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Financial Highlights

MBERE

Unaudited
RIREX
For the six months ended
30 September
BZENRLA=1THLAREA

Change in
2016 2015  percentage
—B-RE —E—hF BoOLLEE
HK$'000 HK$'000
BT T BETT
Sales —E X 1,859,477 1,693,019 +9.8%
Gross profit ESV] 1,210,843 1,171,736 +3.3%
Gross profit margin FEFIE 65.1% 69.2%
Operating Profit & B AT 662,555 733,809 -9.7%
EBITDA margin® EBITDAR~ 42.4% 49.2%
EBIT margin EBITE 35.6% 43.3%
Profit before income tax B F B ZH 686,497 760,290 -9.7%
Profit attributable to the equity holders NATIRESIER A
of the Company FEAE &R 557,753 565,340 -1.3%
HK cents HK cents
gl il
Earnings per share BRAET
— Basic — &R 17.95 18.20 -1.4%
— Diluted — ¥ 17.95 18.18 -1.3%
Unaudited Audited
RICEZ REZ
As at As at
30 September 31 March
2016 2016
R=ZB-—RE RIZT—RF
AA=+H =A=+—H
HKD’000 HKD’'000
BT T BT
Net cash* FH e 4,723,562 3,503,706
+ “Net Cash” means “Restricted bank deposits” plus “short-term time  + [FRE] ER [ ZRHRITHFR] NG H

deposits” and “cash and cash equivalents” and minus “Borrowings”.

* “EBITDA margin” means “Earnings before taxes, interest, depreciation,
and amortization” divided by Sales”.

EBER MRERREEEN) B E
%o

* [EBITDAR | 10 [BR7R - B  E KB
RTHY LR | BRIA [ 5E5R o
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Management Discussion and Analysis

INDUSTRY REVIEW
Overview of the tobacco industry

As an important component of the national economy, the tobacco
industry is closely related to the national economy and social
development. When macro economy grows rapidly and external
development environment becomes relaxed, the sales of tobacco tend
to show a trend of fast growth. With China’s economy entering into
a period of the New Normal, tobacco sales growth tend to slow down
as well. The current factors, including those of continuing downward
trend of the macro economy, the tobacco control becoming more
stringent and the tobacco consumption reaching a turning point,
have posed sustained pressure on the cigarettes sales. In the first half
of 2016, total sales volume of cigarettes was about 24.37 million
cases, representing a decrease of approximately 7.5% as compared to
the corresponding period of the previous year; production volume of
cigarettes was about 23.23 million cases, representing a decrease of
approximately 6.5% as compared to the corresponding period of the
previous year. Sales volume was slightly higher than the production,
which could help reduce the inventory, but the total inventory still
stayed high. By the end of September 2016, the inventory of the
industry amounted to 5.54 million cases, increased by 650,000 cases,
or approximately 13.3% as compared to the corresponding period of
the previous year. Except Class Il cigarettes which achieved growth,
the sales volume of cigarettes of all other classes all recorded various
levels of decreases as compared to the corresponding period of the
previous year. In particular, the sales volume of Class | cigarettes
dropped most significantly by 678,000 cases, representing a decrease
of 11.0%, which was 4.5 percentage points more than the nation-
wide average of decrease. However, the slim cigarette showed a
trend of rapid growth. In the first half of this year, the overall sales
volume for slim cigarettes amounted to 633,000 cases, representing
an increase of 316,000 cases or 100.3% as compared to the
corresponding period of the previous year. (Source: “The Tobacco
Market of China”)

BEENWED
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B R R I RSN B BIR IR AR R AT
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HEAFBRE  BEHEEIERODTERE - 28
EOERE T EEESABEEMBEH
BERYREERMN B EHEEK TH
BEH  —T—RFL¥F >2ELHEBE
42,4378/ AR LPH75% EEBE
23238/ AL RLL65% - HEaBaR
EE HRREEFTE—TMNER  BHEEE
BMARERSMN - BIE—T—RNFALAK 1T
¥ THERFSS4EM - REIEMesEMH - 495
13.3% - B BEBEERERUIN - BB
BEHERLHHEB T TRAEEN TR - — 48
WBIEHE TR ARTE R 67.88%4 -
IRE11.0%  ®HEEFHBRIE4SEE D
2o B EANRRESRIERMBE - ¥
FRHEMATIERIEE3 38 LMY

31.68 7% HIEA100.3% ° (B KR : (F
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Management Discussion and Analysis (cont'd)

With various smoking ban legislations and tobacco controlling
policies imposed by central and local governments, the scope as well
as the implementation of non-smoking area in public places have
been expanding, and as a result the tobacco control policies and
legislations have become stricter and the consumption environment of
cigarettes has become more complicated. Following the promulgation
and implementation of the new Advertising Law in 2015, tobacco
control measures have been gradually streamlined. The restrictions
on cigarette marketing environment, areas, methods and means have
in turn become more rigid, and consequently the marketing space
of the tobacco market is becoming narrower and narrower. On the
other hand, the tax-induced price hike policy which has raised the
consumption tax and wholesale price and subsequently escalated the
consumption cost of cigarettes, as well as the slowdown of population
growth and the improvement of people’s health awareness, all of
which to a certain extent have suppressed the demand for cigarette
consumption. In general, cigarette consumption targets, consumption
venues and consumption methods have been changing gradually.
Cigarette consumption has become more rational. Cigarette smoking
per capita and the demand for high-priced cigarettes have shown a
distinctive downward trend, which has posed certain pressure on the
growth of cigarette sales volume and the upgrade of consumption
structure.

However, despite the mounting downward macroeconomic pressure,
the tobacco industry continues to make large contributions to the
fiscal revenue of China. In 2015, the total profit tax from the industry
amounted to RMB1,143.6 billion, representing an increase of 8.7%
as compared with the corresponding period of the previous year.
The total amount for the period from January to September this
year was RMB841 billion. The general cigarette consumption in the
international market shows that the market demand for cigarettes
consumption in the low-to-medium income stage continues to grow,
but becomes saturated when their income increases to a certain level,
while the market demand in the high-income stage continues to
decline. The overall cigarette consumption market in our country is
declining, but some niche markets still have certain room to grow. A
new round of industrial adjustment will start again. New regulatory
requirements, new industry standards, new market demands will lead
to a new industry pattern.

EEENWR DT m®
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Management Discussion and Analysis (cont'd)

Overview of the food & beverage and fragrances industries

With the macro-economy of our country entering into the New
Normal, the food and beverage industry, as a traditional necessity
industry, has also faced tremendous challenges. In the first half of
2016, although total corporate revenue of the food industry in China
still recorded a certain degree of growth, the growth rate of revenue
slowed down. Although dairy products saw a rebound, the dramatic
increase of imported dairy products generated a huge impact on
the domestic market. Although the total production volume of the
beverage industry increased as compared to the same period of the
previous year, the production volumes of carbonated drinks and fruit
and vegetable juice drinks decreased in certain degrees as compared
to the same period of the previous year.

In recent years, although people’s income level has been increasing
year after year, the proportion of disposable income of every household
on fast-moving consumer goods has been gradually decreasing. Zero
growth was recorded last year. With the improvement of people’s
health consciousness, more and more consumers want to seek
more balanced life through spending on healthier and safer food.
The food safety scandals exposed in recent years have intensified
such trend. Besides the health trend, food and beverages have also
demonstrated a trend of moving upmarket. Healthy, personalized,
natural and functional food products have become more and more
popular among consumers.

In respect of the fragrances industry, under the current situation
where the economy growth slows down and competition becomes
more intense, consumers tend to remain cautious on consumption.
The overall growth rate of the fragrances industry in China has
slowed down, but the trend of consumption upgrade has never
stopped. Consumers’ demand for high-quality products continue to
rise, and the competition in the fragrances consumer goods market
becomes increasingly fierce. According to the statistics of the National
Bureau of Statistics, the GDP growth in the first half of 2016 was
6.7% as compared to the same period of the previous year. The total
retail sales volume of social consumer goods increased by 10.3% as
compared to the same period of the previous year. The growth rate
hit a record low this year. Among them, the cosmetic was still the
fastest growing sector of the fragrances industry. Also, the soap and
synthetic detergent manufacturing sectors developed rapidly. Some
surveys have shown that consumers’ consumption habits of laundry
have already changed. Nearly 80% of the consumers prefer laundry
detergents, while soap and washing powder are the second and
the third choices for consumers. Concentrated laundry detergents
gradually become a new trend, because from the perspective of
suggested usage amounts, concentrated laundry detergents can save
more money. Currently, the market share of concentrated laundry
detergents is less than 4%, and there will be more room to grow in
the future.

EEEWwR DT @
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Management Discussion and Analysis (cont'd)

Overview of the RTL industry

In recent years, the market demand for RTL has presented a downward
trend, which is primarily due to the impact of decreasing sales volume
of cigarettes in the PRC. In fact, the demand for RTL is positively
correlated to the sales volume of cigarettes, the development trends
of RTL and cigarettes are basically the same. In respect of supply, the
market of RTL is still overwhelmed by oversupply due to the newly
released RTL production capacities all over the country. Furthermore,
as the inventory level of tobacco leaves remains high, the tobacco
companies’ willingness to use RTL has been indirectly reduced.

At the end of 2014, the STMA formulated a three-year adjustment
plan with respect to the production of tobacco leaves, pursuant to
which it plans to adjust the tobacco leaves inventory to a reasonable
level by progressive adjustments on the purchase plan of tobacco
leaves in three consecutive years. In addition, through a five-year
optimization adjustment process, the STMA also plans to achieve a
new situation of production of tobacco leaves, in which sales and
production are balanced, the demand is properly met, and the
production is highly efficient. As this year is the last year of the
three-year adjustment plan with respect to the production of tobacco
leaves, it is reported that the actual planting area for tobacco leaves
this year amounted to 16.195 million mu, representing a decrease
of approximately 285,000 mu as compared with the plan. However,
due to the backdrop of continuing decline in the production and sales
volumes of cigarettes, the inventories of tobacco leaves in industry
enterprises did not show any signs of significant relief. By the end of
2015, the overall industrial and commercial inventories of tobacco
leaves were approximately 5.15 million tonnes, which were available
to use for more than 37 months, occupying industrial capital of
RMB370 billion. As such, to clear the inventories is still a difficult task.
(Source: "The Tobacco Market of China”)

Overview of the innovative tobacco products industry

In recent years, due to the impact of the ever-tightening smoking
ban policies in public area, continuous increase in cigarette tax, and
the constant changes in market environment as well as economic
policies, sales volume of cigarettes has shown a certain degree of
decline in many countries, especially in Europe and other developed
countries. In contrast to the declining market share of traditional
tobacco products, the market size of innovative tobacco products has
been steadily expanding in recent years. Innovative tobacco products
have become more and more popular among tobacco manufacturers,
technology companies and consumers around the world.

EEENWR DT m®
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Management Discussion and Analysis (cont'd)

Among the innovative tobacco products, e-cigarettes top other
innovative tobacco products in terms of its development speed,
consumer growth and market impact. Currently, the biggest market
for e-cigarettes is still the North American market, and the sales
volume of e-cigarettes in North America accounted for more than
40% of the global sales in 2015. It is expected that the market growth
rate of e-cigarettes will reach 27% by 2021, while the market share
of e-cigarettes in Asia Pacific is expected to reach 21% by 2021, and
the global market size of e-cigarettes will amount to USD32.0 billion.
(Source: "E-cigarette Market Forecast from 2016 to 2021")

With the market size of e-cigarettes continuously expanding,
the product types have become more diversified, and the related
legislation and regulation also tend to be tightening. In 2016, the U.S.
Food and Drug Administration Regulation and the European Union
Tobacco Products Directive Order were promulgated and came into
effect, which implied that every e-cigarette product must comply
with the entry requirements before entering into the markets of
the U.S. and the European Union in the future and obtain relevant
certification before sale. The implementation of these regulations
has undoubtedly raised the entry barrier of the e-cigarette market.
The launch of these new regulations may bring some difficulties to
the industry development in a short term, and some underqualified
small and medium-sized e-cigarette manufacturing enterprises
may be eliminated by the market. In the long term, however, the
implementation of these new regulations will guide the development
of e-cigarette industry in an orderly way, help promote the
standardization of the industry, and accelerate the maturity of the
market.

Comparing with overseas markets, the development of e-cigarettes in
China is obviously lag behind. Due to adopting the practice used in
the overseas market, some consumers were led into a misconception
of the consumption. During the past year, some physical stores
collapsed due to business failure. Moreover, the promulgation of
new regulations added more uncertainties to the domestic e-cigarette
market. However, the e-cigarette sector, being an emerging sector,
is still in general full of opportunities for further development,
presenting a huge room for growth in either products or channel
development, or brand building.
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Management Discussion and Analysis (cont'd)

RESULTS

For the six months ended 30 September 2016, the Group’s sales
revenue reached approximately HKD1,859 million, representing an
increase of approximately 9.8% over the corresponding period last
year. Gross profit margin reached approximately 65.1%, representing
a decrease of approximately 4.1 percentage points as compared
with the corresponding period last year. EBIT margin reached
approximately 35.6%, representing a decrease of 7.7 percentage
points as compared with the corresponding period last year. Profit
attributable to equity holders of the Company was approximately
HKD558 million, representing a decrease of approximately 1.3%
over the corresponding period last year. Basic earnings per share was
HKD17.95 cents, representing a decrease of approximately 1.4% over
the corresponding period last year.

BUSINESS REVIEW

In order to implement and promote the Group’'s overall strategy
as well as to facilitate the integration of various segments and to
fully benefit from their synergies, the Group has made necessary
adjustments to the organizational structure during the reporting
period. In particular, the fragrances segment has been combined with
the flavours segment to form the flavours and fragrances segment,
which are principally engaged in the R&D, production and sales of
flavours and fragrances products. RTL segment and new materials
segment have been merged into the tobacco raw materials segment,
which are principally engaged in the business of tobacco raw materials
(including the RTL and new materials products applicable for tobacco
industry). Other segments include the aroma raw materials segment
which were set up earlier this year, innovative tobacco products
segment and financial investment business.

In September 2016, the Group’s indirect wholly-owned subsidiary
Huabao Flavours entered into a capital increase agreement with
the investors, at a total consideration of RMB846,924,000 (about
HKD983,686,000), to issue an aggregate of 54,290,000 new shares,
accounting for approximately 9.8% of the enlarged capital of Huabao
Flavours. The Group’s ownership in Huabao Flavours decreased from
100% to 90.2%. The capital increase has been duly completed by the
end of September 2016.

During the reporting period, the Group invested RMB30,000,000
(approximately HKD35,425,000) to acquire 20% equity interests
in Yunjiwuyu. Yunjiwuyu is a high-tech enterprise specialized in
the Internet of Things technology and data intelligence solutions.
The company, based on the Internet of Things, has integrated big
data, cloud computing, mobile Internet and other technologies to
provide business application software products based on the Internet
of Things technology, as well as professional system integration,
solution and technical advice services to its customers with a focus on
customers in tobacco industry.
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Management Discussion and Analysis (cont'd)

Review of flavours & fragrances business

For the six months ended 30 September 2016, sales revenue of
the flavours and fragrances business of the Group amounted to
HKD1,070,724,000, representing a decrease of approximately 14.3%
as compared with that of HKD1,249,999,000 for the corresponding
period last year, and accounting for approximately 57.6% of the
total revenue of the Group. The operating profit of the flavours
and fragrances segment was approximately HKD609,469,000,
representing a decrease of approximately 10.4% as compared with
the corresponding period last year. The EBIT margin of the flavours
and fragrances segment was approximately 56.9%, representing an
increase of 2.5 percentage points as compared with approximately
54.4% for the corresponding period last year. The decline in sales and
profits was mainly due to the slowdown of macroeconomic growth,
the sluggish tobacco industry, the high inventory level of tobacco
products and the decrease in both production and sales volumes,
which resulted in the decline of flavours and fragrances sales.

a) Tobacco flavours

In the first half of 2016, due to the combined impact of various
unfavourable factors, the tobacco industry faced an array
of challenges. Firstly, the external macroeconomic growth
continued to slow down, smoking bans and tobacco controls
were further intensified, and the cigarettes consumption
environment and the views on consumption were changing.
Secondly, there was a lingering impact of the decline in
cigarette output to reduce cigarette inventories and the rise
in cigarette prices due to tax increases in the industry. Thirdly,
the product portfolio upgrades slowed down and the tobacco
inventories remained at a high level. In response to the gradual
decline in the total number of smokers and the consumption
volume of cigarettes, the Group will cater for young smokers
and help tobacco enterprises to develop cigarette products
suitable for the youth by introducing various youth-oriented
design elements.
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b)

Food flavours

Against the backdrop of weak economic growth in the country
and development of depression in the whole flavours industry,
Huabao Kongqgue, being one of the leaders of sweet flavours
producer, and Guangzhou Huabao, specializing in savoury
flavours, are both keen to develop new products and explore
new customers while maintaining good relationships with their
large customers. Among the flavours, the fruits flavours for the
beer industry is what the Group has endeavored to develop
over the years, and the Group has established a partnership
with a number of beer groups. During the reporting period,
Huabao Kongque successfully sold its new products to a new
renowned beer group. As for dairy products, Huabao Kongque
also catered for the customers to develop new flavours, and
thus increased its sales volume. Guangzhou Huabao, based on
an in-depth research and study carried out on snack food in the
first half of the year, proactively developed new flavours while
upgrading its existing products, and applied its self-developed
technologies, such as supercritically extracted flavours (A& R
FRSRZEEY) and microencapsulated flavour, to the ingredients
of meat products, which were well recognized by its large
customers and Guangzhou Huabao will focus on promotion in
the second half of the year.

The new “Food Safety Law” is more stringent than before with
higher production standards, more specific sales regulations
and more severe penalties. Although the new law will
increase the operating costs of enterprises to some extent, its
promulgation and implementation will further expedite industry
integration and promote product innovation and high-standard
development, while being conducive to fostering a good
consumption environment, improving consumers’ confidence
in food safety and facilitating the sustainable and healthy
development of the industry.

EEENWR DT m®

b)

RA&E®
EEREEERZ ) BRIXBRER
REHRIRET - (FRIHRERAEEL
—IEBLENNEITBRERREMNE
BREMUREATFPNRE - B5%6H
Em - FHANEP - H WEITEMR
ROK-ERAEESFRFENRNT
[ - WM EEERBEL S ERE
HEMA - FELERDEHERITAMN
HRARE  WEA MRS H  BREFPH
ERBMEM  BNERHEE - BMNEE
FH¥FHAKRBR MM T RADNAE G
K EHZERETHRBRRNER - &
WRFZEFT O - WK ERENAEBRR
ERANMBREEERMEANANERE
B BEITAEFPRMANSE @ THF
SEHEER -

M CRME E2E) BIAEEMER - &
EREER  HEEEFTANLEERE
FER o AFERE—ERE LI
BB - BRER B MM E i B
—FZINRITERS - BRI ESRER
B RFENREERSHABERE 1
FHEEHRMLENELE  RETE
REREMER



Huabao International Holdings Limited #= 8 BB 2% AR A 7] 2016-2017 Interim Report AR 85k &

Management Discussion and Analysis (cont'd)

(9

Fragrances

Xiamen Amber, one of the subsidiaries of the Group, has been
holding the leading position in the incense and disinfectant
& insecticide sectors, the two subdivisions of the fragrance
market, and has been trying to maintain and consolidate its
leadership in the sector of incense and household hygiene &
insecticide products. During the year, Xiamen Amber stepped
up its marketing efforts with the extract from the eucalyptus
leaf oil, a natural insect repellent ingredient found in the plants,
by widening the application of such extract while improving
its R&D capability, so as to enhance its competitiveness and
maintain its industry-leading position.

While securing its market share in the incense and disinfectant
& insecticide sectors, Xiamen Amber was trying to penetrate the
market of fragrances for detergent and skin-care products by
promoting the concept of natural, health and safety, with an aim
of accelerating the pace of development of its flavour business.
In the laundry detergent sector, flavours for detergent powder,
kitchen detergent, soap and laundry accounted for over 50% of
the total demand, while Xiamen Amber shows huge potential
and ample room for market expansion in this area, and has
made agreeable progress in overcoming the entry barriers of
the laundry and soap market. It will strive to advance market
development with R&D and drive research and innovation with
market development in line with the development trend of the
detergent market. Meanwhile, Xiamen Amber will continue to
step up its R&D efforts and increase capital investment in this
area, with the aim of gaining greater market share in the daily
chemical industry.
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Review of tobacco raw materials business

For the six months ended 30 September 2016, the Group’s tobacco
raw materials business recorded a sales revenue of HKD394,585,000,
representing an increase of approximately 32.0% as compared with
the HKD298,864,000 for the same period of last year, accounting
for approximately 21.2% of the Group’s total revenue. The
operating profit of the tobacco raw materials segment amounted to
HKD131,014,000, representing an increase of approximately 23.4%
as compared with the same period of last year; and the EBIT ratio
was about 33.2%, representing a decrease of 2.3 percentage points
as compared with the 35.5% for the same period of last year. The
increase in the revenue was mainly due to the increase in sales volume
after clearing the RTL inventory of tobacco industry, but the situation
continued to be grim for RTL industry.

The tobacco raw materials segment is a new segment established
recently by the Group, which consists of RTL and new cigarette
materials. During the reporting period, in response to the
unfavourable situation of simultaneous decline in both production
and sales in the tobacco industry as well as the increasingly fierce
competition, Guangdong Jinye promptly adopted a number of
effective measures such as reducing costs, improving quality,
developing new products and exploring new markets, and included
overseas markets into the coverage of its marketing campaign for
RTL, so as to ensure the smooth development of its RTL business.
Firstly, Guangdong Jinye placed great emphasis on the improvement
of raw materials and process, and upgraded the products quality
according to the personalized needs of customers, aiming to win
customers and market shares by offering high quality products.
Secondly, Guangdong lJinye developed personalized products with
customized functions according to the customers’ specific needs, and
concentrated its technical resources in the development of proprietary
technologies with prominent effect, industrialization feasibility and
viable cost control, aiming to provide functional products that can
meet customers demand for personalization. Thirdly, while improving
the quality of products, Guangdong Jinye remained committed
to ensuring environmental friendliness in its production process.
Its calcium carbonate and fine fibre renovation project completed
construction in August 2016. The project, through the systematic
recovery of calcium carbonate and fine fibre in the plain water used
for the production of RTL, not only saved costs and achieved direct
economic benefits, but also reaped satisfactory results in quality
assurance and environmentally friendly production.
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RTL products have three important features, including less tar
and harm, more taste, and being controllable and adjustable. RTL
products, being flexible, can serve as substitutes for tobacco leaves
and play a positive role in easing the structural contradiction of raw
materials. The huge price difference between RTL and tobacco leaves
demonstrates the competitive value of RTL products, which is also
one of the driving forces for future development.

As for the new tobacco materials, in order to create a completely new
smoking experience, the Group kicked off a full exploration in the
function, novelty and uniqueness of the cigarette filter rods, forming
a leading position in this area. During the reporting period, due to
the downturn of tobacco industry and the decrease in demand, the
sales revenue of the new tobacco material products reported a certain
decrease, but two types of products, blast beads and wires, still had
a good momentum of development and got high market recognition.
With the lessening pressure on the tobacco market as well as the R&D
progress in new products, demands for new tobacco materials will
continue to grow in the future.

Review of aroma raw materials business

For the six months ended 30 September 2016, sales revenue of
the Group’s aroma raw materials business was HKD231,618,000,
representing an increase of approximately 69.5% as compared
to HKD136,687,000 for the corresponding period last vyear,
and accounting for approximately 12.5% of the total revenue of
the Group. Operating profit of the aroma raw materials business
was HKD36,854,000, representing an increase of approximately
23.6% from the corresponding period last year. EBIT margin was
approximately 15.9%, as compared to 21.8% for the corresponding
period last year. The increases in sales and profit were mainly
attributable to the consolidation of Yancheng Chunzhu’s financial
statements into the Group's consolidated financial statements upon
the acquisition. Profit margin declined mainly due to the amortisation
of intangible assets recognized in the acquisition of the Yancheng
Chunzhu and the profit margin of this sector business is lower than
before.The aroma raw materials segment is a new segment established
subsequent to the successful acquisition of Yancheng Chunzhu last
year. It mainly comprises Guangdong Zhaoging, Yancheng Chunzhu
and Yongzhou Shanxiang, and the main products are various types of
natural and synthetic aroma raw materials.
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Due to the increasing pressure on the downturn of domestic
economy, the food industry growth slowed down, which brought
certain challenges to the development of the industry. During the
reporting period, Guangdong Zhaoqing, adhering to the development
strategy of “Big Customers, Big Brands”, actively developed new
customers while maintaining its relationship with the existing
customers, achieving a steady growth in the overall sales. Exports
remained stable with a 29% growth in the Southeast Asian market.
It is now endeavouring to establish relationship with large customers
and agents in Europe and the United States. Relying on the capital and
technological advantages of the Group, Yancheng Chunzhu spent
tremendous energy into R&D activities and focused on continuous
innovation, thus resulting in a substantial increase in both production
output and sales volume as compared with the corresponding period
last year. Certain newly developed products were in short supply and
became new growth points for the Company, which plans to expand
production. Yongzhou Shanxiang actively adjusted its production
and marketing strategies, especially a major breakthrough made in
marketing of eugenol and recorded a relatively significant increase in
sales volume in the first half of the year.

The aroma raw materials sector belongs to the fine chemical
industry, but is different from a general one. Its major customer base
comprises downstream flavor formula enterprises. As the country
elevates environmental protection standards and manufacturing
safety requirements, small-scale workshop-style factories will be
bound to be phased out. The Group will seize the opportunity of
industry consolidation and reinforce its efforts to develop the aroma
raw materials business. In order to better adapt to the market and
serve the customers, the Group plans to build a professional aroma
raw materials production base with an annual production capacity
of more than 10,000 tons, which will integrate the upstream and
downstream industrial chains, diversify product lines, and create
greater profit margins.
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Review of the innovative tobacco products business

For the six months ended 30 September 2016, sales revenue
of the Group’s business of innovative tobacco products was
HKD161,085,000, representing a significant increase of approximately
97 times compared with HKD 1,647,000 for the corresponding period
last year and accounting for approximately 8.7% of the Group's
total revenue. Operating loss of the innovative tobacco products
business amounted to HKD67,666,000. The significant increase in
sales revenue was mainly due to the consolidation of VMR's financial
statements into the Group’s consolidated financial statements upon
the acquisition. However, VMR was still in loss position during the
reporting period.

Following acquisition of VMR, an American independent e-cigarette
producer, the Group carried out integration with SPV in terms of R&D,
warehousing, procurement and sales. VMR is mainly responsible for
the European and American market, while SPV is mainly responsible
for the domestic and surrounding markets. With respect to brand
building, VMR launched its Vertx series products this year. Many
designs of the series products, such as leakage-free design, plug and
play atomizer, touch-screen-based pressure regulation technology and
battery information display function, all use the disruptive technologies
of e-cigarettes and lead the trend of e-cigarettes. With respect to
channel building, the Group endeavored to establish an integrated
online and offline sales network. Besides opening of more SPV brand
flagship stores on e-commerce giant JD.com Inc and Tmall.com, the
Group also actively introduced world-famous e-cigarette brands in
an effort to build an e-cigarette platform. With the introduction of
the platform and the deepening of channels building, the e-cigarette
sales made certain progress in the first half of this year.

As for offline development, SPV has set up a strategic partnership
with Sunpower Group and successfully extended presence to many of
Sunpower flagship stores all over the country and Brookstone stores.
On top of that, SPV brand physical store, located at Global Harbor
Shanghai, was officially opened in July 2016. As the first e-cigarette
brand at Global Harbor Shanghai, SPV aimed to bring a new fashion
experience to all the consumers. From electronic smoking devices
to high-quality tobacco oil, and all kinds of parts and components,
customers’ real one-stop shopping becomes true.
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R&D and innovation capabilities

The Group has a leading R&D platform in the fields of tobaccos,
flavours and fragrances and a R&D team of international calibre. The
Group has constructed a State-recognised technical centre and a
post-doctorate scientific research workstation in Shanghai, and has
established joint laboratories with several major tobacco enterprises.
It has also established a designated RTL production and R&D base
in Shantou, Guangdong province as authorised by the STMA, and
overseas R&D centres in Germany. The Group possesses a R&D team
that is comprised of experienced personnel, both domestically and
abroad, with its R&D capability continuing to lead its peers in the
domestic industry. As for its R&D investment, for the six months ended
30 September 2016, R&D expenses of the Group were approximately
HKD130,496,000, accounting for approximately 7.0% of its total
sales revenue, which increased further from that of approximately
6.6% for the corresponding period last year.

As for the flavours and fragrances segment, Guangzhou Huabao, with
its R&D efforts over the years, had successfully resolved key issues in
developing the supercritical extracted flavours in the first half of the
year and would start industrial production subsequently. In addition,
the microencapsulation technology, developed by Guangzhou
Huabao independently, could makes products high-temperature
resistance, good performance and allows for customization of the
microencapsulated flavour, which is thus expected to erect technical
barriers and become a high margin product. With regards to the
aroma raw materials segment, Yancheng Chunzhu invested more in
R&D and the new purchased R&D equipment Micro-channel Reactor
(th3miB = FESS) could provide support for its new high-tech products.
Its self-developed product Galbanum (#&3£f§) has been launched into
the market, and were well recognized by the market.

As for RTL technology, through its R&D efforts over the years, the
Group, after years of research, has successfully developed a new
processing technology-coordinated dilation of microwave and vapour
(UK 2217 R B2 AR BE B2 £:715), which improved treatment of tobacco
stems, enhanced quality of cigarette products and reduced production
wastage. Such an achievement has great significance and long-term
value in enhancing the industry’s independent innovation capabilities
for workmanship and technologies, and in shaping up core processing
technologies for the Chinese-style cigarettes. Meanwhile, the Group
also made a breakthrough progress in low-temperature materials
and new filters for cigarettes. The R&D of low-temperature cigarette
materials is of great significance for promoting the development of
the RTL technology and innovation of the low-temperature cigarette
technology.
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FUTURE PROSPECTS

Although the current domestic and overseas economic and
operating environment remains complicated, the management is still
cautiously optimistic about the business outlook for the full year. The
management believes that, with the inventory backlog of tobacco
leaves and cigarettes further cleared, the Group’s business will
continue to develop steadily in the second half of the year. In respect
of capital operations, the Group believes that it is very important for
the Group to build multiple capital platforms in order to develop
itself into an investment holding group. In the future, the Group will
continue to push forward the relevant projects.

In line with the development and strategic upgrading of the
Company, the Group encourages company assets securitization
and put its matured and well established business segments into
the capital market through multi-channels by way of securitization,
so that these business segments will be able to develop their own
operating mechanism and face the market independently. In 2016,
the Board of Directors of the Group considered the feasibility of a
proposed spin-off and separate listing of the flavours and fragrances
business by way of proposed A shares listing of the spin-off company
on a stock exchange in the PRC. Currently, the Stock Exchange
has confirmed that the Group could proceed the proposed spin-
off and the proposed A share listing and granted waiver from strict
compliance with applicable requirements in relation to the assured
entitlement of A shares to the then shareholders under Listing Rules.
However, the proposed spin-off and the proposed A share listing are
still subject to the approval from relevant PRC regulators, including
China Securities Regulatory Commission, and fulfillment of other
relevant conditions.

With the rise of the Chinese economy, the steady progress of RMB
internalization, the capital market in China will play an even more
important role in the world. The management would like to take this
opportunity to create an additional finance platform for the flavours
segment in order to enable it to operate more independently and
professionally and to fully realize its core value in the future. On the
one hand, new finance platforms and new supervising regulatory
authorities will strengthen the Group’s corporate governance; on the
other hand, they will also help the Group to build a strong foundation
for establishing multi-layered finance platforms.
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Management Discussion and Analysis (cont'd)

FINANCIAL REVIEW

Analysis of interim results for the six months ended 30
September 2016

Sales revenue

The Group’s sales revenue amounted to HKD1,859,477,000 for the
six months ended 30 September 2016, representing an increase of
9.8% as compared with HKD1,693,019,000 for the corresponding
period last year. The increase in the sales revenue is mainly attributable
to significant increase of sales revenue of tobacco raw materials as
compared with the corresponding period last year, and increase in
sales revenue of aroma raw materials and innovative tobacco products
due to consolidation of financial statements of Yancheng Chunzhu
and VMR after last year's acquisitions. However, sales revenue
from flavours and fragrances segment fell due to the sluggishness
of macroeconomics. For the six months ended 30 September 2016,
sales revenue from flavours and fragrances decreased by 14.3%
to HKD1,070,724,000; sales revenue from tobacco raw materials
increased by 32.0% to HKD394,585,000; sales revenue from aroma
raw materials increased by 69.5% to HKD231,618,000; sales revenue
from innovative tobacco products reached HKD161,085,000.

Cost of goods sold

The Group's cost of goods sold amounted to HKD648,634,000 for
the six months ended 30 September 2016, representing an increase
of 24.4% as compared with HKD521,283,000 for the corresponding
period last year.

Gross profit and gross profit margin

The gross profit of the Group increased from HKD1,171,736,000 for
the six months ended 30 September 2015 to HKD1,210,843,000 for
the six months ended 30 September 2016, representing an increase
of 3.3%. The Group’s gross profit margin for the first half of the year
is about 65.1%, representing a decrease of 4.1 percentage points as
compared with 69.2% for the corresponding period last year. This
was mainly due to sales proportion of products with relatively lower
gross profit increased as compared with the corresponding period last
year.
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Management Discussion and Analysis (cont'd)

Other income and other gains - net

Other income and other gains — net of the Group was HKD 138,922,000
for the six months ended 30 September 2016, representing an
increase of HKD68,707,000 as compared with HKD70,215,000 for
the six months ended 30 September 2015. The increase in other
income and other gains — net was mainly attributable to the increase
in gain on disposal of financial assets at fair value through profit or
loss, increase in government grants and decrease in foreign exchange
loss as compared with corresponding period last year.

Selling and marketing expenses

The selling and marketing expenses of the Group comprised mainly
travelling expenses, transportation cost, advertising and promotion
expenses, salaries and office expenses. The selling and marketing
expenses of the Group for the six months ended 30 September
2016 were HKD154,069,000, representing an increase of 29.9%
as compared with HKD118,603,000 for the corresponding period
last year. Selling and marketing expenses to total sales revenue for
the six months ended 30 September 2016 and 2015 amounted to
approximately 8.3% and 7.0% respectively. The increase in such ratio
was mainly attributable to the acquisition of VMR and Yancheng
Chunzhu whose financial statements were consolidated into the
Group's consolidated financial statements.

Administrative expenses

The Group’s administrative expenses amounted to HKD533,141,000
for the six months ended 30 September 2016, representing an
increase of 36.9% as compared with HKD389,539,000 for the
corresponding period last year. The ratio of administrative expenses to
total sales was approximately 28.7%, representing an increase of 5.7
percentage points as compared with 23.0% for the corresponding
period last year. The increase in the ratio of administrative expenses
to total sales revenue was mainly attributable to an increase in
administrative expenses for innovative tobacco products; an increase
in amortisation expense of intangible assets arising from acquisition
of VMR and Yancheng Chunzhu whose financial statements were
consolidated into the Group’s consolidated financial statements.
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Management Discussion and Analysis (cont'd)

Operating profit

The operating profit of the Group for the six months ended 30
September 2016 was HKD662,555,000, representing a decrease of
approximately 9.7% as compared with HKD733,809,000 for the
corresponding period last year, while the operating profit margin
decreased by 7.7 percentage points to approximately 35.6% during
the first half of the year from approximately 43.3% for the first half
of last year. The decrease in operating profit was mainly attributable
to the increase of selling expenses, marketing promotion expenses
and administrative expenses.

Income tax expenses

The income tax expenses of the Group for the six months ended 30
September 2016 was HKD139,806,000, representing a decrease of
25.4% as compared with HKD187,318,000 for the corresponding
period last year. Income tax rate of the current period was
approximately 20.4%, representing a decrease of 4.2 percentage
points as compared with the corresponding period of last year. It
was mainly attributable to the decrease of withholding tax resulting
from distribution of profits by PRC subsidiaries as compared with the
corresponding period of last year.

Profit attributable to the equity holders of the Company
Profit attributable to the equity holders of the Company was
HKD557,753,000 for the six months ended 30 September 2016,
representing a decrease of 1.3% as compared with HKD565,340,000
for the corresponding period last year.

Net current asset value and financial resources

As at 30 September 2016, the net current asset value of the Group was
HKD6,677,929,000 (31 March 2016: HKD5,259,154,000). The Group
generates its working capital mainly through its operating activities
to maintain a sound financial position. As at 30 September 2016, the
Group's cash and bank balances amounted to HKD4,811,254,000 (31
March 2016: HKD3,521,708,000). The Group neither had any forex
hedging products nor structured investment products.
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Management Discussion and Analysis (cont'd)

Bank borrowings and gearing ratio

As at 30 September 2016, the Group had bank borrowings of
HKD87,692,000 (31 March 2016: HKD18,002,000), all of which
were due within one year and unsecured loans. For the six months
ended 30 September 2016, the average annual interest rate of
such unsecured loans was 4.1% (2015: 1.9%); the average annual
interest rate of the secured loans which had been fully repaid was
6.5% (2015: 6.3%). As at 30 September 2016, the Group's gearing
ratio (total borrowings, include current and non-current borrowings,
divided by total equity (excludes non-controlling interests)) was 0.8%,
which was slightly increased from 0.2% as of 31 March 2016.

Trade receivables turnover period

Trade receivables turnover period is calculated on the basis of the
average amount of trade receivables as at the beginning and at the
end of a relevant financial period divided by the total sales revenue
for the corresponding period and multiplied by 180 days. The Group
generally offers its customers a credit period of approximately
0-180 days, depending on the business volume of, and the length
of business relationship with the customers. For the six months
ended 30 September 2016, the Group's average trade receivables
turnover period was 107 days, representing an increase of 18 days
as compared with 89 days for the last financial year ended 31 March
2016, and an increase of 7 days as compared with 100 days for the
corresponding period last year. The increase of the trade receivables
turnover days was mainly attributable to the relocation of the flavours
and fragrances business which caused the changes of the company
name and in turn resulted in the delay of issuing invoices.

Trade payables turnover period

Trade payables turnover period is calculated on the basis of the
average amount of trade payables as at the beginning and at the end
of a relevant financial period divided by the cost of goods sold for
the corresponding period and multiplied by 180 days. Credit periods
granted by suppliers to the Group ranged from 0-180 days. For the
six months ended 30 September 2016, the Group’s average trade
payables turnover period was 96 days, representing a decrease of 17
days as compared with 113 days for the last financial year ended 31
March 2016, and representing a decrease of 19 days as compared
with 115 days for the corresponding period last year. The decrease
in trade payable turnover day was mainly attributable to acquisitions
of Yancheng Chunzhu and VMR with relatively short turnover period,
which affected the Group’s consolidated figures.
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Management Discussion and Analysis (cont'd)

Inventory and inventory turnover period

As at 30 September 2016, the Group’s inventory balance amounted
to HKD834,821,000 (31 March 2016: HKD834,024,000). For the six
months ended 30 September 2016, the inventory turnover period
(calculated on the basis of the average amount of inventory balances
as at the beginning and at the end of a relevant financial period
divided by the total cost of goods sold for the corresponding period
and multiplied by 180 days) was 232 days, representing a decrease of
11 days as compared with 243 days for the last financial year ended
31 March 2016. The decrease in inventory turnover period was mainly
attributable to the effectiveness of the Group’s implementation of
destocking policy.

Foreign exchange and exchange rate risk

The principal businesses of the Group are located in Mainland China
and the majority of the sales revenue is denominated in RMB, with
the exception of only a certain amount of imported raw materials and
equipment which are denominated in foreign currency such as USD
or EUR. The Group’s bank deposits are mainly denominated in RMB,
USD and HKD. The management concurs the view of the People’s
Bank of China on the exchange rate of RMB, i.e., the exchange rate
of RMB has the capability to continuously remain basically stable
within reasonable range of equilibrium.

Pledge of assets

As at 30 September 2016, the secured bank loan of the Group had
been fully repaid.

Capital Commitments

As at 30 September 2016, the Group had capital commitments in
respect of the purchase of property, plant, equipment and available-
for-sale financial assets, contracted for but not provided in the
financial statements amounted to approximately HKD130,246,000
(31 March 2016: HKD166,714,000), with investment in high-tech
fund amounted to HKD102,901,000.

Contingent liabilities
According to the information available to the Board, the Group had
no contingent liabilities as at 30 September 2016.
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Management Discussion and Analysis (cont'd)

HUMAN RESOURCES

As at 30 September 2016, the Group employed a total of 2,312
employees in the PRC, Hong Kong, Germany, U.S., Botswana and
Korea. By external recruitment and internal nomination approach to
recruit talents, the Group established a comprehensive recruitment
system. In respect of building the reserve talent pool, the Group
ensured healthy and systematic growth of the reserve talent team
through regular internal recruitment and training courses, providing
new talents for the Group at appropriate time.

Departments of the Group carried out different training activities
from time to time according to different work requirements so as to
improve the quality and capability of its employees. In the first half of
this year, the Group organized administrative line training and human
resources system training, which improved the professional qualities
of the department employees in order to meet the company’s
requirements on the employees’ continuous improvement under
the new circumstances, so as to achieve the mutual development
between the Company and its employees. In July 2016, the Group
provided a two-week induction training for fresh graduates to help
them quickly adapt to the new working environment of Huabao. The
second phase of the third session of the training program of the High
Potential Talent Project (HPTP) undertaken in the first half of this year
tried to provide a reliable source of talents for the sake of the Group’s
rapid development.
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Other Information

DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As at 30 September 2016, the interests and short positions of the
Directors and chief executives in the shares, underlying shares and
debentures of the Company and its associated corporations (within
the meaning of Part XV of the SFO), as recorded in the register
maintained by the Company under Section 352 of the SFO, or as
otherwise notified to the Company and the Stock Exchange pursuant
to the Model Code were as follows:

Hib & ¥
EERED HERORES 2ER

RZE—RNFNLA=Z+H EZRESTEHA
ERARRIREREIB (TERBFREE
EBIEXVER) 2’k - RN REHFTHEAR
RN RIRIEE 5 K& B S K01 5535218 E Fi 1T
BBz ERSLAR  NEERE
ZAESF R E M BA S ANA 6] MR FT 2 s
NABIT -

(a) Long position in ordinary shares of the Company (a) RRRIZEERETRE
Number Percentage
of issued of the issued
Shares held share capital
Name of Directors Capacity BEEBT HE BT
EEHA g4 BREOEE BRAEBDL
CHU Lam Yiu Held through controlled corporations Mo D 1,279,262,415 41.18%
R FRF PG A AR D
XIA Li Qun Beneficial owner 5,250,000 0.17%
BB BEmEEA
POON Chiu Kwok Beneficial owner 3,000,000 0.10%
&R EREAA
LEE Luk Shiu Beneficial owner 100,000 0.003%
RN BHEEAA
Note 1: 1,279,262,415 ordinary shares of the Company were held MIEE1: AR T Z1,279,262,4150 & @ A% T5

by Mogul Enterprises Limited, Resourceful Link International
Limited, Power Nation International Limited, Jumbo Elite
Limited, Raise Sino Investments Limited and Real Elite
Investments Limited respectively. Ms. CHU Lam Yiu is the sole
beneficial owner of the aforesaid six companies.

(b)

Interests in share options of the Company

The interests of the Directors in the share options of the
Company are detailed in the “Share Option Scheme” section
stated below.

Save as disclosed above, as at 30 September 2016, none of the
Directors nor their close associates had any interests or short positions
in the shares, underlying shares or debentures of the Company or any
of its subsidiaries or associated companies as defined in the SFO.

% Bl AMogul Enterprises Limited,
Resourceful Link International
Limited, Power Nation International
Limited, Jumbo Elite Limited, Raise
Sino Investments LimitedfIReal Elite
Investments Limitedi% B o KMIE L
TAEAANEARNE —BExES
Ao

(b) RRATFBKREZER
EERNARR 2 BREERDFIIRNAT
[FERCRERT &) —&h -

BREXHBEEEN R_FE-—REALA=T
B BECNESIAFRFIEEBEARAEAR
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Other Information (cont'd)

SHARE OPTION SCHEME

As per an ordinary resolution passed at the Company’s annual general
meeting held on 9 August 2016, the Company terminated the share
option scheme adopted on 22 September 2006 (“2006 Share Option
Scheme”) and adopted a new share option scheme (“New Share
Option Scheme”) on 9 August 2016 (the “Adoption Date”). The
New Share Option Scheme shall be valid and effective for a period
of ten years commencing on the Adoption Date (can be terminated
before expiration), the terms of the New Share Option Scheme are
substantially the same as those of the 2006 Share Option Scheme. As
at 30 September 2016, no share options had been granted under the
New Share Option Scheme. The outstanding options granted under
the 2006 Share Option Scheme prior to its termination shall continue
to be valid and subject to the provisions of the 2006 Share Option
Scheme.

As at 30 September 2016, the number of share options (“Share
Options”) granted by the Company pursuant to the 2006 Share
Option Scheme which are valid and outstanding amounted to
17,799,717, representing approximately 0.57% of the issued share
capital of the Company upon full exercise of the Share Options.

HaE R @

BRRESE

BREARBNR -Z—R"FNANLBETHRR
BFEARE BB EBRBR  ARAKLE
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Other Information (cont'd)

RBEMA - RE-_FSTRNFERE S
B ATE - M RRBRESFBOT

Details of Share Options granted, exercised, cancelled and lapsed
during the reporting period under the 2006 Share Option Scheme are
set out as follows:

Number of Share Options
BREHE
Cancelled/ Balance
Balance Granted  Exercised lapsed as at 30
asat duringthe duringthe  during the September
1April  reporting  reporting reporting 2016
Exercise 2016 period period period ~ RZZ-RE
Grantee Grant Date Price Exercisable Period RW=Z—~F  HEHR  HEHA BESR NB=+H
ARA RitiAH ke ATEAS MA-R&H H& T H#/ 5N &
HKD
B
Independent Non-executive Directors
BUFHTEE
Mr. LEE Luk Shiu 25 October 2006 3.09  25/10/2006-24/1012016 100,000 - - - 100,000
TRk “EEETAZTERA
Ms. MA Yun Yan 25 October 2006 3.09  25/10/2006-24/1012016 800,000 - - - 800,000
MERLT ZEENETAZTAA
Other Participants 10 October 2006 3.09 10/10/2006-9/10/2016 6,100,000 = = = 6,100,000
A PEE “EENETATH
17 October 2007 6.65 17/4/2008-16/1022017 8,250,000 - - (1,800,000) 6,450,000
“TRLFATLE
30 December 2015 2.75 1112/2016-31/12/2016 4,349,717 = = ‘N‘”E "J4,349,717
—2-R5+=A=1R o
Total
Ll 19,599,717 - - (18000000 17,799,717

FIR-_E—AF+-_A=1+H ARRRRKRSEAE
B ([fR#& & R &5 T8 iE4,349, 7178
BRERDF—EM (BB (FAXNER
EREBRYE ((RBE]) HREE (KIZER

Note 1: On 30 December 2015, the Company granted not more than
4,349,717 Option Shares to a consultant (“Consultant”) for payment
of service fee to the Consultant on full completion of services

("Services”) by the Consultant, or such lesser amount representing
the part of Services completed by the Consultant pursuant to a service
contract (“Service Contract”). As at 30 September 2016 which being
the expiry date of the Service Contract, the fair value of the part
of Services completed under the Service Contract by the Consultant
was RMB3,000,000 (approximately HKD3,588,000). Based on the
Services completed, the Consultant would be entitled to 1,304,915
Share Options only and the remaining 3,044,802 Share Options to
which the Consultant was not entitled would be cancelled before 31
December 2016.
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Other Information (cont'd)

DIRECTORS’ RIGHT TO ACQUIRE SHARES OR DEBENTURES

Other than disclosed in Note 13 to the condensed consolidated interim
financial information, at no time during the reporting period was the
Company, its ultimate holding companies or any of its subsidiaries a
party to any arrangements to enable the Directors to acquire benefits
by means of the acquisition of shares in, or debentures of, the
Company or any other body corporate.

INTERESTS OF SUBSTANTIAL SHAREHOLDERS

As at 30 September 2016, other than the interests disclosed in the
section headed “Directors’ interests in shares, underlying shares and
debentures”, the register of substantial shareholders maintained
by the Company under Section 336 of the SFO showed that the
following person(s)/corporation(s) held interests or short positions in
5% or more of the issued share capital of the Company:

HaE R @

EERBERONESF 2EF

BRERAZEE T M BERNE13ARES
SN AR B SREAEM B L B R RS HAEA
RBRSESETARE  BEARB2EET
BB R B RN EAMEE 2 B K EZR M

FERRZER

RZZB-—REAA=TH BRIEFNK
o HBRGD MMEF 2R —EIE 22
@O - AR RRERE 5 LB RO F3361FF
B ETERREZMBETR - THAL EEFF
BARRBEBITRAS% I FERLKE

Long position in ordinary shares of the Company KPRz EBERER
Number Percentage
of issued of the issued
Shares held share capital
Name of Substantial Shareholders Capacity BEE#T HEBT
FTERRERE 54 R EE BRAB DL
Lazard Asset Management LLC Investment manager 270,538,341 8.71%

REKE
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Other Information (cont'd)

CORPORATE GOVERNANCE

Compliance with the Corporate Governance Code

The Board recognises the importance and benefits of good corporate
governance practices and has adopted certain corporate governance
and disclosure practices for enhancing the level of transparency and
accountability.

The Board members have regular discussions about the business
strategies and performance of the Group and have regular trainings
on Listing Rules and regulatory requirements provided by the legal
adviser of the Company from time to time together with the relevant
senior executives. Finance Department provides and reports to the
Board members on the key management accounting information
of the Group on a regular basis. The Company has an established
internal reporting practice throughout the Group to monitor the
operation and business development of the Company so as to
capture potentially price-sensitive information on a monthly basis, and
to monitor the continuing disclosure obligation.

Throughout the reporting period, the Company had complied with
the code provisions in the CG Code and, where appropriate, adopted
the recommended best practice as set out in the code provisions,
except for code provisions A.2.1 and A.4.1:

Code provision A.2.1 provides that the roles of chairman and chief
executive should be separate and should not be performed by the
same individual. Ms. CHU Lam Yiu, Chairwoman of the Board and
Executive Director of the Company, took up the position of CEO
starting from 9 April 2013. As the Board meets regularly to consider
matters relating to business operations of the Group, the Board is of
the view that the above arrangement will not impair the balance of
power and authority of the Board and the executive management.
The effectiveness of corporate planning and implementation of
corporate strategies and decisions will generally not be affected.

Code provision A.4.1 stipulates that non-executive directors should
be appointed for a specific term and subject to re-election. The INEDs
of the Company were not appointed for a specific term as they
are subject to retirement by rotation no later than the third annual
general meeting of the Company since their last appointment or
re-election and are eligible for re-election in accordance with the
Company’s bye-laws. As such, the Company considers that sufficient
measures have been taken to ensure that the Company’s corporate
governance practices are no less exacting than those set out in the
CG Code.
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Other Information (cont'd)

Environmental, Social and Governance Reporting

In view of the amendments of Appendix 27 of the Listing Rules
regarding disclosures in relation to Environmental, Social and
Governance (“ESG"”) matters, the Group has appointed an
independent third party consultant as adviser assisting the Group to
prepare its first ESG report for the purpose of meeting the related
corporate governance requirements.

Changes to Information in respect of Directors

In accordance with Rule 13.51B(1) of the Listing Rules, the changes
to information required to be disclosed by directors pursuant to
paragraphs (a) to (e) and (g) of Rule 13.51(2) subsequent to the date
of the Annual Report as of 31 March 2016 of the Company are set
out below:

1. Mr. POON Chiu Kwok was appointed as an independent
non-executive director of Greentown Service Group Co., Ltd.
(listed on the Stock Exchange on 12 July 2016) with effect from
13 June 2016.

2. Ms. MA Yun Yan was appointed as a member of the Ninth
Listing Committee of Shenzhen Stock Exchange on 7 September
2016 for a term of two years.

3. Mr. WU Chi Keung was appointed as an independent
non-executive director for each of COFCO Meat Holdings
Limited (listed on the Stock Exchange on 1 November 2016)
with effect from 23 June 2016; and Zhou Hei Ya International
Holdings Company Limited (listed on the Stock Exchange on 11
November 2016) with effect from 24 October 2016.

Model Code for Securities Transactions by Directors of
Listed Issuers

The Company has adopted the Model Code as the code of conduct
regarding dealing in the securities of the Company by the Directors.
Having made specific enquiries of all Directors, the Company has
received their written confirmations that they have complied with the
required standard as set out in the Model Code throughout the six
months ended 30 September 2016.
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Other Information (cont'd)

INTERIM DIVIDEND

The Board does not recommend the payment of any interim dividend
for the six months ended 30 September 2016 (2015: Nil).

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

During the six months ended 30 September 2016, neither the
Company nor any of its subsidiaries purchased, sold or redeemed any
of the Company’s listed securities.

PUBLIC FLOAT

Based on the information that was publicly available and to the best
belief and knowledge of the Directors, the Company had maintained
the prescribed public float throughout the six months ended 30
September 2016 and up to the date of this report as required under
the Listing Rules.

AUDIT COMMITTEE

The Board has formed an Audit Committee in accordance with the
Listing Rules to fulfill the functions of reviewing and monitoring the
financial reporting procedure and internal control of the Company.
The Audit Committee comprises all of the INEDs of the Company,
namely Dr. DING Ningning, Mr. LEE Luk Shiu, Ms. MA Yun Yan
and Mr. WU Chi Keung. The Audit Committee and the Board
have reviewed and approved the Group’s unaudited condensed
consolidated interim financial information for the six months ended
30 September 2016.

By Order of the Board
CHU Lam Yiu
Chairwoman and CEO

Hong Kong, 17 November 2016
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Review Report

.

pwc

REPORT ON REVIEW OF INTERIM FINANCIAL INFORMATION

TO THE BOARD OF DIRECTORS OF HUABAO INTERNATIONAL
HOLDINGS LIMITED

(incorporated in Bermuda with limited liability)

Introduction

We have reviewed the interim financial information set out on pages
35 to 74 which comprises the condensed consolidated statement
of financial position of Huabao International Holdings Limited (the
“Company”) and its subsidiaries as at 30 September 2016 and
the related condensed consolidated income statement, condensed
consolidated statement of comprehensive condensed
consolidated statement of changes in equity and condensed
consolidated cash flow statement for the six-month period then
ended, and a summary of significant accounting policies and other
explanatory notes. The Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited require the preparation
of a report on interim financial information to be in compliance with
the relevant provisions thereof and Hong Kong Accounting Standard
34 “Interim Financial Reporting” issued by the Hong Kong Institute
of Certified Public Accountants. The directors of the Company are
responsible for the preparation and presentation of this interim
financial information in accordance with Hong Kong Accounting
Standard 34 “Interim Financial Reporting”. Our responsibility is to
express a conclusion on this interim financial information based on
our review and to report our conclusion solely to you, as a body, in
accordance with our agreed terms of engagement and for no other
purpose. We do not assume responsibility towards or accept liability
to any other person for the contents of this report.

income,
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PricewaterhouseCoopers, 22/F, Prince’s Building, Central, Hong Kong

T: +852 2289 8888, F: +852 2810 9888, www.pwchk.com
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Review Report (cont'd)

Scope of Review

We conducted our review in accordance with Hong Kong Standard
on Review Engagements 2410, “Review of Interim Financial
Information Performed by the Independent Auditor of the Entity”
issued by the Hong Kong Institute of Certified Public Accountants. A
review of interim financial information consists of making inquiries,
primarily of persons responsible for financial and accounting matters,
and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with
Hong Kong Standards on Auditing and consequently does not enable
us to obtain assurance that we would become aware of all significant
matters that might be identified in an audit. Accordingly, we do not
express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes
us to believe that the interim financial information is not prepared,
in all material respects, in accordance with Hong Kong Accounting
Standard 34 “Interim Financial Reporting”.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 17 November 2016
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Condensed Consolidated Statement A 4R & B 2 AR S 3%
of Financial Position
(All amounts in HK dollar thousands unless otherwise stated) (BB AEERAEI - TESEHUNBETITIIR)
As at As at
30 September 31 March
2016 2016
—E—RE —E—RF
hB=+H =A=+—H
Note Unaudited Audited
o5t RICEX A
Assets BE
Non-current assets FREBEE
Property, plant and equipment W - SRR 7 1,212,216 1,307,819
Land use rights + {5 PR #E 7 177,863 185,688
Intangible assets mREE 7 3,132,511 3,261,635
Investments in associates kN P g 8 363,535 337,616
Available-for-sale financial assets B Hjﬁ/\ﬁ'ﬂéfﬁ 5 263,514 222,488
Deferred income tax assets RIEFTEREE 9 74,429 79,788
5,224,068 5,395,034
Current assets REEE
Inventories T8 834,821 834,024
Trade and other receivables B 5 LA EWIE 10 1,585,665 1,440,690
Financial assets at fair value PAA A (BT E B RS A
through profit or loss BamemEE 11 221,740 229,149
Available-for-sale financial assets AHHESREE - 165,617
Restricted bank deposit SRR HIIR & = 117,130
Short-term time deposits SEERaR:IVEE N 64,562 220,527
Cash and cash equivalents RENESEEY 4,746,692 3,184,051
7,453,480 6,191,188
Total assets HMEE 12,677,548 11,586,222
Equity s
Capital and reserves attributable to the  Z&AQFEREIFE AEMN
Company'’s equity holders R R
Share capital A&7 12 310,666 310,666
Reserves 1;.%1% 14 876,882 813,203
Retained earnings {REB&F| 9,549,617 9,063,371
10,737,165 10,187,240
Non-controlling interests FEIEHIM RS 1,051,134 343,178
Total equity e 11,788,299 10,530,418
Liabilities =R
Non-current liabilities ERBARG
Deferred income tax liabilities RIEFTSaE 9 78,543 85,329
Trade and other payables B REMERNRIE 16 35,155 38,441
113,698 123,770
Current liabilities muEJJEFE
Borrowings = 15 87,692 18,002
Trade and other payables %%&H@TEHM 16 541,353 794,679
Current income tax liabilities SHIfEEHAaE 146,506 119,353
775,551 932,034
Total liabilities HMes 889,249 1,055,804
Total equity and liabilities HERREE 12,677,548 11,586,222
The notes on pages 40 to 74 are an integral part of this condensed 408 2748 WM AANfSELZES R EIIIEE
consolidated interim financial information. FlE) R B IRy o
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Condensed Consolidated Income Statement fEHGZESWFEER

(All amounts in HK dollar thousands unless otherwise stated) (BREEEBEEIN > FTESEHUBETTIIR)

Unaudited
RCEZX
For the Six months ended
30 September
BZhRLA=1THILEAEA

Note 2016 2015
BfaE —E-REF —ET-RHF
Sales EEE 6 1,859,477 1,693,019
Cost of goods sold HER AN (648,634) (521,283)
Gross profit EF 1,210,843 1,171,736
Other income and other gains — net Hipw A R EMW S — 558 17 138,922 70,215
Selling and marketing expenses HERMISHERY (154,069) (118,603)
Administrative expenses THER (533,141) (389,539)
Operating profit EERF 662,555 733,809
Finance income BRI 24,577 34,668
Finance costs BB R (2,605) (6,948)
Finance income — net BIIEURA — 558 21,972 27,720
Share of profit/(loss) of associates and FE(GESE & A B R A1
a jointly controlled entity ER2AER,(&E) 1,970 (1,239)
Profit before income tax MRELRIEF 686,497 760,290
Income tax expense PSR 19 (139,806) (187,318)
Profit for the period B ER 546,691 572,972
Attributable to: FEAG -
Equity holders of the Company PA/NI SRS E SN 557,753 565,340
Non-controlling interests JEPE RS (11,062) 7,632
546,691 572,972
Earnings per share for AYPBAR D REEFEA
profit attributable to the Company’s EANEREF
equity holders for the period
Basic (HK cents) R (AL 20(a) 17.95 18.20
Diluted (HK cents) e (OBML) 20(b) 17.95 18.18

The notes on pages 40 to 74 are an integral part of this condensed 5408 E74B Wiz AARNESRHE A P EIEE
consolidated interim financial information. KlH R BB SR o
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Condensed Consolidated Statement of EHsSzEKER
Comprehensive Income
(All amounts in HK dollar thousands unless otherwise stated) (BB AEERAEI - TESEHUNBETITIIR)
Unaudited
KRBT

For the Six months ended
30 September
BZhLA=1+HILEAEA

2016 2015
—EXE —E—hF
Profit for the period AHBEZE R 546,691 572,972
Other comprehensive income: Hit 2w -
Items that may be reclassified to profit or loss ATEF S AEE R 978 B
Fair value changes on available-for-sale AEHESREEZKRIEN
financial assets, net of tax NAEESH) 937 (12,472)
Currency translation difference on BINETG 2 B ME =58
foreign operations (271,157) (334,641)
Other comprehensive loss for the period, AHERHEAE M EEER
net of tax (270,220) (347,113)
Total comprehensive income for the period, AHERBR AR EKEHEEE
net of tax 276,471 225,859
Total comprehensive income attributable to: FE{RamEksEsE
Equity holders of the Company RABIEZFEEA 295,755 226,645
Non-controlling interests FEPEHIME R RS (19,284) (786)

276,471 225,859

\‘\
30}
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Condensed Consolidated Statement of

Changes in Equity

(Al amounts in HK dollar thousands unless otherwise stated)

RS EER 2B R

(BREEHEBEIN - ARG ABE T ITIIR)

Unaudited
REER
Attributable to equity holders of the Company
FARBEREAER
Non-
Share Retained Controlling Total
Note capital Reserves  earnings Total interests equity
FiRHIM
iz TS ffF  REEN oy R BER
Balance at 1 April 2015 RZE-EFNA-H 310,432 1,188,606 7,670,008 | 9,169,046 234,796 9,403,842
Total comprehensive income for BE-_Z-1FENA=1H
the six months ended EAEARZEREEE
30 September 2015 - (338,695) 565,340 226,645 (786) 225,859
Transactions with owners in BALNTAREANRS
their capacity as owners:
Dividends paid and payable to BEZ ez SRR
non-controlling interests RIHRE = = = = (10,977) (10,977)
Appropriation from net profit B4R BT - 46,700 (46,700) - - -
Employee share option scheme EEBRET S :
~ Issue of shares upon exercise of —(TEBRENRTNTR
share options 234 9,631 - 9,865 - 9,865
Total transactions with owners BEEARSAE 234 56,331 (46,700) 9,865 (10,977) (1,112)
Balance at 30 September 2015 RZE-RERA=TH 310,666 906,242 8,188,648 | 9,405,556 223,033 9,628,589
Balance at 1 April 2016 R=B-XFNA-A 310,666 813203  9,063371 | 10,187,240 343,178 10,530,418
Total comprehensive income for BE-Z-~ENA=1H
the six months ended IEAEARNZE KRGS
30 September 2016 - (261,998) 557,753 295,755 (19,284) 276,471
Transactions with owners in RANAREEANRS
their capacity as owners:
Dividends paid and payable to FFEERIEERE AR
non-controlling interests TSRS - - - - (3472) (3472)
Appropriation from net profit B - 71,507 (71,507) - - -
Additional investment in a non-wholly ~ ZESNTERIER EMB AT
owned subsidiary 22(a) - (9,371) - (9,371) 9,371 -
Issue of new shares by a subsidiary to B A T A RN %
non-controlling interests BITHR 22(b) - 262345 - 262,345 721,341 983,686
Share-based payment Ry ARG
~ Value of consultancy service - BRR%ER - 1,196 - 1,196 = 1,196
Total transactions with owners HEEARZAE - 325,677 (71,507) | 254,170 727,240 981,410
Balance at 30 September 2016 RZE-AERA=1H 310,666 876,882 9,549,617 | 10,737,165 1,051,134 11,788,299

The notes on pages 40 to 74 are an integral part of this condensed

consolidated interim financial information.
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Condensed Consolidated
Cash Flow Statement

(All amounts in HK dollar thousands unless otherwise stated)

Huabao International Holdings Limited #= 8 BB 2% AR A 7] 2016-2017 Interim Report AR 85k &

GRS RER

(BRREHEBEIN ARG AEE T ITIIR)

Unaudited
AREK
For the six months ended
30 September
BEAA=TRHLAMEA
2016 2015
ZE-RE —¥-IF
Cash flows from operating activities REFHrRENE
Cash generated from operations EEEECER 451,377 713,829
Income tax paid BERETEH (114,396) (195,053)
Net cash generated from operating activities EETHELCRERE 336,981 518,776
Cash flows from investing activities RETBNEELRE
Acquisitions of associates Lhg: - NG| (148,470) (101,890)
Proceeds from disposal of a jointly controlled entity HELREHBEMER - 6,434
Additions to available-for-sale financial assets oA HESREE (160,391) (21,617)
Proceeds from disposals of available-for-sale HEATREESHERE
financial assets 282,926 -
Purchases of financial assets at fair value through BARAABEYEE
profit or loss BakRRENemEE = (330,162)
Proceeds from disposal of financial assets at HERDAEBSERE
fair value through profit or loss BEERENEREE = 218,729
Purchases of property, plant and equipment, BAME  BBRREE -
land use right and intangible assets THERREREVEAE (30,339) (50,864)
Proceeds from disposal of property, plant and equipment HEWE « #R N REBHETE 189 300
Release/(increase) in restricted bank deposit RE/(#E) ZREIE S 117,130 (114,104)
Short-term time deposits released/(placed) R/ (BN REESER 148,865 (3,195)
Dividend received RS, 10,343 20,805
Interest received EHFIE 15,221 44,914
Net cash generated from/(used in) investing activities RETBHEL/(FiA) 2BL3E 235,474 (330,650)
Cash flows from financing activities METHNRERE
Dividends paid to non-controlling interests MR ARE (11,152) (7,992)
Receipts from the issue of new shares to non-controlling interests [FFE{2 s |12 21T IR 2 PTIS 2R 983,686 -
Proceeds from issue of shares upon exercise of share options ~ {T{F BB RRE T 21T BT IR TSR - 9,865
New short-term bank borrowings TGRS 94,661 -
Repayment of short-term bank borrowings BREHRTEE (24,971) (154,120)
Interest paid ERFE (2,591) (7.216)
Net cash generated from/(used in) financing activities RETBHEL/(FA) 2538 1,039,633 (159,463)
Net increase in cash and cash equivalents ReRASEENEMTHE 1,612,088 28,663
Cash and cash equivalents at 1 April RUA—BZRERASEEY 3,184,051 2,674,289
Effects of currency translation on cash and cash equivalents EBBEHRS RRSSEBYNTE (49,447) (120,028)
Cash and cash equivalents at 30 September RAAZTAZBRERRLSEN 4,746,692 2,582,924

The notes on pages 40 to 74 are an integral part of this condensed
consolidated interim financial information.
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Notes to the Condensed Consolidated

Interim Financial Information

(Al amounts in HK dollar thousands unless otherwise stated)

GENERAL INFORMATION

Huabao International Holdings Limited (the “Company”) was
incorporated in Bermuda as an exempted company with limited
liability. The address of its registered office is Clarendon House,
2 Church Street, Hamilton HM 11, Bermuda.

The Company has its primary listing on The Stock Exchange of
Hong Kong Limited.

The Company is an investment holding company. The Company
and its subsidiaries (the “Group”) are mainly engaged in the
research and development, production, distribution and sale
of flavours and fragrances, tobacco raw materials, aroma raw
materials and innovative tobacco products in the People’s
Republic of China (the “"PRC”). Ms. Chu Lam Yiu, who is the
Chairwoman of the Board of Directors, holds approximately
41% beneficial equity interest in the Company as at 30
September 2016, and is the single largest shareholder of the
Company.

This condensed consolidated interim financial information is
presented in thousands of units of HK dollars (“HKD’'000")
unless otherwise stated and it has been approved for issue by
the Board of Directors on 17 November 2016.

This condensed consolidated interim financial information has
been reviewed and has not been audited.

BASIS OF PREPARATION

This condensed consolidated interim financial information for
the six months ended 30 September 2016 has been prepared in
accordance with Hong Kong Accounting Standard (“HKAS") 34,
“Interim financial reporting” issued by the Hong Kong Institute
of Certified Public Accountants. This condensed consolidated
interim financial information should be read in conjunction
with the consolidated financial statements of the Group for
the year ended 31 March 2016, which have been prepared
in accordance with Hong Kong Financial Reporting Standards
("HKFRS").

B4R S T H I I E R A

(BREEHEBEIN - ARG ABE T ITIIR)
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ZEEBEZERBERAE ([A2F])) B
BRETMKIABRRERAA -
H It ## = E ik AClarendon House,
2 Church Street, Hamilton HM 11,
Bermuda °

ARANBENEEREEHERIZAER
NGNS

ARBRBREZERRT » AT RENE
AR ([AEE]) 2EBEEEFEAR
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BEEEM RMBELLDARRZERR
ITECRIZE-RFAA=TRH  R&*
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

3. ACCOUNTING POLICIES

Except as described below, the accounting policies applied are
consistent with those of the annual financial statements for
the year ended 31 March 2016, as described in those financial

statements.

(a)

Huabao International Holdings Limited #= 8 BB 2% AR A 7] 2016-2017 Interim Report AR 85k &

(BRRBEABHN -

IGLEEE RS S ST AT )

A BB AEETITIIR)

3. EItEE

Br N XXRrats)
RARAZ @R RERE T —
A=+ A LEFENFEMBERERAER

CEEN RN
NI

SRR — B WO IR BSHRAA

Taxes on income in the interim periods are accrued using (a)
the tax rate that would be applicable to expected total

annual earnings.

There are no other standards or interpretations that are (b)
effective for the first time for this interim period that has

a material impact on the Group.

The following new standards and amendments to (c)
standards have been issued but are not yet effective and
have not been early adopted by the Group:

THIMSER I IRRERFENAR
MPTEM 2R T LATELRE -

BB E MRS B E R AR
ERERS R BRN e B AKEE
RERFE -

EBEGEDNREXMASE BT ER
FERMRFETER R ERAERT I
T

Effective for annual
periods beginning
on or after
ZEBEEN
FEHEEER

HKAS 12 (Amendment) “Income Taxes”

1 January 2017

BRGETERIFE125% (1520 [ FTiSHi —Z2—+tF—H—H
HKAS 7 (Amendment) “Statement of Cash Flows” 1 January 2017
BB ERETR (B [HRangx] —E2—+tF—H—H
HKFRS 15 “Revenue from contracts with customers” 1 January 2017
BAEMBREENE5 [ BPERKA —2—+tH—H—H
HKFRS 9 “Financial instruments” 1 January 2018
BAA G mELENEN [T A —ZE-N\F—-HA—H
HKFRS 16 “Leases” 1 January 2019
BAU B mEENE 165 [HE —ZE-NF—-HA—H
HKFRS 10 and HKAS 28 (Amendments) “Sales or Contribution of To be confirmed
Assets between an Investor and its Associate or Joint Venture”
AN MEERE 1055 REBFFTERIZE2898 (152k) FHETE

[(REEEARE RS EOENEERETIRA

Management is currently assessing the impact of the
above new and amended standards to the Group’s

consolidated financial statements.

BEER LN AT S 2R
HAKENGREVBERROZE ©

4 1\'
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

SR E R ER M @

(BREEHEBEIN  FAEZRGABE T ITIIR)

ESTIMATES

The preparation of interim financial information requires
management to make judgements, estimates and assumptions
that affect the application of accounting policies and the
reported amounts of assets and liabilities, income and expense.
Actual results may differ from these estimates.

In preparing this condensed consolidated interim financial
information, the significant judgements made by management
in applying the Group’s accounting policies and the key sources
of estimation uncertainty were the same as those that applied
to the consolidated financial statements for the year ended 31
March 2016.

FINANCIAL RISK MANAGEMENT
5.1 Financial risk factors

The Group's activities expose it to a variety of financial
risks: market risk (including currency risk, cash flow
interest rate risk and price risk), credit risk and liquidity
risk.

The condensed consolidated interim financial information
does not include all financial risk management
information and disclosures required in the annual
financial statements, and should be read in conjunction
with the Group’s annual financial statements for the year
ended 31 March 2016.

There have been no changes in the risk management
policies since 31 March 2016.

5.2 Liquidity risk
As at 30 September 2016, the Group's net debt is zero (31
March 2016: zero), which is calculated as total borrowings
(including current and non-current borrowings) less cash
and cash equivalents.

fiskt
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RFTREMEAER

B ERER

51 BIEEKEZ
AREEHESEE ZHEYERAR
MEER (BFEIERK - BE R
SZHERRBLERRR) - EER
S RmE MR

HAGEP Y BERNTRBESF
EMBERBENMEMBERRE
BEBEMEE  WHBAMEREKE
BAEEHE_T—AR"FZA=1
—BHLEFENFENBRE —HE

=)
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

5. FINANCIAL RISK MANAGEMENT (continued)
5.3 Fair value estimation

The following categorises financial instruments carried
at fair value based on the level of inputs to valuation
techniques within a fair value hierarchy. The different
levels have been defined as follows:

. Quoted prices (unadjusted) in active markets for
identical assets or liabilities (level 1).

o Inputs other than quoted prices included within
level 1 that are observable for the asset or liability,
either directly (that is, as prices) or indirectly (that is,
derived from prices) (level 2).

o Inputs for the asset or liability that are not based
on observable market data (that is, unobservable
inputs) (level 3).

Included in level 1 within the fair value hierarchy as at 30
September 2016 and 31 March 2016 were those listed
equity securities that were classified as the financial assets
at fair value through profit or loss. The fair values of these
financial instruments traded in active markets were based on
quoted market prices at the balance sheet date. A market is
regarded as active if quoted prices are readily and regularly
available from an exchange, dealer, broker, industry group,
pricing service, or regulatory agency, and those prices
represent actual and regularly occurring market transactions
on an arm’s length basis. The quoted market price used for
financial assets held by the Group is the current bid price.

Included in level 3 within the fair value hierarchy as
at 30 September 2016 and 31 March 2016 were the
available-for-sale financial assets. There were no transfers
into or out of level 3.

There are no other financial instruments that were
measured at fair value as at 30 September 2016 and 31
March 2016.

The Group has adopted the market approach in valuing
available-for-sale financial assets. The market approach uses
prices and other relevant information generated by market
transactions involving identical or comparable assets.

IGLEEE RS S ST AT )

(BRmEHEBEIN - FFESRGAEE T ITIIR)
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

5. FINANCIAL RISK MANAGEMENT (continued)

5.4 Fair value measurements using significant
unobservable inputs (Level 3)

B4R S P BKE B @

(BREEHEBEIN  FAEZRGABE T ITIIR)

5. MBERERE (&)

54 FREATABEERANDRE
B E (F=F8)

Available-for-sale
financial assets

A E
At 1 April 2016 RZZE—RFWMA—H 388,105
Additions g 160,391
Disposals Do (282,926)
Fair value change, before tax BRI Z AR FEEE 1,855
Currency translation differences BinE =8 (3,911)
At 30 September 2016 RZE—RFNA=TH 263,514

There were no changes in valuation techniques during the
period.

5.5 Group’s valuation processes

The Group’s finance department includes a team that
performs the valuations of financial assets required for
financial reporting purposes, including Level 3 fair values.
This team reports directly to the chief financial officer
(CFO). Discussions of valuation processes and results are
held between the CFO and the valuation team at least
once every half a year, in line with the Group’s reporting
dates.

5.6 Fair value of financial assets and liabilities
measured at amortised cost

The fair value of financial assets and financial liabilities

measured at amortised cost approximate their carrying
amounts.

HR - HERDALEZE -

55 AKENMGERRE

AEBMBHRE—E/)E 8a&
R BEREETEATHEREEN
HE BREAEEE=-EAAEBE-
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(BRmEHEBEIN - FFESRGAEE T ITIIR)

(All amounts in HK dollar thousands unless otherwise stated)

6. TURNOVER AND SEGMENT INFORMATION 6. EEHERIHER

The Group has organised its operations into four main operating
segments:

- Flavours and fragrances;

- Tobacco raw materials;

- Aroma raw materials; and

- Innovative tobacco products.

The chief operating decision-makers have been identified as the
executive directors (the “Executive Directors”). The Executive
Directors review the Group’s internal reporting in order to
assess performance and allocate resources. Management has
determined the operating segments based on these reports.

During current reporting period, the Group conducted
an internal organizational restructuring. As a result of the
restructuring, the operating segments changed in response to
the change in internal reporting. The original flavours segment
and fragrances segment were combined into a new segment
— flavours and fragrances segment. Reconstituted tobacco
leaves segment and new materials segment were combined
into a new segment — tobacco raw materials segment. In
addition, VMR Products, LLC and its subsidiaries (“VMR"), the
subsidiary acquired in last financial year, together with other
existing entities with similar business formed a new segment
— innovative tobacco products segment. Aroma raw materials
segment remains unchanged. The comparative figures of last
corresponding period have been restated according to the new
segment information.

AEBHKEDRIUATEEEDH

- BR

— AR

- EER R
- FREENS .

TERERREPEANTES ([H17
BEx]) WTEEERHAEENAIRE
L/{uﬂﬁi%iﬁb& PECER - BE BRI R
FEARELENE -

RAREERN - SE#ETT T NEPAEMZERE
B EENPAEEBEEAERAIR
EHREMBEMNE - RERNREABERD
*B)SzEFH%F“*BM%%%I%EEU%«M
DE BRI  EEERDIERTM
ﬂ’“*li/\{%?%—ﬂ%ﬁﬁ’]%é%“*ﬁ*kﬁﬁ
REDES o BbHN - REFREBZHB R

VMR Products, LLCREF A7) FVI\/IRJ)
R AR IR AR 2 A R AR — EF R g e

DE-FAMEER RS BHREED I
WIS EFRBANERBFTERIER

MO EEREDHE -

45



(a6

Huabao International Holdings Limited #8 BB 2% AR A 7] 2016-2017 Interim Report AR 8k &

Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

6. TURNOVER AND SEGMENT INFORMATION
(continued)

The Executive Directors consider the business from the
operation’s perspective and assess the performance of flavours
and fragrances, tobacco raw materials, aroma raw materials
and innovative tobacco products segments:

(1)  Flavours and fragrances segment includes research
and development, production and sale of flavours and
fragrances products.

(2) Tobacco raw materials segment includes research and
development, production and sale of paper-making
reconstituted tobacco leaves and new materials products
that are innovative, functional and applicable to tobacco
industry.

(3) Aroma raw materials segment includes research and
development, manufacture and sale of aroma raw
materials products that are extracted from natural
materials or generated from chemical process.

(4)  Innovative tobacco products segment includes research
and development, production and sale of e- cigarette.

The Executive Directors assess the performance of the operating
segments based on a measure of operating profit.

ERR S RN B ER M @

(BREEHEBEIN  FAEZRGABE T ITIIR)
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

6. TURNOVER AND SEGMENT

(continued)

The segment information for the six months ended 30

September 2016 is presented below:
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EXRERTHER (B

BHE_Z-—R"FAA=THLERNEANS
BEHZ50T :

Unaudited

REEY
For the six months ended 30 September 2016
BZ-Z-R"EAA=THLAER

Flavours Tobacco Aroma Innovative
and raw raw tobacco
fragrances  materials  materials  products Others Total
gl
&R ERRR ERY EEHE Hith @t
Total turnover BEEE 1,103,124 401,672 234,261 161,113 1,465 1,901,635
Inter-segment sales AEEEE (32,400) (7,087) (2,643) (28) = (42,158)
Segment turnover - net NEEEE -5 1,070,724 394,585 231,618 161,085 1,465 1,859,477
Segment result DEEE 609,469 131,014 36,854 (67,666)  (47,116) 662,555
Finance income 7 ON 24,577
Finance costs BERA (2,605)
Finance income - net WA — 55 21,972
Share of profit of associates ~ JE{HE A Al 2 &7 1,970
Profit before income tax BRBiAI 2 686,497
Income tax expense FisH (139,806)
Profit for the period KEEAR 546,691
Depreciation e 22,821 46,652 6,953 2,522 161 79,109
Amortisation B 13,111 4,385 9,520 18,907 1,509 47,432
Unaudited
REEY
As at 30 September 2016
RZB-AFNA=1H
Flavours Tobacco Aroma Innovative
and raw raw tobacco
fragrances  materials  materials  products Others Total
HE
B EARR ERE EEHm Hith st
Segment assets HEEE 6,883,461 2,304,125 649,612 415414 2,424,936 12,677,548
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6. TURNOVER AND SEGMENT INFORMATION 6. RXEROIPERE (&)
(continued)

The segment information for the six months ended 30 HE—_ZT—AFNA=Z+BHIEAEANS
September 2015 is presented below: HERZ5IT :

Unaudited (restated)
REER (E51)
For the six months ended 30 September 2015
HEZZ-REAA=THILAER

Flavours Tobacco Aroma  Innovative

and raw raw tobacco
fragrances materials materials products Others Total

Felp
B ERRR BRE  BEYS Hit FCE
Total turnover e 1,258,838 320,930 139,144 1,649 5822 1,726,383
Inter-segment sales DEPEIHE (8,839) (22,066) (2,457) 2) = (33,364)
Segment turnover - net DEEEE — FE 1,249,999 298,864 136,687 1,647 5822 1,693,019
Segment result Db 680,522 106,181 29,826 (40,368) (42,352) 733,809
Finance income BAFEMA 34,668
Finance costs BERA (6,948)
Finance income — net BIFSIA — 58 27,720

Share of loss of associates and ~ FE{f 4 A 7] |2 2ERI12 4]

a jointly controlled entity fTELZEﬁE (1,239)
Profit before income tax BRI AR 760,290
Income tax expense TS (187,318)
Profit for the period AHRERF 572,972
Depreciation e 24,678 49,565 4,165 235 137 78,780
Amortisation B 13,286 5,720 1,603 5 122 20,736
The segment assets as at 31 March 2016 are presented below: RZE—RF=ZA=1+—HHIHEES

BN

Audited (restated)
mEl (£531)
As at 31 March 2016
RZE—~"F=A=1+—H

Flavours Tobacco Aroma  Innovative
and raw raw tobacco

fragrances materials materials products Others Total
Ei

F BREN  ERM  BENR  EB @

>
oKk
=
s
mt

Segment assets 415,740 2,545,688 777,189 450,826 2,396,779 11,586,222
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(BRmEHEBEIN - FFESRGAEE T ITIIR)

(All amounts in HK dollar thousands unless otherwise stated)

TURNOVER AND SEGMENT
(continued)

INFORMATION

Segment result represents the profit earned by each segment
without inclusion of unallocated expenses, finance costs,
finance income and share of results of associates and a jointly
controlled entity. This is the measure reported to chief operating
decision makers for the purposes of resource allocation and
assessment of segment performance.

Non-current assets other than financial instruments and
deferred tax assets of the Group as at 30 September 2016 and
31 March 2016 are mainly located in the PRC.

Revenues from external customers are derived from the sales of
flavours and fragrances, tobacco raw materials and aroma raw
materials to customers mainly located in the PRC, and the sales
of innovative tobacco products to customers mainly located in
the U.S..

Revenue derived from sales made to one single largest external
customer for the six months ended 30 September 2016
amounted to 13% (30 September 2015: 18%) of the Group’s
total revenue. These revenues are attributable to flavours and
fragrances segment.

EXRERTHER (B

DEHEEERREDM AN - EHIAR
ﬁtﬂ%ﬁi’\*ﬁfitﬁ BERA - BEHA
ﬂlﬁ’é{ﬁﬂﬁﬁéﬁ HFEH B2 %48 -

D EEEER %7% DECE R B ED
MeREMATELERREZINT
# o

ReEmTAMELEREHEENKIN R
E-RENAZTHE=ZZ—XRF=ZA=
T-BAREENFERBEEAREIEGR
BA o

KEIBEFHPATERREHER
B ERARMEERHTEATE Uk
HEFRLEERMTXERRP
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Interim Financial Information (cont'd)
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(BREEHEBEIN  FAEZRGABE T ITIIR)

7. PROPERTY, PLANT AND EQUIPMENT, LAND USE 7. Y ¥ - #ERHE - T hEHE

RIGHTS AND INTANGIBLE ASSETS RELEE
Unaudited
REER
Property,
plant and
equipment Total
(excluding property, Other Total
construction  Construction plantand  Land use intangible  intangible
Note in progress) in progress  equipment rights  Goodwill assets assets
VERE
kit (72 0¥ BER i 317
ik RIR) HRIE REEH  LHERE HE BYEE  EEAH
For the six months ended B2-E-1F
30 September 2015 hB=TRLAMEA
At 1 April 2015 RZE-REMA-A 1,264,575 140,920 1,405,495 194,060 | 2,735,468 161,899 | 2,897,367
Additions hE 18,670 20,082 38,752 m - 579 579
Transfers g9 80,29 (80,29) - - - - -
Disposals e (369) - (369) - - - -
Depreciation and amortisation mENEH 18 (78.780) = (78780) (3,185) = (17551) | (17,551)
Currency translation differences SHABEE (43329) (3,106) (46,434) (6,041) | (89,617) 2599 | (92,216)
At 30 September 2015 RZE-RENA=TH 1,241,064 71,600 1,318,664 185,605 | 2,645,851 142,328 | 2,788,179
For the six months ended BE-E-5E
30 September 2016 AB=TALAEAR
At 1 April 2016 RZE-EMA-A 1,264,490 43,329 1,307,819 185,688 | 2,743,476 518,159 | 3,261,635
Additions hE 15,461 8311 3,112 488 - 1511 1511
Transfers & 24,454 (24,906) (452) - - 452 452
Disposals e (2,482) - (2,482) - - (63) (63)
Provisions for impairment FEEE = (1:111) (1111) = = - -
Depreciation and amortisation mEREH 18 (79,109) - (79,109) (3,044) - (44,388) | (44,388)
Currency translation differences EHBEES (30,489) (5732) (36,221) (5269) | (81,226) (5410) | (86,636)
At 30 September 2016 R-B-RENA=TH 1,192,325 19891 | 1212216 177863 | 2662250 470261 | 3,132,511
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(All amounts in HK dollar thousands unless otherwise stated)

REE QTR 2RE

RZZE—REAA=TH  KEER=(E
RIERMBE AR HEEZ - TRALXE
BRZEFBEARNRERENGSFHZ
NEEIEEENARAEZBN DN -

8. INVESTMENTS IN ASSOCIATES 8.

The Group has interests in three individually immaterial
associates as at 30 September 2016. The following table
analyses, in aggregate, the movements of the carrying amount
of the Group's investments in these associates, and its share of
results of these associates.

An analysis of the movements of equity investments in REENRNERREZEH ST ¢
associates is as follows:

Unaudited
RASEZ
For the six
months ended 30
Note September 2016
BE-—Z—XfF
hA=+H
BaE 17} B
At 1 April RIMA—H 337,616
Share of profit of associates FEAG B E R Bl B A 1,970
Acquisition of equity interest in Wit R EEMF RIS
Beijing Yunjiwuyu Technology Co. Ltd. BERAR ([EEWMF])
("Yunjiwuyu”) Z B (b) 35,425
Currency translation differences HEBBREZERE (11,476)
At 30 September 2016 B“NAA=+H 363,535
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(Al amounts in HK dollar thousands unless otherwise stated)

8. INVESTMENTS IN ASSOCIATES (continued)
(@)  As at 30 September 2016, the Group had interests in the

8. RBEQTRAZRE (A)
(@) R-TB—AXFALA=1+A K4&HE

following associates:

RIATHE R EIEAER

% of
Country of ownership
Name incorporation Interests Principal activities
Ptz
=18 M ER Aot FEEK
Guizhou Huangguoshu Golden PRC 40% Pre-operating
Leaf Technology Co., Ltd. s EHEAZET
("Huangguoshu Golden Leaf"”)
EMNEREERTARAA
(EREE2E])
Yunnan Hongta Blue Eagle Paper PRC 25.1% Manufacture and sales of cigarette
Co., Ltd. H paper and auxiliary products
ERAEEREERRLAA FEMEEBERALEDAM
Yunjiwuyu PRC 20% Provision of software development
EEYF H services and sales of self-developed
softwares
R FREREMEEBTTME
ZEMRETFEM
In May 2016, the Group purchased 20% of the equity (b) &EM20164E5 4 LAAREE30,000,000

interest in Yunjiwuyu at a consideration of RMB30,000,000
(equivalent to approximately HKD35,425,000).

(#978%635,425,0007T) WEEEY
F20% Z BHE
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Interim Financial Information (cont'd)
(All amounts in HK dollar thousands unless otherwise stated) (BREEEBEEI - FTESBHNBETILIIR)
9. DEFERRED INCOME TAX ASSETS/LIABILITIES 9. EZEFMBHEE &8E
The movements in the deferred income tax are as follows: PSS E BN T ¢
Unaudited
FEEG
Deferred income tax assets Deferred income tax liabilities
BEFEHEE BEMEHEE
Withholding
income tax
on dividends
Valuation ~ expected to
Unrealised surplusof ~ be remitted
profits assetsand  from group
arising from recognition entities
intra-group Recoverable of intangible  incorporated
Note sales  taxloss  Others Total assets in the PRC Total
£@R @R
AEHE ReEERY
FrEEH BEME DARMELY
L BHREY REFELZ
i ABREA URERER A @ EENER  BRAEH @it
At 1 Apil 2015 R-E-REMA-B 65,194 - - e 65,877 6730 | 72607
Recogised in other comprehensive income ~ AR 2 ENEHER - - - - @4758) - U
Recognised in the income statement RERRER 19 8250 - - 8250 701 (6,730 W
Curtency translation differences gHnEEE (2,501) - - (25501) (1371) - (1371)
At 30 September 2015 R-E-R1ENA=1H 70943 - - 70943 66,825 - 66,825
At 1 April 2016 R=E—"ERA-H 70,583 6,991 2214 79,788 85,329 - 85,329
Recognised in other comprehensive income ~~ FAEL b 2 EEHR - - - - 918 - 918
Recognised in the income statement NEESEET 19 (2910) - 1,085 (1,825) (4,687) - (4,687)
Currency translation differences EpE e (322) (25 (85) (3,534) (3,017) - (3,017)
At 30 September 2016 RZE—NENAZTH 64,449 6,766 3214 74429 18,543 - 18,543
Deferred income tax assets are recognised for temporary ERRNANBIREEMELEN RSN BN IE
differences mainly arising from unrealised profits from REELEMEHREE HeBEUAEERR
intra-group sales, and calculated under the liability method HEEHPARE D EEARNRERAEY
using the tax rate which are enacted or substantively enacted by R ZEZERETE o

the balance sheet date.
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

DEFERRED
(continued)

INCOME TAX ASSETS/LIABILITIES

Deferred income tax liabilities arose from the valuation
surplus of property, plant and equipment, land use rights,
intangible assets, available-for-sale financial assets; recognition
of intangible assets as a result of acquisition of subsidiaries;
changes in fair value of financial assets at fair value through
profit or loss and withholding income tax on dividends expected
to be remitted abroad by group entities incorporated in the
PRC.

Pursuant to the Corporate Income Tax Laws of the PRC
approved by the National People’s Congress on 16 March 2007,
a 10% withholding tax is levied on dividends remitted from the
PRC entities to overseas investors with effect from 1 January
2008. A lower withholding tax rate of 5% is applied to Hong
Kong investors as there is a tax treaty between the PRC and
Hong Kong. However, the 5% treaty rate is not automatically
granted. The taxpayer needs to apply to the relevant tax bureau
for an approval for the treaty rate. The Directors estimated that
a portion of profits generated by the PRC subsidiaries would be
distributed to their Hong Kong immediate parent companies
and the approval for the treaty rate will be obtained. Therefore,
deferred income tax liabilities had been provided based on
5% or 10% of the estimated profits to be remitted to Hong
Kong. The Directors of the Company will review the funding
requirements of the Group and revise the dividend distribution
policy of its subsidiaries as appropriate.

As at 30 September 2016, deferred income tax liabilities of
HKD343,151,000 (31 March 2016: HKD343,470,000) have
not been recognised for the withholding tax that would
otherwise be payable on the undistributed profits of certain PRC
subsidiaries.

SR E R ER M @

(BREEHEBEIN  FAEZRGABE T ITIIR)

9. BEFSESHEE &E (&)

BEFSRBEDARARRWENB L
L LHE
% BEAENMAHEESHEENTGE
BER - BPEENER - WARBENE
AFABRSNEREEN AR ER
FMEL  REEARPEEMRIZAR
FIEHAME MRS A B T EE A 2 TRIRFA 1S

RIFTER M ~ R LR

RS

i

REEEAARKZAER -_ZETLF=A
TARBEBBNFEERMEHE A%
ZNF—A—HE  PRLERABIMEE
FRI10% 2 MBI FTF
B BERPEAREEERINHBHE -
BHELCERNBEBREEDIRBE - AF
BEREEFNHES%EU - BZ5% W E
MEWIFEBES ARAFTEREHEE
ERBRBEFHEZERBHE - A28
EEHeSRERBERERBAR &
MKEBRETERBENERSAA -
bt BERBREENRBHELRESLZ
BMAS%H10%N T RGFHE - ARBE
ERTRRNARE &S HRILERHA

ERRRR

BB AR ZBREBR -

MRZZE—XRNENA=1+H  RNEBMI AR
EFTHhRREMB AR ZADIREF AT EE
EENERMSHEREEMSHAaES
#343,151,000C (ZZE—RNE=A=1+

—H : 7##343,470,0007T) °
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Notes to the Condensed Consolidated GRS ES T HB B ER M @
Interim Financial Information (cont'd)
(All amounts in HK dollar thousands unless otherwise stated) (BB AEEAEI - FTESEHUNBEETITIIR)
10. TRADE AND OTHER RECEIVABLES 10. EZ R HMEWFIE
As at As at
30 September 31 March
2016 2016

R-B—RE RZZ—XRF
hA=+8 =A=+—H

Note Unaudited Audited

k=3 RBEX ok

Trade receivables Z S EWNTIE (a) 1,216,993 994,949

Less: Provision for impairment of R EWGRIE R E R

receivables (20,131) (13,763)

Trade receivables — net B S EWETE — F58 1,196,862 981,186

Notes receivable e 86,305 192,647

Prepayments and other receivables TEAHRRIE K EAth e s kIR 285,954 231,930

Advances to staff BT 9,815 15,054

Others Hith 6,729 19,873

1,585,665 1,440,690
Except for prepayments of HKD69,690,000 (31 March 2016: & T8 - BR 2078 #69,690,0000T (=& —
HKD44,028,000), trade and other receivables balances are NF=ZHA=+—H : #%44,028,0007T)
financial assets categorised under “loans and receivables”. All G BERHEMERFRERMEER S
trade and other receivables are either repayable within one year HARITERNEWRRIE] FIEBESHKH
or on demand. Accordingly, the fair values of the trade and fth FEUGRIE TV — F NS R B AR F 8 ©
other receivables approximate their carrying amounts. WE 5 & H A W GRIRREE SN B

“++

Eo
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

10. TRADE AND OTHER RECEIVABLES (continued)

(@)  The credit period granted to customers generally ranges
from 0 to 180 days. At 30 September 2016 and 31
March 2016, the ageing analysis of the trade receivables
(including amounts due from related parties which are
trade in nature) based on the invoice date was as follows:

& BR x5 o 2 B 7 R B R )

(BREEHEBEIN  FAEZRGABE T ITIIR)

10. ESREMEKRRIE ()
(@) BYFREFWMEEH—KAIE180
He RZE—ARFNA=+HEKZ
T-—XNEZA=1+—HB BHREK
HIE(BEEBALHNE S EKRK
1) IRIEEZ A MARE ST

As at As at

30 September 31 March

2016 2016

R=Z—REF RIZE—RF

AB=+R =A=+—H

Unaudited Audited

RIRER BEZ

0 - 90 days 0290H 1,067,782 869,233
91 — 180 days 912180H 77,397 55,538
181 - 360 days 1812360H 33,141 41,803
Over 360 days 360H A E 38,673 28,375
1,216,993 994,949

As at 30 September 2016, unbilled trade receivables of
HKD594,090,000 (31 March 2016: HKD371,792,000)
was categorised in the aging of 0-90 days.

R-ZZTE—ARNFALAZ=Z+H kA%
=7 E SR AB594,090,0007T
ZE—RNFE=ZA=+—HB: &K
371,792,0007T) B B E#0-90H BR
BRI o
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Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

11.

12.

(BRmEHEBEIN - FFESRGAEE T ITIIR)

FINANCIAL ASSETS AT FAIR VALUE THROUGH 11. U A ABEIEEHEH AE

PROFIT OR LOSS

mNEMEE
As at As at
30 September 31 March
2016 2016

R=ZE—RFE RZZT—FF
hBA=+H =A=+—H

Unaudited Audited
REEERK KEZ
Listed equity securities, PRC, ETRAZES - RBIKRE
at market value, denominated in RMB EMEUAREE 221,740 229,149
Changes in fair values of financial assets at fair value through RAREFHEBERIRZHBEEZ AR
profit or loss are recorded in “other income and other gains — B IR AGEERRZ [EMBAR
net” in the consolidated income statement (Note 17). Hadas — F58] A (KIFE17) o
The fair values of all equity securities are based on their current ETRAFBSFZ AR BTIZERFRERE
bid prices in an active market, and they are categorised within MEHNEAE  BEAABEERFER
level 1 of fair value hierarchy. E—E -
SHARE CAPITAL 12. B&
Unaudited
REEK
Ordinary shares of HKDO0.10 each
BREEEAYI1I0TZEBR
Number
Note of shares HKD'000
Bk BRHEAE BET T
Issued and fully paid: BEITREE ¢
At 1 April 2015 R-ZZE—RFMAE—H 3,104,317,961 310,432
Issue of shares upon exercise TR MBI TR
13 2,340,000 234

of share options

At 30 September 2015, 1 April 2016
and 30 September 2016

R-ZE—RFALA=+H"
“E-RFHA—HK
—E-RFhLA=1+H 3,106,657,961 310,666

=

57\
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Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

13. SHARE-BASED PAYMENT

Movements in the number of shares under share-based
payment outstanding during the period are set out below:

SR E R ER M @

(BR=HHEAEI

T 2 EE BB TITHIR)

13. ROBERZN

REIA - AR RERR A T RITER
BB 2 EEHFIRIAT

Unaudited
RISER
For the six months ended
30 September
BEAA=THLEAEAR

2016 2015
—E-XREF —h4F
Number of Number of
share options share options
Note ("000) ("000)
BoEE g B
By &E (RREUAT5T) (B EUATED)
Share option BB
At 1 April RIMA—H (ai) 15,250 17,590
Exercised [RESEES (aii) - (2,340)
Lapsed BR (a iii) (1,800) =
Sub-total Net (aiv) 13,450 15,250
Share award B A7 £2 8D
At 1 April and 30 September REUA—BERAA=+H (b) 4,350 =
Total 1Bzt 17,800 15,250
(a) Share option scheme (a) HERRAE
On 10 October 2006 and 25 October 2006, the Group RIEBEZERFT+ATERE-ZEETR
granted 97,200,000 and 30,400,000 share options with FTAZ+THB  AEESHEE

an exercise price of HKD3.09 per share and vesting periods
of 0 to 3 years to employees and directors respectively.
On 17 October 2007, the Group granted 13,900,000
and 3,600,000 share options with an exercise price of
HKD6.65 per share and vesting periods of 0.5 to 3 years
to employees and a director respectively. On 14 April
2008, the Group granted 10,400,000 share options to
two directors with an exercise price of HKD6.39 per share
and vesting periods of 0 to 3 years. The options have a
contractual option term of 10 years. The Group has no
legal or contractual obligation to repurchase or settle the
options in cash. The fair value of the share options at
the grant date was determined using the Black-Scholes
valuation model.

97,200,000}2.30,400,0000% B& A% #E
TEEAEERBE3.097T X 5FEH
ROE3F - THEREEBRES K
BA:%Z@CEM% ++8 A&EHE

2 Bl # H13,900,000% 3,600,000
H&Eﬁﬂﬁ% T ERERE6.65
ThEBHAEFXFE3IF FTHE
EE\& HEE - RRZZEZENF
MA+IE - AEEXRTREME
% $£10,400,0000% B J 4 - 77(E (B
AR BKeIOTLREBH AR
3F - ARREBBRENHR A+
FoRAEEREEZEEZH XA REE
MR & R - BiRENA
A BENXE B dBlack-ScholessE
HIRAERR o
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Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

13. SHARE-BASED PAYMENT (continued)

(@) Share option scheme (continued)

(i)

(ii)

(iii)

(iv)

The weighted average exercise prices per share
are HKD5.02 and HKD4.91 as at 1 April 2016 and
2015.

During the period ended 30 September 2015,
the weighted average market share price of the
exercised 2,340,000 share options before the share
option exercise date and the weighted average
exercise prices per share were HKD8.20 and
HKD4.22 respectively.

Share options lapsed was due to resignation of
an employee. The weighted average exercise price
per share is HKD6.65 for the share options lapsed
during the period ended 30 September 2016.

The weighted average exercise prices per share are
HKD4.80 and HKD5.02 as at 30 September 2016
and 2015 respectively.

Share options outstanding as at 30 September 2016 are

ERZE P MM BENME w0
(B BEEBES - BB EINEET THIR)

13. R AEBNA (B)
(a) BRE (&)
() R-E—R"ER-_ZT—AFH
A—HB  mEFHTEED 5
BB 02T KB E4.91

ﬁo

(i BE-_T—AFHLA=THL
ﬂﬁFﬁEmﬁZEﬁﬁxﬁé%ﬁz B A
2,340,0000% © B8 HEI7{F A
2 INFEFHU T E R H T
HITEE S B BB RSS20
TN BEE4.227T °

(i) BREIXAZHNESEER -
BE_ZT—XR"FhLA=1+HIE
HARE - R BB AR A 2 AN aE S
BT ERBE6.65TT ©

(ivy RZZE—RER-_ZT—HFN
A=+H MEEHITEED
Bl A4 80 T KB HE5.027T °

RZB-—RFNANA=TBHRITEE

analysed as follows: iRz ST -
Exercise Number of
price in HKD share options
Grantee AEA per share ("000) Expiry date
TEERT BREHA
(ZRRst) (BRBUATED) K¥MBH
Directors o 3.09 900 24 October 2016
20165F10H24R
Employees == 3.09 6,100 9 October 2016
20165 10H9H
Employees [=3=] 6.65 6,450 16 October 2017
20174F10H16R
At 30 September 2016 R=-E—X<FEHLA=+H 13,450
All share options outstanding as at 30 September 2016 RZE-—RFEFERZZTE-—HAFNA=

and 2015 are currently exercisable.

+8 - %ﬁ*ﬂﬁmﬁ%%mﬁﬁ
AT -

59
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13. SHARE-BASED PAYMENT (continued)
(b) Share award

On 30 December 2015, the Company granted not
more than 4,349,717 awarded shares to a consultant
("Consultant”) for payment of service fee to the
Consultant on full completion of services (“Services”) by
the consultant, or such lesser amount representing the
part of Services completed by the Consultant pursuant to
a service contract (“Service Contract”). It is considered as
an equity-settled share-based payment and accounted for
as restricted share award. As such, the services received
are measured and accounted for at their fair values,
which amounted to RMB10,000,000 (approximately
HKD11,960,000) and expensed over the vesting period
on a straight-line basis. The corresponding equity for the
settlement of payment is also increased by the fair value
of the services received.

As at 30 September 2016 which being the expiry date of
the Service Contract, the fair value of the part of Services
completed under the Service Contract by the Consultant
was RMB3,000,000 (approximately HKD3,588,000). Based
on the Service completed, the Consultant would be
entitled to 1,304,915 awarded shares and the remaining
3,044,802 awarded shares to which the Consultant was
not entitled would be cancelled before 31 December
2016.

Apart from the above, no shares outstanding are currently
exercisable as at 30 September 2016.

SR E R ER M @

(BREEHEBEIN  FAEZRGABE T ITIIR)

13. ROBERNIN (H)
(b) KADERRE

R-ZE—RAF+_A=+H" &2
AIEREAR ([BREER]) HET
HBi84,349,71 7% L2 EY AR 1D F — 1z
B ([EE]) EAXNEMTENE
RS ([ARH]) REE (SIKE
1 SERK E8 10 BR TS PTG RO B 4858 ) -
I Th AR5 A B EI’JEZH]ILAxﬁE%
Hl A% (0 2B ABR o L - 1tk BRAE A
H 2 nEEAR10,000,0005T
(%Wémm 1,960,0007T) sF=MARR
TREERRHAZH  MREOAIA
BEEEMERSE -

HE-_Z—XRXFEFNLA=1+H Bk
BERMERB ) - ERRER
BEREZERNIBORBE 2R
B & A R #3,000,0007T (4 75 #&
3,588,0007T) ° AT KBRS
BEREEEERMEE RN

1,304,9150% - i EE A MmN A H
#RHY3,044,802 % BREN AR D #E A =
E—RNF+ZA=+—B AT -

B Euish RZE—XRENLA=F
e ﬂ‘ﬁ?ﬁfiﬁhﬁﬁﬁﬁx%T%Mﬂ@
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13. SHARE-BASED PAYMENT (continued)

(o)

Share option scheme of VMR

VMR, a non-wholly owned subsidiary of the Group, has
operated a share option scheme which over 80,000 shares
were authorised to be issued. All options vest over a three
year period and expire five years from the date of grant.
The fair value of the share options at the grant date was
determined using the Black-Scholes valuation model.

Movements in the number of shares options outstanding
during the period ended 30 September 2016 and their
related weighted average exercise prices are set out
below:

IGLEEE RS S ST AT )

(BRmEHEBEIN - FFESRGAEE T ITIIR)

13. REB/BERNA (&)

(c)

VMRZ BB IR ST &l
EBZHkE2EHBRAVMRZ B
% % 51 8 &9 7% & B A% # A80,000
e FMBEERBZERERBHA
=F - ARRTEERENTER AR
FoBRENAABENRKLAR
Black-ScholessF{H E AL FERR o

BE-FT-—AFAA=1THLH
- RITEMBRERE 2 &
REARRA 2 h0E 91T E E IR 40
I

Unaudited
RREX
For the six months ended
30 September 2016
BE-ZS—XEhLA=+HLKEA

Weighted
average Number of
exercise price share options
in HKD per share ("000)
InEFHITEE BRERE

B (BRE) (BBUAT )

At 1 April 2016 RZZE—RFMA—AH 219.72 66,094
Lapsed RN 196.97 (10,500)
At 30 September 2016 RZZE—RENA=1H 224.08 55,594

6 1\
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13. SHARE-BASED PAYMENT (continued) 13. RORERNZS (&)
(c) Share option scheme of VMR (continued) () VMRzZEBRR#ESTEl (48)
Share options outstanding as at 30 September 2016 and RZE—R"FNLAZFTBRITERE
their related weighted average exercise prices are set out P2 AT R ¢
below:
Exercise Number of
price in HKD share options
Grantee EZEA per share ("000) Expiry date

TEERT BRERE
(B (BREATE) KA

Employees [=3=] 165.02 12,100 3 December 2017
2017412 A3H
Employees B8 165.02 7,350 14 September 2018
2018597 14H
Employees B8 752.50 7,000 1 July 2019
2019F7A1H
Employees (== 165.02 5,500 5 July 2020
202097 A5H
Employees BE 129.96 23,644 17 December 2020
2020612 A178
At 30 September 2016 R-EBE—RERLA=TH 55,594
19,450 share options out of total outstanding options as HE-_ZT—X"FALA=1+H " KT
at 30 September 2016 are currently exercisable. FREAREE F - 19,4500% fiE X 1

AT AT ©
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Notes to the Condensed Consolidated
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IGLEEE RS S ST AT )

(All amounts in HK dollar thousands unless otherwise stated) (BB AEEAEI - FTESEHUNBEETITIIR)
14. RESERVES 14. #1&
Unaudited
REEN
Capital Share-based  Currency
Contributed ~ Merger Share Capital redemption compensation ~ translation Other
surpls reserve  premium  reseve  reserve feserve  reserve reserves Total
BARE HRGAEE KEARE
BdR® GURE  ROEE  E5GEG e HMegs fifs  HERE Azt
At 1 April 2015 R-E-1EMA-A 28191 (61760) 456,158 1677 5853 40606 711805 301476 1,183,606
Fair value changes on avallable- AL ESHEE VBT
for-sale finandial assets, netof tax &ML EEE = = - - - - - (241 (24n)
Appropriation from net profit BRI - - - - - - - 46700 46,700
Employee share option scheme EEBEREE
- issue of shares upon exercise of — — {7{EERTRE
share options [ - - 12093 - - (2462) = = 9631
Currency translation differences EREZE - - - - - - B - (3623
At 30 September 2015 R=E-RENAZTA 288191 (617160) 468251 1677 5853 B4 358 33B704 906242
At 1 April 2016 KRB "EmA-H 288191 (617,160 468,251 1671 5853 4053 250547 375308 813203
Fairvalue changes on avalable- At HESFIEEY
forsale financial assets, net of tax BRI A A ES = - - - - - - 937 937
Appropriation from net profit BAIAR - - - - - - - 71507 71,507
Additonal investmentinanon-~~ ESNTERIERE
wholly-owned subsidiary HWERA - - - - - - - ©9311)  (937)
Issue of new shares by a subsidiary to AT e8I
non-controling interests BB - - - - - - - 6235 26345
Share-based payment -value of (A BER S
consultancy services - ERRBEE - - - - - 119 - - 1,19
Curreny translation differences RRAEZE = = = = = - (26293) - (26293)
At 30 September 2016 HT-REARTHE B89 (U760 468251 1677 588 4T (12388) 10076 8768
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15. BORROWINGS

SR E R ER M @

(BREEHEBEIN  FAEZRGABE T ITIIR)

15. EX

As at As at
30 September 31 March
2016 2016
RZB—RE RIT—RF
hB=+H =RA=+—H
Note Unaudited Audited
BRE RBEZX KEZ
Current mEh
— Secured bank borrowings — BEFIRITER (a) = 13,201
— Unsecured bank borrowings — EIMPIRITER (b) 87,692 4,801
Total borrowings BWE 87,692 18,002

(@  The bank borrowings were secured by a pledge of land
and buildings located in Jiangsu Province owned by a
subsidiary, Yancheng City Chunzhu Aroma Co., Ltd. The
borrowings were denominated in RMB, repayable within
one year and had been fully repaid before 30 September
2016. During the period, the average interest rate of
secured bank borrowings was 6.48% per annum (30
September 2015: 6.30%).

(b)  The unsecured bank borrowings are repayable within one
year. During the period, the average interest rate was
4.05% (30 September 2015: 1.86%) per annum.

Borrowings are financial liabilities categorised under “financial
liabilities measured at amortised cost”. The fair values of the
Group's borrowings approximate their carrying amounts.

Interest expense on bank borrowings for the six months
ended 30 September 2016 amounted to HKD1,120,000 (30
September 2015: HKD6,948,000).

(a) BEPRITERTYHM B D =) 8
MEMERBR R AIATFE LR
TEE N T RIEFIEARIF - %
EFRUAAREEBEAM WHFER—
FRNEHEE - ZERER T —
NENAZTHAZ2HEE - R
N BEFARETERFEHIE A
BF648E (ZE—RENLA=T
B :6.30E) -

(b) EEBFETERFN —FREHE
BN BR ZEXRFEFHRNE A
BE405BE(ZE—RFELA=T
H:1.86E) -

ERTNeRABRY AR [REHKAFT
ENERMAE]  EXNEEHEREARE
E I

HE-_Z—XXFLA=Z+HLAEAN
IRITERF B4 A% 11,120,000
T(ZE—RARFNA=Z+H: B
6,948,0007T) °
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Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

16. TRADE AND OTHER PAYABLES

fEEAAR S 1

(BRRBEABHN -

16. EZ R EMENKE

B 35 E R EE (m)

A BB AEETITIIR)

As at As at
30 September 31 March
2016 2016
R=B—RFE RT—REF
hA=+tB =A=+—H
Note Unaudited Audited
BRE RBEZX KEZ
Trade payables Lo ENIE (a) 324,075 371,263
Dividends payable FETRR B 978 8,947
Wages payable B TE 35,836 52,659
Other taxes payable H b T8 52,780 77,004
Accruals for expenses ezt 38,111 75,452
Advances from customers ZEENR 21,710 7,124
Payable for acquisition of an associate W — BN B 2 FET IR - 116,806
Payable for licence fee T ERESE 35,155 43,462
Other payables HAbFER IR 67,863 80,403
576,508 833,120

Except for other taxes payable of HKD52,780,000 (31 March B H fb AR RO 52, 780,0007_E

2016: HKD77,004,000), wages payable of HKD35,836,000 (31
March 2016:HKD52,659,000) and advances from customers
of HKD21,710,000 (31 March 2016: HKD7,124,000), trade
and other payables balances are financial liabilities categorised
under “financial liabilities measured at amortised cost”. The fair
values of trade and other payables approximate their carrying
amounts.

(ZE—XRNF=ZA=+—
F1#I;§%@%
—RNE=A=+—

77,004,0007T) -
35836000ﬂ:( =

: #8%52,659,0007T) MEFPIEMNE

%1,710,0007‘5 (==

FH
AAEMESRAE] -

—RNE=ZRA=1+—
B HET7 124,0007T) 4N

B 5 REM

AR B ERDBR [REHKAK
85 MHE R

AR BERAREERS
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Interim Financial Information (cont'd)

(Al amounts in HK dollar thousands unless otherwise stated)

16. TRADE AND OTHER PAYABLES (continued)

(@  Asat 30 September 2016 and 31 March 2016, the ageing
analysis of the trade payables (including amounts due to
related parties which are trade in nature) based on the
invoice dates was as follows:

& BR x5 o 2 B 7 R B R )

(BREEHEBEIN  FAEZRGABE T ITIIR)

16. EZREMENFIE (F)

(@) RZE—XRNFLA=ZFTHE-_Z—
NE=ZA=+—H8 ' BHEMRE
(BRIEEBALTHNEZEMTE) R
BERZAHMERROTOT ¢

As at As at

30 September 31 March

2016 2016

R=ZB-—RFE RZT—RF

NB=+H =A=+—H

Unaudited Audited

RICER KEZ

0 - 90 days 0%90H 255,913 289,879
91 — 180 days 912 180H 46,395 56,234
181 — 360 days 181£2360H 7,398 6,546
Over 360 days 360B A 14,369 18,604
324,075 371,263

17. OTHER INCOME AND OTHER GAINS - NET

17. HW AR Hfbizs — F58

Unaudited
RBEX
For the six months ended
30 September
BZhLA=1+HIEAEA

2016 2015
—E-RF —E—RF
Changes in fair value of financial assets at LA RAREEHHEEA

fair value through profit or loss BEanfemiEENAREE (5,985) 47,317

Profit/(loss) on disposal of financial assets at & A R EEHE B HEBE A
fair value through profit or loss BRNEmEE W (E18) 65,952 (7,270)
Government grants T2 ARG 85,555 61,395
Currency exchange loss — net ETE H 1R — R 58 (6,145) (31,366)
Others EAth (455) 139

138,922

70,215




Huabao International Holdings Limited #= 8 BB 2% AR A 7] 2016-2017 Interim Report AR 85k &

Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

18. EXPENSES BY NATURE

Expenses included in cost of goods sold, selling and marketing
expenses and administrative expenses are analysed according to
their nature (with the exception of “research and development
expenses” which are shown as a single item and analysed
according to their nature in note (a) below) as follows:

IGLEEE RS S ST AT )

(BRmEHEBEIN - FFESRGAEE T ITIIR)

18. BMEE I BB
EROREHERES  HERTBHRENY
RATRER - WIREAME (BRH )R
PR A% 2 FT BB 5 R [ 78 R B R B
5 BERXHETEREURERER
M) HITWT :

Unaudited
RBER
For the six months ended
30 September
BENA=1+HLXEA

Note 2016 2015

BfaE —E-XRF —E-RF
Depreciation e 7 66,391 65,063
Amortisation B3 7 45,966 20,686
Employee benefit expenses EERFFX 227,956 161,056
Research and development expenses I MR (a) 130,496 111,250
Lease rentals e 25,290 20,118
Travelling expenses EIRF 55,865 39,745
Utility expenses DR 36,420 37,510
Delivery expenses B 22,311 18,616

(@)  Depreciation, amortisation and employee benefit expenses
included in research and development expenses are set

(@) MAMRBERAXTEENTE #
HEEERNFAZINIRMAT

out below:
Unaudited
REER
For the six months ended
30 September
BEAA=1THIEAEAR

Note 2016 2015

BsE —E—RE —E—RF
Depreciation e 7 12,718 13,717
Amortisation BN 7 1,466 50
Employee benefit expenses EEEMREX 47,669 46,698

67
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Notes to the Condensed Consolidated SRS T HBEERME @
Interim Financial Information (cont'd)
(All amounts in HK dollar thousands unless otherwise stated) (BRBEEBEEN > FTESEHUBE T TIIR)
19. INCOME TAX EXPENSE 19. FifEH
Unaudited
KRBT

For the six months ended
30 September
BZhLA=1+HIEAREA

Note 2016 2015
Bt aE —E-XE —T—hF

Current income tax: BIEATRIE
— Hong Kong profits tax — BBMEN (a) 4,661 4,657
— PRC corporate income tax — PR EMEH (b) 137,280 189,652
— Germany company income tax — BEMEMEH (© 125 125
- Botswana company income tax — RN EFTET (d) 602 787
Deferred income tax RIEFTISHR 9 (2,862) (7,903)
139,806 187,318

(@) Hong Kong profits tax has been provided at the rate of () BAMMSEHEANBE G ERE
16.5% (2015: 16.5%) on the estimated assessable profit BF AR E165% (ZF—RHF:
for the period. 16.5%) #fs -

(b) PRC corporate income tax has been calculated on the (b) HECEMESREBERIEZAEEEF
estimated assessable profit for the period at the tax rates Bl RKPFERERAABMGERTR
applicable to respective companies of the Group. FIAEE A EME ©

() Germany company income tax has been provided at the () EEMEEMSHENABRMGER
rate of 15% (2015: 15%) on the estimated assessable REFMUFREIS% (ZE—HF:
profit for the period. 15%) B -

(d) Botswana company income tax has been provided at the (d) TEREMDEMSRIZANABMGET
rate of 15% (2015: 15%) on the estimated assessable JERMBFUREIS% (ZFE—F
profit for the period. F:15%) B o

(e)  The subsidiary in the U.S. is a limited partnership and does (e) NMMERZKMBARAERE X
not chargeable to income tax at partnership level. The WEBAREBFRE - CEZHES
corporate owners of the partnership pay tax on its share FREBREMECERNPRERRAF
of the partnership’s taxable income at the rate of 35% for N BRRRAZ35 % FI5HR °
the period.

(f)  No provision for income tax in other jurisdictions has ) AEBEREBHEHAEEEMREER
been made as the Group had no assessable profit in other WEESERMERKA - WER

jurisdictions during the period. HM R A RS TELEE -
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Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated) (BB AEEAEI - FTESEHUNBEETITIIR)

20. EARNINGS PER SHARE 20. ERER

(a) Basic (a) EXR

Basic earnings per share is calculated by dividing the BRERBNTIREBRHABARA A
profit attributable to equity holders of the Company by BEFEAEAEBGAN  BRUABEAE
the weighted average number of ordinary shares in issue BITEBBRAOMEF IS ETHE -

during the period.

Unaudited
RICEX
For the six months ended
30 September
BZNALA=1THLREA

2016 2015
—®-AF  -—T-5f
Profit attributable to equity holders RARIERFEEA
of the Company FEAG &R 557,753 565,340
Weighted average number of EEITZEBRZ
ordinary shares in issue ('000) kg (F51) 3,106,658 3,106,211
Basic earnings per share BRERZF)
(HK cents per share) (FRB) 17.95 18.20
(b) Diluted (b) #F
Diluted earnings per share is calculated based on the EREERNBREMAE T # SR E
weighted average number of ordinary shares outstanding, L BRWERE  BREEBTE
assuming that all dilutive potential ordinary shares have BROINETHREGE - £EE
been issued. For the period ended 30 September 2016, ZE-XRFNA=THILHHE K
the awarded shares granted by the Company have AAREHZ REERNDETRER

potential dilutive effect on the earnings per share. BN BEENE -
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Interim Financial Information (cont'd)
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20. EARNINGS PER SHARE (continued)

21.

(b) Diluted (continued)

The weighted average number of shares on issue {2
has been adjusted as if all dilutive share options were
exercised and awarded shares were granted. The number
of shares that could have been issued upon the exercise
of all dilutive share options and awarded share less the
number of shares that could have been issued at fair
value (determined as the Company’s average share price
for the period) for the same total proceeds is added to the
denominator. No adjustment is made to the net profit.

(BR=BEAEN -

ERR S RN B ER M @

T 2 EE BB TITHIR)

%Hﬁ%%u (II‘E.)
(b) #8 (&)

R £ 2% B

FEBHE -

EEEEHEMENEREY
BT R ERERMNDHBER LM
B2 BT R INAE T BUETT
E-UBREMBCHITHAEHEE
X RO R A v e SRR A (D 1T (E B
CREETEZFRER
REFTES B M st T 5T B AR /Y
EBE (BESXRARBRMNNEMAN
$ﬁﬁ%)7%ﬂmhfﬁﬁ Fft
BHEZENARER

ANVIN

/?JID.

Unaudited

REER

For the six months ended

30 September
BEANAZ=ZTHIEREA

N

2016 2015
—RE —E-hF
Profit attributable to equity holders RAEERFEA
of the Company FEAG BA 557,753 565,340
Weighted average number of ordinary FALATEE BIRERBFIE
shares used to calculate basic earnings BRI INETFEE (T
per share ("000) 3,106,658 3,106,211
Adjustment for: PR
— Exercise of share options ('000) — (TR E (F5T) = 2550
— Grant of awarded shares (‘000) — B SREERR S (F5T) 88 -
Weighted average number of ordinary SRS AT AL BT
shares for diluted earnings IS (F&D)
per share ("000) 3,106,746 3,109,168
Diluted earnings per share GRS R A
(HK cents per share) (BB 17.95 18.18
DIVIDENDS 21. RE
No interim dividend (2015:Nil) is proposed at the meeting of the RZEB—RFE+—ATLtBRTNESR
Board held on 17 November 2016. EITEBREEATHRE (Z2—1

AN
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(All amounts in HK dollar thousands unless otherwise stated)

22. CHANGES

IN OWNERSHIP INTERESTS IN

SUBSIDIARIES WITHOUT CHANGE OF CONTROL

(a)

(b)

Additional investment in VMR

In June 2016, High Praise Enterprises Limited, a wholly
owned subsidiary, increased its investment in VMR at a
consideration of USD9,080,000 (equivalent to approximately
HKD70,720,000). After completion of additional investment,
the Group's shareholding in VMR increased from 51.50%
to 61.30% and the Group recognised an increase in non-
controlling interests of approximately HKD9,371,000.

Issue of new shares to non-controlling interests
by Huabao Flavours & Fragrances Co., Ltd.
("Huabao Flavours”)

On 9 September 2016, Smart Sino International
Investment Holding (China) Co., Ltd, Shanghai Sunway
Industrial Co., Ltd and Huabao Flavours (all being indirectly
wholly owned subsidiaries of the Company) entered into
an agreement with independent third parties (“investors”)
pursuant to which Huabao Flavours agreed to issue new
shares (representing approximately 9.79% of total issued
shares of Huabao Flavours as enlarged by the capital
increase) at a total consideration of RMB846,924,000
(equivalent to approximately HKD983,686,000). Upon
completion of the capital increase, the shareholdings of
the Company (through its subsidiaries) in Huabao Flavours
decreased from 100% to approximately 90.21%. The
effect of change in ownership interest in Huabao Flavours
on the equity attributable to owners of the Company
during the period is summarised as follows:

IGLEEE RS S ST AT )

(BRmEHEBEIN - FFESRGAEE T ITIIR)

22. BARIEERENEE (FX
B HIRE)

(a)

(b)

EIMNEERVMR
RZE—RFNA KXRFZE2E
MEBAR 82X ERAAMN
I8 & {8 3 7r9,080,000 (4 /& #&
70,720,0007T) %8 Sh)E B BAVMR °
BHINEEER NEEGVMRZ K
# F51.50%31% =61.30% ' M
VMR FEFE §Il 1 R 25 38 0 T 4978 %
9,371,0007T °

EEERROABRAAF ((FH
Bl EEEFEERRITHR

RZE—XR"FALANE  ARFZ
ME2EMBRAR  ZEEBEBEKE
=% () BRAR - EEENE
RERBRAGLREERRHEBY
F=F(REE] EWE =5
FI5 A ARB846,924,0007T (4975
#983,686,0007T) M1 & & BE1T3E
ERRZHRG  (HEXREEZIE
BEITRRAD #99.79% » BT -
KRR (BREMBAR) REE
BERIEHEREEHI0%E D ZEL
90.21% - BiAREE BRI A EE
EHEBE AR RERIEE ARG
BENEBIEZNT

Amount
x|
Consideration received from non-controlling interests ¢ 3E3% 41| M A 25 U BN B9 (B 983,686
Net assets attributable to non-controlling interests B IEIE SR FEEE (721,341)
Consideration received in excess of net assets value KRR EE R FEIE bl S PTG
attributable to non-controlling interests recognised R EEBERERTER
in equity 22,245

The Group recognised an increase in non-controlling
interests of HKD721,341,000.

KERERIFENERSENEE
721,341,0007C °
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Notes to the Condensed Consolidated
Interim Financial Information (cont'd)

(BREEHEBEIN  FAEZRGABE T ITIIR)

(Al amounts in HK dollar thousands unless otherwise stated)

23. COMMITMENTS 23. AiE
(a) Capital commitments (a) BEAEIE
Capital expenditure authorised but not contracted for, REEHERERRFORESREY
and contracted for but not yet incurred at the end of BENAREEANEARARAIET
balance sheet date are as follows:
As at As at
30 September 31 March
2016 2016
R=B—RF HRIZT—KF
hAA=+R =A=+—H
Unaudited Audited
RISEZ KEZ
Authorised but not contracted for: BEHEEREL
Property, plant and equipment M - W RiE 10,676 11,031
Contracted but not provided for: BELEREE
Property, plant and equipment Y% - R MR E 27,345 36,594
Available-for-sale financial assets AEHESmEE 102,901 130,120
140,922 177,745
(b) Operating lease commitments (b) &EHERIE

REBEARBEIAIBHEZEHE -
ARREHENRERENT

Future aggregate minimum lease payments under
non-cancellable operating leases at the closing date are

as follows:

As at As at
30 September 31 March
2016 2016
RZEBE—XRF RIZZ—RF
hA=+8E =A=+—~H
Unaudited Audited
RIBEX K%

Land and buildings: T RIETF
Not later than 1 year TEBE1F 32,107 30,946
Later than 1 year and not later than 5 years B3B8 15{B N RiB54F 72,719 56,805
Later than 5 years HBiE5F 31,909 10,474
136,735 98,225
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Interim Financial Information (cont'd)
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24 RELATED PARTY TRANSACTIONS 24. ABALERS
(a) Name and relationship with related parties (a) BAEALTBRERER
Name Relationship
£ Bi&
Huangguoshu Golden Leaf An associate indirectly held by the
Company
ERHER AR TIRE A B AT
(b) Balances with a related party (b) BEEFA LA
As at As at
30 September 31 March
2016 2016

R-ZE—XRF MNZE—RF
hB=+B =A=+—H

Unaudited Audited
RISEZ KEZ
Balances due from a related party: JEUS BTN 14558 -
— Huangguoshu Golden Leaf —ERBEE
— other receivables — E b R 56 17
The balance with a related party was unsecured, FrEMEt A THSBREREERR 2

interest-free and repayable on demand. SNV il %ﬂ H—r/ﬁi%
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24 RELATED PARTY TRANSACTIONS (continued) 24. BB ALTRE (&)

() Key management compensation () XEEBAEME
Key management includes directors  (executive, FEEBAEBBRES (RTE
non-executive and independent non-executive) and senior P TETHBUIIERTES)
management. The amounts of compensation paid and MEREBABE - REEZZ—X
payable to key management for employee services during FERZF—RAFNALA=THIEAE
the six months ended 30 September 2016 and 2015 are AR METEZEEBAEINIERRE
shown below: BRBFHENREMNMESIT ¢
Unaudited
RICER

For the six months ended
30 September
BZEAB=1+HIEXEA

2016 2015

—E-REF —E—RF

Fees, salaries and bonus T& - HERIEA 27,120 24,477
Employer’s contributions to retirement BEFERE 21T

benefit scheme 462 488

27,582 24,965




Glossary

Board
Case

CEO

CFO

CG Code

China, Mainland or PRC
Company

Director(s)

e-cigarette(s)

Executive Director(s)

FCCA

FCIS

FCPA

FCS

Group
Guangdong Jinye

Guangdong Zhaoging

Guangzhou Huabao
HKD

Hong Kong

Huabao Flavours

Huabao Kongque

INED(s)

Listing Rules
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The board of directors of the Company

Each case contains 50,000 sticks of
cigarette

Chief Executive Officer

Chief Financial Officer

Corporate Governance Code as set out
in Appendix 14 of the Listing Rules

The People’s Republic of China

Huabao International Holdings Limited

The director(s) of the Company

Electronic cigarette

Executive director(s) of the Company

Fellow member of the Association of
Chartered Certified Accountants

Fellow member of The Institute
of Chartered Secretaries and
Administrators

Fellow member of the Hong Kong
Institute of Certified Public
Accountants

Fellow member of The Hong Kong
Institute of Chartered Secretaries

the Company and its subsidiaries

Guangdong Golden Leaf Technology
Development Co., Ltd

Zhaoqing Perfumery Co., Ltd.
(Guangdong)

Guangzhou Huabao Food Co., Ltd.

Hong Kong dollars, the lawful currency
of Hong Kong

Hong Kong Special Administrative
Region of the People’s Republic of
China

Huabao Flavours & Fragrances Co., Ltd.
(formerly known as Huabao Food
Flavour & Fragrance (Shanghai) Co.,
Ltd.)

Shanghai H&K Flavors & Fragrances Co.,

Ltd.

Independent Non-executive Director(s)
of the Company

the Rules Governing the Listing of
Securities on the Main Board of the
Stock Exchange

AR

=g

8
BREHITE
BRMBE
EERTA
PEIE A
ZA/NC]
5=
BfE
WITES
FCCA

FCIS

FCPA

EEAE
BUIFATES

EMRA

7N
H#6550,000% #5/Z

BRHITE

BRMBE
LR R ER 1 AT S &Y
©EREATH
hEARKME
FERRIERERAR]
ARBER

BEE
ARBZHITES
RERFARSAE
BRe8
HERFRTE R
TTRABRE

AREHE

ERRHANELGER
€8
ARBREKN B AR
ERAESERRAE
BRAF
EREZEEBHB
BERAA
ENEERRER A
B BRAEER

REARKMEELS
FrRlITTER R

EERRBRNERAR]
(MEEERAERER
(L&) BRAR)

LBEEHERREN
BRAA]

ARBZBIIFRTES

B X T EREE LM AR R
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Glossary (cont'd)

Model Code

R&D
RMB

RTL

SFO

Shareholder(s)

Share(s) or ordinary share(s)

SPV

STMA
Stock Exchange

u.s.
usb

VMR
Xiamen Amber

Yancheng Chunzhu

Yongzhou Shan Xiang
Yunjiwuyu

Model Code for Securities Transactions
by Directors of Listed Issuers as set
out in Appendix 10 of the Listing
Rules

Research and development

Renminbi, the lawful currency of the
PRC

Reconstituted Tobacco Leaves

the Securities and Futures Ordinance,
Chapter 571 of the Laws of Hong
Kong

Shareholder(s) of the Company

Ordinary share(s) of HKD0.10 each in
the capital of the Company

Standpoint Electronic Technology
Development (Shanghai) Co., Ltd.

State Tobacco Monopoly Administration

The Stock Exchange of Hong Kong
Limited

United States of America

US dollars, the lawful currency of the
United States of America

VMR Products, LLC

Xiamen Amber Daily Chemical
Technology Co., Ltd.

Yancheng City Chunzhu Aroma Co.,
Ltd.

Yongzhou Shan Xiang Flavour Co., Ltd.

Beijing Yunjiwuyu Technology Co., Ltd.

IR (@)

iEs
AR

e b

EEEA
& 7 R R

&
R fn & iR AR
SPV

BER

56 52 Ffr

xE
e

VMR
EFEIA

BB AT

SR
EEMF

AR BRI
T AR BT
BHXSEEFA

T R

AR iz A\REMEH
=

BEEE
EBEDIESNEBEL
HRE {5131

RRRZ R

AR BEAREFREE
B H0.107TH EBAR

TEEFRERER (L8)
BERATA]
BREEEER
BFEMERXHAERAT]

ENRERE
XL XBVEEER

VMR Products, LLC

BRI B LR AR
BRAF]

ER AR ERARAE

HMUBBRRBRAR
IEREEYFREAR D
BERAA
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