notice and documents by the relevant nominator (such period shall commence from the date after the issue of the notice of the general meeting) shall not be less than seven (7) days.

(5) Before a shareholders’ general meeting for election of independent directors is convened, the Company shall submit the relevant information of all nominees to the securities regulatory authority. The written opinions of the board of directors shall also be submitted where the Company’s board has any dispute as to the particulars of the nominee and that the nominee may not be included as a candidate for independent directors. When convening a general meeting to elect independent directors, the Company’s board shall specify if the securities regulatory authority has any dispute as to the suitability of candidates for independent directors.
III. Non-independent directors shall be elected in the following manner:

(1) the nominator of a candidate for non-independent director shall seek the consent of the nominee, review and consider the occupation, academic qualifications, rank and detailed working experience including all part-time jobs of the nominee and provide written proofs of the same to the Company before making the nomination. The candidate shall provide written confirmation to the Company agreeing to be nominated, and shall provide an undertaking in relation to the truthfulness and completeness of his particulars disclosed and guaranteeing the performance of a director’s duties after being elected.

(2) If the nomination of candidates for non-independent directors is made before the Company’s convening of a board meeting, the written proofs of the nominee referred to in sub-paragraph (1) above shall be disclosed together with the board resolution.

(3) If the shareholders who individually or jointly hold 5% or more of the Company’s voting shares puts forward a provisional motion at an AGM of the Company for election of non-independent directors, a written notice stating their intention to nominate a candidate for directors and the nominee’s consent to be nominated together with the written proofs and undertaking of the nominee referred to in sub-paragraph (1) above shall be delivered to the Company not less than seven (7) days before the general meeting, and the period granted by the Company for lodging the above notice and documents by the relevant nominator (such period shall commence from the date after the issue of the notice of the general meeting) shall not be less than seven (7) days.
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