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SEFE R Business Review

In 2008, in spite of the adverse impact brought by the deteriorating
global economic environment that caused a shift in the domestic
economic policies from controlling inflation to maintaining growth, the
PRC still achieved a fast growth of 9% in its GDPF manifesting consecutive
growths of exceeding 9% p.a. over the last five years. Sales amount of
consumer goods surged even further by 21.6% compared with a year

before.

In 2008, the Group's turnover was US$4,272.053 million, an increase of
32.86% over 2007. The growth rates for turnover of instant noodle,
beverage and bakery were 40.10%, 26.65% and 36.72% respectively. In
the fourth quarter, the Group's turnover was US$901.389 million, 25.59%
higher than the same period last year. The increase was mainly from sales

growth in instant noodle and beverage.
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During the year, due to the prices for main raw materials have fallen from
their high level and through flexible marketing strategy, effective
production management and cost control the Group's gross margin
increased 0.60 ppt. to 32.18%. Distribution cost is a key factor in
strengthening the Group's brand as the leader in the PRC market.
Through strategic increase in advertising and strengthening of sales
network, the distribution costs as percentage of total sales was 19.35%,
slightly increased 0.23 ppt, when compared to 2007's 19.12%. Other
operating expenses increased US$18.237 million to US$68.405 million
mainly due to the impairment loss of US$15.742 million recognised on
the progressive replacement of older equipments. Finance costs increased
by 60.51% to US$31.168 million mainly due to the increase in bank
borrowings for capital expenditures and purchase of raw materials.
During the year, the Group maintained a stable and healthy finance

structure and a strong cash flow.

In 2008 earnings before interest, tax, depreciation and amortization
(EBITDA) was US$651.612 million and the profit attributable to equity
holders of the company was U5$260.404 million which had increased by
36.23% and 33.65% respectively when compared to last year. Basic

earnings per share was US4.66 cents.

JE Fili £ 2% 35 % % EBITD A /] DY 4F 2 8 i 9 34 2
TINGYI Four Consecutive Years of Double Digit Growth in Turnover and EBITDA
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SEFE R Business Review

Instant Noodles Business

Due to the effect of the economic recession and the food safety saga,
together with the introduction of corresponding standards by the State,
China’s instant noodles market trend is moving towards high-end
products. Instant noodles manufacturers in China have to adopt prudent
operating strategies in order to maintain sustainable development. As a
leading brand in the market, Master Kong is ideally positioned to
capitalize on opportunities to launch products with innovative flavors on

a sustained basis in the market and enhances its brand.

Master Kong's four classic instant noodles products, namely “Noodles
with Braised Beef”, “Noodles with Spicy Beef”, “Noodles with Stewed
Mushroom and Chicken” and “Noodles with Fresh Shrimp and Fish"”, are
well received by customers all over the country. Other regional flavors
also built up their popular delicious food brand images. In order to meet
the demands of customers in different areas, Master Kong launched some
new flavors for its existing product series, such as “Sauce Noodles”,
“Spicy Noodles” and “Noodles with Rare Delicacies ", and a number of
new product series, such as “Gravy Noodles” and “Stir-fried Noodles".
The Group's auxiliary brands, “Shimianbafan” continued its promotion
under “The journey for Fried Noodle delicacy”, and through marketing
with box and bag packaging, further consolidated Master Kong's leading
position in the mixed fried noodle market segment. New product Tian

Xin Mian, stressing on product characteristics of rich contents, have
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appealled to the young group with its attractive appeal. “Mianba La Mian”
has effectively satisfied consumers who crave for quality noodle. “Jin
Shuang La Mian" and “Hao Zi Wei" have also made their foray in the
medium/low-end market segments. Thus, through the careful planning of

product introductions, our noodle business continued to flourish.

In the low price noodle market segment, we have made “Fumanduo” our
primary brand. In respect of the medium priced “Super Fumanduo”,
Mater Kong continued its cooperation with “MayDay"” (a music band) in
launching bowl noodles and achieved fast and steady growth in this
business segment. For “Gold Mark Fumanduo”, we strived to make it a
medium priced classic flavor brand. The RMB 1.0 "Fumanduo Yi Wan
Xiang” and the “Fumanduo” built a strong foothold in the markets at
various levels.“Fumanduo Fried Noodle" enriched its product offerings in
the RMB 1.0 market to meet the demands of middle-and-low-end
customers for mixed fried noodles. The launch for “Fu Xiang Cui” led to
overall sales growth for snack noodle. Thus, the improved and refined
product introductions have been effective in helping to develop the

Group's low price market.

According to ACNielsen’s latest survey on retails in December 2008,
Master Kong's sales volume and turnover of instant noodles respectively

have 37.9% and 50.8% of the market shares, of which noodles with high-
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end containers represented 68.2% of the market turnover and high-end
packet noodles had 69.7% of the market turnover, steadfastly securing

the leading position for more than 10 years.

The construction of higher efficiency manufacturing plants as well as the
adoption of the TPM, 55 and WMS improvement tools have improved
productivity effectively and increased production efficiency, thus alleviated
some of the pressure on production costs from the rising raw material

prices and labor cost.

The Group's instant noodle business continued to grow rapidly. With the
strategy of good taste, good brand image and quality service, improved
product quality, excellent product mix, extensive distribution channels,
higher efficiency production plants, promoting activities such as “one
project for one team” that fine tuned production, strengthening
management capability and quality assurance checks, the Group has
effectively coped with the challenging environment and grasped the
opportunities to remain firmly the leader in the instant noodle market,

and provided its customers with reassuring and reliable products.

In 2008, turnover for instant noodle business amounted to US$2,084.830
million, an increase of 40.10% from previous year and represented
48.80% of the Group's total turnover. Gross margin of instant noodle
increased by 2.09 ppt. to 27.45% compared with last year, mainly due to
(1) the sales value for high-end container noodles and high-end packet
noodles have grown by 42.19%; and (2) the effective control of operating
costs through enhancement of production efficiency. Profit attributable to
equity holders of instant noodle business was US$151.876 million, an

increase of 61.28% from last year.
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Beverage Business

In 2008, the Group continued to market RTD tea, bottled water and fruit
juice as its major competitive products. RTD tea series maintained its
leading position in the tea beverage market and mainly promoted large
packaged drinks to family households, with an aim to establish an image
as a tea expert. The newly launched Honey Jasmine Tea continued to
show its elegant charm and produced a good sales result. In 2009, there

will be more sales opportunities for Jasmine Series.

The flagship product, Master Kong ice tea, maintained its dominant
leading position by launching vigorous brand promotion campaigns to
expand the ice tea market in the music and sports communities as well

as the Internet.

The competition in the fruit juice market turned out to be even keener.
In pursuit of trendy life style, nutrition and health are the main
considerations of the young consumers. With this in mind, for "Daily C”,
we chose celebrities with a healthy and stylish image as well as bright and
optimistic characters in line with its diversified tastes to demonstrate the
vivid experience brought by Master Kong juice. Together with product
differentiation and an agile market strategy, we have successfully managed
to satisfy the consumers’ cravings leading the beverage business surged to

further new high.
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SEFE R Business Review

In respect of Mineralized Water, we experienced an anonymous well
planned internet ambush in 2008. There were extremely intense
competition and growing operating pressure however, as a “professional,
healthy, safe, affordable and trustworthy” brand well received by
consumers, Master Kong have the recognition and affection of consumers.
For “Natural Mineral Water”, we tested the market in Northeast China in
2008 and in 2009, we will adjust the marketing strategy and aim to gain

market share quickly.

The latest retail study by ACNielsen in December 2008 showed that the
sales volume of Master Kong's RTD tea products had a market share of
45.6%, which again took the leading position among its competitors. RTD
tea products have become an important way to promote tea culture to
young people. In 2009, in light of the economic environment, we will
enlarge the size of package for RTD tea products with a view to
providing consumers with more value so that consumers get good
feelings from Green Tea. Bottled water shared 19.9% of the market and
ranking it number one brand in the country. In respect of fruit juice, the
duo brands — “Fresh Daily C" and “Master Kong" with their diversified
product offerings built a broad market for Master Kong and commanded

a market share of 19.2%, ranking it amongst the top three in the diluted

fruit juice market.
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In October, according to a survey of mainland consumers by Alix
Partners, an international business advisory firm, Master Kong topped
international famous brands as the most trusted non-alcoholic beverages
brand. In March 2009, according to the China Industrial Information
Issuing Center, Master Kong RTD tea was ranked “No. | sales” in its

product category in 2008,

In order to ensure product quality, the Group established an integrated
system covering quality and safety assurance of raw materials,
comprehensive quality assurance in production and assurance for
customers’ satisfaction, by adopting world-class production lines,

advanced quality inspection equipment and related ancillary facilities.

Mater Kong initiated in October 2008 the first public interest contest in
China under the theme of “Water Resources” aiming to promote the
improvement of the water environment in China and bringing bigger

changes and social economic values to the society.

Hangzhou Tingjin and Nanjing Tingjin had strong awareness of water-
saving and put great emphasis on water consumption, and were awarded
“outstanding enterprises for water-saving in the beverage industry of
China” for the year 2008 by the China Beverage Industry Association in
recognition of their outstanding performance in water-saving, which was a

reflection of their active efforts in innovation.

In 2008, turnover for beverage business increased by 26.65% to
US$1,924.119 million as compared to last year representing 45.04% of
the Group’s total turnover. During the year, gross margin of beverage
business dropped slightly by 0.58 ppt. to 36.19% but gross profit
increased 24.65% when compared to same period last year. The drop of
gross margin was due to sales growth being below expectation, as a
result, utilization rate was dropped slightly. Profit attributable to equity
holders from the beverage business was US$99.316 million, an increase

of 11.40% from last year.
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Bakery Business

Turnover of the bakery business segment in 2008 amounted to
US$149.922 million, representing an increase of 36.72% compared with
last year. Gross margin for Bakery business was 38.39% and profit
attributable to equity shareholders reached US$5.901 million. The better
performance is the result of the effective promotion of core bakery
products, such as the “3+2" Sandwich Cracker, Muffin, Tasty Crisp and egg
rolls, under the refined sales strategy. According to ACNielsen's survey in
December 2008, Master Kong ranked second in the sandwich cracker
market and had respective market shares of 23.1% and 25.5% in sales

volume and turnover.

In March 2009, Master Kong Egg Rolls was named “Nation Bakery" by

China National Food Industry Association.

In 2009, we will continue the operation of our core brands and market
expansion. In the bakery business segment, we strive to build the “Master
Kong's bakery kingdom™ through improving its profitability and safety

operation system.
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Refrigeration Business

Refrigeration business continued to develop smoothly in 2008. Daily C
fresh juice, Wei Chuan Yogurt and Wei Chuan Active Lactobacillus Drinks
maintained stable sales growth in the Great Shanghai area. During the
year, we have launched PET Bernachon coffee and new flavor Mocha

coffee.

On 7 November 2008, the Company and Wei Chuan (BVI) Co., Ltd
entered into an agreement, pursuant to which Wei Chuan (BVI) has
conditionally agreed to acquire from the Company the entire equity
interest in Hangzhou Wei Chuan Foods Co., Ltd. at a consideration of
RMB73.960 million. Hangzhou Wei Chuan Foods Co., Ltd. is a wholly-
owned subsidiary of the Company and principally engaged in the

manufacture and sale of refrigeration products.

Upon completion of the Disposal, the Company would focus its

resources in developing its major business and brand.

Financing

The Group continued to maintain a stable and healthy finance structure
through the effective control of trade receivables, trade payables and
inventories. In the volatile financial market, the Group felt appropriate to
maintain sufficient cash balances. At the year end, the Group's cash and
bank deposits totalled to US$384.964 million, an increase of US$142.072
million from previous year. The Group's total assets and total liabilities
amounted to approximately US$2,961.516 million and US$1,422.878
million respectively, represented increases of US$627.095 million and
US$370.152 million respectively when compared to 31 December 2007,
The debt ratio increased by 2.95 ppt. to 48.05% as compared with same
period in 2007. The increase in debt ratio was because other payables,
trade payables and bank loans have increased due to capital expenditures
and seasonal purchases of more raw materials, in line with the increase in

activities.
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At the end of 2008, the Group's total borrowings increased by
US$168.654 million to US$567.081 million. The increase in borrowings
were mainly used for production facilities and working capital. The
Group’s proportion of the total borrowings denominated in foreign
currency and Renminbi were 62% and 38% respectively, as compared
with 50% and 50% respectively last year. The proportion between long-
term loans and short-term loans was “24%: 76%", as compared with
"27%:73%" for 2007.The Group's transactions were mainly denominated
in Renminbi. Appreciation in Renminbi against US dollars of 6.5% brought
an exchange gain of US$90.313 million to the Group during the year
US$19.603 million and US$70.710 million of the exchange gain have
been included in the income statement and reserves from exchange

translation respectively.

Production Scale

In respect of the instant noodle business, in 2008, we established a new
production base in Tianjin, through which we realized the fast and
automatic production of instant noodles, streamlined the staff structure,
boosted energy saving and environmental protection and set a new
model for instant noodle plants. We also enhanced the level of our
products during the year to meet the demands of consumers, providing
strong support for our future development and growth and strengthening
the Group's leading position in the instant noodle market. Beverage
business continued to expand its production in seven cities including
Guangzhou and Guiyang. These plants have commenced production in
2008 which further enhanced the Group competitiveness in the beverage

market.
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Human Resource

As at 31 December 2008, the Group employed 49,089 (2007: 45,990)

employees.

In 2008, the Group continued its policy to create more value of its
personnel and maintained a human resources direction for its long-term
competitiveness. With comprehensive development strategies on human
resources, including the recruitment, training, deployment and retention
of talents, the Group shall be better equipped to cultivate and retain

talents for its continuous development.

We conducted nationwide campus recruitment with a focus on recruiting
new staff from major departments of major universities and colleges and
promoted a tutorial system by designating mentors or tutors for new
staff, so as to build key future resource forces for the Group'’s future
development. We continued to send staff of outstanding performance to
overseas countries for training to learn advanced management skills and
foster international professionals. We further defined job specifications
for existing and reserved manpower in various functions and clarified
criteria for selection, performance evaluation and promotion of staff. In
accordance with government policy, we continued to monitor our human
resources management regulations to avoid unnecessary operational
risks. We also continued to formulate personal development plans,
formulate remuneration and incentive policies for retaining talents, to

enable the staff to share the operating results with the Group.

We recognise that talented employees are one of Master Kong's core
competitive edges. Hence, we will continue to put significant emphasis on

staff training, development and retention.
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