Huabao International Holdings Limited
ZEEBREZERERQ A

(Incorporated in Bermuda with limited liability)
(RBEFEETMRZZBRAT)

Stock Code B&{n 5% : 00336

2011-2012 Interim Report H &



Huabao International Holdings Limited #= 8 SR IE % AR A7 2011-2012 Interim Report A HisR &

Contents H %

Corporate Information

RAEER

Financial Highlights
TEHE

CEO’s Statement
BEWE

Management Discussion and Analysis
B R Lo

Other Information
HEmER

Review Report

EHWE

Condensed Consolidated Statement of Financial Position

AR & MR &

Condensed Consolidated Income Statement
RRER A s R

Condensed Consolidated Statement of Comprehensive Income
ARk e 2 EE R

Condensed Consolidated Statement of Changes in Equity
BRFEAEEEER

Condensed Consolidated Cash Flow Statement
HHRGERESRER

Notes to the Condensed Consolidated Interim Financial Information

fHRRER A& T IR IS BRI

/Glossary

22

28

30

31

32

33

34

35

64

1



2 Huabao International Holdings Limited 228 BB A AR 2 7]  2011-2012 Interim Report A7 B &

Corporate Information

BOARD OF DIRECTORS

Executive Directors

Ms. CHU Lam Yiu (Chairman)
Mr. LAU Chi Tak (CEO)

Mr. POON Chiu Kwok

Mr. WANG Guang Yu

Mr. XIA Li Qun (CFO)

Mr. XIONG Qing

Independent Non-executive Directors

Mr. LEE Luk Shiu
Ms. MA Yun Yan
Dr. JIN Lizuo

AUDIT COMMITTEE

Mr. LEE Luk Shiu (Chairman)
Ms. MA Yun Yan
Dr. JIN Lizuo

REMUNERATION COMMITTEE

Mr. LEE Luk Shiu (Chairman)
Ms. MA Yun Yan
Mr. XIA Li Qun

QUALIFIED ACCOUNTANT
Ms. CHOY Man Har FCPA, FCCA

COMPANY SECRETARY
Mr. POON Chiu Kwok AcIs, ACS

AUDITORS

PricewaterhouseCoopers

LEGAL ADVISOR
Herbert Smith

NAER

Exg

HITES
AMBEL L (£/E)
RISk E (485
EEE AL
FrmreE
BNEEE (HBHEE
RRJED S5 A

BYFHITES
TR E
S e 2+
GRVA

BREEY
FHKSEE (/)
MERL L
EAvAaL

FHWZEE
KR E (EE)
ME# L+
BB L

EERGEHED

£ E LT E Fepa, FCCa
NEIWE

EBE L Acs, ACs

M
7 CRUK B B AT AR RSP

AR
SRR RN = P



Huabao International Holdings Limited #= 8 BFIEf% AR 27  2011-2012 Interim Report A Bz &5

Corporate Information (contd)
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Financial Highlights

MBRE

Unaudited
RIBER
For the six months ended
30 September
BZEAA=1THLAEA

2011 2010 Growth
—g——& -—T-=TF MR
HKD’'000 HKD’'000
BETT BB
Sales LXE 1,525,451 1,286,614 +18.6%
Operating profit EERRN 928,837 869,834 +6.8%
Gross profit margin EFE 70.6% 75.5%
EBITDA margin* EBITDAZ+ 64.4% 70.3%
EBIT margin EBIT 60.9% 67.6%
Profit attributable to the equity NABERFEEA
holders of the Company JE1E BT 814,920 752,266 +8.3%
Net cash generated from
operating activities BEEBELAFIRS 669,739 561,884 +19.2%
HK cents HK cents
il Al
Earnings per share gRAF
~ Basic — &K 25.85 23.94 +8.0%
— Diluted — #8 25.71 23.75 +8.3%
Interim dividend per share TP HRKRE 7.80 7.20
Special dividend per share BREFRIRE 5.18 nil &
Total dividend payout ratio AHIREE 50% 30%
Unaudited Audited
RIECEX REZ
As at 30 As at 31
September 2011 March 2011
R=B——&% R_ZT——F
AWA=+HB =A=+—H
HKD'000 HKD’000
BT BT
Cash and cash equivalents ReMHEFED 2,257,649 1,676,410 +34.7%
* Equal to “Earnings before interest, taxes, depreciation, amortization and share compensation expenses” divided by “Sales”.

* R [BRBAAFNNFE - T8 - I RBAERMER | BIA [E%8E] -



Financial Highlights (contd)
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CEO’s Statement

Dear Shareholders,

On behalf of the Board of Directors, | am pleased to
present to you the interim results of the Group for
the six months ended 30 September 2011.

During the first half of 2011, the global economic conditions were
unfavorable, with major developed economies facing difficulties
and challenges of varying degree. The U.S. economy may fall back
to recession, while certain Eurozone countries fell into worsening
crisis of sovereign debts, and Japan was hit by severe disasters of
the century which caused damage to its economy. Despite facing
negative factors such as high inflation pressure and slowing growth
in the property market, the PRC economy maintained a high growth
rate of over 9% for the first two quarters, making it one of the
outperformed markets against other major global economies. While
China’s domestic demands remained robust as supported by overall
rapid growth momentum in the consumer market, the consumer
sector entered a structural adjustment and consolidation stage.
Especially, the PRC tobacco industry has entered into a phrase of
adjustment following several years of rapid consolidation. The food
and beverage industry is experiencing significant adjustment and
consolidation towards its structure and safety standards. All these
significant adjustments would have profound impact on the future
industry landscape whilst creating new challenges and opportunities
to relevant players. As one of the leaders in China flavours and
fragrances industry as well as a major player in the domestic consumer
products market, the Group will continue in adhering to its “multi-
pronged, focus growth” development strategy, overcome difficulties
and challenges by leveraging on its overall competitive edge through
management, technology, product and service, explore development
in new businesses and strive for realizing business growth.

Maintained the growth momentum and kept a
sound financial position

For the six months ended 30 September 2011, sales revenue of the
Group reached approximately HKD1.53 billion, representing an increase
of approximately 18.6% over the corresponding period last year. The
overall gross profit margin reached approximately 70.6%. Operating
profit was approximately HKD929 million, representing an increase
of about 6.8% over the corresponding period last year. EBIT margin
reached approximately 60.9%. Profit attributable to equity holders
of the Company was approximately HKD815 million, representing an
increase of about 8.3% over the corresponding period last year, and
diluted EPS was HK25.71 cents, representing an increase of about
8.3% over the corresponding period last year. Net cash generated
from operating activities was about HKD670 million, representing an
increase of approximately 19.2% over the corresponding period last
year. As at 30 September 2011, the Group’s cash and cash equivalents
amounted to approximately HKD2.26 billion, and net cash amounted
to approximately HKD1.51 billion. After taking into account the
Group’s plan for the next stage of development and in light of its
sound financial position and ample cash flows, the Board has resolved
to declare an interim dividend for the year of HK7.80 cents per Share,
and a special dividend of HK5.18 cents per Share, representing a
combined dividend payout ratio of about 50%.

REBRE
ERME :

Bt FABRREEZTEMAODER
RBEXAEEEEZE-_E——F A=
+HIEARERNAPHEEE -

T —FLHF RREERETALE
PRIBHEEREENBI T TRRENR
HMPE - EELBEITRBERIRR  BITEH
HRRNERERES I BAETHETR
BEASCEY F H G EZ A o o B BEH AR
REEANBREDREETEERNES
THEZ2 T BWMEEHNERTHBEI%
MERER  RARRTELERPEYERE
BT TRy —  c FEAERT) - HBRTS
BEE RIS TR RSE - BN ERITE
AT RBUEREMESE - BRE2PHES
TEEEETHEERRBEAGENT AR
B - MR QAR SE IS (EIE A R 1T 2 4548 -
RRIEEME A FHEMEERE  E AN
B A RITERBELTEYET AR
YRR THRRBNLE - (EATRERER
TEMEALURTANENBRTIENEE
KEY— AEEBEEBRERLZT/IHER
R ROBIBEEEIE - BT - ERMRS L
MEABEEY  SRESEBME - i
MEBHRE  BHERTEBEER -

REERDE  bEMBRRBE

BE-_Z—FAA=1THILNER  ~&EE
BEEHEWALBEIS3ET  ALEELY
18.6% ° 438 EFI K #470.6% & &EZE F 4
B9 2918 T 0 AL 18 & #96.8%  EBITR &
60.9% °c AR EmFTEABERFN B
8. 158 L FLLEEHNE3I%  BEREEETF
BB 7ML B iR 483%  EiEE
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CEO’s Statement (cont'd)

Progress was made in areas such as new materials
for cigarette principally represented by the RTL, and
natural aromatic raw materials, which are expected
to gradually become the Group’s new growth
engines

Since the first half of 2011, further progress was made in the areas
of new materials for cigarette and upstream natural aromatic raw
materials. In November 2010, the Group announced the acquisition of
Guangdong Jinye Group to establish a strategic development platform
for the new materials for cigarette, and to substantially progress the
RTL business. Following the completion of the acquisition early this
year, the Group moved to upgrade the workmanship of the production
lines and improve the products of Guangdong Jinke, with remarkable
satisfactory results. For the six months ended 30 September 2011,
the Group’s sales revenue of the RTL segment reached approximately
HKD111 million, indicating a sound and stable growth momentum.
In respect of natural aromatic raw materials, the Group completed
the acquisition of Yunnan Huaxiangyuan in September last year
and injected capital into Yongzhou Shanxiang in Hunan Province in
April this year, making further progress in implementing the overall
strategy of constructing an integrated core value chain. Following
these acquisitions, the Group was in full swing with the integration,
the next stage being to upgrade the quality of its product and
technology by using new technology and making further investment.
In the future, it is expected that the overall competitiveness of Yunnan
Huaxiangyuan and Yongzhou Shanxiang will be improved, thus laying
a solid foundation for the Group’s next stage of development.

Flavours segment entering the stage of business
optimization and adjustment

With the adverse impacts from the structural adjustment in the
tobacco industry and the safety issues regarding the food and beverage
industry in the PRC, the Group’s flavours segment has entered into an
adjustment stage. For the six months ended 30 September 2011,
sales revenue of the Group from flavours business increased by
approximately 6.4% to approximately HKD1.33 billion, showing lower
pace of growth. As the management has prepared themselves to
equip with enough countermeasures, the Group had managed to
adequately cope with these negative factors in the industry, thus
ensuring its smooth operation. During the reporting period, the
Group kept tight quality controls over raw materials procurement,
products manufacturing and product tests to ensure that product
quality remains stable. Meanwhile, the management is fine-tuning and
optimizing the business units of this segment to systematically adjust
the business process, organizational structure, deployment of human
resources and the corresponding KPIs. With these, the Group can seize
the development opportunities arising from the tobacco industry and
the food and beverage industry of China in future. The management
believes that, through this re-organization and adjustment process,
the Group’s competitiveness can be further enhanced.

H#BEIRE @)
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BERHSEAHBEEHNERE - KK
BERAREEHNNERD S

SF LRFR - NERBEESEHM B R
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SBRRBHEE WA ZRNBE I 1ET > &
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Tt UASE T —IHEREHBENER -

%ﬁ%%%ﬂﬁﬁﬁk%%@ﬁﬂﬁ%
XTBEERTRERARALTERMABIT
EREMEHENTNZE  ARERBERE
FIRSBEAFER - BE—_T——FNA=T
BIERER  AEEERRAEREHHEER
AKBE133MET - ALLIER6.4% @ BEA
FINiE - MR EREBHELITEINRARER
R WIETROMEHER  EFEEER
Bired  BmREBELTR - RREHA -
AEBERBHRVAHRE  ERBEREBR
AEREROBELEER EREHERFTR
E o R BEELEEHZIRENERETE
TEIUNREMEL  WEKRE A8
B ABBCEAMAERAOKPHRIRETT R
B 5HEZELET —FHBREETENART
BREKHTENERIZE  EEEMERSB
RREEANFHE  SENGFELBINE—F
HYERTT ©



8 Huabao International Holdings Limited ZEEEFRIEAE AR AT  2011-2012 Interim Report AR Hf 3R 2

CEQO’s Statement (cont'd)

Increasing investments in research and
development with encouraging results

For the six months ended 30 September 2011, R&D expenses of the
Group amounted to HKD81.76 million, representing approximately
5.4% of sales revenue. The ratio was higher than that of 3.3% for
the corresponding period last year. The Group successively expands
its investment in the RTL and other new materials for cigarettes and
establishes a R&D team of international level. Also, it forges strategic
alliances with major customers by establishing joint laboratories, which
serves as a major support for the Group’s future growth. As for the
primary researches, the Group has applied for and obtained a number
of patents, which has enhanced our research and development
capabilities, thereby paving a solid ground for the Group’s long term
development.

Operating conditions and prospects

While the PRC economy maintained a relatively rapid growth amid
the dismal global economic conditions, there are signs of slow-down
in the future. The adverse factors of structural adjustment of the PRC
tobacco industry and the safety issues regarding the domestic food
and beverage industry have continued to have deteriorated impacts
on the Group. Nevertheless, the management is still optimistic
about China‘s huge consumer market and the potential of domestic
demand. In addition, the Group carried out internal optimization and
integration in order to better position itself to take advantage of
any opportunities in the future. The Group strongly believes that,
by adhering to its development strategies of “multi-pronged, focus
growth”, to keep its flavours and fragrances business as the core
and proactively expanding into the new business of new materials for
cigarettes, food ingredients and aromatic raw materials and form an
integrated core value chain, as well as to take advantage of its overall
competitive edge in management, technology, product and service,
the Group will overcome difficulties and challenges and get through
such hard times. By doing so, the Group will see opportunities in
crisis, and will stay vigilant in any chance of expansion brought by the
next round of consolidation in the industry, thus creating higher value
and returns for our Shareholders!

LAU Chi Tak
CEO

Hong Kong, 22 November 2011
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Management Discussion and Analysis

BUSINESS REVIEW
Review of Flavours Business

For the six months ended 30 September 2011, the sales revenue of
the flavours business of the Group amounted to HKD1,329,273,000,
representing an increase of 6.4% as compared to HKD1,249,108,000
for the corresponding period last year. The EBIT margin of flavours
segment was approximately 68.6%, representing a decrease of
approximately 1.0 percentage point as compared to approximately
69.6% for the corresponding period last year. The growth rate of
the flavours business was lower than that of the same period of last
year, which was mainly attributable to certain unfavourable factors
of the industry, including the slow-down of consolidation of the
tobacco industry and the safety problems found in the PRC food
and beverage industry and food additives industry as disclosed in the
2010/2011 annual results published in June this year, as well as the
result of adjustment and optimization efforts made to our business.
Being well prepared for such unfavourable factors of the industry, the
management has taken adequate counter-measures which enabled the
Group to cope with the crisis effectively and turn it into opportunities.
During the reporting period, the Group kept tight quality controls
over raw material procurement, product manufacturing and product
tests, so that product quality remains stable.

Flavours EBIT margin and EBIT
RABERERMRREBITEHEBIT

HKD million ZS¥ B E T | eBiT
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Management Discussion and Analysis (cont'd)

In respect of tobacco business, according to TobaccoChina Online,
China’s tobacco industry sustained a stable growth in production
volume for the first half of the year with an increase of 3.9%. In the
first half of the year, the Group’s tobacco business maintained smooth
operation and stable growth. China’s tobacco industry has entered
into a phase of adjustment following a period of rapid consolidation,
whilst certain major clients also experienced slower business growth.
Thanks to the development strategy of “Big Customers, Big Brands”
to which we adhered over the years, we were able to maintain a
dominant market share in the sector of tobacco flavours among the
premium brands of cigarettes made in China and the key domestic
tobacco groups. Taking advantage of the structural adjustment across
the tobacco industry, the Group undertook a system-wise revision to
its business process, organizational structure, personnel configuration
and the corresponding KPIs. Looking forward, it is expected that
the consolidation of China’s tobacco industry will continue and
the business adjustment and optimization will further enhance our
competitive strength. The Group will continue to adhere to the
development strategy of “Big Customers, Big Brands” and improve its
service with the major customers, with a view to establishing strategic
partnership with them and seize development opportunities arising
from the integration of the tobacco industry.

During the reporting period, the subsidiaries of the Group reported
several operational achievements. Guangzhou Huafang successfully
held the 2nd Session of Qualification Examination for Senior Cigarette
Flavourists of Tobacco Industry, which was organized by the Science
& Technology Department under the State Tobacco Monopoly
Administration (“STMA") and jointly held by the Base for Training
Cigarette Flavourist Talents of STMA. The examination was attended
by 30 core cigarette flavourists from 17 PRC tobacco companies,
which further expanded the Group’s influence in the industry. In
April, Wuxi Huahai received its first patent from the State Intellectual
Property Office for its invention named the “Extraction Method of
Natural Chinese Herbal Fragrance and its Application”. In July, Wuxi
Huahai received another two national patents, which indicated further
improvement of the overall R&D capability of the Group.

In respect of food and beverage, recently, the outburst of a number of
safety incidents in China‘s food industry, especially the food additives
industry, had greatly affected the operation of the food additives
sector and the flavours sector. The Group has been adhering to the
strategy of providing natural, safe and healthy products of good
quality as well as excellent customer services and has overcome a
series of negative effects from the industry. Therefore, it succeeded
in reducing the impact of such negative effects on the Group to the
minimum, and as such the impact to the overall operation of food
and beverage business was immaterial. During the reporting period,
the Group kept tight quality controls over raw materials procurement,
products manufacturing and product tests to ensure that product
quality remains stable. Looking forward, notwithstanding the existing
food safety crisis and its influences, the management believes that
such problems will not have a long-lasting effect on the industry and
such challenges are beneficial to the long term development of the
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Management Discussion and Analysis (cont'd)

whole industry. The management believes that well established and
reputable large enterprises will eventually benefit from the new round
of consolidation of the industry and meet with greater opportunities
for development. During the first half of the year, Huabao Shanghai
was chosen by China National Light Industry Council as one of the
“2010 Top Ten Enterprises in the Flavours and Fragrances Sector of
the Light Industry” for the second time, which again demonstrated
the leading position of the Group in the industry.

In April this year, the Group injected capital to Yongzhou Shanxiang in
Hunan Province, representing a step forward in building an integrated
core value chain. Yongzhou Shanxiang’s management team has long
been focused in the production of natural litsea cubeba oil and natural
lemon citrus extract. The quality of the company’s major products,
natural litsea cubeba oil and natural lemon citrus, are recognized
by international customers and in terms of volume it is one of the
leading enterprises in China. Litsea cubeba oil is a unique natural
flavour in China and one of its major production bases is located in
Hunan Province. Natural litsea cubeba oil and natural lemon citrus
extract are common raw materials for food making, daily products and
medical products. The Group’s next move will be to start an expansion
program for Yongzhou Shanxiang through the use of the Group’s
patented technologies to enhance product quality and added values.
The Group will also stick to the persistent drive for the development
of segment businesses and higher profitability and the development
strategy of building an integrated core value chain.

In addition, the Group’s regional R&D and production base in the
city of Yingtan in Jiangxi Province, which is expected to escalate the
Group’s overall competitive edge, is about to complete. In view of
the continuous growth of the business of the Group, and in order
to further reduce management costs and improve unit efficiency by
implementing a centralized and streamlined management system and
achieving economies of scale, the Group resolved to make investment
in Yingtan to establish a regional R&D and production base for its
flavours and fragrances businesses after performing due diligence and
due consideration, so as to secure the long-term development of the
Group.

Review of Fragrances Business

For the six months ended 30 September 2011, the Group’s sales
revenue from fragrances increased by approximately 127.7%
from HKD37,506,000 in the corresponding period last year to
HKD85,409,000, representing approximately 5.6% of the total
revenue of the Group. Operating profit of the fragrances segment
reached HKD3,568,000, representing a decrease of approximately
43.6% from that of the corresponding period last year. EBIT margin
was approximately 4.2%, representing a decrease from 16.9% in
the corresponding period last year. The growth in sales revenue of
the fragrances segment was mainly attributable to the acquisition of
Yunnan Huaxiangyuan, while the decrease in operating profit was
mainly due to fierce competition in the fragrances industry and the
increased segment operating expenses.
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Management Discussion and Analysis (cont'd)

The Group has devoted itself to the progressive construction of
an integrated core value chain through a combination of organic
growth and M&As, with a view to lay a solid foundation for the
Group’s long-term strategic and sustainable development. Yunnan
Huaxiangyuan is located in Yunnan Province, which is known as
one of China’s main bases for the production of natural aromatic
raw materials. The eucalyptus oil, citronella oil and turpentine oil
produced by Yunnan Huaxiangyuan account for certain shares both
in domestic and international markets. Following the acquisition
of Yunnan Huaxiangyuan by the Group in September last year, the
Group expanded its production capacity through a series of technical
innovations and achieved a rapid growth, which brought new
momentum to the growth of the fragrances segment and facilitated
the integration process of the upstream and downstream businesses,
and thus formed a brand new development platform for fragrances.

In the first half of the year, the fragrances business achieved a rapid
growth in sales revenue, which is attributable to the strong product
mix of the traditional products of Xiamen Amber, supplemented by the
natural aromatic raw materials produced by Yunnan Huaxiangyuan.
However, in view of fierce competition in the fragrances businesses and
increased segment operating expenses during the first half of the year,
which led to a decrease in operating profit. Looking ahead, Yunnan
Huaxiangyuan will continue to put more efforts in the development
of the eucalyptus oil and turpentine oil businesses. It will also further
expand and upgrade the production line, increase its production and
deep refining capabilities, and proactively develop international and
domestic customers aiming to achieve steady growth.

Review of RTL Business

For the six months ended 30 September 2011, the Group’s RTL sales
revenue reached HKD110,769,000, realizing an operating profit of
HKD 16,835,000, while EBIT margin was approximately 15.2%. After
completing the acquisition of Guangdong Jinye Group in January this
year, the Group carried out a technical upgrade of the production
line of Guangdong Jinke and improved its products with impressive
results. The quality of its products has been improved, laying a solid
foundation for the Group’s future development in RTL business.
Currently, the Group is pushing ahead with the construction of its
self-designed production line in the second phase of Guangdong Jinye
project, which will have a production capacity of 20,000 tons of RTL
per annum and match international technical level. This production
line will produce high-quality RTL product for the Group’s existing
customers for their mid and high-end cigarette brands and enable
the Group to grasp the next stage of opportunities arising from the
adoption of low tar standards by the PRC tobacco industry. With
the progression of these projects, the management believes that
the Group’s RTL business will embrace a new development and will
become the driving engine for the Group’s development.
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Management Discussion and Analysis (cont'd)

In 2010, the STMA released the timetable for the implementation
of the low tar content and less harmful standards and included RTL
made by paper-making technology into the “Twelfth Five-year Plan”
as one of primary developing fields. Promoting RTL development is an
important step to implement the basic guideline and strategic task of
“attaining the quality of cigarettes to a higher standard”. Firstly, RTL
has the characteristics of low density, high porosity, high flammability
and good filling which are the effective ways to reduce tar content
and harm. Secondly, RTL can work not only as a technical measure
to reduce tar content and harm, the RTL functional products can also
help to improve cigarette aroma and adjust cigarette smoke. Hence,
RTL can serve as a carrier to enhance flavours and retain moisture.
Furthermore, having flexibility in compositions, RTL can maintain
a more stable interior quality than natural tobacco leaves through
industrial technological measures so as to smooth over some quality
defects that are associated with the natural tobacco leaves due to
natural conditions beyond control in the plantation process. The RTL
industry has been a very mature sector in overseas markets and RTL
has been widely used in tobacco industry world-wide. However, RTL
is still at the initial stage of development in China and has great
development potential. In China, it is currently required that the tar
content per cigarette shall not exceed 12 mg and that the tar content
per cigarette shall be further reduced to less than 10 mg effective
from 1 January 2015. The management believes that the RTL business
in the PRC will enter into a rapid growth period in future.

In respect of business operation, during the first half of 2011, three
self-developed technologies of Guangdong linye Group received
patent certificates from the State Intellectual Property Office.
Government officials from the Science and Technology Department
of the STMA and Inspection Committee from Guangdong Provincial
Committee paid visits to Guangdong Jinye Group and attached great
importance to and spoke highly of the achievements of Guangdong
Jinke and the construction of the production line in the second phase
of Guangdong Jinye. The proposal to setup a “Joint Laboratory of
Reconstituted Tobacco Leaves made by paper-making technology” was
officially signed and implemented. It is expected that the construction
of such laboratory will further enhance the strategic cooperation
between China Tobacco Guangdong and the Group. During the
reporting period, Guangzhou Huafang successfully held a seminar on
the “"Major Special Program on Reconstituted Tobacco Leaves made
by paper-making technology” and invited a number of experts from
various organizations in the industry, including those from the Science
and Technology Department and the Planning Department of the
STMA, enterprises engaging in the research and production of RTL,
Yunnan Tobacco Research Institute and some tobacco companies,
to participate in the discussion and study research of the future
development of the RTL sector and the relevant policies, with an
aim to boost the rapid development of the domestic RTL market and
to aggressively promote the rapid development of the domestic RTL
industry.
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Management Discussion and Analysis (cont'd)

R&D-and Innovation Capability

The Group has a leading R&D platform in the flavours and fragrances
industry in China and an international-calibre R&D team. With a State-
recognized technical centre in Shanghai, a national post-doctorate
scientific research workstation, a designated RTL production and R&D
base in Shantou, Guangdong province which is authorized by the
STMA, joint laboratories established with major tobacco enterprises,
an overseas R&D centre in Germany and a professional R&D team
consisting of top talents from China and abroad, the Group has
maintained a leading position among its domestic peers in R&D
capability.

In terms of input into R&D, for the six months ended 30 September
2011, the Group’s R&D expenses accounted for approximately 5.4%
of sales revenue, which was higher against the ratio of approximately
3.3% for the corresponding period of last year. The increase in R&D
expenses ensured the Group’s persisting strength in technology
innovation.

Other than R&D for the core businesses of flavours and fragrances,
the Group has consistently focused on R&D of the segment of
new materials for cigarettes. In June 2011, the Group acquired
100% equity interest in Yunnan Zhengbang at a consideration of
approximately HKD6,926,000. This represented a further step to
strengthen the Group’s R&D capabilities in the segment of new
materials for cigarettes after the acquisition of Guangdong Jinye
Group that served to establish a strategic development platform.
Yunnan Zhengbang’s team has been specializing in the R&D of new
materials for cigarettes since 2008. It has a sound reputation within
the industry and owns a professional R&D team which has made
satisfactory achievements in this sector. The management believes
that the acquisition of Yunnan Zhengbang is in line with the Group’s
overall development strategy. It creates a framework for the Group to
provide comprehensive services for domestic tobacco enterprises, and
has profound strategic significance for enhancing close relationship
with customers and strengthening its leading position in the industry.
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Management Discussion and Analysis (cont'd)

M&A AND INTEGRATION

Capital injection of Yongzhou Shanxiang - another strategic
disposition for developing the upstream aromatic raw
materials business

In April 2011, the Group through its subsidiary entered into an
capital injection agreement to Yongzhou Shanxiang (a wholly
owned subsidiary incorporated by the Group in March 2011) with
independent third parties. The Group and the independent third parties
have injected approximately HKD27,594,000 and HKD14,104,000
respectively. The equity interest of Yongzhou Shanxiang held by the
Group was decreased from 100% to 67.14%. Yongzhou, located
in the southwest of Hunan Province, is very suitable for the growth
of litsea cubeba, a natural aromatic raw material, and is one of the
main producing areas of litsea cubeba oil. The products of Yongzhou
Shanxiang are recognized by international customers and in terms
of volume it is one of the leading enterprises in China. In 2010,
the General Administration of Quality Supervision, Inspection and
Quarantine of the PRC implemented the geographical indications
protection on litsea cubeba oil in Yongzhou, further strengthened the
advantageous position of litsea cubeba industry in Yongzhou.

Yongzhou Shanxiang’s management team has extensive experience
in the industry and possesses a number of global customers. Capital
injection to Yongzhou Shanxiang is another strategic deployment
of the Group in building an integrated core value chain. Yongzhou
Shanxiang will rely on the resources of Yongzhou, fully capitalize our
existing advantages in capital, technology, market and brand, and
gradually increase the efforts in purchasing litsea cubeba oil. It will be
committed to technology development and products upgrade, and
focusing on deep refining technology. It will also actively develop key
customer relationships and enhance the proportion of direct sales.
By utilizing the geographic advantages of Yongzhou, it will further
enhance the advantages of natural aromatic raw materials business in
the district and become an international sizable natural aromatic raw
materials enterprise.

Completed the acquisition of Yunnan Zhengbang - further
accelerated the R&D development in the new materials for
cigarettes sector

In June 2011, the Group acquired 100% equity interest in Yunnan
Zhengbang at a consideration of approximately HKD6,926,000. This
marked a further step to strengthen the Group’s R&D capabilities in
the segment of new materials for cigarettes since the acquisition of
Guangdong Jinye Group in order to establish a strategic development
platform. The acquisition of Yunnan Zhengbang is in line with the
Group’s overall development strategy. It creates a framework for the
Group to provide comprehensive services for tobacco enterprises, and
has profound strategic significance for enhancing close relationship
with customers and strengthening our leading position in the
industry.
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Management Discussion and Analysis (cont'd)

BUSINESS PROSPECT

While the PRC economy maintained a relatively rapid growth amid
the dismal global economic conditions, there are signs of moderation
in the future. The adverse factors of structural adjustment of the PRC
tobacco industry and the safety issues regarding the domestic food
and beverage industry are detrimental to the Group. Nevertheless,
the management is optimistic about China’s huge consumer market
and the potential of domestic demand. In addition, the Group carried
out internal optimization and integration in order to better position
itself to take advantage of any opportunities in the future. The Group
strongly believes that, by adhering to its development strategies of
“multi-pronged, focus growth”, to keep its flavours and fragrances
business as the core and proactively expanding into new segments
of new materials for cigarettes, food ingredients and aromatic raw
materials and form an integrated core value chain, as well as to take
advantage of its overall competitive edge in management, technology,
product and service, the Group will overcome all difficulties and
challenges and go through such hard times. By doing so, the Group
will see opportunities in crisis, and will stay vigilant in any chance of
expansion brought by the next round of consolidation in the industry,
thus creating higher value and returns for our Shareholders!

FINANCIAL REVIEW

Analysis of interim results for the six months ended 30
September 2011

Sales revenue

The Group’s sales revenue amounted to HKD1,525,451,000 for the
six months ended 30 September 2011, representing an increase of
18.6% as compared with HKD1,286,614,000 for the corresponding
period last year. The rapid growth in the sales revenue was mainly
attributable to increase in the sales of flavours, fragrances and RTL.
For the six months ended 30 September 2011, sales revenue from
flavours increased by 6.4% to HKD1,329,273,000; sales revenue
from fragrances increased by 127.7% to HKD85,409,000; and sales
revenue from RTL amounted to HKD110,769,000.

Cost of goods sold

The Group’s cost of goods sold amounted to HKD449,229,000 for
the six months ended 30 September 2011, representing an increase
of 42.7% as compared with HKD314,810,000 for the corresponding
period last year. The percentage increase in the cost of goods sold
was significantly higher than the percentage increase in the sales
revenue was mainly attributable to the decrease in gross profit margin
and increase in sales revenue.
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Management Discussion and Analysis (cont'd)

Gross profit and gross profit margin

The gross profit of the Group increased from HKD971,804,000 for
the six months ended 30 September 2010 to HKD1,076,222,000 for
the six months ended 30 September 2011, representing an increase
of 10.7%, while the gross profit margin of the Group decreased
from 75.5% of first half of last financial year to 70.6% of first half of
current year. The increase in the gross profit was mainly attributable
to the increase in the sales revenue of the Group, while the decrease
in the gross profit margin was mainly attributable to the significant
increase in the proportion of sales revenue of fragrances and RTL,
which have lower gross profit margins, to total sales revenue.

Other income

Other income of the Group was HKD92,436,000 for the six
months ended 30 September 2011, representing an increase of
HKD39,664,000 as compared with HKD52,772,000 for the six months
ended 30 September 2010. The increase in other income was mainly
attributable to the appreciation of RMB to HKD and increase in local
government subsidy.

Selling and marketing expenses

The selling and marketing expenses of the Group comprised mainly
traveling expenses, transportation cost, salaries and office expenses.
The selling and marketing expenses of the Group for the six months
ended 30 September 2011 were HKD45,718,000, representing an
increase of approximately 18.0% as compared with HKD38,738,000
for the corresponding period last year. The ratio of selling and
marketing expenses to the total sales was maintained the same as
compared with the corresponding period last year.

Administrative expenses

The Group’s administrative expenses amounted to HKD194,103,000
for the six months ended 30 September 2011, representing an
increase of 67.3% as compared with HKD116,004,000 for the
corresponding period last year. The ratio of administrative expenses
to total sales was approximately 12.7%, representing an increase of
3.7 percentage points as compared with 9.0% for the corresponding
period last year. Among which the ratio of R&D expenses to total
sales was approximately 5.4%, increased by approximately 2.1
percentage points as compared with the corresponding period last
year; the ratio of amortization expenses of intangible assets from the
acquisition of Guangdong Jinye Group to total sales was 0.6%; the
ratio of depreciation expenses to total sales was 0.8%, representing
an increase of 0.3 percentage point compared with same period last
year. Administrative expenses and its ratio to total sales increased
was mainly attributable to the increase in the Group’s R&D expenses,
amortization of intangible assets from the acquisition of Guangdong
Jinye Group and the increase in fixed assets investments.

2011-2012 Interim Report A1 B R4S 17

EEREWR D @

E FIFE FI| &

AEENENBRBEE_ZE-—ZFALA=T
B 1758 B &7 971,804,000t 3% h1 & &
E_E——FAA=+HLEANEANBEE
1,076,222,0007T * 3 £10.7% + M & &
F¥FNEMNERABE-—FBREFEELFFN
75.5% FFEZE70.6% - NEBTENMIEMEE
RANEEEER AL EFERHTREE
ZRANREMNERENHRERERLEES

FrevtHE AR HE AR L ERBRRS T
B o
H W 75

BE-_Z——FNAA=THIXNEAR  &~X&EEH
B E b Uk %5 A8 192,436,000 - BEE T
—ZEFENA=+TH I EA®EES2,772,000
TCIEAN T 139,664,000 o H UL A BIE 1
FTERANARBEEEFAE N K BT
BEIZ ANFTEL ©

HERTSHEER
AEBBEERTEHERYTEBEZRE -
BHEAN  HFERBRLERE - AEEEEC
T——FNAZTHIEANEANEERTISH
BB A 145,718,0007T © Bl FFEREE
38,738,0007T * #HNT18.0% » ANHEARE R £ F
[FHA S & M T35 E R S ATE 35 & L5 At I
BE o

7T 7

AEBNTHRAYEHZE -_T——FhLA=+
B k<18 B A#%194,103,0007T * B &
@) HA 19 7 #116,004,0007T © #1167.3% ° M
THASATGEERBEOLIIAN12.7% @ &
EFEREIA.0%IEMN T3 7 H DB - A H
BERGEEREN5.4% B A FR N
TERAVEES Y AHERRSESEEES
B EEHHEEHEESRENLE E06% I
EREEHEEN8Y%  WEFRHAEIN T4
03B DE - TTHFAZ &% MG HE L 12
MOREAREBAEERAN LA  HEERS
HEEELENEESHEUANETEEREE
DOFTER ©



18 Huabao International Holdings Limited #= & BB IZAR AR AR 2011-2012 Interim Report F Hi¥R &

Management Discussion and Analysis (cont'd)

Operating profit

The operating profit of the Group for the six months ended 30
September 2011 was HKD928,837,000, representing an increase
of approximately 6.8% as compared with HKD869,834,000 for the
corresponding period last year, while the operating profit margin
decreased to approximately 60.9% during the first half of the
year from approximately 67.6% for the first half of last year. The
increase in the operating profit was attributable to the increase in
the sales revenue, while the decrease in operating profit margin was
attributable to the decrease in gross profit margin and increase in the
ratio of administrative expenses to total sales.

Income tax expenses

The income tax expenses of the Group for the six months ended 30
September 2011 was HKD111,385,000, representing a decrease of
approximately HKD4,710,000 as compared with HKD 116,095,000 for
the corresponding period last year. The decrease in the income tax
expenses was mainly attributable to the decrease in the withholding
income tax on dividends remitted by subsidiaries in the PRC to their
parent companies in Hong Kong.

Profit attributable to the equity holders of the Company

Profit attributable to the equity holders of the Company was
HKD814,920,000 for the six months ended 30 September 2011,
representing an increase of 8.3% as compared with HKD752,266,000
for the corresponding period last year.

Net current asset value and financial resources

As at 30 September 2011, the net current asset value of the Group was
HKD2,207,028,000 (31 March 2011: HKD1,649,351,000). The Group
generates its working capital mainly through its operating activities to
maintain a sound financial position. As at 30 September 2011, The
Group’s cash and cash equivalents amounted to HKD2,257,649,000
(31 March 2011: HKD1,676,410,000).

The Group neither had any forex hedging products nor structured
investment products or financial derivatives.
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Management Discussion and Analysis (cont'd)

Bank borrowings and gearing ratio

As at 30 September 2011, the Group had bank borrowings of
HKD743,679,000 (31 March 2011: HKD743,562,000), out of which
HKD740 million is clean loan with interest calculated based on HK
dollars inter-banks borrowings rate. For the six months ended 30
September 2011, the average annual interest rate of such clean
loan was 1.49% (2010: 1.71%) which are due within 1 year. The
Group’s gearing ratio (total borrowings, include current and non-
current borrowings, divided by total equity (excludes non-controlling
interests)) was about 13.0% as at 30 September 2011 (31 March
2011: 14.8%).

Debtors’ 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 at the end of a relevant financial period divided by the total sales
revenue for the corresponding period and multiplied by 180 days. The
Group generally offers its customers a credit period of approximately
0-180 days, depending on the business volume of, and the length of
business relationship with, the customers. For the six months ended
30 September 2011, the Group's average debtors’ turnover period
was 78 days, representing an increase of 4 days as compared with
74 days for the last financial year ended 31 March 2011, the debtors’
turnover period remains stable.

Creditors’ turnover period

Creditors’ turnover period is calculated on the basis of the average
amount of trade payables as at the beginning and at the end of a
relevant financial period divided by the cost of goods sold for the
corresponding period and multiplied by 180 days. Credit periods
granted by suppliers to the Group ranged from 0-180 days. For the
six months ended 30 September 2011, the Group’s average creditors’
turnover period was 119 days, representing a decrease of 14 days as
compared with 133 days for the last financial year ended 31 March
2011. The decrease of the creditors’ turnover period was attributable
to the increase in natural aromatic raw materials procurement amount
along with a shorter creditors’ turnover period.
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Management Discussion and Analysis (cont'd)

Inventory and inventory turnover period

As at 30 September 2011, the Group’s inventory balance amounted
to HKD570,740,000 (31 March 2011: HKD467,961,000). The
Group has continued to improve its inventory management and
to optimize its inventory structure, thus the inventory balance has
noticeably increased. For the six months ended 30 September 2011,
the inventory turnover period (calculated on the basis of the average
amount of inventory balances as at the beginning and at the end
of a relevant financial period divided by the total cost of goods sold
for the corresponding period and multiplied by 180 days) was 208
days, representing an increase of 35 days as compared with 173
days for the last financial year ended 31 March 2011. The increase in
inventory and inventory turnover period were mainly attributable to
the concentration of natural raw materials procurement by companies
such as Yongzhou Shanxiang.

Foreign exchange and exchange rate risk

The principal businesses of the Group are located in the Mainland
China and most of the business transactions are denominated in
RMB. The Board is of the view that the Group’s exposure to foreign
exchange risk is insignificant. There is insignificant pressure for the
depreciation of RMB and thus the Group’s exposure to exchange rate
risk is relatively low.

Pledge of assets
As at 30 September 2011, the secured bank loan of the Group
amounted to approximately HKD3,679,000 (31 March 2011:
HKD3,562,000).

Capital Commitments

As at 30 September 2011, the Group had capital commitments in
respect of the purchase of property, plant and equipment contracted
for but not provided in the financial statements amounting to
approximately HKD427,296,000 (31 March 2011: HKD74,716,000),
majority of which was related to the property, plant and equipment of
the second phase of Guangdong Jinye project.

Contingent liabilities

According to the information available to the Board, the Group had
no contingent liabilities as at 30 September 2011.
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Management Discussion and Analysis (cont'd)

HUMAN RESOURCES

As at 30 September 2011, the Group employed a total of
approximately 1,977 employees in the PRC, Hong Kong, Germany
and Botswana. The sound development of the Group attracts talents
in the industry. Moreover, during the period, the Group continued to
recruit talents based on the business needs and, in the meantime, the
Group kept the core staff of acquired enterprises upon the acquisition,
assimilating them into the Group’s corporate culture. The Board places
great emphasis on the career development of employees and provides
them with ample space for growth. Meanwhile, we provide them
with competitive remuneration as compared with the existing market
condition.

To upgrade the Group to the international standard in terms of
technology and management, the Group lays great stress on staff
training and talent recruitment, to enhance the employees’ initiative
and creativity. The Group provides training to mid-top executives and
the management on a regular basis, guiding them towards common
values to strengthen team spirit. In addition, the Group has built
talent banks for various staff levels to completely resolve the issue
of talent availability encountered by the enterprise during long term
development.

As to remuneration, the Group provides its employees with competitive
remunerations, pension schemes and other fringe benefits, and grants
awards to the employees based on their performance. The Group has
implemented a share option scheme in September 2006 to reward
the staff and directors who have made significant contributions to
the business development of the Group. For the period from 2006
to 2008, the Group granted share options to 79 persons including
directors, senior management, technical and business executives.
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Other Information

DIRECTORS' INTEREST IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As at 30 September 2011, the interests of the Directors and their
associates in the Shares, underlying Shares and debentures of the
Company and its associated corporation (within the meaning of
Part XV of the SFO), as recorded in the register maintained by the
Company under Section 352 of the SFO, or as otherwise notified to
the Company and the Stock Exchange pursuant to the Model Code as
set out in Appendix 10 to the Listing Rules, were as follows:

(@) Long position in ordinary shares of HKD0.10 each of

Hib & ¥
EERER0  HERORES 2B

RZZE——FNA=1+H EFRKFZHE
Aiﬁ’\\zﬁ j&ﬁ*ﬁ HP/"Z(. (E%ﬁ ﬁ&ﬁﬁ
SIRGIEXVEL) Z Mty - 1R KBS %
BARRBIMRIEZ 5 R ERAIE3526R F P

ﬁ%Z%@ﬁ%dﬁZ%\:&%ﬁﬁﬁim
RAI S+ BN RETRAMAMNE AR

B SXFT 2 s an s

(a) ALABREERB0.10TZEBERLE

the Company B
Number of Percentage of
issued ordinary the issued
Name of Director Capacity Shares held share capital
BHEERBT HERT
MR 54 RHHE RAB DL
CHU Lam Yiu Held through controlled corporations* 1,212,262,415 38.428%
RN BRI R RIEE*
LEE Luk Shiu Beneficial Owner 200,000 0.006%
ENPPIS EREAA
WANG Guang Yu Beneficial Owner 2,700,000 0.086%
FHRE BE=EAA
XIONG Qing Beneficial Owner 100,000 0.003%
fARED BEmEEA
* 1,212,262,415 ordinary shares of the Company were held by * KD B 21,212,262,4150% & 38 B T3

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

(b) Interests in share options of the Company

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

Save as disclosed above, as at 30 September 2011, none of the
Directors nor their associates had any interests or short positions in
any Shares, underlying Shares or debentures of the Company or any
of its subsidiaries or associated companies as defined in the SFO.

B Mogul Enterprises Limited,
Resourceful Link International
Limited * Power Nation International
Limited * Jumbo Elite Limited ' Raise
Sino Investments Limited}Real Elite
Investments Limited @ #FH + KMNE
ZTARUANEATZE—BEZEBA °

(b) FLTRBREZER
EEBERERSCHINNUTBR
| —EA -

BREXFIEZEEN RZE——FHLA=T
H EFEREFIBHEALHRERAARSHE
EAME AR SEEEZE (ERRBHFRLHE
f&Bl) 2 ERRGD - HERNSESPHEEE
IERTOAE o
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Other Information (cont'd)

SHARE OPTIONS

Pursuant to a resolution passed on the special general meeting of
Shareholders held on 22 September 2006, the Company adopted
a share option scheme (the “Share Option Scheme”). As at 30
September 2011, the share options granted by the Company pursuant
to the Share Option Scheme which were valid and outstanding
amounted to 36,240,000, representing approximately 1.15% of the
issued share capital of the Company.

Details of share options granted, exercised, canceled and lapsed
during the reporting period under the Share Option Scheme are set
out as follows:
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MEEFRAE FBBARESR » NARRAE
RerEsT &) ([HEARHEETEl)) - R=ZT——F LA
=+H  ARRIRBEERETEFAEEmMDA
BRI ABEITERERESE & 36,240,000
B (B BT EBARA91.15% °

REIA - IRBEIAERT IR - 1768 JEH R
RIRRBIREFIBTWT

Number of Share Options
R&%E
Balance
As at Granted  Exercised  Canceled Lapsed asat30
Exercise 1 April during during during during  September
Grantee Grant Date Pric  Exercise Period 2011 thePeriod the period  the period the period 201
R s
“F--F “F-F
ERA Bk #E  AHERH MA-B  BalR  BafE BaEl BRXN nAZtE
HKD
it
Executive Directors
HiTEE
Mr. LAU Chi Tak 14 April 2008 639 14/4/2008-13/4/2018 7,000,000 - - - - 7,000,000
Y e “2%)\ENATIE
Mr. POON Chiu Kwok 25 October 2006 309 25/10/2006-24/1012016 3,300,000 - 300,000 - - 3,000,000
ARERLE “ERRETACTIA
Mr. WANG Guang Yu 25 October 2006 309 25/10/2006-24/10/2016 2,700,000 - 2,700,000 - - -
TrHEE ZEEETAZTEA
Mr. XIA Li Qun 25 October 2006 309 25/10/2006-24/1012016 5,250,000 - - - - 5,250,000
ERlgtE “EEAFTA-TEA
Mr. XIONG Qing 17 October 2007 665 17/4/2008-16/102017 3,600,000 - 1,000,000 - - 2,600,000
2 b “ERETATER
14 April 2008 639 14/4/2008-13/42018 3,400,000 - - - - 3,400,000
“2Z/\ERATRA
Independent Non-Executive Directors
BUFHTEE
Mr. LEE Luk Shiu 25 October 2006 3.09 25/10/2006-24/1022016 200,000 - - - - 200,000
FkEE “ERRETACTER
Ms. MA Yun Yan 25 October 2006 309 25/102006-24/10/2016 800,000 - - - - 800,000
MERRT ZEENETACTEA
Other employees 10 October 2006 309 10/10/2006-9/10/2016 7,600,000 - - - - 7,600,000
EftES “ERRETATE
17 October 2007 6.65  17/4/2008-16/102017 6,940,000 - 550,000 - - 6,390,000
“ERETATLA
Total &3 40,790,000 - 4,550,000 - - 36,240,000
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Other Information (cont'd)

DIRECTORS' RIGHT TO ACQUIRE SHARES OR
DEBENTURES

Other than disclosed in note 9 to the condensed consolidated interim
financial information, at no time during the reporting period was the
Company, its ultimate holding companies or any of its subsidiaries a
party to any arrangements to enable the Directors to acquire benefits
by means of the acquisition of Shares in, or debentures of, the
Company or any other body corporate.

INTERESTS OF SUBSTANTIAL SHAREHOLDERS

As at 30 September 2011, other than the interests disclosed in
the section “Directors' interest 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 shares capital of the Company:

Long(L)/short(S) positions in ordinary shares of HKDO0.10
each of the Company
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Long(L)/ Number Percentage

short(S) of issued  of the issued

Name of Substantial Shareholders Capacity position  Shares held share capital

RAEERT HERT

TERRER 54 BR/ KR ROEE REABDL

Lazard Asset Management LLC Investment Manager L 507,617,921 16.09%
RERKE e

Lazard Emerging Markets Equity Portfolio Investment Manager L 237,361,000 7.52%
RERKE e

Prudential plc Held through controlled corporations L 158,001,000 5.01%
ERIEHNDEHE e

UBS AG* Held through controlled corporations L 107,183,000 3.39%
ERIEHNDERHE e

S 65,287,000 2.06%
)

Beneficial owner L 50,566,033 1.60%
EBERA Sy=

S 44,861,569 1.42%
KR

Person having a security interest in shares L 369,705 0.01%
BRI ERERERNA e

* 17,105,841 Shares (L) and 90,000 Shares (S) were held through cash
settled derivatives (off exchange)

* 17,105,8411% (4F &) F190,0000% (A B ) &8
WeERW (BN #E
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Other Information (cont'd)

CORPORATE GOVERNANCE

Compliance with the Code on Corporate Governance
Practices

The Board of the Company recognizes and appreciates the importance
and benefits of good corporate governance practices and has adopted
corporate governance and disclosure practices for achieving a higher
standard of transparency and accountability.

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

Throughout the reporting period, save for Code Provision A.4.1
and E.1.2, the Company had complied with the code provisions
recommended in the CG Code:

Code Provision A.4.1 stipulates that INEDs should be appointed for
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.

Code Provision E.1.2 stipulates that the chairman of the Board should
attend the annual general meeting. Ms. Chu Lam Yiu, the chairman
of the Company, due to business trip had been unable to attend the
annual general meeting held on 5 August 2011.
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Other Information (cont'd)

Changes to Information in respect of Directors

In accordance with Rule 13.51B(1) of the Listing Rules, the changes
to information required to be disclosed by Directors pursuant to
paragraphs (a) to (e) and (g) of Rule 13.51(2) during the reporting
period are set out below:

> Ms. MA Yun Yan ceased to be a member of the Growth
Enterprises Board Public Offering Review Committee of China
Securities Regulatory Committee upon the expiry of the term of
engagement in August 2011.

> Mr. POON Chiu Kwok was appointed as the INED of Changan
Minsheng APLL Logistics Co., Limited (listed on the GEM Board
of the Stock Exchange) on 30 September 2011.

Model Code for securities transactions by the Directors of listed
issuers

The Company has adopted the Model Code as set out in Appendix
10 to the Listing Rules as the code of conduct regarding securities
transactions by the Directors of the Company. Having made specific
enquiry to all the Directors, all the Directors confirmed that they had
complied with the required standard as set out in the Model Code
throughout the six months ended 30 September 2011.

INTERIM AND SPECIAL DIVIDENDS

The Board has resolved to declare an interim dividend of HK7.80
cents per Share (2010: HK7.20 cents per Share) and special dividend
of HK5.18 cents per Share (2010: Nil) both in cash for the six months
ended 30 September 2011, which are expected to be paid around
22 February 2012 (Wednesday) to Shareholders whose names appear
on the Register of Members of the Company as at 10 February 2012
(Friday).

CLOSING OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from 7
February 2012 (Tuesday) to 10 February 2012 (Friday), both days
inclusive, during which period no transfer of Shares will be effected.
All properly completed transfers of Shares accompanied by relevant
share certificate(s) must be lodged with the Company's Branch Share
Registrars, Tricor Tengis Limited, at 26/F., Tesbury Centre, 28 Queen's
Road East, Wanchai, Hong Kong not later than 4:30 p.m. on 6
February 2012 (Monday) in order to qualify for the interim and special
dividends.
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Other Information (cont'd)

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES OF THE COMPANY

Neither the Company nor any of its subsidiaries purchased, sold
or redeemed any of the Company's listed securities during the six
months ended 30 September 2011.

PUBLIC FLOAT

Throughout the six months ended 30 September 2011, the Company
had maintained the prescribed public float under the Listing Rules and
as agreed with the Stock Exchange, based on the information that is
publicly available to the Company and within the best knowledge of
the Directors.

AUDIT COMMITTEE

The Board has formed an audit committee in accordance with the
Listing Rules to fulfill the functions of reviewing and monitoring the
financial reporting procedure and internal control of the Company.
The Audit Committee members currently comprise all the INEDs,
namely Mr. LEE Luk Shiu, Ms. MA Yun Yan and Dr. JIN Lizuo. The
Audit Committee has reviewed and confirmed the Company's interim
report together with unaudited condensed consolidated interim
financial information for the six months ended 30 September 2011
together with the Board.

By Order of the Board
CHU Lam Yiu
Chairman

Hong Kong, 22 November 2011
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Review Report

PRICEWATERHOUSE(COPERS

EHME

B % R RSt B E A AT

REPORT ON REVIEW OF INTERIM FINANCIAL INFORMATION
TO THE BOARD OF DIRECTORS OF HUABAO INTERNATIONAL
HOLDINGS LIMITED

(Incorporated In Bermuda With Limited Liability)

Introduction

We have reviewed the interim financial information set out on pages
30 to 63, which comprises the condensed consolidated statement
of financial position of Huabao International Holdings Limited (the
“Company”) and its subsidiaries (together, the “Group”) as at 30
September 2011 and the related condensed consolidated statements
of income, comprehensive income, changes in equity and cash flows
for the six-month period then ended, and a summary of significant
accounting policies and other explanatory notes. The Rules Governing
the Listing of Securities on The Stock Exchange of Hong Kong Limited
require the preparation of a report on interim financial information
to be in compliance with the relevant provisions thereof and Hong
Kong Accounting Standard 34 “Interim Financial Reporting” issued
by the Hong Kong Institute of Certified Public Accountants. The
directors of the Company are responsible for the preparation and
presentation of this interim financial information in accordance with
Hong Kong Accounting Standard 34 “Interim Financial Reporting”.
Our responsibility is to express a conclusion on this interim financial
information based on our review and to report our conclusion solely to
you, as a body, in accordance with our agreed terms of engagement
and for no other purpose. We do not assume responsibility towards
or accept liability to any other person for the contents of this report.

PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone (852) 2289 8888
Facsimile (852) 2810 9888
www.pwchk.com
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Review Report (cont'd)

Scope of Review

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

Conclusion

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

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 22 November 2011
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AR B IR &

Condensed Consolidated
Statement of Financial Position

As at 30 September 2011
(All amounts in HK dollar thousands unless otherwise stated)

R-ZE——FAA=1H
(BABEBEIN - AEEBABETTIIR)

As at As at
30 September 31 March
2011 2011
R=ZB—F N Z——F
hB=+H =A=+—H
Noj[e Unaudited Audited
BT RBEX N
Assets BE
Non-current assets FREEE
Property, plant and equipment M - WeER R 5 644,879 536,373
Land use rights Tk e 5 197,328 194,697
Intangible assets BRAE i 5 2,938,028 2,879,958
Investments in associates REEE N R 2B 62,817 61,009
Available-for-sale financial assets AHLESREE 40,305 38,067
Deferred income tax assets EEFTSIHEE 6 44,539 42,800
3,927,896 3,752,904
Current assets REEE
Inventories FE 570,740 467,961
Trade and other receivables E5 N EMEWEIE 7 1,095,100 1,030,565
Cash and cash equivalents ReRREEEY 2,257,649 1,676,410
3,923,489 3,174,936
Total assets BWEE 7,851,385 6,927,840
Equity fE=
Capital and reserves attributable to EATERBFEA
the Company’s equity holders BERARR#E
Share capital [N 8 315,460 315,005
Reserves ftE 10 809,008 677,318
Retained earnings REBBF
— Proposed interim/final dividend — B E, R RS B 16 246,059 251,374
— Proposed special dividend —BURERIARE 16 163,408 -
— Others —Hith 4,201,954 3,796,953
5,735,889 5,040,650
Non-controlling interests e H R 322,705 255,213
Total equity R 6,058,594 5,295,863
Liabilities =L
Non-current liabilities FRBEE
Borrowings B 11 3,679 3,562
Deferred income tax liabilities BIEFFSHARE 6 72,651 102,830
76,330 106,392
Current liabilities REBARE
Borrowings B 11 740,000 740,000
Trade and other payables E 5 N E MR FIR 12 899,981 688,276
Current income tax liabilities EHSHRAaRE 76,480 97,309
1,716,461 1,525,585
Total liabilities wWEE 1,792,791 1,631,977
Total equity and liabilities HWERNEE 7,851,385 6,927,840
Net current assets REEEFE 2,207,028 1,649,351
Total assets less current liabilities BEERRBERE 6,134,924 5,402,255

The notes on pages 35 to 63 are an integral part of this condensed
consolidated interim financial information.

F35E 63 MM HE AR RN A IS &
FEEHD -
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Condensed Consolidated Income Statement

For the six months ended 30 September 2011

(All amounts in HK dollar thousands unless otherwise stated)

ERZEERER

BHE_E——FNA=FTHINEH
(BAAEAEIN - AESRHUNBETTIIR)

Unaudited
RBEX
For the six months ended
30 September
BZNALA=1+HIEAREA

Note 2011 2010
B —E——F —E-TF
Sales =L 4 1,525,451 1,286,614
Cost of goods sold SHE A (449,229) (314,810)
Gross profit EX 1,076,222 971,804
Other income H bl zs 92,436 52,772
Selling and marketing expenses HENMMSEERAY (45,718) (38,738)
Administrative expenses 1THE F (194,103) (116,004)
Operating profit BEER 928,837 869,834
Finance income U PN 10,283 13,131
Finance costs BB A (4,075) (2,357)
Finance income — net BIFSUR A — FRE 6,208 10,774
Share of (loss)/profit of associates JE(EES S NE) (E518) BF| (61) 323
Profit before income tax BREBLATEF 934,984 880,931
Income tax expense FTiS At 14 (111,385) (116,095)
Profit for the half year YXEFEERF 823,599 764,836
Attributable to: L :
Equity holders of the Company RAREHFEA 814,920 752,266
Non-controlling interests FEFE S RE RS 8,679 12,570
823,599 764,836
Earnings per share for profit ¥FEAAREREBEA
attributable to the Company’s BN EREF
equity holders for the half year
— Basic (HK cents) - B (B 15(a) 25.85 23.94
— Diluted (HK cents) - #E OB 15(b) 25.71 23.75
Interim dividend FEIRE 16 246,059 226,545
Special dividend FRIRE 16 163,408 -
409,467 226,545

The notes on pages 35 to 63 are an integral part of this condensed

consolidated interim financial information.

FISHECIHAMNMERANEREA T HMHE
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Condensed Consolidated Statement IGLEE R e
of Comprehensive Income
For the six months ended 30 September 2011 BHEZZ—FNA=1THILMHEA
(All amounts in HK dollar thousands unless otherwise stated) (BrREHEPEEI - FTESEHUBET TIIR)
Unaudited
REEX

For the six months ended
30 September
BERA=1+HLAEA

2011 2010
—E2——F —ZT-ZF
Profit for the half year HEERF 823,599 764,836
Other comprehensive income: Hih2E W
Fair value gains on available-for-sale AEHEeRMEEL
financial assets AIREN & 814 -
Exchange differences on translating TINETS 2
foreign operations [EH =R 121,490 61,287
Other comprehensive income for HEERBE
the half year, net of tax Hitt2E W 122,304 61,287
Total comprehensive income for YEERBE
the half year, net of tax 2HKRHEHE 945,903 826,123
Total comprehensive income attributable to: (G ZE UM :
Equity holders of the Company RARESEFEEA 927,323 811,113
Non-controlling interests FEFEHIMERE RS 18,580 15,010
945,903 826,123

The notes on pages 35 to 63 are an integral part of this condensed %358 £63B MM AN HLG A PHKE
consolidated interim financial information. BRI -
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Condensed Consolidated Statement GLEEES S a3 B
of Changes in Equity

For the six months ended 30 September 2011 HEZZ—FNA=+HLMHEA
(All amounts in HK dollar thousands unless otherwise stated) (B R HEHEAEIN - FAESEHANEE T TIIR)
Unaudited
AEER
Attributable to equity holders of the Company
RATREEEAELS
Non-
Share Retained controlling Total
capital Reserves earnings Total interests equity
EZr e
A f#E  REEA it B B
Balance at 1 April 2010 R-E-ZEMA-A 312,882 410,403 3,066,819 3,790,104 128,103 3,918,207
Total comprehensive income for ﬁ?ig—gﬂiﬂﬁ =tAL

the six months ended 30 September 2010 NMEAKZEURLR - 58,847 752,266 811,113 15,010 826,123
Transactions with owners in their HANTARBANRS

capacity as owners: e
Dividends payable to non-controlling interests Fﬂ?ﬂ’fﬂ’\%ﬁ?ﬁﬁﬁ’ﬂﬂ% - - - - (7.121) (7.121)
Dividends payable to shareholders MR ERAERE - - (386137 (386,137) - (386,137)
Appropriations from net profit BEMEN - 5,262 (5,262) - - -
Acquisttion of Yunnan Hua Xiang Yuan Flavours  MBEHZBFEHERAT

Limited (“Yunnan Huaxiangyuan”) g?fﬂiﬁ/ﬁ) - - - - 2,830 2,830
Employee share option scheme EEE&H@EE@U

~Value of employee services - EEHW{%{E - 2,914 - 2,914 - 2914

~ Exercise of share options - Tk 1,764 66,184 - 67,948 - 67,948
Total transactions with owners REEARZAE 1,764 74,360 (391399) | (315,275) (4241 (319,516)
Balance at 30 September 2010 W-2-8EAAZ1A 3466 543610 3427.6% | 428594 138872 4424814
Balance at 1 April 2011 RZB--%MmA-A 315,005 677,318 4,048,327 5,040,650 255,213 5,295,863
Total comprehensive income for Eﬁ?ig——fmﬁ =tAL

the six months ended 30 September 2011 AMEANZEUHLE - 112,403 814,920 921323 18,580 945,903
Transactions with owners in their BANREEANRS |

capacity as owners: \

Dividends payable to shareholders RRREFAERE - - (@B (251,737 - (51,731)
Appropriations from net profit BAFEN \ - 89 (89) - - -
Captalinjecton to Yongzhou Shan Xiang Flavour EEFREAMILEEH

Co., Ltd. ("Yongzhou Shanxiang") BRAHE (xMLE]) - - - - 14,104 14,104
Capital injection to Qingdao Qingda Product Co., R RMEEBEAMER(

Inc., (“Qingdao Qingda”) ﬁﬂﬁ’&i (588K - - 5 = 5,408 5,408
Incorporation of non-wholly owned subsidiary ~ XLIE EHERT = = - - 29,400 29,400
Employee share option scheme ESRHiE)

- Value of employee services - EEHWEE - 75 - 75 - 75

- Exercise of share options - {TiEERE 455 19,123 - 19,578 - 19,578
Total transactions with owners EREARZER 455 19287  (251,826) | (232,084) 48912 (183,172)
Balance at 30 September 2011 R-B--EnA=1H 315,460 809,008 4611421 | 5735889 322,705 6,058,594

The notes on pages 35 to 63 are an integral part of this condensed 35 B E63 B RAEREZE P HMEE
consolidated interim financial information. FIEYEERBER 1D o



34 Huabao International Holdings Limited #E B AR AR 2011-2012 Interim Report Fr HisR &

Condensed Consolidated HRGERERER
Cash Flow Statement
For the six months ended 30 September 2011 BHEZZ—FNA=1THILMHEA
(All amounts in HK dollar thousands unless otherwise stated) (BrREHEPEEI - FTESEHUBET TIIR)
Unaudited
REEX

For the six months ended
30 September
BERA=1+HLAEA

2011 2010

—s——& -T-=%

Cash flows from operating activities, net LB REEAFIRE 669,739 561,884

Cash flows used in investing activities, net KEERHFEZFES (211,185) (240,028)

Cash flows from financing activities, net MEEHELEZFRS 64,399 53,493

Net increase in cash and cash equivalents Re kRS By INFERE 522,953 375,349

Cash and cash equivalents at 1 April RIOA—BZREMBREEEY 1,676,410 1,678,640
Effects of exchange rate changes on cash and EXZRNRE N

cash equivalents HeEBYHTE 58,286 41,487

Cash and cash equivalents at 30 September PNA=ZTBEZRENREEEY 2,257,649 2,095,476

The notes on pages 35 to 63 are an integral part of this condensed ~ 535H Z63H WM T ARMRALRE R HMBKE
consolidated interim financial information. e8I -
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B AR & h B B 35 B R B

Notes to the Condensed Consolidated
Interim Financial Information

(BRmBIEREN  ESEHUBE T TIIR)

(Al amounts in HK dollar thousands unless otherwise stated)

GENERAL INFORMATION

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

The Company has its primary listing on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”).

The Company is an investment holding company. The Company
and its subsidiaries (the “Group”) are mainly engaged in the
production, distribution and sale of flavours, fragrances and
reconstituted tobacco leaves in the People’s Republic of China
(the “PRC"). Ms. Chu Lam Yiu (“Ms. Chu"), who is the Chairman
of the Board of Directors, holds approximately 38% equity
interest in the Company as at 30 September 2011, through
six limited companies incorporated in the British Virgin Islands
and solely beneficially owned by her, namely Mogul Enterprises
Limited, Resourceful Link International Limited, Power Nation
International Limited, Raise Sino Investments Limited, Jumbo
Elite Limited and Real Elite Investments Limited, and is the single
largest shareholder of the Company.

This condensed consolidated interim financial information is
presented in thousands of units of HK dollars (“HKD'000")
unless otherwise stated. This condensed consolidated interim
financial information has been approved for issue by the Board
of Directors on 22 November 2011.

This condensed consolidated interim financial information has
not been audited.
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Notes to the Condensed Consolidated
Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

BASIS OF PREPARATION

This condensed consolidated interim financial information for
the six months ended 30 September 2011 has been prepared
in accordance with the applicable disclosure requirements of
Appendix 16 to the Rules Governing the Listing of Securities
on the Main Board of Stock Exchange (the “Listing Rules”)
and Hong Kong Accounting Standard (“HKAS”) 34 “Interim
Financial Reporting” issued by the Hong Kong Institute of
Certified Public Accountants (the “HKICPA"). This condensed
consolidated interim financial information should be read in
conjunction with the consolidated financial statements of the
Group for the year ended 31 March 2011, which have been
prepared in accordance with Hong Kong Financial Reporting
Standards (“HKFRS™).

ACCOUNTING POLICIES

Except as described below, the accounting policies applied are
consistent with those of the annual financial statements for
the year ended 31 March 2011, as described in those financial
statements.

Taxes on income in the interim periods are accrued using the
tax rate that would be applicable to expected total annual
earnings.

(@  The following amendment to standard is mandatory for
the first time for the financial year beginning 1 April
2011:

o Amendment to HKAS 34 “Interim financial
reporting” is effective for annual periods beginning
on or after 1 January 2011. It emphasizes the existing
disclosure principles in HKAS 34 and adds further
guidance to illustrate how to apply these principles.
Greater emphasis has been placed on the disclosure
principles for significant events and transactions.
Additional requirements cover disclosure of changes
to fair value measurement (if significant), and the
need to updated relevant information from the most
recent annual report. The change in accounting
policy only results in additional disclosures.
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Notes to the Condensed Consolidated

Interim Financial Information (contd)

(Al amounts in HK dollar thousands unless otherwise stated)

3. ACCOUNTING POLICIES (continued)

(b)  The following new standards, amendments to standards
and interpretations are mandatory for the first time for
the financial year beginning 1 April 2011, but are not
currently relevant or do not have significant impact to the

Group’s operations:

. HKAS 24 (Revised), “Related Party Disclosures” is
effective for annual periods beginning on or after
1 January 2011. It introduces an exemption from
all of the disclosure requirements of HKAS 24 for
transactions among government related entities and

the government.

o Amendment to HKAS 32 “Classification of rights
issues” is effective for annual periods beginning
on or after 1 February 2010. This is not currently
applicable to the Group, as it has not made any

rights issue.

. Amendment to HK(IFRIC) — Int 14 “Prepayments of
a minimum funding requirement” is effective for
annual period beginning on or after 1 January 2011.
This is not currently relevant to the Group, as it does
not have a minimum funding requirement.

. HK(IFRIC) — Int 19 “Extinguishing financial liabilities
with equity instruments” is effective for annual
periods beginning on or after 1 July 2010. This is
not currently applicable to the Group, as it has no
extinguishment of financial liabilities replaced with

equity instruments currently.

. Third improvements to HKFRS (2010) were issued in
May 2010 by the HKICPA, except for amendment to
HKAS 34 “Interim financial reporting” as disclosed
in note 3(a) and the clarification to allow the
presentation of an analysis of the components of
other comprehensive income by item within the
notes, all are not currently relevant to the Group. All
improvements are effective in the financial year of

2011.
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Notes to the Condensed Consolidated
Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

3. ACCOUNTING POLICIES (continued)

(@

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

HKFRS 9 “Financial instruments” addresses the
classification, measurement and derecognition of
financial assets and financial liabilities. The standard
is not applicable until 1 January 2013 but is available
for early adoption.

HKAS 12 (Amendment) “Deferred tax: Recovery of
underlying assets”. The amendment is applicable
retrospectively to annual periods beginning on or
after 1 January 2012 with early adoption permitted.

HKFRS 1 (Amendment) “Severe hyperinflation and
removal of fixed dates for first-time adopters”,
effective for annual periods beginning on or after 1
July 2011. Early adoption is permitted.

HKFRS 7 (Amendment) “Disclosures — Transfers of
financial assets” is applicable to annual periods
beginning on or after 1 July 2011 with early
adoption permitted.

HKFRS 10 “Consolidated financial statements”.
HKFRS 10 replaces all of the guidance on control
and consolidation in HKAS 27, “Consolidated and
separate financial statements”, and HK(SIC) — 12,
“Consolidation — special purpose entities”. HKAS
27 is renamed “Separate financial statements”, and
it continues to be a standard dealing solely with
separate financial statements. The existing guidance
for separate financial statements is unchanged. The
standard is effective for annual periods beginning
on or after 1 January 2013. Early adoption is
permitted.
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Notes to the Condensed Consolidated
Interim Financial Information (contd)

(Al amounts in HK dollar thousands unless otherwise stated)

3. ACCOUNTING POLICIES (continued)

(@

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

HKFRS 11  “Joint arrangements”. HKFRS 11
changes the definitions to reduce the types of joint
arrangements to two: joint operations and joint
ventures. The jointly controlled assets classification
in HKAS 31, “Interests in Joint Ventures”, has
been merged into joint operations, as both types
of arrangements generally result in the same
accounting outcome. The standard is effective for
annual periods beginning on or after 1 January
2013. Early adoption is permitted.

HKFRS 12 “Disclosure of interests in other entities”.
HKFRS 12 sets out the required disclosures for
entities reporting under the two new standards,
HKFRS 10, "Consolidated financial statements”,
and HKFRS 11, “Joint arrangements”. The standard
is effective for annual periods beginning on or after
1 January 2013. Early adoption is permitted.

HKFRS 13, “Fair value measurements”. HKFRS 13
explains how to measure fair value and aims to
enhance fair value disclosures. It does not say when
to measure fair value or require additional fair value
measurements. The standard is effective for annual
periods beginning on or after 1 January 2013. Early
adoption is permitted.

HKAS 1 (Amendment) “Presentation of financial
statements”, effective for annual periods beginning
on or after 1 July 2012. Early adoption is permitted.

EAARE B B E R @

(BRmBIEREN  ESEHUBE T TIIR)
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FRAMER - T RYBAEL

MR () :

e FEUBHSENFIRIA
L] BREMBREER
FIRERTER - AKEE
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Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

3.

ACCOUNTING POLICIES (continued)

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

. HKAS 28 (as amended in 2011) “Investment
in associates and joint ventures” prescribes the
accounting for investments in associates and sets
out the requirements for the application of the
equity method when accounting for investments
in associates and joint ventures. The standard is
effective for annual periods beginning on or after 1
January 2013. Early adoption is permitted.

. HKAS 19 (Amendment) “Employee benefits”. The
standard is effective for annual periods beginning
on or after 1 January 2013. Early adoption is
permitted.

Management does not anticipate that the application of the
revised standards will result in a material impact on the Group’s
consolidated financial statements.

SEGMENT INFORMATION

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

- Flavours;
- Fragrances; and
- Reconstituted tobacco leaves.

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.

The Executive Directors consider the business from the operation
perspective and assess the performance of flavours, fragrances
and reconstituted tobacco leaves segments. Flavours include
research and development, production and sale of flavours
products. Fragrances include research and development,
production and sale of fragrances products. Reconstituted
tobacco leaves include research and development, production
and sale of reconstituted tobacco leaves. The Executive Directors
assess the performance of the operating segments based on a
measure of operating profit.

EAARE M B E R @

(BRmBIEREN  ESRHABE T ITIIR)
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(All amounts in HK dollar thousands unless otherwise stated) (B BEHEREEI - FrELBEHL
"“-...__‘_:__:__ :.F-_._:_:"_'_-:
4. SEGMENT INFORMATION (continued) 4. FHER (&) =
The segment information for the six months ended 30 HE_ZT——FNLA=1THLERNEANS
September 2011 is presented below: HEKZ5NT :

Total turnover
Inter-segment sales

BEXE
7 EREIHE

Net turnover/Segment sales

Segment result

Finance income

Finance costs

Finance income - net
Share of loss of associates

Profit before income tax

Income tax expense

Profit for the half year

L5 2 ON
BB — 58
il gN] 5
BRI &

FrSH

FERRA

Segment assets
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Notes to the Condensed Consolidated
Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated) (BrRBEIEEEI - FTESBEHABETTIIR)
4. SEGMENT INFORMATION (continued) 4. DEPER (&)
The segment information for the six months ended 30 HEZZT—ZTFAA=THLERNEANS
September 2010 is presented below: HEMZFIT
Unaudited
RICER

For the six months ended 30 September 2010
BECZ-ZFAA=THILREA

Reconstituted Total
Flavours ~ Fragrances  tobacco leaves  segments  Corporate Total
2A HA
EREN  EREN  ESEE Sues w9 w3t
Total turnover Hb ] 1,249,389 37,514 - 1,286,903 - 1,286,903
Inter-segment sales DEEHEE (281) (8) - (289) - (289)
Net turnover/Segment sales & %% /HEMA 1,249,108 37,506 - 1,286,614 - 1,286,614
Segment result GEIES 869,741 6,324 - 876,065 (6,231) 869,834
Finance income BAFEUTA 13,131
Finance costs BEMA (2,357)
Finance income - net BBMA — 5 10,774
Share of profit of associates ~ JE{EE L AR E A 323
Profit before income tax B BT A 880,931
Income tax expense K=t (116,095)
Profit for the half year YEZRF 764,836
Unaudited
REER
As at 30 September 2010
RZZ-ZFHAA=TH
Reconstituted Total
Flavours ~ Fragrances  tobacco leaves ~ segments  Corporate Total
2A AA
ERREH  BREH BEER  HEEE @ st
Segment assets NHEE 5,445,515 190,488 - 5,636,003 84,852 5,720,855
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Notes to the Condensed Consolidated
Interim Financial Information (contd)

(BRmBIEREN  ESEHUBE T TIIR)

(Al amounts in HK dollar thousands unless otherwise stated)

SEGMENT INFORMATION (continued)

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

The total of non-current assets, other than financial instruments
and deferred tax assets, of the Group as at 30 September 2011
and 2010 are mainly located in the PRC.

Revenues from external customers are derived from the sales
of flavours, fragrances and reconstituted tobacco leaves to
customers mainly located in the PRC.

Revenue derived from sales made to one single external
customer amounted to 29% of the Group’s total revenue. These
revenues are attributable to flavours segment.

N

2EER (&)
SUEERRRESBLEN - P14
BRERHELW  RARARIHK
A WA HEETER BHRERMTE
ESB2RBTMMEBLEREE 2710
E

o

b8 T ANIEREASBAEIASN - 1=
T —FR_F-FFAA=TEAEH
IR EEREEBARER -

KENMFEFPHBATEZRRAHERA
HARBBEHNREEEN TERATP -

FIRR R ARINIBEF B A L B 2 A
B29% - WA CHRRAER/EL D
EREEAHY o
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Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated) (BrRBEIEEEI - FTESBEHABETTIIR)

5. PROPERTY, PLANT AND EQUIPMENT, LAND USE 5. % - S NH%E - T HEA

RIGHTS AND INTANGIBLE ASSETS EREFEE
Unaudited
REER
Property,
plant and
equipment Total
(excluding property, Other Total
construction  Construction plant and Land use intangible ~ intangible
Note  inprogress)  inprogress  equipment rights Goodwill assets assets
Rkt (T2 VERE
i3 fRIR) TRIE REBEx  DifRE g EpEVEE EVEEGH
For the six months ended HE-Z-5%
30 September 2010 hA=TRLEAEA
At 1 April 2010 RZZ-TENA-A 283325 18473 301,798 67,684 1,404,057 198,602 1,602,659
Acquisition of Yunnan WEZREER
Huaxiangyuan 4,691 - 4,691 958 - - -
Additions HE 9,966 6,207 16,173 - - 10 10
Transfers Ei4 409 (409) - - - - -
Disposals & (238) - (239) - - - -
Depreciation and amortization TERER 13 (16,366) - (16,866) (848) - (13,726) (13,726)
Exchange differences EH AR 4613 337 4950 887 2,404 1432 23836
At 30 September 2010 RZE-EFNA=TH 285,900 24,608 310,508 68,681 1,426,461 186,318 1,612,779
For the six months ended HE 5%
30 September 2011 hA=TRIE~ER
At 1 April 2011 RZE-——FMA-A 490,328 46,045 536,373 194,697 | 2,569,712 310246 | 2,879,958
Acquisition of Yunnan Zhengbang ~ WEEEE 4
Shengwu Jishu Co,, Ltd. UL
("Yunnan Zhengbang”) ([Z@EA)) 176) 24 - 24 - 5,781 - 5,781
Acquisition of busingss WiEER 17(0) 3,449 - 3,449 - - 1,358 1,358
Additions hE 26,913 92,944 119,857 - - 852 852
Transfers g5 48,634 (48634) - - - - -
Disposals He (1523) - (1523) - - - -
Depreciation and amortization MERBH 13 (28,584) - (28,584) (3.138) - 21333) (21333)
Exchange differences ERHZ 13,784 1,299 15,083 5,769 62,091 9,321 71412
At 30 September 2011 RZE—ENA=1E 553,225 91,654 644,879 197328 = 2,637,584 300,444 | 2,938,028
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ERGS P B ER M @

(BR=BEBEN

6. DEFERRED INCOME TAX ASSETS/LIABILITIES 6.

The movement in the deferred income tax is as follows:

EEFSHEEBfE

EEFSHESHIT

B R AEE TTIIR)

Unaudited
REER
Deferred
income tax
assets Deferred income tax liabilities
B
FEHEE BEREHEE
Withholding
income tax
on dividends
Valuation  expected to
Unrealized surplus of  be remitted
profits assets and from group
arising from recognition entities
intra-group  of intangible  incorporated
Note sales assets in the PRC Total
£ER
£ER fIpe
ARMHE R AH
FIEER EETME FHE L
£ER EHRRENY REFE4EZ
Bitsx RERBH EENRR BRAEH @it
At 1 April 2010 RZZE—ZFNA—H 50,544 57,870 51,000 108,870
Recognised in the consolidated MREWGERIER
income statement 14 3,329 (2,668) 7,900 5,232
Exchange differences I R 964 406 (341) 65
At 30 September 2010 RZE-ZFENA=TH 54,837 55,608 58,559 114,167
At 1 April 2011 RZE——45MmA—A 42,800 73,443 29,387 102,830
Recognised in the consolidated NRA B RIER
income statement 14 381 (2,421) (29,066) (31,487)
Exchange differences ERRIEES 1,358 1,629 (321) 1,308
At 30 September 2011 RZE——FNA=1H 44,539 72,651 - 72,651
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DEFERRED INCOME TAX ASSETS/LIABILITIES
(continued)

Deferred income tax assets are recognised for temporary
differences arising from the unrealized profits from intra-group
sales, and calculated under the liability method using the tax
rates which are enacted or substantively enacted by the end of
the reporting period.

Deferred income tax liabilities are arisen from the valuation
surplus of property, plant and equipment, land use rights and
intangible assets, and recognition of intangible assets as a result
of acquisition of subsidiaries; and withholding income tax on
dividends expected to be remitted abroad by group entities
incorporated in the PRC.

Pursuant to the Corporate Income Tax Laws of the PRC approved
by the National People’s Congress on 16 March 2007, a 10%
withholding tax is levied on dividends remitted from the PRC
entities to overseas investors with effect from 1 January 2008.
A lower withholding tax rate of 5% is applied to Hong Kong
investors as there is a tax treaty arrangement between the PRC
and Hong Kong. Deferred income tax liabilities are provided
based on 5% of the estimated profits to be remitted to Hong
Kong. The directors of the Company will review the fund
requirements of the Group from time to time and revise the
dividend distribution policy of its subsidiaries as appropriate.

As at 30 September 2011, deferred income tax liabilities of
HKD141,313,000 (31 March 2011: HKD91,493,000) have not
been recognised for the withholding tax that would be payable
on the unremitted profits of certain PRC subsidiaries.

EAARE M B E R @

(BRmBIEREN  ESRHABE T ITIIR)
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Eﬁo
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7.

EAARE B B E R @

(All amounts in HK dollar thousands unless otherwise stated) (BB BEHEAEEIN - TESEHEETTIIR)
TRADE AND OTHER RECEIVABLES 7. EZRHMEKKIE
As at As at
30 September 31 March
2011 2011
R=TB——F R=—F
hWB=+H =A=+—H
Note Unaudited Audited
MIsE RICEX 2
Trade receivables B S EWRIE 7(b) 660,493 653,504
Less: Provision for impairment of W EWGRIE R E RS
receivables (3,520) (3,407)
Trade receivables — net g5 EIGIE — F5E 656,973 650,097
Notes receivable FEWZEIE 129,717 175,304
Prepayments and other receivables TR RIE K B At FE W SRR 7(c) 294,051 192,139
Advances to staff BTHX 3,591 3,519
Others HAtb 10,768 9,506
1,095,100 1,030,565

Except for prepayment of HKD103,399,000 (31 March
2011: HKD32,598,000), the Group’s trade and other
receivables balances are financial assets categorized under
“loans and receivables”. All trade and other receivables
are either repayable within one year or on demand.
Accordingly, the fair values of the trade and other
receivables approximate to their carrying values.

The credit period generally granted to customers ranges
from 0 to 180 days. At 30 September 2011 and 31
March 2011, the ageing analysis of the trade receivables
(including amounts due from related parties which are
trade in nature) based on invoice date were as follows:

(a)

Br 78 1 BR 3% & #103,399,0007T

—TE——F=ZfA=+—H: BE
32,598,0007T) N REE 2 E 5
MEMEWR SR A E R ER
FIE| - FIEB S REMBERIBTIRN
—FASIRBHEEE HESHN
HE G IERREEE A A ERSE -

BETFTEFMEEH—MKAE0E180
H-RZE—FNA=Z1+AHEK=
T——F=ZA=+—H BHEK
FE(BREBEBATHE S EKRK
1B) RIEHZA SRR OITIT

As at As at

30 September 31 March

2011 2011

R=Z——F R_T—%F

hA=+B =A=+—H

Unaudited Audited

RICER KEZ

0 - 90 days 0£90H 581,463 592,568
91 - 180 days 91£180H 42,748 39,637
181 — 360 days 181£2360H 24,403 10,863
Over 360 days 360H A 11,879 10,436
660,493 653,504
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7.

8.

TRADE AND OTHER RECEIVABLES (continued) 7.

2011-2012 Interim Report A1 E#R 45

BZ

EBRGS P BEERKE @

(BR=BEBEIN - AESEARABETLIIR)

REABEWFRIE (&)

(c)  This amount included approximately HKD 146,579,000 (31 (0 HWeHEPERERUEREASEREE R
March 2011: HKD135,623,000) of receivable due from FREMHEZERARRENE R
the former shareholder of the Guangdong Province Jinye AkBEARI((EReESEH]
Reconstituted Tobacco Leaves Technology Development 2 Bl B& R 49 7% %146,579,0007T
Company Limited and its subsidiaries and affiliated —E-—F=ZA=+—8: B
("Guangdong Jinye Group”). 135,623,0007C) °

SHARE CAPITAL 8. B=X

Unaudited
RBER
Ordinary shares of
HKDO.10 each
EREEBE0.10T2EER
Number
Note of shares HKD’000
B EE RHBEE BT T
Authorized: JETE
At 1 April 2010, 30 September 2010, RZZE—ZFMA—AH -
1 April 2011 and 30 September 2011 —E-FFAA=TH"
—E——FMA-B X
—T—FNA=+H 5,000,000,000 500,000

Issued and fully paid: BEITREC :

At 1 April 2010 RZE—ZEFMHA—H 3,128,820,961 312,882

Exercise of share options TT{ERENRRE 9 17,643,000 1,764

At 30 September 2010 RZE-ZEFNA=1H 3,146,463,961 314,646

At 1 April 2011 R-ZE——FP/F—H 3,150,050,961 315,005

Exercise of share options TTERENRE 9 4,550,000 455

At 30 September 2011 RZE—FNA=1H 3,154,600,961 315,460
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(Al amounts in HK dollar thousands unless otherwise stated)

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. On
14 April 2008, the Group granted 10,400,000 share options to
two directors with an exercise price of HKD6.39 per share and
vesting periods of 0 to 3 years. The options have a contractual
option term of 10 years. The Group has no legal or contractual
obligation to repurchase or settle the options in cash. The fair
value of the share options was determined using the Black-
Scholes valuation model. Share option compensation expense
recognised in the condensed consolidated interim income
statement is shown in note 13.

Movement in the number of share options outstanding during
the half year and their related weighted average exercise prices

BRESE
RZZEZERFTATARZZEZTRFTAH
Z+HhHHE - AEE SRR T97,200,000 &
30,400,000f% BE A% 1 - 1T B AT RB
B30k FBHATSE=F  TIHAR
BENEE - MR -ET+HE+A+HER
AREE 9 BII#E £ 13,900,000 53,600,000
IREEIIE - 1T EREBREK6.65TRE
BHAYEE=F THRAEREEI,—RE
Lo MR _ETZNFHNA+IAE - AEE
BT AMBEE0,400,0000% B AL HE -
TEBAERBE6IITREBHAZTE
—F o ARRTEERENHERAETF -
AEBELZZEEXEARRBERURE
ST HE o BEAR R A Ao (BB ABlack-
ScholessT iy fR AL #E 7R o fE S BAAR & 9 Bf
Wk ERERAERERMNE AR T
13

RFEFER - RITENBRERE 2 &
NEMERRZ I FHITEESIRIT -

are as follows:

Unaudited
KRB

For the six months ended 30 September

BZNAA=1THIEAEA

2011 2010
—2——F —T-TF

Weighted Weighted

average average
exercise Number exercise Number
price in of share price in of share
HKD per options HKD per options
Note share ("000) share ("000)
¥ BREZE ke EBARERE
TEERT (BRE  1TEEET e

BT (BR&s) BAF5t) (BRGEH) PATFEH)

Beginning of the period EEE) 4.85 40,790 4,57 62,220
Exercised B171E 9(a) 4.30 (4,550) 3.85 (17,643)
Forfeited KN 9(b) - - 3.09 (200)

End of the period HA#R 4.92 36,240 4.86 44,377
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EAARE M B E R @

(BRmBIEREN ARG ABETITIIR)

9. SHARE OPTION SCHEME (continued) 9. Bik#EsTE (&)

(@) The weighted average share price immediately before (a) EBEMEREITE BB ZATHINET
the share option exercised dates was HKD10.75 (30 BHKMEARSRER10.75T (ZF
September 2010: HKD9.80) per share. —ZEFNA=+H : BEE9.80T) °

(b) These represented share options forfeited due to (b) MEMFELSBUEHRN S TBER -
resignation of employees.

Share options outstanding as at 30 September 2011 are R-E——FRA=ZTHRTEEREZ

analysed as follows: DT :

Unaudited
REER
Exercise Number of
price in HKD share options
Grantee WRFA per share ("000) Expiry Date
TEEBT BREYE
(BRsEH) (BRELATFET) % EH
Directors 5% 3.09 9,250 24 October 2016
—Z-RFTAZTMA
6.65 2,600 16 October 2017
“Z—+tF+A+~A
6.39 10,400 13 April 2018
—E-N\FMA+=H
Employees == 3.09 7,600 9 October 2016
—T-RE+ANA
6.65 6,390 16 October 2017
—E—+F+ATRAE
At 30 September 2011 R=ZB——5AA=1H 36,240

All (31 March 2011: 38,190,000) share options outstanding as
at 30 September 2011 are currently exercisable.

NZEBE——FNA=108 " FAKRTES
(—Z=——F=HA=+—H :38,190,000)
BRRERIRER] TITE -
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(All amounts in HK dollar thousands unless otherwise stated) (BB BEHEAEIN - TESEHBETTIIR)
10. RESERVES 10. f##&
Unaudited
AEEK
Share-based
Contributed Merger Share Capital compensation  Exchange Other
surplus reserve  premium reserve reserve reserve reserves Total
HRAAER
BARR  ARE 0 RMEE  EEE  NMeRE  RERE ARG gt
At 1 April 2010 RZE-2FNA-H 288,191 (617,160) 304,630 1677 60,519 240,365 132,181 410,403
Appropriations from net profit BRI R - - - - - - 5,262 5,262
Employee share option scheme BB EETRIE 2
- Value of employee services -EEREEE - - - - 2914 - - 2914
- Bercise of share option — i - - 78474 - (12,290) - - 66,184
Exchange differences % - - - - - 58,847 - 58,847
At 30 September 2010 RZE-FF
NB=TH 283,191 (617,160) 383,104 1677 51,143 299212 137,443 543,610
At 1 April 2011 RZE——EMmA-H 288,191 (617,160) 405,162 1,671 47,731 408,309 142,902 677,318
Fair value gains on avallable- AT ESRAE
for-sale financial assets MEFEG - - - - - - 814 814
Appropriations from net profit BN - - - - - - 89 89
Employee share option scheme BB EETRIE: 2
- Value of employee services - EEREEE - - - - 15 - - 15
- Bercise of share option — i - - 278 - (3,660) - - 19123
Exchange differences L - - - - - 111,589 - 111,589
At 30 September 2011 RZE-—-F
NA=TH 288,191 (617,160) 427,945 1,677 44,152 520,398 143,805 809,008
BORROWINGS 1. EX
As at As at
30 September 31 March
2011 2011
R=ZF——F RKT—F
hAA=+H =A=+—H
Note Unaudited Audited
BtEE RIBERZ BEZ
Non-current FEED
— Secured — HiEH 11(a) 3,679 3,562
Current ik 2
— Unsecured — I 11(b) 740,000 740,000
Total borrowings HBER 743,679 743,562
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Interim Financial Information (contd)
(All amounts in HK dollar thousands unless otherwise stated) (Br B BEEPEEIN - TESEHLUEE T TIIR)
11. BORROWINGS (continued) 1. EF (&)
Movement in borrowings is analysed as follows: EREHBERINAT -
Unaudited
RIEEX

For the six months ended
30 September
BZhLA=1THIEAREA

2011 2010
—g-—-& T %
Opening balance as at 1 April AN A — B B4t a4 743,562 250,236
Acquisition of Yunnan Huaxiangyuan WHEEREERR - 3,427
Exchange differences &R =58 117 234
Closing balance as at 30 September RARA=THERES 743,679 253,897
(@  The bank loan is secured by a pledge of land and buildings (a) Eﬁﬁﬂ AT %f%h\ﬁ EE e P
located in Yunnan provinces owned by the subsidiary, ZERMBANUREREN LTI
= e 2 5 Hh | i
Yunnan Huaxiangyuan. The loans are denominated in RMB REFERER - ZEXUARK
ML 9D N EE A mm — — N
and are repayable by March 2013. During the period, the REBMNITFER-FT-=F=F5A
7= = = i N VAR Y y
average interest rate is 7.18% per annum. B RMA - ZERFHFERE
F718[F °
(b)  The unsecured bank loans are denominated in HKD and (b) ?ﬁ%\ﬁﬁﬁﬁﬁ%?’xt}d\%ﬁ%ﬁ%ﬁ gz
are repayable within one year. During the period, the ﬁ?ﬁé‘-iﬂﬂ@]\,ﬁﬂﬁﬁ c RHEIAN - %
average interest rate is 1.49% per annum. EFCFINEREF149E
The carrying amounts of the Group’s borrowings approximate ERHREERD BRI
their fair values.
Interest expense on bank borrowings for the six months ended BE-T——FAA=THIEANEANR
LTS Mo Gt — (=
30 September 2011 amounted to HKD5,634,000 (2010: TR EF X R #%5,634,0007T (=

HKD2,355,000). T —F4F 1 2,355,0000T) °
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Interim Financial Information (contd)

(Al amounts in HK dollar thousands unless otherwise stated)

12. TRADE AND OTHER PAYABLES

EAARE M B E R @

(BR=BEBE

12. EZREMENKE

FrB R AEE T TIIR)

As at As at

30 September 31 March

2011 2011

R=Z——F R_T—%F

hA=+B =A=+—H

Note Unaudited Audited

BtEE RIBERZ BEZ

Trade payables B SRR 12(a) 291,715 303,913
Non-trade payables to related parties  3EE 5 fE 1 RFHE A T 7R 19(c) 123,985 123,985
Dividends payable FERIRE 12(b) 273,155 20,735
Wages payable B TE 14,220 11,984
Other taxes payable HihERFRI8 20,504 51,350
Accrued expenses FEETRASX 9,168 8,995
Advance from customers BPEFERMRK 3,175 4,122
Other payables HALFE FRIA 12(c) 164,059 163,192
899,981 688,276

Except for other taxes payable of HKD20,504,000 and advances
from customers of HKD3,175,000, trade and other payables
balances are financial liabilities categorized under “financial
liabilities measured at amortized cost”. The fair values of trade
and other payables approximate their carrying values.

(@  Asat 30 September 2011 and 31 March 2011, the ageing
analysis of the trade payables (including amounts due to
related parties which are trade in nature) based on invoice
date were as follows:

4 L fib JE 15 FR ZUB #520,504,0000T & & P

Y& 1<t FB #63,175,0007T 5b

B NEM

FER R D R TR AN ERN S B
BEl-EHREMBENFENAAEE
HEFREERSE -

(a)

RZE—FNLA=F+BEK=Z—
—F=ZA=Z+—H BHENRE
(BIEEBATNEZEMNTIEA) R
BEREHHMNRESTOT ¢

As at As at

30 September 31 March

2011 2011

R=B——F H-T %

hA=+A =A=+—H

Unaudited Audited

RIBERZ BEZ

0 - 90 days 0£90H 226,804 211,891
91 - 180 days 912180H 33,060 62,177
181 — 360 days 1812360H 8,919 7,664
Over 360 days 3608 A 22,932 22,181
291,715 303,913
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Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

12. TRADE AND OTHER PAYABLES (continued)

13.

(b)  Dividends payable

It represents:

(i)  final dividend of the Company for the year ended

31 March 2011; and

(i)  dividend payable to an non-controlling shareholder.

(¢)  This amount included approximately HKD151,146,000 (31
March 2011: HKD140,530,000) of payable due to the
former shareholder of the Guangdong Jinye Group.

EXPENSES BY NATURE

13.

Expenses included in cost of goods sold, selling and marketing
expenses and administrative expenses are analysed as follows:

12.

2011-2012 Interim Report /1 B3R

AR S M B E R @

(BRmBIEREN ARG ABETTIIR)

BZ REAMEMNTE ()
(b) FEMRE

J538 -

(i) ARABE_ZT——F=H=
T—HLEFEZRERE &

o
oy

(i) 17— IR I M BRI A /O A
=

0 LeHpREMNMRATERSES
B~ AR 4978 #£151,146,0007T
(ZE——F=RA=+—H: &%
140,530,0007T) ©

BHES BN
EROEHERES  HERTSRERY
RATBERR - HATWT -

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

Note 2011 2010
B —B——F —E-EF
Depreciation, excluding amounts E (TEEFARRER
included in research and development BREADRE) 5 23,788 13,869
Amortization ey 5 24,471 14,574
Employee benefit expenses, EERMFAX (T
excluding share option compensation B ESRENE B Mt A
expenses and amounts included MRLERHSEE)
in research and development 63,715 52,897
Lease rentals e 5,927 3,940
Travelling expenses ZIRFX 14,249 11,219
Entertainment expenses FETNGE = 10,708 7,712
Share option compensation expenses ERERMER 75 2,914
Research and development i3 MBS R
— Employee benefit expenses — EERFFAX 25,816 16,543
— Depreciation — e 5 4,796 2,997
— Others — Hi 51,152 23,107
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(All amounts in HK dollar thousands unless otherwise stated) (BB BEEEEIN - TESEHEETTIIR)
14. INCOME TAX EXPENSE 14. Fi8H
Unaudited
RBERL

For the six months ended
30 September
BEAA=1THIEAEA

Note 2011 2010
BfaE —E——fF —ET-FF

Current income tax: RIERT I8
- Hong Kong profits tax — BBMET 14(a) 6,468 8,610
— PRC corporate income tax — R EMRET 14(b) 136,206 105,582
— Botswana company income tax — R RABERSET 1400 579 -
Deferred income tax assets RIEFSHERE 6 (381) (3,329
Deferred income tax liabilities FREAMSTHAE 6 (31,487) 5,232
111,385 116,095

(@ Hong Kong profits tax has been provided at the rate of (@) BBMIEH ARG ERB
16.5% (2010: 16.5%) on the estimated assessable profit BFNABEI65% (ZF—FTF:
for the period. 16.5%) #1f -

(b)  PRC corporate income tax has been calculated on the (b) FHEIRZEFRT ?ﬁa‘ﬁ%ﬁ$$% Ly
estimated assessable profit for the period at the tax rates B 1 550 2 1A 3 1 P RR 5t 2 ) DA
applicable to respective companies of the Group. HERROBEMIE -

(c)  Botswana company income tax has been provided at the (0 MEREMERAEH RN ARG
rate of 15% on the estimated assessable profit for the FERBL AT AR R15% M -

period.



56 Huabao International Holdings Limited #= & B IZAZ G R A A

Notes to the Condensed Consolidated
Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

15. EARNINGS PER SHARE

(a)

(b)

Basic

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
during the period.

2011-2012 Interim Report /1 B3R 4

EAARE M B E R @

(BBBEEBES - FERELNEETLIIR)
15. BREF
(a) EX

FRERENIREAHEARQ A
BEFAEARERTN  BRAHAC
HTEBRROMEFHHEFE -

Unaudited
RBER
For the six months ended
30 September
BEAB=1+RHIEXMEA

2011 2010
—E——F —E-EF
Profit attributable to equity holders of  ZNA F|#EzRIEA AFEIHEF
the Company 814,920 752,266
Weighted average number of BT TR 2 pIE I B
ordinary shares in issue ("000) (F&H) 3,152,630 3,141,665
Basic earnings per share BIREREF
(HK cents per share) (=FRBN) 25.85 23.94

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 converted. For the six months ended 30 September
2011, the Company has one type of dilutive potential
ordinary shares, i.e. share options.

For the share options, a calculation is done to determine
the number of shares that could have been acquired
at fair value (determined as the average market share
price of the Company’s shares for the period) based on
the monetary value of the subscription rights attached
to the outstanding share options. The number of shares
calculated as above is compared with the number of
shares that would have been issued assuming the exercise
of the share options.

(b) #F
FREERNRRHMAE T EENE
EEBRKBHRRE  REDBETE
B MEFORBAE - EHE
ZE——FAA=TRHIERER -
ARBAE-—BABEEINETE R
f - BDRBACHE

ERERRE - RIBRITEBRERR
MEREENEEEE  BEEEA
REBE (BEE/KRRQRRDHFY
FEME) IBANKRNDEE - %
AEFAFENRMDHBA - BREK
BRETEMED BTHORMEE
YRS ©
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Interim Financial Information (contd)
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15. EARNINGS PER SHARE (continued)

(b) Diluted (continued)

ERGS P B ER M @

(BRmBIEREN  ESEHUBE T TIIR)

15. BREF (&)

(b) #58 (&)

Unaudited
RBEX
For the six months ended
30 September
BZENLA=1HIEAREA

2011 2010
—2——f —F-FF
Profit attributable to equity holders of A Rl#EzEH AE(SEF
the Company 814,920 752,266
Weighted average number of FRUARETE BIREARZFH
ordinary shares used to calculate basic LB INETF I (F&H)
earnings per share ('000) 3,152,630 3,141,665
Adjustment for: g
— exercise of share options ('000) — 1TEREMRE (F5T) 16,555 26,276
Weighted average number of TRREE R AR LB
ordinary shares for diluted earnings eS8 (FEH)
per share ("000) 3,169,185 3,167,941
Diluted earnings per share FREERT
(HK cents per share) (FRAEL) 25.71 23.75
=]
16. DIVIDENDS 16. K=

The interim dividend for the six months ended 30 September
2011 declared after the closing date amounts to HK7.80 cents
(2010: HK7.20 cents) per share, HKD246,059,000 (2010:
HKD226,545,000) in aggregate, together with a special dividend
of HK5.18 cents (2010: nil) per share, HKD163,408,000
(2010: nil) in aggregate. As the interim and special dividends
are declared after the closing date, they are not recognised as
dividend payable as at 30 September 2011.

REERRERBEE-_T——FNA=
THIEANBEAMFAHES  FREK
780 (ZE—ZF : BE7.200L) - &
=178 246,059,000 (— T —ZT4F : B
#226,545,0007T) © KA AR BB RE
BSI18Il (ZE—FF : &) AFHBE
163,408,0007C (— T —ZTF : #) - AR
REIR SRR B TR EERETIR - At
W ARERR -_T——F N/ =+ A ER
RERA o
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Interim Financial Information (contd)

(All amounts in HK dollar thousands unless otherwise stated)

17. BUSINESS COMBINATIONS

(a) Acquisition of Yunnan Zhengbang (a)
On 25 June 2011, Huabao Food Flavours & Fragrances
(Shanghai) Co., Ltd., a wholly owned subsidiary of the
Company, entered into an agreement with independent
third parties to acquire 100% equity interests in Yunnan
Zhengbang, a company incorporated in the PRC, at a cash

consideration of approximately HKD6,926,000.

Yunnan Zhengbang is principally engaged in the research
and development, consulting and sale of new material for
cigarettes in the PRC. The acquisition was completed on 1
July 2011 and Yunnan Zhengbang became a subsidiary of
the Group.

The acquired business contributed revenue of HKD17,000
and net loss after tax of HKD375,000 to the Group for the
period from date of acquisition to 30 September 2011.

If the acquisition had occurred on 1 April 2011, the
consolidated revenue would have been increased by
approximately HKD1,005,000 and the consolidated
net profit after tax would have been decreased by
approximately HKD835,000 and hence the consolidated
income statement for the six months ended 30
September 2011 would show the consolidated revenue of
HKD1,526,456,000 and consolidated net profit after tax
of HKD822,764,000.

Details of net assets acquired and goodwill are as follows:

(BR=BEBE -

EAARE M B E R @

FiE 2 EHLLER T TIIR)

17. 88 6f

W ERIE
HE-_Z——FXXA-+HH AR
BIZEEWNBRAR  EFERAEH
BER(E8) BRAR  BBYE=
HEEHE URSWEREBNHE
#6,926,000 T I fE — A R B A 2
KRR EFIEFBAI100%ER

EHEARTEAPELEEME &
ANEESERME - ZWBER
Rt A-HERMEMLE
BEXKRBEEBZBAF -

ZEKAKERE-_ZT——FNA
=tHI BEAAEEBHROE
#617,0007C B9 88 & WA KR 4975 &
375,000 CHIBR TR & B 18 o

mzWEe —E——Fm A -3
o AREBZERAHEEWRARGIEM
#9785 #1,005,000 0 4R A 18 & F
1R 4975 #5835,0007T © MERZE
—E-——FAA=+BI~NEAZ
RAERZRTEBERTEEHER
A#)7%1,526,456,000 0 MR A Tt
1B B F4978%822,764,0007T °

WEBELEZFEERBEBFBN
T

Total
&5t
Purchase consideration — cash paid WERE—Re XM 6,926
Fair value of identifiable net assets acquired WHEAHRFEEZ AABE—FFITX
— shown below (1,145)
Goodwill [EES 5,781

None of the goodwill recognised is expected to be
deductible for income tax purposes.

E RN EE IR A HESIA
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17. BUSINESS COMBINATIONS (continued)

(@) Acquisition of Yunnan Zhengbang (continued)

The fair value of assets and liabilities as at the acquisition

SR 4R & I B 38 B B AT (a0

(BR=BEREN - AESBHUNAEE TITIIR)

17. (%66t (8)

E/\\\Hﬁlﬁ% B - lHﬁZEﬁﬁﬁEiZﬁE&

date arising from the acquisition are as follows: BENAAEBENT
Unaudited
RECEX
Fair value
AREE
Net assets acquired Wi 2 BEEFE
Long-term deferred expenses RAGHER 4
Property, plant and equipment e YN 224
Inventories FE 195
Trade and other receivable B 5 R E A FEUGRIE 336
Cash and cash equivalents ReMREEED 853
Trade and other payables 2 5 RHEMER A (432)
Tax payable JERTTRIE (35)
Net assets acquired g EEFE 1,145
Outflow of cash to acquire business, WRE 2R 2 e
net of cash acquired (MRS 2 FRE)
Cash consideration paid PR e T AT IEERE 6,926
Cash and cash equivalents in the W B A RINMIRS &
subsidiary acquired REEEY (853)
Net cash outflow on acquisition IEERF R M 6,073
The gross contractual amount for trade receivables 25 J'E WHRIEREHNBEEAREE
approximates its fair value. $E
(b) Acquisition of business (b) WX

Yongzhou Shanxiang, a subsidiary of the Company, was
newly set up in March 2011. In April 2011,
into agreements with Hunan Xiangnong Shanxiang
Grease Flavor Co., Ltd. to acquire a group of assets which
consisted of patents, property, plant and equipment
and inventories, at a consideration of approximately

it entered

RZE——F=ZF  AREHFKIL
—EMBAR s AkMLUE - R=F
——&mA - ﬁJIIM%Eﬂ;ﬁHﬁ%HF
\WEMIERRBRAREEZ -

AR B #)75#33,736, oowﬂnﬁuﬁz
BEIEER - WX - HERREM

HKD33,786,000. The directors consider these acquisitions FE -EEREAZSWENEER

of assets constitute a business combination.

B — IR TSRS
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17. BUSINESS COMBINATIONS (continued)

(b) Acquisition of business (continued)

The fair value of assets as at the acquisition date is as

Huabao International Holdings Limited #= & B IZERE A7 2011-

2012 Interim Report #7 B3R &

R4S P EI B E B M

(BR=BEBEIN - AESEARABE T LIIR)

17. ¥BE06 (&)

(b) WEEZEH (&)
REBR ZEENAAEBED

follows: ™
Unaudited
RSEZ
Fair value
AREE
Net assets acquired WhiE 2 EEFE
Patents =57 1,358
Property, plant and equipment YZE - B R 3,449
Inventories R 28,979
Net assets acquired Wiz EEFE 33,786
Total consideration, satisfied by cash BIRS KRB 33,786
18. COMMITMENTS 18. A
(a) Capital commitments (a) BAREE
Capital expenditure contracted for at the closing date but HERERENEDAREENE AR
not yet incurred is as follows: XA
As at As at
30 September 31 March
2011 2011
R=ZF——F RKNT—F
hA=+R =ZA=+—8
Unaudited Audited
RISEZ KEZ
Property, plant and equipment S E T N
Contracted but not provided for BB REHE 427,296 74,716
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18. COMMITMENTS (continued) 18. &IE (8F)
(b) Operating lease commitments (b) &EHERIE
The future aggregate minimum lease payments under REEBRBETAIREEERS
non-cancellable operating leases at the closing date are RREEEENKLENT -
as follows:
As at As at
30 September 31 March
2011 2011

R=B——% RKR-T——F
AA=+H =A=+—H

Unaudited Audited
RISERX KEZ
Land and buildings: TH RIETF
Not later than 1 year TR —F 6,121 8,178
Later than 1 year and not later than A —FENERARF
5 years 3,020 4,828
9,141 13,006
19. RELATED PARTY TRANSACTIONS 19. BEBALRS
(a) Name and relationship with related parties (a) BAEEA L RTBEEBER
Name Relationship
=L &
Ms. Chu The single largest shareholder of the Company
K&+t RRAFHE—ARBRR
Owada International Flavors & A company controlled by Ms. Chu
Fragrances (Guangzhou) Limited
("Owada International”)
REZFBRER (BM) GRAT] FRE
(DREFEZEBER])
Henan Jinrui Flavours Co. Limited An associate indirectly held by the Company

("Henan Jinrui”)

AREHERERERAR ((THSH)) ARRRER BB E AT
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19. RELATED PARTY TRANSACTIONS (continued)

(b) Transactions with related parties

The Group entered
transactions with related parties:

into the following

significant

2011-2012 Interim Report A1 E#R 45

19. BEEA LS (8)

(b) EREABEANLTHIRS

EBRGS P BEER KR @

(BR=BEBEIN - AESEARABE T LIIR)

REEEEAE A THET TIERR

5

Unaudited
RIBER
For the six months ended
30 September
BEAB=1+HIEXMEA

2011 2010
—2——f —_TEF
Sales of goods, net of value-added tax, to: $HEEMH @ BRIGEREZE © T
— Henan Jinrui — A Ein = 363
(c) Balances with related parties () EAEEANL&RR
As at As at
30 September 31 March
2011 2011
R-T——F RNZE—F
hA=+H =A=+—H
Note Unaudited Audited
BEE RICER LEZ
Balances due from related parties: FE W B A T 48R
Included in trade receivables FAE S EREIE 26 1,394
Included in trade and other receivables 5+ A& 5 & H b fEN 3 E
— others (dividend receivable) — Efb (ERARE) 1,726 1,695
Henan Jinrui el 1,752 3,089
Balances due to related parties: FEIST AR A T 48R
Included in trade payables STAE SN TR
— Owada International —REEFKR 14,779 14,308
Included in non-trade payables SFABRIEE HHIE
- Ms. Chu — K&+ 12 123,985 123,985

All the balances with related parties were unsecured, interest-

free and repayable on demand.

BB ALERY SERR  RERA

RBAEBE °
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20. CHANGES

IN OWNERSHIP INTERESTS IN

SUBSIDIARIES WITHOUT CHANGE OF CONTROL

(a)

(b)

Capital injection in Qingdao Qingda

In August 2011, Guangzhou Huabao Flavours &
Fragrances Company Limited, a wholly owned subsidiary
of the Company, acquired additional 24% equity interests
in Qingdao Qingda by way of capital injection in cash
of approximately HKD28,162,000. The increased interests
were determined by the net assets value of Qingdao
Qingda on the acquisition date. As a result of this
capital injection, there is no effect on the Group’s equity
attributable to owners of the Company. The amount
and shareholding of non-controlling interest in Qingdao
Qingda is remained as the same and decreased from 49%
to 25%, respectively.

Capital injection in Yongzhou Shanxiang

In April 2011, Shanghai H&K Flavours & Fragrances Co.,
Ltd. (“Huabao Kongque”) entered into an agreement
with independent third parties to inject additional capital
into Yongzhou Shanxiang at a cash consideration of
approximately HKD27,594,000 and HKD14,104,000
by Huabao Kongque and the independent third parties
respectively. After the capital injection, there is no effect
on the Group’s equity attributable to owners of the
Company. The equity interests of Yongzhou Shanxiang
held by Huabao Kongque was decreased from 100%
to 67.14%, while the non-controlling interests that was
created amounted to 32.86%.

ERGS P B ER M @

(BR=BEBE

FrB R AEE T TIIR)

20. (MM ARIFIEEREZNEE (TX
B HIRE)

(a)

(b)

AEEBFEEFK

HE_ZTE—FNA ARRIzEE
MEBA AR BEMEEEBAEHAR
N A IR % 4% 28,162,0007T
IEE RN ILHEE B F AR
24%HE s o %R IMER JH IR I EE B
NEEBEARANEEFEMBETE - W
AEBMNAQNGEEHAAZERG
ENIIEERRETETE - 3F
THMEREREEFTANE=RSE
KD R B ER T2 B49%8

£225% °

AEZXRMNLE
E-_T——FWNA - LBESHE
BERERERAR ([EEfLE]) H
BYBE=EBEWSE EBILER
BYE=ZFDRAEERELBE
27,594,000 & 78 #£14,104,0007C
FEEKMLUE - NIEEERE -
AEBNANGBREHAEAZEN
R WEFE - EEAEFE KM
I B HERA100% M E67.14% -
A E A FEIE B M R32.86% ©
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Glossary

ACIS
ACS

Board
CEO

CFO

CG Code

China or Mainland

China Tobacco
Guangdong

Company or Huabao

Director(s)

EPS

FCCA

FCPA

Group or Huabao Group
Guangdong Jinke
Guangdong Jinye

Guangdong lJinye Group

Guangzhou Huafang
HKD
Hong Kong or HKSAR

Huabao Shanghai
INED(s)

KPI

Listing Rules

M&A(s)
Model Code

PRC

R&D

RMB

RTL

SFC

SFO

Share(s)
Shareholder(s)

Stock Exchange
Wuxi Huahai
Xiamen Amber
Yongzhou Shanxiang
Yunnan Huaxiangyuan
Yunnan Zhengbang

Associate Member of The Institute of Chartered
Secretaries and Administrators

Associate Member of The Hong Kong Institute of
Chartered Secretaries

Board of the Company

Chief Executive Officer

Chief Financial Officer

Code on Corporate Governance Practices as set out in
Appendix 14 of the Rules Governing the Listing of
Securities on the Stock Exchange of Hong Kong Limited

Mainland of the PRC

China Tobacco Guangdong Industrial Co., Ltd.

Huabao International Holdings Limited

Director(s) of the Company

Earnings per share

Fellow Member of Association of Chartered
Certified Accountants

Fellow Member of Hong Kong Institute of Certified
Public Accountants

the Company and its subsidiaries

Guangdong Jinke Reconstituted Tobacco Leaves Co., Ltd.

Guangdong Province Jinye Reconstituted Tobacco
Leaves Technology Development Co., Ltd.

Guangdong Jinye and its subsidiaries and affiliated
companies

Hua Fang Tobacco Flavors Ltd.

Hong Kong dollars

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

Huabao Food Flavours & Fragrances (Shanghai) Co Ltd

Independent Non-executive Director(s) of the Company

key performance indicator

Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited

Merger and acquisition

Model Code for Securities Transactions by Directors of
Listed Issuers

The People’s Republic of China

Research and development

Renminbi

Reconstituted tobacco leaves

Securities and Futures Commission

Securities and Futures Ordinance of the Laws of HKSAR

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

Shareholder(s) of the Company

The Stock Exchange of Hong Kong Limited

Wauxi Hua Hai Flavour Co Ltd

Xiamen Amber Perfumery Co., Ltd

Yongzhou Shan Xiang Flavour Co., Ltd

Yunnan Hua Xiang Yuan Flavours Limited

Yunnan Zhengbang Shengwu Jishu Co., Ltd.
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