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Financial Highlights
MBEHE

TABLE OF FINANCIAL HIGHLIGHTS

Sales

Gross profit

Gross profit margin

Operating profit

EBIT margin

Selling and marketing expenses to sales

Administration expenses to sales
Profit before income tax
Profit attributable to the equity holders
of the Company
Adjusted Profit attributable to the equity
holders of the Company*
Earnings per share (RMB cents)
— Basic
— Diluted
Adjusted Earnings per share
(RMB cents)*
Net cash generated from operating activities
Net cash*
Total equity
Final dividend per share (HK cents)
Debt ratio*
Current ratio (times)
Liquidity ratio (times)
Inventory turnover (days)
Trade receivables turnover (days)
Trade payables turnover (days)

e
Sl
ESES
EIERF
EBITR
HERTSHEERS
I EH & L =&
TR (RS =
B 75 B 2 A
AARERIFEA
FEAE B
ARBANRESFEA
FE(R BRI
FRAEFR (ARES)
— &K
—#E
ARG TREF
(AR¥ES) 7
BIEREEL RS TR
RIS
KRS
SRREARRE (BL)
A EL R
MELLE (fF)
HENE ()
FERAHX (B)
FEUBR A X (B)
FERERZVEEE (B)

MBREXR

Change in
2017 2016 percentage
—E—tF —E—RF AL
RMB’000 RMB’000
ARBTT ARETFT
(Restated)
(& =5)
3,482,894 3,200,436 +8.8%
2,270,823 2,203,988 +3.0%
65.2% 68.9%
1,339,522 1,424,232 -5.9%
38.5% 44.5%
7.3% 6.4%
26.3% 22.9%
1,409,112 1,493,331 -5.6%
1,065,424 1,181,562 -9.8%
1,097,184 1,181,562 -7.1%
34.29 38.04 -9.9%
34.29 38.01 -9.8%
35.31 38.04 -7.2%
1,303,709 1,188,996 +9.6%
4,826,455 2,919,463 +65.3%
10,606,912 8,774,471 +20.9%
22.00 -
0.8% 0.2%
8.7 6.6
7.9 5.8
206 243
97 88
89 112

Excluding provision for impairment of goodwill of VMR of
RMB22,710,000 and expenses directly related to spin-off of
RMB9,050,000 attributable to the equity holders of the Company for
the year ended 31 March 2017.

“Net cash” means “restricted bank balances” plus “Short-term time
deposits” plus “Cash and cash equivalents” minus “Borrowings”.

“Debt ratio” means “Total borrowings (include current & non-current
borrowings” divided by “Total Equity (exclude non-controlling
interests)”.

WMBEBE—FT—+tF=HA=+—HIFELRA
BmtEABEL VMRS B 25 EEEARE
22,710,0007C & 73 ¥ LT 1668 .2 B # B A B #
9,050,000 °

[FHE ] ER[ZRERTIEH] 0 [FEE T
[ EeRE2EEY] B -

[BEREF] ER[BEX (ECETBRHTEHE
) BU [ a (T 5P 1w )] -



2016-2017 Annual Report 4 ## 5

Company Profile and Corporate Culture
SEENREEE

Corporate profile

Huabao International Holdings Limited and its subsidiaries (the
“Group”), consisting of flavours and fragrances segment, aroma
raw materials segment, tobacco raw materials segment, innovative
tobacco products segment and other business, is mainly engaged
in the R&D, production and sales of flavours and fragrances, aroma
raw materials, tobacco raw materials, as well as innovative tobacco
products. The Group also makes diversified investments around its
core businesses. It is an investment holding group based on China’s
fast-moving consumer goods market.

SEEN

EFHEERERERATARMBAR ([AEE]) TR
BRERE - FERERE  ERRERARR  FREER
HRRAMEMER  TEREERE FRH &
RARERMFFAZEEMRNHE  EEMHEE - UE
BRUEERETZTMRE  E—RERTHER
FHBEMTISHIRE R -
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Company Profile and Corporate Culture
SEEFNREEL

The Group is a market leader in China’s flavours & fragrances
industry. It owns many famous flavour brands, including “Hedon”,
“Huabao”, “"H&K", “Tianhong”, “Huafang”, “Owada”, “Amber”
and so on. The Group has internationalised product development and
manufacturing capabilities, owns production bases in regions such as
Shanghai, Guangdong, Jiangsu, Yunnan, Jiangxi, Fujian, Hong Kong
and Botswana, etc., has a R&D centre in Holzminden, Germany,
a state-level enterprise technology centre in Shanghai, and R&D
departments in Guangdong, Yunnan and Fujian. Huabao Kongque,
a subsidiary of the Group, is the Vice Chairman Unit of China Food
Additives & Ingredients Association. At the same time, the Group
takes on leadership roles in a number of industry associations
which are relevant to flavours and fragrances business, including
Deputy Director of China Association of Fragrance & Flavour and
Cosmetic Industries, Deputy Director of China Association of Bakery
& Confectionery Industry, Chairman of Shanghai Food Additive &
Batching Association.

The Group is also one of the market leaders in China‘s tobacco raw
material field, where its production capacity and sales revenue account
for a significant market share and its production technology and
product quality have taken the leading position at domestic level and
reached advanced international level. Guangdong Jinye, a subsidiary
of the Group, is one of the RTL R&D bases authorised by the STMA.
In November 2012, the second phase of RTL production line of
Guangdong lJinye was completed, put into production and accepted
by the STMA, which became the first landmark of paper-making RTL
production line certified by the STMA. Its production technology
has been recognized by the STMA to have reached the highest
technology level in terms of domestic paper-making RTL production,
while its major technical parameters have also reached advanced
international levels. In 2016, the “Key Laboratory for RTL Technology
Research in Tobacco Industry”, jointly founded by Guangdong lJinye
and Guangdong Tobacco, was selected as the sole laboratory in the
RTL field in China. Guangdong Jinye became the sole RTL enterprise
owning a national key laboratory in China. In terms of new materials,
Shanghai Huabao Biological Technology Co., Ltd. has developed
rapidly in the cigarette new materials field, which is represented by
burst beads and core line and is becoming a new growth point.

AEBRTEERITENREE  ETHEBIE
BlolEEI- L&l TREI[EF] [RE
Z]RAIS-—RNNEERRE  AEBES
B CMERMBENEEE N ELE  BER IT
# > Tf T BE - BERBARMATILR
HEEN AREERAXBERAMEHRL  £L
BREABRBEERMTL  ZHEER  EfRE
BRRAMER - ARETEARESTLERTH
RoANEMERDERIEEREML - RF - A&
BEEBRREBHEBITEABT EETS EEERM -
ERETEEREMM AR IERSRIESR P E
HERSEAEMIEHEREETRM EBTRMA
MEMEMTEHEERSE -

AEEOETEERARMERNEEE L, — HE
ERNMBEERRZEETAREEEETSNE M
HEAETEREREENEIBEABELMERE
EKF - AEENTEAFAERSERRERER
BRAEEM - —FT——"F+—F ERE
E_HESEREEGRIRE  UEBHERR
W KABAEGRESRENERZEEFTARES
MEER HEETZ2EREZERNEABEERE
BEER RM&RSKT  TERMERTEZER
FHEKF - —B—RF ERSFEERPEHLE
B EETEBERERMAREHERE | AER
RE—FERRERERE  KRE2EE—EAR
ZEHERENEEBHROE - MK TE - LB
EEEYREBRAREUNELR  TESAREKN
BIERM R RIFEAE - ERAFEIERE -
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Company Profile and Corporate Culture

The Group is also one of the leading enterprises in China‘’s aroma
raw material field. The principal products include many natural aroma
and synthetic aroma products. Its production capacity and sales
revenue account for significant market share, and its production
technology and product quality have reached the leading domestic and
international level. In 2015, the Group successfully acquired Yancheng
Chunzhu, a leading enterprise in aroma raw material industry. The
acquisition played a positive role in the establishment and layout of
the Group's aroma raw materials segment. The Group, by virtue of its
own industry advantages of the leading position and strong scientific
research strength, plans to build a leading aroma raw materials
production base in Asia and even the world.

Meanwhile, the Group has started developing the business of
innovative tobacco products, including e-cigarettes and so on. The
Group has also established its own e-cigarette brand “SPV” and
opened online flagship stores on Tmall.com and JD.com. In 2015, the
Group completed the acquisition of controlling interests in VMR, a
U.S. independent e-cigarette manufacturer, and completed additional
investment in VMR in 2016.

The Group will comprehensively push forward the construction
of the investment holding group based on China’s fast-moving
consumer goods market. It will also combine its industry expertise
and integration capability with the social capital, through the
multi-capital platform, multi-collaboration channel, as well as the
mode of multi-investment collaboration, to create more values to the

Shareholders.

SEHNTREEXL

AEEERTEZRHMEINALLEZ— &
EnBREZERABTHMEKRER - HEERIM
HERETENREEEMSNE  £SETERE
mEEHEINBANELKT - -1 ~&H
BRKRBERBITENREBECEENE AL
EERMRANEZIZIMNMEEE TEBNER - &
S ERRME B & 17T R R RO B A58 KA R
BN ETNNERHRENT R EERLM -

A ANEECEEFEFLEELG  BFEET
BEETEHARARER AEEATEEETFE
ARSI ([SPV]) » WA RS R R _E /7 ASPVAS
FHEEE - R2015F ANEEETK THERBILE
1% A E P VMR B 458 AR AR AR LA I 79201 668 T8 3K
VMRAJIEZE

AEEBEEHEEZRENTRIRERTISHNKRE
TREE - BBEZEAYE  ZAERE kZRE
BREAFEEABRMNERNE  BEENELES
BARES  RBRAVEEAEER -
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Company Profile and Corporate Culture
SEENMREZEL

Corporate Culture
e

Vision fE= Spirit &

Leader to a better life Innovative, pragmatic, loyal and cooperative
RiFAIESIEE BIE BT - B e

N

Core Value &/ 0MEEE

Client first, value creation and shared achievements

EFEL  EEAE HEHAR

e
k

Strategy EiR%

e Establish an innovative organization and incentive mechanisms, and promote the strategic upgrading of the
investment holding group based on China’s fast moving consumer goods market.

e Vigorously speed up the spin-off of flavours and fragrances business, build up a domestic and foreign
capital operation platform, and flexibly design supporting capital operation program to meet the business
development and maximise Shareholder value.

e Seize the opportunity of consolidation in aroma raw materials industry and vigorously develop the aroma raw
materials business.

e Grasp the needs of customers on innovative tobacco products and develop innovative tobacco businesses
rapidly.

e Establish industrial funds, integrate the industry resources through the mergers and acquisitions in the industry
chain, strive to achieve rapid growth of business and promote the development of core businesses.

e Grasp the trend of consumption upgrade, gain insight into customer needs and build up a platform based on
customer needs and innovative capabilities and continue to be the “leader to a better life”.

o EVAIFTEMSEEKST - HEER T B RE RIS BRI R BB TR o

o ENHEBTREBOFRLT  BERBEAIIENERTE  BERAEEENEFEIR  UEGEKER &
BRREERAL

s MEBRMITEBANKE  KNBERBFREMES -

s ERHEEUMLUEERRNTR  REBZRMBEERT -

s RUEXES BREXRBIORERC  BATXER ZHERXBOHREIERMESDZOXBEOE
=

o BEHENRBY  FAEHEEFTR BUENHBEEZTRMEAFRENNTE  BEXAEITFEENRN

N Y,




Dear Shareholders,

In 2016, the global economy was recovering moderately and
developing steadily. China’s economic growth was slowing down
but still strong. With the deepening of the supply-side structural
reform internally and the steady progress of RMB internationalization
externally, China’s annual GDP growth rate maintained at around
6.7%, continuing to lead the world’s economic growth. As a result,
doubts about China’s economy encountering a “hard landing” were
dispelled and the financial market was gradually stepping out of the
rock bottom. In domestic market, due to the pulling effect of strong
domestic demands, the consumer goods market continued to grow
and the consumption of urban and rural residents also increased
steadily. The emerging industries, such as online retailing, have been
developing rapidly and highlighted a series of new concepts, such
as quality consumption, green consumption, fashion consumption,
etc. The structure of the consumer goods market has been further
optimized and the trend of the consumption upgrade has become
increasingly clear.

During the reporting period, the Group proactively grasped the trend
of the consumption upgrade, gained an insight into customer needs,
established a platform based on customer needs and innovation
capabilities and formed five business segments comprising flavours
and fragrances, tobacco raw materials, aroma raw materials,
innovative tobacco products as well as other businesses, which built
a good foundation for the sustainable development of the Group.
In terms of production efficiency, the Group will comprehensively
implement a new performance assessment system, enhance its
industry benchmarking, optimize its management structure as well
as improve its management efficiency. Meanwhile, the Group will
further push forward its internal reorganization, lean production, cost
control and efficiency enhancement to make sure that the overall
strategic development target is comprehensively implemented.
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Chairwoman’s Statement
EERE
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Chairwoman’s Statement
EERE

In terms of capital market operations, during the reporting period,
the Group made efforts to push forward the Proposed Spin-off
and separate listing of Huabao Flavour by way of the Proposed A
Share Listing on the Growth Enterprise Market in Shenzhen Stock
Exchange. The proposal was approved by Hong Kong Stock Exchange
and the related resolutions have been passed at the extraordinary
general meeting with a high passing rate, but it is still subject to the
approval from relevant PRC regulators (including CSRC) and has to
satisfy other conditions. In addition, The Group is actively considering
establishing an industry fund, through a combined funding method
of the company-owned funds, bank leverage and the merger and
acquisition industry fund, to make mergers and acquisitions in the
industry chain, to integrate industry resources, and to try its utmost to
realize the rapid growth of its business and promote the development
of its core businesses segments.

In terms of the construction of corporate culture and human
resources, in order to coordinate with the Group’s development and
strategic upgrade, the management has made drastic improvements.
The Group will gradually establish a performance-oriented corporate
management culture, which will cover the entire corporate
management and routine work. Through the management structure
adjustment, the Group will gradually build a new core team with
young and promising members, daring to struggle and daring to
innovate, which will really benefit the Group’s transformation and
development.

| am strongly optimistic about the Group’s new development
layout and future prospect. | also deeply realize that Huabao
should firmly seize the opportunity of the consumption upgrade,
establish consumer insights, focus on the consumer goods industries
benefiting from the consumption upgrade, and integrate industry
resources through mergers and acquisitions in the industry chain.
Meanwhile, we will strengthen the integration and penetration of
channel resources, combine our industry expertise and integrating
capability with social capital, through multiple capital platforms,
multiple cooperation channels and multiple investment cooperation
models, and make efforts to achieve new growth and create greater
value.

Finally, on behalf of the Board, | would like to extend sincere
gratitude to all Shareholders, customers, suppliers and business
partners for their continuing support. My gratitude also goes to
the Directors, executives and employees who have been dedicating
to the development of Huabao. | am grateful for your invaluable
contributions. | am confident that | will be able to lead the Group’s
management team, upholding the spirit of Huabao “innovative,
pragmatic, loyal and cooperative”, to build Huabao into a great
investment holding group based on the consumer goods market.

CHU Lam Yiu
Chairwoman & Chief Executive Officer

Hongkong, 16 June 2017
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Management Discussion and Analysis

MANAGEMENT DISCUSSION AND ANALYSIS
Major events during the year

Huabao Flavours completed stock reform and successfully
introduced new investors

In September 2016, Huabao Flavours, an indirect wholly-
owned subsidiary of the Group, completed its stock reform and
including Gonggingcheng
S-Land Investment Management Partnership (Limited Partnership),

successfully introduced new investors,

Gonggingcheng Orient Securities Tianxin Investment Investment
Management Partnership (Limited Partnership) and Qushui
Innovation Development Co., Ltd.. Huabao Flavours entered into
an agreement with its new investors regarding the capital increase
and share expansion, pursuant to which, it issued an aggregate
of 54,290,000 shares valued at RMB846,924,000 to its investors,
which accounted for approximately 9.8% of the total issued shares
after the completion of capital increase and share expansion. The
registered capital of Huabao Flavours therefore increased from
RMB500,000,000 to RMB554,290,000. The introduction of the new
investors strengthened the capital foundation of Huabao Flavours,
which was in line with the Group’s interests.

Proposed spin-off approved by Hong Kong Stock Exchange and
the Extraordinary General Meeting

In August 2016, upon approval from the Board, the Group submitted
an application and other relevant documents regarding the Proposed
Spin-off and Proposed A Share Listing of the business of Huabao
Flavours (“Spin-off Company”) and its subsidiaries (“Spin-off
Group”) by way of separate listing on Shenzhen Stock Exchange. In
October 2016, Hong Kong Stock Exchange approved the application
and confirmed that the Group could continue to proceed with the
Proposed Spin-off and the Proposed A Share Listing and granted
a waiver from strict compliance with applicable requirements in
relations to the assured entitlement of A Shares to the Shareholders
under the Listing Rules.

BEEN R DM

EEEEWR DN
RKEERNERER
ERERTHRY - KU AHREE

ZE—RNFNA AEEREBREZE2EWB AR
EFERB TR YRS AFIRES - @%ﬁ
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Management Discussion and Analysis
EEENRR DN

In April 2017, the Company held an extraordinary general meeting,
where the proposal to spin-off Huabao Flavours and have it
independently listed on Shenzhen Stock Exchange and other matters
were considered and approved by the shareholders with a high
passing rate. The meeting authorised the directors of the Company
to make all possible necessary or expedient actions, sign all relevant
documents and make all relevant transactions and arrangements
on behalf of the Company. The Proposed Spin-off and Proposed
Separate A Share Listing will increase the liquidity and value of the
shares of the Spin-off company, provide an independent financing
platform for the Spin-off Group and the remaining Group, and
enhance the transparency.

Progress of the Spin-off

Currently, the work of Proposed Spin-off and Separate Listing is
still in progress. The Spin-off Company has submitted application
documents regarding the initial public offering of RMB common
shares (A shares) and the listing on the Growth Enterprise Market
of Shenzhen Stock Exchange to CSRC, and is being accepted
for processing. However, it is still pending for approval from the
relevant regulators (including CSRC) and fulfilment of other relevant
conditions.

In this offering, Huabao Flavours will offer not more than 61,590,000
offer shares (no less than 10% of the total share capital of the
Huabao Flavours after completion of the Proposed A Share Listing)
and approximately 81.2% of share capital of Huabao Flavours will
still be indirectly owned by the Group after share issuance. Upon
the completion of the Proposed Spin-off and the Proposed A share
listing, the Spin-off Group will be mainly engaged in flavours and
fragrances businesses while the remaining group will be mainly
engaged in tobacco raw materials (including RTL and new materials
products applicable for the tobacco industry), aroma raw materials,
innovative tobacco products as well as other businesses.

The Spin-off Company will continue to be one of the principal
subsidiaries of the Group, and the Company will still be its ultimate
controlling shareholder, continue to consolidate the financial
statements of the Spin-off Group and continue to enjoy the benefits
arising from the future development and growth of the Spin-off
Group. By building up a new financing platform in China as result
of the Proposed Spin-off and the Proposed A Share Listing, it is
expected that, among others, the corporate governance structure of
the Group will be further enhanced and strengthened.

“T—tFOA ARRBRARRERNKRE  B#
TEEBRTEENREEEBRRINESZ S
BYLMNZRRREMEBREE  YREARRE
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EROFNRTER
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DIFRARERBERARBITAREEER (AR) X
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BREERTHEEERE (BERTREESSE) MitE
2 EL Ao AR R AR o

RREET EEEFRSPFEETHB61,590,000
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INDUSTRY OVERVIEW
Tobacco Industry Overview

In 2016, despite the continued downturn of the world economy and
the complex domestic and international situation, China‘s economy
still maintained a relatively high growth rate, developing slowly
but surely and soundly. Due to some unfavorable factors, such as
tax-induced price hike and radical smoking control policies, the
tobacco industry experienced a critical situation of a sharp decline in
sales volume and rise in inventory level. The STMA actively pushed
forward the supply-side structural reform, tightly controlled the
production scale of tobacco leaves, proactively reduced the planned
production and sales volume for cigarettes and exceeded the target
of reducing inventory. Under the control policy of “total amount
control, production-marketing coordination and tight balance”, the
STMA took some extraordinary measures to improve the relationship
between supply and demand, and adjusted the market status. In
2016, the annual planned sales volume of cigarettes was reduced
by 2 million cases and the annual planned production volume of
cigarettes was reduced by more than 2.2 million cases. The social
stock was reduced from 5.88 million cases at the beginning of the
year to 4.08 million cases.

Throughout 2016, the total cigarette sales volume in China was
approximately 47.01 million cases, representing a decrease of 2.79
million cases or 5.6% as compared to last year. The total cigarette
production volume was 47.10 million cases, representing a decrease
of 4.14 million cases or 8.1% as compared to last year. Despite the
unfavorable situation of decreased production and sales volumes of
cigarettes, the tobacco industry still overcame numerous difficulties,
realized profit tax of RMB1.0795 trillion and handed over to the state
treasury department over RMB1.0006 trillion, continuing to maintain
“two super trillions” in terms of total amount of profit tax and total
payment to the state treasury department, and made significant
contributions to the country’s fiscal revenue.

BEEN R DM

TEBR

EETEMRR

ZTERF A RALEFERKEK  BRINEHE
REMOBAT  FRELERARETERRMHIEE
RE - BEAMBTETBE BROg- - BETE
AARZERFRIEE REBRETFREZNZE
PETHERBTE  EFERETTITHNEREBREE -
BEEZERBEGREEEAASEMNE  RITEEL
ERE THRABBEEHE  BETKTER
ERFBIZE - E[REEH - EHEDA  BEFE] N
AEFHT  BEREIMIEEEE B HRSHk
1R AEMIGRE - — - RNE2FEHBEN
ETE2008%  ARMBEESTE2208/HU L -
HEEFRFEINS8EME L 40884 -

—T-RERF 2EBEHEESENLI01ER
B E R 2798 #8805.6% ¢+ B 1B 4 & H 494,7108
# RERMAD414BFEH81%  FEBEEHETIEN
TRFEBET  EBTENARKRTEERE TR
TIAFMRAREI0,795(6T 0 EXMRAEBAR
#10,006(8 70 - BERFTIEAHAE - LXK
BEMEBEER AERVEEKMBETEE
B5Ef -



14 Huabao International Holdings Limited ZEEERZERER DT

Management Discussion and Analysis
EEENRR DN

Even though the overall cigarette consumption market showed
a trend of decline, the partial niche markets still have room to
grow. Among them, slim cigarettes continued its upward trend of
development throughout the year where its sales volume reached
approximately 1.39 million cases, representing an increase of 89% as
compared to last year and accounting for 3% of the total sales of the
industry. The sales scale of slim cigarettes is rapidly expanding and
the market coverage is more extensive. Additionally, some premium
cigarettes maintained substantial growth in sales volume, and some
key brands, regions and enterprises formed multiple “hundreds of
billions” patterns, which played key supporting roles.

In terms of tobacco leaf production, being a foundation for industry
development, the sustained development of tobacco leaf production
is closely related to the overall industry development. Due to the
continued decrease in cigarette production volume, continued
decrease of total usage of tobacco leaves, renewal of processing
equipment, as well as the rise of slim cigarettes sales in recent years,
the consumption of tobacco leaves per case by tobacco enterprises
in the industry continued to decline. The relationship between supply
and demand in the tobacco leaf market is changing profoundly. The
total supply of tobacco leaves greatly exceeds the demand of tobacco
leaves, and the inventory of tobacco leaves remains high. Before the
Chinese Lunar New Year, the total inventory of tobacco leaves in the
country reached 4.6 million metric tons, which occupied capital of
RMB412.6 billion and were available for use for over 37 months.
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In order to guarantee the healthy development of the tobacco leaf
market in the future, STMA made a strategic plan of “Three-year
Adjustment Plan” and resolutely implemented the annual target on
tobacco leaf scale and each production measure, resulting in the
stable development of tobacco leaf production. 2016 was the final
year of the years for macro control on tobacco leaves. Through three
years of adjustment and control, total tobacco leaf planting area
all over the country were gradually reduced by more than 5 million
mu and the purchase volume were gradually reduced by more than
600,000 metric tons, which successfully reached the goal of scale
control. (Source: China Tobacco and East Tobacco)

Overview of food, beverage and fragrance
industries

In recent years, the sustained development of China’s macro-
economy has provided a good opportunity for the enterprises. As
the economy has shifted from international demands to domestic
demands, the quality and sustainability of economic growth are
gradually improving. According to the data from National Bureau
of Statistics, from January to December of 2016, the main business
revenue of food processing enterprises of industrial scale reached
RMB11.1 trillion, representing an increase of 6.8% as compared
to last year, and the total profit reached RMB724.77 billion,
representing an increase of 6.5%), of which, the agricultural product
processing industry rose by 6.1% as compared to last year, the food
processing industry rose by 8.8% as compared to last year, and the
alcohol, beverage and refined tea processing industry rose by 8.0%
as compared to last year. Overall, the food industry’s economic
benefits maintained steady and rapid growth and the profitability
tended to be stable. (Source: National Bureau of Statistics)

Through years of sustained development, the food industry has
gradually entered into a stage where quantity is stable and quality
is improving. Moreover, with the continued increase in per capita
income, people’s pursuit of quality life is higher and higher. The
food industry is in the process of optimization and upgrading. On
one hand, foreign invested enterprises are accelerating the layout
of China’s market. On the other hand, the domestic enterprises are
striving to improve their industrial structure and actively expand into
the food ingredient industry.
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Food ingredient products are a major component of food. In recent
years, the international food ingredient industry has been developing
rapidly, covering almost all food production and application, including
snacks, soft drinks, children’s food, fast food and so on. There is a
huge potential for the demands from the food ingredient market
and the booming development of the downstream food industries
also drives the rapid development of the food ingredient industry.
However, due to the impact of varying dietary habits in different
regions, the food ingredient industry shows strong regional character.
A lot of brands can only cover their own regional markets or
subdivided fields and the food ingredient industry is less centralized.
With the continued increase in investment, brand awareness of
consumers and industrial competitions, the centralization of the food
ingredient industry will further increase and the consumption level
will also gradually improve.

The food safety regulation system of China has been continually
strengthened and the food industry has been regulated more tightly,
especially the implement of the most stringent Food Safety Law in
October 2015 and a series of food safety related laws and regulations
in the first half of 2016, all of which have had higher requirements
on food safety supervision and management and mainly showed
higher production standards, more detailed sales supervision and
more stringent punishments for illegal activities. The new regulations
have increased enterprises’ productions costs, sped up the elimination
and merges of small-and-medium-sized food enterprises. Meanwhile,
they have also pushed the industry to innovate and engage in high
standard of development, created a better consumption environment
for consumers, and benefited a healthy and sustainable development
of the food industry.

In terms of fragrance industry, according to statistics from National
Bureau of Statistics on enterprises above designated size, the main
business income from soap and synthetic detergents manufacturing
in 2016 reached RMB183.25 billion, representing an increase of 6.3%
as compared to last year. The main business income from cosmetics
manufacturing reached RMB160.95 billion, representing an increase
of 5.7%. The fragrance industry grows steadily, of which, fragrances
used for detergent products have room to grow as the industry
grows. However, the household disinfectant market has changed
and the market for traditional coiled mosquito-repellent incense
and insecticide spray has been shrunk year by year. (Source: China
Cleaning Industry Association)
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To sum up, with the accelerated race of China’s urbanization, the
consumption demands continued to grow and the consumption
power of urban and rural residents improved steadily. The consumer
market continued to maintain stable and fast development, while
pulling effect of consumption on the economy became more obvious
and the consumer market structure continued to be optimized.
Throughout 2016, the total retail sales of consumer goods reached
RMB33 trillion, representing an increase of 10.4% as compared to
last year. The scale of the consumer market continues to expand
steadily. (Source: National Bureau of Statistics)

Latest developments of innovative tobacco
products

Due to intensified efforts on smoking control and heavier tax burden,
the market of traditional tobacco products was developing slowly
whereas the sales and profits of cigarettes continued to decline. In
order to maintain a competitive edge, tobacco manufactures around
the world were shifting their focus to the R&D and promotion of
innovative tobacco products, as well as developing towards the
direction of diversified and intelligent products.

Innovative tobacco products mainly consist of three categories:
smoke-free tobacco products, heat-not-burn products and
e-cigarette. Among them, due to lower entry barriers, e-cigarettes
have developed rapidly by rolling out new, novel and customized
products that have diversified flavours. In 2016, the global sales of
e-cigarettes reached approximately USD6.4 billion. The North America
market remained the largest market, accounting for more than 40%
of global sales volumes. (Source: “Tobacco China”)

In March 2016, the European Union adopted e-cigarette products
into the “Revision of the Tobacco Products Directive”, which
stipulates specific criteria for the sales of e-cigarettes, including
using warnings package, reducing nicotine content, etc. In May, the
U.S. Food and Drug Administration (“FDA") also enacted a bill, for
the first time, to include e-cigarettes into authorities’ supervision,
which prohibited e-cigarette sales to American citizens under the
age of 18, and also stipulated that a list of components and a series
of descriptions indicating the health effects of the products should
be provided with all e-cigarette products. The enactment of this bill
indicates that the e-cigarette market in the U.S. will enter into a
cooling period, meaning that without FDA's permission, there will
be no more new products shown in the market. In addition to the
FDA bill, a number of states in the U.S., including Pennsylvania and
California, are putting pressure on the e-cigarette industry by way
of imposing more taxes. The enactment of various regulations has
increased the entry barrier for the industry and increased production
costs, which will impact the development of the e-cigarette industry.
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RESULTS

For the year ended 31 March 2017, the Group’s sales revenue
reached approximately RMB3,483 million, representing an increase
of approximately 8.8% over last financial year. Gross profit
margin reached approximately 65.2%, representing a decrease of
approximately 3.7 percentage points as compared to last financial
year. EBIT margin reached approximately 38.5%, representing a
decrease of 6.0 percentage points as compared to last financial
year. Profit attributable to equity holders of the Company was
approximately RMB1,065 million, representing a decrease of
approximately 9.8% as compared to last financial year. Basic
earnings per share was RMB34.29 cents, representing a decrease of
approximately 9.9% as compared to last financial 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 was combined with the
food flavours segment to form the flavours and fragrances business
segment, which are principally engaged in the R&D, production and
sales of flavour and fragrance products. RTL segment and the new
materials segment were merged into the tobacco raw materials
segment, the main business of which includes R&D, production
and sales of paper-making RTL and new materials products that
are innovative, functional and applicable to tobacco industry. Other
segments include the aroma raw materials segment, innovative
tobacco products segment and other business.

Review of flavours and fragrances business

For the year ended 31 March 2017, sales revenue of the flavours and
fragrances business of the Group amounted to RMB2,065 million,
representing a decrease of approximately 6.2% from the last financial
year. The operating profit of the flavours and fragrances segment
was about RMB1,205 million, representing a decrease of 10.4% as
compared to approximately RMB1,345 million for the last financial
year. The EBIT margin of the flavours and fragrances segment was
approximately 58.4%, representing a decrease of 2.7 percentage
points as compared to approximately 61.1% for the last financial
year.
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Flavours

Due to the severe situations of declining in both the production
and sales and high inventory level in the tobacco industry,
traditional selling styles for flavours used for tobacco were
challenged. The Group has been actively taking corresponding
measures by using market demands as a starting point, insight
into the new trends, new technologies and new fields in the
development of domestic and foreign flavour industries, and
further strengthening team building, product development and
business model upgrade. On one hand, the Group adjusted
the products structure, promoted the updates and upgrades
of the customers’ existing products, and increased the market
penetration rate of the customers’ existing products. On the
other hand, the Group took the opportunity for consumption
upgrade, explored new market opportunities for customers
through insight into customers, provided a package of
solutions, developed new products and new business markets,
so as to constantly improve the company’s core product
structure and enrich the product line to meet the diverse needs
of customers.

il
Manufacturing workshop
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The Group is equipped with better technologies in the markets
of dairy beverages and roasted nuts. Its customer base covers
some famous enterprises in the country. It has comprehensive
customer resources and advanced emulsification technology
and extraction technology. During the reporting period, Huabao
Kongque, with its brand superiority, targeted the niche markets
by using bakery and dairy industries as breakthrough and
established a platform for food flavours and food ingredients,
which resulted in good effects. Despite the beverage industry
and the confectionery industry encountering gloomy situations,
Huabao Kongque still managed to make certain business
growth by virtue of the technical strength of R&D and stable
customer resources. Among these achievements, in addition
to guaranteeing the quality and service of traditional products,
the focus of R&D for roast flavours was shifted to medium and
top grade nuts, resulting in winning new big customers. In
addition, despite the dairy industry showing a downturn, the
sales revenue of dairy flavours of Huabao Kongque achieved
growth against the market, mainly due to new products
development to its existing big customers and the development
of new customers, including customers in the beer industry.
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Guangzhou Huabao, by virtue of the Group’s advantages, has
made a variety of breakthroughs and achievements in natural
and organic food ingredients, natural extracts & functional
ingredients, special food ingredient for dietary uses, as well as
substitutes for polypeptide and oil. In terms of the flavours of
snacks, puffed food is still the Company’s key product, which is
highly recognized by the industry. Guangzhou Huabao attaches
great importance to the development of culinary flavours by
actively developing potential meat product customers, and it
also developed a series of products that had culinary flavours
during the reporting period.

In terms of food ingredients, since the active cooperation
with the German dairy manufacturer to promote the special
oil products, certain accomplishments in sales have been
achieved. The Group is planning to further expand the food
ingredient production lines, which are expected to become
the new highlights attracting new customers and new profits
growth points for the Company. The Group will fully utilize the
direct sales to big customers and the distribution network to
strengthen the Company’s abilities in package solutions.

With the improvement of the Company’'s technology,
transformation of input into output, breakthrough of winning
new customers, the market share of the food flavours will
gradually increase. The Group will strive to upgrade its big
customer business mode, by putting links, such as R&D, design
and service on the frontline, to provide its customers with high-
quality and customized direct sales services so as to increase
the market share of big customers. Meanwhile, the Group
will fully make good use of its marketing channels, which are
widely distributed with rich resources, to expand the technical
service to its core customers in the channels so as to increase
the market share of small and medium-sized customers.
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b)

Fragrances

In terms of fragrances, Xiamen Amber has been a leader in the
markets of incense and household disinfection and insecticide
products. Despite a decrease in demands for incense fragrances
in the domestic market, Xiamen Amber managed to make full
use of its R&D advantage and influence in the industry, actively
developed new fragrance products that were suitable for domestic
and overseas markets, expanded exports and actively adjusted the
product structure, which resulted in some achievements. In terms
of the disinfection product market, Xiamen Amber has successfully
developed an auxiliary fragrance product designed for a specific
type of insecticide spray, satisfying the demands of some new
markets. Moreover, the sales volume in some Southeast Asian
markets is increasing year by year, which partly made up for the
shortfall of the domestic market.

During the reporting period, the proportion of sales of incense
and deinfection fragrances of Xiamen Amber decreased by 5.37%
while the proportion of sales of detergent fragrances increased
by 2.31% and the proportion of sales of other fragrances also
increased by more than 3% as compared to last financial year.
The decrease of sales of incense and disinfection products was
offset by the sales of other fragrances. The adjustment of product
structure made some progress. In terms of detergent fragrances,
Xiamen Amber successfully developed a laundry tablet fragrance
in 2016, which was widely recognized by the customers, making it
the most important factor for the growth of detergent fragrances
during the reporting period. In the future, in terms of laundry
detergents and soap, especially laundry detergent fragrances,
Xiamen Amber will continue to maintain this growth. Even though
the price of some imported raw materials increased a lot last
year, the management took some measures, such as increasing
orders during the low season and reducing time of payment, to
offset the increase of costs in that period, resulting in the relative
growth in gross profit from sales.

During the reporting period, Xiamen Amber was awarded
as “Xiamen City Speical New Small and Micro Enterprises”,
“Xiamen City Innovative Enterprise”, “Xiamen City Technology
Small Giant Enterprise”, etc. by Xiamen Science and Technology
Bureau and other departments. In the future, the Group will
further consolidate and expand its advantage in the incense
and disinfection market through technology innovations
and technical services, and centralize the superior resources
from Xiamen Amber, such as products and technologies, to
greatly develop the daily chemical washing product market.
In the meantime, the Group will vigorously push forward the
construction of the sales team to improve sales, to fully exploit
the advantage of the company's products, and expand the
market share.
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Xiamen Amber was awarded “Special New Small and Micro Enterprise”

EFIRINE [ SRR AT MR | R

Review of tobacco raw materials business

For the year ended 31 March 2017, sales revenue of the tobacco
raw material sector of the Group amounted to RMB706 million,
representing an increase of approximately 12.1% from the last
financial year. The operating profit of the sector was about RMB256
million, representing an increase of 17.0% as compared to RMB219
million for the last financial year. The EBIT margin of the sector was
approximately 36.3%, representing an increase of 1.6 percentage
points as compared to approximately 34.7% for the last financial
year. The increase in sales revenue of tobacco raw materials 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.

With the release of RTL capacities in the industry last year, plus the
unchanged RTL inclusion rate and the high inventory of tobacco
leaves, the supplies of the RTL still exceeded the demands. The
excessive capacities resulted in fierce competition in the industry.
In the face of this negative situation, Guangdong lJinye used “led
by strategy, driven by innovation” as its guiding principle and the
improvement on integrated management and control level as its core
to tighten its work on technology innovation and lean management,
as wells striving to reduce costs and increase profits, resulted in great
achievements.
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Xiamen Amber was awarded “Xiamen Innovative Enterprise”
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During the reporting period, on one hand, Guangdong Jinye was
making great efforts in optimizing production modes, enhancing
productivity and lowering production related energy consumption.
On the other hand, it was activity pushing forward the technology
innovation and modification projects for its workshops and
accelerating the enhancement of product yields. Meanwhile, it
continued to push forward the target cost management on the
basis of comprehensive budgets, resulting in great achievements. In
the future, Guangdong Jinye will make more efforts to expand the
overseas market and continue to strengthen technology innovation
on products and workmanship. While actively upgrading the quality
of existing products, it will strive to develop new products and speed
up the workmanship innovation on key processes. In the meantime,
it will observe the needs for its customers’ new products, market
distinctive functional RTL with reference to the characteristics of
cigarettes, help customers improve the product value and balance
the relationship between production and sales.

During the reporting period, Guangdong lJinye was accredited as
“Guangdong Province Academician Expert Enterprise Workstation”
by Guangdong Province Science & Technology Association. This
accreditation highlights the powerful strength of Guangdong Jinye in
enterprise technology innovation, and plays an important role in the
Company’s continuing to master core technologies of RTL industry
and consolidating the technology leading position in the industry.
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Guangdong Jinye was accredited as

Expert Enterprise Workstation”
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At present, the new tobacco materials are still in development stage.
With the continued launches of new tobacco products, to some
extent, customers have had increased demand on new tobacco
materials. Currently, main products include cigarette capsule, wired
conductor, smiling-faced shape filter, etc., among which, capsules
and wire conductors developed rapidly. There are a wide variety
of capsules, of which water-soluble capsules have made progress.
During the reporting period, the new tobacco material business
grew markedly, and the clientele also grew greatly as compared to
the previous stage. The Group, by working with the new material
company of China tobacco, successfully established a production
platform for filters, and continued to maintain the existing strategic
collaboration relationships with major customers.

The R&D for new products is the key to the development of new
tobacco materials. With more participants entering into the market,
the market competition will become fiercer in the future. The Group
will continue to improve its technology platform and teamwork,
enrich its production lines and establish technology systems and
technology superiorities, and at the same time, attach great
importance to the development of key products and form a business
foundation. Moreover, based on the development requirements from
China tobacco companies and by combining independent R&D with
external R&D, the Group will actively play an important role in the
technologies of appearance, aroma supplement, flavor supplement,
style, etc.

Review of aroma raw materials business

For the year ended 31 March 2017, sales revenue of the aroma
raw materials segment reached RMB439 million, representing
an increase of 55.2% from the last financial year, achieved high
growth. Operating profit of the segment reached RMB70.87
million, representing an increase of approximately 46.9% from
the last financial year. The EBIT margin was approximately 16.1%,
representing a decrease of 0.9 percentage point as compared to
approximately 17.0% for the last financial year. The increases in sales
revenue and operating profit of this segment were mainly due to
the consolidation of Yancheng Chunzhu’s financial statements into
the Group’s consolidated financial statements upon the acquisition.
The decline in profit margin was mainly due to the amortisation
of intangible assets recognized in the acquisition of the Yancheng
Chunzhu.
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Driven by downstream end-consumer goods and the flavour and
fragrance industry, domestic and foreign aroma material industries
grew steadily with progress made. With good product quality,
complete range of products and stable sales channels, as well as the
Group’s rich industry resources and strong capital strength, aroma
raw materials segment maintained rapid development during the
reporting period. In this segment, Yancheng Chunzhu had rapid
development momentum. In addition to continuing to maintain
long-term stable collaborative relationship with big international
customers, it actively researched and developed new products by
using the Group's research and development advantages; product
varieties and quantities increase year by year. During the reporting
period, many reserved new products were launched, and some
formed a certain market scale. Currently, some new principal
products are recognised and accepted by large international aroma
companies, and the average market share in global market is
increasing year by year. While insisting on the cooperation policy
of “big customer, big brand”, Zhaoging Perfumery Co., Ltd.
(Guangdong) put more efforts to increase channel sales. During the
reporting period, the sales grew steadily and exports remained stable.

During the reporting period, Yancheng Chunzhu researched and
developed a new product “Glibenolide”, which was identified as
high-tech product by the Jiangsu Provincial Department of Science
and Technology; In the same year, Yancheng Chunzhu was awarded
the honorary title of “Green Low Carbon Enterprise” by Jiangsu
Province.
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Aroma raw material segment is growing rapidly. 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. However, it is difficult to meet the continued
growing needs of customers due to the shortage of existing capacity
of this segment. The Group is actively exploring the integration of
industries and the allocation of industry resources, and plans to
build a production base of professional aroma raw materials with an
annual output of over 10,000 tonnes. In the future, the development
of aroma raw material business of the Group will be stable. It will
lead the industry towards new, safer and environment-friendly
standards, and also create greater room for profit.

Review of innovative tobacco products business

For the year ended 31 March 2017, sales revenue of the innovative
tobacco products segment reached RMB271 million, representing a
substantial increase of 269.7% from last financial year. Operating
loss of the segment was about RMB111 million. The substantial
increase of the 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.

In terms of the domestic market, during the reporting period,
Standpoint introduced closed smoke bomb system smoking set which
was more convenient for end customers and improved consumer
experience and customer reviews. Standpoint took an active part in
the electronic cigarette exhibition held in Shenzhen in April 2016,
and made efforts in product development and marketing to build
SPV brand. In terms of sales channels, the Group was continue to
make efforts to build an online and offline complete sales network.
In addition to operate the online flagship stores on jd.com and Tmall,
it also successfully launched on the Orient TV Shopping Channel by
using satellite TV as its medium. In terms of offline sales, in addition
to the continuing operation of Brookstone flagship store distribution
channels, it was also actively developing direct marketing channel.
In July 2016, it opened the first physical store and successfully
settled in the central commercial landmark Shanghai Moon Star
Global Harbour in Putuo District, Shanghai. The setting up of the
physical store is conducive to the establishment of healthy operation
mode of e-cigarette, and will play a good demonstration role in the
development of the future offline direct stores.
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Standpoint attended e-cigarette exhibition
USESNETERE

In terms of international market, due to the gradually strengthened
regulatory impact of FDA and the fiercely competitive market, the
sales of VMR in international market have been seriously challenged.
During the reporting period, VMR’s revenue was flat as compared
to last year and the losses declined. But its actual performance still
did not reach expectations and the management expected that the
future development of e-cigarette would still be challenging. The
Group, according to the result of goodwill impairment test and the
sake of prudence, decided to write off part of the goodwill arising
from the acquisition of VMR by RMB22,710,000.

Review of research and development

The Group pays great attention to constantly enhancing the capacity
of R&D. During the financial year, the Group’s R&D cost amounted
to RMB242 million, representing an increase of RMB46.53 million
as compared to the last financial year. R&D cost represented
approximately 6.9% of sales revenue, such ratio increased by 0.8
percentage points as compared to approximately 6.1% of the
last financial year. Technology is an important part of maintaining
leadership in the industry, and the company will continue to increase
investment in technology, equipment and basic research.

Physical store of Standpoint located in Shanghai
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In terms of flavours, the Group has made breakthroughs in natural
extracts, non-burning flavours and some other aspects. In June
2016, Yunnan Tianhong technology centre obtained the invention
patent certificate of “A Yunnan black tea essential oil and its
preparation method” issued by the State Intellectual Property Office.
Compared with the traditional extraction method, the invention
adopts the new technology of supercritical fluid extraction, which
is easy to operate and pollution-free. It provides an efficient and
environmentally friendly extraction and separation method for
preparation of Yunnan black tea essential oil. Guangzhou Huabao
has made breakthroughs in the development of non-water-soluble
and high-temperature-resistant microcapsule flavour. This type of
product can resist high temperatures above 200 degrees in aqueous
food systems, and is widely applied in baking food, chicken essence,
puffed food and other industries, showing broad prospects. In terms
of flavouring, through more than half a year's effort, technology
division of Guangzhou Huabao has made progress in flavour and
fragrance analysis methods. At present, it has the ability to analyse
the essential components of flavour and fragrance. It is believed
that flavour and fragrance analysis capabilities will be further
improved through the gradual improvement of its own database.
Huabao Kongque's new technology “preparation of milk flavour
enhancer by thermal reaction” was granted the technology first
prize by the Roasted Seeds and Nuts Industry Association. Some of
its R&D technologies of emulsion flavour, including development of
a new transparent emulsification process and preparation of low
temperature emulsifying products are in leading position in emulsion
flavour industry. At the same time, it realised breakthrough in
Chinese herb extraction technology, and obtained the preparation
technology of natural flavour.

In terms of fragrances, the Xiamen Key Fragrance Laboratory, which
was prepared and established by Xiamen Amber in 2016, has been
completed preliminarily acceptance work and will become the only
key laboratory in the field of flavours and fragrances in Xiamen. In
terms of technical cooperation, Xiamen Amber has completed the
transformation of 6 project research achievements such as “process
development for a kind of hygiene capsule flavour”, “research on
the extraction technology of western red cedar essential oil” and so
on.
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In terms of RTL, Guangdong Jinye was granted the technical
inventions third prize of China Tobacco Corporation. Its research
project “Study and application of smoke medium for heating
non-burning tobacco products” was selected as one of the major
special projects of the STMA. Guangdong Jinye has also been
awarded as “Guangdong Province Academician Experts Enterprise
Workstation”, “Guangdong High and New Tech Enterprise”,
“National Intellectual Property Advantage Enterprise” and
“Cultivating Enterprise of Shantou Intellectual Property Advantage
Enterprises”. It marks a solid step forward in the aspects of
promoting production and research cooperation and introducing and
gathering high-level talents. In January 2017, the "“Key Laboratory
of reconstituted tobacco leaves technology research in tobacco
industry” jointly established by Guangdong Jinye and Guangdong
Tobacco became the only laboratory for RTL field, and Guangdong
Jinye became the only RTL enterprise which owns the national key
laboratory of tobacco. This represents high evaluation by the STMA
in respects of Guangdong Jinye’s industry contribution and innovative
achievements, and also highlights the company’s industry-leading
technological advancements and scientific research level.

Enterprise”
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During the reporting period, the R&D team filed for a total of 50
new patent applications in regards to invention, utility innovation
and appearance design, and was granted 28 patents which had been
previously applied, including 18 invention patents, 6 utility innovation
patents and 4 appearance design patents.

Some of the major patents granted include:

- Tobacco rod pre-treatment process

- An optimized coating process for paper-making RTL
- A preparation method of new type tobacco stem slice

- A solid filter rod with a particle composition and its preparation
method

- An aqueous capsule and its preparation method

- A method of extracting limonene from litsea cubeba

- A Yunnan black tea essential oil and its preparation method
- A production process of flavouring products for eugenol

- A tipping paper used combining with the rotating filter rod

- A preparation method for extracting e-liquid with the
assistance of microwave

- A filter rod composed with particle and its preparation method

Human resources and corporate culture
construction

As at 31 March 2017, the Group employed over 2,200 employees in
the PRC, Hong Kong, Germany, U.S., Botswana and Korea, and last
year there were approximately 2,465 employees. The labour costs
for the year (including pension and mandatory provident fund, etc.)
amounted to RMB436 million, representing an increase of RMB68
million from RMB368 million of the last financial year. The increase
in the labour costs was primarily attributable to the increase of the
average number of employees last year.
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2016 was the transforming year of human resource management
from transactional management to modern human resource
management. Modern human resource management is to assist
the Company to face the constant changes, improve staff quality
and skills, and achieve the Company’s strategic development goals.
In the aspect of human resource management and development,
in order to further improve the basic work of human resource
management, while strengthening the effective combination of fixed
posts and personnel, human resources training and development,
human resource management informatization and human resource
management system construction, the Group continued to broaden
the vision of human resources managers, grasp the dynamics of
human resources and absorb the advanced ideas and concepts of
external human resources management to reform and innovate in
human resource management. Through the good talent introduction
mechanism, the Group strengthened the personnel training plan
and cleared talent development goals, optimised human resources
institutions reasonably, and established a first-class talent team. At
the same time, it established a salary system, employee performance
appraisal system and employee motivation system that matched the
market to attract and stabilise excellent talents.

The Group has paid special attention to recruitment and training,
and has made strict requirements on all aspects of recruitment and
training, including demand planning, implementation planning and
evaluation completion. Giving full play to the foundation and core
role of its human resources work, the Group completed every target
work timely with high quality and ensured the supply and promotion
of the Company’s human resources. In order to meet the needs of
the strategy and the personal development of the employees, the
Group strengthened the training work to continuously enhance
the company’s competitiveness, improve staff quality and ability,
and meet the needs of the company and employees’ personal
development.

For the construction of corporate culture, the group has focused
on increasing humanised care to employees and enhancing team
cohesion, such as organizing the staff sports game, badminton
competition, and table tennis match and so on. It not only aroused
the enthusiasm of employees, but also reflected the uniqueness
and diversity of the company. In terms of self-media, the Group
actively used the internet thinking, integrating and optimising of the
existing self-media platform, focused on building the official WeChat
platform, and maintained it timely, upgraded official website and
designed paper publicity carrier which conformed to the enterprise
temperament. This provided a good platform for enterprise publicity
and cultural landing. To better construct the image of the Group,
increase publicity, and develop service business, the Group also
organised to design and make the Group’s brochures.
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Huading Technology Annal Gathering 2016
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The Group’s construction of corporate culture and advertising work
will constantly seek innovation and breakthroughs with the change
of time and the development of technology. And will pass the best,
the most optimistic and the most worthy precipitation of corporate
culture and thoughts to the employees to improve the employee
satisfaction, sense of belonging and pride of employees and enhance
the corporate image, awareness and reputation.
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Yancheng Chunzhu “Love Donation” The Opening Ceremony of Employee Sports Game in Guangdong Jinye
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Future development strategy

In order to align with the Group's development and strategic
upgrading and build a multi-level capital platform, the Group’s Board
of Directors will comprehensively promote the Proposed Spin-off and
Separate Listing of Huabao Flavours by way of Proposed A Share
Listing on the Shenzhen Stock Exchange. At present, the transaction
has been approved by the extraordinary general meeting, and the
application documents have been submitted to the CSRC regarding
the initial public offering of RMB ordinary shares (A shares) and
listing on the Growth Enterprise Market of Shenzhen Stock Exchange,
and is being accepted for processing. But the application is still
subject to the approval from relevant Chinese regulatory authorities
(including the CSRC, etc.) and fulfilment of other relevant conditions.

In the future, with the accumulation of years of industry status,
brand advantages,
Group will grasp the trend of consumption upgrade, build consumer

market advantages and scale advantages, the
insight, and actively develop new customers, new products and
new businesses. While promoting the balanced development of the
business, the Group will gradually expand its production capacity
and strengthen the domestic and international customer base,
continue to maintain and strive to improve its industry status. At the
same time, through mergers and acquisitions, industry integration
and other means, it will enhance its international competitiveness,
deepen the enterprise group and international operations, and
comprehensively promote the construction of investment holding
group based on China‘s fast-moving consumer goods market. It will
integrate relevant industry knowledge, integration ability and social
capital through multi-capital platform, multi-channel cooperation and
a variety of investment cooperation model and create greater value
for Shareholders.
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FINANCIAL REVIEW

Analysis of annual results for the year ended 31
March 2017

Sales revenue

The Group's sales revenue amounted to RMB3,482,894,000
for the year ended 31 March 2017, representing an increase of
approximately 8.8% as compared with RMB3,200,436,000 for the
last financial year. The sales revenue increased mainly due to the
increase in sales revenue of tobacco raw materials as compared to
last year, and increase in sales revenue of aroma raw materials and
innovative tobacco products due to the consolidation of financial
statements of Yancheng Chunzhu and VMR respectively after last
year's acquisition. However, the increase was partly offset by the
fall in sales revenue of the flavours and fragrances segment due
to the sluggishness of macroeconomics. For the year ended 31
March 2017, sales revenue from flavours and fragrances reached
RMB2,064,734,000, contributing approximately 59.3% of total
sales revenue; sales revenue from tobacco raw materials reached
RMB705,981,000, contributing approximately 20.3% of total
sales revenue, sales revenue from aroma raw material reached
RMB439,450,000, contributing approximately 12.6% of total sales
revenue; sales revenue from innovative tobacco products reached
RMB271,012,000, contributing approximately 7.8% of total sales
revenue.

Cost of goods sold

The Group’s cost of goods sold amounted to RMB1,212,071,000
for the year ended 31 March 2017, representing an increase of
approximately 21.6% as compared to RMB996,448,000 for the last
financial year.

Gross profit and gross profit margin

Gross profit of the Group increased from RMB2,203,988,000 for
the last financial year to RMB2,270,823,000 for the year ended 31
March 2017, representing an increase of approximately 3.0%; gross
profit margin was 65.2%, representing a decrease of 3.7 percentage
points from 68.9% of the last financial year. The decrease in gross
profit margin was mainly because sales revenue of products with
relatively lower gross margin accounted for a higher proportion than
the last year.
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Other income and other gains - net

Other income and other gains — net of the Group was
RMB239,526,000 for the year ended 31 March 2017, representing
an increase of RMB78,676,000 as compared to RMB160,850,000
for the last financial year. The increase in other income is mainly
attributable to a decrease in foreign exchange loss as compared with
last year and transfer of reserves to income statement upon disposal
of available-for-sale financial asset during the year.

Selling and marketing expenses

The selling and marketing expenses of the Group mainly comprised
travelling expenses, transportation costs, advertising and promotion
expenses, salaries and office expenses. The selling and marketing
expenses of the Group for the year ended 31 March 2017 were
RMB255,589,000, representing an increase of approximately 23.8%
as compared with RMB206,409,000 for the last financial year. Selling
and marketing expenses to total sales revenue for the year ended 31
March 2017 and 2016 amounted to approximately 7.3% and 6.4%
respectively. The increase of such ratio was mainly attributable to the
Group stepping up its selling efforts and increasing market research
and development activities which caused the increase in selling and
marketing expenses, and the consolidation of VMR and its selling
and marketing expenses to sales revenue ratio was higher than the
average ratio of the Group.

Administrative expenses

The Group’s administrative expenses amounted to RMB915,238,000
for the year ended 31 March 2017, representing an increase of
approximately 24.7% as compared with RMB734,197,000 for the
last financial year. Administrative expenses to total sales revenue
during the current financial year amounted to approximately 26.3%,
representing an increase of approximately 3.4 percentage points
as compared with 22.9% for the last financial year. The increase in
the administrative expenses was mainly attributable to an increase
in administrative expenses of new tobacco products segment, an
increase in amortisation expense of intangible assets arising from
acquisition of VMR and Yancheng Chunzhu, expenses directly related
to spin-off, and the provision of impairment for part of VMR's
goodwill during the reporting period.

Operating profit

Operating profit of the Group for the year ended 31 March 2017
was RMB1,339,522,000, representing a decrease of approximately
5.9% as compared with RMB1,424,232,000 for the last financial
year, while the operating profit margin decreased to approximately
38.5% of the current financial year from approximately 44.5% of
the last financial year. The decrease in operating profit was mainly
attributable to the sharp increase in selling expenses, marketing
promotion expenses and administrative expenses.
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Income tax expenses

Income tax expenses of the Group for the year ended 31 March 2017
was RMB294,573,000, representing a decrease of approximately
1.0% as compared with RMB297,686,000 for the last financial year.
Income tax rate of the current year was approximately 20.9%, which
was slightly increased by approximately 1.0 percentage point as
compared with last financial year.

Profit attributable to the equity holders of the Company

Profit attributable to the equity holders of the Company was
RMB1,065,424,000 for the year ended 31 March 2017, representing
a decrease of 9.8% as compared with RMB1,181,562,000 for
the last financial year. If the provision for goodwill impairment
of VMR of RMB22,710,000 and spin-off related direct expenses
of RMB9,050,000 were excluded, the profit attributable to the
equity holders of the Company would become RMB1,097,184,000,
representing a decrease of 7.1% as compared to last financial year.

Net current asset value and financial resources

As at 31 March 2017, the net current asset value of the Group
was RMB6,314,161,000 (2016: RMB4,382,190,000). The Group
generates its working capital mainly through its operating activities
to maintain a sound financial position. As at 31 March 2017, the
Group’s cash and bank balances amounted to RMB4,901,955,000
(2016: RMB2,934,463,000), over 70% of which was held in RMB.
In addition, the Group hold structured investment products of
RMB111,000,000 (2016: RMB138,000,000) which was classified as
available-for-sale financial assets.

Bank borrowings and debt ratio

As at 31 March 2017, the Group had bank borrowings of
RMB75,500,000 (2016: RMB15,000,000), all of which were
due within one year. Among which, RMB75,500,000 (2016:
RMB4,000,000) were unsecured loan with average annual interest
rate of 3.97% (2016: 1.90%). The secured loan of RMB11,000,000
as at 31 March 2016 has been fully repaid during the year. As at
31 March 2017, the Group’s debt ratio (total borrowings, include
current and non-current borrowings, divided by total equity (excludes
non-controlling interests)) was 0.8%, representing a slight increase
as compared with 0.2% as at 31 March 2016.
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Investing activities

The Group's investing activities were for the purchase of property,
plant and equipment, financial assets investment and the strategically
development strategies for M&As. For the year ended 31 March
2017, the net cash used in investing activities amounted to
RMB562,780,000, mainly used for new placement of short-term
deposits, acquisition of associates and addition of available-for-sale
financial assets. For the year ended 31 March 2016, the net cash
generated from investing activities amounted to RMB11,633,000.

Financing activities

For the year ended 31 March 2017, the net cash generated from
financing activities amounted to RMB714,165,000, mainly from
the capital contribution from non-controlling interests. For the year
ended 31 March 2016, the net cash used in financing activities
amounted to RMB672,152,000.

Trade receivables turnover period

Debtors’ turnover period is calculated on the basis of the average
amount of trade receivables net of provisions as at the beginning
and end of a relevant financial year divided by the total sales revenue
for the corresponding period and multiplied by 360 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 year ended
31 March 2017, the Group's average debtors’ turnover period was
97 days, representing an increase of 9 days as compared with 88
days for the last financial year ended 31 March 2016. The increase
of trade receivables turnover days was mainly attributable to better
payment terms granted to the clients due to the sluggishness of the
industry.

Trade payable turnover period

Creditors’ turnover period is calculated on the basis of the average
amount of trade payables as at the beginning and the end of a
relevant financial year divided by the cost of goods sold for the
corresponding period and multiplied by 360 days. Credit periods
granted by suppliers to the Group ranged from 0-180 days. For the
year ended 31 March 2017, the Group's average creditors’ turnover
period was 89 days, representing a decrease of 23 days as compared
with 112 days for the last financial year ended 31 March 2016.
The decrease of trade payable turnover day was mainly due to the
acquisition of Yancheng Chunzhu and VMR with relatively shorter
turnover period, which affected the Group’s consolidated figures.

REEE

AEENKRETHTZHBEEME  #HBELERE
MEBKBRATHNBEUEBRREREEH - H
2T +FZA=ZF+—HIFE RETHA
FHIE & F5E A ARES62,780,000T  TEAR

FOEEHIEMGR  URARKBBERR  BA
IHEESRMEES MHE_Z-—RF=A=*

—HIEFE REBDAELENRSFERARS
11,633,0007T ©

& EE

HE_Z—tF=ZA=1+—HLEFE  A5BHE
EBFTEAERRES I FEAARKT14,165,0007T © £
ZREFEHEEEFBANTE - MEBE=-F—
ANEZAZ+—RLEFE  BBEEHMANRESF
A ARK672,152,0007T °

e i e 3

FEWERAESR I BRBEE AV RFEEFIRFERLE
MR B EREWE 5 RN T S R R E R A
EHEBEATUI0KRTE - AEEB—RAETERLL
0-180BMEEH ' RERFEBEMAR/NMELE
FEEEEME BE2_ZT—+tF=ZA=+—A8H1L
FE - AEENTHEKRAEHAIR  HEE
BT RFZA=ZT—HLYKFENSSH LF
TOH  BUSRFAEH FANEERARTES S
RMAR B ERAFRE -

&4 R B

ERERAESHRNEBREEBYBRFEFEFVRFERD
ENESERERFHSHERUAERENEERANE
FLAZ60KRATE - HEMGE TFASENEEANTE
HZE180H - H#E—_T—+F=-A=1+—HILEFE
REBHFHEMREEHAHE @ kREE=Z
—RNF=ZA=+—HLEMBFEMI12B T T23
B 2R A KENERET RVMRE EERE
BRSO MY EEBNGEET



2016-2017 Annual Report 4k 39

Management Discussion and Analysis

Inventory and inventory turnover period

As at 31 March 2017, the Group’s inventory balance amounted to
RMB693,490,000 (2016: RMB694,951,000). For the year ended 31
March 2017, the inventory turnover period (calculated on the basis
of the average amount of inventory balances as at the beginning and
end of a relevant financial year divided by the total cost of goods
sold for the corresponding period and multiplied by 360 days) was
206 days, representing a decrease of 37 days as compared with 243
days for the last financial year. The decrease in inventory turnover
period was mainly attributable to the effective implementation of the
Group's 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. Management concurs the views of the People’s
Bank of China on the RMB exchange rate, that is, the RMB exchange
rate has the capability to continuously remain basically stable within
reasonable range of equilibrium.

Pledge of assets

As at 31 March 2017, the secured bank loan of the Group has been
fully repaid.

Capital Commitments

As at 31 March 2017, the Group had capital commitments in respect
of the purchase of property, plant, equipment, available-for-sale
financial assets and investments in associates, contracted for but not
provided in the financial statements amounting to approximately
RMB149,329,000 (2016: RMB138,914,000), mainly was investment
in high-tech fund amounted to RMB91,176,000.

Contingent liabilities

Based on the information available to the Board, the Group had no
contingent liabilities as at 31 March 2017.
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EXECUTIVE DIRECTORS #{T=%=

Ms. CHU Lam Yiu, aged 47, the Chairwoman of the Board, CEO, Executive Director
and the chairwoman of Nomination Committee of the Company. Ms. Chu has been
a member of the Board since March 2004. Ms. Chu is the mother of Mr. LAM Ka Yu
(Executive Director of the Company). Ms. Chu is also a director of the Company’s
principal subsidiaries marked with “C1” as set out in Note 33 to the consolidated
financial statements. Ms. Chu has extensive experience in formulating strategies
and making executive decisions on business operation, investments and market
development. She was a member of the Fourth and Fifth Chinese People’s Political
Consultative Conference Committee (Shenzhen, Guangdong province). Ms. Chu,
through the corporations controlled by her, is the beneficial owner of shares of the
Company as set out in page 84 headed under Directors’ Interests in Shares, Underlying
Shares and Debentures.
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Mr. XIA Li Qun, aged 50, an Executive Director, Vice Chairman and a member of the
Remuneration Committee of the Company. Mr. Xia has been a member of the Board
since September 2006. Mr. Xia is also a director of the Company’s principal subsidiaries
marked with “X1” and the legal representative of those companies marked with
“X2" as set out in Note 33 to the consolidated financial statements. Mr. Xia holds a
Bachelor’s degree in economics and is a certified accountant, certified tax specialist
and certified appraiser in China. Mr. Xia has over 20 years of financial and corporate
management experience. He previously worked in domestic accounting firms in China
and was a senior management member of a foreign invested enterprise in China.
Mr. Xia is currently the honorary chairman of the Food Additives and Ingredients
Association in Shanghai City.
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Mr. POON Chiu Kwok, aged 54, an Executive Director, Vice President and the
Company Secretary of the Company. Mr. Poon has been a member of the Board
since March 2004. Mr. Poon was awarded the postgraduate diploma in laws by the
University of London. He holds a Bachelor’s degree in laws, a Bachelor's degree in
business studies and a Master’s degree in international accounting. He is a fellow of
CPA Australia, The Institute of Chartered Secretaries and Administrators and The Hong
Kong Institute of Chartered Secretaries and a member of its Technical Consultation
Panel and Professional Development Committee and a fellow member and an associate
instructor of the Hong Kong Securities and Investment Institute. Mr. Poon has years of
experience in compliance, corporate finance and listed companies management.
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Mr. XIONG Qing, aged 40, an Executive Director, CFO (both appointed on 17 March
2017) and Vice President of the Company, joined the Group since May 2007. He served
as an Executive Director of the Company from February 2008 to December 2013. Mr.
Xiong is also a director of the Company’s principal subsidiaries marked with “XQ1" and
the legal representative of those companies marked with “XQ2" as set out in Note 33
to the consolidated financial statements. Mr. Xiong majored in international accounting
from Tsinghua University School of Economics and Management, and graduated with
a Bachelor’s degree in economics. Mr. Xiong is also an Executive Master of Business
Administration degree holder of European Institute of Business Administration (INSEAD
in France). Prior to joining the Group, Mr. Xiong worked in several international

investment banks for years. He has extensive experiences with Chinese enterprises and

international capital market.
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EXECUTIVE DIRECTORS #{T&%=

Mr. LAM Ka Yu, aged 24, an Executive Director of the Company. Mr. Lam has been a
member of the Board since November 2013. Mr. Lam is the son of Ms. CHU Lam Yiu
(the Chairwoman of the Board, CEO and Executive Director of the Company). Mr. Lam
is also a director of the Company’s principal subsidiaries marked with “L1" and the
legal representative of those companies marked with “L2" as set out in Note 33 to the
consolidated financial statements. Mr. Lam educated in the United Kingdom and the
United States of America. For corporate management experiences, Mr. Lam is currently
a managing director and legal representative of a private company, which is engaged
in e-commerce business in China. He previously served as a director and the general
manager of a company which is engaged in advertising media business in China and
he was a director of a non-profit foundation in China.
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INDEPENDENT NON-EXECUTIVE DIRECTORS BY ¥k #H{TESE

Mr. LEE Luk Shiu, aged 59, an Independent Non-executive Director, the chairman
of both of the Audit Committee and Remuneration Committee and a member of the
Nomination Committee of the Company. Mr. Lee has been a member of the Board
since May 2006. Mr. Lee is a fellow member of the Association of Chartered Certified
Accountants in the United Kingdom and an associate of the Hong Kong Institute of
Certified Public Accountants. Mr. Lee has over 30 years of experience in commercial
accounting and corporate finance. Mr. Lee has principally engaged in corporate finance
and regulatory aspects in the Hong Kong Stock Exchange. He was an assistant vice
president of the Listing Division of the Hong Kong Stock Exchange, and his duties
included regulating and monitoring the Hong Kong listed companies in relation to
their compliance with the Listing Rules and processing new listing applications. He also
served as a senior consultant of an investment bank for more than 5 years.
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Ms. MA Yun Yan, aged 56, an Independent Non-executive Director and a member of
both of the Audit Committee and Remuneration Committee of the Company. Ms. Ma
has been a member of the Board since September 2004. Ms. Ma graduated from the
Law School of Peking University in 1984 and obtained qualification as a lawyer in China
in 1986. She is the senior Partner of Shu Jin Law Firm. Ms. Ma is currently a member
of the Ninth Listing Committee of Shenzhen Stock Exchange (she was a member
of its Eighth and Fourth Committee) and an independent non-executive director of
Shenzhen Techand Ecology & Environment Co., Limited (listed on the Shenzhen Stock
Exchange). From August 2009 to August 2011, she was a member of the Growth
Enterprises Board Public Offering Review Committee of CSRC. She has been dedicated
to teaching and doing research in the Law School in relation to international commerce
and investment aspects for 10 years. She has years of experience in the legal field in
relation to the capital markets, including investment, merger and acquisition, issuance
of securities, etc., and has lead-managed the issuance of shares and convertible bonds
and major restructuring of numerous companies listed in PRC and Hong Kong.
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Dr. DING Ningning, aged 69, an Independent Non-executive Director and a member
of both of the Audit Committee and Nomination Committee of the Company. Dr.
Ding has been a member of the Board since August 2013. Dr. Ding graduated from
Tsinghua University with a Bachelor’s degree in electrical engineering, and graduated
from the Party School of the Central Committee of the Communist Party of China in
its first doctorate course in economics. Dr. Ding is currently a researcher of the Social
Development Research Department of the Development Research Center (“DRC") of the
State Council of the PRC, an executive director of the China International Association
for Urban and Rural Development. He has been conducting research at the DRC for
over 30 years since 1982, and he was a director of the Enterprise Economic Research
Department of the DRC from 1993 to 1998 and a director of the Social Development
Research Department of the DRC from 1998 to 2008. Dr. Ding was a member of the
Listed Company Supervisory Committee of CSRC.

TEEEL 695 ARABUFRITESR  BERZBENRLZEEZE B _-F
_ij\ﬂ BHEZEESEKE - THRLIEXERNBFEARRERTIER  BRIBBL8W - I
BhATRARREELERE L2 - THRLREEFPBEERKRERAEZD L ([ZF
/lL\J) HEERMES Bﬁﬂ%?iﬂlqﬂ ERBEREEIAHBEEBES - KA AN\ ZF2
MZHPOHNMRETIIE  ESEB=1TF —AN=FE-NNNFEEZTOLEELRE
s Epap & - _j.LjL)\E:I:—Y ZNFREEZPOLSERARLLR - THLBEE
TEREENLTEREERE °

Mr. WU Chi Keung, aged 60, an Independent Non-executive Director and a member of
both of the Audit Committee and Remuneration Committee of the Company. Mr. Wu
has been a member of the Board since August 2013. Mr. Wu is a fellow member of the
Association of Chartered Certified Accountants in the United Kingdom and an associate
of the Hong Kong Institute of Certified Public Accountants. Mr. Wu has over 30 years
of experience in financial audit, corporate restructuring and merger and acquisitions.
He was a partner of Deloitte Touche Tohmatsu until he retired in December 2008.
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SENIOR MANAGEMENT S EEfE

Ms. YUAN Xiao Qin, aged 48, a president of Huabao Flavours, joined the Group
since August 2006. Ms. Yuan is also a director of the Company’s principal subsidiaries
marked with “YX1” and the legal representative of those companies marked with
“YX2" as set out in Note 33 to the consolidated financial statements. Ms. Yuan holds
an MBA degree and is a qualified engineer. Before joining the Group, Ms. Yuan served
as executive in a Hong Kong listed state-owned enterprise. She has over 20 years of
experience in senior management position. Ms. Yuan is currently a deputy director of
China Association of Fragrance Flavour and Cosmetic Industries, a deputy director of
China Association of Bakery & Confectionery Industry, chairman of the Food Additives
and Ingredients Association in Shanghai City and a consultant of the Federation of
Industry and Commerce in Chaoyang District, Shantou City. She was a representative

of the People’s Congress in Shantou City, Guangdong Province and a member of
the National Committee of the Chinese People’s Political Consultative Conference in
Chaoyang District, Shantou City.
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Mr. CHOY Man Fai, aged 53, a vice president of Huabao Flavours, joined the Group
since August 2006, responsible for marketing and sales of tobacco flavours. Mr.
Choy is also a director of the company’s principal subsidiaries marked “FC1” and the
legal representative of those companies marked “FC2" as set out in Note 33 to the
consolidated financial statements. He holds a diploma of applied chemical technology
of Hong Kong Polytechnic University. Mr. Choy served as a marketing manager in a
number of world renowned flavours and fragrances companies. Mr. Choy has over 20
years of experience in flavours and fragrances marketing and management.
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Mr. SONG Jun He, aged 48, a director and vice president of Huabao Flavours, joined
the Group since August 2006. Mr. Song is also a director of the Company’s principal
subsidiaries marked with “SJ1” and the legal representative of those companies marked
with “SJ2" as set out in Note 33 to the consolidated financial statements. Mr. Song
graduated from Anhui University and holds a Bachelor’s degree in analytical chemistry.
Before joining the Group, Mr. Song was a board member of a large domestic chemical
enterprise. He has comprehensive management experience in R&D and production in
the field of chemical industry.
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Mr. CHEN Cong, aged 35, vice president, chief financial officer and board secretary of
Huabao Flavours, joined the Group since January 2013. Mr. Chen is also a director of
the Company’s principal subsidiaries marked with “CC1" as set out in Note 33 to the
consolidated financial statements. Mr. Chen graduated from Tsinghua University with
a Master’s degree in finance. Before joining the Group, Mr. Chen worked in a leading
domestic investment bank for several years. He has extensive experiences in the field of
capital operation.
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Mr. ZHANG Zi Heng, aged 39, a director of Huabao Flavours and the president of
Tobacco Raw Materials Division of the Group, joined the Group since July 1999. Mr.
Zhang is also a director of the Company’s principal subsidiaries marked with “ZH1"
and the legal representative of those companies marked with “ZH2" as set out in Note
33 to the consolidated financial statements. Mr. Zhang graduated from East China
University of Science and Technology and holds a Bachelor’s degree in applied chemistry
(industry of fine chemistry). Mr. Zhang joined the Group after graduation, and he has
served in the production, management and purchasing departments of the Group. He
has extensive experiences in the field of corporate management. Mr. Zhang is currently

a committee member of The Chinese People’s Political Consultative Conference in
Chaoyang District, Shantou City and a vice chairman of the Federation of Industry and
Commerce in Chaoyang District, Shantou City.

RTERE 395 EEERESNEEEARMEEIBE B —AANLFELARM
AREE o REETNEHREE M BEHRERMTI3NBNE [ZH1] M [ZH2 ] FHR 2 A AR £
BWBREINESNATERERA  RALEEENERETAS  EREMAL TS LEM - K
EERBEZLEANMALRER @ SEELEE 18  KESMMER  EoEXLEEHE
BEELH RAEERFERUWEMESEEEBEZERILEMBGR IHEBRSZEE
)‘ﬁf o

Mr. ZHAO De Xu, aged 40, the president of Innovative Tobacco Products Division
of the Group, joined the Group since February 2015. Mr. Zhao is also a director of
the Company’s principal subsidiaries marked with “DX1” as set out in Note 33 to
the consolidated financial statements. Mr. Zhao graduated from The Brandenburg
University of Technology in Germany and holds a Master degree in information
technology. He worked in Germany for more than 10 years. Mr. Zhao was selected as
a member of China’s “Thousand Talents Plan” of Xinjiang Project and as an overseas
high-level talent of Jiangsu Province. He was named the “2012 China’s most valuable
CIO" and one project he participated was awarded the “First Class Award of Nanjing
Enterprise Management Modernization Innovation Achievements”. Before joining the

Group, Mr. Zhao held executive position in a large diversified holding group. He has

extensive experiences in the fields of corporate management, strategic and information
management.
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Mr. Alan DAVIES, aged 69, the chief flavourist of Huabao Flavours and general manager
of Aromascape Development Centre in Germany, joined the Group since February
2007. Mr. Davies is also a director of the Company’s principal subsidiaries marked with
“AD1" as set out in Note 33 to the consolidated financial statements. Mr. Davies holds
a Higher National Diploma in food science of Grimsby College of Technology, United
Kingdom. Mr. Davies served as a senior flavourist in charge of creation and applications
in a number of world renowned flavours and fragrances companies and tobacco factory,
including BBA, Carreras Rothmans, Dragoco and Symrise. Mr. Davies has over 35 years
of experience in tobacco flavours.
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Note: Information contained in this section was up to 31 March 2017

i EOMREHNBRE T F=A=+—"H1



Corporate governance refers to the rules and incentives by which the
management of a company is directed and controlled to maximize the
profitability and long-term value of the firm for shareholders while
taking into account the interest of other legitimate stakeholders (UK
Cadbury Report 1992). The Board recognizes the importance and
benefits of good corporate governance practices and has adopted
certain corporate governance and disclosure practices aiming at
a high level of transparency and accountability. The Company is
committed to continuously improving its corporate governance
practices as part of its own corporate culture.

CORPORATE GOVERNANCE

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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Enhancing corporate governance is not simply a matter of applying
and complying with the CG Code but about promoting and
developing an ethical and healthy corporate culture. The Directors
will continue to review and, where appropriate, improve the current
practices of the Company on the basis of the experience and
regulatory changes to enhance the confidence of shareholders of
the Company, and to safeguard shareholders' interest for assuring
healthy business developments.

Changes in Information in respect of Directors

In accordance with Rule 13.51B(1) of the Listing Rules, the changes
in information required to be disclosed by directors pursuant to
paragraphs (a) to (e) and (g) of Rule 13.51(2) between 17 November
2016 (being the date of approval of the Company's 2016/17 interim
report) and 16 June 2017 (being the date of approval of this Annual
report) of the Company are set out below:

1. Mr. XIA Li Qun ceased to act as CFO of the Company with
effect from 17 March 2017.

2. Mr. XIONG Qing was appointed as Executive Director and CFO
of the Company with effect from 17 March 2017.

3. Mr. POON Chiu Kwok was appointed as an independent
non-executive director for each of Jinchuan Group International
Resources Co., Ltd. (with effect from 21 March 2017) and
Honghua Group Limited (with effect from 15 June 2017) (both
listed on the Hong Kong Stock Exchange).
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THE BOARD
Board Composition

The Company has a well-balanced Board. The Board comprises five
Executive Directors and four INEDs. The members of the Board are as
follows:

Executive Directors
Ms. CHU Lam Yiu

Mr. XIA Li Qun Mote D
Mr. POON Chiu Kwok
Mr. XIONG Qing Mete 2
Mr. LAM Ka Yu

(Chairwoman and CEQ)
(Vice Chairman)
(Company Secretary)
(CFO)

Independent Non-executive Directors
Mr. LEE Luk Shiu

Ms. MA Yun Yan

Dr. DING Ningning

Mr. WU Chi Keung

Notes:

1. Ceased to act as CFO with effect from 17 March 2017
2. Appointed as Executive Director and CFO with effect from 17 March
2017

There is no relationship (including financial, business, family or other
material relationship) between any members of the Board, except
for Ms. CHU Lam Yiu is the mother of Mr. LAM Ka Yu (both are
Executive Directors of the Company). Biographies of the Directors
are set out on pages 40 to 44 of this annual report. The present
Board has experience, expertise, and qualifications in aspects of
production and operation, management, accounting and finance,
legal and regulatory both in Hong Kong and China. Two out of four
INEDs possess recognized professional qualification in accounting.
The INEDs bring independent judgment, professional knowledge and
experience appropriate for the Board's deliberations. All Directors
have relevant qualifications in relevant field of expertise and have
exhibited personal and professional ethics and integrity. The diversity
of experiences and backgrounds enables the Board to enhance better
corporate governance and performance standard and to bring in
valuable contributions and objective advices for the development of
the Group's businesses.
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During the year ended 31 March 2017, the Board met the
requirements of the Listing Rules relating to the appointment of
independent non-executive directors representing at least one-third
of the board, with at least one independent non-executive director
possessing appropriate qualification, or accounting or related
financial management expertise (in compliance with Rule 3.10 of
the Listing Rules). The Company has received, from each of the
INEDs, an annual confirmation of independence pursuant to Rule
3.13 of the Listing Rules. The Board has assessed their independence
and concluded that all the INEDs are considered to be independent

pursuant to the Listing Rules.

Chairwoman and Chief Executive Officer

Ms. CHU Lam Yiu is the Chairwoman of the Board (responsible for
the management of Board operation and development of the Group's
strategic planning) and Executive Director of the Company. She took
up the position of CEO (responsible for important management and
business decisions making of the Group) since 9 April 2013. Ms.
Chu has extensive experience in business operation and strategic
planning. The Board believes that Ms. Chu, by taking up the roles of
the Chairwoman and CEO concurrently, is beneficial to the business
development and management of the Group.

Mr. XIA Li Qun as Vice Chairman,
operational management of the Group and report to the CEO
directly.

is responsible for the daily

There are guidelines setting out the authority and duties of the
Chairwoman and the CEO, details of which were set out in the
Corporate Governance Report of the Company's annual report from
year 2007/2008 to year 2012/2013. With the support of Mr. XIA Li
Qun as the Vice Chairman, Mr. XIONG Qing as the Chief Financial
Officer, Mr. POON Chiu Kwok as the Company Secretary and the
Qualified Accountant, the Chairwoman shall ensure that all Directors
are properly briefed on issues arising at board meetings and receive
adequate, complete,
decisions. Apart from the above, the Chairwoman is also responsible

reliable and timely information for making

for the duties as specified in code provisions A.2.4 to A.2.9 of the
CG Code.
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Roles and Responsibilities of Directors

The primary objective of the Board is to maximize the profitability
of the Company and to safeguard and enhance long-term value of
the Company for the shareholders. To this end, the Board assumes
the responsibilities for leadership and control of the Company and
oversees the businesses, strategic development direction, financial
performance and corporate governance of the Group. All new board
members have been given information on the general business
background and policy of the Company on joining the Board. All
Directors have been provided with regular trainings by external
experienced lawyers to update and refresh the applicable legal and
other regulatory requirements and enhance the knowledge and skills
required from Directors to perform their duties.

The Board, led by the Chairwoman, is collectively responsible for
formulating and approving the business strategies of the Company,
setting objectives for management, overseeing its performance and
assessing the effectiveness of management strategies.

The Executive Directors are responsible for the day-to-day
management of the Company's operations and conduct meetings
with senior management of the Group at which operational issues
and financial performance are evaluated.

The bye-laws of the Company set out the responsibilities and
proceedings of the Board. Significant operational policies have to
be discussed and approved by the Board. To enable the Directors to
meet their obligations, an appropriate organizational structure is in
place with clearly defined responsibilities and limits of authority.

The Company has arranged appropriate insurance cover for the
Directors and senior management of the Company in respect of legal
action against them in the course of execution of their duties in
good faith.

Board Meetings

The Board conducts scheduled board meetings on a quarterly basis to
discuss strategies and business issues, including financial performance
of the Group. Details of attendance of the Directors at the physical
meetings are set out on page 69 of this annual report.

Notices of board meeting are given to each member of the Board
at least 14 days prior to the meeting, whereby the Director can put
forward his/her proposed items into the agenda. The agenda and the
relevant board papers are then circulated to the Directors at least 3
days before a board meeting is convened to enable them to make
informed decisions at the meeting.
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Drafts of the board minutes and board committee meeting minutes
are circulated to all Directors and the relevant board committee
members respectively for their review and comments before
finalization. The final version of these minutes will be kept by the
Company Secretary and are open for inspection by the Directors
and committee members. If a Director has an interest in a matter
to be considered at a board meeting, the Board will ensure that
an adequate number of independent directors are involved in the
consideration of the relevant resolutions, and the relevant director(s)
having an interest in the matter will abstain from voting.

Every Director is entitled to have access to Board papers and relevant
materials and have unrestricted access to advice and services of
the Company Secretary/Legal Department of the Company with a
view to ensuing that board procedures and all applicable rules and
regulations are followed. Directors are able to seek independent
professional advice as and when required at the Company's expense.
INEDs are encouraged to take an active role in board meetings and
serve on the sub-board committees.

During the reporting period, the Chairwoman has held a meeting
with the INEDs without the presence of Executive Directors.

Directors' Appointment and Re-election

Although all the Directors were not appointed for a specific term,
every Director shall, in accordance with bye-law 87 of the Company,
retire from office by rotation no later than the third AGM of the
Company since their last appointment or re-election and are eligible
for re-election.

Directors' Interests and Securities Transactions

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
reporting period. Full details of the Directors' interests in the shares
are set out on page 84 of this annual report.

Delegation of Directors

The Board may from time to time delegate all or any of its powers
that it may think fit to a director or member of senior management
of the Company. The Board has formulated specific rules and
policies on such delegation of power to facilitate efficient operation
of the Company and is supported by three committees which are
the Remuneration Committee, Audit Committee and Nomination
Committee.
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BOARD COMMITTEES

The Company has maintained the Remuneration Committee, Audit
Committee and Nomination Committee. Each of these committees
has specific written terms of reference which deal clearly with their
authority and duties. The chairman of the committees will report
their findings and make recommendations to the Board after each
meeting.

Remuneration Committee

The Remuneration Committee consists of three INEDs, namely Mr.
LEE Luk Shiu (the chairman of Remuneration Committee), Ms. MA
Yun Yan, Mr. WU Chi Keung, and an Executive Director, Mr. XIA Li
Qun.

The Remuneration Committee's responsibilities include making
recommendations for approval by the Board with respect to
matters relating to the remuneration of Executive Directors and
senior management. The terms of reference of the Remuneration
Committee was published on the Company's website at
www.huabao.com.hk and on the Hong Kong Stock Exchange's
website at www.hkexnews.hk. In discharging its responsibilities, the
Remuneration Committee has performed the following works:

o To review and make recommendations on the Company's
policies and structure for the remuneration of the Executive
Directors and senior management;

o To evaluate remuneration packages of the Executive Directors
by reference to market conditions, performance of the Group
and the individual and corporate goals and objectives as set by
the Board from time to time, and make recommendations on
the remuneration of the INEDs for the Board's approval; and

o To review and evaluate the Company's share option scheme.

Directors will abstain from voting in determining their own
remuneration packages. During the year ended 31 March 2017,
the Remuneration Committee met once regarding the emolument
packages of the Directors and senior management for reviewing,
among others, remuneration package of newly appointed Executive
Director and CFO, Mr. XIONG Qing. The individual attendance of
Remuneration Committee members at meetings is set out on page
69 of this annual report. Details of the emolument of the Directors
are set out in Note 35 to the consolidated financial statements while
details of the New Share Option Scheme and the Share Options
granted under the 2006 Share Option Scheme to the Directors and
senior management are set out on pages 80 to 82 of this annual
report.
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Audit Committee

The Audit Committee comprises four INEDs, namely Mr. LEE Luk
Shiu (the chairman of Audit Committee), Ms. MA Yun Yan, Dr. DING
Ningning and Mr. WU Chi Keung.

The principal responsibilities of the Audit Committee include assisting
the Board in maintaining a high standard of corporate governance,
developing and reviewing the Company's policies and practices on
corporate governance and making recommendations to the Board,
particularly by providing independent review of the effectiveness
of the Company's financial reporting process and material internal
controls, including financial, operational, compliance and risk
management controls and, to maintain good and independent
communications with the management as well as auditors of the
Company. The Audit Committee is also responsible for performing
the corporate governance duties set out in the terms of reference
under code provision D.3.1 of the CG Code as delegated by the
Board. In discharging its responsibilities, the Audit Committee has
performed the following work:

o To review the financial budget and planning including
the annual and interim financial statements and results
announcements during the financial year;

o To discuss with the external auditors and the management on
possible accounting risks;

o To review the effectiveness of the Group's financial controls,
corporate governance, internal controls and risk management
systems,

o To review the sufficiency of manpower, resources, staff
qualifications and experience, training programmes and budget
of the Company's accounting, internal audit and financial
reporting functions;

o To approve the audit fees and terms of engagement of the
external auditors;
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o To review the independence of the external auditors and make
recommendations to the Board on the re-appointment of the
external auditors; and

o To review and monitoring the Company's policies and practices
on compliance with corporate governance and other legal and
regulatory requirements, and to report to the Board on their
decisions or recommendation.

The terms of reference of Audit Committee was published on the
Company's website at www.huabao.com.hk and on the Hong Kong
Stock Exchange's website at www.hkexnews.hk.

The Audit Committee meets regularly with the Company's external
auditors to discuss accounting issues, and reviews the effectiveness
of risk management and internal control systems. During the year
ended 31 March 2017, the Audit Committee met twice for reviewing
the financial reports for 2015/2016 audited annual results and
2016/2017 interim results (including the Company's compliance
with the CG Code and the contents disclosed in the Corporate
Governance Report) and the effectiveness of the Group's risk
management and internal controls system. The individual attendance
of Audit Committee members at meetings is set out on page 69 of
this annual report. Members of the Audit Committee were satisfied
with the Company's risk management and internal control systems
and the financial reporting disclosures.

The Audit Committee of the Company has reviewed the Group's
audited annual results for the year ended 31 March 2017.

Nomination Committee

The Nomination Committee comprises an Executive Director, Ms.
CHU Lam Yiu (the chairwoman of Nomination Committee) and two
INEDs, namely Mr. LEE Luk Shiu and Dr. DING Ningning.
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The principal responsibilities of the Nomination Committee include
formulating nomination policy for the Board's consideration and
implementing the Board's approved nomination policy, considering the
development targets and strategies of the Company and the skills mix
needed in respect of the Board, and making recommendations to the
Board on the appointment of directors and succession planning for
directors. The terms of reference of the Nomination Committee was
published on the Company's website at www.huabao.com.hk and on
the Hong Kong Stock Exchange's website at www.hkexnews.hk. In
discharging its responsibilities, the Nomination Committee has performed
the following work:

o To review the structure, size and composition of the Board and
diversity of Board members, and make any proposed changes
to the Board according to the Company's corporate strategy;

o To consider the development targets and strategies of the
Company and the skills mix needed in respect of the Board,
and make recommendations to the Board;

o To assess the independence of INEDs and review the INEDs'
annual confirmations on their independence; and make
disclosure of its review results in the Corporate Governance
Report;

o To review the time required from a Director to perform his/her
responsibilities; and

o To make recommendations to the Board on the appointment or
re-appointment of directors.

Board Diversity Policy

The Company adopted a board diversity policy in September 2013
(the "Policy”) which sets out the approach to achieve diversity
on the board by considering a number of factors and measurable
objectives, including without limitation, gender, age, cultural and
educational background, professional skills, knowledge, experience
and length of service, in order to maintain an appropriate range
and balance of talents, skills, experience and background of the
Board. Appointments of Board members shall be based on merit, and
candidates will be assessed based on objective criteria. The Company
will also take into account factors based on its own business model
and specific needs from time to time. The Nomination Committee
will monitor the implementation of the Policy; review the Policy from
time to time, as appropriate; report to the Board on their decisions
or propose recommendations on any amendments for the Board's
review and approval, to ensure the effectiveness of the Policy.
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During the year ended 31 March 2017, the Nomination Committee
met once for reviewing the Board's structure, the diversity of Board
members and the commitment of Directors (including considering
the appointment of Mr. XIONG Qing as Executive Director and
CFO) and making recommendations to the Board. The Nomination
Committee considered that the composition of the Board is well
balanced and diversified in terms of gender, age, educational
background, professional skills and experience. It meets with the
needs of the business operations and development of the Group.
The Board is of the view that every Director has dedicated sufficient
time and attention to the affairs of the Company. Each Director had
disclosed to the Company at the time of his/her appointment of
the directorships held in other listed companies or nature of offices
held in public organizations and other significant commitments.
The Company has also requested Directors to provide in a timely
manner any change in such information. The individual attendance
of Nomination Committee members at meetings is set out on page
69 of this annual report.

RISK MANAGEMENT AND INTERNAL CONTROL

The Board has full responsibility for maintaining an integrated and
effective risk management and internal control systems of the
Group, which includes the establishment of a defined management
structure with specified limits of authority. The internal control
system is designed to assist in the achievement of business objectives
of the Group, safeguarding assets against unauthorized use or
disposition, ensuring the proper maintenance of accounting records
for the provision of reliable financial information for internal
use or for publication and ensuring compliance with relevant
legislation and regulation. The internal control system is designed
to provide reasonable, but not absolute, assurance against material
misstatement or loss. The internal control system (embedded in the
operations of the Company and forms part of the Company's culture)
includes:

. effectiveness and efficiency of operations;

o capability in responding quickly to evolving risks to the business
arising from factors within the company and to the change in
business environment; and include procedures for reporting
immediately to appropriate management levels regarding any
significant control weakness that are identified together with
details of corrective action being undertaken;

o reliability of financial reporting; and

o compliance with applicable laws and regulations.
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The key procedures that the Board established to provide effective
internal controls are as follows:

Organizational Structure and Risk Management

An appropriate organizational structure is in place with defined
operating policies and procedures as well as responsibility and lines
of authority.

The Company has set out the Internal Audit Department with scope
of works advised by the Audit Committee.

The Legal Department is led by experienced professional legal staff,
together with Compliance Department and other business functions
(including Internal Audit Department) of the Group monitor and
assess risk regularly, boost related management standards and
evaluate investment projects. The Company has engaged a reputable
law firm, Herbert Smith Freehills, as its annual retainer counsel for
provision of legal advice relating to compliance of Listing Rules and
regulatory requirements.

Authority and Control

The Executive Directors and senior management are delegated with
respective levels of authorities to carry out the corporate strategies
and policies and related matters formulated by the Board.

Budgetary Control and Financial Reporting

The Group implements budget management and the financial budget
is executed upon approval by the Board. Relevant procedures have
been established to assess, review and approve major capital and
recurring expenditures, and regular review and comparison between
operating results and the budget are made.

The Group has established appropriate internal control procedures to
ensure accurate and complete accounting and management records
are kept on a timely basis. Examination and review are carried
out regularly to ensure that the financial statements are properly
prepared in conformity with the generally accepted accounting
principles, the Group's accounting policies and the applicable laws
and regulations.
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Risk Management and Internal Control Review

During the reporting period, the Internal Audit Department had
carried out an annual review on the internal control system including
financial, operational and compliance control, and risk management
functions. The review adopts a risk-based approach to create and
review the effectiveness of an internal control system and includes
the following works:

(i)  To follow up the enhancement progress in response to the
previous recommendations from an external independent
expert in respect of internal control system;

(i) To carry out a high level review on the internal control system
of new members/businesses of the Group under the principles
set out by The Committee of Sponsoring Organizations of the
Treadway Committee (“COSO") covering major control aspects;

(iii)  To arrange site visit and perform focused walk through test
on the internal control system of members of the Group on a
selective basis pursuant to the principles of COSO; and

(iv)  To design and review the questionnaires on the effectiveness of
the risk management and internal control systems submitted by
the head offices of the Group, subsidiaries, business sectors of
the Company.

The Company has adopted a set of risk management and internal
control policies and procedures to safeguard the Group's assets, to
ensure proper maintenance of accounting records and reliability of
financial information, and to ensure compliance with relevant laws
and regulations.

The Directors and senior management of the Company received
the information about local, market and the competitors' dynamic
movements each week and their understanding of the risk
assessment is enhanced through the on-the-job training and regular
senior management meetings, at which they discuss cases of the
potential risk management.

Identification, assessment and management:

- The head of each department such as the Investment
Department, Finance Department and the Board of the
Company will inform and report to the relevant Directors
regarding the factors that have impact on the profit and price
based on the nature of business and their own experience.
During the course of execution, the concerned project teams of
the Company will handle relevant documents and report to the
relevant personnel (including the Directors).
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- As for the matters as required to be disclosed under the Listing
Rules, the Compliance Department will present the issues to the
Board for review and discussion, and the Legal and Compliance
Departments will inform relevant members of the project team
that dealing in the shares of the Company is prohibited.

Review prior to the transactions:

- Generally, the price sensitive information forms regarding the
daily operation and connected transactions of the Company
will be circulated to relevant departments at the beginning
of every month by the Finance Department, and the Finance
Department will combine and submit the forms to the
Compliance Department for general review in the middle of
each month, ensuring that there are no material omissions.
Legal Department will also confirm with the Compliance
Department for any material contracts.

During the reporting period, Internal Audit Department has
presented its review report and make recommendations to the
Audit Committee and the Audit Committee has discussed with the
management and reported the progress of the work plan and related
findings, particularly those related to new members of the Group to
the Board at board meeting.

Measures to further enhance Internal Control Systems and
Corporate Governance practices

In compliance with the requirements of the Listing Rules and for
the purpose of reinforcing the Group's internal control system,
the Company has established a whistleblowing policy and system
for employees to raise concerns, in confidence, with the Audit
Committee about possible irregularities in financial reporting,
internal control or other matters related to the Company. The Audit
Committee is responsible for reviewing the relevant policy and system
regularly.

The Directors has strengthened corporate governance practices,
including formalization of the reporting practice throughout the
Group in monitoring the operation and business developments of the
Company so as to capture potentially price-sensitive information on
an on-going basis, monitoring the continuing disclosure obligation.
The Board has further strengthened corporate governance practices
by establishing lending policy to monitor its credit level. In addition,
the annual retainer counsel of the Company has provided the
Directors (existing and new board members) and the relevant senior
executives with training on Listing Rules, regulatory requirements and
cases of enforcement at least twice a year.
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During the Reporting Period, the Internal Audit Department of
the Company has carried out internal control audits in respect
of those risk areas, such as business operation, financial system,
project investment and management, corporate governance, etc.,
and also head offices, business sectors and certain subsidiaries
of the Group. The Internal Audit Department has reported to the
Directors in respect of the effectiveness of the risk management and
internal control system and significant risks. The Board reviewed
and evaluated the effectiveness of risk management and internal
control systems of the Company and its subsidiaries by considering
reviews performed by the Audit Committee with the assistance of
the management team and Internal Audit Department and external
auditors.

As a result of the above review, the Board confirms, and
management has also confirmed to the Board, that the Group's risk
management and internal control systems are effective and adequate
(including the resources, staff qualifications and experience, training
programmes and budget of the Company's accounting, internal audit
and financial reporting functions are adequate) and have complied
with the CG Code provisions on risk management and internal
control throughout the reporting period and up to the date of this
annual report.

Directors' Training

All Directors participated in appropriate continuous professional
development and provided the Company with their records of
training they received for the period from 1 April 2016 to 31 March
2017. Directors participated in the training which included reading
regulatory updates, attending seminars or conducting training
sessions and exchanging views.

Executive Directors BITES

Ms. CHU Lam Yiu KM L
Mr. XIA Li Qun BRI EE
Mr. POON Chiu Kwok E B 5
Mr. XIONG Qing Mot AR IR 5 A (M)
Mr. LAM Ka Yu MEFRE
Independent Non-executive Directors BYFHTES
Mr. LEE Luk Shiu TRk E
Ms. MA Yun Yan =2+
Dr. DING Ningning TEEHL+
Mr. WU Chi Keung HAEMSTE

Note: appointed on 17 March 2017
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Company Secretary's Training

Mr. POON Chiu Kwok, the Executive Director, Vice President and
Company Secretary of the Company, is responsible for assisting
the Board for facilitating communications among Directors as well
as ensuring that the Board's policy and procedures are followed
properly. The Company Secretary also provides professional advice
and services to the Board on corporate governance and other
matters. He is also responsible for organizing general meetings and
facilitating the induction and professional development of Directors.

During the year ended 31 March 2017, Mr. Poon has obtained over
15 hours of relevant professional training.

ACCOUNTABILITY AND AUDIT

Directors' Responsibility in Preparing Financial Reporting

The Board is responsible for the preparation and timely publication
of financial statements. In preparing the financial statements,
relevant statutory requirements have been complied with, applicable
accounting standards in force in Hong Kong have been adopted,
appropriate accounting policies have been applied on a consistent
basis, going concern basis has been adopted and reasonable and
prudent judgments and estimates have been made.

Auditors' Statement and Remuneration

The external auditors have a primary responsibility for auditing and
reporting on the financial statements and the Auditors' Report to the
Shareholders, details of the financial statements and Auditors' Report
are set out on pages 93 to 94 of this annual report.

During the reporting period, the remuneration paid/payable to the
Company's auditors (including statutory auditors of the subsidiaries)
in relation to audit services and non-audit services provided to the
Group are as follows:

NEWELE

ARABMTES  BRHEFARNMEEBELLER
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R AEMEBRBHE R EEARREREARE
RORET BERTHEMAGHEICERS -
HENSFERFE N TIAEBUARFELEEE
EERER

REBEERANNE

SMERAZ SRED = BRI E R T IR R AR BB 5
TRERABRREL RS @ BBERR MRS
AN A FREIZEILE o

RBEHA - AR B ZEED (BEMBRRDEE
M EED) MASERE 2 RBRIFEZBIRE - E
/R Em BRMT

Nature of Services RS Amount
-}
(RMB000)
(ARETFT)
Audit services ZEH RS

— for the audit of the Group —&£B%E: 4,734

— for the statutory and other audits of the — FRRNEE R EMER
subsidiaries 6,146
Non-audit services I BARTE 250

Please also refer to Note 23 to consolidated financial statement
set out on page 181 of this annual report for details of Auditors'
Remuneration.

LM FBEBL2EINEAFRFI181BLEE T
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SHAREHOLDERS' RIGHTS

Shares with voting rights in the Company are ordinary shares.
The number of issued ordinary shares as at 31 March 2017 was
3,107,962,876. Details of share capital of the Company are set out
in Note 16 of Notes to the consolidated financial statements on
page 169 of this annual report. Shareholders holding issued ordinary
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shares of the Company were set out below:

Full details can
be found on

the following Total number Percentage
page of of issued of the issued
this report Shares held share capital
B g
BRAFHR Gt ] HE T
UTHEH ERITROHUE RAE 2L
Category/Name L)t
Ms. CHU Lam Yiu ®ete D RMEE 22 £ (WD) Page 84 5584 H 2,287,578,900 73.60%
Directors of the Company AARES Page 84 F84H 3,720,000 0.12%
Substantial Shareholders Mete2 F ERR W) Page 86 5586 H 218,933,000 7.04%
2,510,231,900 80.76%
Public DNBAL 597,730,976 19.24%
Total &5t 3,107,962,876 100.00%
Notes: FIEE
1. As defined in the Listing Rules, any person (including a holder of 1. R EMRAESE  TRAEEEARRBERERE LT

depositary receipts) who is or group of persons (including any holder
of depositary receipts) who are together entitled to exercise or control
the exercise of 30% (or such other amount as may from time to
time be specified in the Codes on Takeovers and Mergers and Share
Buy-backs as being the level for triggering a mandatory general offer)
or more of the voting power at general meeting of the Company; and

2. Pursuant to Section 336 of the SFO, corporations and/or persons hold
interests or short positions in 5% or more of the issued share capital
of the Company.

Procedures for shareholders to convene a special general meeting

Pursuant to bye-law 58 of the bye-laws of the Company,
shareholders holding at the date of deposit of the requisition not less
than one-tenth of the paid up capital of the Company carrying the
right of voting at general meetings of the Company shall at all times
have the right, by written requisition to the Board or the Secretary
of the Company, to require a SGM to be called by the Board for the
transaction of any business transaction specified in such requisition.

EIEBITTE30% (AR TS - A0 RBH 2EE
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The requisition shall state clearly the matters required to be
considered and approved at the SGM and must be signed by the
requisitionist(s) (with contact details) and submitted to the Board in
written form to the Company's principal place of business in Hong
Kong at least 21 days before the proposed date of the SGM.

The SGM shall be held within 2 months after the deposit of such
requisition. If the Directors do not within 21 days from the date
of the deposit of the requisition proceed to convene a meeting,
the requisitionists may themselves do so in accordance with the
provisions of Section 74(3) of the Companies Act 1982 of the laws of
Bermuda (as amended) (the “Companies Act” ), but any meeting
so convened shall not be held after the expiration of 3 months from

the said date.

Shareholders' right to propose resolutions at general meeting

Pursuant to Sections 79 and 80 of the Companies Act, (i) any number
of shareholders representing not less than one-twentieth (5%) of
the total voting rights of all the shareholders having at the date of
the requisition a right to vote at the general meeting to which the
requisition relates; or (ii) not less than 100 shareholders, may submit
to the Company a written request stating the resolution intended
to be moved at AGM or a statement of not more than 1,000 words
with respect to the matter referred to in any proposed resolution or
the business to be dealt with at a particular general meeting.

The written request/statement must be signed by all the
requisitionists and may consist of several documents in like form,
each signed by one or more of the requisitionists, and must be
deposited at the Company's principal place of business in Hong
Kong, not less than 6 weeks before the AGM in case of a requisition
requiring notice of a resolution or not less than one week before
the general meeting in case of any other requisition. Provided that if
an AGM is called for a date 6 weeks or less after the requisition has
been deposited, the requisition though not deposited within the time
required shall be deemed to have been properly deposited for the
purposes thereof.

Shareholders' right to propose a person for election as a director

Shareholders shall have right to propose a person for election
as a director at the Company's general meeting. Please refer to
the detailed procedures for such right on the Company's website
www.huabao.com.hk.
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Making enquires

Shareholders shall have the right to examine the relevant information
of the Company according to the Bye-laws. Shareholders should
direct their questions about their shareholdings to the Company's
branch share registrar in Hong Kong, Tricor Tengis Limited.
Shareholders may also direct questions or requests for information
through the Company's website at www.huabao.com.hk or by
contacting the Head of Investor Relations Department of the
Company (e-mail: ir@huabao.com.hk).

ACCESSIBLE AND TRANSPARENT COMMUNICATION
WITH SHAREHOLDERS

In addition to the on-going Investor Relation Department's efforts
to mention in the next section, the Board values the importance of
communications with the shareholders. The Company uses a range of
communications tools, such as AGM, annual report, various notices,
announcements and circulars, to ensure its shareholders are kept well
informed of key business imperatives.

The Company has maintained a website www.huabao.com.hk which
serves as a forum for corporate communication with its shareholders
and the general public. All corporate communications required under
the Listing Rules are displayed and can be achieved (for documents
published in the previous 7 years) on the Company's website and
there is established procedure to ensure timely update in compliance
with the Listing Rules.

Open Communications

The Group is committed to acting in good faith and in the best
interests of its shareholders at all times and in all areas of its
operations. The Group actively promotes open communication and
full disclosure of all information needed to protect and maximize
transparency.

Shareholders' communication policy

The shareholders' communication policy is available for viewing on
the Company's website at www.huabao.com.hk.
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Shareholders' Meeting(s) held during the reporting period

The general meeting provides a forum for the Board to communicate
with the Shareholders. To facilitate enforcement of the Shareholders'
rights, significant issues were dealt with under separate resolutions
at the general meeting, including the election and re-election
of individual Director. Details of general meeting(s) held during
reporting period are summarized as follows:

Meeting Date Venue

= B & ih 26

AGM 9 August 2016 Falcon Room,

RERAF K —E—RF Gloucester Luk Kwok,
ANANA 72 Gloucester Road,

Wanchai, Hong Kong
BB ELITET725%
NEDE L E R

MERGERS & ACQUISITIONS

Details of the mergers and acquisitions of the Company carried out
during the reporting period can be found on page 74 of this annual
report.

CONTINUING CONNECTED TRANSACTIONS

Details of the continuing connected transactions of the Group can be
found on pages 87 to 90 of this annual report.

RBEHRETHRRAS
BERAGR/EFSHRRREH—([EEERE - BN
ERRERRAE L1TEREN  EEEENRERE
AIRABRRBRRARE LRE  BEEEREEES
B - RREHMABTZIRRASEBENT ¢

Resolutions

REBR

1. To receive and consider the audited financial
statements and the reports of the directors
and of the auditors for the year ended 31
March 2016;
BEHE T R"F=-A=1+—BILFELSHE
ZE Rk EEYRERZEERE

2. To re-elect Directors and to authorize the
Board to fix their remunerations;

BEREE URBRESTEETRETZME

3.  To re-appoint the auditors and to authorize
the Board to fix their remunerations;

BIEZEE YREESSETENSE

4.  To grant general mandates to buy back
shares, to issue shares and to exercise the
buy-back mandate; and
BT —MEREAEERD - 7RO RITEE
BIRE: &

5. To approve the adoption of the New Share
Option Scheme and the termination of the
2006 Share Option Scheme.
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ATTENDANCE RECORD

Details of attendance of the Directors (either in person or through
telephone conferences) at board regular meetings, meetings of board

committees and general meetings during the reporting period are set

out below:

No. of meeting held

Executive Directors

Ms. CHU Lam Yiu (Chairwoman and CEQ)
Mr. XIA Li Qun (Vice Chairman)

Mr. POON Chiu Kwok (Company Secretary)
Mr. XIONG Qing (CFO) M

Mr. LAM Ka Yu

Independent Non-executive Directors
Mr. LEE Luk Shiu

Ms. MA Yun Yan

Dr. DING Ningning

Mr. WU Chi Keung

Note: appointed on 17 March 2017
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ERBEE (B2E)
RRERE (RTHE)
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L

MAJOR CHANGES TO THE BYE-LAWS

During the reporting period, the Company did not make any
amendments to the Company's Bye-laws.

Board

Regular
Meeting(s)
EZeries

99
99
99
n
99

99
99
99
99
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The Company is committed to upholding an open and proactive
investor relations strategy with an aim at optimizing the knowledge
and understanding of the investment community with respect
to the Company’s corporate mission and vision, development
strategies, competitive position in the industry and operating and
financial performance, so as to enable public investors to make
informed decisions on their investments. The Company fulfils
the above-mentioned through a designated Investor Relations
Department.

The Investor Relations Department acts as an intermediary between
the Company and public investors. The Company abides by the basic
and fair disclosure guidelines to ensure that communication with
Shareholders, investors and media is conducted in a fair manner and
that no material non-public information is made available to any
individual on a selective basis.

Investor Relations Review

In order to develop continuously and maintain investor relations
communications to ensure that the most updated information would
be transmitted to investors in an accurate and fair manner, the
Company organized various activities proactively and aggressively
through different channels, conducted effective and satisfactory
communications under reasonable circumstances.

. Detailed financial statements

The company attaches great importance to annual reports and
interim reports, put a lot of resources for preparation, and
treats it as one of the major communication bridge between
the company and investors. Through this approach, the latest
information of the Group is transmitted to investors in order
to convey the Group’s comprehensive strategy, operating
principles, business and financial performance and future
prospects in a detailed and accurate manner.

o Annual General Meetings and Special General Meeting

It is important that the Shareholders have access to clear and
meaningful data which enables them to have a constructive
dialogue with the Company. Shareholders can raise any
questions and comments on the performance or future
business directions of the Company and on any resolutions to
be considered at the AGM and SGM. The Company’s Chairman
and the Audit Committee’s Chairman were present in person or
through telephone/video conferences and available to answer
questions raised at the AGM and SGM during the year.
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Information Disclosure

In order to meet the regulatory requirements of Hong Kong and
mainland China, the Company has strengthened information
disclosure. During the period of voluntary conditional cash
offer by the largest shareholder and the proposed Spin-off of
Huabao Flavours, the Company actively communicated with
shareholders and investors to deliver the relevant information
timely and accurately through e-mails, phone calls and other
ways.

Investment Conferences

The Company treasures every opportunity to communicate
with and explain its strategies to investors and Shareholders
through active participation in investors’ conferences hosted
by reputable investment banks, securities houses and research
institutes.

Ongoing Communication with the Investment Community

Regular face-to-face meetings and an ongoing schedule
of teleconferencing calls with institutional investors and
research analysts were held throughout the year. Questions
and comments on the Company raised at the meetings were
summarized and reported to the senior management team after
the meetings. Regular meetings with research analysts were
organized which provided a different channel for the analysts
to communicate with the members of the Board. All these
serve the multi-purposes of maintaining market surveillance and
close contact with investors as well as gathering constructive
suggestions from the capital market.

E-Communication via Websites of the Company and
Professional Investor Relations

The Company’s website at www.huabao.com.hk contains
information such as important corporate data, biographical
details of Directors, organizational structure and press releases.
In addition, the Company also has professional investors
http://huabao.todayir.com/html/ir.php, interim and annual
reports, announcements and circulars, which enables the
Company’s Shareholders and members of the investor
community to have timely access to the most updated
information about the Company.
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° Media Communications

The Company paid great attention to the relationship with
the media and proactively issued press releases from time to
time. Especially during the period of the voluntary conditional
cash offer by the largest shareholder, the Company initiated
the issuance of press releases and actively communicated
with the media so that to deliver comprehensive and accurate
information to investors.

Investor Relations Contacts

For inquiries, please contact:

Investor Relations Department
Huabao International Holdings Limited
Suite 3008

30th Floor, Central Plaza

18 Harbour Road

Wanchai

Hong Kong

Telephone: (852) 2877 8999
Fax: (852) 2511 8229

E-mail: ir@huabao.com.hk

Information for investors (as at 31 March 2017)

Board Lot Size 1000 shares
Number of shares issued 3,107,962,876 shares
Market capitalization (based on HKD14.11 billion

the closing price of HKD4.54
on 31 March 2017)
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Stock Code

The Stock Exchange of Hong Kong
Limited stock code

Reuters ticker

Bloomberg ticker

Financial Calendar

Closing date for transfer of shares
for Annual General Meeting

Closing date for transfer of shares
for payment of final dividend

Annual General Meeting

Date of payment of 2016-17
proposed final dividend

Financial year-end date

00336

336.HK

336HK

From 27 July 2017 (Thursday)
to 2 August 2017 (Wednesday)
(both days inclusive)

From 7 August 2017 (Monday)
to 9 August 2017 (Wednesday)
(both days inclusive)

1 August 2017 (Tuesday)

on or about 18 August 2017
(Friday)

31 March
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The Board is pleased to present its annual report together with the
audited consolidated financial statements for the year ended 31
March 2017.

MERGERS & ACQUISITIONS

In May 2016, the Group acquired 20% equity interests in Beijing
Yunjiwuyu Technology Co., Ltd. (“Yunjiwuyu”) at a consideration of
RMB30,000,000. Yunjiwuyu is a high-tech enterprise specialized in
the Internet of Things technology and data intelligence solutions.

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, to issue an
aggregate of 54,290,000 new shares, accounting for approximately
9.79% of the enlarged capital of Huabao Flavours. After completion
of the capital increase in September 2016, the Group’s shareholding
in Huabao Flavours decreased from 100% to 90.21%.

VOLUNTARY CONDITIONAL CASH OFFER

On 24 November 2016, Raise Sino Investments Limited, Resourceful
Link International Limited (the said companies are wholly-owned
by Ms. CHU Lam Yiu, collectively the “Joint Offerors”) and the
Company jointly announced that a voluntary conditional cash
offer to acquire all of the issued shares in the share capital of the
Company (“Share Offer”) was made by the Joint Offerors and the
Joint Offerors extended appropriate offers to all holders of Share
Options to cancel all outstanding Options in exchange for cash
("Option Offer”) (collectively the “Offers”). On 26 January 2017, the
final closing date of the Offers, the Joint Offerors received: (1) valid
acceptance in respect of 1,008,316,485 Offer Shares under the Share
Offer, representing approximately 55.14% of the Offer Shares and
approximately 32.44% of the issued share capital and voting rights
of the Company on that date; and (2) valid acceptances in respect
of 3,550,000 Share Options under the Option Offer, representing
55.04% of the total number of outstanding Share Options on that
date. Immediately after the close of the Offers, Ms. CHU Lam Yiu's
shareholding interests (through the companies controlled by her) in
the Company increased from 41.16% to 73.60%. Details of which
are set out in the composite offer and response document dated
22 December 2016 and announcements in relation to the Offers
published during 24 November 2016 to 26 January 2017.
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BUSINESS REVIEW

The principal activity of the Company is investment holding and the
Group is principally engaged in the R&D, production and sales of
flavours and fragrances, tobacco raw materials, aroma raw materials
and innovative tobacco products. The activities of the Company’s
principal subsidiaries are set out in Note 33 to the consolidated
financial statements. Further discussion and analysis of the operating
activities of the Group during the financial year, and an indication
of likely future developments in the Group’s business, as required by
Schedule 5 of the Hong Kong Companies Ordinance, can be found in
the sections headed “Chairwoman’s Statement” and “Management
Discussion and Analysis” as set out on pages 9 to 10 and pages 11
to 39 of this annual report respectively. Such discussion forms part of
this directors’ report.

PRINCIPAL RISKS AND UNCERTAINTIES

The Group's financial condition, results of operations and business
prospects may be affected by a number of risks and uncertainties
directly or indirectly pertaining to the Group’s businesses. To the best
of knowledge and belief, the Directors consider that the following
are the key risks and uncertainties identified by the Group as at the
date of this report.

The impact of control policies on tobacco industry

Following the promulgation and implementation of the new
Advertising Law of China in 2015, the restrictions on cigarette
marketing have in turn become more rigid, and consequently the
marketing space of the tobacco market is becoming 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, which to a certain extent
have suppressed the demand for cigarette consumption. With the
tightening of tobacco control policies by the international health
organizations and local governments, and the increased awareness
of the public on health and tobacco control, it is possible that the
production and sales volumes of cigarette will further decline in the
future, which in turn will cause the reduction of sales income and
operating profit of the tobacco-related products of the Company. In
this regard, the Company will continuously attach importance to the
impacts of industry and policy changes on the business, and adjust
our business and development strategy in due course.
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The impact of changes in consumption trends

With the continuous progress of society and the improvement of
people’s living standards, consumers have increased their awareness
of health and environment protection. On the other hand, the
age structure and level of consumers continue to evolve. New
consumption trend as well as consumption concept and consumption
behaviour keeps changing. The demand for the Company’s
downstream tobacco, food, daily chemical industry continues to
change, thus affecting the Company’s flavours and fragrances and
food ingredients related products and we may face the risk of market
share shrinking. The Company will continuously attach importance
to and enhance the insight into consumer behaviour and further
optimize the product structure in order to meet the requirements of
a new generation of consumers.

The impact of food safety policy

In October 2015, the Chinese government officially implemented
new “Food Safety Law”, which is more stringent than before with
higher production standards, more specific sales regulations and
more severe penalties. To a certain extent, the new law will increase
the operating costs of enterprises. If the above policies and standards
changed, it will have a direct impact on the Company’s future
development. The Company will make corresponding adjustment,
investment and improvement in product structure, production
technology and product performance and other aspects to ensure
our products and operation complies with food safety standards.

ENVIRONMENTAL POLICIES AND PERFORMANCE

The Group plays an important role in protecting our environment
and is committed to minimizing our impact on the environment
and natural resources. We educate and train our employees on
environmental issues and proper handling of hazardous substances
and require adherence to corporate guidelines on environmental
protection measures. Our plants have basically installed equipment
and procedures designs to comply with business operation.

In addition, the Group installed video conference and telephone
conference facilities for convening board meetings, committee
meetings and management meetings. It enhances the efficiency of
business travelling and convening meetings for the management so
as to reduce the energy consumption.
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The Group promotes awareness towards environmental protection
to the employees. It implements green office practices such as
utilizing emails for internal and external communication, adopting
e-filing in server, minimizes documents printing and copying and
reduces energy consumption by switching off lightings and electrical
appliances when not in use.

We have completed our first Environmental, Social and
Governance (“ESG”) Report which contains our ESG information
in 2016/2017 and the requirements under the Environmental,
Social and Governance Reporting Guidelines of the Listing Rules.
The ESG report of the Company for 2016 will be published
no later than 3 months after the publication of this Annual
Report on the websites of the Hong Kong Stock Exchange
(www.hkexnews.hk) and of the Company (www.huabao.com.hk).

KEY RELATIONSHIPS WITH EMPLOYEES,
CUSTOMERS AND SUPPLIERS

The Directors recognizes that employees, customers, suppliers and
business partners are the keys to the sustainable development of the
Group.

Regarding employee salary and incentive system, the Group has
implemented a remuneration system referenced to the market to
attract and retains key personnel and talents with appropriate skills,
experience and competence which would complement and meet the
corporate and business objectives of the Group. The Group ensures
all employees are reasonably remunerated and the remuneration
packages of employees are reviewed regularly and necessary
adjustments are made to the remuneration packages to align with
the market standards. Further details on the Group's staff are set
out in the “Human Resources and Corporate Culture Construction”
section of this report.

The Group adheres to its core value of “client first” for years
to maximise client values, maintains good relationship with its
customers and suppliers and has ongoing communication with the
customers and suppliers through various channels such as telephone,
electronic mails and physical meetings to obtain their feedback and
suggestions. Besides, the Group has entered into related agreements
to promote probity and environmental protection with respective
suppliers and conducts an appraisal of its suppliers, with a view to
maintaining business relationships with suppliers and customers
based on principle of mutual benefit.

COMPLIANCE WITH LAWS AND REGULATIONS

The Company complies with the requirements under the Companies
Act 1981 of Bermuda (as amended), the Listing Rules and the SFO
for, among other things, the disclosure of information and corporate
governance.
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SEGMENT INFORMATION

An analysis of the Group’s performance for the financial year by
business segment is set out in Note 5 to the consolidated financial
statements.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 March 2017 are set
out in the consolidated income statement on page 100 of the annual
report.

The Board proposes to declare a final dividend of HK22 cents per
Share (2016: Nil) in cash (amounting to RMB607 million in aggregate)
for the year ended 31 March 2017, which are expected to be paid
on or about 18 August 2017, to Shareholders whose names appear
on the register of members of the Company on 9 August 2017. The
payment of the final dividend is subject to Shareholders’ approval at
the AGM which is scheduled to be held on 1 August 2017.

CLOSE OF REGISTER OF MEMBERS FOR ANNUAL
GENERAL MEETING

In order to determine the entitlement of Shareholders to attend and
vote at the AGM of the Company which is scheduled to be held on 1
August 2017, the register of members of the Company will be closed
from 27 July 2017 to 1 August 2017, both days inclusive, during
which no transfer of shares will be effected. All properly completed
transfer forms accompanied by the relevant share certificates must
be lodged for registration with the Company’s branch share registrar
in Hong Kong, Tricor Tengis Limited, at Level 22, Hopewell Centre,
183 Queen’s Road East, Hong Kong not later than 4:30 p.m. on 26
July 2017. Shareholders whose names are recorded in the register of
members of the Company on 1 August 2017 are entitled to attend
and vote at the 2017 AGM.
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CLOSE OF REGISTER OF MEMBERS FOR THE FINAL
DIVIDEND

In order to determine Shareholders who qualify for the proposed final
dividend, the register of members of the Company will be closed
from 7 August 2017 to 9 August 2017, both days inclusive, during
which no transfer of shares will be effected. All properly complete
transfer forms accompanied by the relevant share certificates must be
lodged for registration with the Company’s branch share registrar in
Hong Kong, Tricor Tengis Limited, at Level 22, Hopewell Centre, 183
Queen’s Road East, Hong Kong not later than 4:30 p.m. on 4 August
2017. Shareholders whose names are recorded in the register of
members of the Company on 9 August 2017 are entitled to receive
the final dividend in cash for the year ended 31 March 2017.

RESERVES

Movements in the reserves of the Group and the Company during
the financial year are set out in the consolidated statement of
changes in equity on page 102 and in Note 18 to the consolidated
financial statements.

DISTRIBUTABLE RESERVES

As at 31 March 2017, the distributable reserves of the Company
amounted to RMB2,805,489,000 (2016: RMB2,760,951,000).

DONATIONS

Charitable and other donations made by the Group during the
financial year amounted to approximately RMB180,000 (2016:
RMB321,000).

PROPERTY, PLANT AND EQUIPMENT

Details of movements in property, plant and equipment of the Group
are set out in Note 6 to the consolidated financial statements.

SHARE CAPITAL

Details of the movements in share capital of the Company are set
out in Note 16 to the consolidated financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s
bye-laws, or the laws of Bermuda, which would oblige the Company
to offer new shares on a pro-rata basis to existing Shareholders.
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FIVE YEAR FINANCIAL SUMMARY

A summary of the results and the assets and liabilities of the Group
for the last five financial years is set out on page 209.

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”), the terms of the New Share Option
Scheme are substantially the same as those of the 2006 Share Option
Scheme. As at 31 March 2017, no share options had been granted
under the New Share Option Scheme. The following is a summary of
the New Share Option Scheme:

(@) Purpose
The New Share Option Scheme aims at encouraging the
participants to make contributions to and promote benefits
of the Group and developing and maintaining business
relationships with participants for the benefit of the Group.

(b) Participants

The Directors may, in accordance with the provisions of
the New Share Option Scheme and the Listing Rules, invite
person(s) who or which is/are eligible to participate as
grantee(s) and receive options under the New Share Option
Scheme, to take up share options to subscribe for Shares.

(c) Maximum number of shares available for subscription

The total number of share options to be granted under the
New Share Option Scheme shall not exceed 10% of the issued
Shares of the Company as at 9 August 2016. Upon approval
by the Shareholders, the Company may renew the Scheme
Mandate Limit, provided that each renewal shall not exceed
10% of the issued Shares as at the date of approval by the
Shareholders, and a circular regarding the proposed renewal
of the Scheme Mandate Limit has been dispatched to the
Shareholders in a manner complying with, and containing
the matters specified in, the relevant provisions of Chapter
17 of the Listing Rules. The aggregate maximum number of
Shares which may be issued upon exercise of share options
granted under the New Share Option Scheme and any other
share option scheme(s) of the Company must not in aggregate
exceed 30% of the total number of Shares in issue from time
to time.
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(d)

(e)

()

(9)

Maximum entitlement of each participant

The total number of Shares issued and to be issued upon
exercise of the options granted to each participant (including
both exercised and outstanding options under the New Share
Option Scheme) in any 12-month period must not exceed 1%
of the issued share capital of the Company. Any excess over 1%
shall be subject to the approval of the Shareholders at general
meeting with such participant and his/her close associates
abstaining from voting. and the Company shall issue a circular
pursuant to relevant provisions of Chapter 17 of the Listing
Rules.

Time of acceptance and exercise of a share option

The grantee may accept the offer of the share option within
30 business days from the date of the offer letter issued by
the Company. The grantee shall pay HKD1 as consideration for
accepting the offer of the share option granted.

The grantee may subscribe for Shares during such period as
may be determined by the Board (the said period shall not in
whatever case be later than the last day of the 10-year period
after the day on which the offer relating to the option is duly
approved by the Board in accordance with the New Share
Option Scheme (subject to early termination)).

Minimum period for which an option must be held before
it can be exercised

Unless the Directors determine otherwise and state in the offer
of the grant of option to the grantee, the New Share Option
Scheme does not provide for any minimum period for which
share options must be held before it can be exercised.

Basis for determining the exercise price

The exercise price of share option granted pursuant to the New
Share Option Scheme shall be determined by the Board and
shall be at least the higher of (i) the closing price of the Shares
as stated in the Hong Kong Stock Exchange’s daily quotation
sheet on the date of offer, which must be a business day; (ii)
the average closing price of the Shares as stated in the Hong
Kong Stock Exchange’s daily quotation sheets for the five
business days immediately preceding the date of the offer; and
(iii) the nominal value of the Shares.

(d)

(e)

(f)

(9)
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(h) The life of the New Share Option Scheme

The New Share Option Scheme will remain in force for 10
years starting from 9 August 2016 (can be terminated before
expiration).

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 31 March
2017, the number of share options (“Share Options”) granted by the
Company pursuant to the 2006 Share Option Scheme which are valid

(h) SRR 8IA R
MRS SR —F—RNFAA BB +F
B (FTERATARLE)

RE-_FTANFEREASKLAMDRBZHR

TRENBEREFEEREY  IX _TZXFEK
BB ZHEXARR - R_F—EF=ZA=1—
B ARRARE_F vxxiﬁﬁﬂﬂf?é?riﬂﬁﬂiﬁjﬂﬁm
RBEBMEHARITEOBRE ((BRE]) BHEEHK

and outstanding amounted to 2,600,000, representing approximately  2,600,0000% - B8 A% 4 5 /& B 1T #5 (5 A A Al E 3%
0.08% of the issued share capital of the Company upon full exercise ~ 1TREA490.08% - REIREFEERN @ IRIE-ZTZTRF
of the Share Options. Details of Share Options granted, exercised, — BEIGHERTEIHLIE « 171F « 8 MR B IR S
cancelled and lapsed during the financial year under the 2006 Share  #1F :
Option Scheme are set out as follows:
Number of Share Options
BRE"R
Balance
Balance Granted Exercised  Cancelled Lapsed as at
asat  duringthe  duringthe  duringthe  during the 31 March
1 April financial financial financial financial 2017
Exercise 2016 year year year year WZZ-tf
Grantee Grant Date Price  Exercisable Period ~ W=F-~E BREE HREE HREE BREE ZA=t-H
BEA RihAH %8 TTEEH MA-BER ifitd T s REX &g
HKD
it
Independent Non-Executive Directors
BUH#HEE
Mr. LEE Luk Shiu 25 October 2006 3.09 25/10/2006-24/10/2016 100,000 - - - (100,000) -
kit “EENEFTAZTERA
Ms. MA Yun Yan 25 October 2006 3.09 25/10/2006-24/10/2016 800,000 - - - (800,000) -
fERLL “EE ETAZTRA
Other Participants 10 October 2006 3.09  10/10/2006-9/10/2016 6,100,000 = = - (6,100,000) =
E2EE ZEERETATH
17 October 2007 6.65  17/412008-16/10/2017 8,250,000 - - (3,550,000 (2,100,000) 2,600,000
ZERtETATLA e
30 December 2015 275 11202016-31/12/2016 4,349,717 - (1,304,915)  (3,044,802) - -
ZZ-REtZAZTR
Total
A% 19,599,717 - (1,304,915 (6,594,802) (9,100,000 2,600,000
Note: ks
1. 3,550,000 Share Options were cancelled in accordance with the Option 1. 3,550,000/ BB ERBIEEREZLY (FEER B8 A

Offer (as defined in the composite offer and response document dated
22 December 2016).

i?

{EEEdH

—RNETZAZ T RZERBHREEXH)



DIRECTORS

The Directors of the Company during the financial year and up to the
date of this report were:

Executive Directors:

Ms. CHU Lam Yiu (Chairwoman and CEQ)
Mr. XIA Li Qun (Vice Chairman) Nete )

Mr. POON Chiu Kwok (Company Secretary)
Mr. XIONG Qing (CFQ) (Note 2

Mr. LAM Ka Yu

Independent Non-executive Directors:
Mr. LEE Luk Shiu

Ms. MA Yun Yan

Dr. DING Ningning

Mr. WU Chi Keung

Notes:

1. Ceased to act as CFO with effect from 17 March 2017
2. Appointed as Executive Director and CFO with effect from 17 March
2017

In accordance with Bye-law 86(2) of the Company’s bye-laws, Mr.
XIONG Qing will retire at the forthcoming AGM and, being eligible,
offer himself for re-election. In accordance with Bye-law 87(1) and
(2) of the Company’s bye-laws, Ms. MA Yun Yan, Messrs. XIA Li Qun
and POON Chiu Kwok shall retire by rotation at the forthcoming
AGM and, being eligible, have offered themselves for re-election.

DIRECTORS’ SERVICE CONTRACTS

None of the Directors who proposed for re-election at the
forthcoming AGM has a service contract with the Company which is
not determinable by the Company within one year without payment
of compensation (other than statutory compensation).

DIRECTORS’
SIGNIFICANCE

Other than disclosed in Note 32 to the consolidated financial
statements, no contracts of significance in relation to the Group’s
business to which the Company, its ultimate holding company or
any of its subsidiaries was a party and in which a director of the
Company had a material interest, whether directly or indirectly,

INTERESTS IN CONTRACTS OF

subsisted at the end of the year or at any time during the financial
year.
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DIRECTORS’ INTERESTS IN COMPETING BUSINESSES

None of the Directors and their respective close associates (as defined
in the Listing Rules) is considered to have an interest in any business
which competes or is likely to compete, either directly or indirectly,
with the business of the Group.

BIOGRAPHICAL DETAILS OF DIRECTORS AND
SENIOR MANAGEMENT

Biographical details of directors and senior management as at 31
March 2017 are set out on pages 40 to 48 of the annual report.

REMUNERATION OF DIRECTORS AND THE FIVE
HIGHEST PAID INDIVIDUALS

Particulars of the remuneration of the directors and the five highest
paid individuals during the financial year are set out in Note 24 to
the consolidated financial statements.

DIRECTORS’ INTERESTS IN SHARES, UNDERLYING
SHARES AND DEBENTURES

At 31 March 2017, 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 Hong Kong Stock Exchange pursuant to the
Model Code were as follows:

(@) Long position in ordinary shares of the Company

EENHFRE 2ER
BEEEREZEZETHEAN (HLHRAUER)
A AR B RS E R MR BT BB
B EVE R R 2 s o

EEREREEERRE

R-ZE—+FE=A=+—H BELRSLAEEEN
BREEHNFRFEIOEEL48E -

EERAERSHFMALTZHME

RAMBRFEARN  EERLEESFMALZHE
FHETER RS M BwRME24

EERNRG - HEROREZ 2#ER

R-ZE—tHF=A=+—H EERKRSTRAER
RARBREMEEEE (EERESFKREGIS
XVER) Z2Bfn - RO REFTHEE AR ARE
78 75 R B GBI 3521 R E P e B 2 B fC i AT ac &k
ZRRMAR  IEERBREETRREMANE
RRR R BB EmFORBIT

() FRARZBBEREAE

Number of Percentage of
issued the issued
Shares held share capital
Name of Directors Capacity BEERT HE T
EEgE 14 R EE RAEBDEE
CHU Lam Yiu Held through controlled corporations MNote D 2,287,578,900 73.60%
SRR BBTEHIDAFE W
XIONG Qing Beneficial Owner 3,720,000 0.12%
RRIED EREEA
Note: MizE -

1. 2,287,578,900 ordinary shares of the Company were held 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.

1. A& 2 A 22,287,578,9008% 73 £ B M
Mogul Enterprises Limited, Resourceful
Link International Limited, Power Nation
International Limited, Jumbo Elite Limited,
Raise Sino Investments Limited#lReal Elite
Investments Limited3$8 o KWL+ A il
RNERRHME—ERERA -



(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 above.

Save as disclosed above, as at 31 March 2017, 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.

DIRECTORS’
DEBENTURES

Other than disclosed in Note 17 to the consolidated financial

RIGHT TO ACQUIRE SHARES OR

statements, at no time during the financial year was the Company
or any of its subsidiaries a party to any arrangements to enable
the Directors of the Company to acquire benefits by means of the
acquisition of shares in, or debentures of, the Company or any other
body corporate.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the financial year.

DIRECTORS’ INDEMNITIES

Pursuant to the Bye-laws of the Company and subject to the relevant
provisions therein, every Director shall be indemnified and secured
harmless out of the assets and profits of the Company from and
against all actions, costs, charges, losses, damages and expenses
which he/she may incur in or sustain by the execution of his/her duty
as a director of the Company or otherwise in relation thereto. The
Company has arranged appropriate insurance cover for the Directors
and senior management of the Company in respect of legal action
against them in the course of execution of their duties in good faith.

EQUITY-LINKED AGREEMENTS

Save as disclosed under the section headed “Share Option Scheme”
above and Note 16 to the financial statements, no equity-linked
agreement was entered into by the Company for the year ended 31
March 2017.
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INTERESTS OF SUBSTANTIAL SHAREHOLDERS

As at 31 March 2017, 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.

Long position in ordinary shares of the Company

Capacity
Egv)

Name of Substantial Shareholders

TERREM

Fosun International Limited

EEBBRERATF BPXEFARFE WD
Note:
1. Fosun International Limited was owned as to 71.66% by Fosun

Holdings Limited, which in turn was a wholly-owned subsidiary of Fosun
International Holdings Ltd. Mr. Guo Guangchang held 64.45% of the
issued share capital of Fosun International Holdings Ltd. The interests
that Fosun International Limited, Fosun International Holdings Ltd. and
Mr. Guo Guangchang held in the 218,933,000 Shares, as set out in the
above table, were from the same block of shares.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31 March 2017, the percentage of revenue from
sales of goods or rendering services attributable to the Group’s five
largest customers combined accounted for approximately 44.13%
and the largest customer contributed approximately 14.93% to
the revenue from sales of goods or rendering services of the Group
(Yunnan Tobacco Materials (Group) Company Limited being the
largest customer), and the percentage of purchases attributable
to the Group's five largest suppliers combined accounted for
approximately 13.21% and the largest supplier contributed
approximately 4.4% to the purchases of the Group.

None of the Directors of the Company or any of their close associates
or any shareholders (which, to the best knowledge of the Directors,
owned more than 5% of the Company’s issued share capital) had
any interests in the Group’s five largest customers and suppliers.

Held through controlled corporations Mete D

FERRZER

R-ZB—t+E=A=+—8 BRIEZRERNDH -
HERDRES 2 ERS | — BT ZERSN - &
NERIEEA MR EENF36IFHFEZLETERRE
RfER  THAL SEEFEERAREBEITRA
5% A EHERBA R ©

AR 2EBRER
Number of Percentage of
issued the issued
Shares held share capital
BFEERTROHE GERTREABEIL
218,933,000 7.04%

MaE

1. HEBBRBERARNTIE%EETRAAEER
TRBRARMEE - MELERARA R JIFosun
International Holdings Ltd. By 2 & K & A &) 3B
B St A BFosun International Holdings Ltd.
64.45% ) B BEATIRA - EE BB AR QA - Fosun
International Holdings Ltd. & 20 & & & A& BT B K AR
AF)2218,933,000/ %5 © TIRBRE—FKM -

FEEFRMER
HE_Z—tF=A=+—HLFER AEEH
NEABRFPEEAEREES RRERBED
WAZ B4 /44.13%  MERAEP LA A
14.93% (EETEWE (58) EREFT QA AR
AEP)  AEBRAMSRAREEA AT G AR E R
BHEADLNA1321%  MxAEEFRIESE
4.4% °

ARTEEXREAMETHRARTARE GHE
FH A BESBIA LARRDETRAE) - B
HEREETATE KRR 2 (s -



CONTINUING CONNECTED TRANSACTIONS
Continuing connected transactions with Hongta Tobacco Group

The Group through its wholly owned subsidiary entered into a
framework agreement with Yunnan Hongta Group Co., Ltd. (the
company was dissolved in May 2016 and the transfer of its 40%
equity interest in Yunnan Tianhong to Yunnan Hehe Group Co.,
Ltd. (“Yunnan Hehe"”) completed in July 2016) on 31 March 2015,
pursuant to which the Group shall continuously provide tobacco
flavours and fragrances products, RTL, stem powder, auxiliary
materials and related services to Hongta Tobacco Group for a period
from 1 April 2015 to 31 March 2018 (“2015 Hongta Framework
Agreement”).

Note:

Since the Group has undergone an internal restructuring in 2016, in order to
enable the Group’s business segments to operate independently and enhance
relevant internal control measures, on 26 May 2017, Huabao Flavours entered
into the Hongta HB Flavours Framework Agreement (“Hongta HB Flavours
Framework Agreement”) with Yunnan Hehe, which is to govern the sale of
tobacco flavours products and related services by Huabao Flavours and its
subsidiaries and related companies (“Huabao Flavours Company”) to Hongta
Tobacco Group; and Guangdong Jinye entered into the Hongta JY Framework
Agreement (“Hongta JY Framework Agreement”) with Yunnan Hehe, which is
to govern the sale of RTL, stem powder, auxiliary materials and related services
by Guangdong Jinye Group (except for Huabao Flavours Company) to Hongta
Tobacco Group. Each of Hongta HB Flavours Framework Agreement and
Hongta JY Framework Agreement is for a term of three years commencing on
1 April 2017 and expiring on 31 March 2020 (both days inclusive). The 2015
Hongta Framework Agreement was terminated on 26 May 2017.
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Yunnan Tianhong is a 60% indirect subsidiary of the Company.
The remaining 40% equity interest in Yunnan Tianhong is held by
Yunnan Hehe. Hongta Tobacco held 75% equity interest in Yunnan
Hehe. By virtue of such 40% equity interest in Yunnan Tianhong,
Hongta Tobacco Group are regarded as connected persons at the
subsidiary level of the Company under the Listing Rules. Transactions
between the Group and Hongta Tobacco Group constitute connected
transactions of the Company, and are subject to compliance with the
relevant disclosure requirements under the Listing Rules. Pursuant to
the 2015 Hongta Framework Agreement, prices of the products will
be by reference to the bidding price (if applicable); or the prevailing
market price. Such prices and terms payable to the Group shall be no
less favourable than those terms offered by independent third party
customers for provision of similar products and services in its ordinary
and usual course of business. Payments of the transactions will be
settled in arrears by cash transfer, or such other manners as agreed
by the parties in accordance with the agreed timing and manners as
specified in the separate implementation agreements to be entered
into between the parties from time to time.

The annual cap of the continuing connected transactions for the
financial year ended 31 March 2017 contemplated under the 2015
Hongta Framework Agreement was RMB365,000,000.

Continuing connected transactions with Guangdong Tobacco
Company

The Group through its wholly owned subsidiary entered into a
framework agreement (“Previous GD Framework Agreement”) with
Guangdong Tobacco on 31 March 2016, pursuant to which the
Group shall continuously provide related products and services to
Guangdong Tobacco Company for a period from 1 April 2016 to 31
December 2016. In order to continue the transactions, on 1 March
2017, Huabao Flavours entered into the HB Flavours Framework
Agreement (“HB Flavours Framework Agreement”) with Guangdong
Tobacco, which is to govern the sale of tobacco flavours products
and related services by Huabao Flavours Company to Guangdong
Tobacco Company; Guangdong Jinye entered into the JY Framework
Agreement (“JY Framework Agreement”) with Guangdong Tobacco,
which is to govern the sale of RTL products and related services by
Guangdong lJinye Group (except for Huabao Flavours Company) to
Guangdong Tobacco Company, whereas Guangdong Jinke entered
into the JK Framework Agreement (“JK Framework Agreement”)
with Guangdong Tobacco, which is to govern the sale of auxiliary
materials and related services by Guangdong Jinye Group (except for
Huabao Flavours Company) to Guangdong Tobacco Company. Each
of HB Flavours Framework Agreement, JY Framework Agreement
and JK Framework Agreement (collectively, the “New GD Framework
Agreements”) is for a term of 36 months commencing on 1 January
2017 and expiring on 31 December 2019 (both days inclusive).
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Guangdong Jinye is an indirect wholly owned subsidiary of the
Company. Guangdong Jinke is a non-wholly owned subsidiary
of Guangdong Jinye. Guangdong Tobacco holds more than 10%
equity interest in Guangdong Jinke. Guangdong Tobacco Company
are regarded as connected persons at the subsidiary level of the
Company under the Listing Rules. Transactions between the Group
and Guangdong Tobacco Company constitute connected transactions
of the Company, and are subject to compliance with the relevant
disclosure requirements under the Listing Rules. Pursuant to the
Previous GD Framework Agreement and the New GD Framework
Agreements, prices of the products will be by reference to the
bidding price; or the prevailing market price. Such prices and
terms payable to the Group shall be no less favourable than those
terms offered by independent third party customers for provision
of similar products and services in its ordinary and usual course of
business. Payments of the transactions will be settled in arrears by
cash transfer, or such other manners as agreed by the parties in
accordance with the agreed timing and manners as specified in the
separate implementation agreements to be entered into between the
parties from time to time.

The transaction cap of the continuing connected transactions for
the nine months ended 31 December 2016 contemplated under
the Previous GD Framework Agreement was RMB310,000,000. The
transaction caps of the continuing connected transactions for the
three months ended 31 March 2017 contemplated under each of the
HB Flavours Framework Agreement, JY Framework Agreement and JK
Framework Agreement were RMB30,000,000, RMB20,500,000 and
RMB8,500,000 respectively.
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Annual review of continuing connected transactions

For the financial year ended 31 March 2017, the transactions
between the Group and Hongta Tobacco Group under the 2015
Hongta Framework Agreement amounted to approximately
RMB122,270,000.

For the nine months ended 31 December 2016, the transactions
between the Group and Guangdong Tobacco Company under
Previous GD Framework Agreement amounted to approximately
RMB182,993,000. For the three months ended 31 March 2017,
the transactions between the Group and Guangdong Tobacco
Company under each of the HB Flavours Framework Agreement, JY
Framework Agreement and JK Framework Agreement amounted to
approximately RMB14,900,000, RMB5,592,000 and RMB4,933,000
respectively.

The aforesaid continuing connected transactions have been reviewed
by the INEDs of the Company. The INEDs confirm that the aforesaid
connected transactions have been entered into:

(i) in the ordinary and usual course of business of the Group;
(i) on normal commercial terms or better; and

(iii) in accordance with the relevant agreements governing them on
terms that are fair and reasonable and in the interests of the
Shareholders of the Company as a whole.

The Company has engaged the independent auditor,
PricewaterhouseCoopers to report on the Group’s above-mentioned
continuing connected transactions in accordance with Hong Kong
Standard on Assurance Engagements 3000 ‘Assurance Engagements
Other Than Audits or Reviews of Historical Financial Information’ and
with reference to Practice Note 740 ‘Auditor’s Letter on Continuing
Connected Transactions under the Hong Kong Listing Rules’
issued by the Hong Kong Institute of Certified Public Accountants.
PricewaterhouseCoopers have issued their unqualified letter
containing their findings and conclusions in respect of the above-
mentioned continuing connected transactions in accordance with
Rule 14A.56 of the Listing Rules. A copy of the auditors’ letter has
been provided to the Hong Kong Stock Exchange by the Company.
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RELATED PARTY TRANSACTIONS

Details of the significant related party transactions entered into by
the Group during the year ended 31 March 2017 are set out in Note
32 to the consolidated financial statements. None of these related
party transactions constitutes a discloseable connected transaction as
defined under the Listing Rules, except for the transactions described
in this paragraph headed “Continuing Connected Transactions”,
in respect of which the disclosure requirements in accordance with
Chapter 14A of the Listing Rules have been complied with.

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

During the year ended 31 March 2017, neither the Company nor
any of its subsidiaries had purchased, sold or redeemed any of the
Company'’s listed securities.

CORPORATE GOVERNANCE

Details of the Group's corporate governance practices are set out in
the Corporate Governance Report on pages 49 to 69 of the annual
report.

LEGAL PROCEEDINGS

As at 31 March 2017, none of the members of the Group was
involved in any material litigation or arbitration and no material
litigation or claim was pending or threatened or made against any
member of the Group.

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 year ended 31 March
2017 and up to the date of this report as required under the Listing
Rules.
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AUDITORS

The consolidated financial statements for the year ended 31 March
2017 have been audited by PricewaterhouseCoopers who will retire
and, being eligible, offer themselves for re-appointment at the
forthcoming AGM of the Company.

By Order of the Board
CHU Lam Yiu
Chairwoman and CEO

Hong Kong, 16 June 2017
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TO THE SHAREHOLDERS OF HUABAO INTERNATIONAL HOLDINGS
LIMITED
(Incorporated in Bermuda with limited liability)

Opinion
What we have audited

The consolidated financial statements of Huabao International
Holdings Limited (the “Company”) and its subsidiaries (the “Group”)
set out on pages 99 to 208, which comprise:

o the consolidated statement of financial position as at 31
March 2017;

o the consolidated income statement for the year then ended;

o the consolidated statement of comprehensive income for the

year then ended;

o the consolidated statement of changes in equity for the year
then ended;

o the consolidated statement of cash flows for the year then
ended; and

° the notes to the consolidated financial statements, which

include a summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at
31 March 2017, and of its consolidated financial performance and
its consolidated cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards (“HKFRSs”) issued by
the Hong Kong Institute of Certified Public Accountants (“HKICPA")
and have been properly prepared in compliance with the disclosure
requirements of the Hong Kong Companies Ordinance.
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Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on
Auditing (“HKSAs") issued by the HKICPA. Our responsibilities under
those standards are further described in the Auditor’s Responsibilities
for the Audit of the Consolidated Financial Statements section of our
report.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We are independent of the Group in accordance with the HKICPA's
Code of Ethics for Professional Accountants (“the Code”), and we
have fulfilled our other ethical responsibilities in accordance with the
Code.

Key Audit Matters

Key audit matters are those matters that, in our professional
judgment, were of most significance in our audit of the consolidated
financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters.
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Impairment of goodwill is identified as a key audit matter in our
audit, and is summarised as follows:

Key Audit Matter

Impairment of goodwill

Refer to Note 4 (Critical accounting
estimates and judgments) and Note 8
(Intangible assets) to the consolidated
financial statements, as at 31 March
2017, the Group had material goodwill
balance amounting to RMB2,276,413,000
arose from acquisitions in previous
years, which was allocated to the
Group's cash-generating units ("CGUs").
Impairment charge amounting to
RMB22,710,000 was recognised in current
year for the CGUs of VMR Products LLC
and its subsidiaries (“"VMR").

Management tests annually whether
goodwill has suffered any impairment,
in accordance with the accounting policy
stated in Note 2.9. The recoverable
amount of CGUs has been determined
based on value-in-use calculation.

Management concluded that, based
on their assessment, other than the
impairment charge amounting to
RMB22,710,000 which was considered
necessary to be recognised for CGUs of
VMR, no impairment loss was considered
necessary for other CGUs.

We focused on these balances because
the determination of whether or not
an impairment charge was necessary
involved significant judgements about
the future results of the business. In
particular, we focused on the estimated
value-in-use calculations of VMR
(amounting to RMB48,199,000) and the
CGU in fragrances segment (amounting
to RMB44,076,000) for which there are
limited headroom as a result of the
industry environment continuing to be
difficult. Management's impairment
assessment involves significant
estimation, and budgeted gross margin,
estimated pre-tax discount rate and
forecast and terminal growth rates are
considered to be the key assumptions.

How our audit addressed
the Key Audit Matter

QOur procedures in relation to management's
impairment assessment of goodwill included:

- We used our in-house experts to assist
us in evaluating the appropriateness of
value-in-use calculation methodology
adopted by management.

- We tested the mathematical accuracy of
the underlying value-in-use calculation.

- We also evaluated the historical
accuracy of the plan and forecast by,
for example, comparing the forecast
used in the prior year model to the
actual performance of the business in
the current year.

- We discussed with management
and evaluated the underlying key
assumptions of budgeted gross margin
and forecast and terminal growth rates
used in the cash flow forecast taking
into account market developments.

- We evaluated and recalculated the pre-
tax discount rate used in the calculation
by comparing with the industry or
market data.

As a result of performing our work we found
the management's estimates and judgements
used in the impairment assessment to be
supported by the available evidence.
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Other Information

The directors of the Company are responsible for the other
information. The other information comprises all of the information
included in the annual report other than the consolidated financial
statements and our auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial statements,
our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

Responsibilities of Directors and Audit Committee
for the Consolidated Financial Statements

The directors of the Company are responsible for the preparation of
the consolidated financial statements that give a true and fair view
in accordance with HKFRSs issued by the HKICPA and the disclosure
requirements of the Hong Kong Companies Ordinance, and for such
internal control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the directors
either intend to liquidate the Group or to cease operations, or have
no realistic alternative but to do so.

The Audit Committee is responsible for overseeing the Group's
financial reporting process.
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Auditor’s Responsibilities for the Audit of the
Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. We report our opinion
solely to you, as a body, in accordance with Section 90 of the
Companies Act 1981 of Bermuda and for no other purpose. We do
not assume responsibility towards or accept liability to any other
person for the contents of this report. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in
accordance with HKSAs will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users
taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise
professional judgment and maintain professional scepticism
throughout the audit. We also:

o Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

o Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

o Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the directors.

o Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related
to events or conditions that may cast significant doubt on the
Group's ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in
the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the
Group to cease to continue as a going concern.
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. Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent
the underlying transactions and events in a manner that
achieves fair presentation.

o Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the group audit. We remain solely
responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other
matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal
control that we identify during our audit.

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence,
and to communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with the Audit Committee, we
determine those matters that were of most significance in the audit
of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our
auditor’s report unless law or regulation precludes public disclosure
about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report
because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such
communication.

The engagement partner on the audit resulting in this independent
auditor’s report is Ho Kwok Fai.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 16 June 2017
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= N
mEMBMRRE
(All amounts in RMB thousands unless otherwise stated) (BrREIREEI  TESTEHIUARETITIIR)
As at 31 March
R=A=+—H
Note 2017 2016 2015
B s —E—tF ZE—RF —T-AF
(Restated) (Restated)
(=51) (g E7))
ASSETS BE
Non-current assets FRBEE
Property, plant and equipment ME - KR RRE 6 995,622 1,089,740 1,113,279
Land use rights Tt A4 7 150,713 154,724 153,713
Intangible assets EmRAE 8 2,657,656 2,717,758 2,294,976
Investments in associates REERRIZIRE 9 379,106 281,319 180,434
Investments in a jointly controlled entity R EEIZEHIEEE 2 KA - = 5,534
Available-for-sale financial assets A ESHEE 10 115,938 185,388 178,392
Deferred income tax assets RIERGIREE 11 66,744 66,483 51,639
4,365,779 4,495,412 3,977,967
Current assets REBEE
Inventories FE 12 693,490 694,951 648,272
Trade and other receivables B 5 KEMEWK A 13 1,425,527 1,200,455 1,037,395
Financial assets at fair value through KRR BEFEHEES
profit or loss STABRNEREE 14 - 190,938 98,643
Available-for-sale financial assets AHHESmEE 10 111,000 138,000 =
Restricted bank deposit XREHRE 15 - 97,599 =
Short-term time deposits RETEEER 15 724,148 183,754 733,913
Cash and cash equivalents BeERREEEY 15 4,177,807 2,653,110 2,118,278
7,131,972 5,158,807 4,656,501
Total assets HEE 11,497,751 9,654,219 8,634,468
EQUITY Bz
Capital and reserves attributable AARERRE AEMGRE
to the Company’s equity holders &G
Share capital R% 7N 16 318,647 318,534 318,344
Reserves e 18 979,764 381,113 290,710
Retained earnings RE B 19 8,528,166 7,788,871 6,653,656
9,826,577 8,488,518 7,262,710
Non-controlling interests JEfE IS 780,335 285,953 185,979
Total equity wmiER 10,606,912 8,774,471 7,448,689
LIABILITIES =L
Non-current liabilities *REEE
Deferred income tax liabilities BEFEHERE 11 56,307 71,100 57,512
Trade and other payables B 5 K E A e FRIE 21 16,721 32,031 g
73,028 103,131 57,512
Current liabilities RBEE
Borrowings =§: 20 75,500 15,000 594,288
Trade and other payables B 5 REMEM IR 21 561,604 662,166 445,178
Current income tax liabilities SHFEHAE 180,707 99,451 88,801
817,811 776,617 1,128,267
Total liabilities BmEE 890,839 879,748 1,185,779
Total equity and liabilities HEZRERE 11,497,751 9,654,219 8,634,468

The notes on pages 104 to 208 are an integral part of these 5104E208E MM F ARG A BT IEHRE O EESS

consolidated financial statements. )
On behalf of the Board REES=S
Ms. CHU Lam Yiu Mr. Xiong Qing
KMELZ L REB 4
Chairwoman Director

FE EBEF



100 Huabao International Holdings Limited #EEMRZERER AT
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GmEkER
(BRBEIRPEEI  TESBHUARETLIIR)

(All amounts in RMB thousands unless otherwise stated)

Year ended 31 March
BE=A=1+—HLEFE

Note 2017 2016
B =E —E—tF —T—RF
(Restated)
(m=35)
Sales ] 5 3,482,894 3,200,436
Cost of goods sold SHE KA 23 (1,212,071) (996,448)
Gross profit EF 2,270,823 2,203,988
Other income and other gains — net H At A R B Y e — 58 22 239,526 160,850
Selling and marketing expenses HERTEHERS 23 (255,589) (206,409)
Administrative expenses THER 23 (915,238) (734,197)
Operating profit EERF 1,339,522 1,424,232
Finance income AT A 57,140 70,045
Finance costs A& KA (4,793) (10,232)
Finance income — net WA — 5 25 52,347 ) s
Share of profit of associates and a jointly e NGNS Sk 2
controlled entity ZEF 9 17,243 9,286
Profit before income tax BRF B 2 R 1,409,112 1,493,331
Income tax expense Frig it 26 (294,573) (297,686)
Profit for the year AEEREF 1,114,539 1,195,645
Attributable to: FEqG
Equity holders of the Company RArlE=FAA 1,065,424 1,181,562
Non-controlling interests e I MR 49,115 14,083
1,114,539 1,195,645
Earnings per share for profit attributable FRZA&ATEREHFE AELDN
to the Company’s equity holders BREF
for the year
- Basic (RMB cents) —HEKX (AR¥D) 27(a) 34.29 38.04
— Diluted (RMB cents) — B8 (ARED) 27(b) 34.29 38.01

The notes on pages 104 to 208 are an integral part of these Z104ZF208E WKITI &AL S IR T M

consolidated financial statements. % o
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MEZEWER

(RABEBEIN - AESBEAUARETTIR)

(All amounts in RMB thousands unless otherwise stated)

Year ended 31 March

BE=A=1+—HILEE

2017 2016
—E—tF —TRE
(Restated)
(g&E5)
Profit for the year KEEREF 1,114,539 1,195,645
Other comprehensive income: Hit2EWKE
Items that may be reclassified to profit or loss A EF 7 EE B H)H A
Fair value changes on available-for-sale financial AEHEEREE 2 BEE
assets, net of tax AT (34,435) (7.875)
Transfer of reserves to income statement upon REEMNHLESHEE
disposal of available-for-sale financial assets, meAEEEERRRZ
net of tax KTk (34,189) (6,993)
Currency translation differences on foreign operations BINEFS BB =5 122,004 19,914
Other comprehensive income for the year, AEERBEELMEEEE
net of tax 53,380 5,046
Total comprehensive income for the year, AEERBEZERZEE
net of tax 1,167,919 1,200,691
Total comprehensive income attributable to: B2 EBmEEE
Equity holders of the Company AAFERRFEA 1,121,296 1,186,786
Non-controlling interests FEf I M A 46,623 13,905
1,167,919 1,200,691

The notes on pages 104 to 208 are an integral part of these

consolidated financial statements.
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Consolidated Statement of Changes in Equity

J
mEERSEX
(All amounts in RMB thousands unless otherwise stated) (BB EHEBAEIN - IAESBEHEUARETTIIT
Attributable to equity holders of the Company
ADARBEAARSE
Non-
Share Retained controlling Total

Note capital  Reserves  earnings Total interests equity

Izt k& i RBEN &t FENLEE  GRR
Balance at 1 April 2015 (Restated) H-2-1¥MA-A (8E5) 31834 290710 6853656 | 7262710 185979 7,448,689
Fair value changes on available-for-sale financial assets, net of tax HHELREE/BRENALERD - (1875 - (1879 - (7.879)
Reversal of reserves upon disposal of available-for-sale financial assets, SREMMLESREEMBEEERNER

net of tax LBHEEE - (69%) -1 (699) S 0.9%3]
Currency translaton differences EHREEE - 2009 -1 2009 (178) 19914
Profitfor the year KERRA - - 1181562 | 181562 14083 1,195,645
Total comprehensive income for the year ended 31 March 2016 HEZE-NE-B=T-RHLEEN

(Restated) 2ALREE (KE5) - 5204 1,181,562 | 1,186,786 13905 1,200,691
Transactions with owners in their capacity as owners: HADAREANRS
Appropriations from net profit AR 18,19 - A4 (46424 - - -
Dividends payable to non-controling interests WSS RARE - - - = (7,455) S 7455
Dividends paid to non-contralling interests R ERE RRE - = = - (4og05)  (40,605)
Acquisition of equity interest in Yancheng City Chunzhu Aroma Co,, Ltd WEZAmENERERAT ([EHE1))

("Yancheng Chunzhu") JIES - - - - 70916 70916
Acqisition of equity interest in VMR Products LLC and its subsidiaries ("WMR”)  YtBVMR Products LLCRETFAR (VMR 1) iz - - - - 958 9959
Acquisition of additional equy inerest in Yancheng Chunzhu from R R BN AT R

non-controling interest 18 331133 -1 B33 (33133) -
Repurchase of shares of VR from non-contralling interests S ERHEWR 2R 18 - W) Sl oens) %) (107)
Non-controling interest from newly-incorporated subsidiares R ENBAR A ER - - - - 2,70 2700
Fmployee share option scheme [ERERE

- Isse of shares upon exercise of share options - TERRERE TR 18 190 7847 - 8,037 - 8,037
Share-based payment ROAERRS A

- Value of consultancy semice -BRRBEE 18 - 2000 -1 2,000 - 2,000
Unclaimed dividend for forfefted shares RERMAERR S - - 7 7l - 7l
Total transactions with owners AREARGEE 190 85179 (46347) 39,02 86,069 125,091
Balance at 31 March 2016 (Restated) RZE-AEZB=1-A (£E3)) 318534 381,113 7788871 | 8488518 285953 8774471
Balance at 1 April 201 (Restated) R-2-AEMA-B (HE5) M5 1013 7768871| 8488518 285953 8774401
Fair value changes on available-for-sale finandial assets, net of tax MEHESRBE /RHENALEEY - (34435 -1 (34439) - (3443
Reversal of reserves upon disposal of available-forsale financial assets, RRETENESBAEMAREEENGERL

net of tax Biike® - (989) -1 (29893 (4.29)  (34,189)
Curtency translation differences gRAEEE - 120200 - 120200 1804 122,004
Profit for the year TEERF - - 1,065,424 | 1,065,424 49,115 1,114,539
Total comprehensive income for the year ended 31 March 2017 HEZE-tEZR=T-BLEENZENEEE - 558712 1065424 | 112129 46623 1,167,919
Transactions with owners in their capacity as owners: HADAREANRS
Appropriations from net profit R 18,19 - 326129 (326,129) - - -
Dividends payable to non-controling interests A SR RS - - - - @) )
Dividends paid to non-contralling interests RIEHERE HRRE - - - - (31 (179.431)
Additional investment in a non-wholly owned subsidiary FNTEN-F2ENBAR 18, 29(a) - (8068) -1 (8,068) 8,068 -
Issuance of new shares to non-controling interests HEARRIEERIER R TR 18, 29(b) - 058N - 25811 621,05 846,92
Acquisition of additional equity nterest in Yongzhou Shan Xiang Flavour W RN EAM LEBR R AR

(o, Limited (*Yongzhou Shan Xiang") from non-controlling interest ([AMLE]) BhER 18,29(0) - (2040 - (o0 B0 (5250
Non-controlling interest from newly-incorporated subsidiaries Rk EMBAR e RS - - - - 3530 3530
Share-based payment RivAERNZ(

- Value of consultangy service -ERREEE 18 - 1,000 - 1,000 - 1,000

- Issue of shares upon exercise of share award - TERDEEREARTR 18 113 (113) - - - -
Total transactions with owners SREARG4EE 13 54779 (326129)| 216763 447759 66452
Balance at 31 March 2017 RZE-tE=A=1-A 318,647 979,764 8,528,166 | 9,826,577 780,335 10,606,912

The notes on pages 104 to 208 are an integral part of these 5 104Z%208HE B i 5% & AN42 & B 7% ) 3% #Y) 22 52 20
consolidated financial statements. 2 o
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Consolidated Statement of Cash Flows

ma

Eﬁﬁl)lbiﬁ

(All amounts in RMB thousands unless otherwise stated) (BrBBEEBPEI  FTESBEHIUARETILIIR)
Year ended 31 March
BE=A=1T-HLEE
Note 2017 2016
(i “Z-tF —ERF
(Restated)
(&=350)
Cash flows from operating activities EETHCRERE
Cash generated from operations BEEL /RS 30 1,517,407 1,492,086
Income tax paid BITFTEH (213,698) (303,090)
Net cash generated from operating activities EETHELCRERE 1,303,709 1,188,996
Cash flows from investing activities RETHNELRE
Acquisitions of subsidiaries hE 1) =N - (243,626)
Purchases of available-for-sale financial assets BATHNESHEE 10(a) (1,055,204) (190,675)
Proceeds from disposal of available-for-sale financial assets ~ HEREEESMEEMSTIE 1,064,305 31,984
Deposit paid for acquisition of available-for-sale BARHHESREEZNOENRK
financial assets - (36,000)
Deposit paid for additional investment in an associate EEBENAZNHENK (14,560) -
Acquisition of associates Wekh e N A (127,328) (4,329)
Proceeds from disposal of a jointly controlled entity & L REH EEMEHE - 5,281
Purchases of property, plant and equipment, land use rights ~ BE A% - HERRE - tiERE
and intangible assets REREAE (56,011) (114,373)
Proceeds from disposal of property, plant and equipment HEWME B RREFETE 30 429 252
Short-term time deposits (placed)/released (1) / EREREHER (540,394) 570,159
Release/(increase) in restricted bank deposits I2E /() SREEE 97,599 (97,599)
Dividend received BHARE 9,096 17,077
Interest received BUFIE 59,288 73,482
Net cash (used in)/generated from investing activities R&EE (i), EL2HEEE (562,780) 11,633
Cash flows from financing activities RETBNRERE
Dividends paid to non-controlling interests MIEERIEER S RS (186,886) (40,605)
Acquisition of additional interests in a subsidiary from [IZERE 1 W%MTE A
non-controlling interests Ex (5,250) -
Capital contributions from non-controlling interests R ERRE NTEZPERE 850,454 2,700
Proceeds from issue of shares in connection with exercise T EERRIEM BT FT /S 500B
of share options - 8,037
New short-term bank borrowings G ERITER 81,500 -
Repayment of short-term bank borrowings Tﬁ%&h%ﬁﬂ?ﬂ%m (21,000) (630,478)
Interest paid BRHE (4,653) (11,594)
Repurchase of shares from non-controlling interests IR MR R B AR () - 212)
Net cash generated from/(used in) financing activities REZEHEL /(FR) 2BEEE 714,165 (672,152)
Net increase in cash and cash equivalents ReRASSEMENTFE 1,455,094 528,477
Cash and cash equivalents at 1 April RUA—BZHRERRSEED 2,653,110 2,118,278
Effects of currency translation on cash and cash equivalents EE#ELR SRR LS EYHFE 69,603 6,355
Cash and cash equivalents at 31 March R=ZA=1+-H2ZBRERBRLEEY 15 4,177,807 2,653,110

The notes on pages 104 to 208 are an integral part of these

consolidated financial statements.

{/\ ®
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Huabao International Holdings Limited EEERIZERERAD A

Notes to the Consolidated Financial Statements
e MBHRRME

(All amounts in RMB thousands unless otherwise stated)

1.

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 (collectively 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 74% beneficial equity interest in the Company
as at 31 March 2017.

These consolidated financial statements are presented in
thousands of units of RMB (“RMB’000"”) unless otherwise
stated. These consolidated financial statements have been
approved for issue by the Board of Directors on 16 June 2017.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The principal accounting policies applied in the preparation
of these consolidated financial statements are set out below.
These policies have been consistently applied to all the years
presented, unless otherwise stated.

2.1 Basis of preparation

The consolidated financial statements of the Company
have been prepared in accordance with all applicable
Hong Kong Financial Reporting Standards (“HKFRS")
issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA").
statements have been prepared under the historical cost
convention, as modified by remeasurement of available-
for-sale financial assets and financial assets at fair value
through profit or loss, which are carried at fair value.

The consolidated financial
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Notes to the Consolidated Financial Statements

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.1

Basis of preparation (Continued)

The preparation of financial statements in conformity
with HKFRS requires the use of certain critical accounting
estimates. It also requires management to exercise
its judgement in the process of applying the Group's
accounting policies. The areas involving a higher degree
of judgment or complexity, or areas where assumptions
and estimates are significant to the consolidated financial
statements, are disclosed in Note 4.

(a)  Change of presentation currency by the Group

Having considered that most of the Group's
revenue and business activities are conducted in
mainland China and the functional currency of
those subsidiaries in the mainland China is RMB,
the Group has decided to adopt and use RMB
as the presentation currency in presenting the
financial performance and the financial position of
the Group effective from 1 October 2016, so as to
better reflect the underlying performance of the
Group and for better alignment with the underlying
business operations of the Group. As a result, the
Group changed its presentation currency from
HKD to RMB for the preparation of its financial
statements.

The change in presentation currency has been
applied retrospectively. The comparative figures
in this consolidated financial statements were
then translated from HKD to RMB using the
applicable closing rates for assets and liabilities in
the consolidated statement of financial position
and applicable average rates that approximated to
actual rates for items in the consolidated income
statement. Share capital, share premium and
reserves were translated at the exchange rate at the
date when the respective amounts were determined
(i.e. historical exchange rates).
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Notes to the Consolidated Financial Statements

e MRS R R M EE

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.1 Basis of preparation (Continued)

(b)  New and amended standards adopted by the Group

The following standards have been adopted by
the Group for the first time for the financial year
beginning on or after 1 April 2016:

Disclosure initiative — amendments to HKAS 1

° Accounting for acquisitions of interests in
joint operations — Amendments to HKFRS 11

o Clarification of acceptable methods of
depreciation and amortisation — Amendments
to HKAS 16 and HKAS 38, and

° Annual improvements to HKFRSs 2012-2014
cycle

The adoption of these amendments did not have
significant impact on the operating results and
financial position for the year ended 31 March
2017 or any prior period.
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Notes to the Consolidated Financial Statements

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.1 Basis of preparation (Continued)

(©)

New standards and interpretations not yet adopted

A number of new standards and amendments
to standards and interpretations are effective for
annual periods beginning after 1 April 2016 and
have not been early adopted by the Group in
preparing these consolidated financial statements.
None of these is expected to have a significant
effect on the consolidated financial statements of
the Group, except the following set out below:

HKFRS 9, ‘Financial instruments’ (effective
for the financial year beginning on or after 1
January 2018)

The new standard addresses the classification,
measurement and derecognition of financial assets
and financial liabilities, introduces new rules for
hedge accounting and a new impairment model for
financial assets.

While the Group has yet to undertake a detailed
assessment of the classification and measurement
of financial assets, financial instruments currently
classified as available-for-sale (“AFS”) financial
assets would appear to satisfy the conditions
for classification as at fair value through other
comprehensive income (“FVOCI”) and hence there
will be no change to the accounting for these
assets.

The other financial assets held by the Group
include:

° equity investment currently classified as AFS
for which a FVOCI election is available

° equity instruments currently measured at
fair value through profit or loss (FVPL) which
would likely continue to be measured on the
same basis under HKFRS 9

Accordingly, the Group does not expect the new
guidance to have a significant impact on the
classification and measurement of its financial
assets.
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Notes to the Consolidated Financial Statements

Huabao International Holdings Limited EEERIZERERAD A

e MRS R R M EE

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.1 Basis of preparation (Continued)

(c)

New standards and interpretations not yet adopted
(Continued)

HKFRS 9, ‘Financial instruments’ (effective
for the financial year beginning on or after 1
January 2018) (Continued)

There will be no impact on the Group’s accounting
for financial liabilities, as the new requirements only
affect the accounting for financial liabilities that
are designated at fair value through profit or loss
and the Group does not have any such liabilities.
The derecognition rules have been transferred from
HKAS 39 Financial Instruments: Recognition and
Measurement and have not been changed.

The new impairment model requires the recognition
of impairment provisions based on expected credit
losses (ECL) rather than only incurred credit losses
as is the case under HKAS39. The management is
currently assessing how its impairment provisions
would be affected by the new model, it may result
in an earlier recognition of credit losses.

The new standard also introduces expanded disclosure
requirements and changes in presentation. These
are expected to change the nature and extent of the
Group's disclosures about its financial instruments
particularly in the year of the adoption of the new
standard.
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(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.1 Basis of preparation (Continued)

(©)

New standards and interpretations not yet adopted
(continued)

HKFRS 15, ‘Revenue from contracts with
customers’ (effective for the financial year
beginning on or after 1 January 2018)

The HKICPA has issued a new standard for the
recognition of revenue. This will replace HKAS
18 and HKAS 11 and related interpretation and
provides a comprehensive revenue recognition
method which uses a five-step analysis of
transaction to determine how much and when
revenue is recognised. The new standard is based
on the principle that revenue is recognised when
control of a good or service transfers to a customer.
The standard permits either a full retrospective or a
modified retrospective approach for the adoption.

At this stage, the Group is not able to estimate the
impact of the new rules on the Group’s financial
statements. The Group will make more detailed
assessments of the impact over the next twelve months.

HKFRS 16, ‘Leases’ (effective for the financial
year beginning on or after 1 January 2019)

HKFRS 16 will result in almost all leases being
recognised on the balance sheet, as the distinction
between operating and finance leases is removed.
Under the new standard, an asset (the right to
use the leased item) and a financial liability to pay
rentals are recognised. The only exceptions are
short-term and low-value leases.

The accounting for lessors will not significantly change.
The standard will affect primarily the accounting for
group’s operating leases. As at the reporting date, the
Group has non-cancellable operating lease commitments
of RMB151,692,000 (Note 31). However, the Group has
not yet determined to what extent these commitments
will result in the recognition of an asset and a liability
for future payments and how this will affect the Group’s
profit and classification of cash flows.

Some of the commitments may be covered by the
exception for short-term and low value leases and
some commitments may relate to arrangements
that will not qualify as leases under HKFRS 16.
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Notes to the Consolidated Financial Statements
e MBHRRME

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation

(a)

Subsidiaries

A subsidiary is an entity (including a structured
entity) over which the Group has control. The
Group controls an entity when the Group is
exposed to, or has rights to, variable returns from
its involvement with the entity and has the ability
to affect those returns through its power over the
entity. Subsidiaries are consolidated from the date
on which control is transferred to the Group. They
are deconsolidated from the date that control
ceases.

The Group applies the acquisition method
to account for business combinations. The
consideration transferred for the acquisition of a
subsidiary is the fair values of the assets transferred,
the liabilities incurred to the former owners of the
acquiree and the equity interests issued by the
Group. The consideration transferred includes the
fair value of any asset or liability resulting from a
contingent consideration arrangement. Identifiable
assets acquired and liabilities and contingent
liabilities assumed in a business combination
are measured initially at their fair values at the
acquisition date.

The Group recognises any non-controlling interest
in the acquiree on an acquisition-by-acquisition
basis. Non-controlling interests in the acquiree that
are present ownership interests and entitle their
holders to a proportionate share of the entity’s net
assets in the event of liquidation are measured at
either fair value or the present ownership interests’
proportionate share in the recognised amounts
of the acquiree’s identifiable net assets. All other
components of non-controlling interests are
measured at their acquisition date fair value, unless
another measurement basis is required by HKFRS.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation (Continued)

(a)  Subsidiaries (Continued)

(i)

Business combinations

Acquisition-related costs are expensed as
incurred.

If the business combination is achieved in
stages, the acquisition date carrying amount
of the acquirer’'s previously held equity
interest in the acquiree is re-measured to fair
value at the acquisition date; any gains or
losses arising from such re-measurement are
recognised in profit or loss.

Any contingent consideration to be
transferred by the Group is recognised at fair
value at the acquisition date. Subsequent
changes to the fair value of the contingent
consideration that is deemed to be an
asset or liability is recognised in accordance
with HKAS 39 either in profit or loss or as
a change to other comprehensive income.
Contingent consideration that is classified as
equity is not remeasured, and its subsequent
settlement is accounted for within equity.

The excess of the consideration transferred,
the amount of any non-controlling interest
in the acquiree and the acquisition-date fair
value of any previous equity interest in the
acquiree over the fair value of the identifiable
net assets acquired is recorded as goodwill.
If the total of consideration transferred, non-
controlling interest recognised and previously
held interest measured is less than the fair
value of the net assets of the subsidiary
acquired in the case of a bargain purchase,
the difference is recognised directly in the
income statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation (Continued)

(@)  Subsidiaries (Continued)

0]

(if)

Business combinations (Continued)

Intra-group transactions, balances and
unrealised gains on transactions between
group companies are eliminated. Unrealised
losses are also eliminated unless the
transaction provides evidence of an
impairment of the transferred asset. When
necessary, amounts reported by subsidiaries
have been adjusted to conform with the
Group's accounting policies.

Changes in ownership interests in
subsidiaries without change of control

Transactions with non-controlling interests
that do not result in loss of control are
accounted for as equity transactions -
that is, as transactions with the owners of
the subsidiary in their capacity as owners.
The difference between fair value of any
consideration paid and the relevant share
acquired of the carrying amount of net assets
of the subsidiary is recorded in equity. Gains
or losses on disposals to non-controlling
interests are also recorded in equity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation (Continued)

(a)

(b)

Subsidiaries (Continued)

(iii) Disposal of subsidiaries
When the Group ceases to have control, any
retained interest in the entity is re-measured
to its fair value at the date when control is
lost, with the change in carrying amount
recognised in profit or loss. The fair value is
the initial carrying amount for the purposes
of subsequent accounting for the retained
interest as an associate,
financial asset.
previously recognised in other comprehensive
income in respect of that entity are accounted
for as if the Group had directly disposed
of the related assets or liabilities.
the amounts previously recognised in other
comprehensive income are reclassified to

joint venture or
In addition, any amounts

It means

profit or loss or transferred to another
category of equity as specified/permitted by
applicable HKFRS.

Associates

An associate is an entity over which the Group
has significant influence but not control, generally
accompanying a shareholding of between 20%
and 50% of the voting rights.
associates are accounted for using the equity
method of accounting. Under the equity method,
the investment is initially recognised at cost, and
the carrying amount is increased or decreased to
recognise the investor's share of the profit or loss

Investments in

of the investee after the date of acquisition. The
Group's investment in associates includes goodwill
identified on acquisition. Upon the acquisition
of the ownership interest in an associate, any
difference between the cost of the associate
and the Group’'s share of the net fair value of
the associate’s identifiable assets and liabilities is
accounted for as goodwill.

e P RAR M

(BRREEAEIN
2. FESHERBE (#)

FBESBEANARETTIR)

2.2 #EKRA (&)
(a) HELE] (&)

(iii) HEMBLE
EEETEFEEGE - &£
ERNEMREBERNKE
THIEEBETEEAAL
BEE  FEEMNEHTER
PR AR EEARIRR
E=mBEANRMS VG
RHEE  (EREE - 88
SEEE N 2RIEHE
4R A Y25 P FE SR RO (T (AT 21
BB AEBEEEREENM
HEEMBE - EBEREZ
AT E A AR A WS P R
HEENHEEEE -

(b) HBERA]
ENRIEMAASEHERE
FENMEZFENER B
M % B 20% E50% 1% —%mh
e RBERR 2 REAER)
N m%%ﬁi'&émﬁu
PRASHER - i AR (B % 45 00 SOR
PUERREEZAWREER
WEBHRNEBEREMNE - NEE
REERRZREBREKRBED
BPECHE EBREBELERN
KER BERKARAEEZS
MEBECXAHREENRE
mﬁﬁ%ﬁ%ﬁmiﬁﬁ%%ﬁ

R

]]\}EE



114

Huabao International Holdings Limited EEERIZERERAD A

Notes to the Consolidated Financial Statements
e MBHRRME

(All amounts in RMB thousands unless otherwise stated)

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation (Continued)

(b)

Associates (Continued)

If the ownership interest in an associate is
reduced but significant influence is retained, only
a proportionate share of the amounts previously
recognised in other comprehensive income is
reclassified to profit or loss where appropriate.

The Group's share of post-acquisition profits or
losses is recognised in the consolidated income
statement, and its share of post-acquisition
movements in other comprehensive income is
recognised in consolidated other comprehensive
income with a corresponding adjustment to the
carrying amount of the investment. When the
Group’s share of losses in an associate equals or
exceeds its interests in the associate, including any
other unsecured receivables, the Group does not
recognise further losses, unless it has incurred legal
or constructive obligations or made payments on
behalf of the associate.

The Group determines at each reporting date
whether there is any objective evidence that the
investment in the associate is impaired. If this
is the case, the Group calculates the amount
of impairment as the difference between the
recoverable amount of the associate and its carrying
value and recognises the amount adjacent to
share of profit/(loss) of an associate in the income
statement.

Profits and losses resulting from upstream and
downstream transactions between the Group
and its associates are recognised in the Group’s
financial statements only to the extent of unrelated
investor's interests in the associates. Unrealised
losses are eliminated unless the transaction provides
evidence of an impairment of the asset transferred.
Accounting policies of associates have been
changed where necessary to ensure consistency
with the policies adopted by the Group.

Gain or losses on dilution of equity interest in
associates are recognised in the income statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.2 Consolidation (Continued)

(©

Jointly controlled entity

The Group has applied HKFRS 11
arrangements” to all joint arrangements. According

“Joint

to HKFRS 11, Investments in joint arrangements are
classified either as joint operations or joint ventures,
depending on the contractual rights and obligations
each investor has. The Group has assessed the
nature of its joint arrangements and determined
them to be joint ventures. Joint ventures are
accounted for using the equity method.

Under the equity method of accounting, interests
in joint ventures are initially recognised at cost
and adjusted thereafter to recognise the Group’s
share of the post-acquisition profits or losses and
movements in other comprehensive income. When
the Group’s share of losses in a joint venture equals
or exceeds its interests in the joint ventures (which
includes any long-term interests that, in substance,
form part of the Group’s net investment in the joint
ventures), the Group does not recognise further
losses, unless it has incurred obligations or made
payments on behalf of the joint ventures.

Unrealised gains on transactions between the
Group and its joint ventures are eliminated to the
extent of the Group’s interest in the joint ventures.
Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment
of the asset transferred. Accounting policies of
the joint ventures have been changed to ensure
consistency with the policies adopted by the Group.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.3

2.4

2.5

Separate financial statements

Investments in subsidiaries are accounted for at cost less
impairment. Cost includes direct attributable costs of
investment. The results of subsidiaries are accounted for
by the Company on the basis of dividend received and
receivable.

Impairment testing of the investments in subsidiaries is
required upon receiving dividends from these investments
if the dividend exceeds the total comprehensive income
of the subsidiary in the period the dividend is declared or
if the carrying amount of the investment in the separate
financial statements exceeds the carrying amount in the
consolidated financial statements of the investee’s net
assets including goodwill.

Segment reporting

Operating segments are reported in a manner consistent
with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-
maker, who is responsible for allocating resources and
assessing performance of the operating segments, has
been identified as the executive directors that make
strategic decisions.

Foreign currency translation
(a)  Functional and presentation currency

Items included in the financial statements of each
of the Group’s entities are measured using the
currency of the primary economic environment
in which the entity operates (the “functional
currency”). The Company's functional currency is
Hong Kong dollars (“HKD") and the consolidated
financial statements are presented in RMB, which is
the Group’s presentation currency.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.5 Foreign currency translation (Continued)

(b)

Transactions and balances

Foreign currency transactions are translated into
the functional currency using the exchange rates
prevailing at the dates of the transactions or
valuation where items are re-measured. Foreign
exchange gains and losses resulting from the
settlement of such transactions and from the
translation at year-end exchange rates of monetary
assets and liabilities denominated in foreign
currencies are recognised in the consolidated
income statement, except when deferred in equity
as qualifying cash flow hedges or qualifying net
investment hedges.

Foreign exchange gains and losses that relate to
borrowings and cash and cash equivalents are
presented in the consolidated income statement
within “finance income or costs”. All other foreign
exchange gains and losses are presented in the
consolidated income statement within
income and other gains — net”.

“other

Changes in the fair value of debt securities
denominated in foreign currency classified as
available for sale are analysed between currency
translation differences resulting from changes in the
amortised cost of the securities and other changes
in the carrying amount of the securities. Translation
differences related to changes in amortised cost
are recognised in profit or loss, and other changes
in carrying amount are recognised in other
comprehensive income.

Translation differences on non-monetary financial
assets such as equities held at fair value through
profit or loss are recognised in profit or loss as part
of the fair value gain or loss. Translation differences
on non-monetary financial assets, such as equities
classified as available for sale, are included in other
comprehensive income.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.5 Foreign currency translation (Continued)

(c)

Group companies

The results and financial position of all the group
entities (none of which has the currency of a
hyperinflationary economy) that have a functional
currency different from the presentation currency
are translated into the presentation currency as
follows:

(i)  assets and liabilities for each statement of
financial position presented are translated at
the closing rate at the date of that balance
sheet;

(i)  income and expenses for each income
statement are translated at average exchange
rates (unless this average is not a reasonable
approximation of the cumulative effect of
the rates prevailing on the transaction dates,
in which case income and expenses are
translated at the rate on the dates of the
transactions); and

(iii)  all resulting currency translation differences
are recognised in other comprehensive
income.

Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated
at the closing rate. Currency translation differences
arising are recognised in other comprehensive
income.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.5 Foreign currency translation (Continued)

(d)

Disposal of foreign operation and partial disposal

On the disposal of a foreign operation (that is,
a disposal of the Group’s entire interest in a
foreign operation, or a disposal involving loss of
control over a subsidiary that includes a foreign
operation, a disposal involving loss of joint control
over a jointly controlled entity that includes a
foreign operation, or a disposal involving loss of
significant influence over an associate that includes
a foreign operation), all of the exchange differences
accumulated in equity in respect of that operation
attributable to the equity holders of the company
are reclassified to profit or loss.

In the case of a partial disposal that does not result
in the Group’s losing control over a subsidiary that
includes a foreign operation, the proportionate
share of accumulated exchange differences
are reattributed to non-controlling interests
and are not recognised in profit or loss. For all
other partial disposals (that is, reductions in the
Group’s ownership interest in associates or jointly
controlled entities that do not result in the Group’s
losing significant influence or joint control), the
proportionate share of the accumulated exchange
difference is reclassified to profit or loss.

2.6 Property, plant and equipment

Construction in progress represents the direct costs of
construction of property, plant and equipment incurred

plus interest capitalised less any impairment losses. No

provision for depreciation is made on construction in
progress until such time the relevant assets are completed
and available for their intended use.

All other property, plant and equipment are stated at

historical cost less depreciation and impairment losses.

Historical cost includes expenditure that is directly
attributable to the acquisition of the items.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.6

Property, plant and equipment (Continued)

Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Group and the
cost of the item can be measured reliably. The carrying
amount of the replaced part is derecognised. All other
repairs and maintenance are charged to the consolidated
income statement during the financial period in which
they are incurred.

Depreciation of property, plant and equipment is
calculated using the straight-line method to allocate their
costs to their residual values over their estimated useful
lives, as follows:

Buildings 20 years
Plant and machinery 5-10 years
Motor vehicles 5 years
Furniture, fixtures and equipment 5-10 years
Leasehold improvements 2-5 years or

over the lease term,
whichever is shorter

The assets’ residual values and useful lives are reviewed,
and adjusted if appropriate, at the end of each reporting
period. An asset’s carrying amount is written down
immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable
amount (Note 2.9).

Gains and losses on disposals are determined by
comparing the proceeds with the carrying amount and
are recognised within “other income and other gains —
net”, in the consolidated income statement.
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2.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.7 Land use rights

2.8

Land use rights are up-front payments to acquire long-
term interests in the usage of land. They are stated at

cost and charged to the consolidated income statement
over the remaining period of the lease on a straight-line
basis, net of any impairment losses.

Intangible assets

(a)

Goodwill

Goodwill arises on the acquisition of subsidiaries
represents the excess of the consideration
transferred, the amount of any non-controlling
interest in the acquiree and the acquisition-date fair
value of any previous equity interest in the acquiree
over the fair value of the identified net assets
acquired.

For the purpose of impairment testing, goodwill
acquired in a business combination is allocated to
each of the cash-generating units (“CGUs"), or
groups of CGUs, that is expected to benefit from
the synergies of the combination. Each unit or
group of units to which the goodwill is allocated
represents the lowest level within the entity at
which the goodwill is monitored for internal
management purposes. Goodwill is monitored at
the operating segment level.

Goodwill impairment reviews are undertaken
annually or more frequently if events or changes
in circumstances indicate a potential impairment.
The carrying value of goodwill is compared to
the recoverable amount, which is the higher of
value in use and the fair value less costs to sell.
Any impairment is recognised immediately as an
expense and is not subsequently reversed.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.8 Intangible assets (Continued)

(b)

(c)

(d)

(e)

Customer relationships and non-competition
agreement

Customer relationships and non-competition
agreement acquired as part of a business
combination are capitalised separately from
goodwill and are carried at cost less accumulated
amortisation and accumulated impairment losses.
Amortisation is calculated using the straight-line
method to allocate the cost of the intangible assets
over their estimated useful lives of 5 to 10 years.

Trademarks and licenses

Separately acquired trademarks and licenses are
shown at historical cost. Trademarks and licenses
acquired in a business combination are recognised
at fair value at the acquisition date. They have
a finite useful life and are carried at cost less
accumulated amortisation and accumulated
impairment losses. Amortisation is calculated using
the straight-line method to allocate the cost of
trademarks and licenses over their estimated useful
lives of 10 to 20 years.

Computer software

Acquired computer software licenses are capitalised
on the basis of the costs incurred to acquire and
bring to use the specific software. These costs are
amortised over their estimated useful lives of 3 to 5
years.

Patents

Patents include purchased technology and skills
acquired from third parties. They have a finite
useful life and carried at cost less accumulated
amortisation and accumulated impairment losses.
Amortisation is calculated using the straight-line
method to allocate the cost of the technology and
skills over their estimated useful life of 3 to 10
years.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.8

2.9

Intangible assets (Continued)
()  Other intangible assets

Other intangible assets mainly include product
design and domain name. They are initially
recognised and measured at cost or estimated fair
value of intangible assets acquired through business
combinations. They have a finite useful life and are
carried at cost less accumulated amortisation and
accumulated impairment losses. Amortisation is
calculated using the straight-line method to allocate
the cost over their estimated useful lives of 5 years.

Impairment of non-financial assets

Assets that have an indefinite useful life, for example
goodwill or intangible assets not ready to use, are not
subject to amortisation and are tested annually for
impairment. Assets that are subject to amortisation are
reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognised for the
amount by which the asset’s carrying amount exceeds
its recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs to sell and value
in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units).
Non-financial assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the
impairment at each reporting date.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.10 Financial assets

2.10.1 Classification

The Group classifies its financial assets in the

following categories: at fair value through profit

or loss, loans and receivables and available-for-
sale. The classification depends on the purposes
for which the financial assets were acquired.
Management determines the classification of its
financial assets at initial recognition.

(a)

(b)

Financial assets at fair value through
profit or loss

Financial assets at fair value through profit
or loss are financial assets held for trading.
A financial asset is classified in this category
if acquired principally for the purpose of
selling in the short term. Derivatives are also
categorised as held for trading unless they are
designated as hedges. Assets in this category
are classified as current assets if expected to
be settled within 12 months; otherwise, they
are classified as non-current.

Loans and receivables

Loans and receivables are non-derivative
financial assets with fixed or determinable
payments that are not quoted in an active
market. They are included in current assets,
except for the amounts that are settled or
expected to be settled more than 12 months
after the end of the reporting period. These
are classified as non-current assets. The
Group and Company’s loans and receivables
comprise “trade and other receivables”,
“cash and cash equivalents”, “
deposit”, “amounts due from subsidiaries”
and “short-term time deposits” in the

restricted bank

statements of financial position.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2.
POLICIES (CONTINUED)

2.10 Financial assets (Continued)

2.10 @MEE (F)

2.10.1 Classification (Continued) 2101 548 (&)

(c) Available-for-sale financial assets

Available-for-sale financial assets are non-
derivatives that are either designated in this
category or not classified in any of the other
categories. They are included in non-current
assets unless the investment matures or
management intends to dispose of it within
12 months of the end of the reporting period.

2.10.2 Recognition and measurement

Regular way purchases and sales of financial
assets are recognised on the trade-date — the date
on which the Group commits to purchase or sell
the asset. Investments are initially recognised at
fair value plus transaction costs for all financial
assets not carried at fair value through profit or
loss. Financial assets carried at fair value through
profit or loss are initially recognised at fair value,
and transaction costs are expensed in the income
statement. Financial assets are derecognised
when the rights to receive cash flows from the
investments have expired or have been transferred
and the Group has transferred substantially all
risks and rewards of ownership. Available-for-sale
financial assets and financial assets at fair value
through profit or loss are subsequently carried at
fair value. Loans and receivables are subsequently
carried at amortised cost using the effective interest
method.

Gains or losses arising from changes in the fair
value of the “financial assets at fair value through
profit or loss” category are presented in the income
statement within “other income and other gains
— net” in the period in which they arise. Dividend
income from financial assets at fair value through
profit or loss is recognised in the income statement
as part of other income when the Group’s right to
receive payments is established.

Changes in the fair value of monetary and non-
monetary securities classified as available-for-sale
are recognised in other comprehensive income.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.10 Financial assets (Continued)

2.11

2.12

2.10.2 Recognition and measurement (Continued)

When securities classified as available for sale
are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in
the income statement as “other income and other
gains — net”.

Dividends on available-for-sale equity instruments
are recognised in the consolidated income
statement as part of other income when the
Group’s right to receive payments is established.

Offsetting financial instruments

Financial assets and liabilities are offset and the net
amount reported in the statement of financial position
when there is a legally enforceable right to offset the
recognised amounts and there is an intention to settle
on a net basis or realise the asset and settle the liability
simultaneously. The legally enforceable right must not
be contingent on future events and must be enforceable
in the normal course of business and in the event of
default, insolvency or bankruptcy of the Company or the
counterparty.

Impairment of financial assets
(a)  Assets carried at amortised cost

The Group assesses at the end of each reporting
period whether there is objective evidence that
a financial asset or group of financial assets is
impaired. A financial asset or a group of financial
assets is impaired and impairment losses are
incurred only if there is objective evidence of
impairment as a result of one or more events that
occurred after the initial recognition of the asset (a
“loss event”) and that loss event (or events) has an
impact on the estimated future cash flows of the
financial asset or group of financial assets that can
be reliably estimated.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.12 Impairment of financial assets (Continued)

(a)

Assets carried at amortised cost (Continued)

Evidence of impairment may include indications that
the debtors or a group of debtors is experiencing
significant financial difficulty, default or delinquency
in interest or principal payments, the probability
that they will enter bankruptcy or other financial
reorganisation, and where observable data indicate
that there is a measurable decrease in the estimated
future cash flows, such as changes in arrears or
economic conditions that correlate with defaults.

For loans and receivables category, the amount of
the loss is measured as the difference between the
asset’s carrying amount and the present value of
estimated future cash flows (excluding future credit
losses that have not been incurred) discounted at
the financial asset’s original effective interest rate.
The carrying amount of the asset is reduced and the
amount of the loss is recognised in the consolidated
income statement. If a loan has a variable
interest rate, the discount rate for measuring any
impairment loss is the current effective interest
rate determined under the contract. As a practical
expedient, the Group may measure impairment
on the basis of an instrument’s fair value using an
observable market price.

If, in a subsequent period, the amount of the
impairment loss decreases and the decrease
can be related objectively to an event occurring
after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the
reversal of the previously recognised impairment
loss is recognised in the consolidated income
statement.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.12

2.13

2.14

Impairment of financial assets (Continued)
(b)  Assets classified as available-for-sale

The Group assesses at the end of each reporting
period whether there is objective evidence that
a financial asset or a group of financial assets
is impaired. In the case of equity investments
classified as available-for-sale, a significant or
prolonged decline in the fair value of the security
below its costs is also evidence that the assets are
impaired. If any such evidence exists for available-
for-sale financial assets, the cumulative loss —
measured as the difference between the acquisition
cost and the current fair value, less any impairment
loss on that financial asset previously recognised
in profit or loss — is removed from equity and
recognised in the consolidated income statement.
Impairment losses recognised in the consolidated
income statement on equity instruments are
not reversed through the consolidated income
statement.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost is determined using the weighted
average method. The cost of finished goods and work
in progress comprises raw materials, direct labour, other
direct costs and related production overheads (based
on normal operating capacity). It excludes borrowing
costs. Net realisable value is the estimated selling price in
the ordinary course of business, less applicable variable
selling expenses.

Trade and other receivables

Trade receivables are amounts due from customers for
merchandise sold in the ordinary course of business. If
collection of trade and other receivables is expected in
one year or less (or in the normal operating cycle of the
business if longer), they are classified as current assets. If
not, they are presented as non-current assets.

Trade and other receivables are recognised initially at
fair value and subsequently measured at amortised cost
using the effective interest method, less provision for
impairment.
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2.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.15

2.16

2.17

Cash and cash equivalents

Cash and cash equivalents include cash on hand, deposits
held at call with banks and other short-term highly liquid
investments with original maturities of three months or
less.

Share capital

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net
of tax, from the proceeds.

Where any group company purchases the Company’s
equity share capital (treasury shares), the consideration
paid, including any directly attributable incremental costs
(net of income taxes) is deducted from equity attributable
to owners of the Company until the shares are cancelled
or reissued. Where such ordinary shares are subsequently
reissued, any consideration received, net of any directly
attributable incremental transaction costs and the related
income tax effects is included in equity attributable to
owners of the Company.

Borrowings

Borrowings are recognised initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
carried at amortised cost; any difference between the
proceeds (net of transaction costs) and the redemption
value is recognised in the income statement over the
period of the borrowings using the effective interest
method.

Fees paid on the establishment of loan facilities are
recognised as transaction costs of the loan to the extent
that it is probable that some or all of the facility will be
drawn down. In this case, the fee is deferred until the
draw-down occurs. To the extent there is no evidence
that it is probable that some or all of the facility will be
drawn down, the fee is capitalised as a prepayment for
liquidity services and amortised over the period of the
facility to which it relates.

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement of
the liability for at least 12 months after the end of the
reporting period.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.18

2.19

Borrowing costs

General and specific borrowing costs attributable to the
acquisition, construction or production of qualifying
assets, which are assets that necessarily take a substantial
period of time to get ready for their intended use or sale,
are added to the cost of those assets, until such time as
the assets are substantially ready for their intended use
or sale.

Investment income earned on the temporary investment
of specific borrowings pending their expenditure on
qualifying assets is deducted from the borrowing costs
eligible for capitalisation.

All other borrowing costs are charged to the consolidated
income statement in the period in which they are
incurred.

Borrowing costs include interest expense and exchange
differences arising from foreign currency borrowings to
the extent that they are regarded as an adjustment to
interest costs. The exchange gains and losses that are
an adjustment to interest costs include the interest rate
differential between borrowing costs that would be
incurred if the entity had borrowed funds in its functional
currency, and the borrowing costs actually incurred on
foreign currency borrowings. Such amounts are estimated
based on interest rates on similar borrowings in the
entity’s functional currency.

Trade payables

Trade payables are obligations to pay for goods or
services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified
as current liabilities if payment is due within one year
or less (or in the normal operating cycle of the business
if longer). If not, they are presented as non-current
liabilities.

Trade payables are recognised initially at fair value and
subsequently measured at amortised cost using the
effective interest method
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.20 Current and deferred income tax

The tax expense for the period comprises current and
deferred tax. Tax is recognised in the consolidated income
statement, except to the extent that it relates to items
recognised in other comprehensive income or directly in
equity. In this case, the tax is also recognised in other
comprehensive income or directly in equity respectively.

(a)  Current income tax

The current income tax charge is calculated on
the basis of the tax laws enacted or substantively
enacted at the reporting date in the countries
where the Company and its subsidiaries, associates
and jointly controlled entity operate and generate
taxable income. Management periodically evaluates
positions taken in tax returns with respect to
situations in which applicable tax regulation is
subject to interpretation. It establishes provisions
where appropriate on the basis of amounts
expected to be paid to the tax authorities.

(b)  Deferred income tax
Inside basis difference

Deferred income tax is recognised, using the
liability method, on temporary differences arising
between the tax bases of assets and liabilities and
their carrying amounts in the consolidated financial
statements. However, deferred tax liabilities are not
recognised if they arise from the initial recognition
of goodwill, the deferred income tax is not
accounted for if it arises from initial recognition
of an asset or liability in a transaction other than
a business combination that at the time of the
transaction affects neither accounting nor taxable
profit or loss. Deferred income tax is determined
using tax rates (and laws) that have been enacted
or substantially enacted by the reporting date and
are expected to apply when the related deferred
income tax asset is realised or the deferred income
tax liability is settled.

Deferred income tax assets are recognised to the
extent that it is probable that future taxable profit
will be available against which the temporary
differences can be utilised.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.20 Current and deferred income tax (Continued)

(b)

(c)

Deferred income tax (Continued)
Outside basis differences

Deferred income tax liabilities are provided
on taxable temporary differences arising from
investments in subsidiaries, associates and joint
arrangements, except for deferred income tax
liability where the timing of the reversal of the
temporary difference is controlled by the Group
and it is probable that the temporary difference
will not reverse in the foreseeable future. Generally
the Group is unable to control the reversal of the
temporary difference for associates. Only when
there is an agreement in place that gives the Group
the ability to control the reversal of the temporary
difference in the foreseeable future, deferred tax
liability in relation to taxable temporary differences
arising from the associate’s undistributed profits is
not recognised.

Deferred income tax assets are recognised on
deductible temporary differences arising from
investments in subsidiaries, associates and joint
arrangements only to the extent that it is probable
the temporary difference will reverse in the future
and there is sufficient taxable profit available
against which the temporary difference can be
utilised.

Offsetting

Deferred income tax assets and liabilities are offset
when there is a legally enforceable right to offset
current tax assets against current tax liabilities
and when the deferred income taxes assets and
liabilities relate to income taxes levied by the same
taxation authority on either the same taxable entity
or different taxable entities where there is an
intention to settle the balances on a net basis.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2. TEHBEREZE (&)
POLICIES (CONTINUED)

2.21 Employee benefits 2.21 EERF

Pension obligations

The Group operates the Mandatory Provident Fund
Scheme (“MPF Scheme”) in Hong Kong which is
generally funded through payments to insurance
companies under defined contribution plan. It pays
contributions to administered pension insurance plans on
a mandatory, contractual or voluntary basis. Moreover,
all the employees of the Group’s entities incorporated
in Mainland China of the PRC (the “Mainland China”)
participate in employee social security plans, including
pension, medical, housing and other welfare benefits,
organised and administered by the local governments.
The Group also makes defined contribution to retirement
schemes managed by the insurance company in
accordance with German regulation and rules for the
employees of the subsidiary located in Germany. In the
United States of America (“USA"), the Group makes
defined contributions at certain percentage of monthly
salary to retirement and medical schemes managed by
the federal government of USA in accordance with US
rules and regulations. It is the federal government'’s
responsibility to pay the retirement benefits to those
staff who retire. The Group has no further payment
obligations once these contributions have been paid. The
contributions are recognised as employee benefit expense
when they are due and are reduced by contributions
forfeited by those employees who leave the scheme prior
to vesting fully in the contributions. Prepaid contributions
are recognised as an asset to the extent that a cash
refund or a reduction in the future payments is available.
No pension obligation is required under the Botswana
laws and regulation.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.22 Share-based payment

(a)

Share option scheme

The Group operates an equity-settled, share-
based compensation plan, under which the entity
receives services from employees as consideration
for equity instruments (options) of the Group.
The fair value of the employee services received in
exchange for the grant of the options is recognised
as an expense. The total amount to be expensed
is determined by reference to the fair value of the
options granted:

° including any market performance conditions
(for example, an entity’s share price);

3 excluding the impact of any service and non-
market performance vesting conditions (for
example, profitability, sales growth targets
and remaining an employee of the entity over
a specified time period); and

o including the impact of any non-vesting
conditions (for example, the requirement for
employees to save).

Non-market performance and service conditions
are included in assumptions about the number of
options that are expected to vest. The total expense
is recognised over the vesting period, which is
the period over which all of the specified vesting
conditions are to be satisfied. In addition, in some
circumstances employees may provide services in
advance of the grant date and therefore the grant
date fair value is estimated for the purposes of
recognising the expense during the period between
service commencement period and grant date.
At the end of each reporting period, the Group
revises its estimates of the number of options that
are expected to vest based on the non-marketing
performance and service conditions. It recognises
the impact of the revision to original estimates, if
any, in the income statement, with a corresponding
adjustment to equity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.22 Share-based payment (Continued)

(a)

(b)

Share option scheme (Continued)

When the options are exercised, the Company
issues new shares. The proceeds received net of any
directly attributable transaction costs are credited
to share capital (nominal value) and share premium.

Share award scheme

The Group operates an equity-settled plan, under
which the entity receives services as consideration
for equity instruments (share award) of the
Group. For equity-settled share-based payment
transactions, the Group measures the goods or
services received, and the corresponding increase
in equity, directly, at the fair value of the goods or
services received, unless that fair value cannot be
estimated reliably. If the Group cannot estimate
reliably the fair value of the goods or services
received, the Group shall measure their value, and
the corresponding increase in equity, indirectly, by
reference to the fair value of the equity instruments
granted. The fair value of the services received in
exchange for the grant of the options is charged
to the income statement when the services are
received.

At the end of each reporting period, the Group
revises its estimates of the number of shares
that are expected to vest based on the service
conditions. It recognises the impact of the
revision to original estimates, if any, in the income
statement, with a corresponding adjustment to
equity.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.23 Revenue recognition

Revenue is measured at the fair value of the consideration

received or receivable, and represents amounts receivable

for goods supplied, stated net of discounts, returns and
value-added taxes. The Group recognises revenue when
the amount of revenue can be reliably measured; when
it is probable that future economic benefits will flow to
the entity; and specific criteria have been met for each
of the Group’s activities as described below. The Group

bases its estimates of return on historical results, taking

into consideration the type of customer, the type of
transaction and the specifics of each arrangement.

(a)

(b)

(c)

Sales of goods

Sales of goods are recognised when a group
entity has delivered products to the customer,
the customer has accepted the products and
collectability of the related receivables is reasonably
assumed.

Delivery does not occur until the products have
been delivered to the specified location, the risks
of obsolescence and loss have been transferred to
the customer, and either the customer has accepted
the products in accordance with the sales contract,
the acceptance provisions have lapsed, or the
Group has objective evidence that all criteria for
acceptance have been satisfied.

Interest income

Interest income is recognised on a time-proportion
basis using the effective interest method. When
a receivable is impaired, the Group reduces the
carrying amount to its recoverable amount, being
the estimated future cash flows discounted at
original effective interest rate of the instrument,
and continues unwinding the discount as interest
income. Interest income on impaired receivables is
recognised using the original effective interest rate.

Dividend income

Dividend income is recognised when the right to
receive payment is established.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING 2.
POLICIES (CONTINUED)

2.24 Research and development costs

2.24 TEERA

Research expenditure is recognised as an expense as
incurred. Costs incurred on development projects (relating
to the design and testing of new or improved products)
are recognised as intangible assets when the following
criteria are fulfilled:

(@ it is technically feasible to complete the intangible
asset so that it will be available for use or sale;

(b) the management intends to complete the intangible
asset and use or sell it;

(c)  there is an ability to use or sell the intangible asset;

(d) it can be demonstrated how the intangible asset
will generate probable future economic benefits;

(e) adequate technical, financial and other resources
to complete the development and to use or sell the
intangible asset are available; and

(f)  the expenditure attributable to the intangible asset
during its development can be reliably measured.

Capitalised development costs are recorded as intangible
assets and amortised from the point at which the asset is
ready for use on a straight-line basis over its useful life,
not exceeding five years.

Other development expenditures that do not meet
these criteria are recognised as an expense as incurred.
Development costs previously recognised as an expense
are not recognised as an asset in a subsequent period.

Development assets are tested for impairment annually.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (CONTINUED)

2.25

2.26

2.27

Operating lease

Leases where a significant portion of the risks and
rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under
operating leases (net of any incentives received from the
lessor) are charged to the consolidated income statement
on a straight-line basis over the period of the lease.

Government grants

Grants from the government are recognised at their fair
value where there is a reasonable assurance that the
grants will be received and the Group will comply with all
attached conditions.

Government grants relating to costs are deferred and
recognised in the consolidated income statement over the
period necessary to match them with the costs that they
are intended to compensate.

Government grants relating to property, plant and
equipment are included in non-current liabilities as
deferred government grants and are credited to the
consolidated income statement on a straight-line basis
over the expected lives of the related assets.

Dividend distribution

Dividend distribution to the Company’s shareholders is
recognised as a liability in the Group’s and Company’s
financial statements in the period in which the final
dividends are approved by the Company’s shareholders
and interim dividends are approved by the Company’s
Board of Directors.
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3. FINANCIAL RISK MANAGEMENT

3.1

Financial risk factors

The Group’s activities expose it to a variety of financial
risks: market risk (including foreign exchange risk, cash
flow interest rate risk, and fair value interest rate risk),
credit risk and liquidity risk. The Group does not have any
significant price risk. The Group’s overall risk management
programme focuses on the unpredictability of financial
markets and seeks to minimise potential adverse effects
on the Group’s financial performance.

Risk management is carried out under the policies
approved by the Board of Directors. The Group identifies
and evaluates financial risks in close co-operations with
its operating units. The Board provides principles for
overall risk management, as well as policies covering
specific areas, such as foreign exchange risk, interest rate
risk, credit risk and investing of excess liquidity.

(a)  Market risk
(i) Foreign exchange risk

The Group mainly operates in Hong Kong
and Mainland China and is exposed to
foreign exchange risk primarily through
financial instruments that are denominated
in a currency other than the functional
currency in which they are measured. The
functional currency of the PRC subsidiaries is
RMB, and the functional currency of the HK
subsidiaries is HKD. The foreign exchange risk
of the Group primarily arises from dividend
receivables which are denominated in RMB.
Cash repatriation from the PRC are subject to
the rules and regulations of foreign exchange
control promulgated by the PRC government.
The majority of the subsidiaries of the
Group operate in the PRC and most of their
transactions are denominated in RMB. The
Group did not have other significant exposure
to foreign exchange risk.
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3.

FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1

Financial risk factors (Continued)

(a)

Market risk (Continued)

()

Foreign exchange risk (Continued)

If HKD had strengthened/weakened by
5% against RMB during the year ended 31
March 2017, with all other factors remaining
unchanged, the profit after income tax for
the year and equity as at year end date would
have been affected as follows:
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Cash flow and fair value interest rate risk (ii) BERERAAEZFNEZERE

Other than deposits held in banks, the Group
does not have significant interest-bearing
assets. Fluctuation of market rates does not
have a significant impact to the Group's
performance.

The Group’s exposure to changes in interest
rates is mainly attributable to its borrowings
which are at floating rates, and expose the
Group to cash flow interest-rate risk.

At 31 March 2017 and 2016, if interest rates
on borrowings had been 1 percentage points
higher/lower, with all other variables held
constant, there would have been no material
impact to the profit after income tax for the
year.
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3. FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1 Financial risk factors (Continued)

(b)

Credit risk

Credit risk is managed on a group basis. Credit risk
arises from cash and cash equivalents, deposits with
banks and financial institutions, credit exposure
to customers and related parties arising from
outstanding receivables.

As at the reporting dates, all the Group’s cash
and cash equivalents, restricted bank deposits and
short-term time deposits are placed in high quality
financial institutions without significant exposure to
credit risk.

The Group currently sells substantially all its
products namely flavours and fragrances, tobacco
raw materials, aroma raw materials, and innovative
tobacco products in the PRC domestic market.
Credit is granted for a period up to 6 months
to the major customers. The credit period is
determined according to an assessment made on
the financial conditions and past payment history of
these customers with the approval obtained from
senior management. As at 31 March 2017, the 5
largest debtors accounted for approximately 49%
(2016: 40%) of total trade receivables balance of
the Group.

The Directors are of the view that most customers
with outstanding balances as at 31 March 2017
are either existing customers with a long business
relationship with the Group and/or reputable
companies in the industry. The risk of credit
default is considered to be low and accordingly,
the provision for doubtful debts as at 31 March
2017 amounting to approximately RMB14,558,000
(2016: RMB11,468,000) is considered adequate to
cover any significant potential credit risk.

As at 31 March 2017, the Company had certain
balances due from subsidiaries. The Directors do not
consider that there is significant credit risk arising
from these balances in light of the past repayment
history and operations of these subsidiaries.
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3.

FINANCIAL RISK MANAGEMENT (CONTINUED)

3.1

Financial risk factors (Continued)

(c)

Liquidity risk

Cash flow forecast is performed in the operating
entities of the Group. The Directors monitors rolling
forecasts of the Group’s liquidity requirements to
ensure it has sufficient cash to meet operational
needs and that the Group does not breach
borrowing covenants on its borrowing facilities. Such
forecasting takes into consideration the Group’s debt
financing plans, covenant compliance, compliance
with internal statement of financial position ratio
targets and if applicable, external regulatory or legal
requirements — for example, currency restrictions.

The table below analyses the Group’s financial
liabilities into relevant maturity groupings based
on the remaining period at the balance sheet date
to the contractual maturity date. The amounts
disclosed in the table are based on the contractual
undiscounted cash flows. Balances due within 12
months equal their carrying balances, as the impact
of discounting is not significant.

Group £8
At 31 March 2017

Borrowings (including interest)

ER (BREAHE)

Trade and other payables B 5 R H e 3R IE
excluding statutory liabilities (MEEEERER
and advances from customers B

At 31 March 2016

=
Borrowings (including interest) B (R E)
Z5

Trade and other payables RE M ERFIE
excluding statutory liabilities (TREEEEER
and advances from customers A

As at 31 March 2017, the Group’s net current assets
is RMB6,314,161,000 (2016: RMB4,382,190,000).
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3. FINANCIAL RISK MANAGEMENT (CONTINUED)

3.2

3.3

Capital risk management

The Group’s objectives when managing capital are to
safeguard its ability to continue as a going concern in
order to provide returns for shareholders and benefits
for other stakeholders and to maintain an optimal capital
structure to reduce the cost of capital.

In order to maintain or adjust the capital structure,
the Group may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new
shares or sell assets to reduce debt.

The operating cash inflows of the Group are sufficient
for investing activities including acquisition of new
businesses.

The Group monitors its capital risk based on the debt-to-
equity ratio. This ratio is calculated by dividing the net
debt by the total owners’ equity. The Group’s net debt
is calculated as total borrowings (including current and
non-current borrowings) less cash and cash equivalents.
Since the Group’s cash and bank balance was larger than
borrowing amount, the Group’s debt-to-equity ratio is
zero as at 31 March 2017 and 2016.

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 price (unadjusted) in active markets for
identical assets or liabilities (level 1);

- 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);

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

FINANCIAL RISK MANAGEMENT (CONTINUED)

383

3.4

3.5

Fair value estimation (Continued)

The financial assets of level 3 within the fair value
hierarchy as at 31 March 2017 and 2016 were the
available-for-sale financial assets, of which the changes
for the years ended 31 March 2017 and 2016 are
presented in Note 10. There were no transfers into or out
of level 3.

Other than available-for-sale financial assets and financial
assets at fair value through profit or loss, there are no
financial instruments that were measured at fair value as
at 31 March 2017 and 2016.

Market approach is adopted in valuation of available-for-
sale financial assets. There were no changes in valuation
techniques during the year.

Group'’s valuation processes

The Group’s finance department includes a team that
performs the valuation of financial assets required for
financial reporting purposes with the assistance of an
independent valuer when necessary, including level 3 fair
values. This team reports directly to the chief financial
officer (“CFO").
results are held between the CFO and the valuation team

Discussions of valuation processes and

at least once every six months, in line with the Group’s
reporting dates.

Fair value of financial assets and liabilities measured
at amortised cost

The fair values of financial assets and liabilities measured
at amortised cost approximate their carrying amounts.
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4,

CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

Estimates and judgments are continually evaluated and are
based on historical experience and other factors, including

expectations of future events that are believed to be reasonable

under the circumstances.

4.1

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning
the future. The resulting accounting estimates will, by
definition, seldom equal the related actual results. The

estimates and assumptions that have a significant risk of

causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are
discussed below.

(a)

Impairment of goodwill

The Group tests annually whether goodwill
has suffered any impairment in accordance
with the accounting policy stated in Note 2.9.
The recoverable amounts of CGUs have been
determined based on value-in-use calculations.
These calculations require the use of estimates
(Note 8).

If the budgeted gross margin, estimated pre-tax
discount rate or forecast growth rate used in the
value-in-use calculation for the CGUs of flavours
subgroup under flavours and fragrances segment
had been 43.7 percentage points lower, 42.5
percentage points higher or 45 percentage points
lower than management’s estimates at 31 March
2017 respectively, with all other assumptions
remaining unchanged, the Group would not have
recognised an impairment of goodwill.

If the budgeted gross margin, estimated pre-tax
discount rate or forecast growth rate used in the
value-in-use calculation for the CGUs of tobacco
raw materials segment had been 9.5 percentage
points lower or 4.1 percentage points higher or
10.3 percentage points lower than management’s
estimates at 31 March 2017 respectively, with
all other assumptions remaining unchanged, the
Group would not have recognised an impairment of
goodwill.
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4. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (CONTINUED)

4.1 Critical accounting estimates and assumptions
(Continued)

(a)

(b)

Impairment of goodwill (Continued)

If the budgeted gross margin, estimated pre-tax
discount rate or forecast and terminal growth rate
used in the value-in-use calculation for the CGUs
of Yancheng Chunzhu under aroma raw materials
segment had been 3.9 percentage points lower or
2.8 percentage points higher or 9.9 percentage
points lower than management’s estimates at 31
March 2017 respectively, with all other assumptions
remaining unchanged, the Group would not have
recognised an impairment of goodwill.

If the budgeted gross margin, estimated pre-tax
discount rate or forecast and terminal growth rate
used in the value-in-use calculation for the CGUs of
fragrances subgroup under flavours and fragrances
segment had been 1.9 percentage points lower
or 1.1 percentage points higher or 2 percentage
points lower than management’s estimates at 31
March 2017 respectively, with all other assumptions
remaining unchanged, the Group would not have
recognised an impairment of goodwill.

PRC enterprise income tax and deferred taxation

The Group’s subsidiaries that operate in the PRC
is subject to enterprise income tax in the PRC.
Significant judgement is required in determining
the provision for income tax. There are many
transactions and calculations for which the ultimate
determination is uncertain during the ordinary
course of business. Where the final tax outcome of
these matters is different from the amounts that
were initially recorded, such difference will impact
the income tax and deferred tax provision in the
period in which such determination is made.

Deferred tax assets relating to certain temporary
differences and tax losses are recognised when
management considers it's probable that future
taxable profit will be available against which the
temporary differences or tax losses can be utilised.
The outcome of their actual utilisation may be
different.
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5

TURNOVER AND SEGMENT INFORMATION

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

(1) Flavours and fragrances;

(2) Tobacco raw materials;

(3) Aroma raw materials; and
(4) 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 the current reporting period, the Group conducted
an internal organisational restructuring. As a result of the
restructuring, the operating segment 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, 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 year have been restated according to the new segment
information.
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5.

TURNOVER AND SEGMENT

INFORMATION

(CONTINUED)

The Executive Directors consider the business from the
operation 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.

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.

Aroma raw materials segment includes research and
development, manufacture and sale of aroma raw
materials products that are extracted from natural
material or generated from chemical processes.

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.
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5

TURNOVER AND SEGMENT

(CONTINUED)

The segment information for the year ended 31 March 2017 is

presented below:

INFORMATION 5,

e MR
(B BEEBES - FiALBIIARETFLIIT)
EXFERIBER (&)

E-TLA=A=t-RLEEZHBE
B25ImT :

Year ended 31 March 2017
HZ-Z-t§=fA=1-HLEE

Flavours Tobacco Aroma  Innovative

and raw raw tobacco
fragrances ~ materials  materials products Others Total

HE
BB EREH ERH EEHR Htt @t
Total turnover FeloE 4 2,105,715 712,010 445,184 271,039 1,717 3,535,665
Inter-segment sales PEEHE (40,981) (6,029) (5,734) (27) - (52,771)
Segment turnover - net DEfE R — FE 2,064,734 705,981 439,450 271,012 1,717 3,482,894
Segment result PHEE 1,205,063 256,053 70,870 (110,984) (81,480) 1,339,522
Finance income BISIA 57,140
Finance costs MERA (4,793)
Finance income - net MW — 58 52,347
Share of profit of associates FEfhEE ARl &R 17,243
Profit before income tax Sl 1,409,112
Income tax expense FEH (294,573)
Profit for the year AEERA 1,114,539
Depreciation nE 38,873 79,518 11,269 5,666 288 135,614
Amortisation B 23,848 7,568 17,019 31,555 576 80,566

As at 31 March 2017

RZE-+t&=A=1-H

Flavours Tobacco Aroma Innovative

and raw raw tobacco
fragrances ~ materials  materials products Others Total

R
BB BRRH ERH BEHR Hit @t
Segment assets NEBE 5,580,878 1,956,731 589,854 310,422 3,059,866 11,497,751
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5. TURNOVER AND SEGMENT INFORMATION 5 #&%:mpoiEs (&)
(CONTINUED)
The segment information for the year ended 31 March 2016 is HEZZ—AR"F=A=1T—HLEFEZHHE
presented below: K250
Year ended 31 March 2016 (Restated)
HEZZ—AF-A=T—HLEE (K87))
Flavours Tobacco Aroma Innovative
and raw raw tobacco
fragrances materials materials products Others Total
A
B 1B R BR# BEEZM Hith @it
Total turnover BEXE 2,275,430 631,044 286,445 73,309 12,671 3,278,899
Inter-segment sales AEEEE (73,060) (1,258) (3,273) < (872) (78,463)
Segment turnover - net PEEE - 58 2,202,370 629,786 283,172 73,309 11,799 3,200,436
Segment result PREE 1,345,381 218,766 48,229 (88,232) (99,912) 1,424,232
Finance income TN 70,045
Finance costs BERA (10,232)
Finance income - net B — 348 59,813
Share of profit of associates FE(RBE RN R R SRR
and a jointly controlled entity ~ E& 2 A7 9,286
Profit before income tax BRI B 1,493,331
Income tax expense PSR (297,686)
Profit for the year KEERA 1,195,645
Depreciation wE 37,717 82,679 8,027 1,541 272 130,236
Amortisation B 25,392 6,357 7,299 10,336 295 49,679
As at 31 March 2016 (Restated)
RZE—RF=A=1—H (B5)
Flavours Tobacco Aroma Innovative
and raw raw tobacco
fragrances materials materials products Others Total
Fig
B ERER BR# BEHG Hify R

=5
Dmklr
it

Segment assets 4,373,706 2,069,909 677,892 375,651 2,157,061 9,654,219
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5

TURNOVER AND SEGMENT
(CONTINUED)

Segment result represents the profit earned by each segment
without inclusion of unallocated corporate expenses, finance

INFORMATION

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 31 March 2017 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 the single largest external
customer for the year ended 31 March 2017 amounted to 15%
(2016: 18%) of the Group’s total revenue. These revenues are
attributable to flavours and fragrances segment.

5
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RE MR R M
(All amounts in RMB thousands unless otherwise stated) (B REHEBPEEI  FTESEHUARETTIIR)
PROPERTY, PLANT AND EQUIPMENT 6. W HERXE
Furniture,
Plant and Motor fixtures and Leasehold Construction
Note Buildings  machinery vehicles  equipment improvements in progress  Others Total
G B
liF3 BF BERRE RE EL HE%E  HRIE 0] @it
At 1 April 2015 (Restated) R=F-EEMA-H (KEF)
Cost KA 628,212 695,480 71,844 161,956 21,774 111,622 - 1,690,888
Accumulated depreciation  Z3fHfE (175775 (256,788)  (46,076)  (87,505) (11,465) = - (577,609
Net book amount SHEE 452,437 438,692 25,768 74,451 10,309 111,622 - 1113279
Year ended 31 March 2016  HZ-F-~EZA=t-BLEE
(Restated) (&5
Net book amount at 1 April R A—BREFE 452,437 438,692 25,768 74,451 10,309 111,622 113
Additions E 4876 6,076 3,531 10,257 8,550 46,770 2,954 83,014
Transfers gj 44,266 51,229 13 2,629 29,048 (127,185) - -
Acquisition of equity interest in B B &M 7 fhiE
Yancheng Chunzhu 9,592 14,844 473 1,422 - 3113 - 29,444
Acquisition of equity interest in JEEVMR 2 g
VMR - - 90 2,621 3,928 - - 6,639
Disposals HeE 30 - (1,697) (227) (379 - (364) - (2,667)
Provisions for impairment FERE 23 - (12,268) - - - - - (12,268)
Depreciation TE 23 (32,304) (67,89) (7,933) (16,263) (5,717) - (123) (130,236)
Currency translation differences E%#E 24 165 169 19 56 1) 2,148 (1) 2,535
Net book amount at 31 March R=A=1t-BEEEE 479,032 429,149 21,734 74,794 46,097 36,104 2830 1,089,740
At 31 March 2016 (Restated) W=B-xF=F=1-A (KE5)
Cost A 690,958 761,766 76,003 182,427 67,397 36,104 2953 1,817,608
Accumulated depreciation Zithe (11,9260 (332,617) (54,269)  (107,633) (21,300) - (123)  (727,868)
Net book amount BEFE 479,032 429,149 21,734 74,794 46,097 36,104 2830 1,089,740
Year ended 31 March 2017  EZ-E-tE=fA=t-HLEE
Net book amount at 1 Aprl  REA—BEREFE 479,032 429,149 21,734 74,794 46,097 36,104 2,830 1,089,740
Additions RE 5,246 505 4,899 12,291 6,073 16,231 - 45,245
Transfers &t 14,849 15,564 - 3,420 189 (34,972) - (950)
Disposals e 30 (556) (2,106) (551) (1,498) (65) - - (4,776)
Provisions for impairment HERE 3 . (956) . (1,812) . . (2,768)
Depreciation Vi 23 (33,688) (65,867) (7,300) (17,779) (10,685) - (295)  (135,614)
Currency translation differences ¥ HREZE 356 3,873 1 262 215 28 - 4,745
Net book amount at 31 March R=A=+—-BEEEFE 465,239 380,162 18,793 69,678 41,824 17,391 2,535 995,622
At 31 March 2017 RZE-t§=f=1-H
Cost KA 709,793 778,819 11,442 190,703 74,307 17,391 2,953 1,851,468
Accumulated depreciation 28 (244,554)  (398,717) (58,649)  (121,025) (32,483) - (418)  (855,846)
Net book amount KHFE 465,239 380,162 18,793 69,678 41,824 17,391 2,535 995,622
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6.

(BR=BHEBE

FBESBEANARETTIR)

PROPERTY, PLANT AND EQUIPMENT 6. Y% #ERH%E (E)
(CONTINUED)
Depreciation was recorded in the following categories: WERNTOEXL Y -
Year ended 31 March
BE=A=1+—HLEE
Note 2017 2016
P& —2—tF =
(Restated)
(&%)
Manufacturing overheads SLEE A 71,381 65,705
Selling and marketing expenses HERERRX 1,947 1,967
Administrative expenses THER 62,286 62,564
Total depreciation eE®sE 23 135,614 130,236
LAND USE RIGHTS 7. TiufEAEE

The Group's interests in land use rights represent prepaid
operating lease payments and their net book amounts are

analysed as follows:

AEERLERAENESSBNEERS -
HREFESTWT :

As at 31 March

R=A=+—H
2017 2016
—E—+tF —E—RF
(Restated)
(&%)
Outside Hong Kong, held on: EBRABRIMZATFERA :
Leases between 10 and 50 years 102 50F ML) 150,713 154,724
Year ended 31 March
BE=A=+—ALEE
Note 2017 2016
BT —EB—+tF ZEE=NEE
(Restated)
(&E5)
At 1 April RmA—H 154,724 153,713
Additions NE 420 633
Acquisition of equity interest in st B B 3k AT 2 AR
Yancheng Chunzhu - 4,767
Amortisation B 23 (5,538) (5,171)
Currency translation differences e 1,107 782
At 31 March REFZ=9—18 150,713 154,724
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SABBREM
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8. INTANGIBLE ASSETS 8. H\/EEE
Non-
Trademarks ~ Customer competition  Computer Product  Domain
Goodwill and licenses relationships agreement  software  Patents  design  name Total
BE BERNTE  EFRE EREHE  EhEE B ER¥kt BLTA &3t
Note
iz (@) (b)
At 1 April 2015 (Restated) R=Z-25MA-R (£E5)
Cost i 2,166,737 108,021 219,569 3,880 3018 18457 - - 251974
Accumulated amortisation Zirii . (334100 (169,942) (2,994) (2,275 (16,145) - - (224766)
Net book amount e 2,166,737 74,611 49,627 886 803 2312 - - 2294976
Year ended 31 March 2016 BECS-REZR=T-ALEE
(Restated) (E3)
Net book amount at 1 April RUA-BREFE 2,166,737 74611 49,627 886 803 2312 - - 2294976
Additions HE = = = = 934 5,083 = = 6,017
Acquisition of equity interest in WEERA RE
Yancheng Chunzhu 66,730 70,000 27,000 - - 4500 - - 188,230
Acquisition of equity interest in VMR~ VMR i 45,365 100,650 - - 1982 - T1430 42008 261635
Amortisation BH PE] - (9,29) (24.326) (220) (1110 (007 (4762  (,787) (44,508)
Currency translation differences ERAEES 7,169 2393 1,861 1 (10) 1 (1) (6) 11,408
Net book amount at 31 March R=R=t-AREFE 2,286,001 238358 54,162 667 259 29889 66,667 39415 2717758
At 31 March 2016 (Restated) R=Z-xE=R=1-A (£E3))
Cost A 2,286,001 218,672 28429 3,880 9177 48042 1429 43634 2,989,264
Accumulated amortisation ZiEy = (40,314)  (194,267) (3213 (6578)  (18,153)  (4762)  (4219)  (271,506)
Net book amount FESE 2,286,001 238,358 54,162 667 2599 29889 66667 39415 2717758
Year ended 31 March 2017 BE-R-tEZA=t-OLEE
Net book amount at 1 April REA-RERFE 2,286,001 238,358 54,162 667 2599 29889 66,667 39415 2,717,758
Additions AE - - - - 2,946 1,415 - M 4513
Transfers & - - - - 950 - - - 950
Amortisation 24 P} - (15,559) (27,321) (221) @a0) (6111 (14280  (9,114) (75,028)
Provision for impairment HEAE B (2,10 - - - - - - - (22,110)
Disposal RERY - - - - - (54) - - (54)
Currency translation differences EhnEEE 1312 5,712 2,69 (1) 10 1 6646 3885 3,167
Net book amount at 31 March R=A=+-REEHE 2206413 1851 295 5 4095 25101 59001 34398 2,657,656
At 31 March 2017 R-Z-tEZf=1-R
Cost R 2,276,413 287,166 256,261 3,876 13430 49405 75892 46424 3,008,867
Accumulated amortisation it - (58,655)  (226,735) (3.431) (9.235)  (24.264) (16,865  (12,026)  (351.211)
Net book amount BEFE 2,276,413 228511 29,526 445 4195 25141 59,027 34398 2,657,656
Amortisation is included in administrative expenses in the B EERANRENTRERRA -
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8. INTANGIBLE ASSETS (CONTINUED)

(a)

Goodwill is mainly attributable to the anticipated
profitability of operations, the anticipated future
operating synergies and enlarged market share. Goodwill
arising from prior year is allocated to the Group's CGUs
identified within the operating segment.

The goodwill is allocated in operating segments as

(BR=BHEBE

8.

e P RAR M

FBESBEANARETTIR)

BREE (&)

(a)

BEIZHELEBNEMBMANRR -
T8 HA RO R SRS 2 1 [R) P AN K RO T 35
MEBRTE - AKBZEBEIEREBEER
BoHOEEZEREELEN

BHERBEENHBOIENHEZ5 10

follows: T 8
As at 31 March
R=A=t+-A
2017 2016 (Restated)
= Z2-RE (EE7))
Flavours  Tobacco Aroma Innovative Flavours Tobacco Aroma  Innovative
and raw raw tobacco and raw raw tobacco
fragrances  materials  materials  products Total  fragrances  materials  materials  products Total
g i
&% ERRA ERA  EEEG st B ERRH BRE  EEEE @t
Goodwill BE 1,241,561 942,633 66,730 25,489 2,276,413 1,231,273 942,633 66,730 45365 2,286,001

The recoverable amount of a CGU is determined based
on value-in-use calculations. These calculations use pre-
tax cash flow projections based on financial budgets
prepared by management covering a five-year period.
Cash flows beyond the five-year period are extrapolated
using the estimated terminal growth rates below. The
terminal growth rate does not exceed the long-term
average growth rate for the businesses in which the CGU
operates. The discount rates used are pre-tax and reflect
specific risks relating to the relevant segments or entities
as below. Management determined budgeted gross
margin based on past performance and their expectations
for the market development.

BERCELEMOA KL SETIARE
REEFE - DARAFEEREEE
EHENAFIMMEAE M B 2K
RMIMRAECREFE - -BAOLFHD
RenEERNEKEFERERIR
T ZKBEFREETEBEREE
EBEUzEZBOMEENRAFIEREER
Ko FIRMZENEQBATEN XL KRR
THREESBZRHERR - EEER
BEBENEEMEEMISERN AR
ETARTERE -
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8. INTANGIBLE ASSETS (CONTINUED)
(a) (Continued)

The key assumptions used for value-in-use calculations
are as follows:

(BABEBEIN  AESBRAUARETTIIR)

8. B|IEE (E
@ (&)
EREEHNEBRRMOT :

As at 31 March

RER=1-A
2017 2016 (Restated)
Ig-tF ZRRE (887
Flavours Tobacco Aroma Innovative Flavours Tobacco Aroma Innovative
and raw raw tobacco and raw raw tobacco
fragrances materials materials products fragrances materials materials products
ifid i
BB ERRA BRH EEET A ERRH ERH EESR
Terminal Growth rate KEEERE 0%~3% 3%~5% 3% 3% 3%~5% 3% 3% 3%
Discount rate BHx 14.6%~20.2% 16.2%~17.3%  15.1%~20.3% 175%  15%-~16.4% 17.1% 20.5% 17.5%

These assumptions have been used for the analysis of
each CGU within the operating segment.

Based on the assessment of the cash flow projections of
the various CGUs, the Directors recognised impairment
charge of goodwill amounting to RMB22,710,000 for the
CGU of VMR for the year ended 31 March 2017 (2016:
nil).

(b) Trademarks represent Peacock, Xinghu, Samshiang,
Chunzhu, V2, V2PRO and Vapour2 trademarks.

HRJREAAREED BN ERE
ELBMMDONA -

EFEBEZEARESEEBMHIE S RER
190 esmes =y as = B SapEEHees
B AEEZEFHRATHLEERR
¥ ZVMRE © EA BN HNEERE
A AR#22 710,000 (ZF — /N ¢
&) o

(b) BEEZTEAE - EH HELE &
V2 ~ V2PRO - Vapour2 f&ig1Z o
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©).

INVESTMENTS IN ASSOCIATES

The Group has interests in five and two individually immaterial
associates as at 31 March 2017 and 2016 respectively. 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
associates is as follows:

At 1 April REA—H

Share of profit of associates FEfG B & A R AT

Acquisition of Yunnan Hongta W E R AT S E B AL %
Blue Eagle Paper Co. Ltd BERAR ([AHERE])
(“Hongta Blue Eagle”)

Transfer %

Dividends received or receivable FIRRE
Acquisition of Yancheng Chunzhu Y B8 3 FAT 2 RS

Acquisition of Beijing gt REEYFREL
Yunji Wuyu Technology RHBRAR (EEWF])
Co., LTD ("Yunji Wuyu")

Transfer to investments in IE B I 14
subsidiaries upon gaining HEAEMTHREE A ARER

control over Yancheng Chunzhu RlEENGT

9

e P RAR M

(BRABEREN - AESBEHUARETTIR)

REE QT 2 RE
RZF—tFRZF-AF=ZA=+—HB &
8 55 B R T {1 K R 8 9 3F 81 Bl A RO Bt 8
AR o TRA/NEENZEHE AR
RARENZSEHEARBEREN SR
BB DT

REERBNEEREZESHHTOT

Year ended 31 March
BE=A=1+—BHLEE

Note 2017 2016
(Restated)

(&5 &E751))

281,319 180,434

17,243 9,339

- 101,658

10 58,297 _
(7,753) (8,801)

- 84,000

(b) 30,000 N
- (85,311)

At 31 March N=JE =-—[E

379,106 281,319
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O

(a)

(BABEBEIN  AESBRAUARETTIIR)

INVESTMENTS IN ASSOCIATES (CONTINUED) 9. NMREEQATZRE (&)
As at 31 March 2017, the Group had interests in the (@ MZEBE—+tHE=A=+—HB '  xEER
following associates: IATHE AR AR
% of
Country of ownership
Name incorporation Interests  Principal activities
8 AMRVER —EERESL ETEXER
Guizhou Huangguoshu Golden Leaf Technology PRC 40%  Pre-operating
Co., Ltd. ( “Huangguoshu Golden Leaf" ) HE EEFRET
BMNEREEMEARAR ([FEREERE])
Hongta Blue Eagle PRC 25.1%  Manufacture and sales of cigarette
ATIREEE I paper and auxiliary products
EEMHEEBERE XA R
Yunji Wuyu PRC 20%  Provide software development
EEYF A service and sale of self-developed
software and electronic products
PRI 5 B AR S sH E B TR %
ZEHEREFER
Hunan Golden Leaf Reconstituted Tobacco PRC 10%  Produce and sell reconstituted
Leaves Co., Ltd AR tobacco leaves
HEeEEE R EREEAT] HEENHEEREER
Yunnan Ruisheng Tobacco Technology PRC 6.72%  Research, develop, produce and sell
Group Co., Ltd. R flavours and additives

(b)

EmmAEERN (RE) BRAF

In May 2016, the Group purchased 20% of the
equity interest in Yunji Wuyu for a consideration of

RMB30,000,000.

e AEMBEERER LRIA

b) EER-_ZFT—F"FRANUARKE
30,000,0007T Uy B = & ¥) F20% 2 %

-
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10. AVAILABLE-FOR-SALE FINANCIAL ASSETS 10. IJHHEESHMEE

Year ended 31 March
BE=A=1+—HLFE

Note 2017 2016

B 5T —E—tF b T N

(Restated)

(& E5)

At 1 April WEA—H 323,388 178,392

Additions for the year REEIZIN (@) 1,055,204 190,675

Disposal for the year ANFE kA (1,059,000) (36,929)

Transfer iy 9 (58,297) -

Fair value change NABEEED 18(a) (39,982) (10,394)

Currency translation differences BRI = 5,625 1,644

At 31 March el = G -— 8 226,938 323,388
Available-for-sale financial assets include; A ECHmEERE

As at 31 March

R=A=+—H
Note 2017 2016
B = —E—+tF = N
(Restated)
(=sE5)
Non-current assets: IERBEE :
Unlisted equity investments RABERIEEMERZE
in the PRC: at fair value NPT (b) 13,345 99,438
Unlisted equity investments RUABSIRFE ETEREE
in Israel: at fair value NAE (b) 102,593 85,950
115,938 185,388
Current assets: MBEE :
Wealth management products BEEEESR (a) 111,000 138,000

Total #a5 226,938 323,388
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10. AVAILABLE-FOR-SALE FINANCIAL ASSETS
(CONTINUED)

(a)

Additions for the year represents investments
in technology innovation sector amounting to
RMB24,204,000; and investment in wealth management
products amounting to RMB1,031,000,000. The additions
included the reinvestment of the wealth management
product after its maturity. There was no single transaction
of investment in wealth management product excess the
amount of RMB500 million.

Wealth management products represent financial
products issued by commercial banks in PRC. These
products are principal protected and with non-guaranteed
return, the terms ranging from one day to three months.

The carrying amount approximated the fair value. The
fair values are based on cash flow discounted using the
excepted return based on management judgment and are
of level 3 within the fair value hierarchy.

(BRBBHEAEI - I LBHUAREFLIIR)
10. AIHHESMEE (&)

(a)

REEFESRREATESHRERAAR
#524,204,0007T i LARISERITIRIE
o A R #1,031,000,0007T © # i &
BRTEVEREHIIGER ZBIRE -
RBITEMERBRELSBE—NRZ I
BARESET -

RITEMEMAATEAMBITERZ
MEEEEM SLEMRRAZIK
sEM AREEHELRE  TRE
friliss - BB EIAR A —RE=E
H o

RITEMERNAAEEEKEEN
o RABERBELRRE 2 HEAEY
CzrRRASRAE  ABRAAE
BEERZE=ZE -
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10. AVAILABLE-FOR-SALE FINANCIAL ASSETS

(CONTINUED)

(b)

(BR=BHEBE

The fair value of unlisted equity investments are based
on market comparable companies with the following

unobservable inputs used.

10.

e P BHmRME

BB UARETILIIR)
AHEESMEE (&)

(b) FELMEBREZAARBIRENSE
AL NRIN ARG ABMERE -

Fair value as at 31 March Average
Unlisted R=AZt-HZARE Valuation Unobservable FHE
equity interest 2017 2016 techniques inputs 2017 2016
FLEmEs ZE-tF ZE-RE & THREBAE “E—t% “E-K%
Tobacco, flavours and Market comparable
fragrances industry companies  Price to sales ratio n/a
BERERTE - 89,438 TiHLEAIHEZ AT RREE WL TEAR 2.9
Discount for lack
of marketability n/a
Bz nEtiTE TEA 20%
Price to book ratio n/a
mix TER 29
Private equity fund
investment Net asset value n/a n/a n/a
LEES 115,938 95,950 BEFE TER TER NEH
Available-for-sale financial assets are denominated in the AHESHEENTIEBSEYR
following currencies:
As at 31 March
R=A=+—H
2017 2016
—ZE—tHF —T—RF
(Restated)
(58 5E751)
RMB AR 124,345 237,438
usD =T 102,593 85,950
226,938 323,388

None of these financial assets is impaired.

REERMEECHE °



162

Huabao International Holdings Limited #EEMRZERER AT

Notes to the Consolidated Financial Statements

g

IS ERAR M RE

(All amounts in RMB thousands unless otherwise stated)

11.

DEFERRED INCOME TAX ASSETS/LIABILITIES

The movements in the deferred income tax are as follows:

Deferred income tax assets

(BABEBEIN  AESBRAUARETTIIR)

11.

BEFEREE Ak
EEFSHEB T :

Deferred income tax liabilities

BEfBHEE BEFEHER
Withholding
income tax
on dividends
Valuation  expected to
Unrealised surplus of ~ 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
SERf
SER RPEERY
AEEE BRI AARHELN
FEEMEER BBREY REFELZ
g RERER  UERER Bt Ay  HENER  REFEH &t
At 1 April 2015 (Restated) R-Z-RFMA-H (BE5) 51,639 - - | 51639 52,180 SEE 57512
Acquisition of equity interest in Wesss A1 2 g
Yancheng Chunzhu - - - - 18,865 - | 18865
Recognised in other REH2 ERERED
comprehensive income 18 - - - - (3,157) - (3,157)
Recognised in the income statement  FME#ZHER 26 7174 585 1845 | 14,844 1942 (5483) | (3,541)
Currency translation differences ~ EH#HEZE - - - - 1,270 151 1,42
At 31 March 2016 (Restated) RZB-"¥=A=1-H (F=3) 58,813 585 1845 | 66,483 71,100 - | 100
Recognised in other REM2ENERD
comprehensive income 18 - - - - (16,268) - | (16,268)
Recognised in the income statement  PMBHKER 26 (4,659) 1,317 3,603 261 (18,329) 18,047 (282)
Currency translation differences % HEEE - - - - 1,75 - 1787
At 31 March 2017 RZZ-+#=A=1-H 54,154 1142 5,448 66,744 38,260 18,047 56,307

Deferred income tax assets are recognised for temporary
differences arising from unrealised profits from intra-group
sales, and calculated under the liability method using the tax
rate which are enacted or substantively enacted by the balance
sheet date.

SENARFEEEMELNREANRERAF
ERAELEMEREE - HSBUBBEERRE
HRCAMKCEEEMHORERGFEERMEE
BANERE ©



2016-2017 Annual Report %3 163

Notes to the Consolidated Financial Statements

(All amounts in RMB thousands unless otherwise stated)

11.

DEFERRED INCOME TAX ASSETS/LIABILITIES
(CONTINUED)

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;
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 31 March 2017, deferred income tax liabilities of
RMB327,717,000 (2016: RMB286,196,000) have not been
recognised for the withholding tax that would otherwise
be payable on the undistributed profits approximately
RMB6,539,449,000 (2016: RMB5,714,691,000) retained by
certain PRC subsidiaries.

e P RAR M

(BRRBEHEAEIN - ASEOUARETTIIR)
1. EEFRBHREE &E (&)

BLEMEHRAETI RN AR R WES S GHH B
NEIFFEHZYE  HE Rk LHER
B BREENAHRLIESREENTHA
7 BVEENER AAAEFERRE
AABRBNEREENAAEEYTESL - &
S B A IR A SZ 9 22 B TR HRRE H 3R S
BB FTEL Z FRLRFA ST ©

REEEARKKARER_ZFTELF=ZA+X
HEBNTREERMEE  A-_TEN\F—
A—Ri PEEGXAIIHRELED KK
B BRI0%ZHEBWMER - RS
REEGRNRBHE  HPEEERFER
BREDKKE  IZAREFNHES%E
Y o BRZ5% W E R K I IF B BES - MTLA
FRABRIEVNRARLEFTERBWE - &
RABEFEFRAERRLETEAEMNB AR A
MEZERETERBENERE AR - At
BB HAETDREHELEEZ &I
5%H10%H) B EGE - RARES KRR
AAREE BB ERFHENE QR 2K
BERER e

R-FE—t+tF=ZA=+—H XEELXRH
ETHRERKEMNBRARAZADRAFNHOAR
#6,539,449,000T (Z T — N F: AR
5,714,691,0007T) B T X {4 09 T8 2 AT 15 Bl 1
RELEFTSHARGBARE327,717,0007T (=
T —RF : AR¥286,196,0007T) °
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11.

DEFERRED INCOME TAX ASSETS/LIABILITIES

(CONTINUED)

The analysis of deferred income tax assets and deferred income

tax liabilities is as follows:

(B2 BEHEAEIN  ASEOUARETTIIR)
N. BERSHEE &E (K)

BEFFSHEERBBNOMAT

As at 31 March

R=A=+—H
2017 2016
—E—+F ZE-RE
(Restated)
(m=5)
Deferred income tax assets: BREABHERE
— 10 be recovered after more than 12 months — E+ =B B E D 7,142 5,825
- to be recovered within 12 months — £+ =8 Rk E D 59,602 60,658
66,744 66,483
Deferred income tax liabilities: BEFGHREaRE
- to become payable after more than 12 months  — /BB + — (8 B & & A E 26D 50,470 63,116
- to become payable within 12 months — &t _EAREARENEH 5,837 7,984
56,307 71,100
12. INVENTORIES 12. 78
As at 31 March
R=A=+—AH
2017 2016
—E—tF —T—RE
(Restated)
(g&&7)
At cost: B
Raw materials B 317,147 543,811
Work in progress RS 202,365 11,352
Finished goods BIRK 173,978 139,788
693,490 694,951

For the year ended 31 March 2017, the cost of inventories
recognised as expense and included in cost of goods sold
and administrative expenses amounted to approximately
RMB1,034,727,000 (2016: RMB796,320,000).

The Group recognised provision for impairment of
approximately RMB7,014,000 (2016: nil) in respect of the
losses on obsolete inventories.

HE-_T—+HF=A=+—RHIFEEZ2HFEX
AERBERALG AHERARITHE A
T A A ARB1,034,727,0000T (= F —
F: AR#¥796,320,0007T) °

7N

AEERREFERAEMERREREOBA
R%7,014,0007C (ZZ—"F : &) °
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13. TRADE AND OTHER RECEIVABLES 13. ESZRHEHMEWRKIE
As at 31 March
R=A=+—H
Note 2017 2016
B 5T —E—+tF —E—RF
(Restated)
(& E5)
Trade receivables 2 5 e sa (a) 1,049,955 829,041
Less: Provision for impairment of & : EURIERERE
receivables (14,558) (11,468)
Trade receivables — net oW — R5E 1,035,397 817,573
Notes receivable EWEE 180,758 160,523
Prepayments and other receivables &1t 718 & H b f& U FI8E 190,266 193,256
Advances to staff B T#H 5,740 12,544
Others Hih 13,366 16,559
1,425,527 1,200,455

Except for prepayment of RMB28,229,000 (2016:
RMB36,686,000), trade and other receivables are financial
assets categorised under “loans and receivables”. All trade and
other receivables are either recoverable within one year or on
demand. Accordingly, the fair values of the trade and other
receivables approximate their carrying amounts.

(@) The credit period generally granted to customers ranges
from 0 to 180 days. At 31 March 2017 and 2016,
the ageing analysis of the trade receivables (including
amounts due from related parties which are trade in
nature) based on invoice date was as follows:

0 - 90 days 0Z£90H

91 - 180 days 912180H
181 - 360 days 181£2360H
Over 360 days 360A A

B 78 1+ BR 3 A R #28,229,0007T (=& — <
F : AR#¥36,686,0007T) 9) » BH REAME
W EA[BEXMEKRZKIE]l - IEES
REMBRFIBIIR —F NSRBI EE -
WE S REMBKGIERABEEQARBERS °

(@) BTEFPHM{EEH —MKA/OE180AH -
R_E—+ER TR F=A=+—
H BSRKEZE (REABATHNE
SEBGRIE) REZRZEABNERD T
mr

As at 31 March

R=A=+—A8
2017 2016
—E—tF BT
(Restated)
(E=7)
934,268 724,288
77,758 46,277
15,899 34,832
22,030 23,644

1,049,955 829,041
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13. TRADE AND OTHER RECEIVABLES (CONTINUED)

(a)

(Continued)

As at 31 March 2017, unbilled trade receivables of
RMB449,225,000 (2016: RMB309,796,000) was categorised
in the aging of 0-90 days.

After considering the credit period, trade receivables are
assessed for impairment. As at 31 March 2017, trade
receivables of RMB33,605,000 (2016: RMB56,780,000)
were past due but not impaired. These relate to a
number of independent customers with no recent history
of default. The ageing analysis of these trade receivables
is as follows:

(B2 HEAEIN - FIELEHUAARETTHR)
13. ESREMEWFIE (E)

(a)

(%8)
R—_ZE—+E=A=+—8 " KBAHZE
2B 5 R A AR ¥EA449,225,0007T
(ZZ—"F : AR¥309,796,0007T)
EEIEE0-90 B RER A °

EREBMmE  BEEESERFIEEITR
BFfb R=F—tF=A=+—8"
E 5 el 58 A R#33,605,0007T (=
T —NF : AR#56,780,0005T) &E
BHEWERE - WERBESRZER
SR EREHENBIRP - tF
B 5 WK a8 HARRE AT a0 T

As at 31 March

R=H=+—AH
2017 2016
—E—tF ZT—RE
(Restated)
(feE51)
Past due up to 90 days BEAZ90H 29,880 38,725
Past due over 90 days A A E90H 3,725 18,055
33,605 56,780

As at 31 March 2017, trade receivables of RMB22,030,000
(2016: RMB23,644,000) were impaired with RMB 14,558,000
(2016: RMB11,468,000) provision made. The individually
impaired receivables mainly relate to customers which
had ceased business with the Group and were not in a
position to repay. These receivables are all aged over one
year.

R_ZT—+t&E=H=+—H BEH5E
W A R #22,030,0000T (= & — 5~
£ AR #23,644,0007T) B AR
14,558,000 (= F — " F: AR
11,468,0007T) ZE R B R #E & o 1B B
BENERFIEEZRAEEBKIEAE
AR REERENNEE o Ll FERGK
THERERII BB —F ©
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13. TRADE AND OTHER RECEIVABLES (CONTINUED)

(a)

(Continued)

The carrying amounts of the Group’s trade receivables
(including amounts due from related parties which
are trade in nature) are denominated in the following
currencies:

e P RAR M

(BRABEREN - AESBEHUARETTIR)

13. E5
(a)

REMmBYRRE (&)
(&)

AR E M E 5K R A (215
B AL E 5 REUGRIR) LTS A
B

As at 31 March

R=A=+—-H
2017 2016
—T—tfF “ENEF
(Restated)
(i=&7)
RMB ARK 1,027,952 797,739
usb ¥ 21,604 31,224
HKD VoL 399 78
1,049,955 829,041

Movements of the provision for impairment of trade
receivables were as follows:

B o RGO ERENZERINT

Year ended 31 March
BE=A=1+—HLFE

Note 2017 2016

Wiz —¥-—tf  —F-AF

(Restated)

(&xE5)

At 1 April AP A—H 11,468 5,579
Provision for impairment B 5 B GRERE

on trade receivables 23 6,514 6,445

Trade receivables written off T G FR SR AR U A
during the year as uncollectible B 5 WK (3,424) (556)
At 31 March i = B =-—18 14,558 11,468

The creation and release of provision for impaired
receivables have been included in “administrative
expenses” in the consolidated income statement.
Amounts charged to the allowance account are generally
written off when there is no expectation of recovering
additional cash.

The other classes within trade and other receivables do
not contain impaired assets.

The maximum exposure to credit risk at the reporting
date is the carrying amount of each class of receivables
mentioned above. The Group does not hold any collateral
as security.

HERERKABENRIMNELEE
REGERERT [TTHREA] A - 5tA
BERPHOBE -—RIERBEEK
B FR N & B A

BHREMEUHRANEMBERLE S
ZEREEE °

EREAY  FERRNSZSARAE
AL EERKKRNREE - NEE
TRAEAERBERNERR
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14.

15.

FINANCIAL ASSETS AT FAIR VALUE THROUGH
PROFIT OR LOSS

(Bx
14.

Listed equity securities, PRC, at market ERAES - PEIARE
value, denominated in RMB BEHEIARESE

SHEEREIN  FESBEIUAARETTIIR)

URAREBEETEEEHSBHTABREN
THEE

As at 31 March

R=A=+—-H
2017 2016
—E—+tF —E-RF
(Restated)
(K=7)

- 190,938

Changes in fair values of financial assets at fair value through
profit or loss and gain or loss on disposal of financial assets at
fair value through profit or loss are recorded in “other income
and other gains — net” in the consolidated income statement
(Note 22).

The fair values of all equity securities are based on their current
bid prices in an active market, and they are categorised within
level 1 of fair value hierarchy.

BEARESBERIECHBEEEZ ARE
BE AL EBERZ [EMRA REALK
@ — FF A (FE22) °

ERBRABE S Z AR ETIZERAFREETS
MEANE BEAABEBETERE—E -

il

CASH AND BANK BALANCES 15. RITREFRE

As at 31 March

IN=JEl =F=2
Note 2017 2016
ih=s —E—+tF —E—RF
(Restated)
(eE75)
Restricted bank balance ZRFIIRE (a) - 97,599
Short-term time deposits SRR ENER (b) 724,148 183,754
Cash and cash equivalents Re RIVEEFY 4,177,807 2,653,110
4,901,955 2,934,463

(@) As at 31 March 2016, restricted bank balance included
the consideration payable for acquiring 25.1% equity
interest in Hongta Blue Eagle (Note 9), which has been
paid during current year.

(b)  The original maturity of time deposits was six month or
above with average annual interest rate of 1.8% (2016:
2.1%). The fair values of the short-term time deposits
approximate their carrying amounts. None of the deposits
is either past due or impaired.

(@ RZEBE—RE=A=+—80 ZR4H=\
SEETIMBEE2S 1 %AIEEBRND
ZHE (M5E9) - ZERHEDRAER
XA o

(b) %Eﬁﬂiﬁﬂﬁ?xﬁ’]ﬁ@lﬁﬁEIJ'bdeH&L‘A
EREFHERFNEXR18E (=

—R"F:218) BHESES EEETE
BRARERE - MEFREHZRE
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(All amounts in RMB thousands unless otherwise stated) (BrBBEHEPEI  TESBEHIUARETITIIR)
15. CASH AND BANK BALANCES (CONTINUED) 15. |MITREFRE (&
Cash and bank balances are denominated in the following RITREEFERES U T E®E SRR
currencies:
As at 31 March
R=ZA=+—H
2017 2016
—E—tF —T—RE
(Restated)
(E7))
RMB AR 3,570,446 2,085,142
usb = 862,575 490,899
HKD ot 465,581 353,234
EUR and others BT R H Atb 3,353 5,188
4,901,955 2,934,463
As at 31 March 2017, the Group's and the Company’s RZZE—+tF=A=+—8B KEBKKATF
maximum exposure to credit risk of cash and bank balances is HENEBRTREFESNZSEERR T

16.

their carrying amounts.

SHARE CAPITAL

Ordinary shares, issued and fully paid:

At 1 April 2015
(Restated)
Issue of shares upon exercise of

HEEmEE -

16. A
Share capital
Number of B
Note shares RMB’000
LiEss R E AR®T T

EAk BRITRER

R-_ZE—AFIEHA—H
(=&75) 3,104,317,961 318,344
1TIE BB AR AE T B 1T Y TR

share options 17 2,340,000 190
At 31 March 2016 and INEE = RNEEE B =r—

1 April 2016 ER=ZZ—XEMA—H

(Restated) (&) 3,106,657,961 318,534
Issue of shares upon exercise of 1TIE R 22 Eh T 2517 RO FT AR

share awards 17 1,304,915 113

At 31 March 2017

—E—+&=fA=1+—H 3,107,962,876 318,647




170 Huabao International Holdings Limited & EEIZRER LD 7

Notes to the Consolidated Financial Statements

FEMBRERMET
(All amounts in RMB thousands unless otherwise stated) (B REHEBPEEI  FTESEHUARETTIIR)
17. SHARE-BASED PAYMENT 17. ROAREBRNEZA
Movements in the number of shares under share-based RER - ARRMD AEBRE N T RITEARD
payment outstanding during the year are set out below: B ZEEBTRAT ¢
Year ended 31 March
BE=A=1+—HLEE
2017 2016
—E—+tF AN S
Number of Number of
share options share options
Note ("000) ("000)
B EE EnE 2 ¢E!
BisE ("000) ('000)
Share option B % e
1 April R A—H (ai) 15,250 17,590
Exercised & 1k (aii) - (2,340)
Lapsed BRI (a iii) (9,100) =
Deregistered s (aiv) (3,550) =
31 March NEEI=G=E (av) 2,600 15,250
Share award A& 1 228D
1 April REA—8 4,350 L
Exercised E ik (b) (1,305) =
Deregistered B kK&K (b) (3,045) =
Grant bidunt - 4,350
31 March R=B=+—H (b) - 4,350

Total Hat 2,600 19,600

ok
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17. SHARE-BASED PAYMENT (CONTINUED)

(a)

Share option scheme

On 10 October 2006 and 25 October 2006, the Group
granted 97,200,000 and 30,400,000 share options with
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. 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.

(i)  The weighted average exercise prices per share
were HKD5.02 and HKD4.91 as at 1 April 2016 and
2015 respectively.

(i)  The weighted average market share price per share
immediately before the share option exercise date
was HKD8.20 and the weighted average exercise
prices per share are HKD4.22 for the share options
exercised during the year ended 31 March 2016.

(iii)  Share options lapsed was due to resignation of
employees and the expiry of the ten-year share
options. The weighted average exercise price per
share is HKD3.91 for the share option lapsed during
the year ended 31 March 2017.

(iv) On 22 December 2016, the Company issued a
voluntary conditional cash offer (for details please
refer to the circulars dated 22 December 2016)
and the parties who hold 3,550,000 share options
has accepted the offer and agreed to cancel their
outstanding share options. The weighted average
exercise price per share for the deregistered share
options is HKD6.65.

(v) The weighted average exercise prices per share
were HKD6.65 and HKD5.02 as at 31 March 2017
and 2016 respectively.

(BR=BHEBE

e P RAR M

FBESBEANARETTIR)

17. ROBERNZN (&)

(a)

B
RZZEEXNF+A+THEZZEER
F+A-_+HB XEBHIEE
97,200,000 }230,400,0000% && A% # -
THEEAESRBE3 T MEEBH A0
23 THRERERESZ - RR=E
T+F+ATLEH AEESFED
13,900,000 .3,600,0004% & A% # - 17
FEEERBE665TNEEMAY
FE3F TREEER—REF- 5
FHREERENHRATF - AEEHE
FEREBRABEBERNE S HE
fetE - BRENAABERELAS
Black-ScholessF ik B AV FER o

(i) RZE—ARFER_FT—HAFNA
—H - NMEEHTEELRAS
f& B H5.027T kB #4.917T ©

iy BHE-ZZFE—XRFZA=+—8L
FE - ZEBERETFEHZA
MIMEFHETERTREK
8.207T + M 2 171E 2 Mg AR #E 2 1N
T TEERBEA.22TT -

(i) MEREIAUEHNE TEHERKZS

RAetEzEREE S - #HE

—FE=H=+—HI*¥

& KRB BIRE 2 MiEFHT
FEASREBE391TT -

(ivy BB=ZFE—RE+_A=-+_H%
EHBEREAKRERSED (FRLA

ARBBAZZE—A"E+=AZ=
+=HZ#K) , 3,550,0000% i A%
HEBEAECENEZENTIREZSE
BT ZSWEENE
IR HE 2 1T EERTRE
#6.657T °

v) RZZE—+tFER=-_ZT—<F=A

=+—8 ' MEFHITEED R
RENRE6.657T MBEE5.027T °
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17. SHARE-BASED PAYMENT (CONTINUED)

Huabao International Holdings Limited EEERIZERERAD A

(a)

(b)

(BRBBHEAEI - I LBHUAREFLIIR)
17. BBRERNZMN (&)

Share option scheme (Continued) (a) BRE (&)
Share options outstanding as at 31 March 2017 are R=ZF—+tF=F=+—HKRTEERK
analysed as follows: 2 DT
Exercise Number of
price in HKD share options
Grantee per share ("000) Expiry date
TREERY BREHE
€=1. 59 (BREUAFE) KB H
Employees E8 6.65 2,600 16 October 2017

—F—+FFH+RHE

All share options outstanding as at 31 March 2017 and
2016 are currently exercisable.

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 and expensed over
the vesting period. 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. 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 had been
cancelled before 30 November 2016.

As at 31 March 2017, all the exercisable share award had
been exercised by the consultant.

(b)

i e e e oy — s B Sar—
B FTAERITENBRERIRER 17
f# o

%45 52 /&

R—ZZE—RAE+=—A=+H  KAF
EZRBER (RBER] LT
BA349, 71 7TIR BB M AR D T — U B8
i (TEER ) 1A R =K 2 2R
% (THR%)) AR & (ki B 5T K
ORI D EEE) o TR
19 B ELRE H) 2 A LA S2BR I A 19 52 B A
B o FIlt > IRBUAERAABEARE
10,000,000 AT E AR I A FRHAR
S MAREHARESIEIER SR

HE-_Z—X"XFhLhA=+HRH
ARMERBE)  BERBERBES
REXZKOBORBEZAALEBEREA
R #3,000,0007T ° & BT & Ak M AR
B ERERERNERERDA
1,304,9150% - i B8 i 4% 4 7 BR A9 H 64
793,044,802 B RN ER =ZF —
NE+—HA=+H A e

BEER-"ZF—tF=H=+—HAl2
BT B RER A (7 22D -
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17. SHARE-BASED PAYMENT (CONTINUED)

(c)

Share option scheme of VMR

VMR, a non-wholly owned subsidiary of the Group,
operated a share option scheme before it was acquired
by the Group. Under the scheme, options of 80,000
shares were authorised to be issued. All options vest
over a three year period and will 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 year and their related weighted average
exercise prices are set out below:

e P RAR M

(BRBBHEAEI - IELBEHUARETFTIIR)
17. BBRERNZMN (&)

(c)

VMR 2 i IR #E =t &l

£ Bz IEEE W B R RVMRI M A &
B Y 58 AT < BB IR AT B A0 0K T BB AR
£80,000/% - ATEE B 2 BB AR # 53
BEA=F ARATHERENIERA
AF- - BRENAAEBERIELASR
Black-ScholessH AR A fERR ©

REA - RITENBREREZ2EH R
HAARZ i1 EESIRIT

Weighted average

in USD per share

exercise price Number of

share options

INEEFEHITE
Bxrx (B xS A
1 April 2016 A—E—RNFMA—A 28.33 66,094
Lapsed B R (i) 27.45 (27,100)
31 March 2017 REE—rES =T B 28.93 38,994

(i) Share option lapsed was due to resignation of
employees.

(i)  The total amount of compensation recognised for
all options issued for the year ended 31 March
2017 amounted to approximately RMB1,080,000
(2016: RMB683,000). As at 31 March 2017, the
remaining unrecognised compensation cost relates
to the options issued amounted to approximately
RMB3,827,000 (2016: RMB4,071,000).

(i) BREIBEHNE TRER

(il H#z==Z=T—+tFE=A=+—8H
LtFE BEREIZIZOARE
1,080,000 (ZZF—XR<F: AR
#683,0007T) c RZE—tLF=
A=+—8 EERHERERH
CAREREREILOABARE
3,827,000t (ZE—RF: AR
#4,071,0007T) °
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(All amounts in RMB thousands unless otherwise stated) (B3 AIEAEI - MAESEIUARBTITIIR)
17. SHARE-BASED PAYMENT (CONTINUED) 17. ROBEBRNHZMN (F)
(c) Share option scheme of VMR (Continued) (¢) VMRZEBRESTE (&)
Share options outstanding as at 31 March 2017 are R=ZF—+tF=F=+—HKRTEERK
analysed as follows: 2 DT
Exercise
price in USD Number of
Grantee EZEA per share share options Expiry date
TEEER
€=1. 59 BREHE XMEH
Employees E8 21.27 12,000 3 December 2017
S s i
Employees =] 21.27 4,350 14 September 2018
—E-N\FNAATHEHA
Employees B8 96.99 5,000 1 July 2019
—E-NFLH—H
Employees 3= 16.75 17,644 17 December 2020
—E_TF+=A++H
At 31 March 2017 INEEE—rRE= B == 38,994
Out of the total outstanding options, 25,093 share REZZE—tHF=H=+—H ' RTED
options were currently exercisable as at 31 March 2017. FERREE F - 25,0938 85 AR AE AT T DATT

i -
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18. RESERVES 18. f#&
Capital ~ Share-based Currency
Contributed Merger Share Capital  redemption compensation  translation Other
Note surplus reserve  premium reserve reserve reserve reserve  reserves Total
HRGRER

e REBH  GHRRE  ROEE  KARR BARERE OHEBRE EWEERR  RpGR &t

At 1 April 2015 (Restated) RZE-hEMA-H

(l=3]) 296,853  (628,438) 417,013 2411 4,749 41234 (104670) 261,558 290,710
Fair value changes on available-forsale  THHESREEZ
financial assets, net of tax RRENDAEED @) - - = = = = - (1815 (187)

Reversal of reserves upon disposal of ~ SREBAHEESHERE
avallable-for-sale financial assets, il Elhess v

net of tax Riikes (b) = 3 A : i G - (69%3)  (69%3)
Appropriations from net profit BN - - = = = = - dA4 ded
Acquisition of additional equity R iR
interest in Yancheng Chunzhufrom BB ERAMESMER
non-controlling interests - - = = = = = BB SBRE
Repurchase of shares of WR from [l I REREEEVWRIIR (7
non-controlling interests - - - = = = - @S (4
Employee share option scheme [EEERETE
- Issue of shares upon exercise of — (TEEREMETH
share options ik - - 9,853 - - (2,000) = = 7,847
Share-based payment R BRI
- Value of consultangy services - BRRKEE < = c 5 S 100 : - 2,000
Currency translation differences EHhEEE - - - = - - 0,09 - 0,09
At 31 March 2016 (Restated) RZE-E=A=1-R
(&7 296,853  (628,438) 426,866 241 4749 41228 (84,578) 322,022 381,113
At 1 April 2016 (Restated) W=E—"EMA-A
(&7 296,853  (628,438) 426,866 2,411 4,749 41,228 (84,578) 322,022 381,113
Fair value changes on available-forsale At E S RAR Y
financial asets, net of ta KRENALEEY (8 - - - - - - - (34435)  (34435)

Reversal of reserves upon disposal of ~ BURE A HHESREER
available-for-sale financial assets, HiFREDNER

net of tax KhikeR (b - - - - - - - (29893)  (29,893)
Appropriations from net profit BUFIER - - - - - - - 326129 326,129
Additional investment in BIVEER

a non-wholly owned subsiciary —F2EHBAA 96) - - - - - - - (8068)  (8,068)
Issuance of new shares to HBARREERIE

non-controlling interests ER%THR 29(b) - - - - - - - 25871 225871
Acquisition of additional equity BEEEG

interest in Yongzhou Shan Xiang from B MILEEIMER

non-controlling interests 290 - - - - - - - (2,040)  (2,040)
Share-based payment R RERZ (T

~Value of consultancy semvices -ERREER - - - - - 1,000 - - 1,000

-~ issue of shares upon - fIieRh REImET

exercise of share award HR - - 2,995 - - (3,108 - - (113)

Currency translation differences ERaEER - - - - - - 120,200 - 120200

At 31 March 2017 RZE-t%
=B=t-H 296,853  (628,438) 429,861 2,411 4749 39120 35622 799,586 979,764
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18. RESERVES (CONTINUED)

(a)

For the year ended 31 March 2017, the amount of
changes in fair value in available-for-sale financial assets
before tax is RMB39,982,000 (2016:RMB10,394,000)
(Note10), of which RMB5,547,000 (2016:RMB2,519,000)
was recognised in other comprehensive income as
deferred tax (Note 11).

For the year ended 31 March 2017, the amount of
RMB34,189,000 (2016:RMB6,993,000) of fair value
change in available-for-sale financial assets after netting
off the deferred tax amounting to RMB10,721,000 (2016:
RMB638,000) (Note 11) previously recognised in other
comprehensive income was reversed due to disposal.

19. RETAINED EARNINGS

(R BEEPEI - FIELEHUAARETFTIR)
18. f&#1E (&

(a)

(b)

HE_Z—+tE=-A=+—HLEE"
AEHESCREEZ AN BEE T A
& 58 A AR#39,982,000T (=& — <
£ AR #10,394,0007T) (Kt 5£10) -
Hrh A R#5,547,0007T (Z B — /4 ¢
AR®2,519,0007T) BERE M2 HE =
HRABELEHE (1) °

HiE = meauess B = - (5] flgkRlEe
REBEAHHESCHEEMBEUNE
B2 R nEEE ARK34,189,0007T
(ZZ—7"F : ARK%6,993,0007T)
BRIELER T ARB10,721,000T (= F
—NE . AR #638,0005T) (M 5E11)
HEMEERSPEE -

19. REAEF

Year ended 31 March
BZE=A=1+—HLFE

2017 2016

=

(Restated)

(#E75)

At 1 April R A—H 7,788,871 6,653,656
Profit for the year REEEF 1,065,424 1,181,562
Appropriations from net profit B AL AR AT (326,129) (46,424)
Unclaimed dividend forfeited SRR BEUAR B - 77
At 31 March RE B =—18 8,528,166 7,788,871
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e P RAR M

(BRABEREN - AESBEHUARETTIR)

20. BORROWINGS 20. EX

As at 31 March

R=A=+-—H
Note 2017 2016
B aE —E—+tF ZE—RF
(Restated)
(% &E3))

Current mED

- Secured bank borrowings — BHERRITER (a) - 11,000
— Unsecured bank borrowings — EEHIRITER (b) 75,500 4,000
Total borrowings ME 75,500 15,000

(a) The borrowing was fully repaid during the year.

(b)  Unsecured bank borrowings are denominated in RMB and
repayable within one year. During the year, the average
interest rate was 3.97% (2016: 1.90%) per annum.

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

Interest expense on bank borrowings for the year ended 31
March 2017 amounted to approximately RMB2,473,000 (2016:
RMB8,510,000). No interest expense (2016: nil) was capitalised
during the year.

B

(a) HERERFAEZREE -

B

(b) EERBITETAAREABMN  ¥FH
R—FEREBPEE - RERN ZER
FHME BEFEIITE (ZE—RE
1.90/2) °

ERNEBMBBERIBA [REBHEKATEN
ERMAE] EXNNREERZAAEERE

HE-_T—+&=A=+—HIIFENRTE
RH B4 A ARY2,473,000T (ZF—
NEE : AR¥8,510,0005T) 0 RERIE (=
T—RFE)FEEBRENL -
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FEMBRERMET
(All amounts in RMB thousands unless otherwise stated) (BrBEEPEI FTESBEHUARETTIIR)
21. TRADE AND OTHER PAYABLES EZRHEMENRKIE
As at 31 March
R=BA=+—H
Note 2017 2016
s —E—+tF N =
(Restated)
(&%)
Trade payables =) AN S (a) 288,422 309,355
Dividends payable FEfHAR B 2,251 7,455
Wages payable ENTE 49,619 43,878
Other taxes payable H fth fE S B 1E 84,345 64,164
Accruals for expenses FEETRZ 23,860 62,870
Advances from customers PR 23,773 5,936
Payable for acquisition of an associate Ug8E —B 2 A 5] 2 fE -t B - 97,329
Payable for licence fee FE S =R #E B 30,481 36,214
Other payables H i pER 1A 75,574 66,996
578,325 694,197

Except for other taxes payable of RMB84,345,000 (2016:
RMB64,164,000), wages payable of RMB49,619,000
(2016: RMB43,878,000) and advances from customers of
RMB23,773,000 (2016: RMB5,936,000), 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.

Br B fih & B 3k A K #84,345,0007T (=
T — N FE: AR #64,164,0007T) © FE fit
T & AN R #49,619,000T (= T — /X & ¢
A R #43,878,000t) REFENRAR
#23,773,000c (Z & — XN F: AR ¥
5,936,0007T) SN BH R EMENR T ©
BEBWOEAIRBHEKAFENSRE
&l - BHREMENFBEBNAAEERELRE
EERE -



(All amounts in RMB thousands unless otherwise stated)

21. TRADE AND OTHER PAYABLES (CONTINUED)

(a)

As at 31 March 2017 and 2016, the ageing analysis of
the trade payables (including amounts due to related
parties which are trade in nature) based on invoice dates

was as follows:

(B BHIEAEIN -
21. ESREMENSTIE (F)

(a)

2016-2017 Annual Report 43R 179

Notes to the Consolidated Financial Statements

e P BHmRME

FBESBEANARETTIR)

R-B—LER=F-—AE=A=+—
B HREARE (REBBALOHE
SN HR) RIE TR B HEIRER DI

mF -

As at 31 March

R=A=+—H
2017 2016
—E—tF NS
(Restated)
(&E5)
0 — 90 days 0£90H 231,307 241,542
91 — 180 days 91£180H 33,747 46,857
181 - 360 days 181£360H 2,425 5,454
Over 360 days 3608 A E 20,943 15,502
288,422 309,355

The carrying amounts of the Group’s trade payables

(including amounts due to related parties which are trade

in nature) are denominated in the following currencies:

AEBENEZEMNK (BEBBEALD
B5RMNRE) ORAEATIEE S

R

As at 31 March

R=BA=+—H
2017 2016
—E—+tF —E—REF
(Restated)
(&&E5)
RMB ARES 250,936 255,815
usb e 26,700 45,772
HKD ik 4,663 1,625
EUR and other BT R H Aty 6,123 6,143
288,422 309,355
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22. OTHER INCOME AND OTHER GAINS — NET

(BABEBEIN  AESBRAUARETTIIR)

22. Hih AR HAblzz — F8
Year ended 31 March
BE=A=1+—HLEE

2017 2016
—E—+tfF —T—RF
(Restated)
(&=:75)
Changes in fair value of financial WAAREREBEEZE)
assets at fair value through FFABENEREEDN
profit or loss N EEE 33,190 48,058
Gain on disposal of available—for-sale H&E R H &S & E 2 Wz
financial assets 5,305 2,686
Transfer of reserves to income BREAHHESRERE
statement upon disposal of ifn £ A 8 Bl i 2 7%
available—for—sale financial assets 44,910 -
Government grants ERAT 2B 159,169 (5S84
Foreign exchange loss — net B W E5E — 5 EE (5,365) (33,073)
Change in fair value of previously LARTRA B & R B A 2
held interests in an associate upon AN ANE A AR
acquisition as a subsidiary NRBEEE - (11,555)
Others Hitb 2,317 (1,250)
239,526 160,850
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e P RAR M

(BRABEREN - AESBEHUARETTIR)

23. EXPENSES BY NATURE 23. B EMNREX
Expenses included in cost of goods sold, selling and marketing ERAPEHEERAN  HEMTHHERER Y X
expenses and administrative expenses are analysed according to TIRER - WRKBEEE (BRI EG)EREE
their nature (with the exception of “research and development FrEBI R [HERBERASI] N §ERA
expenses” which are shown as a single item and analysed YHETBEEBIIERERENSE) DTN
according to their nature in note (a) below) as follows: s
Year ended 31 March
BE=ZA=+t—-BLHEE
Note 2017 2016
Bt 5E —E—tF AN
(Restated)
(f&&E7))
Depreciation e 6 113,352 107,635
Provision for impairment on property, EE & ERERE
plant and equipment 6 2,768 12,268
Amortisation 5 7.8 78,071 49,260
Changes in inventories of finished MM EELTEEES)
goods and work in progress 225,203 24,413
Raw materials and consumables used 2B EREME FMHER 734,866 728,640
Provision for impairment on goodwill R ERE 8 22,710 -
Provision for impairment on inventories 17 & 5 (& &% 12 7,014 =
Provision for impairment on B 5 EUGR 2 B
trade receivables 13 6,514 6,445
Lease rentals e 47,800 32,946
Auditor’s remuneration ZE AN & 10,880 8,881
Travelling expenses EIRFES 87,275 74,669
Employee benefit expenses B8 MEMNREX 24 345,938 291,029
Research and development expenses HERERMAS (a) 241,787 195,262
Delivery expenses B 39,603 31,947
Utilities expenses N S 67,902 67,524
Motor vehicle expenses AEEARS 16,118 15,543
Maintenance expenses HEE 23,706 25,781
Advertising and promotion expenses EEREBE 110,601 74,444
Office administrative and WA NBE
communication expenses 19,300 18,906
Other surcharges EL i BT hn 2 6,910 11,240
Others Hih 174,580 160,221
Total of cost of goods sold, RSHERA -
selling and marketing expenses and HE RIS E
administrative expenses X FMITERE A 2,382,898 1,937,054
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(BABEBEIN  AESBRAUARETTIIR)

23. EMESBWAX (K)
RERERAZ T REOTE  #HR
EBEFFAZIRAT :

(All amounts in RMB thousands unless otherwise stated)

23. EXPENSES BY NATURE (CONTINUED)

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

Year ended 31 March
BZE=A=1t—HILEE

Note 2017 2016

Lz —EB—+tF BT

(Restated)

(& E5))

Depreciation e 6 22,262 22,601
Amortisation 5y 7.8 2,495 419
Employee benefit expenses BB REFFAX 24 90,111 76,794

EHE_ZT—+tHF=A=+—HItFE
AT ETEMERKAEERNE (ZF—
INEE ) o

No development cost has been capitalised for the year
ended 31 March 2017 (2016: Nil).

24. EERABX

Year ended 31 March
BE=A=1+—HIEE

24. EMPLOYMENT BENEFIT EXPENSES

Note 2017 2016

BsE —E—+tF —T—AEF

(Restated)

(& E7)

Wages, salaries and bonus T& - 5 RIEL 366,543 300,613
Defined contribution plans and TFRHIGTE &

other employee insurances Hih B TIRM (a) 37,210 38,514

Other benefits H 18 7 32,296 28,696

436,049 367,823
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24. EMPLOYMENT BENEFIT EXPENSES (CONTINUED)

(a)

Defined contribution plans and other employee
insurances

The expenses mainly include contribution of pension,
housing scheme and other employee insurances for
employees, of which the arrangement of pension scheme
is as below:

In Hong Kong, the Group operates a MPF Scheme for all
eligible employees. The assets of the MPF Scheme are
held separately from those of the Group.

Under the MPF Scheme, the employees are required
to contribute 5% of their monthly salaries up to a
maximum of RMB1,500 per employee with a choice to
make additional contributions. The employer’s monthly
contributions are calculated at 5% of each employee’s
monthly salaries up to a maximum of RMB1,500 (the
“mandatory contributions”). The employees are entitled
to 100% of the employer’s mandatory contributions upon
their retirement at the age of 65 years old, death or total
incapacity.

In Mainland China, the Group makes defined
contribution to retirement schemes managed by the local
governments. It is the local governments’ responsibility to
pay the retirement benefits to those staff who retire.

In Germany, the Group makes defined contributions
at certain percentage of monthly salary to retirement
schemes managed by the insurance company in
accordance with German rules and regulations. It is the
insurance company’s responsibility to pay the retirement
benefits to those staff who retire. In Botswana, no
pension obligation is required under its laws and
regulations.

In the United States of America (“USA"), the Group
makes defined contributions at certain percentage
of monthly salary to retirement and medical schemes
managed by the federal government of USA in
accordance with US rules and regulations. It is the federal
government’s responsibility to pay the retirement benefits
to those staff who retire.

(BR=BHEBE

e P RAR M

FBESBEANARETTIR)

24. EERABEX ()

(a)

ERERFHRAEME TRE

HERBERRKEHEHR  EITEFE
NEAM B TRE - RIKEEHEI 2 ZHEWM
S 8

AREREBAEAEREERIAE
DB BEEH B2 AERAEEA
HEBIHH -

REBRESTE SBRREEARAH
5% (&= RERERE1,5007T) 1FH
K WABEBEHRIMEK - BETR
RRBHREEAFHS% (REHAERE
#1,5007T) 1B H R (T3 &4t 3R]) -
BEANATHRENR  FHHTEER
KT EBE 71 By U BB = 1R th 22 2 &P 3R

K -

AEEETEAMRESERE THE
AEFEETADL AP E T BFRE
BERRAREFEEL ERERK - K
FEREAZERKERXTRAE °

AAEBETRIBEEONARARITER
MEERBTRAFNETENLRASR
RERBRABRELHK - RBRABRERE
AZEFRNEEMNERE - BREMA
MRBERITEARYBEBRRKFRABTX
TRARENEME -

AEBETREEBENERERIER A
BERBIRAHFNETEOLAXE
s ABFAE R RAR S R ERRRE
ERHK - R ABRFE A ERZ
FRHEENRAKE -
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24. EMPLOYMENT BENEFIT EXPENSES (CONTINUED)

(b) Five highest paid individuals

The five individuals whose emoluments were the highest
in the Group for the year include 2 (2016: 3) directors
whose emoluments are reflected in Note 35(a). The
emoluments paid and payable to the remaining 3 (2016:
2) individuals during the year are as follows:

(B2 HEAEIN - FIELEHUAARETTHR)
24. EERAMAX (&)

(b) EEBRSHMAL

ER EAEBzAZRSFMALTE
FEWRA (ZZT—R"F =) BEE M
HEZMEFIBD AR FEI5@) o AF
EXNFEBEZMAL (ZE—KRE:
MAL) ZB&aT -

Year ended 31 March
BE=A=1+—HLFE

2017 2016
—E—tF —E—REF
(Restated)
(gEE5)
Basic salaries and allowances EARFr & &=L 20,548 10,165
Contributions to the retirement scheme  RIKTEFIFT &I 123 100
20,671 10,265
The emoluments fell within the following bands: REZMESEATHE :

Emolument bands

HKD3,500,001 — HKD4,000,000
HKD®6,000,001 — HKD6,500,000
HKD7,500,001 — HKD8,000,000
HKD8,500,001 — HKD9,000,000
HKD10,000,001 — HKD 10,500,000

B < %6 ]

7B #3,500,001 7T — ##4,000,0007T
75#6,000,001 7T — ##6,500,0007T
75#7,500,001 7T — 7##8,000,0007T
758,500,001 T — #%9,000,0007T

75 #10,000,0017C — B #10,500,0007C

Number of employees

EEAH
2017 2016
—E—tF —T—RF
(Restated)
(&=75)
- 1
1 A
1 -
- 1
1 =




2016-2017 Annual Report 43R 185

Notes to the Consolidated Financial Statements

e MR RIE
(All amounts in RMB thousands unless otherwise stated) (BrBBEHEPEI  TESBEHIUARETITIIR)
25. FINANCE INCOME AND FINANCE COSTS 25. BB AREE KA

Year ended 31 March
BE=A=1+—HLEE

2017 2016
—E—tF —T—RF
(Restated)
(&%)
Finance income: IR AN
— Interest income on bank deposits FEWA — BITER 57,140 70,045
Finance costs: BE R AR
— Interest expense on bank FEBRH - RITERKREM
borrowings and others (4,793) (10,232)
Finance income — net B — F 58 52,347 59,813
26. INCOME TAX EXPENSE 26. FREH
The amount of taxation charged to the consolidated income STAGENEFR MBS EIRAT ¢

statements represents:

Year ended 31 March
BZE=A=1+—HILEE

Note 2017 2016
i —®-tE  —E-AF
(Restated)
(5&=E=51)
Current income tax RVERF IR
- Hong Kong profits tax — BTSN (a) 10,381 8,748
— PRC corporate income tax — R ERER (b) 283,611 306,232
— Germany company income tax — B EASH (0) 106 116
— Botswana company income tax — BRI EFREH (d) 1,018 975
Deferred income tax RIEFTISFL 11 (543) (18,385)
294,573 297,686
(a) Hong Kong profits tax has been provided at the rate of (a) BBEAMEBEANFEMGERTET A
16.5% (2016: 16.5%) on the estimated assessable profit R E165% (ZF —/NF :16.5%) &
for the year. & o
(b) PRC corporate income tax has been calculated on the (b) FECEMSHBEERASEEFEA
estimated assessable profit for the year at the tax rates PE 1b SE R AR TS /9 2 ) LA B3 A e B =

applicable to respective companies of the Group. M e
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26. INCOME TAX EXPENSE (CONTINUED)

(b)

(d)

(e)

The income tax rates enacted or substantively enacted to
the major subsidiaries of the Group incorporated in the
PRC are derived from various tax policies as follows:

(i) The Corporate Income Tax Law of the PRC stipulates
the applicable income tax rate at 25% for domestic
enterprises in the PRC.

(i) Encouraged enterprises of western regions can
continue to enjoy tax rate of 15% until 2022.

(iii)  The Corporate Income Tax Law also stipulated that
the Corporate Income Tax shall be levied at the
reduced rate of 15% for High/New Tech Enterprises
that are specifically supported by the State.

Germany company income tax has been provided at the
rate of 15% (2016: 15%) on the estimated assessable
profit for the year.

Botswana company income tax has been provided at the
rate of 15% (2016: 15%) on the estimated assessable
profit for the year.

The subsidiary in U.S. is a limited partnership and does
not chargeable to income tax at partnership level. The
corporate owners of the partnership pay tax on its share
of the partnership’s taxable income at the rate of 35%
for the year.

No provision for income tax in other jurisdictions has
been made as the Group had no assessable profit in
other jurisdictions during the year.

(BRBBHEAEI - I LBHUAREFLIIR)
26. Fris®i (&)

(b)

(©)

(d)

(e)

AEERTEAREEMZ EELENP
SRERRERE TROBEDT

(i) CEAGPERETEBEALRE
HER SRR ER25% -

iy RAEMEBEIBEOCEAEE
ZHI5%MWHEEE2022F ©

(i) EEMBPERELEMGSHAS
HRRER & RMEE
HA15%FLX o

EECEMESHREAFEEGBTERTA
RIAFEENI5% (Z T —/NF : 15%) &
5 o

BRI B A F E 5T B R
FRAEFAFEI15% (ZF—RF : 15%)
B -

VREBRZKHBARAERA I &
ERERFIRT - bEZFEERKRE
It EAFERABTAN 2 MHDBEHR
35% FTiSHL

AEBERBERFEEEMBEEELE
RBERABREA - HEREMBEDE
TR PSR B -
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(All amounts in RMB thousands unless otherwise stated) (BrBBEHEPEI  TESBEHIUARETITIIR)
26. INCOME TAX EXPENSE (CONTINUED) 26. FT8% (&)
(g) The taxation on the Group’s profit before income tax (9) AEBFMBRASHAIAMMNIEE - BA

differs from the theoretical amount that would arise
using the standard tax rates applicable to the respective

companies of the Group as follows:

SEFET MR AR PAEE R RTE
AREEENERHBBMAR - 35

As at 31 March

R=A=+—H
2017 2016
—=E—+tfF NS
(Restated)
(&E5)
Profit before income tax R 25 Al & A 1,409,112 1,493,331
Less: Share of profit of associates and & : JE(L A& A 7] & $£ R 24
a jointly controlled entity BN (17,243) (9,286)
1,391,869 1,484,045
Tax calculated at statutory tax rate RERAR R EBIE 393,559 374,288
Tax incentives BB E (164,088) (170,347)
Super deduction for research and
development expenditure B EMTHGROTE (6,361) (9,686)
Utilisation of previously unrecognised
tax losses ) 2 B AR IEEE (1,078) (440)
Expenses not deductible for
tax purposes PRMBAZ 2 R E 46,221 3,723
Income not subject to tax AR R R E (22,668) (16,042)
Withholding tax on the earnings MEARIEEMREMEEZ
from subsidiaries TBIRFTISHE 22,902 80,116
Tax losses for which no deferred W AR RIRE TS T B ER
income tax assets were recognised M5 E 18 26,086 36,074
Income tax expense FTiSHi 294,573 297,686
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(All amounts in RMB thousands unless otherwise stated)

26. INCOME TAX EXPENSE (CONTINUED)

As the Directors are not certain whether future taxable profit
would be available in certain subsidiaries, the Group did not
recognise deferred income tax assets of RMB91,755,000
(2016: RMB73,766,000) in respect of tax losses of such
dormant subsidiaries amounting to RMB439,259,000 (2016:
RMB363,696,000). The tax loss will expire in the following

(BABEBEIN  AESBRAUARETTIIR)

26. FiiEH (&
AAESEERENAREEE EHERTR
BB AEEWREERE THEBAR
2 A FE A 18 A R #439,259,0005T (= Z —
NE : AR #363,696,0007T) HIIEIE FT 1S
BEH AR, 755,000 (ZZE—71F A
R#73,766,0007T) ° A BB BB T5F

years:

R

As at 31 March

IN="HI= e El
2017 2016
—E—+F =N
(Restated)
(&575)
Expiring on 31 March 2017 —T—+tF=A=+—HEH - 12,632
Expiring on 31 March 2018 —ZE-N\E=A=+—H3H 14,709 18,137
Expiring on 31 March 2019 —ZE-NE=RA=+—HIH 20,295 20,295
Expiring on 31 March 2020 —E-TF=-A=+—HEIH 41,939 42,028
Expiring on 31 March 2021 —E—F=ZA=+—HEIH 99,125 99,920
Expiring on 31 March 2022 —E-—_F=fA=+—HIH 41,790 -
No expiry date BB EER 221,401 170,684
439,259 363,696
27. EARNINGS PER SHARE 27. BRER
(a) Basic (a) EX

Basic earnings per share is calculated by dividing the
profit attributable to equity holders of the Company by
the weighted average number of ordinary shares in issue

BERERBNTIRBAFEARR B ER
REARGREN BRAFREHTESR
ReEy P B E -

during the year.

Year ended 31 March
BE=A=1+—HLFE

2017 2016
—E—tE —T—REF
(Restated)
(&E5)
Profit attributable to equity holders
of the Company RRTIRER B ARG &R 1,065,424 1,181,562
Weighted average number of B BT 2 AR 2
ordinary shares in issue ('000) EHg (F=t) 3,107,091 3,106,435
Basic earnings per share FRREARZAF
(RMB cents per share) (BRARKESD) 34.29 38.04
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27. EARNINGS PER SHARE (CONTINUED)

(b)

Diluted

Diluted earnings per share is calculated based on the
weighted average number of ordinary shares outstanding,
assuming that all dilutive potential ordinary shares
have been issued. For the year ended 31 March 2017,
the share options and awarded shares granted by the
Company have potential dilutive effect on the earnings
per share.

The weighted average number of shares on issue 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 shares less the
number of shares that could have been issued at fair
value (determined as the Company’s average share price
for the year) for the same total proceeds is added to the
denominator. No adjustment is made to the net profit.

e P RAR M

(BREHEAEIN - FIESEHUARETTHR)
27. BRER (&)

(b)

#E
BEREERMNBRABAIETNEEE
BRRRERE - RIBESETE BRI
BFOBREEE - EBRE_T—tF=
A=Z+—BLLFE ARRARHZER
BREZERERNESRERRN A E#E
RE °

BIERTE BB B ERENBRIES DK
178 REZR R BB & S B #1T
Befn ey iniEF B BUETTHE - UREPT
BERTHABEERUENEEE LR
BB ITRENORMNEE - BREETT
18 5% 5 18 M PR ERAS RO Mk 25 T AT AR (D)
WAREE (BEARARRNNER
HFIME) AIETHRNOEE - A7
MEBEMARGEND & - FRBNER

Year ended 31 March
BE=A=1+—HLEE

2017 2016
—E—tF —ZE—RF
(Restated)
(&E5)
Profit attributable to equity holders of
the Company RNRARE=RFE ARIERA 1,065,424 1,181,562
Weighted average number of FALATE E AR A AR
ordinary shares used to calculate 2N E AR B
basic earnings per share (‘000) mEEHE (F) 3,107,091 3,106,435
Adjustments for: share options and T BEIRER
share award ('000) W& 228 (F&1) 290 1,973
Weighted average number of
ordinary shares for diluted earnings SREERF AT BN
per share (‘000) R (F5H) 3,107,381 3,108,408
Diluted earnings per share BREERT
(RMB cents per share) (BIEARKS) 34.29 38.01
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(All amounts in RMB thousands unless otherwise stated) (BrBEEPEI FTESBEHUARETTIIR)
28. DIVIDENDS 28. RE
As at 31 March
BE=ZA=1t—-HLHEE
2017 2016
—E—+F —E—RF
(Restated)
(g=75)
Proposed final dividend of HK22.00 cents %k HAZR A% 5.5 A% i 15
(2016:nil) per share 22.001ll (20164 : ) 607,028 =
On 16 June 2017, the Board proposed a final dividend of RZZB—EF AT EXSERREH
HK22.00 cents (2016: nil) per share, totaling approximately ;zé_f +HF=A= ‘l’ HIEFEERKRE
RMB607,028,000 (2016: nil) for the year ended 31 March 7E#622.001L (=& ﬁi /) HDOA
2017. The proposed dividend in respect of the year ended 31 5%607 028,0007C (ZZ—R"F : &) - H=E
March 2017 is calculated based on the total number of shares —E—tF=-A=t+—HLEFENBRRRKRET
in issue as at the date of this report. The proposed dividend RN ARRE BB BTN BREGE - E5
is subject to the shareholder’s approval at the Company’s K% 2 R EFRENAR AT BT R R RSE
forthcoming Annual General Meeting. The financial statements RNE FERFRE o BTSRRI AR R IR bk FE AR
do not reflect this dividend payable. =N
29. CHANGES IN OWNERSHIP INTERESTS IN 29. MiIEBARIFEERZNEE (R

SUBSIDIARIES WITHOUT CHANGE OF CONTROL
(a) 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 RMB60,442,000).
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 RMB8,068,000.

After completion of

EEHIRE)

(a) HFEINEERVMR
RZZF—ARFERNA ARRIZE2EH B
NE BRCEARAARNRERESE
7£9,080,000 (49 A R ¥60,442,0007T)
FEINEERVMR - BBINEE R - AEE
fEVMRZ B # 151.50%1% £61.30% -
MVMREIIEFE S MERE S8 00 T AR B
8,068,0007T ©
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29. CHANGES IN OWNERSHIP INTERESTS IN
SUBSIDIARIES WITHOUT CHANGE OF CONTROL
(CONTINUED)

(b) 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 capital increase) at a total consideration
of RMB846,924,000. Upon completion of 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 year is
summarised as follows:

e P RAR M

BRBAEBAEN  AAESRHUARETITIR)

29. MBARIMEERENEE (FRE
R (&)

EEERROARLE (EHEELD @
SIS BITHR

F:g Aihﬁﬂ5'$ﬁﬁ2%%
2EMBAAF - ERBEFREER (P
B) ERAR LEERNEERS

RARIREERBEABLE=F ([

BE]) ZFhHhE EBEERUARE

846,924,000 C[AIKZ EHHITEEEE

G HEREEEHEEITRG

#19.79% - HEERE - AR TE (FEB

HBAAE) REEBRAMBERERS

100% B D E#190.21% - FNFLEESR

B EERENEHH AR ERIEE

ANELREZOTZERZNT ¢

Amount
ok |
Consideration received from non-controlling interest {ﬁééH 1)1 A 2 R B ¥ (B 846,924
Net assets attributable to non-controlling interests FEIEETH RN FEEE (621,053)
Consideration received in excess of net assets value WH B EE SR
attributable to non-controlling interest PRSI MRS PTG 2
recognised in equity FEEAEREETHER 225,871

The Group recognised an increase in non-controlling
interests of RMB621,053,000.

SEBERFEEFEERENARYE
621,053,0007C °



192

Huabao International Holdings Limited #EEMRZERER AT

Notes to the Consolidated Financial Statements
AN ERRMET

(All amounts in RMB thousands unless otherwise stated)

29. CHANGES

IN OWNERSHIP INTERESTS IN

SUBSIDIARIES WITHOUT CHANGE OF CONTROL
(CONTINUED)

(c)

Acquisition of equity interest in Yongzhou Shan
Xiang

On 21 February 2017, Yancheng Huading Technology
Co.,
acquired an additional 15% equity interest in Yongzhou
Shan Xiang at a consideration of RMB5,250,000 from
non-controlling interests. After completion of the
additional investment, the effective interest held by the
Group in Yongzhou Shan Xiang decreased from 79.14%
to 78.69%. The effect of change in ownership interest
in Yongzhou Shan Xiang on the equity attributable to
owners of the Company during the year is summarised as

Ltd, a non-wholly-owned subsidiary of the Group,

follows:

(BABEBEIN  AESBRAUARETTIIR)

29. MBARMBEEREZNEE (FXE
R (&)

(c)

W BB K N L B BB S A

RZZE—+F-ZA=+—8  x&£EZ
F2EMBAR  ERESMFTEARA
A LAIR & A R #5,250,0007T 5¢ X [F] 3F
7 21| M A 25 M B KON LU B BB AN 15 % HE
o BINEER  AEBRKMNLEZ
OB 2R H79.14% 0 4 £78.69% ©
FRFAKMNILBEEEEROZE)E AR
ARSI EAELERNEEREEN
T8

Amount
x|
Book value of additional equity acquired from BE A SRR MR A BRI (B
non-controlling interests 3,210
Consideration paid to non-controlling interests S F IR S R RS (B (5,250)
Consideration paid in excess of net assets value S IHEERBE
attributable to non-controlling interest TR R FEEE
recognised in equity RS R HER (2,040)

The Group recognised a decrease in non-controlling
interests of RMB3,210,000 and a decrease in equity
attributable to owners of RMB2,040,000.

AEBBERIELH ERZR D AR
3,210,0007c M AR Al =358 A (G
R AR 2,040,0007T °
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(BRABEREN - AESBEHUARETTIR)

30. REFTHEENRS
Year ended 31 March
BZ=A=1+—HLFE

(All amounts in RMB thousands unless otherwise stated)

30. CASH GENERATED FROM OPERATIONS

Note 2017 2016
Bt aE —E—tfF ZE—RF
(Restated)
(g&E5)
Profit before income tax MRFL R 2R 1,409,112 1,493,331
Adjustments for: R
— Depreciation — e 6 135,614 130,236
— Provision for impairment on — BEEERERE
property, plant and equipment 6 2,768 12,268
— Amortisation — 7,8 80,566 49,679
— Provision for impairment on goodwill  — FgE AR 8 22,710 =
— Provision for impairment on — FERERE
inventories 12 7,014 -
— Provision for impairment on — B 5 RUF IR R E R E
trade receivables 13 6,514 6,445
— Interest expense —FEER 25 4,793 10,232
— Interest income — R BWA 25 (57,140) (70,045)
— Share-based payment — R AERAA 1,000 2,000
— Share of profit of associates and — GRS A R R A E
a jointly controlled entity B2 &R 9 (17,243) (9,286)
— Loss on disposal of property, — HEMHE - KER
plant and equipment HiEEE 3,450 1,572
- Gain on disposal of available-for- —HERHEESREEY
sale assets Wz 22 (5,305) (2,686)
— Investment income of available-for- —AHHESREEY
sale assets HE W= (105) (124)
— Transfer of reserves to income - REAHNESREEM
statement upon disposal of AFEEE KRR
available-for-sale financial assets 22 (44,910) -
— Changes in fair value of financial —RAnBEFEEEE
assets at fair value through FFABENEREEL
profit or loss N EEE - (55,438)
— Changes in financial assets at —NURAREEA=AHE
fair value through profit or loss STABREHNSREER 190,938 (36,857)
— Change in fair value of previously — LARTREE & R BIRA 2
held interests in an associate NN NG
upon acquisition as a subsidiary NAREZH 22 - 11,555
— Foreign exchange loss — net — BN EE — F58 22 5,365 33,073
Changes in working capital: LB EE
— Inventories -FE (5,553) (49,616)
— Trade and other receivables — B 5 RE A WA (208,840) (116,966)
— Trade and other payables — B 5 RHAMERNKIE (13,341) &2,713
Net cash generated from operations REEBHERFE 1,517,407 1,492,086
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30. CASH GENERATED FROM OPERATIONS 30. KITHELWNES (&)
(CONTINUED)

In the consolidated statement of cash flows, proceeds from NEERERERAN  HEWEE BERRE
disposal of property, plant and equipment comprise: ZFIEREEE

Year ended 31 March
BE=A=1+—HLEE

Note 2017 2016

P& —E—+tF —E—EF

(Restated)

(&E5)

Net book amount BREFE 6 4,776 2,667

Loss on disposal of property, HEME - HER

plant and equipment HAEEE (3.450) (1, 572)

Currency translation differences Bl g = %g (897) (843)
Proceeds from disposal of property, HEWZE KB RBED

plant and equipment FriS sk 429 252
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(All amounts in RMB thousands unless otherwise stated)

31. COMMITMENTS 31. &iE
(a) Capital commitments (a) EAEIE
Capital expenditure authorised but not contracted for, REEHBHERRENREELNED
and contracted for but not yet incurred at the end of the REBEAMEARFEZT :

year are as follows:

As at 31 March

R=A=+—H

2017 2016
—E—+tF —T—REF
(Restated)
(=sE75)

Authorised but not contracted for BEHUEBRELD : W -
property, plant and equipment 2SN R - 9,192

Contracted for but not provided for: EEAE KRB

— Property, plant and equipment M MBS R 14,733 30,492
— Investment in associates REENR 2 IRE 43,420 =
— Available-for-sale financial assets At ESREE 91,176 108,422
149,329 148,106

(b) Operating lease commitments

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

as follows:

(b) EHERE

"
REEARBETAHELERE - RK
REMENFEENT :

As at 31 March

NEESar=lE
2017 2016
—E—tF —E T
(Restated)
(&E5)
Land and buildings: TH KRBT :

Not later than 1 year THB@14F 34,047 25,786

Later than 1 year and not later BB 1 FE T HEESF
than 5 years 73,864 47,333
Later than 5 years BiB5F 43,781 8,727
151,692 81,846
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32. RELATED PARTY TRANSACTIONS 32. BEEALRE
(a) Name and relationship with related parties (a) EBEBALBBHEBER
Name Relationship
=g 2R

Huangguoshu Golden Leaf
=HREEHE

(b) Key management compensation b)

Key management includes directors (executive, non-
executive and independent non-executive) and senior
management. The amounts of compensation paid and
payable to directors is disclosed in Note 35(a). The
amounts of compensation paid and payable to senior
management for employee services is shown below:

An associate indirectly held by the
Company

NS EES S ol N

TEEEAEMS
TE2EEANERBRESE MITEF
HNTEZTHRBYFRTES) MaRE
BAB -BANRENTEFOMEEHE
BiFE35(a) K E - A=A EEABXNE
REERBHCHNRENMESWT

Year ended 31 March
BZE=A=1+—HLFE

2017 2016
—E—+tF —E—F
(Restated)
(sE75)
Fees, salaries and bonus TI& - HFREa 19,098 18,641
Employer’s contributions to retirement &3 giiR ARt 24 5%
benefit scheme 362 389
19,460 19,030
(c) Balances with related parties (c) BEBALLEER
As at 31 March
N=BA=+—H
2017 2016
—E—+tF —T—RF
(Restated)
(&E:75)
Balances due from related parties: JRE L A B A A5 BR
— Huangguoshu Golden Leaf - ERHeE
— other receivables — H AR 24 14
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(BR=BHEBE

e P RAR M

FBESBEANARETTIR)

33. FEMBARIZHTE

Place of Nominal Effective Principal
incorporation and value of issued/ interests  activities and
kind of registered held by the place of
Name legal entity capital Group % operation
SR L i B ERTEER FEEREN FEEER
NEER EEERRER A EAREE BRERZ% Qe
Indirectly-owned
REHES
Aromascape Development Germany, Limited EUR25,000 100  Research and development
Centre GmbH Fe'- APt liability company B17r25,000 of flavours & fragrances
=B EREEAT in Germany
MEEE 2
F&G (Botswana) (Pty) Limited Republic of Botswana, BWP100 100  Production and sales
Limited liability L H1007T of natural extracts in
company Botswana
BRE A ILAME - HEEMFEERARRY -
BRAELRA 18R B A S A
Guangdong Golden leaf PRC, Limited liability RMB 100,000,000 100  Research & development,
Technology Development Co.,  company AK%100,000,0007T manufacture and sale of
Ltd. HE - BREEARA reconstituted tobacco
BRE & ERRFRE leaves in the PRC
BRA T WaE - EENEEEER
EH o RE
Guangdong Jinke Reconstituted PRC, Limited liability RMB40,000,000 55.375 Manufacture & sale of
Tobacco Leaves Co., Ltd. company ARK®40,000,0007T reconstituted tobacco
ERE R BEEE HE - AREEATF leaves in the PRC
AR 23 AJXatsityxi, zh2, 21 HERHEEREER - 1H
Guangzhou Huabao PRC, Limited liability RMB 10,000,000 100  Research, development,

Food Co., Ltd.
EMEERRER AT

company

hE - BREEAT

AE#10,000,0007T

manufacturing & sales of
flavours & fragrances in
the PRC

e AEREERE  TE
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

Huabao International Holdings Limited #EEMRZERER AT

(BABEBEIN  AESBRAUARETTIIR)

33. FEMBRARZFHE (K)

(CONTINUED)

Place of Nominal Effective Principal
incorporation and value of issued/ interests  activities and
kind of registered held by the place of

Name legal entity capital Group % operation

ST AR S 3t B R BRTLEER TEEREN FEXBR

NGIEEE EEERER HMEAREE ERERY SEHI

Indirectly-owned (continued)

MRS (8)

Guangzhou Hua Fang Tobacco  PRC, Limited liability USD4,000,000 51  Manufacturing & sales
Flavors Ltd. (formerly known company 714,000,000 of tobacco flavours &
as “Hua Fang Tobacco Flavors FB - AR EEAR fragrances in the PRC
Ltd.") EERHEERER

BEMERERERBERAR H
(AT [EEFERENAR
’D\ETJ) 1, FC1

Huabao Flavours & Fragrances ~ Hong Kong, Limited HKD3,000,000 100  Research, development,
(HK) Limited liability company 75#3,000,0007T manufacturing & sales of

EEER (B8) ARATA Bk BAREERA flavours & fragrances in
(A8 [EEBREH (B48) Hong Kong
BRAR]) s EERHERE &

i

Huabao Flavours & Fragrances  PRC, Limited liability RMB554,290,000 90.21 Manufacturing & sales
Co, Ltd. (formerly known company ARE#E554,290,0007T of tobacco flavours &
as "Huabao Food Flavour &  HE - I3 BR QA fragrances in the PRC
Fragrance (Shanghai) Co., EERHEERER
Ltd.") e

FEERBRMHABBRAR (AT
[ZERABKEH (LE)

E’}EQ\EJ) ZH1,5J1,FC1,C1,YX1,X1,X2
Huabao Korea Company Limited Korea, Limited liability WON16,320,000,000 100  Manufacture and sale of

LEBREHR L5

company
#BE - BFREMFAA

¥2816,320,000,000

filter materials in Korea
M FERHERE
BIEEmR - BE
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

33. FEMBRARZFHE (K)

(CONTINUED)
Place of Nominal Effective Principal
incorporation and value of issued/ interests  activities and
kind of registered held by the place of
Name legal entity capital Group % operation
S B AL i B BRTLER TEEHEN FEEER
NGIEY EEERER AMEREE ERER% SEmI
Indirectly-owned (continued)
MEES (&)
Huabao Qiangi Leasing PRC, Limited liability RMB300,000,000 100 Equipment leasing, office
(Shenzhen) Co., Ltd. company AE#300,000,0007T stationary leasing, assets
ZETHMAE ORI HE - AREERA management, investment
B A F]xx X2 management, investment
and leasing consulting in
the PRC
HERREEE BOBm
HE  BEER REE
B REXANEERS
e R
Owada Flavours & Fragrances PRC, Limited liability HKD60,000,000 100  Research, development,
(Guangzhou) Co., Ltd., company 75 #60,000,0007C production and sale
(formerly known as “Owada HEl - AREE AT of tobacco flavours &
Flavours Technology fragrances in the PRC
(Guangzhou) Co., Ltd.") M EE - MIREES
REEERR (BMN) ARATE BAKBEHNRERER
(RIS DREEFHRI H
(BN) BRAR]) s xan xe
Qingdao Huabao Flavours & PRC, Limited liability RMB3,898,400 70 Manufacture and sale of
Fragrances Co., Ltd. company AR#3,898,4007T flavors & fragrances in
BEREEERBRAA HE - BREEAT the PRC
(A8 [EREEEREH KERHERR  TE
BRARF ) a2
Shanghai Danhua Science & PRC, Limited liability RMB10,000,000 72 Research, development
Technology Co., Ltd. company AK#10,000,0007T and sale of flavours &
EBREREREERAT HE - AREERTA fragrances in the PRC
MEREERR  FH
Shanghai H&K Flavours & PRC, Limited liability RMB100,000,000 100 Manufacturing & sales

Fragrances Co., Ltd.

LBEELERRERAA

company

HE - BREMEAF

AE#100,000,0007T

of food flavours &
fragrances in the PRC

(R [ DERRILERER LERHERSER -
ﬁﬁE/A\EjJ) YX1, YX2, X1,CC1 ‘:F‘
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(CONTINUED)

Huabao International Holdings Limited EEERIZERERAD A

(BABEBEIN  AESBRAUARETTIIR)

33. FEMBRARZFHE (K)

Place of Nominal Effective Principal
incorporation and value of issued/ interests activities and
kind of registered held by the place of
Name legal entity capital Group % operation
AR S it B R BRITEER FEEHEN TEEER
NEREH EEERER HMEAREE BERER% KLEI
Indirectly-owned (continued)
MEEE (&)
Shanghai Huabao Biological ~ PRC, Limited liability RMB10,000,000 100 Production and sale of

Technology Co. Ltd
FEEEEYRIE
ﬁ@/&azm, ZH2, X1

Smart Sino International
Limited
ERBERERARCX

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

UH5E TR ER (HF)
ﬁgﬁ@\au,u, X1

Wuxi Huahai Flavours &
Fragrances Co., Ltd.
(formerly known as “Wuxi
Huahai Flavors Ltd.")

mERERAERAA

(BI78 [ ER
BRAR] )™

Xiamen Amber Daily
Chemical Technology
C@., [Liel.

EP3E I B R AR
ﬁgE/AEjYXW,YXZ,X(N

Xinjiang Huabao Natural
Biological Technology Co.,
Ltd.

MBEBRAEMRIBR
ﬁgﬁx/}\ﬁjccybxw

company

HE - BREELQA

Hong Kong, Limited
liability company

BB AREERT

PRC, Limited liability
company

B EREEAR

PRC, Limited liability
company

B EREETAR

PRC, Limited liability
company
e GRETEARA

PRC, Limited liability
company

HE - BRI BRAE

AR#10,000,0007T

HKD 10,000
78 #10,0007T

HKD 10,000,000
78%10,000,0007T

USD650,000
271650,000

RMB30,000,000
AE#30,000,0007T

RMB 15,000,000
AR#15,000,0007C

100

100

100

51

77

tobacco raw material

o R S 1B P R

Investment holding,
trading of fine
chemicals in Hong
Kong

REZER - BT
EmB5  BE

Research, development
and sales of
electronic products,
daily commodities,
fragrances
and business
management services

e R HEEFEmM
HAM BREEHE
BIEEH

Production and sale of
tobacco flavours &
fragrances in the PRC

FERIHESKE  HFH

Research, development,
distribution and retail
of fragrances in the
PRC

e - FE - HERT
EHALCIER
GE

Production and sale
of food flavours and
fragrances in the PRC
FEREERRER
H
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(CONTINUED)

Name

AEEHE

Place of
incorporation and
kind of

legal entity
SR L i B
EEERER

e P RAR M

(BRABEREN - AESBEHUARETTIR)

Nominal

value of issued/
registered
capital
BRITEER
HMEAREE

Effective
interests
held by the
Group %
FEERFEN
BRER%

33. FEMBRARZFHE (K)

Principal
activities and
place of
operation
TEEBR
REmE

Indirectly-owned (continued)

BiEHEs (&)

Yancheng City Chunzhu
Aroma Co.,Ltd

ERmAETEHERQFX

Yingtan Huabao Flavours &

Fragrances Co., Ltd.
EBEEZEERRARAR

(R178 [ BB ERE R

AR AT ]) Fe Feazi

Yongzhou Shan Xiang
Flavour Co., Ltd.
AMLBEBR AR A F

Yunnan Tianhong Flavours &

Fragrances Co., Ltd.

ERREERERAR

(FI7E [EMREERBER

ﬁﬁﬁi\\ﬁjj) C1, $)1,502

VMR Products, LLC 1 Px1

Zhaoging Perfumery Co., Ltd.

(Guangdong)
R & WA
BRAFM

PRC, Limited liability
company

PE - AREERA

PRC, Limited liability
company

hE - AREERT

PRC, Limited liability
company
PR BREEAR

PRC, Limited liability
company

hE - AREERT

USA, Limited
partnership

EE - BREEAR
==

PRC, Limited liability
company

HE - AREERXF

RMB6,000,000
AER#6,000,0007T

RMB96,500,000
AR #96,500,0007T

RMB35,000,000

AR #35,000,0007T

USD2,550,000
712,550,000

RMB11,000,000
AE#11,000,0007T

83.59

100

78.69

60

61.30

83.59

Production and sales
of aromatic raw
materials in the PRC

FEREEERE -
#

Production and sale of
tobacco flavours &
fragrances in the PRC

HERIEEER  TH

Production and sale of
flavours

EERKERH - F

Production and sale of
tobacco flavours &
fragrances in the PRC

FEREEERER -
+

Design, manufacturing
and sale of electronic
cigarettes in USA

REt - BERH
BEFE - EH

Manufacturing & sales
of food flavours &
fragrances in the
PRC

FERHERAES

G2
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES
(CONTINUED)

(a)

Material non-controlling interests

The total comprehensive income attributable to non-
controlling interests for the year ended 31 March 2017
is RMB46,623,000, of which RMB71,836,000 is from
Huabao Flavours and its subsidiaries (“Huabao Flavours
Group”) and loss of RMB33,011,000 is from VMR. The
non-controlling interests in other subsidiaries are not
material.

Set out below are the summarised financial information
for group of subsidiaries that have non-controlling
interests that are material to the Group. The comparative
figures are not disclosed due to non-controlling interests
of Huabao Flavours Group and VMR as at 31 March 2016
are not comparable and immaterial.

Summarised balance sheet

(BRBBHEAEI - I LBHUAREFLIIR)
33. FEMBARZFHE (&)

(a)

BAFFRAIEER

B EE 5 —rpas = B = - — [Bl e 42
B sl E RS RE
A N R #46,623,0007T 0 H AR
71,836,000 2k B E B H #E &k A
BRAA(ZEEEREE]) RARY
33,011,000 2 2 EEE R EBVMR © A
HHEBARMIEEHIEREST T ERX -

LA &0 51 7K 52 B 75 S oK A FRE ) M e 2
HHRBARMNMIEEREE - BRES
EREBRVMRR-_ZE—A"FE=A=
T B2 BREE W EA LRI E
K MAEBEEFEZHLREBE -

EEREREE

As at 31 March 2017
R-ZE—tF=H=+—H

Huabao
Flavours
Group
EEEREE VMR
Current TR E
Assets BE 3,888,613 66,601
Liabilities afE (384,088) (83,535)
Total current net assets MENE EFEE 3,504,525 (16,934)
Non-current FEFRED
Assets BE 1,692,265 9,653
Liabilities =L (8,935) (23,068)
Total non—current net assets IEMENE EFRE 1,683,330 (13,415)
Net assets EERHE 5,187,855 (30,349)
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES 33. SEMB AT ZHE (&)
(CONTINUED)

(a) Material non-controlling interests (Continued) (a) EARFEFIHERER (E)

Summarised income statement and statement of WHEREEWNSEERE
comprehensive income

Year ended 31 March 2017
BE-_Z—tHF=A=+—HLEFE

Huabao

Flavours

Group
EEEREE VMR
Sales ] 2,314,006 260,603
Profit before income tax %4 B Z A 1,333,802 (99,728)
Income tax expense TS & R (219,633) -
Profit for the year REFEAF 1,114,169 (99,728)
Other comprehensive income H 2w 24,489 (64)
Total comprehensive income ZHEKNEAZE 1,138,658 (99,792)

Total comprehensive income allocated AT IEEH R A

to Non-controlling interests ZHENEREE 71,836 (33,011)

Dividends paid to Non-controlling M I S M SR 2
interests el 186,886 -
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33. PARTICULARS OF PRINCIPAL SUBSIDIARIES

(CONTINUED)

(a)

Material non-controlling interests (Continued) (a)

Summarised cash flows

(BRBHEAEN -
33. FEMBARZFHE (&)

BEAFEGIMES (F)

BEREME

FBESBEANARETTIIR)

Year ended 31 March 2017
BE-Z—+tHE=A=+—HLEE

Huabao
Flavours
Group
EHEREE VMR
Cash flows from operating activities RETHZHERE
Cash generated from/(used in) operations  &&@E4S /(FTH) 282 1,386,971 (58,754)
Income tax paid B ATSE (186,197) -
Net cash generated from/(used in) BEEBESLE (TR 2
operating activities REFRE 1,200,774 (58,754)
Net cash generated from/(used in) BREEBEE,(FTR) 2
investing activities IR 4 EEE 2,360,159 (6,311)
Net cash (used in)/generated from BEEE (FrA),/ EEz
financing activities &R (3,012,719) 58,175
Net increase/(decrease) in cash and RERBEESEEY
cash equivalents #8i, CRd) B8 548,214 (6.890)
Cash and cash equivalents at 1 April ROA—RAZReRASEEY 2,082,796 26,024
Effects of currency translation on cash BEEMEHIEE R
and cash equivalents ReEREYNTE 5,114 -
Cash and cash equivalents R=HA=1+—HB2
at 31 March RERBEEEY 2,636,124 19,134
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34. STATEMENT OF FINANCIAL POSITION AND 34.

RESERVE MOVEMENTS OF THE COMPANY

Statement of financial position of the Company

(BRABEREN - AESBEHUARETTIR)

0N B BB AR R

RATRNHABRR TR FHERE

As at 31 March

MN=A=+—H
Note 2017 2016
B sE —E—tF —E—RF
(Restated)
(esE75)
ASSETS BE
Non-current assets ERBEE
Investments in subsidiaries REBRRZIZE 1,105,374 1,037,467
Current assets REEE
Trade and other receivables B 5 & H Ath e IR 96,646 944,907
Amounts due from subsidiaries FEURHT B A =] ZKIE 1,510,377 1,412,840
Cash and cash equivalents RERRESEZEEY 1,184,016 187,031
2,791,039 2,544,778
Total assets BERE 3,896,413 3,582,245
EQUITY =
Capital and reserves attributable to FRATEZFEAEERAIR
the Company’s equity holders s
Share capital R& X 318,647 318,534
Reserves i (a) 688,398 473,229
Retained earnings RE & 2,508,636 2,464,098
Total equity mrER 3,515,681 3,255,861
LIABILITIES =R
Current liabilities REEE
Amounts due to subsidiaries AN NG 378,746 325,334
Trade and other payables B 5 & KA FER 5IE 1,986 1,050
380,732 326,384
Total liabilities BEeE 380,732 326,384
Total equity and liabilities BmEZRERE 3,896,413 3,582,245

The balance sheet of the Company was approved by the Board
of Directors on 16 June 2017 and was signed on its behalf.

Ms. CHU Lam Yiu
KMEL L

Chairwoman

TR

ARRZBEEARBRERE—LFRA+TEH

EERIEAFRE -

Mr. Xiong Qing

Director

EF



206

Huabao International Holdings Limited #EEMRZERER AT

Notes to the Consolidated Financial Statements
AN ERRMET

(All amounts in RMB thousands unless otherwise stated)

34.

STATEMENT OF FINANCIAL POSITION AND
RESERVE MOVEMENTS OF THE COMPANY

(BR=BHEBEN

MABEZBEHUARETITIIR)

34. ARANMBRRREFHEEE (H)

(CONTINUED)
Note (a) Reserve movements of the Company ftzE(a) NBHERE
Capital ~ Share-based  Currency
Contributed Share Capital redemption compensation translation
surplus  premium  reserve reserve reserve reserve Total
DN R
TN HBm K
BERER ROEE ERRE e WemE  RERE it
At 1 April 2015 R-F-REmA-H
(Restated) (m&5) 296,853 417,013 2,411 4,749 41,234 (419,159) 343,101
Currency translation differences ~ EMEHZE - - - - - 120281 120,281
Employee share option scheme (B S BEARIE:HE
~ Issue of shares upon — IFERMETH
exercise of share options il - 9,853 - - (2,006) - 7,847
Share-based payment R AERERNS
- Value of consultancy service - BRR%ER - - - - 2,000 - 2,000
At 31 March 2016 (Restated) RZE—7E=A
=+—R (B&7) 296,853 426,866 2,411 4,749 41,228 (298,878) 473,229
At 1 April 2016 R-E-—NEMB—A
(Restated) (mE5) 296,853 426,866 2,411 4,749 41,228 (298,878) 473,229
Currency translation differences ~ EMEHZE2 - - - - - 214282 214,282
Share-based payment R RERERZ
— Value of consultancy service -BRERBEE - - - - 1,000 - 1,000
~ Issue of shares upon exercise — 1T{ERR A 5ER M
of share award BIHHR - 2,995 - - (3,108) - (113)
At 31 March 2017 R-E—+=A=+—H 296,853 429,861 241 4,749 39,120 (84,596) 688,398
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35. BENEFITS AND INTERESTS OF DIRECTORS

(a)

(BREHEAEIN - FIESEHUARETTHR)
35. EEMRRZMERS

Directors’ and chief executive’s emoluments (a) EERITHARMNS
The remuneration of each director and chief executive BFEENTHBHERNEBEE_Z—tF R
of the Company for the year ended 31 March 2017 and —E-RF=ZA=T—BLFEZHME
2016 are set out below: mE
2017 2016
ZE-tf “EE (885
Employer's Employer's
contribution contribution
to pension to pension
Name of directors Note Fees Salaries  Bonus scheme Total Fees  Salaries  Bonus scheme Total
E 10 EEHRIA
ez i3 ne ¢ B4 EER & Be e T HEER &
Executive directors: ~ ${7E% :
Ms. Chu Lam Yiu KR L fi 8,913 - - - 8913 8384 - = - 8384
Mr. Poon Chiu Kwok ARELLE - 2,276 - 338 2,614 - 214 - 318 2,459
Mr.Wang Guang Yu T4 (il - - - - - 688 295 = 45 1,08
Mr. Xia Li Qun EflEEE - 5197 3,465 16 8678 - 4888 3259 15 816
Mr. Lam Ka Yu WEFLE fii) 2,599 - - - 259 365 = = = 365
Mr. Xiong Qing RHEE (iv) - 80 - - 80 - = = = =
Independent non-  BUFHTES:
executive directors:
Dr.DingNingning ~ TEEf8+ 208 - - - W 1% o 3 S
Mr. Lee Luk Shiu Tkt 208 - - - 208 196 - - - 196
Ms. Ma Yun Yan REXTL 208 - - - 208 19 - - - 19
Mr. Wu Chi Keung HEELs 208 - - - 208 19 - - - 1%
12,344 7,553 3,465 354 23716 10,221 1324 3,259 378 21,182
() Ms. Chu Lam Yiu is also the chief executive officer () FMEZIFZRTIASENHREH
of the Company. T8 °
(i)  Ceased to act on 18 November 2015. iy MZE—RAFE+—A+N\BHBT-
(i) Re—designated as Executive Director on 4 March (iy RZE-—R"EZANBEFAEEH
2016. TES -
(iv)  Appointed as Executive Director on 17 March 2017. vy RZZE—tF=A+tHAEGA

No directors waived any emoluments during the years
ended 31 March 2017 and 2016.

HITESE -

BE_ T +tER-_FT—XFE=A=+
—HIEFE  EEERETAMHS -



208

Notes to the Consolidated Financial Statements

Huabao International Holdings Limited #EEMRZERER AT

e M BRRME

(All amounts in RMB thousands unless otherwise stated)

35. BENEFITS AND

INTERESTS OF DIRECTORS

(CONTINUED)

(a)

(b)

(c)

(d)

(e)

(f)

Directors’ and chief executive’'s emoluments

(Continued)

During the year ended 31 March 2017 and 2016, no
emoluments had been paid by the Group to the directors
as an inducement to join or upon joining the Group or as
a compensation for loss of office.

Directors’ retirement benefit

During the year ended 31 March 2017 and 2016, no
retirement benefits paid to the directors of the Company
by a defined benefit pension plan operated by the
Group in respect of the director’s services as a director
of the Company and its subsidiaries or other services in
connection with the management of the affairs of the
Company or its subsidiary undertaking.

Directors’ termination benefit

During the year ended 31 March 2017 and 2016,
no payments to the directors of the Company as
compensation for the early termination of the
appointment.

Consideration provided to third parties for making
available directors’ services

During the year ended 31 March 2017 and 2016, the
Company did not provide any consideration to any third
party for making available director’s services.

Information about loans, quasi-loans and other
dealings in favour of directors, controlled bodies
corporate by and connected entities with such
directors

During the year ended 31 March 2017 and 2016, no
loans, quasi—loans or other dealings in favour of directors
of the Company, controlled bodies corporate by and
connected entities with such directors.

Directors’ material interests in transactions,
arrangements or contracts

During the year ended 31 March 2017 and 2016, no
significant transactions, arrangements and contracts in
relation to the Group’s business to which the Company
was a party and in which a director of the Company
had a material interest, whether directly or indirectly,
subsisted at the end of the year or at any time during the
year.

(BRBBHEAEI - I LBHUAREFLIIR)
35. EEMN=EMERS (H)

(a)

(b)

(c)

(d)

(e)

(f)

EERTHARMS (&)

(s = —r tE M B —NRE S B =
—HIEFE  AEBIEREE M
S 1E A DI AN 5 B A 22 8h X 1 5 B B 4

f& -

EERAREAN
BHE_Z—tFR-_FE—XRF=A=+
—HIEFE  AEETEAEES A5
HEAARRRAREFARESRERS
i B &5 B &8 M a8 s iR IR ET &l i [
HXFRRIREF] o

EEREERN

EESE T —ChE T B — N A S =
—BUFE AEETERSEL M
MR BT 2 BE{E o

AE=AXNRHEESHRE2RE

BE—ZT—tFR-_ZFT—A~"F=A=+
—HALFE  AEEWERREESR
BimEE = F R EE o

FHUES - EE 2Rt EERER
ERRZHACER  EERRHEMER
Z2EH

HE_Z—+tFR-_ZFE—ARF=ZA=1+
—BHLEFE AEBITERES - 2%
EESRFNEABBRZESNRE
FRIEHERFEER

EENRS  ZBHEHNZEAES

REFAIFLER - AR AW EETE
MY RARBZEBMARRZIEEE
BAABREETRAEAERIEER
5~ RHHRAR -
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Five Year Financial Summary

T FHMERE
(All amounts in RMB thousands unless otherwise stated) (BrREEBPEI  FTESBEHUARBETTIIR)
RESULTS
S
Year ended 31 March
BZ=BA=1+-HLEE
2013 2014 2015 2016 2017
—T—=F —ZT-NF —T-hF Z—T—HrF ZEBE—tF
(Restated) (Restated) (Restated) (Restated)
(&%) (E7) (&%) (E7)
Turnover e 2,962,983 3,365,235 3,431,077 3,200,436 3,482,894
Gross Profit eS| 2,047,067 2,381,016 2,399,198 2,203,988 2,270,823
Profit before income tax B i A 22 F 1,663,884 1,919,704 1,892,390 1,493,331 1,409,112
Income tax expenses PriEH (255,835) (333,854) (310,122) (297,686) (294,573)
Profit for the year REERF 1,408,049 1,585,850 1,582,268 1,195,645 1,114,539

ASSETS AND LIABILITIES

EEREE
As at 31 March
R=A=+—8H
2013 2014 2015 2016 2017
2= ZT-MF =ZT-1F ZE-XF ZT—tF
(Restated) (Restated) (Restated) (Restated)
(Z=51) (&) (gE5)) (BEF|)
Total assets BEE 7,173,477 8,254,387 8,634,468 9,654,219 11,497,751
Total liabilities BafE (1,015,209)  (1,116,755)  (1,185,779) (879,748) (890,839)

Shareholders’ funds FEE 6,158,268 7,137,632 7,448,689 8,774,471 10,606,912
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Five Year Financial Summary

LFEMBEREE

(All amounts in RMB thousands unless otherwise stated)

OTHER FINANCIAL INFORMATION

Huabao International Holdings Limited #EEMRZERER AT

(BRABEBAEIN  AESRAUARETTIIR)

H {th B 15 BB
2013 2014 2015 2016 2017
—T-=F ZE-WmF ZT-1F ZERE IZZ-tF
(Restated) (Restated) (Restated) (Restated)
(&=51) (#=51) (&=51) (& =51)
Earnings per share, basic BREM  ER (ARES)
(RMB cents) 44.31 50.64 50.77 38.04 34.29
Earnings per share, diluted BREF &8 (ARES)
(RMB cents) 44.28 50.60 50.70 38.01 34.29
2013 2014 2015 2016 2017
=% CZZ-mE —T-hf B ZE-+tF
Aggregated dividend per share EREFRKEE
(HK cents) (&) 16.88 19.17 9.52 - 22.00
Aggregated special dividend BREF R
per share (HK cents) ARE (L) 5.28 9.88 22.20 - -
Fiscal year-end share prices HREEEEARE
(HKD) (%) 3.37 3.56 577 2.92 4.54
EBIT ratio EBITX 55.5% 56.1% 53.6% 44.5% 38.5%
EBITDA ratio EBITDAX 59.4% 60.7% 58.2% 50.1% 44.7%
ROE ROE 252% 24.8% 22.3% 15.0% 11.6%




AGM
Board
Bye-laws
Case
@E®
CFO

CG Code

China, Mainland or PRC
Company or Huabao
CSRC

Director(s)

EPS

electronic cigarettes
Executive Director(s)
FCCA

FCIS

FCPA

FCPA (Aust.)
FCS

Group or Huabao Group
Guangdong Jinke

Guangdong Jinye

Guangdong Tobacco

Guangdong Tobacco
Company

Guangdong Jinye Group

Guangzhou Huabao
HKD

HKICPA

Hong Kong or HKSAR

Hong Kong Stock Exchange

Hongta Tobacco
Hongta Tobacco Group

Annual general meeting

The board of directors of the Company

Bye-laws 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 China Securities Regulatory Commission

The director(s) of the Company

Earnings per share

e-cigarette(s)

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 CPA Australia

Fellow member of The Hong Kong Institute
of Chartered Secretaries

the Company and its subsidiaries

Guangdong Jinke Reconstituted Tobacco
Leaves Co., Ltd.

Guangdong Golden Leaf Technology
Development Co., Ltd.

China Tobacco Guangdong Industrial
Co., ek

Guangdong Tobacco and its subsidiaries
and related companies

Guangdong Jinye and its subsidiaries and
related companies

Guangzhou Huabao Food Co., Ltd.

Hong Kong dollars, the lawful currency of
Hong Kong

Hong Kong Institute of Certified Public
Accountants

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

The Stock Exchange of Hong Kong Limited

Hongta Tobacco (Group) Co., Ltd.

Hongta Tobacco and its subsidiaries and
related companies

BRBERE
g9
NEARA

]
BRHITE
Eldis

EEERTA
PEIKER
AORIHESR
PEEEE
B
FREAF
ETME
HITEER
FCCA

FCIS

FCPA

FCPA (Aust.)
FCS

AEENEERE
EREH

BERTE

R ER R

BEREEEE

HKICPA
B
BB R AT

AREE
RERRE
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AR

BRBERE

ARRNESRE

NG /N

B 550,000 1512

BRHITE

BRMEE

LR RIS+ PO FIE R E ST Rl

REARAME
FEARERERAR
FEESEEEEZES
ARRESE

SRET

BFE

ARRIZHITES
RERFLARETMASEREE

HEBHUERTRABARARER
AREHE

BMNEREM & 5tED
ERERMNENGERGE

ARAREMBRE
EREMBEEEFRAF

BRESEMEAZBRAF]

BRPEIXAREMEARA

w

RERENMB AR REREE

-

EREENAMBRARRABEE

BMZEERBARAA
B BREREEN

EAEHAAR
i AR ARMEE BHITHE
EBBARSFERAT

AEE (%E) BREEAR
MEBERANBATREHL %
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Glossary
AR

Huabao Flavours or
Spin-off Company

Huabao Kongque
INED(s)

Listing Rules

M&A(s)
Model Code

Proposed A Share Listing
Proposed Spin-off

Remaining Group

R&D

RMB

RTL

Scheme Mandate Limit

SFO

SGM

Shareholder(s)

Share(s) or ordinary
share(s)

Shenzhen Stock Exchange

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

Spin-off Group

STMA
u.s.
usb

VMR
Xiamen Amber

Yancheng Chunzhu
Yunnan Tianhong

Huabao International Holdings Limited &

\‘XFTHHX@’T‘X /NG|

Huabao Flavours & Fragrances Co., Ltd.
(formerly known as Huabao Food
Flavour & Fragrance (Shanghai) Co., Ltd.),
a joint stock limited company established
in the PRC with limited liability and an
indirect non-wholly owned subsidiary of
the Company

Shanghai H&K Flavours & Fragrances
Co.Muil

Independent Non-executive Director(s) of
the Company

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

Merger and Acquisition

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

the proposed listing of the securities of
Huabao Flavours on the Shenzhen
Stock Exchange

the proposed spin-off of the shares of
Huabao Flavours for listing on the
Shenzhen Stock Exchange

the Group, excluding the Spin-off Group

Research and development

Renminbi, the lawful currency of the PRC

Reconstituted Tobacco Leaves

The Maximum number of Shares in respect
of which share options may be granted
under the New Share Option Scheme and
any other share option scheme(s) of
the Company

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

Special general meeting

Shareholder(s) of the Company

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

Shenzhen Stock Exchange in the PRC

Standpoint or SPV

the Spin-off Company and its subsidiaries
from time to time

State Tobacco Monopoly Administration

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.

Yunnan Tianhong Flavour & Fragrance
Co., Ltd.

EERRK EERRROHBERAR(AIE [EERA
DHAF BREMLEE)ERRAR]) - NP
KRB ERAT » BAREIREE
BERFZEWNBAR
EEHE EHEEHEFRERAR) (A
[EBEENEEREHBRAR]
BUFHTES RRARZIBIIEATES
EmRal BRBRETERESF LEMRA
i Ao
ZaESPH Lﬁﬁwmﬁ+%ﬂmiﬁﬁﬁA§$
ETEHR HMIRLESFA
BEEAR Em EERRNEFEZNRIERZR S
£
e FaRi B O RESERORONFIIES
R Em
HIEE REE - TEEHFER
e R RER
AR ARE . hEAFEER
EEER BiEEE
FTEIRERRE SRR AR B R E M E A A A
BREERECBREEE
RRHEE LR
FH R AE GG BREPEST EiE 5 L EE &
BERENAE BREFAE
(&S RRB)Z MR
Bt ok & i@ ik RRABRAFSREEREE0.107TH
L@k
RYBEHR H $lmw BHERF
M5B SPV BEFREER(L8)BRAA
DIFEE DA RETEERHB A A
BlE BREEEER
e EFIERE R
e XL EBUAEEK
VMR VMR Products, LLC
EP95E3A BRI B ERERNBER AR
B3 BT B mETEHERAT
EEXRAR ERRLERERERATR
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