L‘&@‘ﬁm’iﬁﬂﬁﬂﬁ TINGYI (CAYMAN ISLANDS) HOLDING CORP.

SERS B Business Review

“EEREEHEEREEAEGDP)EHER
£ BEFLAII% HEEBRTEHLE
MEEFHER129% °

DEAEER _STERFNREETERETF
R 8 b F25.8%% 1,845,609T £ 7T » H &
AR RESNEEESIRAFRAL
F15.5% ~ 46.5% % 10.8% : MNEMFAEH
MeLxEREAFRALA215% &
399,748 F % - FERBHEMR R MEYE

EREK -
FRIERVHEREASERL  BX
SEEBRENMBRE  AUNEEERE

REAEGGEE  SBEEENEE_TTN
FLATEDEHZE31.3% £ FRARE
FTFEI1.6%E25706FTXL TERHR
FFHERBCEARNE  DEKAEES
BRMER ZBREBEXENLIES

The PRC's gross domestic products (GDP) in the year 2005 achieved a
growth of 9.9% and the total amount for retail market also increased by

12.9% from the previous year.

In 2005, the Group's turnover was US$1,845.609 million, an increase of
25.8% over 2004. The growth rates for turnover of instant noodle,
beverage and bakery were 15.5%, 46.5% and 10.8% respectively. In the
fourth quarter, the Group's turnover was US$399.748 million, 21.5%
higher than the same period last year. The increase was mainly from sales

growth in instant noodle and beverage.

During the year, in spite of the fact that the prices for the Group’s core
materials continued to stand at a high level, the Group's gross margin
increased 3.7ppt. to 31.3% through flexible marketing strategy, effective
production management and cost control. Other net income was
US$25.706 million, sharply decreased by 91.6% from 2004. It was mainly
because of the capital gain from the shares transfer last year. Due to

effective management control, there was a decline of the distribution
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AC Nielsen SCAN TRACK EXPRESS ~ December 2005/january 2006. (Market Share for Sandwich Cracker was in December 2005)
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costs as a percentage of total sales declined by 2.5ppt. to 18.3% in 2005
as compared to 20.8% from 2004. The Group also well controlled its
overall advertising and promotional expenses. During the year the
portion of these expenses to total sales was 10.2%, last year was 12.5%.
Finance costs decreased by 42.2% to US$8.597 million mainly because
the Group made good use of the cash from the shares transfer to repay
most of the loans and the excellent annual results led to a strong cash

position of the Group.

A capital gain of US$272.955 million in 2004 was from the disposal of
partial interests in subsidiaries. In 2004 earnings before interest, tax,
depreciation and amortization (EBITDA) was US$398.945 million and the
profit attributable to equity holders of the parent was US$286.429
million. In 2005 the EBITDA was US$291.387 million and the profit
attributable to equity holders of the parent was US$123.529 million,
representing earnings per share of US 2.2 cents. EBITDA and profit
attributable to equity holders of the parent sharply increased by 131.3%
and 816.8% respectively when compared the EBITDA and profit
attributable to equity holders of the parent of US$125.990 million and
US$13.474 million respectively before the inclusion of the exceptional

income arising from disposal of partial interest in subsidiaries last year.

In year 2005, under the strategy of continuous consolidating and
developing the "Beef Stew Flavor” noodle, instant noodle business
strengthened from the introduction of various flavors with local delicious
characters such as flavors of * Sichuan Spicy”, “Seafood Plus”, “Best of
Yangtze River”,"Mixed Chili” and “Homemade Sour". In addition, with the
purpose of letting consumers enjoy delicious Asian flavors, “The Best of
Asian Series” continued to launch new flavors and satisfied the
consumers’ demands for diversified flavors by extended package. Instant
noodle business also invested more resources in sub-brand operation.
The sales volume of “Mixed Noodle” reached the level of 488,000 boxes
and acheived a new record in a single month. The Group’s leading
position in high-growth Mixed Noodle market was further strengthened.
"Mian-Ba La Mian" continued to be popular by its “Experts Favorite
Enjoyment” and satisfied the consumers’ demands for high-quality
noodles and, furthermore, established a new standard of markets’

requirement on noodles.
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RE—SPEENBEAREENGEE  EW In order to further strengthen and enlarge the Group’s market share,
MERFG  SEMEMS  EHMERMNMAL  under the policy of solidifying the cities’ medium and high-end noodle
EFTBEMNAHT BERZEEBEYL & market and expanding the rural low-end noodle market, the Fu Man Duo,
WEEBAHEATS U —REBEARM  whichis principally engaged in the production and distribution of low-end
ZETmhE - instant noodles, has been separated into an independent business and “Yi

Wan Xiang" brand has been reclassified as a sub-brand of Fu Man Duo.

TETRFHRAEKNEEEA981,796F In 2005, turnover for instant noodle business amounted to US$981.796
ELBEFRAHLEAI55%  HAEEE  million, grew by 15.5% from previous year and representing 53.2% of the
BEEND2%  KEFEXRESEBERAM Group's total turnover. The growth mainly came from high-end packet
BRENDEKER  RIBEAC Nielsen—ZZF noodles and container noodles. According to AC Nielsen's December
EF+ZRA/ZETRF-AMBEEL 2005/ January 2006 report, the Group gained 25.7% by sales volume and
[ERE] AT FPEEESEBEEENTSEE 36.9% market share by sales value in the PRC instant noodle market.

£ B £25.7% 1% 36.9% °

HREEBEEMNENER23.7% BWEFE  During the year, the gross margin of instant noodle increased by 4.4ppt.
FHA4F DS FRAMREMRBFEREF to 23.7% and profit attributable to shareholders was US$66.194 million,

REI EF278.7%%66,194F % FERHE  grew by 278.7% mainly because of the improvement in gross margin led
REIHEEE  EFHE - LREZES by the adjustment on products mix and effective control for operating

BB - costs.
ik i EH Beverage Business

“—ZERE  AEBEBRRFERBEREE In year 2005, the Group continued to expand the market position in non-
MGHAL - RUATERME ] CEREAF@E  carbonated beverage. Along with the category's expansion and growth,
ERSARBEKBARELRBEF LI the Group captured the market share actively through consolidating its
IES B M EREN K - BEMIBMETHS  platform in RTD teas and bottle water by “Master Kong” as a primary
% - R [EDEACI E[RME]RTE  brand, at the same time, the Group adopted the dual-brand strategy for
m e RS ERRA TS - “Fresh Daily C" and "Master Kong" juice to capture the juice market.

D
24 f —SEREFH 2005 Annual Report



BEAC Nielsen —ETHE+-F /- TF
NE—AMBEED  [REIRPEER
Biigh1552. 2% HE 2 R51.0%HEENT
R BEEMN: MRBRBEATSIMEE
203%HEENTIEE EE-fL - FA -
TEREE R KR ABA (B A+B L0178
REFHT  BENCSBYMEGHN  FE
ZHEERSHBRENESR  A£EETH
BE R4 BUMEKUET - BA - &
BIBIAE  RAEMNZENL  EEE)
BmSRE  KNMEEREEBENFK -
METORNABEUITEEERFKR]AF
KoM E ORI ABBRRTS - 8
BRLETERAYS -

TR EENHERREAFREX
18 EF46.5%%702,348F E 0 ' HASHE
BEEZHPIEINESB1% - RRE LR
EMEZREMBIPETBA LN  HERESF
NEHEaL  AMBRAREBERBENE
ERE O ARTHBCEEERED 28
REBEFNREZNL01%NEKTE - £F
R 539.6%  FAFRAREEMNLEF A
46909F XL - BAFRHB KB LA
395.1%  TERANTERBRRREER
AEFHESERK

According to AC Nielsen’s December 2005/ January 2006 report Master
Kong's RTD teas had 52.2% and 51.0% market share by sales volume and
sales value respectively and still kept its No.| position in the market. The
Group’s diluted juice drinks gained No.2 position in the market with its
20.3% market share in sales volume. During the year, the flagship product
“Ice Tea" continued to gain the absolute leading position in the market
due to successful marketing strategy of “Celebrity + Music”. With the
increasing awareness of consumers’ health concern, the Group promoted
its products, including green tea, juice and mineral water, by using the
“Fresh, Natural and Healthy" concept as an entry to the market. The
Group also stressed product differentiation and adopted flexible
marketing strategy. All these efforts had strengthen the consumers’
demands successfully. The new product Jasmine Tea with appeal for “Faint
scent of flowers, New flavor of tea” had succeeded in introducing the
scented tea to RTD teas market and drove up the total sales to a new

record.
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In 2005, turnover for beverage business increased by 46.5% to
US$702.348 million as compared to last year. The proportion to the
Group's total turnover increased to 38.1%. During the year, the prices of
main raw materials for beverage business such as PET plastic resin and
sugar continued to maintain at a high level. Owing to the high efficient
production facilities and the continuous effort in strengthening the
production management capability, the gross margin of beverage business
was able to maintain at 40.1% and last year was 39.6%. Profit attributable
to shareholders was US$46.909 million, a sharp increase by 395.1%
mainly because of the flexible marketing strategy and effective control

over operating costs.
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Bakery Business

In year 2005, the successful marketing policy of core products “3+2"
Sandwich Crackers, Muffin and "Taste Biscuit” drove up the turnover for
bakery business amounting to US$92.912 million, by 10.8% from
previous Yyear, representing 5.0% of the Group's total turnover. According
to AC Nielsen's December 2005 report, “Master Kong” 's sandwich
crackers gained 19.19% market share by volume and 24.0% market share
by value and was No.2 in the PRC sandwich crackers market.

In view of the development of the PRC bakery market towards diversity
of category and variety of package and flavor, the Group with its existing
production facilities produce different flavors bakery to satisfy consumers’
demands. The new product of the year “Savory Taste Biscuit " performed
beyond expectation. The joint venture company, which was established
with Japanese Kameda Seika Co., Ltd,, plans to launch a kind of new rice

product in the second quarter of year 2006.
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In the year of 2005, the gross margin of bakery business was 38.7%, grew

by 3.9ppt. when compared to the same period last year. The growth was
mainly due to the sales focus on those high margin products and
improved production efficiency. During the year, bakery business
experienced a turnaround and profit attributable to shareholders was
US$1.184 million, when compared to last year's loss was US$15.904

million.
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Currently, refrigerated products business only has one production centre
in Hangzhou. After entering into China market for four years, its main
products — “Wei Chuan Daily C" and “Wei Chuan Yogurt Drink” — have
gained No.| brand in Shanghai's pure fruit juice market and No.2 brand
in Shanghai's yogurt market respectively. The distribution network had

expanded to Guangzhou since the second quarter of 2005.

The Group's refrigerated products achieved a rapid increase in sales
through its successful marketing strategies. These strategies included
introducing the promotion theme for the brand image-building with
“Health, Fashion and Confidence”, positioning the products

with a sense of high value, emphasizing on product 4
differentiation and strengthening the communication
between the products and consumers' benefits. Adding new
flavors of current product series in year 2005 received good
response from the market and increased the total sales by

50.3% as compared to last year.

The Group's healthy finance structure was mainly benefited from the
stable cash flow of the Group as a result of the well-controlled accounts
receivable and inventory. The seasonal fluctuation from the sales between
the Group’s instant noodle, beverages and bakery also maintain the
Group’s strong cash position. At the end of 2005, the Group's cash and
bank deposit amounted to US$156.357 million, increased by US$28.81 |
million from previous year. The Group’s total liabilities amounted to
approximately US$539 million, representing an increase of US$22 million
from US$517 million as at 31 December 2004. Total assets amounted to
US$1,549 million. The gearing ratio calculated as total liabilities to total
assets decreased by 2 ppt. to 34.8% as compared to 31 December 2004.

The main capital outlays were related to expenditure for acquisition of
more instant noodle and bottle water production facilities. At the end of
2005, the group's total borrowings decreased by 23.8% or US$47.659
million to US$152.528 million. The Group adjusted the proportion

between long-term loans and short-term loans from the previous year's
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HiB[7% : 93%] < itHh - REBER-_ZT “7% :93%" to 2005's “22% : 78%". The Group has repaid the principal
NERNAERRELEEBR_SZTWFR  amount of the Group's 2002 Convertible Bonds which was due in June
BEZEZAET  EBEER_-ZZ _iﬁﬂﬁ’]—] 2005 with a principal of US$90 million plus a redemption premium of
MBRESH 2A£90,000FETREREE  US$.932 million from operating cash and cash from the shares transfer
9,932F 7T %@ﬁ$£%52%99,932:l:%7t o AN during 2004. The total repayable amount was US$$99.932 million. In 2005,
FEASENLEERTARBEROLOA  the Group's Renminbi debts represented 19.5% of total debt and at the
19.5% ' ZFEREAE31.0% - ANAEENRZ  end of 2004 was 31.0%. The Group's transactions are mainly
SGREHDUARERE  MBARNARKEEE  denominated in Renminbi. Appreciation in the Renminbi in terms of US
TTHERAE26%  HAEEEKERKZ  dollars 2.6% brought an exchange gain of US$19.059 million to the
#£19,069F %L - AAIBEREEEZAD Group during the year. US$5.337 million and US$13.722 million of the
5,337 FELRINEMEFEHENM3,722F % exchange gain was included in the income statement and reserves from

JC e exchange translation respectively.

A )?‘E %ﬂ; )EE': Production Scale

FRAHDEEENL27GEER  LERNED  The Group has increased 27 production lines for instant noodle and all
FRAERHRRE  MELERQERRENKET  lines have been put in production in the fourth quarter of the year. The
ZERBERBERAZMET - RWEBE®EE  new lines will be fit for the high-growth demand of container and high-
REMHBEEEZ FEMETS - #UMAARE  end package noodle and satisfy the continuously increased low-end
ERAEETSNHESEH - MEOFEEL  instant noodle market in rural area. These efforts will enhance the
R RAESR - BIFS - BB RELSH - o, Group's competitive ability in instant noodle market. The new factories,
AEERER  BR &M AXERBEM  which are principally engaged in the production and distribution of low-
EFRPTEMT126BEKEER - RS end instant noodles, are located in Huaian, Liuyang, Nanyang and
ROBEKTISHE  EMESAEERK  Tangshan. To face the high-growth bottle water market and further
MG HmERN c MEHEEZEDRIRN  improve the Group’s competitive ability in beverage market, the Group
FRRE - AR KHEERTRNFRREL has added |2 production lines for bottle water in the big cities of Beijing,
GERBREES URBHEENTR - Nanjing, Suzhou, Shijiazhuang and Lanzhou and all production lines have

been put into production during the year. Moreover, bakery business has

increased a new production line of thin crackers to satisfy the consumers’

demands.
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In year 2006, the Group will invest US$210 million, which is mainly used
in beverage and instant noodle production lines, in order to meet the
rapid development of instant noodle and beverage markets. The
expansion will strengthen the competitiveness and market share of the
Group's two major business and further enhance the Group's position in
PRC markets.

Sales Network

At the end of 2005, the Group established a network with 361 sales
offices, 72 warehouses and 66,085 direct retailers in the PRC. With the
network, the Group’s products and the new products can be distributed
and launched directly to the appropriate market. In addition, to cope with
the development in grand sales market and supermarkets, the Group has
strengthened these direct sales networks and the training for frontline
staff. The Group will continue to enhance "Better Access, Broader Reach”
distribution strategy since the comprehensive sales network is the
Group's valuable resources.

Human Resources

As of 31 December 2005, the Group employed 25,273 staff. The Group
realizes the importance of human resources and, therefore, arranges a
competitive salary packages, professional training courses, insurance,
medical benefit and amenities to employees. The Group believes that a

caring management policy for human resources will enhance employees'

contribution to the Group.
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