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Tohle of Coptents

The movements of the valuation aliowance are as foliows:

Year ended December 31,

2013 2014

uss uss
Balance at the beginning of the year (10,160) (#0,257)
Derease of valuation alkewance g 428
Experation of tax loss — 24
Foreign currency transiation adjusiment [318) 38
Balance at the end of the year (10,257} (3, 787}

The visluation allowance as of Decemiber 31, 2013 and 201 4 was prirmasily provided for the deferred ingorme tax aesets of Honiton Xilinguole and Honiton Baosdou, which
was at a cumuiative loss position. In assessang the reaiization of deferred income (ax assets, management considers whether it = mone likely than not that some parion
or all of the defemed income tax assets will rot be realized. The ultimate realization of deferred income tax assets is dependent upon the generation of future taxable
income during the pericds inwhich those temparary differences become deductible or utilizable. Management considers the scheduied reversal of deferred tax liabilties
{including the mpact of available camyforward periods), projected fulure taxable income and tax planning sirategies in making thes assessment. In view of the cumulative
lossas of Honiton Xilinguole and Honiton Bactou, vahation allowance was provided against its deferred income tax assets as of December 1. 2013 and 2014, which in
the judgment of the: management, ans not mone lely than not to be realized. Az of December 31, 2014, the Combined Enlity's PRC enftities had tax losses carmy forwards
of LI5326 640 Tax losses of LISS1 960, LISET 857, LFS20 046, USS3 580, and LISS3 447 will eopine, if unused, by 2015, 2016, 2017, 2018 and 2019, respectively

Thir Company meoognizes unrecognized tax benefils in the amount of LIS22 279 and LISS2, 270 relating to foreign curmency exchange gains as of December 31, 2013 and
2014, respectwvely, which were included in other non-cument liabisties. The unrecognized tax benefits represent the estimated income tax expenses the Company would
be required to pay, should its foreign cumency exchange gains be recognized in accordance with tax laws and regulations. Nil néerest and peraly expanses were
recorded for the years ended Decernber 31, 2013 and 2014

According to the PRC Teax Administration and Collection Law, the statute of lmitations is three years i the underpayment of taxes is due to computational errore made by
the taxpayer or the withholding agent. The statute of bmitatiors will b2 exiended to five years under special circumstances where the undenpayment of taxes i more than
RMB 100,000. In the case of transfer pricing issues, the statute of Bmitations is 10 years. The income tax refurns of the Combined Entity ane open to examination by the
PRC state and local tax authorbes for the tax years from 2010 to 2014 There is no statute of limtations in the case of fax evasion.
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