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INDEPENDENT AUDITOR’S REPORT

ZhongHuiKuaiShen[2017]No.0078

To the board of Zhejiang Tata TEA Extraction Company Limited,

We have audited the accompanying financial statements of Zhejiang Tata TEA Extraction
Company Limited, which comprise the balance sheet as at December 31, 2016, and the
income statement, statement of cash flows and statement of changes in equity for the year
then ended, and a summary of significant accounting policies and other explanatory

information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with China Accounting Standards for Business Enterprises, and
for such internal control as management determines is necessary to enable the preparation
of financial statements that are free from material misstatement, whether due to fraud or

€ITor.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit.
We conducted our audit in accordance with Auditing Standards for Certified Public
Accountants of China. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and -
disclosures in the financial statements. The procedures selected depend on the auditor’s

judgment, including the assessment of the risks of material misstatement of the financial

e~



statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the

entity’s internal control.

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the

overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

a basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial
position of Zhejiang Tata TEA Extraction Company Limited as at December 31, 2016, and
its financial performance and its cash flows for the year then ended in accordance with

China Accounting Standards for Business Enterprises.

Chinese Certified Public Accountant:



Hudwaedd( BUUN0IdY JO ALY Ul UOSIdJ

suonduNy SunuNddY Jo dB.AvYD) Ul UOSIIJ

HAurduro)) ayj Jo 9BauY) ul u0sSH g

T6'914°LT8'89 19°996'880°9S 19 Aynba saoproyd.uys puv saniquI ¥I0 L 76'911°LT8'89 19°996'880°9S 1€ sjosse [e10],
PTTTI'8BS €N SL99I'PST'TY 09 Apnba sxopoyaaeys [ujo L, SE€'699'F11'68 ISP ILY Y 0¢ S)OSSE JULIND-UOU [B)O ],
$2'099°0€9°86~ STILEBSLLI- 6S T oud painquisipuny 6T SJOSSE JUDLIND-UOU YO
8S S20UBIAYJIP UoNEsURH AouaLINg uSIaI0,] 8T SJOSSE XE) WOOUI PILIRJIP
LS saasasar snjding || £6'768'L 1#'S9E‘E LT 0l sasuadxa predasd wi)-Suor
96 3003s Knseal ], 1§59 9z lIpoo
00'8ES°TY 00'8€S°TH SS I soAasa1 [epde) ST aanppuadxa yuowdojarag
00°000°000°$S 00°000°000°191 149 0z [endeo u-pied | 99 17€LE'S 99V19°6KT'S 24 6 s1asse 9qifueiu
:Lpmba spumQ €T syosse seff pue (10
9I'6ES'SIFTIL 98°66L'PES'EL sappqel vioL, (44 §1osse [L0150]0Iq J0IBag]
5 IqUI] JUD.LIND-OU [2)O ], 1z jesodsip Surpuad sjosse paxi,
s SOI}[IRI| JUDLIND-LOU Y1) 0z S[BLIDIEL UOHONISU0D)
0S SONI[IQeI| XE) dWOooul PaLIdJd( || $9TLS 6S 61 8 ssasgoad ur uononnsuo)
ov SONI[1qe1| 9|qe9ISAI0] J0J SUOISIAOI] | L1'TO6'TLY EY YLVEY'ETT'6E 81 L 519558 paxiy
8P ajqeded jeroadg L1 Kuadoad yusunsaaug
Ly ajqeAed woy-§uo| 91 JuouisoAul Aynba aseys widl-guor]
1% ajqeded spuog Sl 9[BAIDI21 SIUNOIIR WII)-FUoT]
St 6l sSuimotioq wial-Suory p1 SIUDWISIAUL AJLINJRW-0)-PIO]
SONIIRI] JUDLINI-UON €1 : SJOSSE [RIOUBULJ D]S-10J-3|qR[IBAY
9I'6ES'SIPTIL 98'66L'PE8ET 24 SOUPQUL] JULIND [0 ], ISOSSE JUDLINI-UON
34 SOIQE!| WALIND YO | LS'LPLTIL'G) 08'185'919°11 A S)ISSE JUALIND [B)O ],
00°000°56Z°S w 81 1694 DUO ULIM NP SIIIQEI] JUILINO-UON | T9'IVH'¥61°8 95 V65 €TY'S 1 9 SJOSSE JUaLIND JaQ
£0'200'926'SE 90'ZHP 65 £ Ll a|queAed sjunoosde JoyiQ ol 189K DUO UIYIIM ONP SJASSE JUILINI-UON
of ojqeed puapialdl | SSHEC'868'6 LO'86S°LLOT 6 S SHIOju9AU]
L1€58°090°1 T0'817°68 6€ 91 ajquded 1somWu | 67'869°8€ YL'TOL'6T 8 4 9[qeAI29) SUNCIIL O
YL089'9C 00'VOL'LLL 8¢ Sl ajqeAed xe], L g|qealaca) puapiic
Y1 16L85¢ 79'1€€°T8¢E e bl ajqeded uoneiounwal dakojdwzy 9 QA1 J$DIAU]
9¢ €l SIOWOISND WO SIOURAPY | 08'6STELT P’ SSHEET & € sjuowAedalg
81°9€9'%9 L9'89€°6S€ S€ 4 ojqeded sjunodoy | 16'1LELS 65'91L°16 ¥ (4 3|qeAIaal SJUN0IYY
b ajqeAed sajoN € RIINERLIRIING
I $50[ 40 J1joad yFNOoIY) AN[BA JIR) JB SANI|IqRL| [BIOURUL] Z $50] 10 J1joud YTNOoIY} IN[LA 11ty I8 SJOSSE [RIOUBUL]
98'$19°€89°69 6P'SEL'99TTI 43 I SBUIMOLIOG WHR-HOYS | 0P 9EL EEL 17 ¥87°09L 1 1 ysed
sanqel judLIn’) RIBERLB IR ARG
uejeq 3uum3dg | dduejeq 3uipuy | duly | SAION A)nba,s1apjoyaleys pue sapiqery uejeq sulum3ag Ruejeq Suipuy ury |SARON $)1ISSY

ugn A QUi

9107 ‘1€ HIGWIDAA LV SV

LATHS IONVIVE

ALINIT ANVdNOD NOLLOVALXH VHL VLV.L ONVI[AHZ



INCOME STATEMENT

FOR THE YEAR FROM JANUARY 1, 2016 TO DECEMBER 31, 2016

ZHEJIANG TATA TEA EXTRACTION COMPANY LIMITED Unit:Rmb Yuan
Items Notes | Line Current Year Prior Year
Operating revenue 1 1 1,197,299.60 3,017,588.40
Less: Operating costs 1 2 1,283,678.45 3,883,862.09
Business taxes and levies 2 3 569,064.57 6,980.83
Selling and distribution expenses 4 365,421.59 236,366.66
General and administrative expenses 5 9,532,505.91 10,162,735.26
Financial expenses(income) 3 6 1,748,101.25 3,045,307.00
Asset impairment loss 4 / 8,210,058.57 855,302.43
Add: Gains / (losses) on changes in fair values 8
Investment income / (losses) 9
Incl.: Income / (losses) from investment in associates and joint ventures 10
Operating profit/(losses) 11 -20,511,530.74 -15,172,965.87
Add: Non-operating income 5 12 354,300.00 191,211.88
Less: Non-operating expenses 6 13 480.27 30,251.47
Incl. Diposal loss of non-current assets 14
Profit / (losses) before income tax 15 -20,157,711.01 -15,012,005.46
Less: Income tax expenses 7 » 16
Net proﬁt/(loss)‘ 17 -20,157,711.01 -15,012,005.46
Earnings per share 18
(I SBasic earnings per share 19
(II)Diluted earnings per share 20
Other comprehensive income / (losses)
Total comprehensive income / (Josses) 20 -20,157,711.01 -15,012,005.46
Person in Charge of the Company: Person in Charge of Accounting Function: Person in Charge of Accounting Department:



CASH FLOW STATEMENT
FOR THE YEAR FROM JANUARY 1, 2016 TO DECEMBER 31, 2016

ZHEJIANG TATA TEA EXTRACTION COMPANY LIMITED Unit:Rmb Yuan

Items Notes Line Current Year Prior Year

I .Cash flows from operating activities:

Cash received from sale of goods or providing of services 1 1,737,958.43 845,075.16

" Refund of tax and levies 2 215,510.07 319.776.15
Cash received relating to other operating activities 3 370,199.75 278,474.36
Subtotal of cash inflows 4 2,323,668.25 1,443,325.67
Cash paid for goods and services 5 1,285,753.06 109,388.68
Cash paid to and on behalf of employees 6 4,079,203.86 4,260,335.81
Payments of all types of taxes 7 396,491.77 641,469.88
Cash paid relating to other operating activities 8 3,109,967.60 4,494,420.67
Subtotal of cash outflows 9 8,871,416.29 9,505,615.04
Net cash flows from operating activities 10 -6,547,748.04 -8,062,289.37

11 .Cash flows from investing activities:

Cash received from investment retrieving 11

Cash received from returns on investments 12

Net cash received from disposal of fixed assets, intangible assets and 7321573

other long-term assets 13 T

Net cash receipts from disposals of subsidiaries and other business units 14

Cash received relating to other investing activities 15

Subtotal of cash inflows 16 73,215.73

Cash paid to acquire fixed assets, intangible assets and other long-term 2.649.57 1,378,.215.90

assets 17

Cash paid to acquire investments 18

Net cash paid to acquire subsidiaries and other business units 19

Cash paid relating to other investing activities 20

Subtotal of cash outflows 21 2,649.57 1,378,215.90

Net cash flows from investing activities 22 ' -2,649.57 -1,305,000.17

III.Cash flows from financing activities:

Cash received from investmnet 23 72,000,000.00

Cash received from borrowings 24 20,592,599.29 56,454,223.42

Cash received relating to other financing activities 25

Subtotal of cash inflows 26 92,592,599.29 56,454,223.42

Cash paid to repay debts 27 83,304,479.66 43,871,723.46

Cash paid for interest expenses and distribution of dividends and profits 28 2.705,656.39 2,777,536.95

Cash paid relating to other financing activities 29

Subtotal of cash outflows 30 86,010,136.05 46,649,260.41

Net cash flows from financing activities 31 6,582,463.24 9,804,963.01

Influence of exchange rate changes on cash and cash equivalents 32 -5,317.62 24,241.91
Net increase in cash and cash equivalents ) 33 26,748.01 461,915.38

Plus: Balance of cash and cash equivalents at the beginning of period 34 733,736.39 271,821.01
Balance of cash and cash equivalents at the end of period 35 1 760,484.40 733,736.39

Person in Charge of the Company: Person in Charge of Accounting Function: Person in Charge of Accouﬁting Department:
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ZHEJIANG TATA TEA EXTRACTION COMPANY LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2016

(All amounts in Rmb Yuan unless otherwise stated)

1. General

Zhejiang Tata Tea Extraction Company Limited Company (“the Company™) is Sino-foreign
investment equity joint venture enterprise set up by Tata Global Beverages Limited, India and
Zhejiang Tea Group Company Limited, China according to the approval letter No.
zhefuzihuzi [2007]00181 issued by the People’s Government of Zhejiang Province on
September 4, 2007. The Company was registered with Huzhou Administration Bureau of
Industry and Commerce on September 14th of 2007, with the business license numbered

913305006661838007.

The Company’s registered capital is RMB 161 million, the total amount of which has been
contributed by the partners by the balance sheet date. Tata Global Beverages Limited, India
contributed capital of RMB 144.50 million, accounting for 89.75% of the Paid-up capital; and
Zhejiang Tea Group Company Limited contributed capital of RMB 16.50 million, accounting

for 10.25% of the Paid-up capital.

The Company’s approved operating scope includes research and development of tea and other
new plant products, production and sales of tea goods and tea substitute [tea goods (instant

tea)] (valid till September 12, 2057).

I1. Basis of preparation of financial statements

. The Company prepares financial statements on the going-concern basis, recognizing and
measuring transactions or events that have actually occurred, in accordance with China
Accounting Standards for Business Enterprises proclaimed by the Ministry of Finance in

February 2006.
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II1. Statement of compliance

The financial statements of the Company have been prepared in accordance with China
Accounting Standards for Business Enterprises, and present truthfully and completely, the
Company’s financial position as of 31 December 2016, and the Company’s financial

performance and cash flows for the year then ended.

IV. Principal accounting policies, accounting estimates and prior period errors

(I) Accounting period

The Company’s accounting year starts on 1 January and ends on 31 December.

(IT) Recording currency

The recording currency of the Company is the Renminbi (RMB).

(IIX) Cash and cash equivalents
Cash equivalents refer to short-term and highly-liquid investments with original maturities
within three months or less that are readily convertible to known amounts of cash and subject

to an insignificant risk of changes in value.

(IV) Foreign currency transactions

1. Translation of foreign currency transaction

Foreign currency transactions are translated into RMB at the market exchange rates on the
transaction dates. Ending balances of monetary. assets and liabilities denominated in foreign
currencies are translated into RMB at market exchange rates on the balance sheet date. Except
for the exchange differences of special borrowings’ principal and interest related to the
construction of assets eligible for capitalization, exchange differences arising from these
translations are recognized as profit or loss in the period. The ending balances of
nonmonetary assets and liabilities denominated in foreign currency and measured at historical
cost are translated into RMB at market exchange rates on the transactions dates; and those
measured at fair value are translated at market exchange rates on the dates of deteﬁnining fair
value, with the related exchange differences recognized as gain or loss on changes in fair

value.
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2. Translation of financial statements denominated in foreign currency

Assets and liabilities in the balance sheet are translated at the spot exchange rate prevailing at

the balance sheet date. All equity items except for undistributed profit are translated at the

spot exchange rates at the dates on which such items arise; income and expenses in the

income statement are translated at the average exchange rate in the period. Translation

differences arising from the above mentioned are presented as a separate component of

owner’s equity in the balance sheet. Cash flows on the cash flow statement are translated at

the average exchange rate at the dates of the cash transactions. The influences on cash of

translation differences are presented as a separate component in the cash flow statement as an

adjustment item.

(V)Bad debts of receivables

1. Receivables that are individually significant and provided for bad debt provision separately

individual
significant amount

Criteria  of

Accounts receivable-- specific amount that accounts for over

10% of total accounts; other receivables-- specific amount

that accounts for over 10% of total accounts.

Bad  debt provision
method for receivables
that are individually

significant and provided
for bad debt provision
separately

If any objective evidence in the individual impairment test

shows that it has been impaired, bad debt provision shall be

made at the difference between the present value of future

cash flows and its book value; if no impairment is formed

with separate individual impairment test, bad debt provision

shall be made by aging analysis method in credit risk

combinations classified by age.

2. Receivables that are provided for bad debt provision by combination

Criteria of combination

Credit risk combinations are classified by age.

Bad debt provision method for
receivables that are provided for
bad debt provision by combination

Aging analysis method

Bad debt provision method for receivables in credit risk combinations classified by age:

Bad debt provision | Bad debt provision
Age percentage  for  account | percentage for other
receivable (%) receivables (%)
Within 3 years 0.00 0.00
Over 3 yeérs_ ' 0.50 0.50
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3. Account receivables that are insignificant in amount individually but provided for bad

debt individually

. . There is objective evidence that the
Reason for making bad debt provision .

. recoverability is significantly different from
individually h
others.

Bad debt provision shall be made at the
Bad debt provision method difference between the present value of future
cash flows and its book value.

4. For other receivables (including notes receivable, prepayments, interest receivable and
long-term accounts receivable etc.), bad debt provision is made at the difference between

the present value of future cash flows and its book value.

(VD) Inventories

1. Inventories of the Company are: (a) finished goods held for sale in normal operation
process; (b) work-in-process, and (c) materials or supplies etc. to be consumed in process of
production or service provision.

2. Inventories are measured at actual cost. Inventories purchased are calculated at actual
procurement cost and inventories acquired from further production are calculated at actual
procurement cost and further processing cost.

3. Inventories issued are measured on weighted average method.

4. Inventories at the balance sheet date are measured at the lower of cost and net realizable
value. When the realizable value is lower than the cost, the difference is recognized as a
provision for decline in value. Provision for decline in value of inventories is made by
comparing cost with net realizable value on an individual item basis. Net realizable value is
the estimated selling price in the ordinary course of business less the estimated costs to
completion and the estimated eXpenses and related taxes necessary to complete the sale.

5. Perpetual inventory system is adopted.

6. Turnover materials including packaging materials and low value consumables are written

off in full when issued for use.

(VII) Fixed assets and accumulated depreciation
1.Criteria of fixed assets

Fixed assets is defined as the tangible assets which are held for the purpose of producing
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goods, providing services, lease or for operation & management, and have more than one year
of useful life.

Fixed assets should be recognized when satisfying following conditions at the same time:
Firstly, the economic interest related to the fixed asset is probably flowed into the Company;
secondly, the cost of the fixed asset is reliably measured. The subsequent expenditures related
to the fixed asset should be recognized as fixed asset cost, if complying with above
recognition conditions. If not complying with above recognition conditions, it should be
recognized as current profit or loss when occurred.

2. Initial measurement of fixed assets

Fixed assets are initially recorded at cost.

A. Purchased fixed assets are recorded at purchase price, related taxes, and expenses that
occure before the assets are ready for their intended use and are attributed to the fixed assets
such as delivery costs, handling fees, installation costs, and professional service fees and so
on. If a certain payment is made for purchasing several fixed assets not priced separately, the
cost of each fixed asset shall be ascertained by allocating the payment according to the
proportion of fair value of each fixed asset to the total cost of all assets acquired. If payment
of purchasing fixed assets is deferred beyond normal credit terms and has financing nature
substantially, its cost is recorded at the present value of purchasing price. The difference
between actual payment and the present value of purchasing price is recognized as current
profit or loss over the credit period except these capitalized according to “Accounting

Standard for Business Enterprise NO. 17

Borrowing Costs”.

B. Self-constructed fixed assets are recorded at the total expenditure incurred for the
construction before the assets are ready for their intended use.

C. Fixed assets contributed by the Company’s investors are recorded at the value agreed in the
investing contract, except that the value agreed in the contract is not fair.

D. Fixed assets acquired from exchange of non-monetary assets, debt restructuring, business

combination and finance lease are recorded separately in accordance with “No.7 of

Accounting Standards for Business Enterprises Exchange of Non-monetary Assets”, “No.

12 of Accounting Standards for Business Enterprises Debt Restructuring”, “No. 20 of

Accounting' Standards for Business Enterprises Business Combinations”, “No. 21 of
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Accounting Standards for Business Enterprises Lease™.

3. Depreciation of fixed assets
Fixed Assets are depreciated over the useful life of each asset class using the straight line
method. The depreciation rates are determined as follows based on asset class estimated

useful lives and estimated residual values (10% of the original cost):

Estimated Residual ~ Annual

Class of fixed assets . o
useful life value depreciation rate

Buildings 20 years 5% 4.75%
Machinery and equipment 3-10 years 10% 9.00-30.00%
Vehicles 4 years 10% 22.50%
Office equipment 3-5 years 10% 18.00-30.00%
Auxiliary equipment 5 years 10% 18.00%

Capitalized expenditures arising from the renovation of fixed assets are depreciated by using
the method of average life length over the shorter period of interval between the current
renovation to the next and the expected remaining useful life of the renovated fixed assets.

4. The fixed assets are recognized as idle fixed assets when they have not been used three
consecutive months caused by shortage of work time and natural disaster (except seasonal
unavailability). The idle fixed assets are depreciated in accordance with other fixed assets in
the same class.

5. Impairment of fixed assets

At the balance sheet date, if there is evidence that the value of fixed assets has declined, the
provision for impairment of fixed assets should be made in accordance with the method

explained in Note III. (XIII) to the financial statements.

(VIII) Construction in progress

1. Construction in progress shall be recognized when satisfying that the economic interest will
probably flow in and that the cost can be reliably measured. Construction in progress is
measured at actual cost before the construction is ready for intended use.

2. Construction in progress is transferred to fixed assets at practical construction expenditures
as soon as the construction is ready for intended use. If construction in progress that is ready

for intended use has not been conducted completion accounts, it should be temporarily
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transferred to fixed assets at its estimated value. The estimated value should be adjusted
according to its actual cost when it has been conducted completion accounts, while the
accumulated depréciation needs not to be adjusted.

3. At the balance sheet date, if there is evidence that the value of construction in progress has
declined, the provision for impairment of construction in progress should be made in

accordance with the method explained in Note III. (XIII) to the financial statements.

(IX) Intangible assets

1. Initial measurement of intangible assets

The cost of intangible assets shall include the purchase price, relevant taxes and other
necessary expenditures directly attributable to intangible assets for the expected purpose.

2. Useful lives and amortization of intangible assets

As for the intangible assets with limited service life, the Company shall estimate the years of
its service life, or the amount of the output or any other similar measurement unit, which
constitutes its service life. If it is unlikely to forecast the length of period over which an
intangible asset can bring economic benefits to the enterprise, the intangible asset shall be
regarded as an intangible asset with uncertain service life.

An intangible asset with limited service life should be systematically amortized according to
the expected realization pattern of economic interest related to the intangible asset. If the
expected realization pattern cannot be determined reliably, it should be amortized by
straight-line method. An intangible asset with uncertain service life is not amortized, but is
tested for impairment and reviewed for its useful life on an annual basis.

3. At the balance sheet date, the Company shall evaluate the ability that the intangible assets
may bring future economic interest and make the provision for impairment of intangible

assets as necessary.

(X) Long-term prepaid expenses

Long-term prepaid expenses are recorded at actual amount as incurred and amortized on a
straight-line basis over the period that obtains benefit from the expenses. If a certain item of
long-term period expenses cannot bring economic benefits for the future accounting periods,

the remaining carrying amount is recognized as gain or loss in the period.

Page 7 of 26



(XI) Impairment of assets

This accounting policy refers to the impairment of other main assets except inventory,
investments in real estate and financial assets.

1. Non-financial assets include fixed assets, constructions in progress, intangible assets and
goodwill. At each balance sheet date, the Company reviews fixed assets, constructions in
progress, and intangible assets with limited useful life to find out whether there is sign of
impairment. Goodwill and intangible assets formed by merger of enterprises, whether or not
there is impairment evidence, shall be reviewed annually for impairment.

If evidence shows that impairment has happened, then the residual value will be estimated.
Estimation of recoverable value is on basis of single asset. If it is hard to estimate the
recoverable value of a particular asset, then the recoverable value shall be estimated upon the
asset group in which the target asset is included. If the residual value of an asset is lower than
its book value, impairment provision shall be provided at the difference of the two, and shall
be accounted into current profit or loss.

2. Once impairment losses of above assets are recognized, they cannot be reversed in

subsequent accounting periods.

(XTI) Borrowing expenses

1. Recognition of borrowing expenses

Borrowing expenses include borrowing interests, amortization of discount or premium,
auxiliary expenses, and exchange balances due to borrowings in foreign currencies.
Borrowing expenses that can be attributed to purchase or construction of assets and comply
with capitalization conditions start to be capitalized when the payment of asset and borrowing
expenses have already been incurred, and the purchase or production activities in purpose of
making the asset usable have started. Capitalization shall be terminated as soon as the asset
complying with capitalization conditions is ready for intended use. The other borrowing
expenses are recognized as expenses when incurred. |

2. Capitalization period of borrowing expenses

- A.The capitalization of borrowing expenses commences as the following three
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conditions are met: (a) the capital expenditures are incurred; (b) the borrowing
expenses are incurred; (c) the acquisition or construction activities have commenced
to enable the assets to be ready for their intended use.

B. The capitalization of borrowing expenses should be suspended during the periods
when the acquisition or construction activities are abnormally interrupted and the
interruption period is more than three consecutive months; the borrowing expenses
are expensed during the period until the acquisition or construction activities are
resumed.

C. The capitalization of borrowing expenses ceases when the assets being acquired or
constructed are ready for their intended use. Borrowing expenses incurred thereafter
should be recognized as expense in the period in which they are incurred.

3. Capitalization amount of borrowing expenses

Interest expenses practically occurred at the current term of a special borrowing are
capitalized after deducting the interest earned on the unused borrowing loans. The capitalized
borrowing costs for each accounting period are determined by using the weighted average
amount of accumulated expenditures incurred in that period for the acquisition or construction
of fixed assets and the capitalization rate of the borrowings. The procedures are in accordance

with the Accounting Standards for Business Enterprises — Borrowing Costs.

(XIII) Income recognition

1. Sale of goods

Revenue from sale of product is recognized when all the following conditions have been
satisfied: (a) The seller has transferred to the buyer the significant risks and rewards of
ownership of the goods; (b) The seller retains neither continuing managerial involvement to
the degree usually associated with ownership and does nor effective control over the goods
sold; (c) It is probable that the economic benefits associated with the transaction will flow to
the enterprise; (d)The amount of revenue and cost of the goods sold can be measured reliably.
2. Rendering of services

Revenue from rendering of services is recognized when all the following conditions have

been satisfied: (a) If service is rendered in one accounting year, income is recognized after the
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company has delivered the service, and received the revenue or the right to collect the
revenue; (b) If the services start and end in different years, income is recognized by
percentage of completion method on the following conditions: the amount of revenue and
percentage of completion can be determined reliably; the economic benefits of the service
could flow to the company; the cost incurred to date and cost incurred to complete the service
can be measured reliably; (¢) If the result of long time service contract could be reasonably
estimated, revenue at period end is recognized by percentage of completion method, and cost
is also computed on the same percentage of estimated total cost.

3. Revenue arising from the use by others of enterprise assets

Revenue arising from the use by others of cash asset yielding interest is calculated at the
period when cash is used and applicable interest rate; and revenue and expense from the use
by others of assets other than cash are calculated at period and charging method prescribed in
relevant contract or agreement.

Revenues above are recognized only when all the following conditions have been satisfied: (a)
it is probable that the economic benefits associated with the transaction will flow to the

enterprise; (b) the amount of the revenue can be measured reliably.

(XIV) Governmental subsidies

1. Governmental subsidies are recognized when two conditions are satisfied: (1) the Company
can satisfy conditions for governmental subsidies; (2) the Company can receive governmental
subsidies.

2. When the governmental subsidies are monetary assets, they are measured by the amount
received or receivable. When the governmental subsidies are non-monetary assets, fhey are
measured at fair values. If the fair values cannot be acquired reliably, the nominal amount is
used for measurement.

3. Governmental subsidies are classified as the governmental subsidies related to assets and to
gains. When governmental subsidies related to aésets are received, they are recognized as
deferred incomé, and distributed to profit or loss on a straight-line basis during the useful life
of relevant assets. When governmental subsidies related to gains are recéived, different

treatments are used: (1) if the subsidies are used to compensate relevant.expenses or losses in

Page 10 of 26



following periods, deferred income is recognized and will be included in profit or loss when
relevant expenses are recognized; (2) if the subsidies are used to compensate relevant
expenses or losses that have been recognized, they are included in current profit or loss

directly.

(XV)Enterprise income tax

1. At the balance sheet date, deferred income tax assets and deferred income tax liabilities are
measured on the basis of the difference between the carrying amount of assets or liabilities
and their tax base (or the difference between the tax base and the carrying amount of those
items that are not recognized as assets or liabilities but have a tax base that can be determined
according to tax laws) at the applicable tax rate for the period in which the asset (or liability)
expected to be recovered (or paid).

2. Deferred tax assets are recognized to the extent that it is probable that future taxable profit
will be available against which the asset can be utilized. At the balance sheet date, deferred
tax assets that were not recognized in prior periods can be recognized in the current period if
there exists solid evidence that future taxable profit is probable to be sufficient to deduct the
deductible temporary differences.

3. The carrying amount of deferred tax assets is reviewed at the balance sheet date. The
deferred tax assets are reduced to the extent that it is no longer probable that sufficient taxable
profit will be available to allow the related tax benefit to be utilized. Any such reduction is

reversed to the extent that it becomes probable that sufficient taxable profit will be available.

V. Changes of main accounting policies and accounting estimates

1. Change in accounting policies

There is no change in accounting policies in current accounting period.
2. Change of accounting estimations

There is no change of accounting estimations in current accounting period.
3. Correction of prior period errors

There is no correction of prior period errors in current accounting period.

VI. Taxation
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1. Value added tax

Value Added Tax is calculated at 17% of the added value.

2.City construction tax

City construction tax is calculated at 5% of the AC transfer tax

3.Education supplementary tax

Education supplementary tax is calculated at 3% of the AC transfer tax

4. Housing property tax

Housing property tax is payable at 1.2% of 70% of property’s original value or at 12% of
rental income.

5. Enterprise income tax

Enterprise income tax is calculated at 25% of the taxable income.

6. Land-use tax

Land-use tax is calculated at RMB 8 yuan per square meter multiplied by the area of land.
7. Water construction fund

Water construction fund is calculated at 0.1% of the operating revenue.

VII. NOTES TO MAIN ITEMS OF THE FINANCIAL STATEMENTS

The unit of amount in this section is RMB, unless otherwise stated.

1. Notes to main items of the balance sheet

(1) Cash

A. Details
Items Ending balance Beginning balance
Cash in hand 476.32 3,378.52
Cash at bank 760,008.09 730,357.88
Total 760.484.4 733.736.40

B. Foreign currency funds
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Ending balance

Beginning balance

Original Exchange Equivalent
Currency currency rate to RMB
Dollar 0.97 6.937 6.14

(2) Accounts receivable

Original Exchange Equivalent
currency rate to RMB
1.97 16.4936 1279

A. Details
Ending balance Beginning balance
Percent Provision for Provision Percent  Provision for Provision
Items Book value (%) bad debts  percentage Book value (%) bad debts percentage
Provided for bad
debt provision by 91,716.59 100.00 574,371.91 1100.00
combination

Classification criteria of accounts receivable:

@ Individually significant and provided for bad debt provision separately: Accounts
receivable whose specific amount accounts for over 10% of total accounts and are
provided for bad debt provision separately;

@ Provided for bad debt provision by combination: Accounts receivable in credit risk
combinations classified by age, excluding those included in area@.

® Insignificant in amount individually but provided for bad debt individually: Accounts
receivable whose recoverability is shown as significantly different by objective
evidence excluding those included in area.

B. Bad debt provision

Accounts receivable that are provided for bad debt provision by combination

For above accounts receivable presented in combinations, bad debt provisions are made

by aging analysis method as follows:

Ending balance Beginning balance
Book Percent  Provision for Book Percent  Provision for
Age value (%) bad debts value (%) bad debts
Within 1 year  91,716.59 100.00 574,371.91 100.00

C. The accounts receivables from investors with shareholding not less than 5% as at the

balance sheet date have been listed in the note “RELATED PARTY

RELATIONSHIPS AND TRANSACTIONS? to the financial statements.
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(3) Prepayments

A. Ageing analysis

Ending balance Beginning balance
Book Percent Provision for  Provision Book Percent Provision for  Provision
Age value (%) bad debts percentage value (%) bad debts percentage
Within 1 year 208,142.93  89.16 208,142.93 186,368.30  68.20 186.368.30
1-2 years 86,062.50  31.49 86,062.50
2-3 years 25312.50 10.84 25,312.50
3-4 years
4-5 years 829.00 0.30 829.00
Over 5 years
Total 233.455.43  100.00 233.455.43 273.259.80 100.00 273.259.80
B. There are no prepayments to shareholders with shareholding of not less than 5% as at
the balance sheet date.
C. No provision for impairment is made as there is no evidence that the value of
prepayments has declined as at the balance sheet date.
(4) Other receivables
A. Details
Ending balance Beginning balance
Percent Provision for ~ Provision Percent Provision for Provision
Items Book value (%) bad debts percentage Book value (%) bad debts  percentage
Provided for bad
debt provision by 1062274 3576 16,618.29  42.94
combination
Insignificant in
amount
individually but 1908000  64.24 22,080.00  57.06
provided for bad .
debt individually
Total 29.702.74  100.00 38.698.29 100.00

Classification criteria of other receivables:

(D Individually significant and provided for bad debt provision

separately: Other

receivables whose specific amount accounts for over 10% of total accounts and are

provided for bad debt provision separately;

®@Provided for bad debt provision by combination: Other receivables in credit risk

combinations classified by age, excluding those included in area(D.
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(@ Insignificant in amount individually but provided for bad debt individually: Other
receivables whose recoverability is shown as significantly different by objective evidence
excluding those included in area(.

B. Bad debt provision

1) Accounts receivable that are provided for bad debt provision by combination

For above accounts receivable presented in combinations, bad debt provisions are made

by aging analysis method as follows:

Ending balance Beginning balance
Book Percent Provision for Book Percent Provision for
Age value (%)  bad debts value (%)  bad debts
Within 1 year 4,622.74 4352 5,61829  33.81
1-2 years 11,000.00  66.19
2-3 years 6,000.00  56.48
Total 10.622.74  100.00 16.618.29 100.00

2) Other receivables that are insignificant in amount individually but provided for bad

debt individually
Bad debt Provision
Content Book value provision percentage ~ Reason
Fully recoverable by valid
Deposit 19,080.00

contract

C. There are no other receivables from shareholders with shareholding of not less than

5% as at the balance sheet date.

(5) Inventory

A. Details of inventories

Ending balance Beginning balance
Impairment Impairment
Items Book value 'provision Net book value Book value provision Net book value
Raw material f264,621 45 264,621.45 394,173.95 394,173.95

Finished goods  16.807388.80 14,994,412.20 1,812,976.62 16,698,185.08 7,194,124.48  9,504,060.60

Total

17.072.010.27 14.994.412.20 2.077.598.07 17.092.359.03 7_,194,124,48 9.898,234 55
B. Provision for decline in the value of inventories

(a) Movements of provision for decline in the value of inventories
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Current period decrease

Reversals  Transfer out

Beginning Current period due to value for other Ending
Type balance increase rebound reasons balance
Finished
goods 7,194,124 .48 8,210,058.57 409,770.85 14,994.412.20

(b) Determination method of provision for decline in the value of inventories

Provisions for declines in the value of inventories are determined on an individual class
basis at the difference between the carrying value of the inventories and their net realizable
value. The net realizable value is determined at expected selling price of goods produced

minus the expected further processing costs to be incurred, selling expense and relevant taxes.

(6) Other current assets

A. Details
[tems Ending balance Beginning balance
Prepaid tax 8,423,594.56 8,191,797.05
Magnet bar 2,649.57
Total 8.423.594.56 8.194.446.62

B. No provision for impairment is made as there is no evidence that the value of other

current assets has declined as at the balance sheet date.

(7) Fixed assets
A. Details

a. Original cost

Type Beginning balance - Increase Decrease  Ending balance
Buildings 25,943,490.00 25,943,490.00

Machinery 35,544,940.92 59,572.65 35,604,513.57

Vehicles 213,620.00 213,620.00

Office equipment 2,716,555.87 2,716,555.87

Auxiliary

equipment 600,506.68 600,506.68

Total 65.019.113.47 59.572.65 65,078.686.12

b. Accumulated depreciation
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Beginning balance Increase Decrease

Buildings 6,152,466.24 1,232,315.78
Machinery 12,095,385.38  3,235,269.22
Vehicles 192,258.00

Office equipment 2,368,669.08 39,439.38
Auxiliary

equipment 537,432.30 2,016.00
Total 21.346,211.00  4.509.040.38

Ending balance

7,385,300.88

15,330,136.67

192,258.00

2,408,107.82

539,448.01

25.855.251.38

c. The provision for impairment is not made as there is no evidence that the value of

fixed assets has declined as at the balance sheet date.

d. Net book value

Type Beginning balance Ending balance
Buildings 19,791,023.76 18,558,189.12
Machinery 23,449,555.54 20,274,376.90
Vehicles 21,362.00 21,362.00
Office equipment 347,886.79 308,448.05
Auxiliary
equipment 63,074.38 - 61,058.67
Total 43,672.902.47 39.223.434.74
(8) Construction in progress

A. Details

Ending balance Beginning balance

Name of Impairment Net book Impairment Net book
construction Book value Provision value Book value Provision value
Waste water

pollution

control system 59,572.65

B. Movements of construction in progress

Current period
Name of Beginning  Current period transfer
construction ~ balance increase into fixed assets
Waste water
pollution control

system 59,572.65 ' 59,572.65

Other decrease

in current period

59,572.65

Ending balance

C. No provision for impairment is made as there is no evidence that the. value of
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construction in progress has declined as at the balance sheet date.

(9) Intangible assets

A. Details

a. Original price

Land
UFIDA system
Total
b. Amortization
Type
Land
UFIDA system

Total

Beginning balance
6,435,740.69
65,782.56

6.501,523.25

Beginning balance
1,061,399.03
65,782.56

1,127,181.59

Increase Decrease
Increase Decrease
128,727.00
128.727.00

Ending balance
6,435,740.69
65,782.56

6.501.523.25

Ending balance
1,190,126.03
65,782.56

1,255.908.59

c. No provision for impairment is made as there is no evidence that the value of

intangible assets has declined as at the balance sheet date.

d. Net book value

Land

Beginning balance Ending balance Residual amortization lives

5,374,341.66

(10) Long-term prepaid expenses

Item

Resin consumption

Original cost

8,974.36

(11) Short-term borrowings

A. Details
Items

Guaranteed

loans

7,852.57

Ending balance

5,245,614.66

Beginning

balance

12,266,735.49
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489 months

3,365.41

Beginning balance

69,683,615.86

Residual

Increase Amortization Ending balance amortization time

9 months



B.Guaranteed loans details:

Lending bank
Citi bank

Deutsche bank

Loan balance
8,213,930.60

4,052,804.89

Total

(12) Accounts payable

A. Details

Items

Accounts payable

12.266.735.49

Ending balance

359,368.67

The guarantor

TGBL

DEUTSCHE BANK AG
KOLKATA(CALCUTTA)

Beginning balance

64,636.18

B. There are no accounts payable to shareholders with shareholding of not less than 5%

as at the balance sheet date.

C. There are no accounts payable to related parties as at the balance sheet date.

(13) Employee’s remuneration payable

A. Details

Jtems

a.Short-term
remuneration:
Wage, bonus,
allowance, subsidy

Employee welfare

Medical insurance
Employment injury
insurance
Maternity insurance
Housing fund
Union funds

Staff education fee

b.Retirement
welfare:
Endowment
insurance

Unemployment
insurance

Total

Beginning balance Increase Decrease
305,165.79  3,776,825.85  3,743,792.32
255,939.69  3,205,057.31  3,181,830.59

14,017.85 282,036.68 265,604.29
13,979.09 83,405.97 83,911.73
5,083.31 24,395.59 26,667.62
2,541.61 14,695.19 15,228.75
8,960.00 123,473.00 122,143.00
4,644.24 43,440.10 48,084.34
322.00 322.00

53,585.35 306,728.51 316,181.56
48,904.03 289,490.20 296,336.82
4,681.32 17,238.31 19,844.74
358.751.14  4.083.554.36  4.059.973.88

Ending balance
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338,199.32

279,166.41
30,450.24
13,473.34

2.811.28
2,008.05
10,290.00

44,132.30
42,057.40

2,074.90

382.331.62
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(14) Tax payable

B. There is no employee remuneration payable in arrears as at the balance sheet date.

Items Ending balance Beginning balance
Housing Tax 80,115.81
Stamp duty 195.70 342.37
Land-use Tax 90,892.09
Water construction fund 608.00
Withheld individual income tax 6,500.40 25.730.37
Total 177,704.00 26,680.74
(15) Interest payable
Items Ending balance Beginning balance
Short -term loan interest 89,218.02 1,041,839.01
Long -term loan interest
Long-term liabilities due within
one year interest 19,014.16
Total 89.218.02 1,060,853.17
(16) Other payables
A. Details

Items Ending balance Beginning balance

Deposit in security 10,000.00 10,000.00

Designing fees 200,000.00 200,000.00

Equipment fees 206,062.02 1,491,080.82

Money on call 34,000,000.00

Others 143,380.04 1,726,002.07

Total 559,442 .06 35.926.002.07

B. There are no the other payables to investors with shareholding not less than 5% as at

the balance sheet date.
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(17) Long-term liabilities due within one year

Ending balance

Long-term borrowings

(18) Paid-in capital

Beginning balance

5,295,000.00

A. Details

Shareholding

Investors Beginning balance  percent (%)

Tata Global

Beverages Limited 38,500,000.00 70.00

Zhejiang Tea Group

Total 55.000.000.00 100.00

B. The change of Paid-in capital
This period, Tata Global Beverages Limited

Increase

106,000,000.00

106.000.000.00

increased

Shareholding
Decrease  Ending balance  percent (%)
144,500,000.00 89.75
16,500,000.00 10.25
161.000.000.00 100.00

capital of Rmb

106,000,000.00yuan, including Rmb 34,000,000.00 yuan by Debt-to-equity swap, and RMB

72 million by increment of cash.

(19) Capital stock
Beginning balance

Share premium 42,538.00

(20) Distributable profit

Increase

Distributable profit at the beginning of year

Plus: net profit of current period

Distributable profit at the end of year

2. Notes to main items of the income statement

(1) Revenue/Cost

A. Details
1) Revenue

Item

Revenues from main operations

Page 2

Current period

1,182,157.97

1 0f26

Decrease Ending balance

42,538.00

-98,630,660.24
-20,157,711.01

-118.788.371.25

Prior period

©3,012,490.10



Revenues from other operations 15,141.63 5,098.30

Total 1.197.299.60 3.017.588.40
2) Cost

Item This period Last period

Cost of main operations 1,246,464.98 3,875,206.24

Cost of other operations 37,213.47 8,655.85

Total 1,283.678.45 3.883.862.09

B. Revenues from main operations/ Costs of main operations (by product)

Current period Prior period

Product Revenue Cost Margin Revenue Cost Margin

Instant green tea  1,174,465.66 1,213,964.98 -39,499.32 3,003,943.09 3,844,526.16 -840,583.07

Tea Polyphonel 7,692.31 32,500.00 -24,807.69 8,547.01 30,680.08 -22,133.07
Total 1.182.157.97 1.246.464.98 -64 1 3.012.490.10 3.875.206.24 -862.716.14

C. Revenue from top five customers

Items Current period Prior period
Revenue from top five

2,989,857.61
R 1,181,816.09
Percentage of total revenue 98.71 99.08

(2) Tax and surcharge

Item Current period Prior period
i ainten
S(;g]s'(rn;ction ?:; e 12745
Educational surcharge 76.47
Local educational surcharge 50.98
Water construction fund 698.15 6,725.93
Housing property tax 240,347.40
Land-use tax 272,676.41
Stamp duty 54,922.61
Vehicle-using tax 420.00
Total . 569,064.57 Q,M
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(3) Financial expenses (income)
Items
Interest expenses
Less: Interest income
Exchange loss
Bank Fee

Total

(4) Asset impairment loss

Item

Provision for decline in value
of inventories

(5)Non-operating income
Details
Item
Gains on sales of fixed assets
Governmental subsidy
Others

Total

(6)Non- operating expenses
Items
Tax. overdue payment
Fines
Others

Total

Current period

1,734,021.24

Prior period

3,047,111.34

6,904.20 1,716.23
5,085.84 -24,241.91
15,898.37 24,153.80
1,748.101.25 3.045.307.00

Current period

8,210,058.57

Current period

354,300.00

354.300.00

Current period
30.27

450.00

BSN
co
(]
(3
~

H-

Notes to main items of the cash flow statement

(1)Appendix of cash flow statement
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Prior period

855,302.43

Prior period
73,215.73
112,895.26
5100.89
191,211.88

Prior period
251.47

30,000.00

30.251.47



Items

Current period

Prior period

1.Reconciliation of Net Profit to Net Cash Flows from Operating

Activities:
Net profit -20,157,711.01 -15,012,005.46
Add: Provision for impairment of assets 8,210,058.57 855.302.43
Depreciation of fixed assets 4,509,040.38 4,481,684.30
Amortization of intangible assets 128,727.00 128,727.00
Amortization of long-term prepaid expenses 7,136.73 1,121.79
Losses (gains) on disposal of fixed assets, intangible
assets and other long-term assets -73,215.73
Losses (gains) on write-off of fixed assets
Losses (gains) on changes in fair value
Finance expense (income) 1,739,338.86 3,022,869.43
Investment losses (gains)
Decrease (increase) in deferred tax assets
Increase (decrease) in deferred tax liabilities
Decrease (increase) in inventories -389,422.09 1,831,849.98
Decrease (increase) in receivables under operating
activities 302,307.30 -412,556.95
Increase (decrease) in payables under operating activities -897,223.78 -2,886,066.15
Others
Net cash flows from operating activities -6,547,748.04 -8,062,289.36
2. Investing and financing activities that do not involve cash
receipts and payments:
Conversion of debt into capital
Reclassification of convertible bonds expiring within one year
as current liability
Fixed assets acquired under financing leases
c. Net Increase in Cash and Cash Equivalents:
Cash at the end of the period 760,484.41 733,736.40
Less: cash at the beginning of the period 733,736.40 271,821.01

Add: cash equivalents at the end of the period
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Less: cash equivalents at the beginning of the period

Net increase in cash and cash equivalents

26,748.01

461,915.39

(2) Composition of cash and cash equivalents

Items Ending balance | Beginning balance
I. Cash 760,484.41 733,736.40
Including: Cash on hand 476.32 3,378.52
Unconstrained cash at bank 760,008.09 730,357.88|
Other unconstrained monetary fund
II. Cash equivalents
Including: Debt investment maturing within 3
months
I11. Ending balance of cash and cash equivalents 760,484.41 733,736.40)
(3)Impairment of Assets
Type Beginning | Provision Reversal | Transfer Ending
balance balance
Provision for decline
in value of inventories 7,194,124.48 8,210,058.57 409,770.85 | 14,994,412.20

VII. Related party relationships and transactions

1. Criteria of related parties

According to “Accounting Standards for Business Enterprises No. 36

Disclosure of

related parties”, when a party controls, jointly controls or exercises significant influence

. over another party, or when two or more parties are under the control, joint control or

significant influence of the same party, the affiliated party relationships are constituted.

2. Related parties

(1) Parent company and controlling related parties

Name of entity Registered address | Principal business Paid-in capital |Percent
63.11Rs in
Tata Global Beverages Limited India Sale of Branded Tea Crores 89.75%

(2) Other related parties
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Name of entity

Relationship with the Company

Tata Tea Extractions Inc.

Controlled by the same parent company

Tata Global Beverages GB Limited

Controlled by the same parent company

3. Related party transactions

(1) Sales of goods
Current period Prior period
Name of entity
Amount(milli| Percentage . . Amount(mi | Percentage o
Pricing policy i Pricing policy
on) | of total sales llion) | of total sales
TATA TEA EXTRACTIONS
N 0.90 76.04 | By agreement 2.68 89.13 | By agreement
Tata Global Beverages Limited 0.0027 0.00 | By agreement
Tata Global Beverages GB
o 0.0026 0.00 | By agreement
Limited
(2) Receivable from and payable to related parties
Ending balance Beginning balance
: Provision for Provision for bad
Name of entity Amount(yuan) Amount(yuan)
bad debts debts
A. Accounts receivable
TATA TEA
574,371.91
EXTRACTIONS INC
Tata Global Beverages
3,000.25
Limited
Tata Global Beverages GB
3,156.34
Limited )
B. Other payables
Tata Global Beverages
) 34,000,000.00
Limited

VIII. Contingencies

As at the balance sheet date, the Company has no material contingencies that need to be

disclosed.

ZHEJIANG TATA TEA EXTRACTION COMPANY LIMITED

9 January 2017
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