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SER B Business Review

In 2006, the PRC sustained a steady yet rapid growth in it's gross
domestic products (“GDP”). GDP went up by 10.7% in the yean
manifesting consecutive growths of exceeding 10% p.a. over the past four
years. Sales amount of social consumables surged even further by 13.7%

comparing with a year before.

In 2006, the Group's turnover was US$2,331.733 million, an increase of
26.3% over 2005. The growth rates for turnover of instant noodle,
beverage and bakery were 7.1%, 55.7% and 4.6% respectively. In the
fourth quarter, the Group’s turnover was US$518.179 million, 29.6%
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 0.9ppt. to 32.3% through flexible marketing strategy, effective
production management and cost control. Due to the strategic
advertising and strengthening sales network, there was a slight increase of

the distribution costs as percentage of total sales by 0.8ppt. to 19.1% in
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2006 as compared to 18.3% in 2005, and the portion of advertising and
promotional expenses to total turnover was 10.7%, last year was 10.2%.
Other operating expenses were sharply increased by US$19.693 million
to US$47.018 million mainly due to the impairment loss of US$17.188
million recognized on the replacement for the old equipment. Finance
costs increased by 26.3% to US$10.856 million mainly because of the
increase in bank borrowing for capital expenditure and purchasing raw
materials. During the year, the Group maintained a stable and healthy

finance structure and a strong cash position.

In 2006 earnings before interest, tax, depreciation and amortization
(EBITDA) was US$353.032 million and the profit attributable to equity
holders of the company was US$148.925 million which were sharply
increased by 21.2% and 20.6% respectively when compared to last year.

Earnings per share was US 2.66 cents.
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Instant noodle business

The soy-braised beef flavor noodles that gained wide popularity among
consumers in the previous years continued to be one of the mainstream
products of the Master Kong's various flavors of instant noodles. In 2006
it covered an even broader market, spanning every piece of land in
China’s, from cities to villages. In this |5th anniversary of the soy-braised
beef flavor noodles since it was first launched, we continued to launch its
tall-cup-packed noodles in the market while the penetration rate of its
Gan Ban Mian (noodles served with sauce) continued to increase. To this
end, consumers can now enjoy the same soy-braised beef flavor with Gan
Ban Mian, thus boosting Master Kong's image as a master of delicacies.
Leveraging on this popular flavor; Master Kong had during the year made
a number of debuts by launching new flavors, such as “La Xuan Feng
(Spicy Whirlwind)", “Hai Lu Xian Hui (The Mix of Land and Sea Fresh
Food)”, "Jiangnan Mei Shi (The Jiannan Delicacy)”,"“Qian Jiao Bai Wei (The
Thousand Chili and Hundred Tastes)", “Xiang Suan Shi Jia (The Noble

Family of Aromatic Sourness)”. They were well received by consumers

and soon became Master Kong's mainstream products.

The “Asia Selections” that aimed at providing consumers with choices of
Asian flavors never stopped launching new flavors to the market.
Extension of the product line through different packages helped satisfy
consumers’ appeals to all sorts of Asian flavors. Significant resources were
also invested to auxiliary brands concurrently under operation. The
launch of “Shimianbafan Gan Ban Mian" further solidified the Master
Kong's leading position in the rapidly growing mixed fried noodle market
segment. “Mianba La Mian" aimed at making itself the icon of the best
noodle sticks, satisfying consumers that appeal to good quality and

establishing a new standard for the market of noodle sticks.
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We have utilised “Fumanduo” as the principal brand to further developed
intensively in the low end noodle segment which shares 65% of the
PRC’s instant noodle market. Sales turnover of Fumanduo shared about
18% of our aggregate instant noodle sales turnover and shared about
14.6% of the low end noodles market. After they were first launched, the
product gained the 3rd position in the market. Currently, we focus on its
intensive operation through channels to major cities and increasing
market share. A special department was set up in 2006 to take up the
responsibilities of R&D for superior products, efficient low cost
production systems, overall brand planning and proactive reorganization
of marketing. And in order to expand market shares, constructions of
plants for Fumanduo production in key locations were expedited. At the
same time, the Group gradually commenced the replacement
arrangement for production equipment used by the existing Master
Kong's factories in their initial stage of operation. During the vear,

impairment loss on production equipment amounted to US$7 million.

In 2006, turnover for instant noodle business amounted to US$1,051.915
million, grew by 7.1% from previous year and representing 45.1% of the
Group's total turnover. Based on ACNielsen’s December 2006 report, the
sales volume and sales amount of the “Master Kong" instant noodles
represented 32.5% and 43.3% of the market respectively. The high-end
container noodles represented an even higher share of 61.5% of the
respective segment, and the high-end packet noodles shared 65.5% of its
segment. These records have been the best in recent years, suggesting
that the Master Kong branding strategy was successful and Master Kong is

poised to become a steadfast leading brand of its kind.

During the year, the gross margin of instant noodle increased by 3.0ppt.
to 26.6% and gross profit increased by 20.7% when compared with last
year. The increase were mainly because of : (I) the adjustment on
products mix, thus sales volume and sales value for high-end container
noodles and high-end packet noodles have reached |5% growth and (2)
the effective control of operating costs by enhancing the production
efficiency. The Group has recognized an impairment loss of US$7 million
on instant noodle equipment due to the restructure plan for its
production facilities. Through the above achievements in sales and
production, profit attributable to equity holders of instant noodle
business was US$74.399 million, grew by 12.4%.
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Beverage Business

The Group’s non-carbonated beverage products maintained its leading
position over the year 2006. Through the promotion of the tea series of
beverage, a master of tea image was looming. With the advertising
support and channels cultivation, brand image and market shares both
gained their momentum. In the area of fruit juice, duo brands “Fresh Daily

C" and "Master Kong" were launched to seize more market shares.

According to ACNielsen’s December 2006 report, the latest retailing
research figures suggested that Master Kong's RTD tea series
commanded a market share of 53.6% sales value, making it the market
leader. Packed water on the other hand shared only |1.0%, up to the
second position. Diluted fruit juice shared 17.1% of the market, ranking it
the third.

In 2006, extending our leading positions on tea and water drinks, “Master
Kong Ice Tea” and “Master Kong Shock Ice Tea” were promoted with a
strategy that involves the mix of celebrity, music and entertainment to
promote an avant-garde image in the ice-cool rage. As a result of income
increase and the improvement in health awareness of the consumer mass,
the Group's green tea, jasmine tea, fruit juice and mineralized water
aimed to satisfy the consumers' quests for “fresh, natural and healthy”
products. The newly marketed barley scented tea aimed to satisfy
consumers’ quests for “sunshine, fragrant of barley, nature and
unconventional” and soon became a favorite choice of the consumer

public and helped boost the growth of sales turnover.

In 2006, turnover for beverage business increased by 55.7% to
US$1,093.354 million as compared to last year. The proportion to the

Group's total turnover increased to 46.9%. During the year, the prices of



FTEmEZ R INME RPETRBA - HERT
FRRERSE  BRABZBAEES B
MAEESRE  URTHBCEEEEAE
SHEEKRABUEZH  BERAEFERHFYE
BENENEKROREHRENRRLES 7
EH159% R143%  BHHRMEBEMNER
iiﬂ%Th3%lE\%i%9% HA

FEXKTEHHEESELRERBRES
EE&%WQ&%*'ﬂmiﬁﬁAmﬁ%
MEERBRETAAER SEEARY
HERES76TEL - FARLNARREN
i /67,269F T - BREAFRBAE LA
43.4% °

e B SE 0

CEDAERBEERNORLER([3+2] RN
ﬁ%~b SERRERMENITHE KRR
R ST NFHEBELA46%E
WA%$%E’M$%I%%%@m4ww
R - BBACNielsen =TT EFE+-A2H
EHEE BMBERPERLBEZTSHHEE
B HEBZEAEXNHIR18.8%%22.2%
BHHEN -

MAPEMEHIESRELZ T 8% O

KETER  RHHERRER ﬁi%$
ROKMER WHEHEBENER - =

TRHEHEHE #%%%%M%ﬁﬁ%ﬂﬁ
“EERFHAERERANEREEEL
B CSBYMBERE -

| SERS B Business Review

main raw materials maintained at a high level. Owing to the high efficient
production management capability, production cost was able to be under
control. However, the sales volume and sales value of mineralized water,
which had a comparatively low gross margin, grew by 159% and 143%
respectively causing the gross margin of beverage business to drop by
3.2ppt. to 36.9%. Since the change of packaged water consumption and
the Group’s self request for the high efficient blowing machine, the
Group has replaced the cold blowing machine invested in early stage.
Thus the Group has recognized an impairment loss of US$9.576 million
on those beverage equipment during the year. Profit attributable to
equity holders of beverage business was US$67.269 million, a sharp
increase by 43.4%.

Bakery Business

In 2006 we saw the robust development of our core bakery products,
the “3+2"” Sandwich Cracker, Muffin, Tasty Crisp, etc. Annual growth
increased by 4.6% to US$97.163 million, representing 4.2% of the
Group's total turnover. The ACNielsen’'s December 2006 study showed
Master Kong's shares in China's sandwich crackers market were 18.8% in
terms of sales volume and 22.2% in terms of sales amount, ranking it the
2nd in the market.

China’s crackers market trends toward the development of product
varieties as well as packaging and taste varieties. The bakery segment
deployed existing production facilities to produce different flavors of
products to meet consumers’ different appeals. The single layer Tasty
Crisp that made its debut in 2005 continued to perform well. We also
began the promotion of Five Grains Jumbo Digestive Biscuits in 2006, for

which we saw an initial reception by the market.
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In order to enhance production and marketing effectiveness, divisions of
production and marketing as well as the adjustment of production
process were implemented in the fourth quarter of 2006. No significant
benefits have been evidenced as a result of the changes. In the year of
2006, the gross margin of bakery business was 39.3%, grew by 0.6ppt.
when compared to the same period last year . Bakery business has
recorded two profitable years and profit attributable to equity holders of

the Company in 2006 was US$4.079 million.

Refrigeration Business

The development of refrigerated products remained steady with a

growth rate of 27.2% compared with a year before.

In the Shanghai area, “Daily C” solidly maintained its leading position with
more than 46.6% in market share. The family size “Daily C" was

launched in March, targeting the white-collar families and

Lo

those who are used to consume fruit juice of normal
atmosphere temperature. This helped to expand the | =
consumer count of the product. The Mediterranean red pair
orange flavor began to fill the market in December of
the year. The product guarantees good taste and is
mixed with fruit flesh, providing added value to

differentiate consumer satisfactions.

The low fat yogurt series also made its introduction in the year in order
to meet with the consumers’ special crave for texture and to satiate the
consumers’ quests for health. Bernachon coffee was introduced to the
eastern district of the PRC in February, which successfully created the

brand image of “quality, taste and rage” for the refrigerated coffee drinks.

In respect of the production base of refrigerated drinks headquartered in
Hangzhou, its production plant was designed with emphasis on hygiene
and in accordance with the FGMP concept. The plant produces “fresh”,
“natural” and “healthy” refrigerated products by the introduction of
German, ltalian, Japanese and Taiwanese production facilities that meet
the 3A hygiene standard. The plant was also awarded with HACCP
certification under the Food Safety Management System during the year.
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Financing

The Group’s healthy finance structure was mainly benefited from the
stable cash flow of the Group as a result of the well-controlled trade
receivables, trade payables and inventories. At the end of 2006, the
Group’s cash and bank deposit amounted to US$163.920 million,
increased by US$7.563 million from previous year. The Group’s total
liabilities amounted to approximately US$742 million, representing an
increase of US$204 million from US$539 million as at 31 December
2005. Total assets amounted to US$1.84 billion. The debt ratio calculated
as total liabilities to total assets increased by 5.56 ppt. to 40.33% as
compared to 31 December 2005.
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The main capital outlays were related to expenditure for acquisition of
more instant noodle and bottle water production facilities. At the end of
2006, the Group's total borrowings increased by US$I 15 million to
US$268 million. The Group adjusted the proportion between long-term
loans and short-term loans from the previous year's “22%: 78%" to 2006's
“11%: 89%". The Group’s Renminbi borrowings represented 39.6% of
total debt and at the end of 2005 was 19.5%. The Group’s transactions
are mainly denominated in Renminbi. Appreciation in the Renminbi in
terms of US dollars 3.2% brought an exchange gain of U5$26.934 million
to the Group during the year. US$4.841 million and US$22.093 million of
the exchange gain was included in the income statement and reserves

from exchange translation respectively.

Production scale

For satisfying the no frills market for rural consumers, we have built
plants in Xian, Gaobeidian, Dongguan, Chongging and Zhanggiu for the
production of low-end noodles. New production lines are expected to
begin operation in May 2007. By that time our low-end noodle

production plants will be increased to |2 and our competitiveness can
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way for the high growth packed water
market by building new plants in Tianjin,
Shenyang, Xian, Changbaishan and
Nanjin, increasing new production lines
which can begin operation in 2007. We

also expanded our production

workshops in Zhengzhou and Wuhan.

sustainable competitive advantage over our contenders.

j\ jj i\ “i)/jH\ Human resources

RZZZERFTZA=+—H AELEEI  Asat 3| December 2006 the Group was staffed with 32,631 employees
ANB /32,6318 (ZZZTHF : 252734) ° (2005: 25,273 employees).

AEBRZRELCEE  ERRABFESN The Group strived to create corporate value by accumulating long-term
MANEBRAE  RIUBERES  URESD competitiveness in human resources and establishing a development
RENEERZNHES - ABAEBEHEZHEE  foundation to promote long-term effectiveness of various projects. The
BHRREEEIFE FETENMHELE  Group also promulgated the train-up of staff by trainers and supervisors
BUEA - ZRATERABEN AR BN in order that the knowledge base and the experience of the seniors can
Bl BEBEIMEEETRLBEETER  be passed on to the staff. We also sent our staff with good potential for
B FETEMEARAMEK  BABEIRE  career development to be trained abroad with the objectives of gaining
T AWE - BERE ARAMHEREME  advanced management experience and management techniques. It is our
UMERANE BHATEHE  REASKHE belief that our efforts can help staff grow with our enterprise, increase
MEEEREETENANGEE their job satisfaction, loyalty, contribution, etc. Succession plans for key

positions have also been arranged to avoid vacuum in key positions and

to keep abundant human reserves for the continuing development of the

Group.
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Competitive remuneration packages and
welfare benefits are necessary to retain
staff. What equally important are the
continuing development, management
and planning of human resources. Only
through building strategic advantages in
our human resources can an enterprise
like us continue to thrive together with

its market advantages.
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