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Review of Operations

Retail

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.

Slowdown in economic growth caused by the global financial crisis
curbed consumer spending. Various types of discounts and promotional
activities were introduced to drive customer flow and stock turnover
yet the profitability of the retail division was undermined. However,
the increase in turnover has laid a foundation for recovery. Turnover
and attributable profit of the Group’s retail division for the first half of
2009 amounted to HK$18,986 million and HK$276 million respectively,
representing a corresponding increase of 9.6% and a decrease of 27.7%
over the same period of 2008.

Although global economic downturn may continue in the short run,
the overall mainland economy has already shown emerging signs of
bottoming out and stabilisation following the implementation of a series
of measures by the central government to stimulate domestic demand
and sustain economic growth. The mainland retail industry is expected
to recover gradually in the second half of the year.

With weakening global demand, Hong Kong’s external merchandise
trading value decreased significantly. Continuous rise in unemployment
rate, dampened consumer sentiment and the impact from HiN1
Influenza A altogether hit the retail market. Although Hong Kong’s
retail industry is not expected to recover in the short run with a gloomy
outlook for its operating environment, the recent upsurge in the stock
and property markets may stimulate a sooner than expected recovery.

Supermarket and Logistics

Turnover and attributable profit of the supermarket and logistics
operation for the first half of 2009 amounted to HK$17,317 million and
HK$224 million respectively, representing a corresponding increase of
10.7% and a decrease of 13.8% over the same period of 2008.

As at the end of June 2009, the Group operated a total of about 2,700
stores in the Chinese Mainland and Hong Kong, of which approximately
57.4% were self-operated and the rest were franchised stores. Major
store formats are hypermarket, supermarket and convenience store,
mainly operated under the brands of “ZFEE % vanguard”, “IE &R
£ CHINA RESOURCES SUGUO”, “&k& SUGUO”, “Vango” and “Olé”. In
terms of geographical contribution, Eastern China, Southern China, Hong
Kong and Northern China respectively accounted for 63.2%, 25.8%, 6.6%
and 4.4% of the operation’s turnover for the period under review.
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Review of Operations (continued)

Retail (continued)

Supermarket and Logistics (continued)

The persistence of global economic slowdown led to sluggish market
demand. GDP of the Chinese Mainland grew 7.1% year-on-year in the
first half of 2009, down from 10.4% in the same period last year. Total
retail sales of consumer goods for the first half of the year increased by
15% year-on-year, compared with 21.4% in the same period last year.
The 1.1% drop in consumer price index with a 0.3% decrease in food
prices in particular, in the first half of the year significantly affected
supermarket businesses which primarily focus on sales of food.

Economic downturn and unemployment suppressed consumer
sentiment. In addition to cautious consumer spending originating
from general expectations on discounts and promotional activities,
the decrease in food prices resulted in a year-on-year drop of 2.0%
in our overall same store sales for the period under review. To adapt
to the changing operating environment, the Group endeavoured to
improve fundamental operation management standards like upgrading
information technology and supply chain system which in turn speeded
up stock turnover, lowered stock-out rate, improved food safety and
facilitated the introduction of new products. Positive overall same store
sales growth already resumed in the second quarter of the year. To
foster organic growth, the Group will carry out tactical adjustments of
its product mix and operational mode based on region-specific needs
to cater for changes in consumer demand as well as further improving
service quality.

Benefiting from the adoption of a multi-format store approach to swiftly
increase its share in target markets so as to achieve market dominance,
the Group has gradually built up its competitive advantage with an
extensive local store network and business scale, boosting its image
of brands and attaining economies of scale in operation. Although the
economic downturn and intensified market competition, the Group
capitalised not only on its competitive advantage on scale of operation
to enhance price negotiation and cooperation with suppliers for profit
streams diversification but also on stringent cost controls in order to
improve profitability of the operation. Despite the losses from new
stores lowered the operating profit to a certain extent and in turn
affected the overall performance of the operation, the consolidated
earnings before interest, tax, depreciation and amortization for the first
half of 2009 amounted to HK$843 million, representing a growth of 7.5%
over the same period of 2008.

Slowdown in the Chinese Mainland’s economic growth and tumbling
consumer confidence have posed immense challenges to the retail
industry but at the same time offered opportunities for steady expansion
to the Group. The Group will further concentrate its efforts on improving
operational efficiency, strengthening business alliance with suppliers,
consolidating internal resources to maximize economies of scale, as well
as reinforcing and raising its market share in target regions.
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Review of Operations (continued)

Retail (continued)

Brand-fashion Distribution

Turnover and attributable profit of the brand-fashion distribution
segment for the first half of 2009 were HK$1,336 million and
HK$57 million respectively, representing a corresponding increase of
6.0% and a decrease of 30.5% over the same period of 2008.

As at the end of June 2009, the “Esprit” and “Red Earth” brand
distribution network expanded to over 1,100 self-operated and
franchised stores in the Chinese Mainland. A partial shift of garment
exports to domestic market as a result of the significant contraction in
the Chinese Mainland’s exports, coupled with various discounts and
promotions launched by garment retailers to digest inventory, intensified
market competition. Notably, there was a 2.4% drop in clothing prices
for the first half of 2009. In the midst of this operating environment,
same store sales of self-operated stores declined 8.2% and franchised
stores reduced their orders in the first half of the year. An increase in
inventory level also led to higher inventory provision. Launching of
aggressive promotional activities by shopping malls to drive customer
flow and stimulate consumer spending further squeezed our gross
margin, thus significantly affecting profitability of the operation for the
period under review.

As falling demand for fashion apparels will bring more fierce competition
for the fashion retail sector, it is expected that the operation will
continue to face tough challenges ahead in the short run. The Group
will formulate measures to optimize the procurement process and
expedite stock turnover, as well as further enhancing our service quality
to improve the overall profitability of the operation.

Other Retail Stores

Turnover of the other retail stores segment for the first half of 2009
amounted to HK$333 million, representing a decrease of 22.6%
over the same period of 2008. Attributable loss for the period under
review amounted to HK$5 million, compared to an attributable profit
of HK$40 million for the corresponding period in 2008. As at the end
of June 2009, the Group’s chain of retail stores mainly consisted of
4 Chinese Arts & Crafts 9% stores in Hong Kong and 44 CR Care #EH
% stores in Hong Kong and the Chinese Mainland.
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Review of Operations (continued)

Retail (continued)

Other Retail Stores (continued)

Following the global financial crisis, Hong Kong consumers remained
cautious on spending in the first half of 2009. This phenomenon
coupled with a notable decline in the number of tourists attributed to
the outbreak of HiN1 Influenza A caused a marked decrease in turnover
for the period under review of Chinese Arts and Crafts #7 £, which
focuses on sales of high quality and premium products. The decrease
in the second quarter in 2009, however, narrowed down compared to
that of the first quarter. To further improve its profitability, operating
performance reviews had been conducted and one non-performing store
was closed during the period under review. The losses on store closure
further impacted the operating results of the operation.

In a similar way, global economic downturn has affected the operation
of CR Care #H%. Lower demand for high-value products led to
a decrease in its turnover. Frequent promotional activities further
squeezed the gross profit margin. These factors, together with escalating
store rentals, caused the operation to record an operating loss for the
period under review. Proactive review of the stores was conducted to
enhance operational efficiency and three stores were closed when their
leases ended during the period under review.

Looking ahead, retail market sentiment in Hong Kong will remain weak
and the management believes its recovery is expected to lag behind
that in the Chinese Mainland for a minimum of 6 months. The Group
will implement flexible pricing strategies and product mix enhancement
to cater for customer preferences so as to overcome the impact of the
economic slowdown.

Beverage

The beverage division reported turnover and attributable profit for the
first half of 2009 of HK$10,216 million and HK$341 million respectively,
representing increases of 25.0% and 133.6% over the same period of
2008.

Beer Operation

The beer operation reported turnover of HK$9,474 million for the first
half of 2009, representing an increase of 24.8% over the same period of
2008. Attributable profit was HK$257 million, representing an increase
of 144.8% over the same period in 2008. Sales volume for the first half
of 2009 rose by 20.0% to approximately 4,187,000 kiloliters.
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Review of Operations (continued)

Beverage (continued)

Beer Operation (continued)

For the period under review, the Group reported remarkable growth
in organic sales volume of 12.1% with notable increases in Zhejiang
Province, Anhui Province and Sichuan Province. Such growth was
mainly driven by greater demand for beer in warmer weather, effective
ongoing branding as well as sales and promotion efforts. Furthermore,
sales volume in the same period of 2008 was severely affected by bad
weather and the earthquake in Sichuan Province, leading to a relatively
low base for comparison. Apart from organic growth, the overall
growth of sales volume was further supported by the contribution of
five newly acquired breweries and a newly built brewery during the
period under review. With the continuous efforts on brand integration,
the sales volume of our national brand “SNOW” grew by 23.6% to
3,578,000 kiloliters in the first half of 2009, which accounted for 85.5%
of the total sales volume.

Overall gross profit margin rose during the period under review which
was mainly attributable to the decline in material costs. Another reason
is the optimization of product mix to cater for the higher demand of
consumer taste, leading to a higher proportion of premium beer sales.

As at the end of June 2009, the Group operated over 65 breweries
in the Chinese Mainland with an annual production capacity of
approximately 13.6 million kiloliters, including the production capacity
of approximately o.4 million kiloliters from a newly built brewery in
Zhejiang Province and a total of approximately 0.8 million kiloliters from
the acquisition of brewing assets. In order to strengthen our market
position, widen geographical coverage, enhance operational efficiency
and optimize product structure, the Group completed the acquisition of
the respective brewing assets in five breweries, namely % E XA
R E A7 (Anging Tianzhu Beer Company Limited), FEZEMMIEHEE
E AR /A7 (Liaoning Songlin Brewery Group Company Limited), #7T&
7 E AR AR (Zhejiang Luck Beer Company Limited), |58 3t 37087
i (Shandong Hupo Brewery) and #EEEFEEBER AT (Yuteng
Group Yichun Beer Company Limited).

In order to capitalize on the opportunities prevailing at the moment,
the Group will cautiously seek and evaluate investment opportunities to
implement our consolidation strategy, while emphasizing enhancement
in operational efficiency.
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Review of Operations (continued)

Beverage (continued)

Purified Water Operation

The purified water operation, with “C’estbon 18E” as its sole brand,
reported turnover and attributable profit for the first half of 2009
of HK$742 million and HK$84 million respectively, representing
increases of 27.1% and 104.9% over the same period of 2008. Sales
volume for the period under review rose by 20.9% to approximately

736,000 kiloliters.

Enhanced distribution channels in existing markets, expansion of
sales networks in new ones as well as effective launch of promotional
campaign to raise brand awareness contributed to encouraging growth
in both sales volume and turnover for the first half of 2009. In addition,
production costs in respect of plastic packing materials dropped
following a considerable fall in the crude oil price from last year’s high.
Therefore, attributable profit of the operation increased substantially for
the period under review.

In view of increasing demand for packaged water driven by rising health
consciousness among mainland consumers, the Group will continue
to look for acquisition opportunities and upgrade production capacity.
The Group will also prudently expand into new markets and streamline
distribution process to lower production costs so as to further augment
its national market share.

Food Processing and Distribution

The food processing and distribution division reported turnover and
attributable profit for the first half of 2009 of HK$3,505 million and
HK$211 million respectively, representing decreases of 8.3% and 12.1%
over the same period of 2008. Excluding the gains from reducing
certain equity interests in strategic investments in the first half of 2008
and 2009, attributable profit would decrease by 7.1% as compared
to the corresponding period in 2008, mainly attributed to the weak
performance of the Hong Kong livestock distribution business.

For the period under review, our market share in the Hong Kong live
pig market stabilized through the synergy with the mainland livestock
raising business to allow a stable supply of live pigs. However,
intensified market competition subsequent to the opening of the Hong
Kong live pig market since July 2007 caused a decrease in gross margin,
thus resulting in lower profitability. In addition, consumer sentiment
was affected by the economic downturn and rising unemployment rate
in Hong Kong. Accordingly, both turnover and attributable profit of the
frozen food distribution business for the period under review declined as
compared with the corresponding period in last year.
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Review of Operations (continued)

Food Processing and Distribution (continued)

The Hong Kong government announced the result of an international
open tender for operating and managing the abattoir in Sheung Shui in
April this year, and the Group successfully renewed the contract right to
operate and manage the abattoir for a maximum of another ten years.
During the new operation period, the Group will continue to improve
the food safety system of its Hong Kong fresh meat market through
further innovation and enhancement of management quality as well as
generating the synergy with its livestock-related businesses for value
creation. In view of the global outbreak of HiN1 Influenza A earlier this
year, the division has formulated measures to minimize the possible
impact on its business.

The Chinese Mainland’s market will become a key area of our growth
on the back of a stable development of the Hong Kong market. Our
active expansion in meat processing, branded food processing and
distribution businesses in the Chinese Mainland delivered encouraging
growth in operating results during the period under review. Satisfactory
growth was recorded in the mainland slaughtering volume of live pigs
as well as turnover of meat processing and assorted foodstuff business.
The accelerated pace of investments in the Chinese Mainland has
strengthened the synergy among different operations and enhanced
the Group’s competitive edge in livestock raising, slaughtering, meat
processing, cold storage, logistics and sales distribution. At the same
time, livestock raising business in the Chinese Mainland also provided
strong support to the division’s livestock supply to Hong Kong and
mainland meat processing business.

Expansion in the markets of Africa and the Chinese Mainland as well
as enhancement of product mix helped raise the sales volume of the
marine fishing and aquatic products processing operation. In addition,
benefiting from the drop in fuel prices and measures like rearranging
shipping resources in different districts, promoting resource sharing
and enhancing efficiency that eased operating costs pressure, overall
gross profit improved, resulting in satisfactory profit contribution for the
period under review.

In the future, the Group will continue to improve its supply chain of
safe food and capitalize on organic expansion and acquisition so as to
become an outstanding safe food supplier with integrated research and
development, processing, wholesaling and retailing.
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Review of Operations (continued)

Investment Property

The investment property division, which mainly comprises retail property
rental segment, reported turnover of HK$266 million for the first half of
2009, representing an increase of 29.8% over the same period of 2008.
Attributable profit for the first half of 2009 amounted to HK$321 million.
Excluding the after-tax revaluation surplus of approximately
HK$125 million (First half of 2008: approximately HK$375 million) and
the decrease in deferred tax liabilities of approximately HK$52 million
resulted from the reduction in the Hong Kong profits tax rate in the first
half of 2008, attributable profit of the division for the first half of 2009
would increase by 41.0% over the same period of 2008.

Benefiting from new tenancy agreements of the Group’s Silvercord
property in Tsimshatsui, the division recorded considerable growth in
rental income for the period under review. Other retail properties also
recorded slight increases in rental and occupancy rates.

Looking forward, the impact on retail market sentiment in Hong Kong
caused by the financial crisis will be lessened. The limited supply of
prime retail space should also help lessen its impact on the retail
rental level of core shopping districts. The division will review its retail
properties for renovation potential from time to time with a view to
enhancing rental income.

Textile

Turnover of the textile division for the first half of 2009 was
HK$2,211 million, representing a decrease of 10.2% over the same
period of 2008. Attributable loss for the period under review amounted
to HK$67 million, compared to an attributable profit of HK$66 million
for the same period of 2008.

Exports of textile products continued to contract because of the global
economic downturn. According to the statistics of the China Customs,
the year-on-year decrease in the value of exports of textile products and
garment was 10.9% in the first half of the year. To address the continual
slump in exports, the division not only adjusted its product mix to
explore domestic market, but also adopted discounted sales strategy
to gain market share during the period under review. Thus, overall
sales volume rebounded in the second quarter of the year, easing the
decrease in overall turnover for the period under review. However, a
provision for the planned closure of a dyeing factory mainly contributed
to the operating loss of the division for the period under review.

The operating environment of the division is still full of challenges and
uncertainties for the second half of the year. The Group will continue
to tighten its cost control measures, actively explore new markets to
increase sales and devote more efforts to the research and development
of new technology and new products for constant product mix
enrichment in order to boost profitability of the operation in the long
run.
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Review of Operations (continued)

Investments and Others

Attributable profit for first half of 2009 amounted to HK$151 million (First
half of 2008: HK$190 million).

Container Terminal

The Group has a 10% interest in HIT Investments Limited and Hutchison
Ports Yantian Investments Limited. Performance of the Hong Kong
and Yantian deepwater port operations was adversely affected by the
declining exports from the Chinese Mainland during the period under
review.

Financial Review

Capital and Funding

As at 30 June 2009, the Group’s consolidated cash and bank balance
amounted to HK$9,349 million. The Group’s borrowings as at 30 June
2009 were HK$13,785 million with HK$4,732 million repayable within
1 year, HK$9,050 million repayable after 1 year but within 5 years and
HK$3 million repayable after 5 years.

On the basis of the Group’s net borrowings relative to the shareholders’
funds and minority interests, the Group’s gearing was approximately at
12.5% as at 30 June 2009 (31 December 2008: 18.7%).

The Group’s principal assets, liabilities, revenue and payments are
denominated in Hong Kong dollars, Renminbi and US dollars. As at
30 June 2009, 18.1% of the Group’s cash deposit balances was held in
Hong Kong dollars, 69.1% in Renminbi and 11.7% in US dollars; whereas
68.8% of the Group’s borrowings was denominated in Hong Kong
dollars and 25.1% in Renminbi and 6.1% in US dollars.

Pledge of Assets

As at 30 June 2009, assets with a carrying value of HK$697 million (31
December 2008: HK$289 million) were pledged for bank borrowings and
notes payable.

Contingent Liabilities
The Group did not have any material contingent liabilities as at 30 June
2009.
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,E\ZI;I%@EE(’@) Financial Review (continued)

== Employees

RZZZNAFRNA=1TH  BREEQRIA - K As at 30 June 2009, the Group, excluding its associated companies
S B2 49149,000 A+ B8 95%/E Bl A had a staff size around 149,000, amongst which more than 95% being
BA - BV EFERTEELEI - NEERES employed in the Chinese Mainland, whilst the rest mainly in Hong Kong
HMEFMZETENRE - ERRBREMSGBEE and overseas. Remuneration packages are assessed in accordance to
T WS EIR & S 4 2 22 - the nature of job duties, individual performance and market trends with

built-in merit components, paid in the form of cash bonuses.

AEFEE By order of the Board
EFpsE CHEN LANG

PR BA Managing Director

BE ZEENFNLA=AH Hong Kong, 3 September 2009
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