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The Group’s retail division mainly comprises three business segments:
(1) supermarket and logistics; (2) brand-fashion distribution in the Chinese
Mainland and (3) other retail stores operation.

In 2006, the Group’s retail division showed improved performance, underpinned
by sustained organic growth in the supermarket operation and further boosted
by China Resources Cikelong (Zhejiang) Supermarket Co., Ltd. (“Zhejiang
Cikelong”) #TEMZEREBM AR A A acquired in late 2005. Turnover
and attributable profit amounted to HK$20,418 million and HK$217 million
respectively, representing an increase of 26.0% and 102.8% over 2005.

At the same time, the economy of the Chinese Mainland sustained considerable
growth. Foreign trade continued to grow fast with an increase in foreign direct
investment. Improvement in job market has raised individual income levels in
both the urban and suburban areas. Increasing domestic consumption drove up
local consumer goods retail sales, and the Group’s consumer businesses have
thus benefited as a whole.

In Hong Kong, overall market sentiment remained positive due to buoyant
export trade in 2006. The general increase in household income, continuous
improvement in the local job market and steadily improving property market gave
rise to a distinct pick up of local consumption expenditure. Market outlook of
the local retail industry is encouraging with steady growth.

Supermarket and Logistics

Turnover of the supermarket and logistics operation for 2006 was HK$18,187
million, representing an increase of 28.7% over 2005. Attributable profit for 2006
amounted to HK$152 million, an increase of 1.8 times.

The division’s regional development strategies delivered promising results
in 2006. Through new store openings, acquisitions, line-up with franchised
stores and continuous expansion in retail networks, the Group increased its
market share in target regions. As at the end of December 2006, the Group
altogether operated a total of approximately 2,100 stores in Hong Kong and the
Chinese Mainland, of which approximately 48% were self-operated and the rest
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were franchised stores. Major store formats are hypermarkets, superstores,
supermarkets and convenience stores. In terms of geographical contribution,
Eastern and Central China, Southern China, Hong Kong and Northern China
respectively accounted for 55.2%, 26.6%, 12.6% and 5.6% of the division’s
turnover for the year under review.

Turnover growth in 2006 was mainly driven by store openings as well as a
remarkable same store growth. Overall same store growth for the year was
8.2%, in particular a 9.6% increase was achieved for the Chinese Mainland. The
increase in payments from suppliers, which included incentives, store display
and promotion income, further boosted the turnover growth and improved the
overall operating results. The increasingly centralized purchase system from
improved retail networks strengthened the bargaining power in negotiations with
suppliers. In addition, optimization of operational logistics and rationalization of
management structure helped improve efficiency and achieve cost effectiveness.
Consolidated earnings before interest, tax, depreciation and amortization
(“EBITDA”) for 2006 amounted to HK$773 million, representing a 34.2% growth
over that of 2005.

The Eastern and Central China operation recorded a satisfactory same store
growth of 10.0%. Suguo succeeded in maintaining its market share and
optimizing its distribution network through the adoption of a multi-format
approach with mass coverage, active business promotion in the media as well as
consolidation of franchised stores during the year, which have achieved a same
store growth of 10.1%. However, Suguo’s newly opened hypermarkets, a new
store format adopted in 2005, still need adjustments to drive shoppers flow. To
improve the profitability of new stores and non-performing stores, key processes
and administration setups were modified and incentive schemes were refined.
Zhejiang Cikelong, acquired in late 2005, reported satisfactory profit contribution
for the year. To further enhance store clusters and market share in Zhejiang
Province, the Group also started a joint venture with a local supermarket chain in
Ningbo during the year.

In Southern China, store facelifts, better supply chain management and
innovative marketing initiatives delivered satisfactory results. Same store growth
of hypermarkets and superstores reached 11.2% and 13.4% respectively.
Streamline and optimization of management structure also helped rationalize key
processes and drive down cost. Whilst the performance of stores in Zhongshan
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Geographical distribution of the Group’s supermarkets as at 31 December 2006

RO %52 Tianjin
D2 54t Hebei
A Henan
BN 54t Hubei

JE #4220 Total number of stores : 2,148

BHEHEERMWES G ZAM
Geographical turnover breakdown of
the supermarket business

FRRED
I

Eastern and Central China

[
Southern China

-
Hong Kong

#i
Northern China

m 1t3 Beijing

11 Shandong

SI% Jiangsu

Z{# Anhui

W1 Zhejiang
m 1t Guangdong
m %% Hong Kong

55% 49%

A2 AR A 7 China Resources Enterprise, Limited ® Annual Report 2006 &%

29



L4 Retail

hEE B IA - &EP ILTTHIZENE
JER 5 Lifestyle Store fE A AIE8 5 AR BT YA
EREXRBNARMNIEE - AEFEHHELR
LEMMMAS  ARMEEE  B(EPIEREN
EiBRE ) - NEBUREATIRES -

FEiih RS F RN 26.3%  TBRERE
Y B T S AR B IE 6 o AT - B0 B R A E
%’7%:%?ﬁﬁ%ﬁZ?\\ﬁ%%%%?&ﬁﬁ’ﬂ%ﬂﬂﬁﬁ%
DEERR R - BRI - FiEE
BYETRE  REAFERFERS /?EE
TE o REBHHMEBERSEK  EHBERAFE
AT R - BEERAS - URIIA
o RIS BTN c AREN _TTX
F+ ARI N R I R — B D A
BEIMEWRE LR o

B[R E S A T Y F R AR R
ZIK%%’\E%?Fﬁ%ﬁ%&ﬁ%ﬁ@ylﬁﬁ{gﬁ% :
AERTISHEAR - BERNEEREERN
TEXHERBERRITSHEERFENTX
B HETHEREM S AANRNEEE
BHIER -

REHBNZEMSHNET  ARERR
B U R R IR B MR R TS R AR R AR A
W SEEEHIEE - - 8™ - NERE
=R RMRATSEER -

1R B 1 7 R AR 8

IR EREHEERNR T
R EE R D
75 ¥ 26,000,000 JT
11.1% ;2 85.7% °

TREHBER
7l 7% 7 % 1,553,000,000 7T &
AR FEREHM

and certain hypermarkets and supermarkets, which include the lifestyle store in
Dongguan, were still slack for the year under review, the Group will concentrate
its efforts in product mix enrichment as well as supply chain and store operation
reinforcement to drive the overall profitability of the segment.

The 26.3% turnover increase in Northern China was mainly attributable to
the acquisition of stores in Tianjin and new store openings. In spite of this,
the operation recorded net loss for the year owing to head-on competition
from foreign retail operators in same areas and withdrawal of certain in-store
consignment counters. Certain redevelopment works in the areas also affected
customer traffic. The Group is slowing its pace of expansion in the region,
putting in more efforts to rationalize existing stores and its related supply chains,
and adjusting the product mix to improve store profitability. Meanwhile, the
Group has entered into an agreement in October 2006 to set up a distribution
centre in Beijing for the integration of procurement and logistics network in
Northern China.

The Hong Kong operation faced strong competition from major local market
players. The Group cautiously monitored the concessions offered to customers
while securing its market share at the same time. With solid revival in domestic
consumption expenditure, sustainable retail sales growth and growing demand
for quality warehouse space, it is believed that the Hong Kong operation will
benefit in medium to long term.

To cope with prevailing keen competition in the retail market, the Group will focus
on new acquisitions and development of hypermarkets and superstores through
new store openings and moving into second and third tier cities in order to raise
market presence in the target regions.

Brand-fashion Distribution

The brand-fashion distribution segment reported turnover and attributable profit
for 2006 of HK$1,553 million and HK$26 million respectively, representing an
increase of 11.1% and 85.7% over 2005.
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The “Esprit” brand delivered strong growth in turnover and attributable profit of
34.4% and 50.0% respectively for the year under review. The growth of retail
and wholesale business was largely the result of existing stores facelifts, new
store openings, active business promotion for higher brand recognition, together
with enhanced product design. Self-operated stores recorded a same store
growth of 19.7% while satisfactory sales growth of franchised stores also helped
improve the performance of wholesale business. The distribution network of the
“Esprit” brand as at the end of December 2006 comprised approximately 730
self-operated and franchised stores in the Chinese Mainland.

The continuous brand portfolio review since the last quarter of 2005 has showed
effect; distribution of certain brands ceased upon expiry of the distribution
contracts, while certain brands considered to have limited development potential
have been pulled out. Clearance sales and successive store closures in 2006
impacted the overall profitability of the segment.

Other Retail Stores
Other retail stores segment reported turnover and attributable profit for 2006

of HK$678 million and HK$39 million, which remained relatively comparable to
last year. The Group’s chain of retail stores as at the end of December 2006
consisted of 5 Chinese Arts & Crafts i Z: stores in Hong Kong and 37 CR Care
# B & stores in Hong Kong and the Chinese Mainland.

Owing to an increase in turnover during the second half of the year largely from
business promotion associated with re-opening of a relocated store at Pacific
Place in June 2006 and another store in Central in August 2006, Chinese Arts &
Crafts FAZ% reported improvement in profitability.

Ongoing product mix enrichment to capture increasing demand for health food
and traditional Chinese medicine, amidst rising health awareness amongst local
community, contributed to improved gross profit for CR Care ZEE & stores
in 2006. However, cost pressure from increased store rentals resulting from
tenancy renewal upon expiry or stores relocations have caused the operation
to report a small loss for the year under review. Through enhancement of store
layout, resources alignment and the development of its own branded products,
improvement in overall profitability of CR Care )& stores is anticipated.
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The beverage division reported turnover and attributable profit for 2006 of
HK$9,455 million and HK$174 million respectively, representing a corresponding
increase of 37.9% and 27.9% over 2005.

Sales volume of beer rose by 34.4% to approximately 5,305,000 kiloliters
for 2006. In particular, our national brand “SNOW” achieved remarkable
performance, with sales volume reached 3,037,000 kiloliters, representing
57.2% of the total sales volume and an impressive growth of 91.9%. The
increase in turnover and sales volume was mainly contributed by organic growth
with a notable sales volume increase in Sichuan, Liaoning, Auhui, Heilongjiang/
Jilin and Beijing/Tianjin regions. This was mainly attributable to the successful
brand name integration through initiatives in the “SNOW” brand promotion and
in market distribution. Market demand was further driven by the hotter than
expected weather in typical peak season and the warmer weather in winter.

For the year under review, the Group put in continuous efforts for product mix
enrichment in most of the regions so as to cater for the lifting of consumer’s
taste. The slight increase in average selling price per kiloliter compensated for the
increase in production cost; overall gross profit margin remained comparable.
However, considerable investment was expended on building sales distribution
channels and consumer popularity of the “SNOW” brand during preliminary
market expansion in certain regions. As a result, the increase in average selling
and distribution expenses per kiloliter offset the contribution of sales volume
increment to profitability.

As at the end of 2006, the Group operated approximately 50 breweries in the
Chinese Mainland with an annual production capacity of approximately 7.6 million
kiloliters. The Group successfully completed several new acquisitions during
the year. With a strategic move to reinforce the Group’s market position and to
supplement the operations in existing and target regions, the Group acquired an
85% interest in RMEREVEATR A A (Quanzhou Qingyuan Brewery Company
Limited) and a 100% interest in 347/ T R F%MEE AR A 7] (Zhejiang Yinyan Brewery
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Company Limited), and the related brewing assets in ZZ#EIL I EE AR &
f£A 8] (Anhui Huaibei Xiangwang Brewery Company Limited), & B8 5 5< &
#ER S E2AF (Wulanhaote Mengyuan Brewery Company Limited) and LI 7§
A 11258 A R A 7] (Shanxi Yueshan Brewery Company Limited). Additionally,
the new brewery in Harbin, Heilongjiang, which is also for the production of
the “SNOW” brand beer, commenced trial operation in January 2007. In the
same month, the Group entered into an agreement to acquire the remaining
38% interest in the brewery companies in Sichuan and a 100% interest in a
brewery company in the Guizhou Province of the Chinese Mainland through the
acquisition of the entire interests in 5% (2@ ) R EE2A 7 (Blue Sword (Group)
Company Limited).

Production expansion is driven by market expansion. To consolidate its position
as the largest beer producer in the Chinese Mainland in terms of sales volume,
the Group has concrete plans to enlarge the production capacity of certain
breweries that have currently reached maximum beer production capacity, in
order to support the growth of our national brand “SNOW”.

Moving forward, intensified competition in the China beer market is anticipated.
To strengthen its competitive advantage, the Group will keep on putting

emphasis on branded product mix enrichment, operational improvement for cost
saving, continuous market integration and expansion to capitalize on the growing
momentum in the beer consumption in the Chinese Mainland.
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Geographical distribution of the Group’s breweries as at 31 December 2006
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The food processing and distribution division reported turnover and attributable profit for
2006 of HK$6,092 million and HK$435 million respectively, representing an increase of
8.3% and 5.1% over 2005. Excluding a HK$59 million gain on disposal of an associated
company in 2005, attributable profit of the division for 2006 increased by 22.5%.

Foodstuff distribution operation reported a notable growth in profitability. In light of growing
concerns over food safety and quality, together with determined efforts in distribution
channel rationalization, the “Ng Fung” brand of high quality fresh meat continued to be
highly appreciated. Ongoing enrichment in product mix, introduction of new products to
meet customer demand trends, coupled with vigilant expansion of sales and distribution
network for frozen meat and other assorted foodstuff distribution business also contributed
to the business growth of the division.

Despite the record high fuel prices impacting on the profitability, the marine fishing and
aquatic products processing operation reported satisfactory growth in turnover and
attributable profit. For the year under review, sales volume rose by about 2% through
effective branding and marketing in the overseas markets. Regular on-site monitoring
of fishing fleet fuel utilization and cost saving measures were carried out to keep the
production costs under control, leading to a substantial profitability improvement.

The Shenzhen operation reported a marked growth in profit contribution in 2006, which
was mainly achieved through proactive expansion of fresh meat sales network and
effective operating cost control initiatives in pig sourcing, slaughtering and fresh meat
production. The encouraging performance of its meat processing division was attributable
to the effective launch of promotional campaigns and enhancement in distribution network.
Its brand “Z =" was recognized as the well-known brand in Shenzhen.

The Shanghai meat processing centre, which commenced operation at the end of 2005,
has increased its slaughtering volume and reported profit contribution for the year under
review. The effective launch of promotional activities has raised the popularity of its brand
“HZ FR” in local market. Initial sales network was established in the Shanghai market
with nearly 1,000 sales outlets, including group procurement customers and those in
supermarkets and specialty shops. Stringent cost control initiative drove down costs in
the course of procurement, production as well as selling and administration, which in turn
increased profitability.

The Group’s expertise in slaughtering techniques and management in Hong Kong will pose
core competence in lifting the slaughtering quality and management level in light of hygiene
awareness of both Shenzhen and Shanghai operations.
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Turnover of the textile division for 2006 was HK$4,453 million, representing an
increase of 3.8% over 2005. Attributable profit for 2006 amounted to HK$61
million, representing a decrease of 24.7% from 2005.

Turnover growth was mainly driven by a boost in export sales of high-end
products, namely MAKO yarns and nylon HOY, and FDY yarns under robust
market demand. Product mix enhancement, a result of technology upgrade,
contributed to a 15.8% increase in average selling price of yarns. The more
economic usage of cotton mix and the gradual shift in the use of imported
cotton has reduced the raw material costs for production. However, a material
worker’s compensation incurred for workforce redundancies of two factories, the
continuing underperformance of the dyeing business as well as the rising cost
pressure from the increase in electricity price in July 2006, altogether lowered the
profitability of the textile division for the year under review. The reduction of VAT
refund on export of textile products from 13% to 11% effective in the last quarter
of 2006 brought further cost pressure to the division and will pose a challenge to
the profitability in the coming year.

Moving forward, in view of the continuous change in the trend of the textile
market, our focus will be primarily on the production of high-end products.
Scheduled technology upgrade of certain production facilities in 2007 will further
improve the production efficiency and in turn will help drive the overall turnover
and profitability of the division in the long run.
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The property division, which comprises rental property segments of retail,
office and industrial premises, reported turnover for 2006 of HK$349 million,
representing an increase of 16.7% over 2005. Attributable profit for 2006
amounted to HK$647 million. Excluding net-of-tax valuation surplus and disposal
gains of certain non-core investment properties with an aggregate amount of
approximately HK$432 million (2005: approximately HK$508 million), attributable
profit of the division for 2006 increased by 18.1%.

Retail rentals during 2006 regained its momentum after a period of market
consolidation in the second half of 2005. Against expected further economic
growth and increasing consumption expenditure of the local households, retail
sales are expected to benefit and provide further growth impetus to retail rentals.

Satisfactory rental increases were attained for both new and renewed tenancies.
Capitalizing on the favorable retail market opportunities, the newly redeveloped
multi-storey retail property on the Hennessy Road, Wanchai has been fully let out
since September 2006 and made steady rental income contribution. This led to
an overall increase in effective rent per square foot and satisfactory occupancy
rates of the Group’s retail properties portfolio.

The mall JTF9#r DL at Jiangmen, with our supermarket as its anchor tenant,
commenced operation in April 2006 with its latest occupancy rate having reached
about 82%. Specific measures and events were launched to further drive up
rentals and shoppers flow during the initial stage of the operation. The shopping
mall at Xinhui is currently under renovation. Both malls, being the property
division’s initial market entries to the Chinese Mainland, will bring in new revenue
streams as well as experience to capture further investment opportunities in the
mainland market.
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Turnover and attributable profit of the petroleum and related products distribution
division for 2006 amounted to HK$25,100 million and HK$1,002 million
respectively, representing an increase of 20.4% and 60.6% over 2005. Excluding
a gain from the disposal of the 100% equity interest in China Resources
Petrochems Holdings Limited in 2006 and the gains from the disposal of certain
non-core assets in 2005, attributable profits for 2006 increased by 25.0%
over 2005.

Turnaround in profitability of filling stations operation in Hong Kong was primarily
attributable to the reduced intermission of price-fixing mechanism effective from
March 2006. Volatility in oil prices during the year under review had a slight
impact on the gross margin of the petroleum distribution. The improved profit
contribution from the piped gas and chemical operations in the Chinese Mainland
also contributed to the increase in overall profitability.

Consistent with the Group’s focus on the core consumer businesses, the Group
disposed of its interests in the piped gas, chemicals distribution and other
petroleum related businesses in the Chinese Mainland during the year. On 14
March 2007, the Group has entered into a framework agreement to dispose of its
100% equity interest in China Resources Petrochems Investments Limited, which
is the holding company of all the Group’s petroleum distribution business in Hong
Kong, including the wholesaling of petroleum products and the operation of petrol
stations. The formal agreement is expected to be signed in mid April, 2007.
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Attributable profit for 2006 amounted to
HK$421 million (2005: HK$356 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 in 2006.

Capital and Funding

As at 31 December 2006, the Group’s consolidated cash and cash equivalents
amounted to HK$7,056 million. The Group’s borrowings as at 31 December
2006 were HK$8,837 million with HK$4,997 million repayable within 1 year,
HK$3,836 million repayable after 1 year but within 5 years and HK$4 million
repayable after 5 years. Committed borrowing facilities available to the Group,
but not drawn as at 31 December 2006 amounted to HK$1,300 million. All the
borrowings were subject to floating rates. On 15 May 2006, a wholly-owned
subsidiary of the Group, together with 16 other banks, signed a 5-year revolving
credit/term syndicated loan facility of HK$3 billion, interest bearing at 0.28% p.a.
over HIBOR. The proceeds are for general corporate funding and the refinancing
of the redemption of US$230 million convertible guaranteed bonds upon maturity
in May 2006.

On the basis of the Group’s net borrowings relative to the shareholders’ funds
and minority interests, the Group’s gearing was approximately at 7.1% as at
31 December 2006 (31 December 2005: 14.3%). The decrease in net debt of
the Group was mainly resulted from the cash inflow from operating activities
particularly the beverage business and the consideration received from exercise
of share options.

The Group’s principal assets, liabilities, revenue and payments are denominated
in Hong Kong dollars, Renminbi and US dollars. As at 31 December 2006,
22.2% of the Group’s cash deposit balances was held in Hong Kong dollars,
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36.7% in Renminbi and 40.0% in US dollars; whereas 61.1% of the Group’s
borrowings was denominated in Hong Kong dollars and 26.2% in Renminbi with
12.6% in US 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.

Pledge of Assets
As at 31 December 2006, assets with a carrying value of HK$153 million (31

December 2005: HK$228 million) were pledged for total borrowings of HK$214
million (31 December 2005: pledged for total borrowings of HK$248 million).

Contingent Liabilities
The Group did not have any material contingent liabilities as at 31 December
2006.

Employees

As at 31 December 2006, the Group, excluding its associated companies, has a
staff size of around 113,000, amongst which more than 93% were employed in
the Chinese Mainland, whilst the rest were mainly in Hong Kong and overseas.
Remuneration packages are assessed in accordance to the nature of jobs
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, 4 April 2007
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