4
ING

il sallas ey z
IR R EE
BUEEHRMRBBRLDG
BEIJING JINGKELONG COMPANY LIMITED

(a joint stock limited company incorporated in the People’s Republic of China)
(PR EE A RS AN B Rk S 9 AR 17 B IR 2 8])
Stock Code %5 1 5%: 0814

LT

R T
3

SIMCANCRELONG Comp
‘ ANY LIMITED

i{ o - ]
L2 8

Fu
L2 Y * 4 8o OI6 oo
mm”-"wﬁyﬁ@& @EEE?BHHNGIII\EK o) 6‘?@“ s

8 a
o e} FBEING INGRE %ﬁ&mﬂm

2010 F#
Annual Report 2010



Contents H %%

Corporate Information 2-4
NRIE K

Group Structure 5
EERE

Chairman’s Statement 6-8
BEERWE

Management Discussion and Analysis 9-24
BIREN R LD

Corporate Governance Report 25-37
hEEAWE

Report of the Board of Directors 38-55
EEGWE

Report of the Supervisory Committee 56-57
EEeWmE

Directors’, Supervisors’ and Senior Management’s Profiles 58-63
FE EERaNBEEASNEAER

Independent Auditors’ Report 64-65
BB RS

Consolidated Income Statement 66
AffEER

Consolidated Statement of Comprehensive Income 67
affEEERE

Consolidated Statement of Financial Position 68-69
S OFEEIRR &

Consolidated Statement of Changes in Equity 70
affEREER

Consolidated Statement of Cash Flows 71-72
aftRenEx

Statement of Financial Position 73-74
AR E

Notes to Financial Statements 75-175
WIS M T

Summary Financial Information 176
M EREE

BEIJING JINGKELONG COMPANY LIMITED ANNUAL REPORT 2010 1



CORPORATE INFORMATION

NAEEM

BOARD OF DIRECTORS

Executive Directors

Mr. Wei Tingzhan (Chairman)
Mr. Li Jianwen

Ms. Li Chunyan

Mr. Liu Yuejin

Non-executive Directors

Mr. Gu Hanlin
Mr. Li Shunxiang

Independent Non-executive Directors

Mr. Wang Liping
Mr. Chen Liping
Mr. Choi Onward, crA

AUDIT COMMITTEE

Mr. Choi Onward, cra (Chairman)
Mr. Wang Liping
Mr. Chen Liping

REMUNERATION COMMITTEE

Mr. Wang Liping (Chairman)
Mr. Chen Liping
Mr. Wei Tingzhan

NOMINATION COMMITTEE

Mr. Chen Liping (Chairman)
Mr. Wang Liping
Mr. Wei Tingzhan

STRATEGY COMMITTEE

Mr. Wei Tingzhan (Chairman)
Mr. Li Jianwen

Ms. Li Chunyan

Mr. Wang Liping

Mr. Chen Liping

2 20103 It R REERERERNARAH

Esg

BITES
BEBEE(EEFR)
FEXEE
FEHEHLL

FRAE L

FHTES

BEMELE
FERE S 4

BIYEHTES
FHF LA
PR AL A
BLIEE  cPA

BEREES

BLELAE  oPA(E/E)
EFIFEAE
BN S A

FMEES
EMFRE(ERE)
RS54
EEEEE

REZES
BRSPS ()

EAFEE
EEEEE

BHESS
BEEEE(ZE)
FEXEE
FEHEMLLE
IAFEE
BRSZFSR At



SUPERVISORS

Ms. Liu Wenyu (Chairman)
Ms. Wang Hong

Ms. Yao Jie

Mr. Chen Zhong

Ms. Cheng Xianghong

Mr. Yang Baoqun

COMPANY SECRETARIES

Mr. Li Bo, cPaA

AUTHORISED REPRESENTATIVES

Ms. Li Chunyan
Mr. Li Bo, cPA

QUALIFIED ACCOUNTANT

Mr. Li Bo, cPA

AUDITORS

Ernst & Young

LEGAL ADVISERS

As to Hong Kong law:
Reed Smith Richards Butler

As to PRC law:

Beijing Jun Ze Jun Law Offices

INVESTORS AND MEDIA RELATION CONSULTANT

iPR Ogilvy Ltd.

PRINCIPAL BANKERS

Agricultural Bank of China

Guanghualu Branch
No.4 Guanghua Road
Chaoyang District
Beijing PRC

CORPORATE INFORMATION A &) & £}

BE

Bt (EE)
Tzt
whgEL
BRERLE
R Z LT
BEREE

RAME

L 0 cPA

RERR
=HEHz L
L 0 oPa

SEBETE
FHELAE  opa

3
KGR BN ETEPT

SRR

BEEE
B ERERTT

PEIARE -
AR EEBRMELA

REEREHEBAZRERD
PREX L

FEERRIT

HEIRBRRIT
RERETT
hEdE R
5=
HERATE

BEIJING JINGKELONG COMPANY LIMITED ANNUAL REPORT 2010



CORPORATE INFORMATION 2 &]& #}

Bank of Beijing

Jiulongshan Branch

117th Building

Jinsong Dongkou Nongguang Lane
Beijing PRC

HONG KONG SHARE REGISTRAR AND
TRANSFER OFFICE

Computershare Hong Kong Investor Services Limited
17th Floor, Hopewell Centre

183 Queen’s Road East
Wan Chai, Hong Kong

REGISTERED OFFICE AND PRINCIPAL PLACE OF BUSINESS
IN THE PRC

Block No. 45
Xinyuan Street
Chaoyang District
Beijing PRC

PLACE OF BUSINESS IN HONG KONG

20th Floor

Alexandra House

18 Chater Road, Central
Hong Kong

COMPANY WEBSITE

www.jkl.com.cn

SHAREHOLDERS’ ENQUIRIES CONTACT INFORMATION
OF THE COMPANY

Department of Investor Relations
Tel: 0086-10-64603046
Fax: 0086-10-64611370

STOCK CODE
814

4 20103 It R REERERERNARAH

b F=ER 1T
NEELZTT
FREdE R
GIMEOENE
F175RE

EEROELBFE

BEBRREBELEEZLERAA
EBET
EFANBHR183 5
BMHPLTE

PEEMPAREEZR AR

E
IR
s
¥UREI455%

BBERME

BB
RIRIEIT B 185
L A8

201E

DA A

www.jkl.com.cn

REREH D ABEER

& ERAEE
BTiE - 0086-10-64603046
{EE : 0086-10-64611370

BRI
814



GROUP STRUCTURE

EERE

As at the date of this report, the shareholders and subsidiaries of Beijing Jingkelong Company Limited were as follows:
RARER  URRREAEEERNDERAFAZKRRELMBARAT -

Beijing Chaoyang Auxiliary
Food Company

ErRmHAGRRmERR

Other domestic shareholders
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CHAIRMAN'’S STATEMENT
EERME

Dear shareholders,

On behalf of the board of directors (the “Board”) of Beijing Jingkelong
Company Limited (the “Company” or “Jingkelong”), | am delighted to
present the annual results of the Company and its subsidiaries (collectively
the “Group”) for the year ended 31 December 2010 (the “Reporting
Period”).

BUSINESS REVIEW

2010 has seen the Chinese economy gradually rebounding robustly
out of the international financial crisis impact. Thanks to the stimulus
package policies adopted by the Chinese government and the growth
of the people’s disposable income, Chinese consumers’ confidence
has regained momentum. The domestic consumer goods market has
expanded quickly and steadily. Under this background, the Group has
grasped opportunities and pushed forward both its wholesale and retail

business, realizing stable sales growth in the report period.

In the retail business, the Group continued its tactics of regional expansion
and built more outlets in Beijing and in the Langfang region of Hebei
Province. It acquired the 100% equity interest of the Beijing Shou-Lian
Supermarket Co., Ltd. in which operations were delegated to it. The
acquisition has helped consolidate coverage advantage of the Group
in Beijing and expanded its market share in the Langfang region. By
renovating and upgrading some existing shops, the Group has improved
the shop environment. Further, core competitiveness has been greatly
promoted by the Group’s efforts to optimize procurement, logistics and

operational process management.

In the wholesale business, the Group made greater endeavors in brand
development and network expansion, harvesting the growth of brands
and channels, as well as expansion of the distribution network. While
consolidating the market in the urban area of Beijing, the Group established
subsidiaries or marketing departments in the suburban region, occupying
the distribution market in the suburbs and exploring the potential of the
wholesale market in rural areas. With these efforts, our brand influence

is stretching further across all of the Beijing region.
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The Group achieved the following during the Reporting Period:

o Revenue was approximately RMB7,439,000,000, representing an

increase of approximately 11.2% as compared to 2009;

° Gross profit was approximately RMB1,041,000,000, representing

an increase of approximately 11.8% as compared to 2009;

o Gross profit margin was approximately 14.0%, representing a slight
increase as compared to 13.9% in 2009;

° Profit attributable to equity holders was approximately

RMB180,500,000, representing an increase of approximately 22.1%

as compared to 2009;

° Basic earnings per share was approximately RMB43.8 cents (2009:

RMB35.9 cents); and

° The proposed final dividend per share was RMB20 cents (tax

inclusive, 2009: RMB18 cents).

PROSPECTS

2011 kicks off the 12th Five-Year Plan of China. In the next 5 years, it
is expected that the global economy will continue moderate recovery
while the Chinese economy will intensify its growth model driven by
domestic demand. The Chinese government will focus on transforming the
economic growth model, reforming wealth allocation structure, increasing
the income of the Chinese people, and enlarging the consumption volume.
These macro-economic policies will greatly boost the growth of wholesale
and retail business, which is the core business of our Group. Furthermore,
the Bohai Economic Rim is maturing gradually and the integration of
Beijing, Tianjin and Hebei is being implemented. The economic growth
in Beijing’s economic ring provides a greater space for the growth and
expansion of enterprises. Beijing is now in the phase of building of an
international metropolis, working on many infrastructure projects and
increasing land reserve. These moves have brought new opportunities

for our Group to expand.
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The year 2011 is also the first year of our Group’s 4th Five-Year Plan,
the blueprint of the Group. We will work hard to realize the goal set
for this period, namely, “based in Beijing, stretching into Tianjin and
Hebei, radiating the Bohai Economic Rim and building the Group into
a competitive distribution company in the region”. While concentrating
on improving core competitiveness, the Group will work hard to step
up the progress, optimize the existing wholesale and retail distribution
network, enlarge our scale, improve profitability, realize rapid and sound
development, and bring excellent returns on the investment for all

shareholders.

APPRECIATION

On behalf of the Board, | would like to express our sincere gratitude to
our shareholders for their trust and support to all investors, business
partners, suppliers and customers for their support and assistance, and
our appreciation to all staff and the management team for their hard work

and contribution to the Group during the Reporting Period.

Wei Tingzhan

Chairman

Beijing, PRC
18 March 2011
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MANAGEMENT DISCUSSION AND ANALYSIS

B IR [T wm AT

BUSINESS REVIEW

In 2010, as the macro-economic situation improved and the market
vitality ushered in new development opportunities, the wholesale and
retail business of fast moving consumer goods embraced the great
opportunity. The Group upheld its stable-development tactics in expanding
the distribution network, consolidated its leading position in the regional
market, refined internal management, improved operation techniques,
upgraded the efficiency of procurement, logistics and operational
management, and achieved stable results growth.

RETAIL BUSINESS

Stably expanding the retail network and acquiring the Shou Lian
Supermarket

During the Reporting Period, the Group continued its tactics of regional
expansion. It opened 12 directly-operated stores (1 department store,
6 supermarkets and 5 convenience stores), and 9 franchised stores (1
supermarket and 8 convenience stores) in Beijing and the Langfang
region of Hebei province. The Qingta Community Shopping Center
(including 1 department store and 1 supermarket, both being theme
stores) successfully duplicated the model in Jiuxiangiao Community
Shopping Center of the Group. These two shopping centers have helped
materialized the Group’s reasonable distribution in the eastern and western

parts of Beijing, laying a solid foundation for further expansion.

Under fierce market competition, the Group renovated and upgraded
5 existing stores, improving the shopping environment to attract more
customers. The sales of these 5 stores increased greatly after the

renovation.

Since February 2007 when the Shou Lian shops were delegated to
the Group, their sales and profitability have gradually improved due to
brand effect and system resources of Jingkelong. To expand the Group’s
coverage in Beijing and trigger synergy with Shoulian shops, the Group
finalized the acquisition of 20 Shoulian shops at the end of 2010. Most
of these shops are located beyond Chao Yang District, complementing
the Group’s original network in Beijing. We are confident that the Shoulian
shops will see better operation efficiency and bring great profits for

the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS &2 E 515w kD4

The following table set out the number and net operating area of the
Group’s retail outlets as at 31 December 2010:

TRIRAEBMR - ZE—ZTE+_A=+—HHN
TEMEHEFFLERAE

Department Convenience
stores Hypermarkets Supermarkets stores Total
BE®BS REH mEEm E RS &%
Number of retail outlets ZEMEHE :
Directly-operated HEE 2 74 62 146
Franchise-operated BRF NI - - 2 88 90
2 8 76 150 236
Net operating area FEEER
(square metres) (EHXK):
Directly-operated HEE 39,742 68,223 155,523 14,375 277,863
Franchise-operated SIS - - 4,048 16,168 20,216
39,742 68,223 159,571 30,543 298,079
Improving the intensive procurement system and strengthening TEESEXLFKBEZR - LARROHRFD
core competitiveness
Adopting the Procurement Accountability Mechanism. To innovate EEFEBEFH - ERKBWEE  AEHEEERN

the procurement and profit-making model and reform the traditional
procurement approach in which the procurement staff is only responsible
for purchasing but not for selling, the Group has appointed the certain
procurement commissioners for specific categories of goods, who
are not only responsible for channel assessment, developing new
goods, negotiating transaction terms and ensuring timely delivery, but
also responsible for display guidance, configuration management and
promotion design of the goods in the category they look after. In this
way, the procurement commissioners have the intensified duty to manage
the structure and sales of the goods they have procured, thus greatly

improving the competitiveness of the goods in the retail outlets.

Exploring the channel origin to ensure quality goods. The Group, by
procuring branded goods, made great efforts to boost the overall sales
volume. It made site visits to check the production procedure, equipment,
hygiene and management of the newly-developed suppliers. By signing
goods supply guarantee agreements, sending the Group’s personnel to
reside in the goods supplier’s factory and uniform transit of daily-supplied
goods, the Group ensured the sources of major goods supply during

festivals and holidays and daily fresh food.
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MANAGEMENT DISCUSSION AND ANALYSIS &2 €& i &k 24T

Professional procurement of fresh food from production bases. The
Group established separate Fresh Produce Procurement Centers. By
taking full advantage of the procurement centers in the category, grade,
price and freshness of the fresh produce, the Group conducted strict
control of selecting, grading, quality inspection and acceptance to ensure
it procures good quality and healthy fresh produce. In 2010, the Group,
for the first time, contracted aquatic products in Zhou Shan, Wen Ling

and Bei Hai, increasing the sales of aquatic products.

Greater efforts in building the logistics centers and improving
the logistics system

The normal-temperature logistics center is becoming a modern
logistics service. Following the modern logistics norm featured by
“three-dimensional storage, paperless operation, mechanized transport,
single-direction flow and standard logistics”, the Group initiated the
project of renovating and upgrading the normal-temperature logistics
center to match the sales growth target set for the next 5 years. During
the Reporting Period, we have finalized project feasibility study, plan and
procedure drafting, civil construction and information system switch.
After the project is completed, the efficiency of the normal-temperature
logistics center will considerably improve. At the same time, it will be
able to provide the best logistics service tailored for each shop and
convenience store, and meet the increasing demand for goods logistics

of our directly-operated and franchised shops.

Strengthening the internal management of the Fresh Food Logistics
Center. After the procurement function is taken away from the Fresh Food
Logistics Center, the efforts were concentrated on internal management,
regulating the work procedure, improving quality control and cost control.
The Logistics Center also engaged in secondary delivery and provided
guidance for meat selling in the shops. These efforts greatly improved
the delivery efficiency of fresh food and retained many customers of

fresh food for the Group.
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MANAGEMENT DISCUSSION AND ANALYSIS &3 E 71 & 5

Strengthening operational management and promoting sales in

retail outlets

Strengthening the management of fresh produce and improving
operations. By selling fresh produce whole day in the shops, and carrying
out uniform operating hours and categories of fresh produce in all shops,
the shops greatly improved the quality, display and sale atmosphere of
the fresh produce. At the same time, the Group adopted a standard
inspection mechanism, enhanced the operational management of the
shops, properly adjusted the goods display and added to the categories
of goods to satisfy consumer demands.

New marketing ideas and regulated shop image. Considering the
season features and different demands for goods at different times, the
Group shops launched theme promotions for every 2 months. On local
cuisine weeks and the Group’s anniversary, the shops launched promotions
in the form of coupons and percentage discount. These innovative
promotions, combined with marketing themes, have strengthened the
marketing results. At the same time, the Group pushed forward the
marketing standards, introduced uniform price tags, theme POP and
billboards, thus reducing the marketing cost and building a unified shop

image.

Better service for the member card holders to develop customer
loyalty. The Group organized the monthly “Membership Day” on the
second Tuesday of each month. On the Membership Day, member
card holders can get double bonus points, half price and discounted
price for some goods in the shops. Furthermore, the Group provided
the membership service and organized lectures for the members. On
average, the sales on the Membership Days increased by 5% compared

with those on non-Membership-Day Tuesdays.
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MANAGEMENT DISCUSSION AND ANALYSIS &2 €& i &k 24T

Operation results of retail business

An analysis of the revenue contributed by the Group’s directly-operated
hypermarkets, supermarkets, convenience stores and department store

is set out as follows:

TEXBREXE
AEBEELBERSG KBS HEBHREF
JEERADIT 25T -

2010 2009 Increase
—E-=F ZETNF BR
RMB’000 RMB’000 (%)
ARETR AREFT (%)
Directly-operated retail outlets: BEETEEH
Hypermarkets RES 1,057,554 1,000,240 5.7
Supermarkets RETET™ 2,027,623 1,836,552 10.4
Convenience stores AN 278,647 250,271 11.3
Department store BERS 31,535 23,148
(including commission) (BEAalA) (25,528) (23,148) 10.3
Total retail revenue SERAEGT 3,395,359 3,110,211 9.2
Gross profit margin of directly-operated E#& AKEH - HRAEH
hypermarkets, supermarkets BEAEZEFNE(%)
and convenience stores (%) 16.8 16.4 0.4

The retail revenue of the Group increased by approximately 9.2% during
the Reporting Period, which was mainly attributable to (i) the sales growth
of retail business along with the impact of the international financial crisis
gradually disappeared and consumers confidence regained momentum as
well as the sales increase resulted from the rise of Consumer Price Index;
(i) the continuous increase of sales contribution from the retail outlets
opened in the previous two years which had gradually matured after a
period of operation experience and the improvement of promotion; (i) the
contributions from several renovated stores and the new stores opened
in 2010 and the second half of 2009; and (iv) the significant sales growth
of fresh produce due to the self-operated capability improvement of pork,
beef and mutton, vegetable and fruits, the price of which increased a lot

during the Reporting Period.

The increase in gross profit margin generated from the directly-operated
hypermarkets, supermarkets and convenience stores from approximately
16.4% in 2009 to approximately 16.8% in the Reporting Period, was
mainly due to (i) bargaining power with suppliers strengthened based on
the increase in purchase volume as a result of expansion of distribution
network and the purchase costs reduced accordingly; (i) the increased
gross profit resulted from the project of “agriculture super-docking”, which
provided customers with live and fresh produce; and (i) the continuous

optimisation of product mix.
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WHOLESALE BUSINESS

Beijing Chaopi Trading Company Limited (“Chaopi Trading”) became
a joint stock company. During the Reporting Period, Chaopi Trading, a
subsidiary of the Group, was converted from a company of limited liability
into a joint stock company. The reform helped to improve the corporate

governance structure and regulate the business development.

Greater efforts to develop channels and brands. Through the
strengthened efforts in negotiations with suppliers, the number of the
source suppliers and brands increased during the Reporting Period,
stimulating sales growth. Based on the consumption change and demand
for better quality goods, the Group imported some wines and food from
foreign suppliers for the first time, laying a foundation for the future sales

of imported goods.

Expanding the network coverage. While increasing the urban market
share, the Group also made efforts to expand into the rural areas of
Beijing. It established the subsidiaries and marketing departments for the
suburban markets. By exploring in the wholesale market model suitable
for the suburban and rural areas of Beijing, the Group occupied the new

markets and improved its market share.

Greater efforts to build the logistics and distribution system. To
provide support for the rapid growth of wholesale business, the Group
introduced the second automatic sorting line for the wholesale distribution
center during the Reporting Period, which greatly improved the sorting
efficiency. The third-party logistics and distribution service moved
smoothly. During the Reporting Period, another 7 third-party logistics
clients were added. The distribution volume increased considerably and

became the new income source.
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Operation results of wholesale business

The wholesale revenue and gross profit margin is analysed as follows:.

BBEREEEE
HEXBHRARENEMITNT -

Increase/

2010 2009 (Decrease)

—E-ZF —ETNF i, (R

RMB’000 RMB’000 (%)

ARH AR (BEZ L)

Revenue recognised by Chaopi Group L EBERAWA 4,151,728 3,636,068 14.2

Less: Intersegment sales R D EBEEE (538,132) (521,670) 3.2
Sales to franchisees by the Company AR MMBERHE 422,418 459,093 (8.0)

Consolidated wholesale revenue SOt U A 4,036,014 3,573,491 12.9

Gross profit margin* (%) EFE (%) 11.0 10.3 0.7
* Represents gross profit margin recognised by Chaopi Trading and its ~ * ZEMERABNERLNBE R R(SHE A&

subsidiaries (collectively the “Chaopi Group”) including intersegment sales. EDAERNEFNE(BEHHEHEE) -

The increase in wholesale revenue realised by Chaopi Group of
approximately 14.2% during the Reporting Period was primarily due to
(i) the in line expansion of wholesale business with the rapid expansion
of network and sales growth of Chaopi Group’s main customers under
the gradually improved economic situation; (i) the increase of district
distributorship of brands with high sales expanded the market share; (iii)
the stable sales growth of the new subsidiaries established in 2010 as
well as the subsidiaries set up in the previous several years; and (iv) the
contribution of sales growth by the rise of food products price especially

the price of famous brands of liquors.

The increase in gross profit margin recorded by the wholesale business
from approximately 10.3% to approximately 11.0% in the Reporting
Period was mainly because of (i) better bargaining power with suppliers
due to increase in purchase volume; and (ii) the continuous optimisation
of product mix. The sales proportion of high-end liquors and edible oils
with higher gross margin increased along with the gradually improved

economic situation.
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FINANCIAL RESULTS

Revenue A

Gross profit EF

Gross profit margin(%) EFZE(%)
Other income and gains E A Rz
Selling and distribution costs SHE Ry SHAK AR
Administrative expenses THAX

Other expenses HEa
Finance costs BhE A A
Income tax expense FriS & X
Profit for the year FEEN

FAEE (%)
NAIFEH ARG FE

RAFH AR
JFRE & (%)

BRERAN - ARE(D)

Net profit margin (%)

Profit attributable to equity holders
of the parent

Net profit margin attributable to
equity holders of the parent (%)

Basic earnings per share-RMB (cents)

Revenue

Revenue represents the net invoiced value of goods sold, after deduction

of relevant taxes and allowances for returns and trade discounts.

The increase of the Group’s revenue of approximately 11.2% during the
Reporting Period was primarily due to the increase in retail and wholesale

revenue of approximately 9.2% and 12.9%, respectively.

Gross profit and gross profit margin

During the Reporting Period, the gross profit of the Group increased by
approximately 11.8% as compared to 2009. The increase was in line
with the increase in revenue. The slight increase in gross profit margin
from approximately 13.9% to approximately 14.0% in the current year
was mainly attributable to the increase in gross profit margins of both

the retail and wholesale businesses.

Other income and gains

Other income and gains mainly comprise income from suppliers, rental
income from leasing and sub-leasing of properties and counters, and

interest income.
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WIS
2010 2009 Increase
—E-BF ZZETNF BR
RMB’000 RMB’000 (%)
AR® TR ARBFIT (%)
7,438,729 6,691,036 11.2
1,041,257 931,720 11.8
14.0 13.9 0.1
495,442 423,709 16.9
(880,270) (744,743) 18.2
(213,020) (226,943) (6.1)
(44,458) (45,069) (1.4)
(93,940) (85,109) 104
(76,510) (65,049) 17.6
228,501 188,516 21.2
3.1 2.8 0.3
180,502 147,783 22.1
2.4 2.2 0.2
43.8 35.9 22.0
N
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The Group’s other income and gains increased by approximately 16.9%
in the Reporting Period, mainly due to the increase from suppliers and

rental income of approximately 20.5% and 9.1%, respectively.

Selling and distribution costs

Selling and distribution costs mainly comprise of salary and welfare,
depreciation expenses, energy fee, rental expenses, repair and maintenance
expenses, transportation expenses, packaging expenses, and advertising

and promotion expenses.

The Group’s selling and distribution costs were approximately
RMB880,270,000 in the Reporting Period, representing an increase of
approximately 18.2% compared to 2009. The increase was primarily due
to (i) the increase in salary and welfare, depreciation, rental expenses
and promotion expenses of the new retail outlets and the renovated
retail outlets, (i) the increase of energy fee resulted from the rise in price
of water, electricity and gas, etc.; and (iii) as the distributor between
suppliers and retail operators, the income from suppliers for promotion
and the expenses paid to retail operators of the wholesale business are
accounted for promotion income and promotion expenses, respectively.
During the Reporting Period, more frequent promotion activities were
launched, while the increase of promotion expenses was in line with the

growing trend of promotion income in wholesale business.

Administrative expenses

Administrative expenses mainly comprise salary and welfare, social
security costs (including retirement benefit contribution), depreciation

expenses and entertainment expenses.

The Group’s administrative expenses were approximately RMB213,020,000
in the Reporting Period, represented a decrease of approximately of 6.1%
compared to 2009. The decrease was mainly because of the enhanced

management on administrative expenses.

Other expenses

Other expenses primarily comprise business tax, city construction tax and

surcharges mainly charged on rental income and service income.
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The Group’s other expenses decreased from approximately RMB45,069,000
in 2009 to approximately RMB44,458,000 in 2010. The decrease was
mainly because the Company disposed some non-current assets due to
the closure of a hypermarket in 2009 and there was no such disposal
during the Reporting Period.

Finance costs

Finance costs represent interest on bank loans, other borrowings and

short-term debentures.

The Group’s finance costs increased from approximately RMB85,109,000
in 2009 to approximately RMB93,940,000 in 2010, and was primarily due
o (i) the increase of interest from the added short-term bank loan and
debentures issued for the needs of operation, and (ii) the central bank
of China increased twice the loan rate during the second half of 2010

also had impact on the finance costs of the Company.

Income tax expense

The Group was not subject to Hong Kong profit tax as the Group had
no assessable profit arising in or deriving from Hong Kong during the
Reporting Period.

The members of the Group were subject to corporate income tax at a
rate of 25% during the Reporting Period on their respective taxable profit

pursuant to the relevant PRC tax laws and regulations.

Income tax expense increased from approximately RMB65,049,000 to
approximately RMB76,510,000 in 2010, primarily due to the increase in
2010 taxable profits.

Profit for the year

Profit for the year increased by approximately 21.2% from approximately
RMB188,516,000 in 2009 to approximately RMB228,501,000 in the
current year. The increase was mainly attributable to an increase in gross
profit of approximately 11.8% and an increase in other income and gains
of approximately 16.9%.
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Basic earnings per share

The Group recorded basic earnings per share of approximately RMB43.8
cents for 2010, which was calculated on the basis of the number of
412,220,000 shares, representing approximately 22.0% higher than
RMB35.9 cents of last year.

LIQUIDITY AND FINANCIAL RESOURCES

During the Reporting Period, the Group mainly financed its operations
through internally generated cash flows, bank borrowings and short-term
debentures.

As at 31 December 2010, the Group had non-current assets of
approximately RMB2,153,416,000, which mainly comprised property,
plant and equipment of approximately RMB1,839,832,000, and non-
current liabilities of approximately RMB454,759,000 mainly comprised
of interest-bearing bank borrowings RMB430,000,000 and deferred tax
liabilities of approximately RMB12,286,000.

As at 31 December 2010, the Group had the net current assets of
approximately RMB6,101,000. Current assets mainly comprised cash
and cash equivalents (mainly denominated in RMB) of approximately
RMB574,532,000, inventories of approximately RMB997,356,000, trade
receivables of approximately RMB1,185,689,000 and prepayments,
deposits and other receivables of approximately RMB542,034,000. Current
liabilities mainly comprised of trade and bills payables of approximately
RMB1,065,512,000, interest-bearing bank borrowings of approximately
RMB1,185,000,000, short-term debentures of RMB500,000,000 per value
and other payables and accruals of approximately RMB597,817,000.

INDEBTEDNESS AND PLEDGE OF ASSETS

As at 31 December 2010, the Group had an aggregate borrowings (all
denominated in RMB) of approximately RMB1,615,000,000, consisted
of secured long-term bank loans of approximately RMB430,000,000,
unsecured short-term bank loans of RMB1,185,000,000 and unsecured
short-term debentures of RMB500,000,000 per value (including
RMB300,000,000 and RMB200,000,000 respectively with fixed interest
rate of 3.4% and 3.6% per annum). All the Group’s bank loans bear fixed
interest rates ranging from 4.0% to 5.6% per annum. The secured bank

loans were secured by:
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- Certain of the Group’s buildings, investment properties and lease
prepayments for land use rights with an aggregate carrying value
of approximately RMB190,000,000 as at 31 December 2010.

The Group’s net gearing ratio® was approximately 89.1% as at 31
December 2010 which was higher than 72.6% as at 31 December 2009.
The increase was primarily due to an increase of bank loans and other

borrowings of The Group during the Reporting Period.

*

Represented by: (Total borrowings (including short-term debentures)-pledged

deposits, and cash and cash equivalent)/Total equity

According to an independent legal opinion, all the borrowings incurred in

2010 are in compliance with the relevant PRC applicable laws.

FOREIGN CURRENCY RISK

The Group’s operating revenues and expenses are principally denominated

in Renminbi.

During the Reporting Period, the Group did not encounter any material
effect on its operation or liquidity as a result of fluctuation in currency

exchange rates.

EMPLOYEES

As at 31 December 2010, the Group employed 6,917 (2009: 6,869)
employees in the PRC. The total staff costs (including directors’ and
supervisors’ remunerations) of the Group for the Reporting Period
amounted to approximately RMB377,271,000 (2009: RMB359,303,000).
The staff emolument (including directors and supervisors) of the Group
are based on position, duty, experience, performance, and market rates

in order to maintain their remunerations at a competitive level.
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As required by the PRC laws and regulations, the Group participates in
the defined contribution retirement benefits scheme for its employees
operated by the relevant local government authorities in the PRC. The
Group is required to make contributions for those employees who are
registered as permanent residents in the PRC at a rate of 20% (2009:
20%) of the employees’ salaries, bonuses and certain allowances.
The Group has no further obligation associated with the said defined
contribution retirement benefits scheme beyond the annual contributions.
The Group’s contributions to the defined contribution retirement benefits
schemes amounted to approximately RMB31,808,000 for the Reporting
Period (2009: RMB28,833,000).

The management believe that the Group’s employees are one of the
most valuable assets which contributed significantly to the success of
the Group. The Group provides regular internal and external training to its
employees to improve their skills and professional knowledge. During the

Reporting Period, around 70 training seminars had been conducted.

CONVERSION OF CHAOPI TRADING INTO A JOINT STOCK
LIMITED COMPANY

Pursuant to the approval of Beijing Administration for Industry and
Commerce on 31 May 2010, Chaopi Trading, an approximately 79.85%
directly owned subsidiary of the Company was converted from a limited
liability company into a joint stock limited company with registered capital
of RMB368,000,000. There is no change in the registered and paid-up
capital of Chaopi Trading and the equity interest owned by the Company
in Chaopi Trading in relation to the conversion of Chaopi Trading into a

joint stock limited company.

INCREASE OF EQUITY INTERESTS IN SUBSIDIARIES

(i)  On 12 January 2010, the Company acquired a 20% equity interest
in Beijing Jingkelong (Langfang) Company Limited (“Jingkelong
Langfang”) from China Fortune Land Development Co., Ltd., the
minority shareholder of Jingkelong Langfang, at a cash consideration
of RMB5,980,000. After such acquisition, Jingkelong Langfang
became wholly owned by the Company. Further details of the
acquisition are set out in the announcement of the Company dated
12 January 2010. The registered capital of Jingkelong Langfang
was subsequently increased from RMB10 million to RMB50 million
and was fully paid up by the Company.
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During the Reporting Period, Chaopi Trading acquired an equity
interest of approximately 16.3% in Beijing Huilong Trading Company
Limited (“Chaopi Huilong”) from a minority shareholder of Chaopi
Huilong, at a cash consideration of approximately RMB1,956,000.
After such acquisition, the Company’s indirect equity interest in

Chaopi Huilong increased from approximately 45.83% to 58.85%.

ESTABLISHMENT OF A SUBSIDIARY

During the Reporting Period, the Company through its non-wholly owned
subsidiary, Beijing Chaopi Jinglong Oil Sales Company Limited (“Chaopi
Jinglong”), established a subsidiary, Beijing Chaopi Yuli Trading Company
Limited (“Chaopi Yuli”) to engage in wholesale of edible oil. The Company
holds an indirect equity interest of approximately 30.3% in Chaopi Yuli.
The registered capital of Chaopi Yuli is RMB12 million and has been
fully paid up.

ACQUISITION OF ENTIRE
SUPERMARKET

INTEREST IN SHOULIAN

On 14 December 2010, the Company entered into an acquisition
agreement with Beijing Shoulian Trading Company Limited (“Shoulian”)
for the acquisition of the entire equity interest of Shoulian Supermarket
held by Shoulian at a total consideration of RMB121,160,000. Details of
this acquisition have been disclosed in the Company’s announcements
dated 3 December 2010 and 14 December 2010, respectively.

FORMATION OF A COMPANY WITH SHOULIAN

On 27 July 2010, the Company and Shoulian entered into an equity
investment agreement to establish a new company, Beijing Jingchao
Company Limited (“Jingchao”) with registered capital of RMB300 million,
in which the Company holds an equity interest of 14%. The Company
has fully contributed RMB42 million into the capital of Jingchao on 27
July 2010.

CONTINGENT LIABILITIES

As at 31 December 2010, the Group had no material contingent

liabilities.
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EVENTS AFTER THE REPORTING PERIOD

On 25 January 2011, the Company acquired 86% equity interest in
Jingchao from Shoulian at a consideration of RMB259,324,500, including
cash of RMB80,000,000 and trade receivable of RMB179,324,500.
Jingchao was wholly owned by the Company from then on. Further details
of the transaction are set out in the announcement of the Company
dated 18 January 2011.

Since the completion of the acquisition of Jingchao was close to the
date of approval of these financial statements, it is not practicable to

disclose further details of the acquisition.

Save as disclosed above, the Group did not have any significant events

subsequent to 31 December 2011.

STRATEGIES AND PLANS

In 2011, the Group will continue its efforts to consolidate its basis
of development, speed up the progress of development, improve
management quality, and promote corporate development while
maintaining stability. It will promote its enterprise development in the

following aspects:

- Rapidly expanding retail network. Based on the regular
development model of leasing and building, we will seek the
possibility of mergers and acquisitions to speed up the expansion
of our retail network. Our aim is to open 30 stores in the year,
including 2 hypermarkets, 8 supermarkets and 20 convenience
stores (including 10 directly-operated stores and 10 franchised

stores);

- Expanding the wholesale distribution network. The Group will
continue to enlarge its market share in the urban, suburban and
rural areas of Beijing to ensure complete coverage of our wholesale
business in Beijing. We will also enhance the management of existing
subsidiaries with wholesale business beyond Beijing to expand our

market and influence in the Bohai Economic Rim;

BERREE

RZE——F—AZ+HAB  ARAIUARE
259,324,500 (B #FH & A K #80,000,0007T &
JEUW BR TR R #5179,324,5007T ) M B B EE 7 =
HE86% M R HE - Bt - mEBKARATKEZEN
BAR - BRZKENFBRRERARANR T —
—F—A+NBRENRE -

R R AU B 5 P ) BE AN B 75 TR B e ) B B
BT MR HIERBE S HERE ST
-

B EBEN  AEER T -FF+ A=+
—HREBEMEARKER -

B m Bt &

“E——F AEBEBEESEERER MR
BERSK RBITEEAKF - BERH KRR - 1A
THHESPEER

- MREEFHAR THE BEFERHA
BENER L SEMETEEAKRS A
BIRESEAMBRTERKER hF2F
¥ FCOR R - BIE2MIAE %  SR4RA
20 EAME(SI0MEEE - 10MNE
JE):

- BWAHMBOEMKRES - BEZEILHE
R ENTISME - BRABHEBRILRH
S2EE MRHRARBINEFRRNE
2 BAERDEEHENEF HMTES

BEIJING JINGKELONG COMPANY LIMITED ANNUAL REPORT 2010 23



MANAGEMENT DISCUSSION AND ANALYSIS &3 E 71 7 & 5

24

Improving the competitiveness of goods. While focusing on
optimization of goods structure, properly improving proportion of
high-end goods and upholding the principle of “highlighting the
middle-end goods while having both high-end and low-end goods”,
the Group will attract more high-end consumers while catering for
the customer demands of the masses. We will control the overall
categories of our goods, speed up the elimination of goods with
poor performance, improve the proportion of goods with good sales,

develop our own brands and improve customer loyalty;

Greater efforts to promote the standard of our shops. In
accordance with the national retail standard and the experience of
our domestic and Chinese counterparts, the Group will formulate
standards for the 4 forms of retail shops, build standard sample
outlets, strengthen operation features of our outlets, push forward
the standard management of our retail shops and build a sound

image of our Group;

Improving the logistics and distribution system. We will finalize the
renovation and upgrading of the normal-temperature logistics center
to fulfill all the designed functions. We will finalize the construction
of a vegetable processing workshop to improve our competence
of initially processing common vegetables and intensive processing
of brand vegetables. We will also make efforts to improve the

professional distribution and delivery of fresh produce;

Optimizing the marketing mode. By conducting customer demand
surveys, making detailed marketing plans, reforming the operational
model of discounted goods, trying new marketing methods, and
establishing the assessment mechanism of marketing methods, we

hope to promote more effective marketing for the Group.
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The Group is committed to maintain good corporate governance with
an emphasis on the principles of transparency, accountability and
independence to all shareholders. The Group recognises the importance
of effective corporate governance is essential for its continual growth, and
will also attract more investors to invest in the Company. The Group has
adopted the principles of the Code on Corporate Governance Practices
(the “Code”) as set out in Appendix 14 of the Rules Governing the Listing
of Securities on the Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) (the “Listing Rules”) with the objective of enhancing the quality

of corporate governance of the Group.

In the opinion of the directors, the Company has applied the principles
and complied with all the code provisions of the Code set out in Appendix
14 of the Listing Rules during the Reporting Period, save for the directors’

retirement by rotation as explained below.

Provision A4.2 of the Code requires that every director, including those
appointed for a specific term, of a listed issuer should be subject to
retirement by rotation at least once every three years. The Company’s
Articles of Association stipulates that each director shall be elected in
general meeting of the Company for a term of not more than three years,
and eligible for re-election upon the expiry of the term. Having taken into
account of the continuity of the Group’s operation and management
policies, the Company’s Articles of Association contains no express
provision for the directors’ retirement by rotation and thus deviating from

the aforesaid provision of the Code.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted a code of conduct regarding directors’
securities transactions on terms no less exacting than the required standard
of dealings as set out in the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) set out in Appendix 10 of
the Listing Rules. Having made specific enquiries, all the directors have
confirmed that they have complied with the required standard of dealings
and code of conduct regarding their securities transactions throughout

the Reporting Period.
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THE BOARD

The Board takes the responsibility for leadership and control of the Group
and be collectively responsible for safeguarding the best interest of the
Group and accountable to the shareholders. Matters that are required
to be determined or considered by the Board include overall group
strategies, substantial acquisitions and disposals, capital transactions,
annual, interim and quarterly results, distribution of dividends and other
substantial operating and financial matters. Major corporate matters that
are specifically delegated by the Board to the Group’s management include
the preparation of financial accounts for Board approval, execution of
business strategies and initiatives adopted by the Board, implementation
of adequate system of internal controls and risk management procedures,
and compliance with the relevant statutory requirements, rules and

regulations.

Pursuant to the ordinary resolutions passed at the 2009 annual general
meeting (the “2009 Annual General Meeting”) held on 10 June 2010, the
respective terms of Mr. Wei Tingzhan, Mr. Li Jianwen, Ms. Li Chunyan,
Mr. Liu Yuejin, Mr. Gu Hanlin, Mr. Li Shunxiang, Mr. Fan Faming, Mr.
Huang Jiangming and Mr. Chung Chi Kong as a director has been early
terminated with effect from 10 June 2010. Each of Mr. Wei Tingzhan, Mr.
Li Jianwen, Ms. Li Chunyan and Mr. Liu Yuejin has been re-elected as an
executive director for a three-year term commenced from 10 June 2010.
Each of Mr. Gu Hanlin and Mr. Li Shunxiang has been re-elected as a
non-executive director for a three-year term commenced from 10 June
2010. Each of Mr. Wang Liping, Mr. Chen Liping and Mr. Choi Onward
has been appointed as a new independent non-executive director for a
three-year term commenced from 10 June 2010. Accordingly, the board
of directors (the “Board”) of the Company currently consists of four
executive directors (Mr. Wei Tingzhan, Mr. Li Jianwen, Ms. Li Chunyan
and Mr. Liu Yuejin), two non-executive directors (Mr. Gu Hanlin and Mr.
Li Shunxiang) and three independent non-executive directors (Mr. Wang
Liping, Mr. Chen Liping and Mr. Choi Onward). Mr. Wei Tingzhan serves

as the chairman of the Board.
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There is no relationship (including financial, business, family or other

material/relevant relationships) among members of the Board.

Each of Mr. Li Jianwen, Ms. Li Chunyan and Mr. Liu Yuejin, will not receive
a director’s fee, but is entitled to remuneration based on his/her executive
duties and responsibilities (other than being a director) in the Company.
Each of them is entitled to a fixed annual basic salary, a performance
based bonus (to be determined by reference to the Company’s annual
financial results) and other allowance and benefits in kind under applicable
PRC law and regulations. Their respective fixed annual basic salary
for each of the forthcoming three-year term shall be reviewed by the
remuneration committee of the Company and subject to the Board’s
approval. Mr. Wei Tingzhan, being the chairman of the Board is entitled to
an annual basic salary of RMB700,000, and a performance based bonus
(to be determined by reference to the Company’s annual financial results)
and other allowance and benefits in kind under the applicable PRC law
and regulations. The two non-executive directors will not receive any
remuneration. Mr. Choi Onward, an independent non-executive director
is entitled to receive a fixed director’s fee of RMB154,758 per annum
(tax inclusive). Each of the two independent non-executive directors, Mr.
Wang Liping and Mr. Chen Liping is entitled to receive a fixed director’s
fee of RMB35,400 per annum (after tax). The aforesaid remunerations of
the directors of the Company have been considered and approved by an

ordinary resolution passed at the 2009 Annual General Meeting.

During the Reporting Period, the Board fulfilled the requirement of having at
least three independent non-executive directors as required by the Listing
Rules. Mr. Chung Chi Kong (resigned on 10 June 2010) and Mr. Choi
Onward (appointed on 10 June 2010), both have appropriate professional
qualifications, accounting and related financial management expertise.
The Company has received, from each of the independent non-executive
directors, an annual confirmation in respect of their independence. The
Company is of the opinion that all of the independent non-executive

directors are independent pursuant to Rule 3.13 of the Listing Rules.

Exak 8 2R EEAEER(
REAHEMER ERERER)

BREME 5

FRENEL FEALLRBIBE X EHTEIR

E50% BEREKBEEEANRRANTTERES
REE(BRESBMAINBRFHM - M AEE

FERETEAFE  REERRRFEEEN
B S T R B AR IB R BEER AR R T B
AHEYFZ - thMSERR=ZFEHNETE
AEFHAAARFTHEESENICEFTSH
o ARANEERFEHAEEDNERFHA
R#700,000t AR R BB RS (BERRFF
[RGB RTE ) A AR AL AR IR BEEBER IR
HAMNEYF S - MEFNITEE TR ERE
EHE  c AARBUIFNTERERELEER
BEMNESEHNEATFARE154,758T(EH) »
HMWMUBYIERTESHENRATHNESTHRS
REBFARKESS400T(HifR) o FAMARRES
HFHEE_ZTNFRRAFAGERLUNE
BRRIBIB o

BEMA - EFEETT LTRIBARELA=
FBUIFRTEENER - BEMAE(R=F
FENATHBRODMNERELRE(R=_F—FF
NATHEZEDHAREENERXEEL 85tk
HEMBEERLSR - ARFE VR BB T IFH
TEEREBUMNFERER - ARARR - R
B EMRASABMRHME - FABEBLIFNITESH
B o

BEIJING JINGKELONG COMPANY LIMITED ANNUAL REPORT 2010 27



CORPORATE GOVERNANCE REPORT ¥ &4 E

Reasonable notice period and sufficient relevant information have been
given to all directors so as to enable them to attend the Board meetings
and make appropriate decision in relation to matters to be discussed. All
directors are entitled to include matters of their concern in the agenda of
all Board meetings. All directors are free to inspect all relevant corporate

information.

The biographical details of the directors are set out on pages 58 to 63

of this annual report.

Mr. Wei Tingzhan, acting as the chairman and executive director of the

Company is responsible for operation of the Board.

Mr. Li Jianwen, acting as the general manager and executive director of
the Company is responsible for the Group’s daily business development

and management.

Another two executive directors, Mr. Liu Yuejin and Ms. Li Chunyan are
responsible for the retail operation and financial affairs of the Group,

respectively.

Each executive director has sufficient experience to hold the position so

as to accomplish his/her duties effectively and efficiently.
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During the Reporting Period, 10 Board meetings were held and the
attendance records of directors (including attendance in person, by proxy

or via telephone conference) are set out below:

Executive Directors HITES

Mr. Wei Tingzhan (Chairman) FiREEE(EER)
Mr. Li Jianwen TEXEAE

Ms. Li Chunyan EX-3

Mr. Liu Yuejin DR A
Non-executive Directors FHITES

Mr. Gu Hanlin BEOEMSEAE

Mr. Li Shunxiang RS A
Independent Non-executive Directors BAFHITES
Mr. Chung Chi Kong* 8 A 5T A
Mr. Fan Faming* SBIARR A
Mr. Huang Jiangming* = TR A4
Mr. Choi Onward** B
Mr. Wang Liping** F R e A
Mr. Chen Liping** PR L S S A

6 Board meetings were held before their resignation as independent non-

executive directors on 10 June 2010

Hke

4 Board meetings were held after their appointment as independent non-

executive directors on 10 June 2010

CHAIRMAN AND GENERAL MANAGER

Mr. Wei Tingzhan and Mr. Li Jianwen are the chairman of the Board and
the general manager of the Company, respectively, which are two clearly
defined positions. The chairman is responsible for the operation of the
Board and ensuring the Board works effectively while the general manager
is in charge of the Group’s daily business development and management.
The Company’s Articles of Association sets out the respective duties and

power of the chairman and the general manager in detail.
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AUDIT COMMITTEE

The first session of the audit committee (the “Audit Committee”) of the
Company was established on 29 July 2005 and the second session of
the Audit Committee was established pursuant to a resolution passed
by the Board on 13 November 2007. Following the early termination of
the respective terms of Mr. Fan Faming, Mr. Huang Jiangming and Mr.
Chung Chi Kong as an independent non-executive director on 10 June
2010, Mr. Chung Chi Kong has also ceased as the chairman, and Mr. Fan
Faming and Mr. Huang Jiangming have both ceased as the members of
the second session of the Audit Committee. Pursuant to the resolutions
passed at the Board meeting (the “Board Resolutions”) held on 10
June 2010, the third session of the Audit Committee which consists of
all independent non-executive directors, namely Mr. Choi Onward was
appointed as the chairman, and Mr. Wang Liping and Mr. Chen Liping
were both appointed as members, has been established for a three-year

term commenced from 10 June 2010.

The written terms of reference of the Audit Committee are set in line with
the provisions of the Code. The Audit Committee provides an important
link between the Board and the external auditors in matters falling
within the scope of the audit of the Group. It reviews the effectiveness
of the external audit, internal controls and risk evaluation and, provides

comments and suggestions to the Board.

The Audit Committee held 4 meetings during the Reporting Period for
reviewing the accounting principles and practices adopted by the Group
and discussing internal controls and financial reporting matters including
a review of the 2009 annual report, and the 2010 quarterly and interim

results.
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The attendance records of the Audit Committee (including attendance in

person, by proxy or via telephone conference) are set out below:

Mr. Chung Chi Kong* (chairman) SEEMEE(EE)
Mr. Fan Faming* SBIARR A
Mr. Huang Jiangming* %}Iﬁﬂﬁ'ﬁﬂi*

Mr. Choi Onward** (chairman) B (EE)
Mr. Wang Liping** F AT e A
Mr. Chen Liping** PR L S A

2 meetings were held before their resignation as chairman/members of the
Audit Committee on 10 June 2010

Hke

2 meetings were held after their appointment as chairman/members of the
Audit Committee on 10 June 2010

The Audit Committee has reviewed the Group’s 2010 audited annual
results and discussed with the management and the external auditors on
the accounting principles and practices adopted by the Group, internal

control and financial reporting matters.

REMUNERATION COMMITTEE

The first session of the remuneration committee (“Remuneration
Committee”) of the Company was established on 29 July 2005 and
the second session of the Remuneration Committee was established
pursuant to a resolution passed by the Board on 13 November 2007.
Following the early termination of the respective terms of Mr. Fan Faming
and Mr. Huang Jiangming as an independent non-executive director on 10
June 2010, Mr. Fan Faming and Mr. Huang Jiangming have both ceased
as the members of the second session of the Remuneration Committee
with effect from 10 June 2010. Pursuant to the Board Resolutions, the
third session of the Remuneration Committee which consists of Mr. Wang
Liping (an independent non-executive director) was appointed as the
chairman, and Mr. Wei Tingzhan (an executive director) and Mr. Chen
Liping (an independent non-executive director) were both appointed as
members, has been established for a three-year term commenced from

10 June 2010. The Remuneration Committee is responsible for reviewing
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and determining the policy of the remuneration packages of all directors
by considering factors such as salaries paid by comparable companies,
time commitments and complexity of duties and responsibilities of the
directors to ensure incentives are effectively implemented for all directors.
The written terms of reference of the Remuneration Committee are in

line with the provisions of the Code.

During the Reporting Period, one meeting of the second session of
the Remuneration Committee was held for discussing and considering
the performance based bonus of the Company’s directors and senior

management for 2009 with attendance in person as follows:

Mr. Wei Tingzhan* (chairman) HEEREE(FE)
Mr. Fan Faming SBIARLAE
Mr. Huang Jiangming = LREE
* Mr. Wei Tingzhan was not involved in deciding his performance-based bonus

during the meeting.

NOMINATION COMMITTEE

The first session of the nomination committee (“Nomination Committee”)
of the Company was established on 29 July 2005 and the second session
of the Nomination Committee was established pursuant to a resolution
passed by the Board on 13 November 2007 for a three-year term.
Following the early termination of the respective terms of Mr. Fan Faming
and Mr. Huang Jiangming as an independent non-executive director on 10
June 2010, Mr. Fan Faming and Mr. Huang Jiangming have both ceased
as the members of the second session of the Nomination Committee with
effect from 10 June 2010. Pursuant to the Board Resolutions, the third
session of the Nomination Committee which consists of Mr. Chen Liping
(an independent non-executive director) was appointed as the chairman,
and Mr. Wei Tingzhan (an executive director) and Mr. Wang Liping (an
independent non-executive director) were both appointed as members,
has been established for a three-year term commenced from 10 June
2010. The Nomination Committee is responsible for nominating potential

candidates for directorships, reviewing the nomination of directors and
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making recommendations to the Board on such appointments. The
written terms of reference of the Nomination Committee are in line with

the provisions of the Code.

During the Reporting Period, one meeting of the second session of the
Nomination Committee was held for discussing and recommending the
candidates to be proposed for re-election/appointment as directors of
the Company at the 2009 Annual General Meeting with attendance in

person is as follows:

Mr. Wei Tingzhan (chairman) HEREE(F/E)
Mr. Fan Faming SBARRL A
Mr. Huang Jiangming = TREA

STRATEGY COMMITTEE

Pursuant to the Board Resolutions, the first session of the strategy
committee (the ‘Strategy Committee”) of the Company which consists
of three executive directors, namely Mr. Wei Tingzhan, Mr. Li Jianwen
and Ms. Li Chunyan, and two independent non-executive directors,
namely Mr. Wang Liping and Mr. Chen Liping, has been established for a
three-year term commenced from 10 June 2010. Mr. Wei Tingzhan was
appointed as the chairman. The main duties of the Strategy Committee
are to conduct research on the development strategy and consider the
strategic plans of the Company, and to make recommendations to the

Board for decision making on strategic development.

BEREAEBEEMNATHEIES FHEFRS
R zEEmmEEGIELER IERZE®A
B E T AR E RSP AR SCET S e
WEHRN F_EREEESEHRAT —XAE&E
ﬁmIﬁ%Eﬁ%%/éf%%%ﬁ%A Hi
SHERENOT
Attendance/Number of meeting
H:U'E-/El n?ﬁ/)\%(
1/1
1/1
1/1
BRESS
BEBEEFERE  FARAKILTE—EBKEER

S(EMEES ] A=EBRTEFNEHEHL
B FEXEERFERLTINMEGELIFNIT
EEMERFEA BRI FEEER  EHE
E-EFRNATRERR=F FERELEZ
TREFE BRZESNIZRARMRBMKE
RIFFE - HIERARBREASLAESTSREESR
VAYE BB B RORTE
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SUPERVISORY COMMITTEE

Pursuant to the ordinary resolutions passed at the 2009 Annual General
Meeting held on 10 June 2010, the respective terms of Ms. Qu Xinhua,
Mr. Yang Baoqun, Mr. Chen Zhong and Ms. Cheng Xianghong as a
supervisor has been early terminated with effect from 10 June 2010. Mr.
Yang Baoqun has been re-elected as a supervisor and each of Mr. Chen
Zhong and Ms. Cheng Xianghong, has been re-elected as an independent
supervisor for a three-year term with effect from 10 June 2010. Ms. Liu
Wenyu has been appointed as a new supervisor for a three-year term
with effect from 10 June 2010. Ms. Wang Shuying has resigned as a
staff-appointed supervisor with effect from 10 June 2010. Ms. Yao Jie
and Ms. Wang Hong have respectively been re-elected and appointed
as staff-appointed supervisors for a three-year term with effect from 10
June 2010. Accordingly, the supervisory committee (the “Supervisory
Committee”) of the Company currently consists of four shareholders-
appointed supervisors (Ms. Liu Wenyu, Mr. Yang Baogun, Mr. Chen Zhong
and Ms. Cheng Xianghong) and two staff-appointed supervisors (Ms. Yao
Jie and Ms. Wang Hong). Ms. Liu Wenyu serves as the chairman of the

Supervisory Committee.

The supervisors have performed their work in a dedicated and diligent
manner and carried out effectively the functions of supervising the legal
and regulation compliance relating to financial matters and overseeing the

directors and senior management of the Group during their offices.
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AUDITORS’ REMUNERATION

The Audit Committee is responsible for considering the appointment of
Messrs. Ernst & Young as the external auditors of the Company for the
year ended 31 December 2010. For the year ended 31 December 2010,
the Company agreed auditing fees of RMB1,750,000 payable to Messrs.
Ernst & Young. During the Reporting Period, the Company has also paid
RMBB300,000 to Messrs. Ernst & Young for non-audit services in respect

of reviewing the Group’s 2008 interim financial statements.

RESPONSIBILITIES FOR PREPARATION OF ACCOUNTS

The directors are responsible for the preparation of financial statements
in compliance with the relevant regulations and applicable accounting

standards.

The responsibility of the auditors with respect to the financial reporting

are set out in the Independent Auditors’ Report on pages 64 to 65.

INTERNAL CONTROL

The Board has overall responsibility for maintaining an adequate system
of internal control to safeguard shareholders’ interest and the Group’s
assets. Regular reviews have been conducted by the Board for ensuring
the effectiveness and adequacy of the Group’s internal systems in respect

of financial, operational and risk management areas.

The internal audit department of the Company has been established in
2009 providing independent assurance to the Board and management
by reviewing the adequacy and effectiveness of the internal controls of

the Group.
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GOING CONCERN

There were no uncertain events or conditions of material nature that
would affect the Group’s ability to continue as a going concern during

the Reporting Period and up to the date of this annual report.

INVESTOR RELATIONS

The Group is committed to establish a long-term relationship with
shareholders and investors, adhere to the principles of integrity, regularity
and high transparency, and disclose the required information in compliance
with the Listing Rules. Information of the Group is disseminated to its

shareholders in the following manners:

- delivery of results and reports to shareholders;

- publication of announcements on the websites of the Stock
Exchange and the Company, and issue of shareholders’ circulars

in accordance with the Listing Rules; and

— arrange general and extraordinary meetings with its shareholders
as an effective communication channel between the Board and

shareholders.

An extraordinary general meeting and class meetings of the H shareholders
and domestic shareholders were held on 4 May 2010 for considering
and approving, among other things, the A Share Issue and other related
matters. Details of these meetings were disclosed in the Company’s
announcement and circular dated 27 February 2010 and 19 March 2010,
respectively. All the special resolutions proposed at such meetings were

duly passed by way of poll.
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The 2009 annual general meeting was held on 10 June 2010 and details Z—ZZNFRIEEAFRKE R
of which were disclosed in the Company’s announcement and circular

dated 22 April 2010. All resolutions proposed at this meeting were duly

passed by way of poll.

The Company maintains effective communications with its shareholders, AR

investors and analysts through, inter alia:

- the Department of Investor Relations of the Company is responsible for -
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liaison with investors and analysts by answering their questions;

engaging iPR Ogilvy Ltd., a professional public relations consultancy

firm to organize various investor relations programmes;

arranging on-site visits to the retail outlets and logistics centers of
the Group to enhance their timely understanding of the situations

and latest development of the Group’s business operations;

gathering, in a timely manner, opinions and comments from analysts
and investors on the operation of the Group, and selectively adopting

them in the Group’s operation;

making available information on the Company’s website.; and

communicating actively with various parties, in particular, convening
briefing sessions, press conferences and individual meeting with
institutional investors upon the announcement of results and making
decisions on material investments. The Group also participates in a
range of investor activities and communicates on one-on-one basis

with its investors regularly.
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The board of directors hereby presents their annual report and the
audited financial statements of the Company and the Group for the

Reporting Period.

PRINCIPAL ACTIVITIES

The Group is principally engaged in the retail and wholesale distribution
of daily consumer products in the region covering the Beijing city and
certain parts of its periphery. There were no significant changes in the

nature of the Group’s principal activities during the Reporting Period.

RESULTS AND DIVIDENDS

The Group’s profit for the Reporting Period and the state of affairs of
the Company and the Group at 31 December 2010 are set out in the

financial statements on pages 66 to 175.

The directors recommend the payment of a final dividend of RMB20.0
cents (2009: RMB18.0 cents) per share (tax inclusive) in respect of the
Reporting Period to shareholders on the register of members on the date
of the annual general meeting 2010. This recommendation has been
incorporated in the financial statements as an allocation of retained profits

within the equity section of the statement of financial position.

Pursuant to the “Enterprise Income Tax Law of the PRC” and the
“Detailed Rules for the Implementation of the Enterprise Income Tax Law
of the PRC”, commencing from 1 January 2008, any Chinese domestic
enterprise which pays dividends to a non-resident enterprise shareholder
(i.e. legal person shareholder) in respect of accounting periods beginning
from 1 January 2008 shall withhold and pay enterprise income tax for
such shareholder. Since the Company is a H share listed company in
Hong Kong, the proposed 2010 final dividend of RMB20 cents per share

(tax inclusive) will be subject to the aforesaid Enterprise Tax Laws.
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In order to properly carry out the withholding and payment of income tax
on dividends to non-resident enterprise shareholders, the Company will
strictly abide by the law and identify those shareholders who are subject
to the withholding and payment of income tax based on