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In 2007, the PRC sustained a steady yet rapid growth in its gross
domestic products (“GDP”). GDP grew up by 11.4% in the year,
manifesting consecutive growths of exceeding 10% p.a. over the past four
years. Sales amount of social consumables surged even further by 13.1%

compared with a year before.

In 2007, the Group's turnover was US$3,215.404 million, an increase of
37.9% over 2006. The growth rates for turnover of instant noodle,
beverage and bakery were 41.5%, 38.9% and 12.9% respectively. In the
fourth quarter, the Group's turnover was US$717.723 million, 38.5%
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, in spite of the fact that the prices for main raw materials
remained at a high level, the Group’s gross margin only slightly decreased
0.69ppt. to 31.6% through flexible marketing strategy, effective
production management and cost control. Due to the extensive
advertising strategy and strengthening sales network, the distribution
costs as percentage of total sales maintained at last year's level of 19.1%.
Finance costs increased by 78.9% to US$19.418 million mainly due to the
increase in bank borrowing for capital expenditure and purchasing of raw
materials. During the year, the Group maintained a stable and healthy

finance structure and a strong cash position.

In 2007 earnings before interest, tax,
depreciation and amortization
(EBITDA) was US$478.306
million and the profit
attributable to equity

holders of the company
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was US$194.837 million which were sharply increased substantially by
35.5% and 30.8% respectively when compared to last year. Basic earnings

per share was US3.49 cents.

The rising raw material costs worldwide have affected the development
of manufacturing industries in China. With the high prices of palm oil
price and flour, China's food manufacture
industry has become more difficult. Small
factories with lower capacity and inefficient
productivity either cease their business or pull
out the market. It provides a great opportunity
to the market leader to continue their
business, promote the products with new
flavors and strengthen the brand name in
order to cater the various needs of different

consumers in different location.

The Group's mainstream noodle flavor — the
“Hong Shao Niu Rou Mian (soy-braised beef
flavor noodle)” — has gained wide popularity
among consumers throughout China. Other
series of flavors such as the “Xiang La Niu Rou (Spicy Beef)”, the “La
Xuan Feng (Spicy Whirlwind)"”, the “Hai Lu Xian Hui (The Mixed Taste of
Sea and Land Foods)", etc. have successfully established their image as
trendy delicacies. New flavors rolled out to meet the tastes of various
consumers in different locations included "Ben Bang Shao” , "You Po La
Zi" ,"Lao Hou Jing Soup”. Also launched simultaneously were the “Lao
Hou Sheng Yang” series of flavors. Concerning auxiliary brands, the
launch of “Shimianbafan Gan Ban Mian" further solidified Master Kong's
leading position in the rapidly growing mixed fried noodle market
segment. "Mianba La Mian" has effectively satisfied consumers who crave
for quality noodle. “Jin Shuang La Mian" and “Hao Zi Wei" have made
their foray in the medium/low-end market segments. Thus, through the

careful planning of product introductions, our noodle business flourished.




H—- .

_.%m_gess Review

EFEETS  RANERZRIEREE
2 BRERZEIAAXRIET 2EEEZ
[FERBHIK] - B FEATS - BE
WERNITESSRE - EZ /= /ORT
BRARRZ - MERBRZ AR mEE
e HEBEMS  #EEERARE - &
FrafEMmEE - BABERLLNERM
B ARFHAREEFEAETGHKRE

R IEACNielsen T T+ F 1
ZARFKNSMEERER (B
A H EEEESREEED
mEE A ED B R3ME%R
47.0%  ERSBRASRMEE
ENLBEXRAE6%  mEXREA
HEENLEXZE66% BE
M5B LA T8 F

EEEFE BRARNEIR
MR UREATPM - 555
REERHHREIBNEEND
EITEL FEERERRRA  ERAR
MK RFE LRFIEROEEKEEN ©

In the low price noodle market segment, we have made “Fumanduo” a
primary brand. The “Super Fumanduo” aims to attract young consumers
while the "Gold Mark Fumanduo” forges the “Jin Niu (Taurus)” brand. For
the 2nd/3rd/4th level markets we launched the “Fumanduo Yi Wan Xiang"
and the “Fumanduo” corporate brand products. In the dry and crispy
segment, the “Fu Xiang Cui Da Kuai Bao™ was launched to increase the
brand's added value. Thus, the improved and refined product

introductions has worked to grow the Group’s low price market.

According to December 2007's latest survey
carried out by ACNielsen on retails, Master Kong's
sales volume and turnover of instant noodles
respectively shared 34.5% and 47.0% of the
market, among which noodles with high-end
containers represented 66% of the market
turnover and high-end packet noodles shared 66%
of the market turnover, steadfastly securing the

leading position for more than ten years.

The construction of higher efficiency
manufacturing plants as well as the adoption of
the TPM and 5S improvement tools have improved
productivity effectively and increased production efficiency, thus alleviated
the pressure on production costs from the rising raw material prices and

labor cost.

Rz ERAT TINGYI (CAYMAN ISLANDS) HOLDING CORP. 27




28 “Z2Z2+FFH 2007 Annual Report

AEBZ HBRAXBNARTRENE - KE
AR RIEENEREEENRET - KE
RAEMEE BEERES  BREHA
fE BREWELIR  HBTPMEFLERLE
g ARBCEERFSTER  ARHRER
GRS ZERERE  EAKEFERES
EHETSNAEA -

R FHEAEBNEEER1,488,086
FTEL BEFRELA415%  EAEES
EEEMA63%  WAFFEEERMERHE
HRENEREENFEDRIREAFRE LA
66%%10%  BIRN(MNAKESEMNN DR
REERENHEERET455%NKE - (28
BREEEEREEREREERE  ROQF
NERAREEEE SAKEHEAELES
FHEMNEEREZFTRIEESHE
25.4%  SHEEMBIREF FHA34.7% © AR
ARFREERNREFRAS EAT266%Z
94,167F T »

The Group's instant noodle business continued to grow rapidly thanks to
the good taste, the edge of brand image and quality service. By gearing
up its product value, perfecting its product mix, intensively cultivating its
distribution channels, building higher efficiency production plants,
promoting activities such as TPM that fine tune production, and
strengthening management mechanism, the Group has effectively coped
with the challenging environment and grasped the opportunities, to be

the leader in the instant noodle market.

In 2007, turnover for instant noodle business amounted to US$1,488.086
million, grew by 41.5% from previous year and represented 46.3% of the
Group's total turnover. Although the price of main raw material of palm
oil and flour increased 66% and 0% respectively in the fourth quarter,
during the vear, the gross margin of instant noodle only decreased by
|.3ppt. to 25.4% and gross profit increased by 34.7% compared with last
year. The performance was mainly because of: (1) the adjustment on
products mix, thus sales value for high-end container noodles and high-
end packet noodles have grown by 45.5%; (2) the effective control of
operating costs through enhancement of production efficiency; and (3)
the agile pricing mechanism. Profit attributable to equity holders of

instant noodle business was US$94.167 million, grew by 26.6%.
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Beverage Business

In 2007, the Group's RTD tea series maintained their leading positions in
the non-carbonated beverage market. While simultaneously forging a tea
specialist image, we incorporated some trendy elements — the new
bottle shape for green tea, new packing, the deployment of the hot
balloon activity to create public attention, activating brand image and the
intense communication with consumers — to effectively build a further
lead over major competitors. The flagship Master Kong ice tea was used
as the basis for vigorous brand promotion activities including using music
as a mean to expand the ice tea market and maintain its dominating

leading position.

Through the allocation of resources, narrowing the distance between the
production and the target market locations and the rapid expansion of
our distribution network, our bottled water made its vigorous
penetration in the market. “Fresh and natural” mineralized water has

been well recognised and liked by the mass consumers.

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, we have

selected a celebrity — Liang Jing Ru, whose image is healthy, trendy and
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active, to be our spokeswoman. Together with product differentiation and
an agile market strategy, we have successfully managed to satisfy the
consumer mass’s cravings. Hence the aggregate turnover of the beverage

business surged to a new high.

The latest study by ACNielsen in December
2007 showed that the sales of Master Kong's
RTD tea products had a market share of
51.9%, which again took the leading position
among its competitors. Bottled water shared
15.4% of the market, which jumped to become
the number one brand in the country. In the
area of fruit juice, the duo brands — "Fresh
Daily C" and “Master Kong” — commanded a
market share of 16.5%, the third place in the

diluted fruit juice market.

The Group's outstanding
performance in the beverage
business could be attributed to
its effective management
mechanism and its good product
mix. Advanced technological
production  plants  and
equipments  have been
introduced to  control
production process. Both 1SO
9002 and HACCP systems were
implemented to ensure effective
product quality control
throughout the processes.
Processing modes within the
supply chain were smoothed to ensured low-cost processing. A reliable
and stable product quality has helped the Group to gain the leading

position in the industry.
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In 2007, turnover for beverage business increased by 38.9% to
US$1,519.194 million as compared to last year and its proportion to the
Group’s total turnover increased to 47.2%. During the year, the prices of
main raw materials maintained at a high level. Owing to the efficient
production management capability, production cost was able to be
controlled. However, sales value of mineralized water with a
comparatively lower gross margin had grew by 67.3% causing the overall
gross margin of beverage business to drop by 0.Ippt. to 36.8% with
overall gross profit increased 38.5%. Profit attributable to equity holders

of beverage business was US$89.152 million, an increase by 32.5%.

Bakery Business

The turnover of the bakery business segment in 2007 amounted to
US$109.660 million, representing an increase of 12.9% compared with
last year In year 2007, gross margin for Bakery
business was 38.3% and profit attributable to
equity shareholders reached US$4.221 million.
The increase in sales and profit is resulted from
the promotion of core bakery products, such as
the “3+2" Sandwich Cracker, Muffin and Tasty
Crisp, and the refined and accurate sales strategy.
According to ACNielsen's survey in December
2007, Master Kong had respective market shares
of 22.7% and 25.6% in sales volume and turnover
in the sandwich cracker market, a second place

among the market leaders.
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The Group strategies for the year 2008 are to maintain core products,
execute refined and accurate sales and distribution mechanism and
develop the modernization of traditional delicacies. n the bakery business

segment, we strive to build the “Master Kong’s bakery kingdom”.

Refrigeration Business

The development of the Group’s refrigeration business in 2007 was
stable. Fresh Daily C Juice became the leading fruit juice brand in Eastern
China and had more than 37% market share in Shanghai. The sales of Wei
Chuan Active Lactobacillus Drinks increased significantly by 67% while
market share in Shanghai increased to 33%. The family size Active
Lactobacillus Drink package was launched in March 2007 to enhance
consumption. The new Aloe flavor Active Lactobacillus Drinks was rolled
out in November 2007 in order to sustain our brand image as an
innovator. Wei Chuan Yogurt launched a series of healthy coarse grain
products with the appealing nutrition value of barley — the building up
of a “healthy, supreme and relaxing” brand image. Wei Chuan’s Bernachon
coffee series upgraded a new taste from its original Latte flavor and

launched the “Au Lait" to suit the cravings of current consumers.

The refrigerated business’s product quality management passed the

reexamination of QS certification and the HACCP.

Financing

The Group’s healthy finance structure had benefited from the stable cash
flow of the Group as a result of the well-controlled trade receivables,
trade payables and inventories. At the year end, the Group’s cash and
bank deposit amounted to US$242.892 million, an increase of US$78.972
million from previous year. The Group's total liabilities amounted to
approximately US$1,052.726 million, represented an increase of
US$310.568 million from US$742.158 million as at 31 December 2006.
Total assets amounted to US$2.334 billion. The debt ratio calculated as
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total liabilities to total assets increased by 4.8 ppt. to 45.1% as compared
with 31 December 2006. The increase in debt ratio was because both
trade payables and long term loans have increased mainly for increases in
capital expenditures and purchases of more raw materials, in line with the

increase in activities.

At the end of 2007, the Group's total borrowings increased by
US$130.346 million to US$398.427 million. The increase in borrowings
were mainly used for the acquisition of more instant noodle and bottle
water production facilities. The Group’s proportion of the total
borrowings denominated in foreign currency and Renminbi was 50.3%
and 49.7% respectively, as compared with 60.4% and 39.6% respectively
last year. The Group adjusted the proportion between long-term loans
“11%: 89%" to 2007's

. The Group's transactions are mainly denominated in

and short-term loans from the previous year’s
“27%: 73%"
Renminbi. Appreciation in Renminbi in terms of US dollars 6.5% brought
an exchange gain of US$64.355 million to the Group during the year.
US$7.950 million and US$56.405 million of the exchange gain was
included in the income statement and reserves from exchange translation

respectively.

Production Scale

In 2007, the Group has built instant noodle plants in Chongging and
Gaobeidian. The relocated Tianjin plant and new plants in Chengdao and
Nanjing will also commence production in 2008 and 2009 respectively.
These efforts will enhance the Group’s leading position in the instant
noodle market. In 2007, our beverage segment continued to extend its
production in Shenyang, Tianjin, Xian, Qigihar, Mudanjang River, Ningbo,
Amoy, Shanghai, Nanchang, Xiangfan, Jiangmun and Shenzhen. These
twelve plants have commenced production in 2007 which further

enhanced the Group competitiveness.

Rz REIRAT TINGYI (CAYMAN ISLANDS) HOLDING CORP. 88



34

RZEE+FE+-_F=+—H AEEETA
2 545,990 A (20069 32,631 A) ©

AEE_TTLFRENZRIEANEE 2R
BREBFNNANERERTH -
E‘m~%%ﬁAﬁ%Eﬁ%'ﬁ%Em%%
EREREFAT °

BIATHERS

A BB H A {E R
SERKRERRD
ERERBEETHA
T BEERESA
7T sME -
BISM S B IR IR R B IR R AN -
EEAT  BUMRHIIRABES  TEF
£RJIER AREZBEARANERERE

By

ERERY

RE HELERR - HEATERRS
HHE FETEME

ERIRBT BB -
AFMERR - RZTENFZAZFA &

RDERATHIEE  BRERE - SATIE
REXERNEL  TEMBBURENRN
BOBFHZ— -

% Business Review

As at 3| December 2007 the Group employed 45,990 (2006: 32,631)

employees.

In 2007 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 retain staff and groom

SUCCESSOrs.

We have an appraisal system that

coordinates with the future
development plan of the Group and will
cultivate and assign right talents for
appropriate positions and right

responsibilities. To nurture our staff to
becoming international professionals, we continue to send staff for
overseas training to learn advanced management philosophy and
technologies. We maintain a function-based training system to improve
our professional training mechanism. In accordance with government
policy, we will continue to monitor our human resources management
regulations to avoid unnecessary operational risk. We will continue to
formulate personal development plans, which include studying and
formulating compensation, fringe benefit and stimulating policies, for
retaining talents so that there is win-win between staff and enterprise.
On 20 March 2008, the Group provided a share option scheme to some

of its staff.

We recognise that talented employees is one of Master Kong's
competitive edges. Consequently, we will continue to put significant

emphasis on training staff, development and retention.






