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EEEWES M Management Discussion and Analysis
#£7%EEE REVIEW OF OPERATIONS

—BERF ZERFED g
2005 2004 Restated)  change (%)

EEEET BEEST

HK$ million HK$ million
= Turnover 16,202 13,898 +17
PR A Attributable profit 107 52 +105
RETFIS - B - #7#  EBITDA 756 627 +20

R SHRT R A

BARFEYZ RFUWAETEE Capital expenditure and new acquisitions 1,438 1,358 +6
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(2) BRI EY G R B i AL S

TRl Ai

) E The Group’s retail division mainly comprises three business segments: (1) supermarket

stores operation.

and logistics; (2) brand-fashion distribution in the Chinese Mainland and (3) other retail

In 2005, the Group’s retail division recorded encouraging improvement in profitability
on expanded business scale. Turnover reached HK$16,202.5 million, representing an
increase of 16.6% over 2004. Attributable profit was HK$107.2 million, representing

an increase of 105.3% over 2004.

The pace of economic growth continued to be robust in the Chinese Mainland
throughout the year. According to the National Bureau of Statistics, a 9.9% year-on-
year growth rate for GDP was attained in 2005. Urban residents in the Chinese Mainland,
e especially those living in affluent cities and the surrounding areas, enjoyed higher living
 JERHER]  standards and therefore stronger spending power as their disposable income increased
steadily. A sturdy trend in retail sales is anticipated as the government tries to promote

consumption to help rebalance the economy. Higher consumer spending level is

predicted by the Ministry of Commerce, and retail sales are forecast to grow by about

TEEREEEHMA
Breakdown of turnover of
retail business
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11% annually for the next 5 years. The Group’s consumer
businesses as a whole will benefit.

In Hong Kong, as a result of a remarkable increase in export
sales, strong trade flows with the Chinese Mainland and the
resilient growth in private consumption expenditure, the local
economy performance has surpassed expectation with a
7.3% GDP growth registered in 2005. Although consumers
turned more cautious with interest rate rises and the property
market consolidated in the last quarter of 2005, overall
market sentiment remains positive with improving
employment rate and a general rise in household income. As
visitor arrivals keep rising, the retail industry in Hong Kong is
anticipated to move ahead with steady growth.

Supermarket and Logistics

Turnover of the supermarket and logistics operation for 2005
was HK$14,132.4 million, representing an increase of
18.4% over 2004. Attributable profit for 2005 amounted
to HK$54.2 million, compared to a loss of HK$7.0 million
for 2004.
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2005 saw the division’s rationalization strategies taking shape. The Group sought to
advance its competitiveness in key markets by strengthening its existing regional
networks. Progressive increase in new sales floor areas was achieved through new
store openings, line-up with franchised stores and tactical chain store acquisitions. We
strategically expanded the retail networks to achieve market share growth in target
regions. The Group currently operates its supermarket business through three subsidiary
groups, namely, China Resources Vanguard Co., Ltd. (“CR Vanguard”) #HEXREGR A
al, Suguo Supermarket Co., Ltd. (“Suguo”) &R AR A A and China Resources
Vanguard (Hong Kong) Company Limited. At the end of December 2005, the Group
operated a total of approximately 2,100 stores in Hong Kong and the Chinese Mainland,
of which 44% were self-operated and the rest were franchised stores. Major store
formats are hypermarkets, superstores, supermarkets and convenience stores. In terms
of geographical contribution, Eastern China, Southern China, Hong Kong, Central China
and Northern China respectively accounted for 45.4%, 29.4%, 16.1%, 3.4% and
5.7% of the division’s turnover in 2005.

Market competition has become increasingly intense since the full open-up of China’s
retail sector to foreign investors in December 2004. To foster our core competence, the
Group closed down non-performing stores while continuously improved same store
growth. Efforts were made to enhance the fresh produce operations, to implement
business promotion activities to increase shopper flows, to enhance merchandise mix,
category and assortment management to cater for local preferences and consumption
trends. Productivity and cost control initiatives also helped streamline key processes
and drove down costs. Enhanced inventory systems with stronger supplier links enabled
timely delivery of stock items as and when needed. Staff training and development
with higher caliber recruits elevated the professional management standards and skill
sets for more value-added customer services. Scheduled store facelifts in stages, store
reformats as well as revamp of store displays further promoted the corporate brand
and store profitability.

Turnover growth in 2005 was mainly driven by rapid store openings together with an
overall same store growth of 5.9% in the Chinese Mainland, which also resulted in
improved procurement conditions that gave us greater bargaining power in negotiations
with suppliers. The increase in payments from suppliers, which included incentives,
store display and promotion income, helped improve the overall operating results.
Consolidated earnings before interest, tax, depreciation and amortization (“EBITDA”)
for 2005 amounted to HK$576.2 million, representing a 54.2% growth over 2004.
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The Eastern China operation continued its business momentum in 2005 with a
satisfactory same store growth of 7.9% recorded. The Group adopted a structured
approach of multi-formats and clustering of stores as a cost effective, rapid growth
strategy. Suguo successfully maintained its market share of more than 50% in Nanjing.
Over the years, it has developed a unique business strategy adapted locally that focused
on brand image, enhanced product mix and fresh produce. Increase in both shopper
flows and average customer receipts led to a substantial improvement in turnover as
well as profitability. The last 4 months of 2005 was marked by rapid opening of 9
hypermarkets, a new store format for Suguo. These, together with the acquisition of
17 franchised stores outside Nanjing, has extended Suguo’s retail and distribution
network in the Nanjing nearby areas, resulting in an increase in market share.

In Southern China, store facelifts and better supply chain management delivered results.
Same store growth of hypermarkets and superstores reached 4.2% and 30.5%
respectively. Significant margin improvement was achieved through enrichment in
merchandise mix and responsive business strategies. Net loss for 2005 was reduced as
compared to 2004. However, profitability of some existing supermarkets was still
not satisfactory. The new lifestyle store in Dongguan was now in the process of
fine-tuning performance and reformatting for more promising results.

The 13.9% turnover growth in Northern China was mainly attributable to the acquisition
of Tianjin stores and new store openings. However, net loss worsened due to the fact
that certain existing stores in the major cities in the region were facing head-on
competition with foreign retail operators. Rationalization of existing stores and the
newly acquired Tianjin supply chains, together with a boost in fresh produce operations,
is anticipated to improve stores sales and profitability.

BT R E B D i B

Geographical turnover breakdown of the supermarket business
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The Hong Kong operation faced tougher competition from major local market players.
To secure margins, the Group cautiously monitored the market concessions offered to
customers. However, higher running costs, rental increases and store conversion costs
resulted in a lower operating profit for 2005. With the solid revival of domestic
consumption expenditure, sustainable retail sales growth and growing demand
for quality warehouse space, the Hong Kong operation will benefit in the medium
to long term.

The strategic move of increasing the Group’s equity stakes in CR Vanguard to 100%
and Suguo to 85% helped centralize management functions, drive down administrative
costs, enhance synergies from multiple store formats and strengthen our positioning in
the supermarket and logistics operation. Moreover, an agreement was reached in
September 2005 to acquire 100% interest in Zhejiang Cikelong Supermarket Company
Limited ¥ T2 ZEBM AR A7), which was later completed in December 2005.
This will extend our market presence in Ningbo, Eastern China. With a major asset
acquisition of a supermarket chain in Tianjin accomplished in September 2005, the
Group’s market share further strengthened in Northern China. This will facilitate our
integration in the area.

In line with the current market trend, the Group will focus on the development of
hypermarkets and superstores through new store openings and moving into second
tier cities. We will also emphasize standard-sized supermarkets in selected developed
cities and carve out a better niche for supermarkets.

Brand-fashion Distribution

Turnover of the brand-fashion distribution segment for 2005 was HK$1,397.8 million,
an increase of 22.5% over 2004. Attributable profit for 2005 amounted to
HK$14.1 million, a 54.6% decrease over 2004.

As at the end of December 2005, the Group distributed 10 international brands through
approximately 770 self-operated and franchised stores in designated cities throughout
the Chinese Mainland.

A consistent strong turnover growth of 30.6% in respect of the “Esprit” brand was
recorded. Self-operated stores achieved a same store growth of 9.1%, while franchised
stores also grew at a satisfactory rate. Through product designs that matched customer
demand trends, competitive pricing, active business promotions and the right choices
of stores at prime locations, the brand's profitability recorded a 12.8% increase
in 2005.
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However, a refocus of brands in the last quarter of 2005 led to some of the brand
distribution contracts terminated. A number of store closures resulted in the write-off
of the related leasehold improvement, furniture and fixtures, stocks and some of the
problem debts. These altogether gave rise to an overall lower profitability over 2004.

The Group will continue to review its current brand portfolio, introduce new brands,
strengthen its distribution network and improve operating cost efficiency in capitalizing
on the business opportunities that arise within the fast growing consumer market in
the Chinese Mainland.

Other Retail Stores

Turnover of the other retail stores segment for 2005 was HK$672.3 million, representing
a decrease of 17.6% over 2004. Attributable profit for 2005 was HK$38.9 million, an
increase of 37.5% over 2004.

As at the end of December 2005, the Group’s chain of retail stores in Hong Kong
consisted of 5 Chinese Arts & Crafts F% stores and 34 CR Care # X stores.

Overall decline in turnover was primarily due to the successive closure of CRC Department
Stores in Whampoa in April 2005 and on the Hennessy Road in May 2004. Nevertheless,
through ongoing product mix enrichment, effective pricing and niche creation, gross
margins were improved for both the Chinese Arts & Crafts A% stores and CR Care
#HE stores during the year. There was also a successful re-branding of the CR Care
#= B & stores since last year from its former store-in-store format to a stand-alone
format which has enhanced its overall profitability.

However, with a general increase in rental and tenant portfolio changes for higher
rents, particularly experienced in prestigious shopping malls, tenancies of certain stores
were not renewable upon expiry and they had to be relocated. The Group tactfully
reallocated resources and reported an overall increase in profitability.

Rising health awareness amongst the local community has triggered keen competition
in the markets for health food and traditional Chinese medicine in recent years.
CR Care # B stores strive continuously to develop its own brands in areas such as
cordyceps &5 and bird’s nests for better market recognition, to enrich product portfolio
and to promote suppliers’ relationship that facilitates exclusive dealings of value-for-
money products.
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The beverage division reported turnover and attributable profit of HK$6,854.6 million
and HK$135.8 million respectively, representing a corresponding increase of 34.9%
and 30.5% over 2004.

Sales volume of beer rose by 26.0% to approximately 3,948,000 kiloliters for 2005.
Volume performance was exceptionally strong in the usual low months during the last
quarter of the year, with a quarter-on-quarter growth of 17.7% recorded. Overall organic
growth of sales volume in existing breweries was 15.0% for 2005, with notable increases
in Sichuan, Liaoning, Harbin, Hubei and Anhui.

For the year under review, a modest net average price rise of 6.8% was delivered
through continuous sales mix improvement in most of the regions as consumers generally
traded up from lower quality, cheap beer to modernized mainstream and premium
beer. To enhance logistics efficiency and develop new, premium brands, sales and
distribution channels were rationalized with particular emphasis on both retailers and
wholesalers. Cost pressures were significant in commodities like rice, hops, glass,
upgraded returnable containers and packaging materials as we moved on to more
valuable brands. Coupled with increases in labor and energy costs, the average
production cost per kiloliter rose by about 5.9% over 2004. With continuous
improvement in production efficiency, cost management and facilities upgrade, the
overall gross margin rose to 33.0% in 2005 in a competitive environment.
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2005 also saw general improvement in the two major newly acquired breweries. For
the Jiangsu brewery, “SNOW” was actively promoted with the premium local brands
and major cost saving measures were implemented. Nevertheless, with a change in
sales mix to more premium brands, the rationalization of sales channels was yet delivering
full results and the Jiangsu brewery reported a lower sales volume than expected. For
the Zhejiang brewery, there was a modest comparable sales volume growth of 5.1%
over 2004. Both breweries were profitable for 2005.

Our national brand “SNOW”, including the Shenyang beer, was growing fast in 2005
through focused brand marketing and distribution initiatives. Its sales volume for the
year under review increased by 47.4%, to approximately 1,583,000 kiloliters, compared
to about 1,074,000 kiloliters in 2004.

At the end of 2005, the Group operated nearly 40 breweries with an annual production
capacity of approximately 5.8 million kiloliters. Two breweries in Anhui and Hubei
provinces were acquired last year. To bridge the gap between Liaoning and the Northern
China regions, a brewery in Qinhuangdao was newly acquired by end of Decemeber
2005. Its production facilities will be upgraded to a 120,000-kiloliter level. This helps
capture the fast growth potential identified in the Huanbohai region. As part of our
national strategy for “SNOW” to prudently expand into Southern China, the Group
recently acquired an 85% interest in Quanzhou Qingyuan Brewery Limited in the Fujian
Province. Taking advantage of the edges of Quanzhou to consolidate our market position
in the area, it is anticipated that a sound platform for further growth in the region can
be achieved. Our green-field plant in Dongguan has already started trial commissioning
in early 2006. Production capacity for its Phase 1 operation is about 150,000 kiloliters.
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Per capita annual consumption of beer currently stands at about 23 kiloliters in China,
much lower than the global average in 2005. Growth prospects in the Chinese Mainland
is believed to be favorable with rising income levels and the growing preference towards
westernized products, in particular for the younger generation. This presents the
beverage division with exciting opportunities which will help step up to the next stage
of business growth.

BE=FEHHES

Sales volume of beer over the last 3 years

BE=FETEE (B Shenyang®iF ) K2
Sales volume of SNOW beer (including Shenyang beer)
over the last 3 years
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The food processing and distribution division reported turnover and attributable profit
for 2005 of HK$5,623.6 million and HK$414.5 million respectively, representing a
corresponding increase of 3.5% and 8.9% over 2004. Excluding a gain of HK$59.4
million from the disposal of a 25.09% stake in the A-share listed associated company,
BN MR RERHR S B MR A F) Xuzhou VV Food & Beverage Co., Ltd. in the first half
of 2005 versus deemed disposal profits from the successful share listings of two
associated companies in 2004, attributable profit for 2005 increased by 10.2% as
compared to 2004.

Foodstuff distribution operation reported a strong growth in profitability. Continuous
enrichment in product mix, together with the expansion of sales and distribution network
for frozen meat business, contributed to the profit increase. The overall margin was
maintained. In 2005, the slaughtering centre at Sheng Shui, Hong Kong won the Hazard
Analysis and Critical Control Points Professional Management Award which highly
recognized its environmental and food hygiene standards in slaughtering. The “Ng
Fung” brand of high quality fresh meat was therefore strengthened locally, amidst
growing concerns over food safety and quality. With greater brand awareness, product
development in line with customer demand trends in the areas of assorted processed
food products and groceries will drive further business growth.

The overall gross profit margin of marine fishing and aquatic products processing
operation was, however, adversely affected by the record high fuel prices and the
decrease in average selling prices caused by keen competition. This resulted in a lower
profit contribution. Regular on-site review of fishing fleet fuel utilization and staff training
on cost saving measures were implemented to closely monitor the increasing production
costs while at the same time weathered the impacts of rising oil prices. Operating
environment is expected to be difficult in the foreseeable future under the prevailing
high oil prices. However, the Group will continue its ongoing efforts in exploring new
quality fishing grounds, enhancing catching capability of its fishing fleet, improving
sales network and selling more high-end fishes as well as aquatic products. These will
altogether help improve its profitability in the long run.

The Shenzhen operation continued to contribute satisfactory profit in 2005. Its
competitive edge on pig sourcing, slaughtering and fresh meat production provides
excellent commercial leverage with our supermarket business in Southern China at low
cost. Moreover, the meat processing centre in Shanghai commenced trial operations in
December 2005. It will enhance the Group’s pig slaughtering and meat product
production capacity and distribution of branded food in the Chinese Mainland.
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Turnover of the textile division for 2005 was HK$4,291.2 million, representing
an increase of 11.4% over 2004. Attributable profit for 2005 amounted to
HK$81.2 million, compared to an attributable loss of HK$0.9 million in 2004.

With the upsurge in world market demand upon the expiry of the global textile quotas
effective 1 January 2005, China’s textile products and garments recorded a respective
22.9% and 19.4% export growth for the year under review. This has benefited the
textile division and therefore contributed to its turnaround in 2005. Sustainable growth
in sales volume of 28.7% in yarns, 13.1% in fabric and 19.6% in garments was recorded.
The growth in turnover was also partly due to the acquisition of interests in two sizable
textile companies in Shaanxi Province in late 2004, together with the full contribution
of two newly relocated factories. Better customer-focused sales management and
product mix enhancement with a gradual shift to high-end products through technology
upgrade also helped combat the general downward pressure on mainstream product
prices and therefore improved the overall turnover level.

In 2005, the residual high cost cotton inventory brought forward from the last quarter
of 2004 was largely consumed with the products sold. Despite a small margin
improvement from better operation efficiency with higher capacity utilization of the
new batch of modern machinery, the profitability of the textile division was tempered
by the general rate rises in direct labor, utility costs and an increase in cotton prices
particularly experienced in the last quarter of the year.

2005 saw great turbulence in the mainland’s external trade relationships, especially
with the United States (US) and the European Union (EU). In response to a massive
surge of Chinese textile exports during the year, the US and EU re-imposed safeguard
guotas on specific categories of textile and garment products which effectively restricted
their growth rate in the range of 10% to 17% from 2006 to 2008. The operating
environment for export sales will continue to be challenging in the next few years.

On the other hand, strong domestic demand for quality textile and garment products is
expected with rising income levels. Hence, favorable business opportunities are present
to the Group in both domestic and export markets. With improved operational efficiency,
better market positioning and more high-end branded products in the sales mix, while
cotton prices in 2006 are expected to remain at reasonable levels on balanced global
supply, these will altogether lead to an improvement in the overall profit margin and
better alignment in the process of industry consolidation.
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The property division, which comprises the rental property segments of retail, office
and industrial premises, reported a turnover and attributable profit for 2005 of
HK$299.1 million and HK$689.8 million, representing a corresponding decrease
of 2.6% and an increase of 122.8% over 2004.

Excluding a valuation surplus of approximately HK$0.4 billion in respect of the rental
properties portfolio as at 31 December 2005 (2004: Not applicable), the disposal gain
of certain properties, vacant period during the redevelopment of the retail property on
the Hennessy Road, Wanchai and other exceptional items of 2004, attributable profit
of the division for 2005 remained comparable to that of 2004.

Driven by the increase in retail sales, prime retail properties were in demand which in
turn drove up the rental levels. Excluding the newly developed retail property on the
Hennessy Road, Wanchai, occupancy rates of rental properties were satisfactory with a
general increase in effective rent per square feet upon tenancy renewal during 2005.

However, retail rentals experienced an average quarter-on-quarter downward adjustment
of 4% during the last quarter of 2005. Market consolidation is expected to continue in
the first half of 2006 with interest rates still on the uptrend. With genuine demand
attributed to sustained economic growth and the continued inflow of investment funds,
the retail property market is expected to recover in the second half of 2006. The newly
redeveloped multi-storey retail property on the Hennessy Road, Wanchai is now ready
to capitalize on the favorable retail market opportunities; with 93.4% of the space
already let out as of February 2006. Estimated monthly rental of over HK$2.5 million
will be generated upon full occupancy.

In line with the Group’s focus on retail properties, there has been an ongoing divestment
of non-retail properties. The division disposed of office properties in Wanchai and
Tsimshatsui and an industrial property in Chaiwan during 2005.

With the success of enhancing revenue and flow of shoppers through renovation and
re-modeling of the retail properties in Mongkok and Tsuen Wan in Hong Kong, similar
mall format has been adopted by two malls in Jiangmen and Xinhui in the Chinese
Mainland. The former is expected to be completed within the first half of 2006, with
our supermarket as its anchor tenant, and will bring in new revenue streams to the

property division.
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Turnover and attributable profit of petroleum and related products distribution division
for 2005 amounted to HK$20,539.8 million and HK$623.9 million respectively,
representing an increase of 10.0% and 22.1% over 2004.

Excluding the gains from the disposal of the remaining 10.5% (2004: 30.0%) equity
interest in a Qingdao joint venture, 51% equity interest in Dongguan China Resources
Petroleum & Chemicals Co., Ltd. R HAM{ETAR AT and 17 petrol stations in
the Chinese Mainland, attributable profit for 2005 would have increased by 53.8%
over 2004.

The international crude oil prices surged considerably and averaged at US$56.6 a barrel
during the year, compared to US$41.4 a year ago. Consequently, the prices of petroleum
and related products remained at unprecedented high levels as compared to 2004.
Against the challenging operating environment, overall gross margin edged up in 2005.

Amid volatility in oil prices during the year, the petroleum operation reported notable
improvement in profitability, largely contributed by the aviation fuel distribution. Its
margin improvement was achieved by way of effective pricing and hedging measures
to weather through the oil price fluctuations.

The Group anticipates fluctuations in oil prices to continue in the near term and will
maintain a prudent approach to mitigate the impact on its business performance.

The encouraging profit contribution from piped-gas operations in Suzhou and Chengdu
also added to the increase in profitability for 2005. Since the Chengdu operations
started contributing profit in March 2005, there has been a strong growth in gas demand
and the Group has registered 1.1 million natural gas user accounts with commercial/
industrial customers and residential households by end of the year. In addition to the
establishment of a 50-50% joint venture in Wuxi, Jiangsu Province, the division newly
acquired a 100% interest in Taizhou Huajian Pipeline Gas Co., Ltd. &M EZEEBMRE
BRR A 7] and started up a venture in Fuyang, Zhejiang Province during the last quarter
of 2005. This further helps expand its piped-gas business in the Chinese Mainland.

With an objective of becoming the largest consumer company in China, the Group has
been restructuring and divesting its non-core businesses so as to shift its focus to the
core consumer businesses. By the end of 2005, the division has already entered into
agreements to dispose of 51% interest in Dongguan China Resources Petroleum &
Chemicals Co., Ltd. B2 EAME THBR A and 17 petrol stations in the Chinese
Mainland.

As part of the restructuring program, the Group has been assessing the feasibility of
various alternatives for the petroleum and related distribution business, one of the
remaining non-core businesses. The Group has appointed a financial advisor to advise
the feasibility of various proposals, including but not limited to an introduction of a
strategic investor for part of this business.
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Attributable profit for 2005 amounted to HK$356.0
million (2004: HK$319.8 million).

Container Terminal

The Group has a 10% interest in HIT Investments Limited
and Hutchison Ports Yantian Investments Limited. The
Hong Kong and Yantian deepwater port operations
continued to maintain a stable profit performance for
2005.

Bt #% E1 B FINANCIAL REVIEW

BEREE

AEEBRTRONESEEER  BRBEESHAEHES
FERANEER - REHENRESHES MR - RZTTAF
TZRA=+—HB FAEENGARESKRLEEESK
6,668,300,0007T  AEER_ZZERFT+-_A=+T—HH
BB A#%9,979,400,0007T  HAHEHS,168,700,0007T8
R—FEREIE - B%4,741,700,000 LR —FREBERFR
B8 - 75%69,000,0007TAIZER AFEEERE - RZTZThH
F+ZRA=1+—H A£EC2HIHEEERE -KRTR
—EETXNER ARIHEIA230,000,0003 5T A A ERE S
S FRBEEHLUZEERHE - RZTTNFNAMA -
AEERN—ZR2EWBRARMIOMRITEE —NHAZH
£ AELHER3,000,000,000T ' AHAFHEEE
o BERBERIE—RESHASE  RERBEEER
mE -

UASEEEFELURRES OB EESTE - A%
ENEELERNE14.4% ( —2ENE+-_A=+—8:
25.0% ) °

REEWEBEE « AF - WERAFTHEUET - BERA
R - W_ZETAF+-_A=Z+—0  AEEBRSER
EHRDRIBE23.8%AZETT » 36.8% AAREE K%37.9%AE
#A o AEBEEEP38.4%N24.1% D RIAET R A RS
H - HER37 3% RIIBEE AR o N - ARIKE N & F %=
RENER - AEEBF A TRAGHRFEHNEL -
AT E D E B R -

CAPITAL AND FUNDING

The Group’s treasury function has an objective of maximizing surplus cash for
internal funding while enhancing liquidity and yield. As at 31 December 2005, the
Group’s consolidated cash and cash equivalents amounted to HK$6,668.3 million. The
Group’s borrowings as at 31 December 2005 were HK$9,979.4 million with
HK$5,168.7 million repayable within 1 year, HK$4,741.7 million repayable after
1 year but within 5 years and HK$69.0 million repayable after 5 years. Committed
borrowing facilities available to the Group were fully utilized as at 31 December 2005.
Except for the US$230 million convertible guaranteed bonds, due for maturity in May
2006, all the borrowings were subject to floating rates. On 4 April 2006, a wholly
owned subsidiary of the Group, together with 10 other banks, signed a joint mandate
for a 5-year bank facility of HK$3 billion, the proceeds of which will be used to
meet general corporate fund requirements, inclusive of the refinancing of the
existing indebtedness.

On the basis of the Group’s net borrowings relative to the shareholders’ funds and
minority interests, the Group’s gearing was approximately at 14.4% (31 December
2004: 25.0%).

The Group’s principal assets, liabilities, revenue and payments are denominated in
US dollars, Hong Kong dollars and Renminbi. As at 31 December 2005, 23.8% of the
Group’s cash deposit balances was held in US dollars, 36.8% in Renminbi and
37.9% in Hong Kong dollars; whereas 38.4% of the Group’s borrowings was
denominated in US dollars and 24.1% in Renminbi with the remaining 37.3% in
Hong Kong dollars. Moreover, to mitigate foreign currency and interest rate exposure,
the Group entered into certain forward contracts and interest rate swaps to hedge
against part of its borrowings.
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EEEWES M Management Discussion and Analysis

During the year ended 31 December 2005, the Group spent approximately
HK$3,487.5 million on capital expenditure. Additions of fixed assets amounted
to HK$2,705.2 million, while the remaining HK$782.3 million were incurred for new
acquisitions in beverage and additional interests in supermarkets, as part of our
retail-led distribution strategy, together with the purchase of interests in jointly
controlled entities in petroleum and related products distribution. Capital expenditure
was primarily financed by internally generated funds from operations and bank
borrowings.

As at 31 December 2005, fixed assets with a net book value of HK$227.9 million
(31 December 2004: HK$799.3million) were pledged for total borrowings of
HK$248.3 million (31 December 2004: pledged for total borrowings of HK$595.4
million).

The Group did not have any material contingent liabilities as at 31 December 2005.

As of 31 December 2005, the Group, excluding its associated companies, had a staff
size of around 90,000, amongst which more than 95% were employed in the Chinese
Mainland, whilst the rest were mainly in Hong Kong. Remuneration packages are
assessed in accordance to the nature of job duties, individual performance and market
trends with built-in merit components, paid in the form of cash bonuses and share
options.

By order of the Board
CHEN SHULIN
Managing Director

Hong Kong, 6 April 2006
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