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Company Profile
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Tsingtao Brewery Company Limited, the earliest brewery in China,
can trace its root back to 1903 when its predecessor, Tsingtao
Brewery Factory, was established. The Company was incorporated
on 16 June 1993, and then issued H-Shares in Hong Kong which
were listed on The Stock of Exchange of Hong Kong Limited on
15 July 1993. It was the first enterprise in Mainland China listed
on an overseas stock exchange. In July 1993, the Company issued
A-Shares in PRC, which were listed on the Shanghai Stock
Exchange on 27 August 1993.

The business scope of the Company is the brewery and sales of
beer, and other related business. The Company occupies leading
position in production scale and market share with 51 breweries
and 1 malting plant in 18 provinces, cities and regions all over
China. Its product Tsingtao Beer has become one of the most
well-known Chinese brands in the international market and has
been distributed to more than 50 countries and regions throughout
the world.

The Company is the Official Sponsor of Beijing 2008 Olympic
Games.
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Bul BIEWHE  Financial Highlights

— . A v B S R e J 4R 1. Prepared in accordance with HKFRS
(Hfr 2 NR¥TF) (UNIT: RMB’000)
£ H
Group
2007 2006 2005 2004 2003
9 Turnover 13,529,892 11,677,160 10,019,857 8,620,687 7,507,959
3 B T 2 A Profit before taxation 992,580 627,820 531,662 490,465 417,364
BLIE Taxation (413,812) (179,063) (188,356) (186,391) (134,988)
A B R A 2R Profit and loss of minority
shareholders (39,857) (890) (36,717) (18,911) (37,331)
T TR o A Profit attributable to
shareholders 538,911 447,867 306,589 285,163 245,045
W% Total assets 11,545,235 9,577,983 9,575,458 9,820,533 8,923,569
481 1 Total liabilities (5,556,900)  (3,878,260)  (4,042,382)  (4,522,072)  (3,929,278)
A BB SR RE 75 Minority interests (479,150) (452,294) (576,686) (544,333) (579,465)
JBE TRHE 45 Shareholders’ equity 5,509,185 5,247,429 4,956,390 4,754,128 4,414,826
# M
Group
2007 2006 2005
1. BRARNCT) Earnings per share (RMB) 0.412 0.342 0.248
2. BEEWLZR (WM  Return on net assets (fully diluted) 9.78% 8.53% 6.19%
3. BREFEEQGD Net assets employed per share (RMB) 4.21 4.01 3.79
4. JBERCRE 4% Lb i Shareholders’ equity ratio 47.72% 54.79% 51.76%
H OB B AR A A ZRR IR
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Bul BIEWHE  Financial Highlights

T 3B B B A
LA RRLE B YR

(HAfr 2 AR TL)

2. Prepared in accordance with PRC GAAP

1. 2007 financial information of the Group

(UNIT : RMB’000)

BN Operating profit 885,950
AR X Total Profit 1,004,123
S Jg 7 B o ] JBE A A Net profit attributable to shareholders of listed Company 558,142
S g S B 2 ) e SR R Net profit attributable to shareholders of listed Company
I R W 4R 2% 4R 0 R after deduction of extraordinary profit and loss 410,462
&S B A B AR BT Net cash flows from operating activities 1,094,094
Ao EREMEEAIEE B Note: Extraordinary items include:
1. J i ) o A R A Gains on disposal of non-current assets 11,494
2. G AR IR AR B BOM AR B > {H BL A ] Government subsidies included in the profit and loss
EBE VIR > B R of the period, but excluding government subsidies
E B E B 5% 0 BOM Al B B Ab closely related to the business of the Company and
are of fixed amount or fixed quantity in
accordance with the State’s unified standards 96,202
3. B bt A& T 2 A i R Al 3 A ik S R A Other net non-operational income and expenses
excluding the above items 10,477
4. JEAT 18 A B AR ) 3% 48 b 8 Write-off of opening balance of welfare funds payable 57,550
5. JRRH k18 25 0 B 49 B R B Income tax effects on extraordinary gain and losses (28,043)
it Total 147,680
2. ARABEEAEF WSS A RAF E BT 2. The financial statements of the Group are prepared under

B PR A A SR B O Y U AR R %S
e J) B A AR [ 3 AR AR R o o o R A
TEFES -

Hong Kong Financial Reporting Standards (“HKFRS”) for
disclosure purposes of its H Shares listed on The Stock
Exchange of Hong Kong Limited. These standards are
different from the generally accepted accounting principles
in China (“PRC GAAP”) adopted in the statutory financial

statements of the Group.
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(HApr = AN RWFTIE)

(UNIT: RMB’000)

Hul ¥PEH E  Financial Highlights

LR ¥
Net Profit Net Assets
A5 % LWy LRI A Y
B H Current Last Opening Closing
Item period period balance balance
Hevfr b gy 5t 1 Under PRC GAAP 558,142 436,958 5,228,197 5,509,185
e T v O Al o T R Separation and aggregation
SERAG under HKFRS:
PRl 4 o I 7 T 3 ) R A v B Additional provision for
i oty 1 F) 2 A AR Y depreciation charges
PNELER-EN A YR E S required due to
BRI difference between the
accounting for assets
valuation under PRC
GAAP and HKFRS (18,434) (366)
At Others (797) 11,275 19,232
e A 8 A o e S Under HKFRS 538,911 447,867 5,247,429 5,509,185
EX -8t YA T 3. Principal financial data and financial indicators
(#fr - AR#FFIL) (UNIT: RMB’000)
2006 2005
WA
W% CE3MES € 3 E kA
After Before After Before
LHEAFGER Major accounting information 2007 adjustment adjustment adjustment adjustment
(unaudited)
BERA Operating income 13,709,220 11,832,850 11,832,850 10,175,195 10,175,195
) 4 Total profit 1,004,123 616,247 614,812 536,806 528,328
5k e % B 2 W ORI Net profit attributable to shareholders
A of the parent 558,142 436,958 434,897 312,437 303,958
5k e % B 2 ] BRI Net profit attributable to shareholders
1B 6 ALK 4 2 1 R ) T of the parent after deduction
of extraordinary profit and loss 410,462 354,253 352,192 255,373 246,894
B A IR W A Basic profit per share 0.4266 0.3340 0.3324 0.2388 0.2323
MBE R Diluted profit per share 0.4266 0.3340 0.3324 0.2388 0.2323
1B I 80 o 9 5 4 1 B AR Basic profit per share after deduction of
Y e extraordinary profit and loss 0.3138 0.2708 0.2692 0.1952 0.1887
AT R A A (%) Fully diluted return on net assets (%) 10.13 8.36 8.33 6.32 6.15
TR ¥ 5 W (%) Weighted average return on net assets (%) 10.41 8.64 8.60 7.06 6.81
BRI I AR 2 Fully diluted return on net assets after
W R (%) deduction of extraordinary profit and loss (%) 7.45 6.78 6.74 5.17 5.00
1B 3 A P 9 2 1% 10 Weighted average return on net assets
T AR (%) after deduction of extraordinary
profit and loss (%) 7.65 7.06 6.97 5.81 5.53
BEETELNBAWREFH  Net cash flow from operating activities 1,094,094 1,127,832 1,127,832 1,180,576 1,180,576
BREEWHEL NS Net cash flow from operating activities
i 5 A per share 0.84 0.86 0.86 0.90 0.90
g E Total assets 11,545,235 9,560,722 9,589,433 9,555,729 9,589,117
ik e % B A ) 0 M5t OR 4 Equity (or shareholders’ equity) attributable
to shareholders of the parent 5,509,185 5,228,197  5223,722 4943844 4,941,430
ik e % B 2 W] ORI Net assets per share attributable to
R g shareholders of the parent 421 4.00 3.99 378 378

O W B AR A A
TSINGTAO BREWERY CO., LTD.
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Bul BIEWHE  Financial Highlights

4. B SO0 P DB R E 2 52 ) 4 DL 4.

Change in shareholders’ equity in the reporting period

(A2 NR¥Fx) (UNIT: RMB’000)

B B2 A
Attributable to shareholders of the parent

s

AREAE  MEEE SHBRK wit

Rk BARK  BRAK U HiEH 24 Total
Share Capital Surplus  appropriated  Translation Minority ~ shareholders’

%H Items capital reserve reserve profits difference interests equity

Boy(EER) Opening balance (restated) 1,308,219 2,854,810 476,721 583,710 4737 453,157 5,681,354

K Tncrease in the period 9,755 18,498 558,142 898 55,896 643,189

KRS Decrease in the period (306,306) (29,902) (336,208)

LIRS Closing balance 1,308,219 2,864,565 495,219 835,546 5,635 479,151 5,988,335

b =aS Reasons for changes:

(1) BN « AEN I % ol & 4w g (1)  Capital reserve: Increase in the year represents the
FE R s recognition of available-for-sale financial assets;

(2)  ZBBROARE AN A AR R B BB A (2)  Surplus reserve: Increase in the year represents the
s surplus reserve appropriated in the year;

(3)  RATEAE = ASEE B hn % A48 5 B B (3)  Unappropriated profits: Increase in the year represents
BT H R s AN AR Dl A s AR AR F2 B the net profit attributable to the parent realised this
BN RSB RR 3 year. Decrease in the year represents the appropriation

of surplus reserve and distribution of dividends;

(4) AP R ¢ AAE Y o R A A (4)  Translation differences: Increase in the year represents
APRESR TP AR s the recognition of translation differences of

subsidiaries;

(5) A HUBRTRBEDSS - AW A A B R E 2 (5) Minority interests: Increase in the period represents
DL R R NG A > AWk A B 4y e profit and loss of minority shareholders and
H o contribution from minority shareholders, while

decrease in the period represents the distribution of
dividends.
TRRLEER OB W R AR A
ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD.
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Mr. LI Gui Rong

RSB

Dear shareholders,

I hereby present the Business Report and audited Financial
Statements of Tsingtao Brewery Company Limited for the
accounting year end 31 December 2007 for your kind review.

Analysis of Domestic Market

In 2007, the domestic brewery sector maintained its continuous
growth. Its annual sales volume reached 393.1 million hl with a
year-on-year growth of 13.8%, which enabled it to become the
country with largest beer production and consumption, and one
of the fastest growing markets in the world for the fifth
consecutive year. At present, China’s beer market is still in the
phase of integration, and the prospect brought about by the rise
in consumption has caused the domestic and international brewery
magnates to increase their investments in China. The production
capacity was increased through mergers and acquisitions, new
construction and expansion, which led to fiercer competition and
a more centralized market. In 2007, the market share of the top
10 domestic beer producers reached 64%. The moderately
tightened financial trend in China and the rising price of raw
materials for beer production in recent years brings great pressure
to the beer producers, and the profit of the industry remains low.
Despite of these factors, as there is still a relatively big disparity
in per capita beer consumption volume between China and other
developed countries, the leading enterprises in the beer industry
still have great room for development with the increase in national

consumption level.

“RRLEER
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FHEH 3 Chairman’s Statement
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Steady Growth in Operational Results

In 2007, the Company further improved its corporate governance
and internal risk control system by focusing on its annual work
guideline, and achieved better operational results by deepening
organizational reform, optimizing resource utilization and
strengthening brand promotion, etc. This year, the Company
realized a sales volume of 50.5 million hl, representing an increase
of 11% compared to 2006, among that the sales volume of the
principal brand reached 19.3 million hl, representing an increase
of 19% compared to the previous year. Calculation in accordance
with the HKFRS revealed a sales income of RMB 13,530 million,
representing an increase of 15.9% compared to the previous year;
profit attributable to shareholders was RMB540 million,
representing an increase of 20% compared to the previous year,
which continues to show a good development trend in which the
growth in profit is greater than the increase in sales income,
which is in turn greater than the increase in sales volume. The
Board of Directors proposed to distribute dividend in cash for the
year of 2007 with an amount of RMBO0.22 (A-share including
tax) per share.

Continuously Deepening Organizational
Reform

Based on an analysis of the future competition situation, the
Company has carried out organizational reform and business
rebuilding process with the principal aim to improve its value
chain. It has carried out specialized division of work for the
Company’s headquarters and its 7 original regional sales
companies based on the overall value chain of the Company, and
established a centralized management structure with 3 centers,
namely, investment, marketing and manufacturing, building an
organization with “integrative structure, resources gathering,
specialized work division and consistent implementation”. To
ensure the smooth implementation of the organizational reform,
the Company implemented team building, financial control and
risk prevention measures to ensure the steady promotion of the
reform. The organizational reform will give an impetus in
improving the Company’s core competitiveness, operational
efficiency and strategic cooperation impacts.
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Implementation of Strategies of Integration
and Expansion

In recent years, by focusing on the internal systematic integration,
the Company has been improving its management ability which
helped to establish a sound basis for future development. Under
the latest competitive situation, the Board of Directors of the
Company has formulated a development strategy of integration
and expansion to speed up its development. The year of 2007
was the first year in which the Company has implemented its
latest development strategy. Under the direction of the Company’s
overall strategy, a series of projects of new establishments and
expansions like Tsingtao Brewery Company Limited No. 3, Jinan
Company, Chengdu Company were successively carried out, which
led to an increase of 8 million hl in the Company’s total output
capacity within the year. The Company will maintain its leading
position in the national beer industry through more intense market
development.

Strengthening Olympic Marketing,
Accelerating Brand Integration, Increasing
Brand Impacts

In 2007, the Company further carried out Olympic marketing
activities in the theme of “Passion with Olympics”. It effectively
promoted the implementation of the Company’s Olympic
marketing strategy, and raised its brand impact and reputation
through the activities of “Tsingtao Beer ¢ City Show” and
“Tsingtao Beer ¢ I am the Champion”. The carrying out of the
“143” brand strategy led to a higher brand centralization level,
and the sales volume of its top 4 brands amounted to 76% of its
total sales volume, which is 8 % higher than that of the previous
year, and the sales volume of the high-end products like draft
beer and canned beer increased by 23% compared to the previous
year. According to the results of the “Top 10 Chinese Global
Brands Survey” announced by the UK “Financial Times”, Tsingtao
Beer was awarded the “Top 10” for the second time and its ranking
rose from No. 4 to No.3. In addition, Tsingtao Beer was ranked
No. 1 in 4 areas, namely, brand value, brand quality, product &
service, and brand value overseas rank, establishing an image of
high-end brand in the global market.
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Energy Saving and Operation with Integrity

As a beer producer, the Company takes its social responsibilities
seriously by saving energy and protecting the environment. For
years, the Company has been following the principle of “Reducing
Waste, Recycling and Transforming into Resources”, and
continuously carries out clean production and develops a
sustainable economy. It was also the first, among the domestic
beer industry, to be authenticated by ISO14001, OHSAS18001
and HACCP, and was awarded “Model Enterprise of Cleaner
Production” by China Cleaner Production Center. Compared to
the previous year, in 2007, the Company’s factories’ total water
consumption decreased by 10.37%, its electricity consumption
decreased by 6.95% while its standard coal consumption decreased
by 9.89%, making contributions to the harmonic development of
the enterprise and the society.

Outlook for 2008

For the year of 2008, we will face the opportunities brought
about by the rapid development of China’s economy, but on the
other hand, we will have to meet the challenges of increasing raw
materials price and fiercer competition. Therefore, the Company
had laid down its working guideline as “Deepening organizational
reform, gathering resources, integrating the capabilities, and
building a centralized supplying platform; strengthening
operational integration, insisting on cooperation, ensuring the
implementation, and establishing a powerful competitive system”.
The Company will adjust and improve its policies and work
procedures through deepening its organizational reform, and
establish the Company’s core competitive system by adopting
more professional reform management. The Company will promote
the projects with full strength using proceeds from RMB 1.5 billion
of bonds with warrants to reach its actual production capability
in time, so as to enlarge its production and sales scale, and improve
its profitability.

The 2008 Beijing Olympic Games is coming soon. It is a great
event for the world, and also an important opportunity for
marketing. As the official sponsor of the Games, Tsingtao Brewery
will continue to increase the brand impacts and market share of
Tsingtao Beer through a series of Olympic marketing activities
in the theme of “Being Passionate”.

In 2008, the Company will strive to achieve a total beer sales
volume of 57 million hl, with Tsingtao Beer accounting for 22
million hl. The Board of Directors believes that, with the efforts
of the management and all staff, the Company would achieve
faster development and reward all of its shareholders, clients,
staff and the society with good results.
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To all shareholders: The 5th Board of Directors will expire in
June 2008, so it has proposed a list of new Board of Director. I
have decided not to take position in the next Board of Directors
due to my age. With your great supports and affection, I have
worked as Board Chairman for 12 years since 1996. I am pleased
that we have witness together with our friends from all around of
the society Tsingtao Brewery’s fast growth in the principle of
shareholders’ interests taking the priority and with the joint efforts
by me and the board members in the past 12 years, whose sales
volume increased from 3.5 million hl in 1996 to over 50 million
hl in nowadays, together with the great increase in operational
results. I sincerely feel thankful to all of the Directors as I truly
know that we could not achieve such results without joint efforts
of them. Therefore, hereby I would like to express my sincere
gratitude to our shareholders, investors, business partners,
dedicative management team and staff for your great supports in
the past.

May Tsingtao Brewery have more glorious achievements under
leadership of the new Chairman.

Chairman

LI Gui Rong

Qingdao, the People’s Republic of China
21 April 2008
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HHFW L Report of the Directors

E TN v
Mr. JIN Zhi Guo
N = / = .
A R UL I. Operations of the Company
AR V) I R B S A 2R A D B L o )R A R BB The Company is mainly engaged in the production and sales of
MAF EERLFRELEE  HERERNES - beer, while its subsidiaries and associated companies are mainly
engaged in the production, sales and domestic trade of beer.
ARAT R P BRI EERMERZ— - The Company is one of the largest beer producers and distributors
in China.

AR 8 SERE R M) #6756 A iy A R B R T Nearly all turnover and profit of the Group are generated from

Ao the production and sales of beer.

1. J2 8 SR BN 2 i B R R D (v B i ) 1. The Company’s Revenues from Principal Business by

Wt 5%) Geographical Markets (calculated in accordance with
PRC GAAP)
Bpr: ARWFoT
RMB’000
1197 BEBA I LAEREW (%)
Region Business Earnings Increase/Decrease (%)
H B Qingdao 5,724,205 30.9
R (AEHEE) Shandong Province (excluding Qingdao) 2,111,182 17.2
3 b Hh [ North China 2,580,529 3.7
3 [ M [ South China 4,315,098 20.3
ooy e Exports 345,943 5.9
&t Sub-total 15,076,957 18.1
W A b Sy ER KBS % Less: Intra-group set-offs 1,547,065 41.8
&t Total 13,529,892 15.9
L3R~ 3 [ P O 6 B A R 064 AT R IR B R o The sales of beer in Shandong Province and South China recorded

greater growth compared with that in 2006.

ZERFLAEER O W B AR A A
ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD. 15
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2. BEEBT AN RS b E g
e 10 55 5%)

AR =57 5 il 5%

2. Operations and Results of Main Controlling Subsidiaries
(calculated in accordance with PRC GAAP)

Information of Top 3 Subsidiaries with Largest Profit

WL A RWET T
Unit: RMB’000
T8 AR EHHH My E ey R
Name of Subsidiary Business Nature Total Assets Net Profit
VRN T 7 B WAL Y P P L B 5 1,023,378 124,122
AR AT
Shenzhen Tsingtao Brewery South Domestic Trade of Beer
China Sales Company Limited
BN (BRif) A RA I iy L A R 532,029 80,005
Tsingtao Brewery (Zhuhai) Domestic Beer Production
Company Limited and Sales
YT & 8] 0 A RA R WL A R 8 B 734,976 63,764
Shenzhen Tsingtao-Asahi Beer Production and Sales

Company Limited
3. WEMIAEEEREME SR

(1) A2 =] 1 AT R R AR R I U
O3 T 4 R i KBTI 9.6% o

(2) AL 44 A A 2
s 511 6% -

b RATAER - B LB R ARIT
o R A A 2 ) Ay 20 T 5 % 2 T 3RS S e AL Ot
Z AT S B B T R AT R AR o

—. ) 4 L

FHEEEARE R EET AT LR
IR EE A BB R R 0.2270 (A& B » HRAR S
FEAI T AR — 4R o Rk R ALA A F %
LA R A A A

RN R AR A R LEER
TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007

3. Main Suppliers and Clients

(1)  The total amount of the Company’s purchase from
its top 5 suppliers accounted for 9.6% of its full-year
purchasing amount.

(2)  The total amount of the Company’s sales to its top 5
clients accounted for 6% of its sales amount in
aggregate

During the reporting period, Directors, Supervisors or their
associates or any shareholders who held more than 5% of the
Cmpany’s shares did not hold any interests in the aforesaid
suppliers and distributors.

II. Profit Distribution

The Board of Directors proposed a final dividend of RMBO0.22
(A-share including tax) per share for the year ended on 31
December 2007, and carried forward the remaining distributable
profits to the next year. The aforesaid proposed dividend is subject
to the approval by the 2007 Annual General Meeting (“AGM”) of
the Company.
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=. ikt III. Reserves

A5 0 A 2w B B I ok A 5 Y E B R A B S R Details of changes in reserves of the Company and the Group

(3 v T 5 i O Y A ) M RE 17 o during the reporting period are disclosed in the Note 17 to
Consolidated Financial Statements (prepared in accordance with
HKFRS).

DY B A A i K i BRI D IV. Changes of Share Capital and

Information of Shareholders

1. There were no changes of share capital during the

1o 3R AR 2 W) B s dm 5 ) o reporting period.
A W) VA A7 T 8 A 5 4R B B AT AT H 9T R DA Based on the public information which is know on the last
PR~ A ) HE ARG A B BB R B 5 AR actual practicable date before the annual report is published,
AV ABFRBCREE(FEH GRS MA which is also known by the Directors of the Company, the
B R BB (KR ALRND) R ZR - number of the Company’s shares held by the public has

been satisfied with the requirements in the Rules Governing
the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”).

BIEHEHIR - BARGHEW T - The structure of share capital by the end of the reporting period
is as follows:

WAL R
Unit: Share
K
End of
Reporting
Period
— ARELER (AK) I. RMB-denominated Ordinary Shares (A-share)
1~ RS 151 30 4 i 1 1. Listed Shares with Sales Restriction 417,394,505
2~ A PR B I 1 O B I 2. Listed Shares without Sales Restriction 235,755,495
o A B AN E R (HKR) 1I. Overseas Listed Shares (H-share) 655,069,178
JBe A 4 9 Total Shares 1,308,219,178
ZERLEEH RV B AR A

ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD. 17
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2. JRARB

(D

A IR A B B A8 8% 36,8797 » A (1)

BB 36,5095 » HIBE B H3705 -

Wb Aoy T MR R A i 3 B R R

TEAT AT Jie B 4 B A 1 DL o

2. Shareholders

As at the end of the reporting period, the total number

of shareholders of the Company was 36,879, in which
36,509 were holders of A-share, and 370 of H-share

During the reporting period, shareholders of the

Company did not or did not agree to give up

arrangements of any dividends.

(2) s IR AR 2\ i 2 B R R I YO (2) The shareholdings of top 10 shareholders of the
Company as at the end of the reporting period
B |
Unit: Share
B K B e It 1o 4
Shares Held (%)

AR N W at the End of Holding 1B B3 381 0

B 3K 45 1 Increase/Decrease the Reporting Percentage Class of

Shareholder’s Name within the Year Period (%) Shareholder

T L 4R AR 0 399,820,000 30.56 A R e

Tsingtao Brewery Group AR

Company Limited A-share

with sales

restriction

AP g AT (IR AR AT +2,990,699 298,256,072 22.80 HK

HKSCC Nominees Limited H-share

A-B Jade Hong Kong Holding 0 261,643,836 20.0 13014

Co, Ltd. H-share

Law Debenture Trust (Asia) 0 91,575,342 7.0 HJk

Limited H-share

R A R AR A 17,574,505 1.35 A B et

China Jianyin Investment Company Ltd. AR

A-share

with sales

restriction

ZEALRES—FN\AE 15,000,000 1.15 AR

National Social Security Fund 108 A-share

2B RESE - ZMA 10,749,300 0.82 Al

National Social Security Fund 102 A-share

LA EEETE S RS P T 9,000,000 0.69 AR

Boshi Thematic Sector Equity A-share
Securities Investment Fund

KB ERRE R GRS 8,194,667 0.63 Al

Dacheng Blue Chip Steady A-share
Securities Investment Fund

ZEALREE—FANAE 7,000,000 0.54 AlB

National Social Security Fund 106 A-share

GRS &l A ZRBLEER
TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007
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et 391 R AR 2y )i+ 45 48 B R Y 9

(3)

B 3K 44

Shareholder’s Name

(3) The shareholdings of top 10 holders of listed shares
without sales restriction of the Company as at the
end of the reporting period

WP RGERBEIOARAH
HKSCC Nominees Limited (Note)
A-B Jade Hong Kong Holding Co., Ltd.

Law Debenture Trust (Asia) Limited

ZHEALRESE—FNAE
National Social Security Fund 108
ZHEALRESE—-F_HAE
National Social Security Fund 102
MR EATER B R EAES

Boshi Thematic Sector Equity Securities Investment Fund

KRB BB R RE LS

Dacheng Blue Chip Steady Securities Investment Fund

ZHEALRESE—FANAE
National Social Security Fund 106
B 58 S R B R B R R B R

Huaxia Advantage Growth Equity Securities Investment Fund

ZHEALRESE—-F=HF
National Social Security Fund 103

Anheuser-Busch Companies, Inc. ([ A-BA
F ) 0 2 g A B HE B A W A-B Jade
Hong Kong Holding Co., Ltd. ([ A-BF& # 1)
F54261,643,836 B HIBL B4 © Law Debenture
Trust (Asia) Limited ([Z 36 A ]) #Z R Z 6
TR PEFA 91,575,342 HIR R A » 4%
T T R 2 B R R AT RS B A Y
AEYLRE o T B A S % B Ay B AL R 2R >
I8~ 2 4 IR Bk 8 S A # HA-B A
H 875 i B

B LBt > A 2 v S A 0 BE T+ 4 R 2
T~ T % A R A P 6 3R 9 e e R T
REFELCHBERER -STHA -

Bpro: R

Unit: Share

R A A WA A0 O OB O S JBt 453 B 381
Listed Shares Held Class of Shares
298,256,072 H&
H-share

261,643,836 HR&
H-share

91,575,342 HR&
H-share

15,000,000 Al
A-share

10,749,300 Al
A-share

9,000,000 Al
A-share

8,194,667 Al
A-share

7,000,000 AR
A-share

5,721,660 Al
A-share

5,500,000 AR
A-share

Anheuser-Busch Companies, Inc. (“A-B Company”) holds
261,643,836 H-shares through its wholly-owned subsidiary A-B
Jade Hong Kong Holding Co., Ltd. (“A-B Hong Kong”). Law
Debenture Trust Asia Limited (“the Trustee”) is arranged under
the entrusted voting to hold 91, 575,342 H-shares, and exercise
such voting right under the written instruction of the State-owned
Assets Supervision and Administration Commission of Qingdao,
while the financial interests including the dividends, profit
distribution and payments delivery of these shares are processed
under instructions of A-B Company.

In conclusion, the Company is unaware if there are any other
associations among the top 10 shareholders and the top 10 holders
of listed shares without sales restriction are parties acting in
concert.

“RRLEER
ANNUAL REPORT 2007
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(4)  F5 I e R %8 o 1 L (4)  Change of Controlling Shareholders
WMAEBN > AARERBRETSTHRER During the reporting period, SASACQ, the controlling
5 T 5 A< 2 ] 19 3998285 M 120 5% i e £ ) ot shareholder of the Company unconditionally
BHEETAF—FEWHEEEARAF transferred 399,820,000 shares of state-owned share
(THEMARE A FA o A B2 5 in the Company to its wholly-owned subsidiary
WOEGREREAEEEETHEZEY Tsingtao Brewery Group Company Limited (‘TB
e > WA FBBE G P EEE N Group Company’). The transfer of the subject state-
EEMA TR AV MEABEEE - R owned shares has obtained approval from SASAC,
200744 4 H SE R REM P T8 - A Bk and waiver of tender offer from Securities and Futures
RE B 0 B R LA W R 200742 H 6 H Commission in Hong Kong. The procedures for the
3H27H A4 11 H A6 35 W Ab B4 A 4 o shares transfer was completed on 4 April 2007. For
details of the subject for the shares transfer, please
refer to the announcements disclosed both at home
and in abroad on 6 February 27 March and 11 April
2007.
(5) HBEEERK (5)  Substantial Shareholders of H-shares
20074 12H31H > B Falt A4 > KA Save as disclosed below, the Directors of the
] 0 g R N A R AR A E W E Company are not aware of any persons other than a
B Eom AT BN B Al A 0 I A DL Ab Director or Supervisor or chief executive of the
M Nt FE A2 R 0BG B AH BR B4 T Company or his/her respective associate(s) who, as
FRERBIR A » W% R 25 Bk B R 48 at 31 December 2007, had an interest or short position
CGBZE R B GRBD) (%2058 5715) in the shares or underlying shares of the Company
([ 25 B 91 B R A5) 1) 58 33 646k T 4 47 11 %% which was recorded in the register to be kept under
R & S Section 336 of the Securities and Futures Ordinance
(Cap. 571, Laws of Hong Kong) (the “SFO”):
Bed/ KM RS Tk £n fhizWukz
e £ o 4 H Bk 24 AAk
Number of Asa Asa
shares/ percentage of percentage
## 3 I8¢ 3 %5 1 5 B iR underlying the entire of all
Name Nature Class of Shares Capacity Note shares issued capital H Shares
L H#AH AR o A I 399,820,000 30.56% 1
SASACQ Long Position A-Share Corporate Al N/A
A-Shares
H#a Hi CRIVSE 12 353,219,178 27.00% 53.92%
Long Position H-Share Section 317 H
Agreement H-Shares
A-BAT H#A H ElEs/ 12 353,219,178 27.00% 53.92%
A-B Company Long Position H Share ARt s Hik
Corporate/ H-Shares
Beneficiary
of a trust
g3 AR 53178 B ik I 399,820,000 30.56% i
Long Position A-Share Section 317 Al N/A
Agreement A-Shares
R A TRRLAER
TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007
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Beh /KB fawess 2k
Ty iy 4 H BeAZE b LiE.AL:
Number of Asa Asa

shares/ percentage of percentage

i 34 JBe 43 350 8 5 B 3 underlying the entire of all

Name Nature Class of Shares Capacity Note shares issued capital H Shares

JPMorgan iR HI% SHAEmER /3 46,119,051 3.53% 7.04%

Chase & Co. Long Position H-Share E‘fﬁ%ﬁk/ HMl

hgum/ H-Shares
REA
Interest of controlled
Wl A i Hfj corporations/ 23,093,020 1.77% 3.53%
JeAy b M BE4:  H-Share Beneficial Owner/ Hik
Interest in Investment Manager/ H-Shares
a lending pool Custodian
®a Hift L§i2 DN 236,000 0.02% 0.04%
Short Position H-Share Beneficial Owner Hik
H-Shares

il FE: Notes:

(1) Wl 2 B A-B2A R A 20024F 10 21 (1) An undertaking agreement (“Undertaking Agreement”) between
25T i 7R 1 e (TR 1 k) > Bk SASACQ and A-B Company dated 21 October 2002 constitutes an
il 27 B 30 8% A0k ) JE R 58 31740 T 4 B agreement under section 317 of the SFO. For the purposes of the
E o MR EEEAL E - 3170 ] M AE duty of disclosure, in the case of an agreement to which section
o Tih e Ay B — 5 > B ZEAR T B A AR A A 317 applies, each party to the agreement is deemed to be interested
— 5 A % W R Z A B AT B A e 2 o in any shares comprised in the relevant share capital in which any
MIEFSWTREZR - A-BAF K & WEE other party to the agreement is interested apart from the agreement.
AR A BR A R R 2007424 H 19 H #5357 19 B According to the Novation Agreement in respect of an Undertaking
R20024FE 104 21 H 85T Z A&tk 2 & W Agreement dated 21 October 2002 signed between SASACQ, A-B
SR o R B AR ARG W ke Company and the Tsingtao Brewery Group Company Limited on
TZHMAEMGEREBFHL2ETFAF — 19 April 2007, all rights and obligations of SASACQ under the
FERHEEERAFTIUE - EETHE Undertaking Agreement have been novated to its wholly-owned
TR bl AJRE B4 R R 2007424 H 4 H subsidiary, the Tsingtao Brewery Group Company Limited. All of
BT B O AR A PRA ] > A B R the aforesaid A-shares held by SASACQ were also transferred to
0 W AR A R R 20074E2 H 6 H - the Tsingtao Brewery Group Company Limited on 4 April 2007.
SH27THMAH 11 B AE BN R F#FIBEZ A For the details of the transfer of shares, please refer to the
& e announcements published in the PRC and Hong Kong on 6 February,

27 March and 11 April 2007.

(2) WL A-BAF A HERR 19353,219,178 (2)  The 353,219,178 H-shares which were deemed to be interested by
JB FLJBE A 43 ) 728 3 G 4 PR M N WD R o A-B Company were held by its wholly-owned subsidiaries. Of
191,575,342 HIR ¥ % 56 3% Ve B 52 ) which, 91,575,342 H-shares were allotted to a voting trustee
B TRRZIA © pursuant to the Voting Trust Agreement.

3) JPMorgan Chase & Co B th %y A RE2R 1 3) The Shares in which JPMorgan Chase & Co. was deemed to be
T R 43 ) 7 0 2 G b I A FL R o interested were held through various intermediate holding

companies.

4) A EEBORBEMHEERES TR S (4)  For the latest disclosure of interests filings for the Company’s
BB RGN ERAR ([HFBRXS substantial shareholders, please refer to the “Disclosure of Interests’
B 1) A3 (www.hkex.com.hk)f B [ 4 % HE section on the website of Hong Kong Exchanges and Clearing
%5 | A o Limited (“HKEx™) (www.hkex.com.hk).

TRRLEER OB W R AR A
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3. Sk RHE

A 2 ) TR o s A S A R B R B AR
SE > B Aoy T U S e W i B R OR B
OBy > SRV > Aoy v ZERE S R BLA) B
Fe b IR RER HLE o

f wECERE - RAEHMABME
TN

1L #Y - EWRGHNAARES

T ¥ T v w AL ARG A 7 5 > RO T BRI
%o HEFAFAIRMEFMEZ R FHEAL > 20074
10H 23 H A BH A9 58 T ) 2 3 8 38 -+ = R a7 ok
20 AT G B £ A G AR 5 ISR AR MRS A Ty
P YL MR o DR AL RIS G A B T DA AR 5
i A 4 3 O 0 A T A ) MRS 5 ST T 5P SR
A M L )RR 5 AT B SO S A T B B
A s MR AGHE VTS A T B B W AR o bl v A
HHARZEHMHAERFEMLZIHEEARjEHEF
TEMH I -

TRV RARBEAARMHEMAR » 22007
F10H 22 H H B 2 AR B % -

PRk > Hep#E S - BHE R RAEEA B W
B > {E 13 A 20054 6 A 23 H #2 F 20074F I A 4E
THMAZHIE -

200t 5
RN R AR A R LEER
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Pre-emptive Right

There are no provisions concerning pre-emptive rights in
the Company’s Articles of Association or any of laws in
China, therefore, the Company must firstly issue new shares
to its existing shareholders in accordance with the
percentage, however, the Company has to abide by the rules
concerning pre-emptive right in the Listing Rules.

Directors, Supervisors, Senior
Management and Staff

Changes of Directors, Supervisors and Senior
Management

To take the scheme of organizational reform into practice,
and under nomination by the President of the Company
and review by the Corporate Governance & Remuneration
Committee under the Board of Directors, the 13th Meeting
of the 5th Board of Directors held on 23 October 2007
considered and approved to employ Ms. YAN Xu as
President of Marketing; Mr. FAN Wei as President of
Production and Operations, and his former position as Chief
Brewer was released accordingly; Mr. DONG Jian Jun as
Chief Brewer; Mr. YU Jia Ping as Vice-President of
Production and Operations; Mr. LU Wen Jin as Vice-
President of Marketing; Mr. YANG Hua Jiang as Vice-
President of Marketing. The service term of the above
members of senior management begins on the date of
appointment by the Board of Directors and ends on
expiration of the term of the current Board of Directors.

Mr. YU Jia Ping was approved to resign from Supervisor
on 22 October 2007 as being member of senior management
of the Company.

Besides that, there were no changes on other Directors,
Supervisors and senior management. Their service term is
effective from 23 June 2005 to the date when the 2007
AGM is held.
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2. EP - EPBAMNAEAABRBRES 2. Changes of Shares Held by Directors, Supervisors and
Senior Management
Hifr :
Unit: Share
19700 5 e % ¥ JB B bt T K 5 e
Shares Held W/ W Shares Held B 4 35
L4 BB at the Beginning Changes at the End Class
Name Position of the Period (+/-) of the Period of Share
R PATHE S - 8 AR 1840 0 1840 Al
SUN Ming Bo Executive Director, A-share
Executive Vice President
BISEH WS 5894 0 5894 Al
LIU Ying Di Executive Director A-share
Befit A T R 4,576 -1,100 3,476 Al
FAN Wei President of Production A-share
and Operations
AL BT E % 9,430 -2,330 7,100 Al
HUANG Zu Jiang Supervisor as Staff Representative A-share
R A4 1179 0 1179 Al
ZHANG Xue Ju Vice President A-share
LB A4 2358 0 2358 Al
CAO Xiang Dong Vice President A-share
ERE T 5 i 92 0 92 Al
DONG Jian Jun Chief Brewer A-share
B 3L 4 E LR R 78 0 78 Al
LU Wen Jin Vice President of Marketing A-share
BE_ZZEtE+TA=Z+—HIL BLEAE As at 31 December 2007, save as disclosed above, none of
FRIAL » RAFWES - BEMEEITBRAER & the Directors, Supervisors and senior management of the
A0 45 1 B S N A AR 2 ) e R W s B 96 Company and his/her respective associate(s) have any
BG5S B 0D 58 XV R BT i B AH 5 3 1) 1 interests and short positions in the shares, underlying shares
JBe By~ AH BH B Ay B A % b B AR ) RE 2 IR and debentures of the Company or any associated
B M %SRS R TR R GBI W & corporations (as defined in Part XV of the SFO), which
1) 58 35206 25 T 5 47 19 8 5 i T A Bk 9 s AR B8 was recorded in the register required to be kept under section
CEvi HLR B 8+ Bz Tl B AT N F AT 352 of the SFO or otherwise notified to the Company and
W IR A Gy W R e AT Iy ([CKEEHEAF R 1) 3@ AR 2 The Stock Exchange of Hong Kong Limited pursuant to the
"W REEHESZSMARAF - Model Code for Securities Transactions by Directors of

Listed Issuers (the “Model Code”) included in Appendix
10 of the Listing Rules.

“RRLEER RN R AR AR
ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD.
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A2\ A KRR e S ) DA B A 2 ] ) 5T #  ]
WA B R AR BN BT R AR 4 A ey R 3t
58 T W B BUD) A O AT SR A2 S AT
SERIAN B o A ] O BT A AR A
il o A0 S I e TP S O S B A R s 3
AT (R A L) R A 2 S BB A P L A TR
P IR A S W R o

3. WA B WGALAT RN AR BE N R Ot

O3 ) PUAT AR 4 O ) e ROK o e
VR 2 A B2 T T T ) B T DA % 2 D
REE ARG VLI E L > JE AT S - Mo
o A B 2 PR RO 1 7 A A TN < A 4
AR Bl > AR A BN B Hi IR g
WA FEHMITR > HEFE T RARGH
S I 2 5 AR oy W) A S AU I\ BT R A 1Y
T AR AT SR L BUAE AT -

The Company has adopted the Model Code and the
Administration Regulations of the Company’s Shares held
by Directors, Supervisors and Senior Management of the
Company and its Changes formulated by the Company as
its codes of conduct and standards in respect of securities
transactions by the Directors. Specific enquiries were made
with all Directors who had confirmed that they had complied
with the Model Code and its codes of conduct and standards
regarding Director’s securities transactions at all applicable
time during the reporting period.

Annual Remuneration of Directors, Supervisors and
Senior Management

The remuneration of the Executive Directors of the
Company is determined in accordance with the annual
remuneration schemes of members of Board of Directors
considered and approved by the Company’s general meeting,
Service Contract of Directors and the operational results of
the Company. Non-executive Directors, Independent
Directors and External Supervisors received annual subsidy
in accordence with the remuneration standard discussed and
approved at the general meeting. The remuneration of senior
management is determined in accordance with the operator’s
remuneration scheme approved by the Board of Directors,
and is determined after the performance appraisal conducted
by the Corporate Governance and Remuneration Committee
under the Board of Directors based on the Company’s
operational results and the individual work responsibilities
borne by each of them.

O ) 8 AR A 7 I S A 26 12007 CCTV e B - K A8 o 48 B A\ 4 |
Mr. Jin Zhi Guo, President of the Company, was entitled “2007 CCTV
Top 10 Economic Figures”.

O W B AR A A
TSINGTAO BREWERY CO., LTD.

R LEER
ANNUAL REPORT 2007



Report of the Directors

B ARWFL
Unit: RMB’000
0 300 V9 B 4 AT A P AR A (R
b4 Wk B Total Remuneration Obtained from
Name Position the Company during the Reporting Period (Pre-tax)
KPS EFR 558.0
LI Gui Rong Chairman of Board of Directors
4 i B AR - AR 570.1
JIN Zhi Guo Vice Chairman, President
Stephen J. BURROWS HHEFR - FRITHSE 30
Vice Chairman, Non-executive Director
W BATE S - WH A AR 442.9
SUN Ming Bo Executive Director, Executive Vice President
B 5 o PITHEF 388.9
LIU Ying Di Executive Director
BEH BATES - MR - Bgsim 398.9
SUN Yu Guo Executive Director, Vice President, Chief Accountant
Mark F.SCHUMM FPATEF 30
Non-executive Director
7E Bik 1] 3 R 80
CHU Zhen Gang Independent Director
i ¥ WL 80
FU Yang Independent Director
e iRV 80
LI Yan Independent Director
7 i 1 AT 80
POON Chiu Kwok Independent Director
BREZE BdaEm 80
SUN Jia Yao Chairman of Board of Supervisors
FAIT kT 138.2
HUANG Zu Jiang Supervisor as Staff Representative
25 I T B 111.4
REN Zeng Gui Supervisor as Staff Representative
B2 L AR EE 30
Frances ZHENG Supervisor as Shareholders Representative
B Al B 40
LIU Qing Yuan External Supervisor
& W 1 B ¥ B 40
ZHONG Ming Shan External Supervisor
A ft A TR AR 302.9
FAN Wei President of Production and Operations
i i BHAE 518.0
YAN Xu President of Marketing
kg il 48 % 298.9
ZHANG Xue Ju Vice President
W R il 48 % 298.9
CAO Xiang Dong Vice President
Al A8 298.9
JIANG Hong Vice President
(5379 el R 298.9
ZHANG An Wen Vice President
Ly AL T 9 i 151.7
DONG Jian Jun Chief Brewer
F 3% A T A AR 151.9
YU Jia Ping Vice President of Production and Operations
W 3L 4 B B R AR 405.2
LU Wen Jin Vice President of Marketing
B HE L B 8 AR 228.4
YANG Hua Jiang Vice President of Marketing
B HERENE  FEFRM 225.1
YUAN Lu Secretary to the Board of Directors,
Assistant to the Chairman of Board of Directors
frat 6,357.2
TRRLEER OB W R AR A
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WA~ B WY BN EUAE B VLA AR R DL

4. Positions Taken by Directors, Supervisors and Members
of Senior Management in Shareholders’ Company

94 JBe 3 WL 44 % AT 1 W T A7 50 10BN e
Name Name of Shareholders’ Company Position Remuneration
&S R AR A RA R HHER %
LI Gui Rong Tsingto Brewery Group Company Limited ~ Chairman of Board of Directors N
4 8 R AR AR A Hl#EH R 7
JIN Zhi Guo Tsingto Brewery Group Company Limited ~ Vice Chairman of Board of Directors N
B3 o R AR M AR HH - ATER *
LIU Ying Di Tsingto Brewery Group Company Limited  Director, Executive President N
RE R AR A RA R i e #
SUN Jia Yao Tsingto Brewery Group Company Limited ~ Chairman of Board of Supervisors N
(GE 358 B — A A B B A HRAATE - 8% P
Stephen J. BURROWS Anheuser-Busch International, Inc. CEO, President Y
L B — i A B B 5 Y 3 5 0 A A B % ) AR AR 7=
Mark F. SCHUMM  Anheuser-Busch International, Inc. Vice President of Asia Operations and Development Y
e L I — A A B A 0 5 L =
Frances ZHENG Anheuser-Busch Asia, Inc. Finance Director Y

HTHM®
BEREMAE > AAT (BFETETAR) £ E
T 3528542 N > BERIKE T2%3,831A
BTHEEMBNT :

L3 % b

Professional Class

5. Staff
As of the end of the reporting period, the Company
(including its subsidiaries) totally had 28,542 staff, and
3,831 retired staff.

The composition of staff is as follows:

A¥

Number of Persons

TBEIMAER Administrative personnel 4,567
R YN Financial Personnel 856
TR AR Technical and Engineering Personnel 1,998
HEANE Sales Personnel 5,708
EEMBENE Production and Services Personnel 15,413

AFRBERT > RIEE TSR » RHEE
A7 B BUAE 7 72 B BT R IR B~ BEAC TR
PRBE - RFEMRBE - T IRBE - A2 DR B 45 80
R > SR R A R B T A

AFRIEMRB THEE > MGG R0
o > ARIEA VTG SHE B R A -~ A -
ARG E o BIINE L EQFRAFHA
BHEAGEHKY - RE B TR EEHE > IR
BN BB ATZE S - 20074 E B E 2
BN 10,316 AR -

R LEER
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The Company cases about its staff and protects their lawful rights.
It provides the working staff with social insurances including
pension, basic medical insurance, unemployment insurance, work-
related injury insurance, and maternity insurance, and pays the
insurance premium in full.

The Company takes seriously about its staff’s education and
trainings by strengthening its establishment of education and
training system, and carrying out the practical, applicable and
effective training programs based on the Company’s needs. The
contents of training includes: promoting the comprehensive
managing level of management team, improving staff’s
professional skills for their own position, and the continuing
education of professional technicians. In 2007, the number of
persons who attended the trainings reached 10316 person-time.
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VI. Directors’ and Supervisors’ Right of
Purchasing Shares

Save as disclosed above, neither the Company nor any of its
subsidiaries participated in any arrangements in any time of the
year which enabled its Directors and Supervisors to obtain
interests through purchasing shares or bonds of the Company or
that of any other organizations.

VII.Use of Proceeds

During in the reporting period, no capital was raised. For details
of use of proceeds from previous issuance of A-share, please
refer to the explanation of use of proceeds from previous offering
of the Company by the Board of Directors disclosed by the
Company on 12 November 2007.

VIII.Contractual Rights of Director or
Supervisor and Director Service
Contract

All Directors appointed by the Company have entered into service
contract with the Company, and do not enter any service contract
with the Company which will require the Company and its
subsidiaries to compensate the Directors when it terminates the
contract within 1 year after the contract is signed by both parts
(excluding statutory compensation). Besides that, neither Directors
nor Supervisors have, directly or indirectly, obtained any material
interests from any contracts entered into with the Company and
its subsidiaries within the year.

IX. Confirmation of Independence of
Independent Director

The Company has received annual confirmation letter from each
existing Independent Director on their independence pursuant to
Rule 13.3 of the Listing Rules, and still believes that, the aforesaid
Independent Directors are independent.

X. Purchase, Sales and Redemption of
Shares

During the reporting period, the Company or any of its subsidiaries
did not purchase, sell or redeem any of its listed securities.

During the reporting period, the Company or any of its subsidiaries
did not issue or provide any convertible bonds, options, warrants
or any other similar equities, nor exercise any rights of conversion
or subscription.
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XI. Major Subsidiaries and Associated
Companies

The details of the subsidiaries and associated companies of the
Company are listed in the attached Notes to the Financial
Statements.

XII.Fixed Assets

Any changes of fixed assets during the year are listed in the
attached Notes to the Financial Statements.

XIII. Bank Loans

The details of bank loans as at 31 December 2007 are listed in
the attached Notes to the Financial Statements.

XIV.  Other Reported Issues

The summary of the Company’s 2007 Annual Report is published
on 22 April 2008 in Chinese and English respectively in Shanghai
Securities News, China Securities Journal, Securities Times, and
at the website of Shanghai Stock Exchange (www.sse.com.cn),
website of HKEx (www.hkex.com.hk) and website of the Company
(www.tsingtao.com.cn). The Annual Report is prepared both in
Chinese version and English version, in case of any discrepancies
existing between the Chinese version and the English version,
the Chinese version shall prevail.

XIV. Auditor

During the reporting period and for the past 6 years,
PricewaterhouseCoopers Zhong Tian Certified Public Accountants
Limited Company and PricewaterhouseCoopers were appointed
as domestic and international auditor of the Company respectively,
and have audited the attached Financial Statements.

Representative of the Board of Directors
LI Gui Rong

Chairman

Qingdao, the People’s Republic of China
21 April 2008
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REZELELE
Mr. SUN Jia Yao

Dear shareholders,

I hereby present the 2007 Report of the Supervisors of Tsingtao
Brewery Company Limited for your kind review.

In the reporting period, all members of the Board of Supervisors
actively maintained the interests of the Company, shareholders
and staff by seriously undertaking their responsibilities and legally
carrying out their authorities through legal procedures and
pursuant to the Company Law, Articles of Association and Order
of Meeting of Board of Supervisors.

L.

Meetings and Resolutions

The Board of Supervisors totally held 9 meetings in forms
of site meetings and written resolutions during the reporting
period.

The 9th meeting of the 5th Board of Supervisors considered
and approved the cases including the Feasible Scheme of
Relocating Tsingtao Brewery Company Limited No. 3; the
10th meeting considered and approved the cases including
the Company’s 2006 Annual Report, and 2006 Work Report
of Board of Supervision; the 11th meeting considered and
approved the cases including the Company’s 1st Quarterly
Report of 2007; the 12th meeting considered and approved
the cases including the Company’s 2007 Interim Report;
the 13th meeting considered and approved the cases
including the Company’s 3rd Quarterly Report of 2007.

The 5th Board of Supervisors totally held 4 interim meetings
in 2007, respectively considered and approved the cases
including the Company’s Report on Self-inspection of
Specific Activities of Corporate Governance and Improving
Plan; the Company’s Proposed Issuance of Bonds with
Warrants and Investments with Proceeds from the Proposed
Issuance of Bonds with Warrants; the affairs on the
Framework Agreement on Providing Equipments and
Installing Services for Greenfileds and Technical
Reconstructions by Tsingtao Brewery Engineering Company
Limited to the Controlling Subsidiaries and Plants of the
Company; the affairs on Related Party Transaction of the
Company Acquiring 23.9% of Shares in Tsingtoa Brewery
Xi’an Hans Group Company Limited Held by Minority
Shareholders.
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II. Site Visits of the Supervisors

During the reporting period, the Board totally arranged two site
visits. It organized the Supervisors to visit Chengdu Tsingtao
Brewery South-West Sales Company Limited in the 1st half year,
to understand the operations of the South-West Sales Company,
the competition environment and feasibility of greenfield in
Chengdu; and in the 2nd half year, it organized the Supervisors
to visit Tsingtao Brewery South-East Sales Company Limited
and its subsidiaries, to make research on the process of
organizational reforms initiated by the Company. The Supervisors
had a further understanding of operations and developments of
subsidiaries of the Company through listening to the reports from
the management and the above site visits.

III. Independent Comments to the
Concerned Issues

1. Compliant Operation

In the year, the Board of Supervisors attended and sat in
on the Annual General Meeting and Board meetings. The
Chairman of the Board of Supervisors sat in on the
significant meetings of the Company including
organizational reform, discussion on significant investments,
meeting of annual work, Presidential meeting. It thinks that,
the Company operates and makes decisions in legal
procedures and compliant manner; gradually completes and
improves corporate governance structure, internal
management and internal control in the operations; discloses
the information timely, accurately and transparently; its
Directors and all members of senior management are honest
and integrity, diligent and responsible, and is not found to
breach any laws, regulations, articles of association or
damage any interests of the Company, nor abuse their
authorities or damage the interests of its shareholders and

staff when undertaking their duties.
2. Review of the Financial Conditions

In the reporting period, the Board of Supervisors believed
that, after seriously and carefully reviewing the Company’s
quarterly reports, interim report and annual report, the
Company’s financial statements truly and fairly reflected
its financial conditions and operational results in all
significant aspects, the financial accounting and financial
management were in compliance with the requirements of
the relevant State laws and regulations.
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(Z2) BE—-KEEESEHND 3. Latest Use of Proceeds
WA RAFR I FHEMARES - BFg There were no proceeds from latest issuance of A-share.
Wk BTRABRGFHEESME B > B F R The Board of Supervisors thought that, the use of the
MamRABRMT EEMEM - proceeds for previous issuance of A-share was compliant,

which played important role in increasing the Company’s
economic earnings.

(09) 53300 A 2wl i - O A UL 4.  Assets Sales and Purchase
WA > o] 2T E R L VG B AR M AT R During the reporting period, the Company acquired 23.9%
AT BB R FF23.9% B HE - B agR L o A of shares held by minority shareholders in Tsingtao Brewery
v WAL I A O W 4 VAT 4 T A PR A W A SRR Xi’an Hans Group Company Limited. The Board of
JI IR RE > T DL 3R PR ROCR » 1R TG AL R T Supervisors thought that, the acquisition of 23.9% of shares
BEB N B > FFa A W IR 5 A F I held by minority shareholders in Tsingtao Brewery Xi’an
R B > A AR - REBEBIA NRR 5 M Hans Group Company Limited by the Company would
F o) B R A 25 W AT 2 o improve the efficiency of decision-making, improve the

consistency of market operation in the north-west area,
which is in line with the Company’s developing strategy;
the process of acquisition is legal with a reasonable price,
and was not found any behaviors of insider transaction or
damaging the interests of the Company and its shareholders.

SRRUHEER RN R AR AR
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() 530 W BB 2 5 15 5.  Related Party Transactions
WHEBAN > FERBEBERARSERENE During the reporting period, the providing equipments and
5 WL AR B2 W] R A F 4 B 1 4 R AR A R installing services for greenfields and technical
BT SR R B S R I PR A R KR LR R reconstruction by Tsingtao Brewery Engineering Company
oo MBS o BEEaR A HER G Limited, the wholly-owned subsidiary of Tsingtao Brewery
w7 AT o AR RO A s MR Group Company Limited, to the controlling subsidiaries
s R L AR B R R A AR and plants of the Company was a related party transaction.
B > A RREMERIRE ST - AR The Board of Supervisors thought that, the subject
2 ] A R i L Y TR o R B R o transaction was carried out in way of bidding, the price
2008423 5 B 5 ML AR A B2 T A% 4 R L o and payment method were reasonable; Tsingtao Brewery
WBHEAT > RBAFAMEEFAFA - Engineering Company Limited was strong in equipment

processing and installation, which could satisfy the technical
requirements in producing Tsingtao Beer in terms of quality
guarantee and after-sale services, therefore was the best
choice for the Company. In March 2008, Tsingtao Brewery
Engineering Company Limited was transferred to the
Company through the bidding, and became a wholly-owned
subsidiary of the Company.

20084 » B AR HBATIE - R AT IR In 2008, the Board of Supervisors would carefully undertake
HE > MEELF ]~ BRI B LR #5 o W > % our duties and responsibilities pursuant to the concerned
B BOR M A T B L AR EEG TN laws and regulations, legally undertake our authorities to
A0 FE > BrDh S AR RO AR o maintain the interests of all investors. I hereby deliver my

sincere respects and thanks to all shareholders and our staff
for their care, support and assistance to our work in the

past year!
EEG T B Chairman of the Board of Supervisors: SUN Jia Yao
ZEREZNENA A 18 April 2007
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Since the Company was listed on The Stock Exchange of Hong
Kong Limited and Shanghai Stock Exchange in 1993, it has been
improving its corporate governance structure and regulating the
operation of the Company in accordance with domestic and foreign
listing rules and regulatory requirements. The Company’s general
meeting, Board of Directors and Supervisory Committee undertake
their duties separately and make decisions independently,
supervise each other and maintain the balance of power among
them. The Board of Directors has set up 3 professional
committees, namely Audit & Finance Committee, Strategy &
Investment Committee and Corporate Governance & Remuneration
Committee, which mainly comprise of external Directors
(including independent Directors), brining positive effect to
improving efficiency of decision-making of the Board of Directors,
and promoting the effective operation of corporate governance of
the Company.

During the reporting period, the Company had abided by the
regulations in the Code on Corporate Governance Practice under
Appendix 14 of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing Rules”).
The corporate governance measures taken by the Company are as
follows:

I. Board of Directors
1. Duties and Assignments

Under the leadership of the Chairman, the Board of
Directors exercises its management decision-making power
in respect of the Company’s development strategies,
management structure, investment and financing, financial
supervision and control, and human resources, etc., and is
dedicated to realize the maximization of its shareholders’
value. The Board of Directors’ authorities in the Company’s
development strategies and management, and supervision
and inspection over the Company’s development and
operations have been stated in detail under the Order of
Meeting for the Board of Directors in the Company’s
Articles of Association and its appendices.
TRRLEER O WL R AR A A
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The division of duties between the Chairman and President
of the Company has been clearly defined and stated in the
Company’s Articles of Association and its appendices. Mr.
LI Gui Rong serves as the Chairman while Mr. JIN Zhi
Guo serves as the President. The Chairman is responsible
for deciding the agenda of every board meeting, and
consulting other Directors before each meeting for any
proposals to be discussed in the meeting, and considering
whether to include their proposals into the agenda according
to the circumstances. In addition, the Chairman is
responsible for leading and determining the overall
development strategies of the Company, and supervising
the implementation of resolutions passed by the Board of
Directors.

The President is responsible for organizing the
implementation of resolutions passed by the Board of
Directors, the Company’s yearly budget and investment
proposal, and reporting to the Board of Directors in respect
of the Company’s operations, and execution and
implementation of material contracts; the President exercises
the right as to usage of funds and assets within the scope
authorized by the Board of Directors, and executes contracts
on behalf of the Company. Meanwhile, the Company
specifies the specific duties of and division of work among
the senior management, so as to ensure the fulfillment of
integrity, duties and responsibilities.

Composition

The current Board of Directors comprises 11 Directors,
including the Chairman, Vice-Chairman, Executive
Directors, Non-executive Directors and Independent
Directors, whose service term is from 23 June 2005 till the
date of holding of the Company’s 2007 AGM.

Members of the Board of Directors come from different
backgrounds and possess different professional knowledge,
among which 1 Independent Director has the qualification
on accounting or related financial management skills
required by the stock exchanges. The profiles of the
Directors are stated in the section headed ‘Profiles of
Directors, Supervisors and Senior Management’ in the
Annual Report.

There are 4 Independent Directors among the current Board
of Directors, which accounts for over 1/3 of the total number
of the Directors. The Independent Directors in office come
from different professional backgrounds and possess rich
experience in law, accounting and financial investment. Such
structure encourages discussion and analysis of problems
from different angles during the Board meetings, ensuring
reasonable decision-making by the Board of Directors. Since
2005, the Independent Directors have been submitting their
annual performance report to the AGM for review and
discussion by shareholders.
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Board Meeting

In 2007, the Company held 6 physical board meetings in
total and 9 meetings in the form of written resolutions to
discuss the Company’s operational and financial
performance, management structure, investment and
financing proposal, including mainly the followings:

—  consider and approve the annual financial budget and
work report of the Board of Directors;

—  consider and approve annual, interim and quarterly
performance results;

—  consider and approve the acquisition proposal of
target brewery enterprises and capital expenditure
programs for the new construction and expansion by
the Company’s subsidiaries;

—  approve the writing-off the property losses.

—  consider and approve the employment of members of
the senior management of the Company and the
organizational reform;

—  consider and approve the proposed issuance of bond
with warrants and related issues;

The meeting notices and materials to be discussed were
sent to all Directors within a reasonable time, and the Board
of Directors were able to have fruitful discussion and make
efficient but prudent decisions at the meetings. The details
of attendance of Directors at Board meetings and
professional committee meetings within the current year
are set out as follows:

BLE KB sk B
Attend in Person/Total Number of Meetings

2 W) i BEL B

Ww BBV BARMEB  FMERR

ZHEHH ZHH Corporate

WP # W Strategy and Audit and Governance and

Name of Board of Investment Finance = Remuneration

Director Directors Committee Committee Committee

ZEHE SR LI Gui Rong 6/6 - - -

% JIN Zhi Guo 6/6 6/6 - -

[EE 353 Stephen J. BURROWS 5/6% 3/6 - -

% W% SUN Ming Bo 6/6 6/6 - -

e LIU Ying Di 6/6 - - -
HEHR SUN Yu Guo 6/6 4/6* - 0/2#

B Mark F. SCHUMM 5/6% 5/6% 5/5 2/2

2 4z 1) CHU Zhen Gang 5/6% 5/6% 4/5% 2/2
¥ FU Yang 5/6% - 4/5% 1/2%

= LI Yan 6/6 6/6 5/5 -

1 i 1 POON Chiu Kwok 5/6% - 4/5% 212
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Absent due to business reason, and did not entrust other Directors
to attend and vote

Absent due to business reason, but entrusted other Directors to
attend and vote

The convening and holding of Board meetings is strictly in
accordance with the rules in the Articles of Association
and Order of Meeting of the Board of Directors. The Board
meetings are hosted by the Chairman, and are held on time
after delivery of meeting notice. All proposals are discussed
thoroughly at the meetings and voted for one by one. The
notice of regular meeting of the Board of Directors is
dispatched 14 days before the meeting. If a Director could
not attend the meeting due to business reason, he authorize
other Directors in written form to attend the meeting and
vote on his behalf, and in the case of an Independent
Director, he could authorize other Independent Directors to
attend the meeting and vote on his behalf.

The management of the Company is responsible for
providing the Board of Directors with all relevant materials
and information needed for reviewing the proposals, and
reporting any related work at the Board meeting. The
Independent Directors may appoint independent professional
organizations to provide service when exercising their
authorities and duties in accordance with the Articles of
Association or when the business requires, and the
reasonable expenses incurred will be borne by the Company.

Exercise of Duties and Responsibilities by Independent
Directors

As the Independent Directors of the Company held a
responsible attitude towards all shareholders, they attended
all board meetings and professional committees meetings
held within the year, and exercised the powers of
Independent Director in accordance with the requirements
under the listing rules and related laws and regulations in
PRC and Hong Kong SAR, and carried out their obligations
diligently and with integrity, , protecting the legal rights of
intermediate and minority shareholders.

During the reporting period, the Independent Directors of
the Company did not raise any objections to the proposals
made at Board meetings and non-board meetings in the
current year.

The Independent Directors have reviewed, confirmed and
expressed independent opinion regarding external guarantees
provided by the Company in 2007; they have also expressed
independent opinion with approval in respect of continuous
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II.

related party transactions involved in the framework
agreement signed between the Company and Tsingtao
Brewery Engineering Company Limited. The Independent
Directors believed that the continuous related party
transactions under the above framework agreement were
based on ordinary commercial terms, and the terms and
conditions of the transactions are fair and reasonable, which
were in line with the overall interests of the Company and
its shareholders. The Audit Committee which comprised
Independent Directors has carried out its work in accordance
with the rules stipulated in the Listing Rules, and having
reviewed the Company’s annual, interim and quarterly
financial statements, it was of the view that the financial
reports objectively and fairly reflected its actual financial
situation and profitability.

Directors

Information Support and Professional Development

After the new directors were appointed, the Company has
provided them with a set of complete introductory materials
named Director’s Manual which includes brief introduction
about the Group’s business, management structure,
responsibilities of Directors and other legal requirements,
and will make arrangement for them to attend the
specialized training held internally or by the Supervisory
authorities. During the reporting period, a total of 2
Executive Directors attended the Directors training programs
organized by the Supervisory authorities.

During the reporting period, the Company has also arranged
for the Independent Directors to pay visits to its subsidiaries,
so as to enable the Independent Directors to gain a deeper
and more thorough understanding of the Company, which
was helpful in decision-making. The provision of
information, work reporting and professional training
enables all Directors, especially those Non-executive
Directors, to have a timely understanding of the Company’s
business development, competition and supervisory
environment, and information which may affect the
Company and the industry in which it belongs to, so as to
ensure that the Directors understand their duties and
responsibilities, and enables them to make correct decisions
and provide efficient supervision, and to ensure that the
procedures of the Board of Directors were implemented
and the appropriate laws and regulations were followed.
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I1I.

Independence of Director

The Company has appointed a sufficient number of
Independent Directors. The Board of Directors has received
from all Independent Directors their written confirmation
on their independence in accordance with Rule 3.13 of the
Listing Rules.

Securities Transactions by Directors

The Company adopted the Model Code for Securities
Transactions by Directors by Listed Issuers under Appendix
10 of Listing Rules and laid down the Company’s
Regulations on Holding of Shares of the Company by
Directors, Supervisors and Members of Senior Management
and Relevant Changes. The Company confirms, after making
specific enquiries to all Directors, that they have complied
with the Model Code of the Listing Rules.

Financial Reporting and Responsibilities borne by
Directors in relation to Financial Statements

Based on the adequate financial information provided by
the management, the Board of Directors reviews the annual,
interim and quarterly reports every year and approves
external disclosure. The Directors have responsibility, with
the support of the Finance Department, to prepare financial
reports for every fiscal year, and to ensure that the
appropriate accounting policies are adopted and the PRC
GAAP and international financial reporting standard are
complied with when preparing financial statements, so as
to accurately and fairly report the financial situation and
operational results of the Company.

Professional Committees under the
Board of Directors

The Board of Directors has established 3 specific
committees, and each of them has worked out detailed
working guidelines and expressly stated their scope of duty
in supervising individual business areas of the Company,
and has obtained approval from the Board of Directors.

Audit & Finance Committee (‘Audit Committee’)

The scope of duty of the Audit Committee is determined in
accordance with the Code on Corporate Governance
Practice under Appendix 14 of the Listing Rules and
Guidelines for Corporate Governance of Listed Companies
in China published by China Securities Regulatory
Commission. Its principal duties include: reviewing the
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completeness and effectiveness of the Company’s internal
supervisory system and policies, reviewing the Company’s
annual, interim and quarterly financial statements,
responsible for employing the Company’s external auditor,
coordinating their work and reviewing their work efficiency
and work quality, and reviewing and supervising the
standard and procedures of the Company’s financial
reporting.

The Audit Committee comprised 4 Independent Directors
and 1 Non-executive Director. Ms. LI Yan serves as the
Chairperson, other members include Non-executive Director
Mr. Mark F. SCHUMM, and Independent Directors Mr.
CHU Zhen Gang, Mr. FU Yang and Mr. POON Chiu Kwok,
all appointed by the Board of Directors. Among them Ms.
LI Yan possesses profession qualification as CCPA, with
experience and ability in financial and accounting business.

In 2007, the Audit Committee held 5 meetings in total. To
ensure the independence of reporting, the Committee
Chairperson has arranged private meetings between the
external auditors and members of the Audit Committee.
After each of such meetings, the members of the Audit
Committee made proposals to the Board of Directors in
respect of important issues being discussed.

The Audit Committee is mainly responsible for the
following works in the current year:

— reviewing the Company’s annual, interim and
quarterly reports, and financial reports;

—  reviewing the accounting policies adopted by the
Company and issues related to accounting practices;

— making proposals to the Board of Directors re-
appointment of auditor;

— reviewing the effectiveness of the internal control
system and policies

Strategy & Investment Committee (‘Strategy
Committee’)

Its main duties are to check and review the Company’s
strategic development direction, lay down the Company’s
strategic plan, and adjust the Company’s strategy and
governance structure at appropriate times.
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IV.

The current members of the Strategy Committee include:
Vice Chairmen Mr. JIN Zhi Guo (Chairman of the
Committee) and Mr. Stephen J. BURROWS, Executive
Directors Mr. SUN Ming Bo and Mr. SUN Yu Guo, Non-
executive Director Mr. Mark F. SCHUMM, and Independent
Directors Mr. CHU Zhen Gang and Ms. LI Yan.

The Strategy Committee held 6 meetings in 2007. The
Committee carefully reviewed and provided professional
comments to the Board of Directors in respect of the
projects of relocation by Tsingtao Brewery Rizhao Company
and Tsingtao Brewery No. 3, and projects of expansion by
Tsingtao Brewery Sanshui Company, Shenzhen Tsingtao-
Asahi Company and Malt Factory, and the feasibility report
of investments with proceeds from issuing bond with
warrants.

Corporate Governance & Remuneration Committee
(“Remuneration Committee’)

The Company has set up the Remuneration Committee and
its main duties include studying and reviewing the
remuneration policies and incentive system for the Directors
and senior management of the Company, establishing the
appraisal standards, and studying the proposals to improve
the corporate governance.

Members of the Remuneration Committee include:
Independent Directors Mr. CHU Zhen Gang (Chairman of
the Committee), Mr. FU Yang and Mr. POON Chiu Kwok,
Executive Director Mr. SUN Yu Guo, and Non-executive
Director Mr. Mark F. SCHUMM.

The Remuneration Committee held 2 meetings in 2007, in
which it reviewed and provided professional opinion to the
Board of Directors in respect of issues involving the reform
of the remuneration incentive system and newly appointed
senior management of the Company.

Supervisory Mechanism
Supervisory Committee

The current Supervisory Committee is the 5th Supervisory
Committee since the establishment of the Company. The
Supervisors’ service term is from 23 June 2005 till the date
when the Company’s 2007 AGM is held. It currently has 6
members including 4 External Supervisors and 2 Staff
Representative Supervisors as . During the reporting period,
Mr. YU Jla Ping resigned from the position of Staff
Representative Supervisor on 22 October 2007 due to work
adjustment. The profiles of current Supervisors are disclosed
in the “Profiles of Directors, Supervisors and Senior
Management” in the Annual Report.
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The Supervisory Committee exercises the Company’s
supervisory authority independently and in accordance with
law, ensuring that the lawful rights and interests of the
Company, its shareholders and its employees are not
infringed. In 2007, the Supervisory Committee held 9
meetings in total (including physical meetings and written
resolutions) to supervise the legality and regularity of the
exercise of powers by the finance personnel, the Directors
and the senior management, and have attended all general
meetings and board meetings. The details of the work of
the Supervisory Committee are disclosed in the “Report of
the Supervisors” in this Annual Report.

Internal Control and Risk Management

The Company established a series of internal control
systems in accordance with the Guidelines on Internal
Control for Companies Listed on the Shanghai Stock
Exchange issued by Shanghai Stock Exchange, Code on
Corporate Governance Practice issued by The Stock
Exchange of Hong Kong Limited, Internal Accounting
Control Criteria - Basic Criteria (Trial Implementation)
issued by Ministry of Finance and requirements of detailed
internal accounting control criteria, which played
corresponding roles in the production and operations of the
Company and improved the compliant operations.

The Company has always place importance on the
institutionalization, routinization and standardization of
management. To ensure the realization of its control target,
the Company has established a relatively more
comprehensive control system and procedures in areas of
currency and funds, sales and incomes, purchasing and
payments, cost and expenses, external investments,
guarantees, fund raising, construction projects, real assets,
investments, taxation, management over subsidiaries,
related-party transactions and human resources, and has
implemented them strictly. In recent years the Company
gradually established and improved approximately 200
internal management systems and 190 operational
procedures, and all departments have established
corresponding control systems and management procedures,
therefore, the internal management system has generally
covered all areas in production and operations.

The Company’s Board of Directors is responsible for
establishing and maintaining the internal control system so
as to review the effectiveness of the internal control system
and protect the rights of the Company’s shareholders and
its assets. The Audit Committee under the Board of
Directors regularly receives information regarding the
establishment of the Company’s internal control system,
and supervises the further improvements of the internal
control system to ensure the implementation of its internal
control system.
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In 2007, the Company appointed professional internal
control consulting organization, and developed systematic
and comprehensive risk identification and assessment work,
and formed the Company’s risk database, and established
the risk classifying system, drew up the risk chart and
confirmed the risk management responsibilities, improving
the Company’s internal control and risk management.

To ensure the effectiveness of the Company’s operational
management and internal control system, the Company
established a Internal Control Dept., which reports directly
to the Board of Directors. It regularly inspects, assesses
and adjust risks that may exist in the Company’s production,
operations and internal control activities, and gives
independent opinion and suggestions regularly to the Audit
Committee.

Self-Assessment Controlled Internally by the Company
and Verification Comments by the Auditors

On 26 December 2007, PricewaterhouseCoopers Zhong Tian
Certified Public Accountants Limited Company, the
domestic auditor of the Company, for the purpose of
submission of reports in relation to the proposed issuance
of bonds with warrants to China Securities Regulatory
Commission (CSRC) for approval, issued the Reviewing
Report on Internal Control, and was of the view that, as at
30 September 2007, the Company and its subsidiaries had
maintained, in all material aspects, the effective internal
control in accordance with the Internal Accounting Control
Criteria - Basic Criteria (Trial Implementation) issued by
Ministry of Finance and requirements of detailed internal
accounting control criteria.

External Auditor and remuneration

The financial statements included in the 2007 Annual Report
are prepared in accordance with PRC GAAP and HKFRS
respectively, and have been audited by
PricewaterhouseCoopers Zhong Tian Certified Public
Accountants Limited Company (‘PwC Zhong Tian’) and
PricewaterhouseCoopers (‘PwC’) respectively. During the
reporting period, while the Company was in the process of
preparing documents for the public issuance of bond with
warrants, PwC Zhong Tian also provided auditing or
reviewing, and checking services in respect of the relevant
financial information including: i) issuing the authentication
report regarding the internal control system of the Company;
ii) issuing the specific report on Explanation by Board of
Directors over Use of Proceeds from Previous Offering;
iii) issuing the specific interpretation of Consolidated
Statement of Net Assets Profitability and Per Share Returns,
Non-current Earnings and Losses.
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PwC Zhong Tian and PwC have provided auditing services
for 6 consecutive years. For the year of 2007, the Company
should pay RMB6.93 million to PricewaterhouseCoopers
Zhong Tian Certified Public Accountants Limited Company
and PricewaterhouseCoopers for their full-year auditing
work, and no expenses for business trip and other expenses
shall be borne by the Company.

The Audit Committee has conducted discussion and
assessment on the professional qualities of PwC Zhong Tian
and PwC, and the implementation of 2007 auditing work,
and has raised relevant comments and suggestions for
improvements. The Audit Committee proposed to the Board
of Directors regarding the appointment of PwC Zhong Tian
as the Company’s domestic auditor, and PwC as its
international auditor, and will submit such proposal to the
2007 AGM for the shareholders’ final approval.

Shareholders and Other Interest-related
Parties

General Meeting

The Company is always devoted to protecting the legal
rights of all shareholders. The convention and holding of
general meeting are strictly in accordance with the terms
in the Articles of Association and Rules Governing
Discussion in General Meeting. The Company’s general
meeting is convened by the Board of Directors and chaired
by the Chairperson of the Board of Directors. The executive
Directors report the proposals in the general meeting, while
the shareholders’ representatives, Supervisors’
representatives, witnessing lawyers, chatered accountant in
Hong Kong (Supervisor of Votes Counting) jointly inspect
and count the votes in respect of the proposals, and the
chairperson of the meeting (Chairman of the Board of
Directors) announces the voting results, formally forming
the resolutions of the meeting. The lawyers appointed by
the Company witness the meeting and present their legal
comments.

The General Meeting is the highest authority of the
Company, which undertakes its duties in accordance with
law and determines significant issues for the Company. The
annual general meeting held annually provides the channel
of direct communication between the Board of Directors
and the shareholders of the Company. Therefore, the
Company places high importance on the general meeting
by distributing the meeting notice 45 days prior to the
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meeting date, and the Chairman and other attending
Executive Directors make extensive and intensive
communications and interpretation over the issues in which
the shareholders are concerned with at the AGM.

Investor Relationship and Communications

The Company places high importance on investor relations
management work, and strives to improve communications
with investors through different channels and manners, and
to provide timely response to hot issues in which the
investors are concerned with. Meanwhile, the Company is
devoted to improving its transparency, in order to assist
investors to understand the business and prospects of the
Company more clearly, it also listens to the comments and
proposals made by the investors carefully, allowing the
Company to improve its corporate governance and
operational management.

In 2007, the Company dealt with a total of more than 300
persons in about 120 groups including foreign securities
analysts, funds managers and other investment institutions/
individual investors during site research and visits, there
were over 150 one-to-one meetings and small group
discussions, and over 200 conference calls with securities
analysts and fund managers, obtaining fruitful results.

Other Parties with Related Interests

The Company is of the view that it should have perpetual
existence and maintain its operations with integrity and
fulfill its social responsibilities, establishing a harmonic,
win-win long-term cooperation with parties with related
interests. For years, the Company has insisted on paying
tax in accordance with law, operating with integrity,
rewarding the society and actively participating in social
welfare activities and environmental protection while its
operational results is improving steadily.

. Specific activities of corporate

governance

During the reporting period, the Company, in accordance
with the arrangements and requirements of CSRC,
effectively carried out and smoothly completed several
phases of work including self-inspection the Company’s
corporate governance activities, receiving public comments,
site inspection, and improvements and appraisals.
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During the self-inspection process, in order to improve
corporate governance, the Company established new
Regulations on Management of Information Disclosure, and
established the Regulations on Management of Use of Raised
Capital and Regulations on Holdings of Shares in the
Company by Directors, Supervisors and Senior Management
and Relevant Changes. The Company also employed
external consulting agencies to assist itself in assessing the
Company’s internal control system, improving the
Company’s risk management and internal control system,
and its risk management level continuously.

The Company published the Corporate Governance Self-
Inspection Report and Adjustment Plan and the Report on
Improving Specific Activities of Corporate Governance in
domestic newspapers and of website of the stock exchange
in which its shares were listed on 29 June 2007 and 31
October 2007 respectively, providing detailed disclosure on
self-inspection, improvement plans, public comments, and
site inspections by Qingdao Branch of CSRC.

Through the carrying out of the specific activities of
corporate governance, it further increased the sense of
responsibility of Directors, Supervisors and senior
management of the Company. Meanwhile, it tidied up the
related internal regulations of the Company, and made
revisions and improvements by referring to the latest laws
and regulations, which further promoted the compliant
operations of the Company.

Conclusion

Good corporate governance is helpful to the healthy
development of the Company and increasing investors’
confidence, while the effectiveness of the Board of Directors
is the core of good corporate governance. Therefore, the
current Board of Directors, in its future service term, will
further commit to improve efficiency and level of decision-
making, and promote the steady development of the
Company and increase shareholders’ value.
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— AT T
Sector Analysis

1. 20074 vv [ Wit 39 o7 335 1 B2

Profile of Beer Market in China in 2006
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In 2007, the domestic brewery sector maintained
its continuous growth. Its annual sales volume
reached 393.1 million hl with a year-on-year
growth of 13.8%, which enabled it to become the
country with largest beer production and
consumption, and one of the fastest growing
markets in the world for the fifth consecutive year;
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At present, China’s beer market is still in the
phase of integration, and the prospect brought
about by the rise in consumption has caused the
domestic and international brewery magnates to
increase their investments in China. The
production capacity was increased through
mergers and acquisitions, new construction and
expansion, which led to fiercer competition;

o WGP EE— B 1R 074 B T R WL
P AE T T S BT R 2 64% 5
The centralization of the market reached a higher
level. In 2007, the market share of the top 10
domestic beer producers reached 64%;

o MU A JRUREREEUMS AT DR o G AR E
SETE IR T B W JBE g o AT S T AT AR A 5
The rising price of raw materials for beer
production in recent years brings great pressure
to the beer producers, and the profit of the
industry remains low;
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As there is still a relatively big disparity in per
capita beer consumption volume between China
and other developed countries, the leading
enterprises in the beer industry still have great
room for development with the increase in
national consumption level.
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Changes in Output Volume of Brewery Sector in
China
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Analysis to Sales Volume and Product
Structure during the Reporting Period

1. 4 D g 9 A
Sales Volume by Geographical Areas
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Product Structure in 2007
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Analysis to Principal Business and Operational
Situations of the Company

TR T LA O T B A AR R T Ry
B A 45 B B A B R SoSE T ML R
11% 3 BB 8B W A 1353t A R [ LR
15.9% 3 H B AES. S8 N ¥ » ] Ll =27.7% »
e 7 52 35 R 0 9 R R R B O~ B A B R e R
SR R R R R B

ANNUAL REPORT 2007

In 2007, the domestic brewery sector maintained its
continuous growth. The Group realized a sales volume
of 50.5 million hl, representing an increase of 11%
compared to 2006; sales income of RMB 13,530 million,
representing an increase of 15.9% compared to the
previous year; profit attributable to shareholders was
RMB558 million, representing an increase of 27.7%
compared to the previous year, which continues to show
a good development trend in which the growth in profit
is greater than the increase in sales income, which is in
turn greater than the increase in sales volume.

B BB WO S b A DL
The Company’s Revenues from Principal Business
for Geographical Markets

IR E R [AREND] -
For details, please refer to “Operations of the Company”
in the Report of the Directors.
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Cost of Principal Business
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In 2007, the cost of principal business of the Group
was RMB7.87 billion, representing an increase of 13.9%
compared to the previous year, which was mainly caused
by expansion of sales scale and rise in price of raw
materials. The structure of production cost is as follows:
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Z Malt

KK Rice

JE7E Hops

7K Water

B8 Supporting Materials

6.9%
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BE T4} Packaging Materials
E# T4 Direct Salary 2007
U3 % A Manufacturing Expenses
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Expenses during the period

(1) ZRZLEREEMHELET 26 5T AR
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In 2007, the sales expenses of the Group was
RMB2,650 million, representing an increase of
29.1% compared to the previous year, which was
mainly caused by the increase in advertising
expenses relating to Olympic marketing and brand
promotion, and increase in marketing fees.

(2) ZRZLEREMERERN BooTT AR
W o ] L6 R FE5.29% = 3237 Wik 191 9 AR 77 2007
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In 2007, the management expenses of the Group
was RMB667 million, representing a decrease of
5.2% compared to the previous year, which was
mainly caused by set-offs against balance of
previous years in the amount of about RMB58
million pursuant to requirements in the China’s
new accounting policies being effective since 1
January 2007. If disregard the above factor, the
management expenses occurred during this
reporting period were a little higher than that of
the previous year.

(3) BTG A G BB AR -5888 8 AR
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In 2007 the financial expenses of the Group was
-RMB5.88 million, representing a decrease of
152.9% compared to the previous year, which was
mainly caused by the exchange returns due to the
appreciation of Renminbi.

¥E A WA AR

Losses from Devaluation of Assets
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In 2007, the losses caused by the devaluation of assets
of the Group was RMB167 million, representing a
decrease of 52.1% compared to the previous year, which
was mainly caused by the devaluation of goodwill of
RMB118 million of Tri-circle Company and Naming
Company in 2006.
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Interpretation of Composition of Assets/Liabilities

e

Currency Funds
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By the end of 2007 the currency funds of the Group
was RMB1,335 million, representing an increase of
8.3% compared to the beginning of 2007, which was
mainly caused by the good trend of sales of the
Company’s products and the increase in cash-inflow
brought about by business activities.
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Pre-paid Accounts

TRF LA R A E AR 8.6208 70 AR
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By the end of 2007 the pre-paid accounts of the Group
was RMB862 million, representing an increase of
266.2% compared to the beginning of 2007, which was
mainly caused by the great increase in prices of raw
materials, and in order to guarantee supply and stabilize
the purchasing costs, the Group has made a huge pre-
payment at the end of 2007.

11

Inventory
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By the end of 2007 the inventory of the Group was
RMB2,187 million, representing an increase of 33.3%
compared to the beginning of 2007, which was mainly
caused by the increase in stock of raw materials.

1 91 B i Bt g

Long-term Equity Investment

TERFBLEERARE BRI R E 53,3558 A
B> BRI 1230.2% o 20 24 w3 H AR
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By the end of 2007 the long-term equity investment of
the Group was RMB35.55 million, representing an
increase of 30.2% compared to the beginning of 2007,
which was mainly caused by the increase in investment
by the Company in the associates of Asahi Company.
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Deferred Income Tax Assets
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By the end of 2007 the deferred income tax assets of
the Group was RMB175 million, representing an
increase of 172.9% compared to the beginning of 2007,
which was mainly caused by the adjustment of the
applicable income tax rate of the Group to 25% on 1
January 2008, while the applicable tax rate at the
beginning of the year was 15%.

M 32 B ¢
Payable Tax
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By the end of 2007 the payable tax by the Group was
RMB516 million, representing an increase of 122.3%
compared to the beginning of 2007, which was caused
by the increase in payable tax brought about by the
adjustment of the applicable income tax rate for the
Company from 15% to 33% in 2007.
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Long-term Borrowings
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By the end of 2007 the long-term loans of the Group
was RMB90.85 million, representing an increase of
70.6% compared to the beginning of 2007, which was
mainly caused by a 5-year loan in the amount of RMB50
million in 3 parts provided by Lianhu Rd. Sub-branch
of Xi’an of China Construction Bank to Tsingtao
Brewery Yulin Company Limited, a Group’s subsidiary
under construction, for construction of factories.

A ME A 3k
Specific Amounts Payable
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By the end of 2007 the specific amounts payable of the
Group was RMB61.37 million, representing an increase
of 691.0% compared to the previous year, which was
mainly caused by the compensations provided by the
local government for the relocation of subsidiaries of
the Group.
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Analysis of Currency Flow
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In 2007 the net currency flow arising from business
activities of the Group was RMB1,094 million, which
has decreased by RMB33 million from RMBI,128
million during the same period in last year, representing
a decrease of 3.0%, among which cash from sales was
RMB15,562 million, which has increased by RMB1,770
million compared to the same period in previous year
and was mainly caused by the growth of sales during
the reporting period; payment in cash for purchase of
goods and labor was RMB9,566 million, which has
increased by RMB1,284 million compared to the same
period in the previous year and was mainly caused by
the growth in scale of sales, rise in price of raw
materials and increase in pre-paid accounts.
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The net amount of cash flow arising from investing
activities of the Group in 2007 was RMB1,115 million,
which has decreased by RMB586 million from RMB529
million during the same period in the previous year,
which was mainly caused by the purchase of long-term
assets by the newly established subsidiaries of the
Company in Chengdu, Jinan and Yulin.
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The net amount of cash flow from fund raising activities
of the Group in 2007 was RMB102 million, which has
increased by RMB737 million from —RMB635 million
during the same period in the previous year, which was
mainly caused by the repayment of borrowings due in
2006.
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Interpretation of Other Operational Situations
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Investments
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In 2007 the Company’s investment was RMB341.76
million, representing a decrease of 20.4% compared to
the previous year, which mainly includes: investment
of RMB150 million to establish the Tsingtao Brewery
(Chengdu) Company Limited, and further increased its
investment in the amount of RMB120 million in its
wholly-owned subsidiary Tsingtao Brewery (Jinan)
Company Limited, to enable its total registered capital
to reach RMB200 million; increase of investment in its
subsidiary, Tsingtao Brewery Xi’an Hans Group
Company Limited, in which it holds 76.1% interest, in
the amount of RMB 50 million, it is expected that the
above projects will begin production between 2008 and
2009.
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During the reporting period, no affairs of significant
acquisitions and sales of the subsidiaries and associates
of the Company ever occured.

85 % A &
Debt/Capital Ratio
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As at 31 December 2007, the Group’s debt/capital ratio
was 1.62% (1.01% as at 31 December 2006). The
calculation of debt/capital is: total amount of long-term
borrowings/(total amount of long-term borrowings +
Shareholders’ equity belonging to the parent company).
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Mortgage of Assets
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As at 31 December 2007, the machines and equipment
with value of RMB37 million and the raw materials
with value of RMB10.4 million stood as collateral for
the bank facilities in the amount of RMB20 million
(As at 31 December 2006, the machines and equipment
with value of RMB 35.8 million stood as collateral for
the bank facilities in the amount of RMB16 million).
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Exchange Rate Fluctuating Risk
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As the Group’s raw materials barley, which was used
in production of the major brands, currently relies on
importation, the fluctuation in exchange rate would
indirectly affect the price of raw materials used by the
Group, hence bringing certain impacts to the
profitability of the Group.
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The continuous appreciates of Renminbi will also bring
some negative impacts to the exports of the Group.

20084F % 7 P BH ¢
Capital Expenses in 2008
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The Group shall continue to make capital investments
to enlarge the existing production scale of the
enterprises within the Group. The capital expenses to
be used in the reconstruction of existing plants, new
constructions, mergers and acquisitions (if any) in 2008
is about RMB2,270 million,. The required sources of
funds include proceeds from issuing bonds with warrants
in 2008 in the amount of RMB1,500 million, and the
remaining funds comes from the Group’s own capital
or bank loans.
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Potential Liabilities
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For details, please refer to the attached Notes to the
Financial Statements.
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The remuneration policy of the Company was
established on the principles of “remuneration shall be
determined with reference to position” and “incentive
shall be determined with reference to performance”,
and was in line with market practice. The Company set
a reasonable range of the amount of emoluments with
reference to market rate and adopted such range in a
flexible manner, provided suitable welfare package to
its staff in accordance with the relevant laws and
regulations of the State. It also focused on staff’s
progress and development. As at 31 December 2007,
the Company did not establish any share option scheme.
For details, please refer to “Staff” in Report of the
Directors.
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Mr. LI Gui Rong, aged 68, is the Chairman of the Board of Directors of the Company. Mr. LI ever
served as Deputy Director, Director in Qingdao Planning Commission before he joined the Company
as Chairman in June 1996. Mr. LI has worked with corporate and economic management for many
years, which helps him be familiar with the relevant State economic policies, laws and regulations,

and obtain rich experience in corporate management and operational decision-making. With his
Ak 48 e A strategic insights and commanding capacity on an overall basis, Mr. LI plays an ultimate role in
Mr. LI Gui Rong q 0 9 9 . .
promoting the Company's corporate governance and improving the development strategies. Besides,

Mr. LI is also the Chairman of Tsingtao Brewery Group Company Limited.

BB ESEAE » BUESIK » RATRIFEFR - AR > & ARG > b B PR TR 22 BEEMBA %
o HEB KRB o S84 197553 AR A B B L 7 5 WL M AR - BAERE - B
BE SRR > 19944F A1 WL — W MR BY BE > 19964 107 H £E 7 W v 47 B 2 4E 23 W] 48 &8 > 2000
A AEAR A T AR A BB B > 200148 AR AR A R AR o 5 AR T S AR W A R AT
Rt B AR ER - RR T R QRN - Y - S Sk - BARTE P i v SRR
FARAR BRI E T RN o 200848 11 » &84 M &M [2007CCTVH E 1k
RPEENY ] o SRERE T~ T —JEE A KR - 7 R HAE T 04 A R 2w )
HHER I -

Mr. JIN Zhi Guo, aged 51, is the Vice Chairman, President of the Company, and Senior Economist
with EMBA at China Europe International Business School (CEIBS) and Ph.D from Qingdao
University. Mr. JIN joined Tsingtao Brewery Factory, the predecessor of the Company, as general
staff in 1975, and later, Head of Power Dept. He took the position of Assistant to Factory Manager
of Tsingtao Brewery No. 1 in 1994, General Manager of Tsingtao Brewery (Xi'an) Company Limited

in October 1996, Assistant to the General Manager of the Company in August 2000, and General
M?ﬁv@]zi?%uo Manager of the Company in August 2001. With over 20 years' experience of operational management
and market developing in brewery, Mr. JIN sets up a series of operational modes including strategy,
marketing, brand, culture and capital, which established a consolidated basis for the steady
development of Tsingtao Brewery. In January 2008, Mr. JIN was entitled 2007 CCTV Top 10
Economic Figures'. Mr. JIN is the Representative of the 10th and 11th National People’s Congress

(NPC). He is also the Vice Chairman of Tsingtao Brewery Group Company Limited.
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Mr. Stephen J. BURROWS, aged 56, is the Vice Chairman and Non-executive Director of the
Company with MBA at Lindenwood University in Missouri, USA. He is currently the CEO and
President of Asia-Pacific in Anheuser-Busch International, Inc. as well as member of Strategic
Committee of A-B Company. Mr. BURROWS has over 30 years' experience in operational

management and market operations in brewery after working for A-B Company as Vice President
(Sales) in South-western Region in USA, Vice President (Consumer Consciousness and Education),

Mr. Stephen J. BURROWS

Vice President (Brand Management), and being responsible for the advertising, sales, packaging,
research and other activities for market development in different regions and throughout USA for
'Budweiser' and other beer brands in A-B Company.
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Mr. SUN Ming Bo, aged 51, is the Executive Director and Executive Vice President of the Company
with EMBA at Nankai University and Doctorial Degree of Management from Tongji University. Mr.
SUN ever took the position of Deputy Factory Manager and Chief Engineer of Tsingtao Brewery
No. 1, Assistant to the General Manager & Vice Chief Engineer of the Company. Mr. SUN took in
charge of organizing the negotiation and implementation over the strategic alignment between the

- Company and A-B Company, overall planning of the significant asset restructuring and projects of
Mr. SUN Ming Bo M&A for the Company with substantial experience in production, technical management and strategic
development in brewery. Mr. SUN obtained title of Applicable Researcher of Engineering with

profound accomplishments in the theory of strategic management.

BIBE S > BUESIRR » AARIATES > WA TR o 85064 8157 5 v R iR - A
A F AR > A SERE - BMEBED I > R =T SEM U AR - IR AL
e T 2w A LA A B AL B o B AR 200648 0 1B 5K A5 8 AL Bl RF 0 B2 55 CIOSE o
BISE R MR T B WEEMARA R ES - AATERFRE - BeERTFEWEHIEA
ARERLRAE HERHZR -

Mr. LIU Ying Di, aged 51, is the Executive Director and Senior Engineer of the Company. Mr. LIU
was ever the Deputy Factory Manager of Tsingtao Brewery No. 1, and Deputy General Manager of
the Company. He has over 30 years' experience in corporate production, technology, management,
and etc., and takes responsibility to organize and promote the modernization and information

. construction for the Company's management. In 2006, Mr. LIU was awarded prize of 'Best CIO' by
Mr. LIU Ying Di the National Information Evaluation Center Mr. LIU is also the Director and Executive President of
Tsingtao Brewery Group Company Limited. He is the Representative of the 14th People’s Congress

in Qingdao and Member of the 10th Shandong Committee of CPPCC.
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Mr. SUN Yu Guo, aged 53, is the Executive Director, Vice President and Chief Accountant of the
Company. Mr. SUN ever worked as Deputy Department Head in Finance Bureau of Qingdao, and
then Department Head in State-owned Assets Administration of Qingdao. Mr. SUN had been doing
financial work in the governmental departments for over 30 years with qualification of CPA and

CPV (Certified Public Valuator), which brought him rich experience in financial management and

T B 5 4 capital operations. In February 2005, Mr. SUN was awarded title of “Top 10 CFO in China” as the
Mr. SUN Yu Guo . .
only successful candidate from Shandong Province.
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Mr. Mark E. SCHUMM, aged 52, is the Non-executive Director of the Company. He obtained MBA
from principal Major of Finance at University of Michigan, USA. Mr. SCHUMM is currently the
Vice President of Asia Operations and Development in Anheuser-Busch International, Inc. In the

past 20 years, Mr. SCHUMM worked for A-B Company to be responsible for the corporate planning
e, R 1, SO and development of international business, as well as the accounting, finance, export, brand
management for their products in Europe and Canada, and obtained rich experience in site operational

management in Japan as well as business development in Asia.
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Mr. CHU Zhen Gang, aged 59, is the Independent Director of the Company, and Senior Economist
with EMBA at Nankai University. He is the General Manager of Qingdao Enterprise Developing &
Investing Co., Ltd. Mr. CHU was ever the Deputy Manager of Qingdao Fuel Co., Ltd., Department
Head and Deputy Director of Qingdao Economy Commission, Vice Head of Government of Shinan

District of Qingdao, with over 30 years' experience in corporate and economic management. Mr.

9% 1) 2t A
Mr. CHU Zhen Gang CHU is also the Director of Lucent Technologies Qingdao Communications Systems, Ltd., Vice

Chairman of Qingdao Yellow Sea Rubber Co., Ltd., and etc.
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Mr. FU Yang, aged 58, is the Independent Director of the Company. He is the Partner and Director
of Kang Da Law Firm in Beijing, Arbitrator of China International Economic and Trade Arbitration
Commission. Mr. FU ever served as Deputy Director of the Economic Law Office in the Commission
of Legislative Affairs of NPC, participating in preparation of over 40 laws such as Economic

: Contract Law, Law on Economic Contracts Involving Foreign Interest, Mineral Resources Law, Law
¥ 56 4 on the Administration of Drugs, Company Law, and Environmental Protection Law. Mr. FU was
M U Yang also Vice President of 3rd, 4th and 5th All China Lawyers Association.

SRR UEAH ORI R AR A ]
ANNUAL REPORT 2007 | TSINGTAO BREWERY CO., LTD.



W/ Profiles of Directors

e > BUAESIEE » AN TR E S o 2L BT i Je I A0OK B B B B e BdR - B R o
W B A R S L - B BB BRI B o AL B ARl R A
S p B GE M e A g R c B R L RA SN B BRI R A > AR R
HE - BM208508 > ERFTAFREXLEGHNBESHAENNSHERRE 20T QHFR
BB S Z ~ WBOH - ZEH - PERERE - e ESHBE RS - ARAHTER I > 5%
REMGM XL > WL R - [N > FLLBERZHARMELZEHHRSH T RBE B
Wb A )~ CBOR PRI ) ~ CHURLRE) S5 ah A 1R ) 2 B WOt o > e fn 2 8 7 ko Tl
2l 1 5 0 S B T — T BB AR A2 > AR 2 5K 00 WA S BB P > 2 IR Ak 3R T B AR
A o

Ms. LI Yan, aged 51, is the Independent Director of the Company. She is the Professor in School of
Public Finance and Administration and Vice President of Finance School at Central University of
Finance and Economics, member of China Finance and Taxation Law Society and member of
National Institute of Teaching Study of Finance. Ms. LI is the Non-professional Member with CPA
certificate of the Chinese Institute of Certified Public Accountants. Ms. LI has years' of experience
in teaching, researching and practicing of finance and taxation. She published over 20 books and

textbooks as chief editor, and hosted dozens of significant subjects including the project of the

EHLt National Social Science Fund, participated in the researches on the State's, ministry's and provincial
Ms. LI Yan

subjects including those of the State-owned Assets Supervision and Administration Commission of
the State Council, Ministry of Finance, Ministry of Education, China Law Society., and Beijing,
Meanwhile, as Consulting Expert of NPC Finance and Economy Committee, Ms. LI participated in
the working out and discussions for revision of laws including Law of Administration of Taxes
Collection, Law of Governmental Purchase, Budget Law. hosted and participated in the working our
of the 'l 1th 5-year' Scheme of Finance for some districts and countries in Beijing, and took position
of Financial Consultant in a couple of companies, which played active roles in serving the society.
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Mr. POON Chiu Kwok, aged 45, is the Independent Director of the Company. He is currently an
Executive Director of the Huabao International Holdings Limited. Mr. POON holds a master degree
in arts, majoring in international accounting, a postgraduate certificate in laws, a bachelor degree
with honors in laws, and a bachelor degree with honors in arts, majoring in business studies. He is a
member of the Hong Kong Securities Institute ("HKSI"), the Institute of Chartered Secretaries and

Administrators, the Hong Kong Institute of Chartered Secretaries, and Professional Education

i I B 4t A Committee of HKSI. Mr. POON has extensive experience in securities regulations and commercial
Mr. POON Chiu Kwok 8 . 0 q 2 9
and investment banking. He has been working as a regulator, investment banker and financial
adviser in the financial and securities sector for around 22 years. Mr. POON currently serves as an
Independent Non-executive Director of CATIC Shenzhen Holdings Limited being a H-share company

listed on the Main Board of HKEX.
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Mr. SUN Jia Yao, aged 58, is the Chairman of the Board of Supervisors of the Company, with
university educational background. Mr. SUN is also the Chairman of the Board of Supervisors of
Qingdao Yiqing State-owned Assets Holdings Company, Qingdao Liuting International Airport
Company, and Tsingtao Brewery Group Company Limited. Mr. SUN ever served as Deputy Secretary
to the Party of Huang Dao District of Qingdao, Deputy Head of Government of Taidong District of

Qingdao, and Board Director and Deputy Secretary to the Party of Qingdao Textile Corporation,
E—— which helped him be familiar with corporate and economic management. Since 1999, Mr. SUN has
Mr. SUN Jia Yao accumulated considerable experience in operating Board of Supervisors through taking the position
as full-time Chairman of Board of Supervisors of Qingdao Kailian (Group) Corporation Limited
and Qingdao (Hong Kong) Huaqing Development Co., Ltd. under assignment by the People's

Government of Qingdao.
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Mr. HUANG Zu Jiang, aged 42, is the Supervisor as Staff Representative of the Company with
EMBA at Nankai University. He is currently Assistant to President of Production and Operation,
and Head of Production Management Dept. of Manufacturing Center. Mr. HUANG ever worked as
Director of Brewing Workshop, Head of Production Planning Dept., Assistant to the Factory Manager,
Deputy Factory Manager and Factory Manager of Tsingtao Brewery No. 2, as well as Board Director,

E—— Vice General Manager of Shenzhen Tsingtao-Asahi Company Limited, and etc. Mr. HUANG
Mr. HUANG Zu Jiang accumulates substantial experience in corporate management after having worked for the internal
corporate management for years.
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Mr. REN Zeng Gui, aged 44, is the Supervisor as Staff Representative of the Company with MBA
Class at University of Foreign Business and Economics, and holds title of Accountant. He is the
Head of Internal Control of the Company. Mr. REN was ever the Finance Director of Tsingtao
Brewery No. 5 Company Limited, Head of Audit Dept. under Office to the Board of Supervisors
and Head of Audit Dept. Mr. REN has been working with financial and auditing affairs for over 20

Mr. REN Zeng Gui years, which brought him substantial experience in corporate finance management and auditing.
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Ms. Frances ZHENG, aged 45, is the Supervisor as Shareholders Representative of the Company.
She obtained MBA at Eastern University of Pennsylvania, USA. She is currently the Finance
Director of Anheuser-Busch Asia, Inc. Ms ZHENG has worked for international and professional
agencies and enterprises in China, USA and Hong Kong SAR for over 20 years with substantial

experience. Her working scale includes the professional services of business development, taxation

WL+ . i k . i . .
Ms. Frances ZHENG planning, and the areas of enterprise planning, financial analysis and business management.
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Mr. LIU Qing Yuan, aged 59, is the External Supervisor of the Company. Mr. LIU graduated from
Qingdao Institute of Chemical Engineering. He is currently the Standing Director and Vice Chairman
of Qingdao Lawyers Society, and Director of Shandong Tianheren Law Firm. He was ever the

lawyer of Qingdao Shinan District Law Firm, Law Consultant of Government of Shinan District of

Qingdao, with substantial experience in legal affairs.

BB e A
Mr. LIU Qing Yuan
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Mr. ZHONG Ming Shan, aged 56, is the External Supervisor of the Company and Senior Accountant
with college educational background. He is currently audit partner of Shinewing Certified Public
Accountants and Chief Accountant of its Qingdao Branch. Mr. ZHONG has a long history in
financial work with Profession Qualification of CCPA after having served as Vice Head of Qingdao

CPA Services, Deputy Director of Plant Representative Dept. of Qingdao Finance Bureau and Head

Sl Y 1) S A
Mr. ZHONG Ming Shan of Shandong Desheng CPA Ltd.
TR B AR A R 22 o s % -
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Mr. FAN Wei, aged 48, is the President of Production and Operation of the Company. Mr. FAN
graduated with a Master's Degree at Southern Yangtze University. He ever took the position of
Deputy Factory Manager, Chief Engineer of Tsingtao Brewery No. 2 and Chief Brewer. He has rich
experience in production, scientific research and technical management in a brewery with title of
Applicable Researcher of Engineering.
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Ms. YAN Xu, aged 43, is the President of Marketing of the Company, with EMBA at Asia
International Open University (Macau). She was ever the Assistant to the General Manager, Director
& Deputy General Manager of Zhujiang River Brewery Group Company. She joined the Company
in January 1999, and ever took the positions as General Manager of South China Business Center,
General Manager of South China Investment Company Limited and South China Sales Company
Limited, and Vice President of the Company. Ms. YAN has rich experience in marketing as she has
been focusing on beer sales and market management for many years.
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Mr. ZHANG Xue Ju, aged 53, is the Vice President of the Company. Mr. ZHANG was ever Head of
Finance Dept., Board Secretary and General Manager of sales company. He has being Secretary to
the Board of Directors of the Company, and financial officer for a long time to be in charge of
listing and financial affairs, and has substantial experience in operations of listing company,
management of investor relations and management of brewery.
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Mr. CAO Xiang Dong, aged 56, is the Vice President of the Company. Mr. CAO has substantial
experience in operating and managing brewery after having served as Department Head, Factory
Manager of Tsingtao Brewery No. 2, Factory Manager of Tsingtao Brewery No. 1, Assistant to the
General Manager of the Company, General Manager of Tsingtao Brewery East China Holdings
Company and Chairman of Shanghai Tsingtao Brewery East China Sales Company Limited.
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Mr. JIANG Hong, aged 51, is the Vice President of the Company and Senior Economist with EMBA
at Nankai University. She has rich experience in production and management in brewery after
having served as Head of Production Dept. of the Company, Factory Manager of Tsingtao Brewery
No. 2, Supervisor, Head of Corporate Management Dept., and Assistant to the President & Head of
Human Resources Dept. of the Company.
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Mr. ZHANG An Wen, aged 50, is the Vice President of the Company with EMBA at Shaanxi
Institute of Business Management. He has rich experience in production and management of brewery
after having served as Director of Office to General Manager, Deputy Manager and General Manager
of Tsingtao Brewery (Xi'an) Company Limited and Chairman of Tsingtao Brewery Xi'an Hans
Group Company Limited.
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Mr. DONG Jian Jun, aged 47, is the Chief Brewer of the Company with Doctor's Degree of Ferment
Engineering at Tianjin University of Science & Technology. He has the title of Applicable Researcher
of Engineering. Mr. Dong has rich experience in technical innovation and quality management with
titles including 'Excellent Worker of Quality Management in Shandong Province' and '"Young and
Mid-aged Expert with Great Achievements in Shandong Province'.
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Mr. YU Jia Ping, aged 45, is the Vice President of Production and Operation of the Company with
EMBA at China Europe International Business School (CEIBS). He is strong at professional
management and coordination and has rich experience in improving plants' operational efficiency
and reducing producing and operational costs. Mr. YU was entitled 2003 Expert in Light Industrial
Sector in Shandong Province.

S S
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Mr. LU Wen Jin, aged 42, is the Vice President of Marketing of the Company with Master's Degree
of Accounting at Wuhan University. He has the title of Master of Accountant. Mr. LU is innovative
and active in reform of marketing management. He creates the sales management mode of utilizing
all external/internal opportunities and stabling detailed operations, and the sales culture with its

unique characteristics.

B 3 4 56 A
Mr. Lu Wen Jin
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Mr. YANG Hua Jiang, aged 45, is the Vice President of Marketing of the Company with Doctor's
Degree of Entrepreneurial Management at Xi'an Jiaotong University. He has the title of Senior
Economist. Mr. YANG actively promotes the concept of brand through sports marketing and event
marketing, and has rich experience in Olympic marketing.

B 3 L 5 A
Mr. Yang Hua Jiang
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Ms. YUAN Lu, aged 52, is the Secretary to the Board of Directors and Assistant to Chairman of the
Company. She was ever the Director of Secretaries' Office to the Board of Directors and Secretary

to the Board of Directors. Ms. YUAN has a long history involving secretarial work to the Board of
Directors and management of investor relations of the Company. She participated in a couple of
planning, negotiation and implementation of capital operation projects for the Company, and has

fhrul-

FH L
MfYUAN Lu Ms. YUAN was awarded 'The 1st Golden Board Secretary of Listed Companies in China'. She is

rich experience in construction of corporate governance and operation of listed company. In 2005,

also elected to Fellow of the Institute of Chartered Secretaries and Administrators (FCIS) and
Fellowship of Hong Kong Institute of Chartered Secretaries (FCS) in 2006.
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I. Material Litigations and Arbitrations
during the Reporting Period

In April 2000, the Company acquired all assets (except liquid
assets) of the beer production section of Huifu Group (“Huifu
Group”) and established Tsingtao Brewery (Xuzhou) Pengcheng
Company Limited (“Pengcheng Company”). In November 2005,
Huifu Group was bankrupted, and 999 Group as a joint guarantor
for the Huifu Group assumed liability to repay the loan of RMB
6.35 million from Xuzhou Branch of China Construction Bank to
the Huifu Group, and it repaid debts in the amount of RMB 10.5
million and other expenses in the amount of RMB 1.534 million
on behalf of the Huifu Group. On 8 October 2007, 999 Group
brought an action in the Xuzhou Intermediate People’s Court,
demanding the Company, Pengcheng Company, Xuzhou Bureau
of Finance and Xuzhou Light Industry Company to jointly repay
its principal payment and interests totaling RMB12.1352 million.
The case has been registered in Xuzhou Intermediate People’s
Court and exchange of evidence has taken place on 24 December
2007. Further inquisition is now taking place.

II. Providing Guarantees and Trusted Loans
by the Company during the Reporting
Period

During the reporting period, with the approval of the Board of
Directors, Tsingtao Brewery Company Limited No. 5, the
Company’s controlling subsidiary, provided extension guarantee
for Qingdao Tsingtao-Asahi Company Limited, in which it holds
40% stake, in respect of loans in the total amount of RMB22
million offered by the domestic commercial banks. The guarantee
period is 12 months, from 16 July 2007 to 15 July 2008. For
further details, please refer to the announcement made by the
Company on 31 July 2007.

During the reporting period, no issues involving trust of wealth
management occurred. The Company has, with the approval of
the Board of Directors, provided trusted loans in the approximate
sum of RMB2,792.55 million to its subsidiaries to secure their
production and operation.
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III. Related Party Transaction

1. Related Party Transaction of Equipment and Installation
Services with Tsingtao Brewery Engineering Company
Limited (“Engineering Company”).

On 21 December 2007, the Company signed Framework
Agreement of Providing Equipment and Installation Services for
Subsidiaries of the Company by Tsingtao Brewery Engineering
Company Limited in which it stipulated that the Engineering
Company provided equipment and installation services for the
projects of new constructions and technical reconstructions for
the 17 subsidiaries of the Company, with the total amount of the
projects was RMB55.49 million. Pursuant to the related party
announcement published on 24 December 2007 by the Company,
certain subsidiaries has paid about RMB26.38 million to the
Engineering Company in 2007, and its was expected that the
total amount paid by the end of 2007 would not exceed RMB30
million. The remaining amounts would be paid in 2008 according
to the process of the projects. On 29 December 2007, the Company
and Tsingtao Group signed Agreement of Share Transfer, to acquire
100% state-owned property ownership of the Engineering
Company held by Tsingtao Group for RMB2.49 million in cash
through Qingdao Property Ownership Trading Center, and
completed the procedures of registration change in the
Administration for Industry and Commerce for the transferred
shareholdings in March 2008, the Engineering Company became
a wholly-owned subsidiary of the Company, and the transactions
between the Company and the Engineering Company are no longer
related party transactions.

2. Except the aforesaid related transaction, the related parties
of the related party transactions are mainly minority
shareholders of controlling subsidiaries and associates of
the Company. For details, please refer to the Notes to the
Financial Statement.
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IV. Custody

Under the Entrusted Operation and Management Agreement and
its supplementary agreement signed between the Company and
Tsingtao Brewery Group Company Limited (“Group Company”),
the Company went on to manage the Group Company’s 80% stake
in Tsingtao Brewery (Yangzhou) Company Limited (“Yangzhou
Company”) as its custodian and included it into the consolidating
scope of financial statements during the reporting period.

V. Adjustment to the Income Tax Rate
Applicable for 2007

According to the notice from the tax authority in Qingdao in
April 2008, the applicable income tax rate for the Company during
the reporting period was 33% (the previous income tax rate
applicable to the Company was 15%). As a result of the
adjustment, the Company needs to pay additional income tax in
the sum of approximately RMB175 million, which will have
relatively substantial impacts on the Company’s 2007 annual
results.

As at the date of disclosure of this Report, the tax authority has
not made any decision on how to settle the income tax before the
year 2007. The Company will issue further announcement as and
when appropriate upon receipt of any further information. Pursuant
to the new Enterprise Income Tax Law of the People’s Republic
of China which came into effect on 1 January 2008, the income
tax rate applicable to the Company for 2008 is 25%.

VI. Significant Events after the Reporting
Period

1. The Company acquired 23.9% shareholdings in Tsingtao
Brewery Xi’an Company (“Xi’an Company”) held by Xi’an
Industrial Assets Operations Co., Ltd. (“Industrial Co.”)
through open transaction in the Xi’an Property Ownership
Trading Center. According to the result of public bidding,
the Company acquired such shares by paying RMB 171
million, and signed the share transfer agreement with
Industrial Co. on 28 December 2007. The Board of Directors
of the Company (including Independent Directors) believes
that, the transaction is in line with the Company’s
development strategies, and is beneficial to the Company
for strengthening its centralized management over Xi’an
Company and further improving the organizational structure
and brands integration in the west-north market. The
acquisition price is based on the net asset value of Xi’an
Company as assessed by valuation agency, and the



WY HIH  Significant Events

AT S R AR RS o IR B W R
2 F) 200841 H 4 H T #7589 % e Bl b &R
55 B sl B AL 5 oy o 200841 H25H » |k
AR Wi 8 = T A VY 2 T T T R L 50 R A T X
FCFH o FWMEN A KRA T EEME A -

2. KPR EeEM o KA FR20084:4 020 1 |
WG 5T M A A AR B G B AT T
156800 N R~ HIBR 2% 647 1 4 ik &2 5 vl i
& > S BATHNA A OH SERL » M eh ol R 6 5
fiEHNARAFHRGEREESBERSE - RK
BT A A F R R RE RS 4 A 18 H 7 i
B SRA G BB A e

¥

)

operational situations and earning ability of Xi’an Company
was also taken into account. The transaction price is fair
and reasonable, and is in line with the interests of the
Company and its shareholders as a whole. For details of
the transaction, please refer to the related party transaction
announcement dated 4 January 2008 published in the
domestic newspaper and the website of stock exchange
where it is listed. On 25 January 2008, the registration
process for transfer of above shares was completed in Xi’an
Administration for Industry and Commerce, and Xi’an
Company became a wholly-owned subsidiary of the
Company.

With the approval of the China Securities Regulatory
Commission, the Company issued bonds with warrants with
a 6-year term in the total value of RMBI1.5 billion to
qualified investors of A-shares in the Shanghai Stock
Exchange on 2 April 2008. Such issuance was completed
on 9 April 2008, and Shandong Huide CPAs issued capital
verification report on the proceeds from the subject offering.
The bonds and warrants in this offering have been listed on
the Shanghai Stock Exchange on 18 April 2008.
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Independent Auditor’s Report

PRICENVATERHOUSE(COPERS

EERKESHHERR PricewaterhouseCoopers
22/F, Prince’s Building
Central, Hong Kong
Telephone (852) 2289 8888
Facsimile (852) 2810 9888
www.pwchk.com

TO THE SHAREHOLDERS OF
TSINGTAO BREWERY COMPANY LIMITED
(A Sino-foreign joint stock company established in the People’s Republic of China with limited liability)

We have audited the consolidated financial statements of Tsingtao Brewery Company Limited (the “Company”) and its
subsidiaries (together, the “Group”) set out on pages 67 to 143, which comprise the consolidated and company balance sheets
as at 31 December 2007, and the consolidated income statement, the consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and a summary of significant accounting policies and other

explanatory notes.
DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation and the true and fair presentation of these consolidated
financial statements in accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of
Certified Public Accountants and the disclosure requirements of the Hong Kong Companies Ordinance. This responsibility
includes designing, implementing and maintaining internal control relevant to the preparation and the true and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying

appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.
AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial statements based on our audit and to report our
opinion solely to you, as a body, and for no other purpose. We do not assume responsibility towards or accept liability to any

other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified
Public Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to

obtain reasonable assurance as to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and true and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of

accounting estimates made by the directors, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

T O W B AR A A
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Independent Auditor’s Report

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company and of the
Group as at 31 December 2007 and of the Group’s profit and cash flows for the year then ended in accordance with Hong
Kong Financial Reporting Standards and have been properly prepared in accordance with the disclosure requirements of the

Hong Kong Companies Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 21 April 2008

L & A “RR LA
66 TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007




Balance Sheets

Group Company
As at 31 December As at 31 December
2007 2006 2007 2006
Note RMB’000 RMB’000 RMB’000 RMB’000
ASSETS
Non-current assets
Property, plant and equipment 7 5,608,946 5,098,594 946,698 957,531
Investment property 7 — — 20,853 —
Leasehold land and land use rights 6 717,172 676,759 65,878 68,892
Prepayment for land use rights 17,442 17,442 17,442 17,442
Intangible assets 8 237,269 232,493 95,494 78,741
Investments in subsidiaries 9 — — 1,857,838 1,628,989
Loans to subsidiaries 9 — — 2,704,878 2,759,788
Interests in associates 10 27,882 18,576 7,200 6,004
Deferred income tax assets 20 174,783 70,813 120,425 41,563
Available-for-sale financial assets 12 20,223 — 12,195 16,504
Other long-term assets 11,120 27,258 3,167 22,664
6,814,837 6,141,935 5,852,068 5,598,118
Current assets
Inventories 13 2,187,254 1,641,319 411,062 316,998
Amounts due from subsidiaries — — 237,434 146,509
Trade receivables 14 94,199 101,180 44,117 33,535
Bills receivable 37,294 44,979 — —
Deposits, prepayments and other receivables 15 1,076,742 415,803 293,260 88,736
Pledged bank deposits 23 20,266 19,524 — —
Cash and cash equivalents 11 1,314,643 1,213,243 689,459 594,700
4,730,398 3,436,048 1,675,332 1,180,478
Total assets 11,545,235 9,577,983 7,527,400 6,778,596
EQUITY
Capital and reserves attributable to
the Company’s shareholders
Share capital 16 1,308,219 1,308,219 1,308,219 1,308,219
Other reserves 17 3,632,861 3,560,423 3,609,216 3,541,588
Retained earnings
— Proposed final dividend 287,808 287,808 287,808 287,808
— Others 280,297 90,979 325,429 528,623
5,509,185 5,247,429 5,530,672 5,666,238
Minority interests 479,150 452,294 —_ —
Total equity 5,988,335 5,699,723 5,530,672 5,666,238
CRRLEEH TR B AR A

ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD. 67




Balance Sheets (continued)

Group Company
As at 31 December As at 31 December
2007 2006 2007 2006
Note RMB’000 RMB’000 RMB’000 RMB’000
LIABILITIES
Non-current liabilities
Borrowings 18 90,854 53,259 —_ —
Derivative financial instruments 19 22,801 3,749 22,801 3,749
Deferred income tax liabilities 20 17,035 16,448 1,828 —
Long-term loan due to a shareholder 37(b) — 117,131 — —
Finance lease liabilities 18 5,726 — — —
Deferred government grants 21 76,275 — 11,308 —
Other financial liabilities 28,286 31,800 —_ —
240,977 222,387 35,937 3,749
Current liabilities
Trade payables 22 1,080,803 794,675 188,918 133,615
Bills payable 23 207,268 250,117 81,180 70,900
Accruals and other payables 24 2,172,297 1,766,404 572,702 450,760
Deposits and advance from customers 25 482,882 191,662 374,158 62,899
Taxes payable 35(b) 279,227 51,106 198,603 —
Loan due to a shareholder 37(b) 109,569 — — —
Borrowings 18 971,096 599,745 545,230 390,435
Current portion of long-term borrowings 18 10,216 2,164 — —
Current portion of finance lease liabilities 18 2,565 — — —
5,315,923 3,655,873 1,960,791 1,108,609
Total liabilities 5,556,900 3,878,260 1,996,728 1,112,358
Total equity and liabilities 11,545,235 9,577,983 7,527,400 6,778,596
Net current (liabilities)/assets (585,525) (219,825) (285,459) 71,869
Total assets less current liabilities 6,229,312 5,922,110 5,566,609 5,669,987
LI Guirong SUN Yuguo
Director Director

The notes on pages 73 to 143 are an integral part of these consolidated financial statements.
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Consolidated Income Statements

Year ended 31 December

2007 2006

Note RMB’000 RMB’000
Sales 5 13,529,892 11,677,160
Cost of goods sold 28 (9,215,999) (8,003,086)
Gross profit 4,313,893 3,674,074
Selling and marketing expenses 28 (2,651,635) (2,020,660)
Administrative expenses 28 (689,326) (837,020)
Other gains — net 26 97,469 92,674
Other operating losses — net 27 (63,095) (255,390)
Operating profit 1,007,306 653,678
Finance expenses — net 30 (15,009) (26,899)
Share of profit of associates — net 283 1,041
Profit before income tax 992,580 627,820
Income tax expense 31(a) (413,812) (179,063)
Profit for the year 578,768 448,757
Attributable to:
Shareholders of the Company 538,911 447,867
Minority interests 39,857 890

578,768 448,757
Earnings per share for profit attributable to the Shareholders
of the Company during the year (expressed in RMB per share)
— Basic and diluted 32 0.41 0.34
Dividends 33 287,808 287,808
The notes on pages 73 to 143 are an integral part of these consolidated financial statements.
CRRLEEH O WL B AR A A
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Consolidated Statements of Changes in Equity

Minority
Attributable to shareholders of the Company interests Total
Proposed Accumulated
Share Other final (losses)/
capital reserves dividends profits
(Note 17)
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Balance at 1 January 2006,
as previously reported 1,308,219 3,673,572 209,315 (234,716) 576,686 5,533,076
Opening adjustments for the
accounting policy change 2 — (209,576) — 209,576 — —
Balance at 1 January 2006,
as restated 1,308,219 3,463,996 209,315 (25,140) 576,686 5,533,076
Translation difference — 3,986 — — — 3,986
Profit for the year — — — 447 867 890 448,757
Total recognised income
and expense for 2006 — 3,986 — 447,867 890 452,743
Dividends declared — — (209,315) — (55,772) (265,087)
Proposed dividends 33 — — 287,808 (287,808) — —
Profit appropriation
to surplus reserve 17 — 43,940 — (43,940) — —
Acquisition/disposal interests
from/to minority shareholders — 48,501 — — (42,197) 6,304
Reclassified to financial liabilities — — — (31,800) (31,800)
Others — — — — 4,487 4,487
Balance at 31 December 2006 1,308,219 3,560,423 287,808 90,979 452,294 5,699,723
O WL B AR A A SRR LR
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Consolidated Statements of Changes in Equity (continued)

Minority
Attributable to shareholders of the Company interests Total
Proposed  Accumulated
Share Other final (losses)/
capital reserves dividends profits
(Note 17)
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Balance at 1 January 2007,
as previously reported 1,308,219 3,796,626 287,808 (145,224) 452,294 5,699,723
Opening adjustments for the
accounting policy change 2 — (236,203) — 236,203 — —
Balance at 1 January 2007,
as restated 1,308,219 3,560,423 287,808 90,979 452,294 5,699,723
Translation difference — 898 — — — 898

Gross gain on fair value

of available-for-sale

financial assets — 13,007 — — 615 13,622
Deferred income tax liabilities

for available-for-sale

financial assets — (3,252) — — (154) (3,406)
Profit for the year — — — 538,911 39,857 578,768

Total recognised income

and expense for 2007 — 10,653 — 538,911 40,318 589,882
Dividends declared — — (287,808) — (29,902) (317,710)
Proposed dividends 33 — — — — — —
Profit appropriation

to surplus reserve 17 — 61,785 — (61,785) — —
Contribution from minority

shareholders — — — — 15,703 15,703
Others — — — — 7317 7317
Balance at 31 December 2007 1,308,219 3,632,861 287,808 280,297 479,150 5,988,335

The notes on pages 73 to 143 are an integral part of these consolidated financial statements.
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Consolidated Cash Flow Statements

Year ended 31 December

2007 2006
Note RMB’000 RMB’000

Cash flows from operating activities
Cash generated from operations 34 1,394,061 1,332,490
Interest received 24,224 22,499
Income tax paid (295,433) (244,613)
Net cash generated from operating activities 1,122,852 1,110,376

Cash flows from investing activities
Acquisition of a subsidiary, net of cash acquired 17,184 —

Purchase of property, plant and equipment,

construction-in-progress and intangible assets (1,054,091) (600,751)
Proceeds from sales of property, plant and equipment 34 34,064 58,330
Prepayment for purchase of minority interests in a subsidiary 38(a) (88,123) —
Acquisition of subsidiary from a related party (5,290) —
Additional equity investments in associated companies (8,000) —
Proceeds from liquidation of subsidiaries 14,961 —
Decrease in short-term bank deposits and pledged bank deposits (24,327) 6,306
Cash received from derivative financial instruments (3,905) 3,313
Dividend received 3,660 11,135
Net cash used in investing activities (1,113,867) (521,667)

Cash flows from financing activities
Proceeds from borrowings 1,090,688 568,470
Repayment of borrowings (646,388) (876,781)
Contributions from minority shareholders — 15,703
Interest paid (28,859) (53,147)
Dividends paid to the Company’s shareholders (287,808) (212,165)
Dividends paid to minority interests (29,902) (65,519)
Net cash from/(used in) financing activities 97,731 (623,439)
Net increase/(decrease) in cash and cash equivalents 106,716 (34,730)
Cash and cash equivalents at beginning of the year 1,213,243 1,248,291
Exchange losses on cash and cash equivalents (5,316) (318)
Cash and cash equivalents at end of the year 1,314,643 1,213,243

The notes on pages 73 to 143 are an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements

1 GENERAL INFORMATION

Tsingtao Brewery Company Limited (the “Company”) was established in the People’s Republic of China (the “PRC”) on 16
June 1993. It obtained a business license as a Sino-foreign joint stock company on 27 December 1995. Its H shares have been
listed on the Main Board of the Stock Exchange of Hong Kong Limited since 15 July 1993 and its A shares have been listed
on the Shanghai Stock Exchange since 27 August 1993.

The Company and its subsidiaries (together “the Group”) are principally engaged in the production and distribution of beer

products. The Company’s registered address is No.56, Dengzhou Road, Qingdao, PRC.
These consolidated financial statements have been approved for issue by the Board of Directors on 21 April 2008.

The English language names of some of the companies referred to in the financial statements represent unofficial translation
of their registered Chinese names by management and these English language names have not been legally adopted by these

entities.
2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these consolidated financial statements are set out below. These
policies have been consistently applied to both 2006 and 2007 presented, except the accounting policy for the determination of

the surplus reserve in consolidated balance sheet and statement of changes in equity as disclosed below.

During the year ended 31 December 2007, the Group changed its policy for reserve appropriations that share of profits from
subsidiaries after their respective reserve appropriations would not be subject to additional reserve appropriations at the
statutory financial statements of the Company in the PRC. As a result of such change, the Group restated its reserve balances

of prior years retroactively.
The effect of such change in current period is shown below:

As at

31 December
2007
RMB’000

Increase in accumulated profits brought forward 236,203

Decrease in surplus reserve (236,203)

T O W B AR A A
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with Hong Kong Financial
Reporting Standards (HKFRS). The consolidated financial statements have been prepared under the historical cost
convention, as modified by available-for-sale financial assets, financial assets and financial liabilities (including

derivative instruments) at fair value through profit or loss.

The preparation of financial statements in conformity with HKFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the Group accounting
policies. The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are

significant to the consolidated financial statements are disclosed in Note 4.
(a) Standards, amendment and interpretations effective in 2007

. HKFRS 7, “Financial instruments: Disclosures”, and the complementary amendment to IAS/HKAS 1,
“Presentation of financial statements — Capital disclosures”, introduces new disclosures relating to
financial instruments and does not have any impact on the classification and valuation of the Group’s

financial instruments, or the disclosures relating to taxation and trade and other payables; and

. HK(IFRIC) — Int 10, “Interim financial reporting and impairment”, prohibits the impairment losses
recognised in an interim period on goodwill and investments in equity instruments and in financial
assets carried at cost to be reversed at a subsequent balance sheet date. The Group has strictily followed

the requirements under this standard in its preparation of the Group’s financial statements; and

. HK(FRIC) — Int 8, “Scope of HKFRS 27, requires consideration of transactions involving the issuance
of equity instruments, where the identifiable consideration received is less than the fair value of the
equity instruments issued in order to establish whether or not they fall within the scope of HKFRS 2.

This standard does not have any impact on the Group’s financial statements.
(b) Standards, amendments and interpretations effective in 2007 but not relevant

The following standards, amendments and interpretations to published standards are mandatory for accounting

periods beginning on or after 1 January 2007 but they are not relevant to the Group’s operations:

. HK(IFRIC)-Int 11 — HKFRS2, Group and Treasury Share Transaction (effective for annual periods
beginning on or after 1 March 2007). HK(IFRIC)-Int 11 provides guidance on the how to apply
requirements of IFRS 2 when involving the equity instruments of the parent or subsidiaries and when

involving the purchase of the entity’s own equity instrument from third parties.

As the Company’s Article of Association does not provide any provision for treasury share and

redemption of the Company’s own shares, IFRIC-Int 11 is not relevant to the Group’s operation;

. HK(IFRIC) — Int 7, “Applying the restatement approach under IAS/HKAS 29, Financial reporting in

hyper-inflationary economies”; and

. HK(FRIC) — Int 9, “Re-assessment of embedded derivatives”.

L & A SRBLEER
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Notes to the Consolidated Financial Statements

2

2.1

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of preparation (Continued)

(c)

Standards, amendments and interpretations to existing standards that are not yet effective and have not been

early adopted by the Group

The following standards, amendments and interpretations to existing standards have been published and are
mandatory for the Group’s accounting periods beginning on or after 1 January 2008 or later periods, but the
Group has not early adopted them:

. HKAS 1 (Revised), “Presentation of Financial Statements” (effective from 1 January 2009). IHKAS 1
(Revised) requires all owner changes in equity to be presented in a statement of changes in equity. All
comprehensive income is presented in one statement of comprehensive income or in two statements (a
separate income statement and a statement of comprehensive income). It requires presenting a statement
of financial position as at the beginning of the earliest comparative period in a complete set of financial
statements when there are retrospective adjustments or reclassification adjustments. However, it does
not change the recognition, measurement or disclosure of specific transactions and other events required
by other HKFRSs. The Group will apply HKAS 1 (Revised) from 1 January 2009;

. HKAS 23 (Amendment), “Borrowing costs” (effective from 1 January 2009). The amendment requires
an entity to capitalise borrowing costs directly attributable to the acquisition, construction or production
of a qualifying asset (one that takes a substantial period of time to get ready for use or sale) as part of
the cost of that asset. The option of immediately expensing those borrowing costs will be removed. The
Group will apply HKAS 23 (Amended) from 1 January 2009. Currently the directors are of the view
that the revised HKAS 23 will not have material impact to the Group as the Group have already
adopted the alternative approach under existing HKAS 23 which is similar to the revised HKAS 23;

. HKFRS 8, “Operating segments” (effective from 1 January 2009). HKFRS 8 replaces HKAS 14 and
aligns segment reporting with the requirements of the US standard SFAS 131, “Disclosures about
segments of an enterprise and related information”. The new standard requires a “management approach”,
under which segment information is presented on the same basis as that used for internal reporting
purposes. The Group will apply HKFRS 8 from 1 January 2009. The expected impact is still being
assessed in details by management, but it appears likely that the number of reportable segments, as well
as the manner in which the segments are reported, will change in a manner that is consistent with the
internal reporting provided to the chief operating decision-maker. As goodwill is allocated to groups of
cash-generating units based on segment level, the change will also require management to reallocate
goodwill to the newly identified operating segments. Nevertheless, management does not anticipate

that this will result in any material impairment to the goodwill balance; and

. HK(IFRIC) — Int 13, “Customer loyalty programmes” (effective from 1 July 2008). IFRIC/HK(IRFIC)
— Int 13 clarifies that where goods or services are sold together with a customer loyalty incentive (for
example, loyalty points or free products), the arrangement is a multiple-element arrangement and the
consideration receivable from the customer is allocated between the components of the arrangement
using fair values. The Group will apply HK(IFRIC) — Int 13 from 1 January 2009. The expected
impact is still being assessed in detail by management, in respect of whether any incentives offered by
the Group to the customers would fall into the scope of this interpretation. Management does not

anticipate that this will result in any material changes to the Group’s operating results.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.1 Basis of preparation (Continued)
(d) Interpretations to existing standards that are not yet effective and not relevant for the Group’s operations

The following interpretations to existing standards have been published and are mandatory for the Group’s
accounting periods beginning on or after 1 January 2008 or later periods but are not relevant for the Group’s

operations:

. HK(IFRIC) — Int 12, “Service concession arrangements” (effective from 1 January 2008). HK(IFRIC)
— Int 12 applies to contractual arrangements whereby a private sector operator participates in the
development, financing, operation and maintenance of infrastructure for public sector services.
HK(IFRIC) — Int 12 is not relevant to the Group’s operations because none of the Group’s companies

provide for public sector services;

. HK(IFRIC) — Int 14, “HKAS 19 — The limit on a defined benefit asset, minimum funding requirements
and their interaction” (effective from 1 January 2008). HK(IFRIC) — Int 14 provides guidance on
assessing the limit in HKAS 19 on the amount of the surplus that can be recognised as an asset. It also
explains how the pension asset or liability may be affected by a statutory or contractual minimum
funding requirement. HK(IFRIC) — Int 14 is not relevant to the Group’s operation as the Group has no
defined benefit plans;

. HKAS 32 and HKAS 1 Amendments “Puttable Financial Instruments and Obligations Arising on
Liquidation” (effective from 1 January 2009). The amendment requires some puttable financial
instruments and some financial instruments that impose on the entity an obligation to deliver to another
party a pro rata share of the net assets of the entity only on liquidation to be classified as equity. The
Group will apply HKAS 32 and HKAS 1 Amendments from 1 January 2009, but it is not expected to
have any impact on the Group’s financial statements;

. HKAS 27 (Revised) “Consolidated and Separate Financial Statements” (effective from annual period
beginning on or after 1 July 2009). The amendment requires non-controlling interests (i.e. minority
interests) to be presented in the consolidated statement of financial position within equity, separately
from the equity of the owners of the parent. Total comprehensive income must be attributed to the
owners of the parent and to the non-controlling interests even if this results in the non-controlling
interests having a deficit balance. Changes in a parent’s ownership interest in a subsidiary that do not
result in the loss of control are accounted for within equity. When control of a subsidiary is lost, the
assets and liabilities and related equity components of the former subsidiary are derecognised. Any
gain or loss is recognised in profit or loss. Any investment retained in the former subsidiary is measured
at its fair value at the date when control is lost. The Group has already chosen the similar accounting
policy as HKAS 23 (Revised) in prior years (Note 2.2);
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2

2.1

2.2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Basis of preparation (Continued)

(d) Interpretations to existing standards that are not yet effective and not relevant for the Group’s operations
(Continued)
. HKFRS 3 (Revised) “Business Combination” (effective for business combinations with acquisition date

on or after the beginning of the first annual reporting period beginning on or after 1 July 2009). The
amendment may bring more transactions into acquisition accounting as combinations by contract alone
and combinations of mutual entities are brought into the scope of the standard and the definition of a
business has been amended slightly. It now states that the elements are “capable of being conducted”
rather than “are conducted and managed”. It requires considerations (including contingent consideration),
each identifiable asset and liability to be measured at its acquisition-date fair value, except leases and
insurance contracts, reacquired right, indemnification assets as well as some assets and liabilities
required to be measured in accordance with other HKFRSs. They are income taxes, employee benefits,
share-based payment and non current assets held for sale and discontinued operations. Any non-
controlling interest in an acquiree is measured either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s net identifiable assets. The Group will apply HKFRS 3 (Revised)
from 1 January 2010.

. IFRS Amendment “Share-based Payment Vesting Conditions and Cancellations” (effective from 1
January 2009). This amendment is not relevant to the Group’s operation as the Group has currently no

such schemes.

Consolidation

The consolidated financial statements include the financial statements of the Company and all its subsidiaries made up

to 31 December.

(a) Subsidiaries

Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies
generally accompanying a shareholding of more than one half of the voting rights. The existence and effect of
potential voting rights that are currently exercisable or convertible are considered when assessing whether the

Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-

consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The
cost of an acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition. Identifiable
assets acquired and liabilities and contingent liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date, irrespective of the extent of any minority interest. The
excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets acquired
is recorded as goodwill (Note 2.6). If the cost of acquisition is less than the fair value of the net assets of the

subsidiary acquired, the difference is recognised directly in the income statement.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

250 Consolidation (Continued)

(a) Subsidiaries (Continued)

Inter-company transactions, balances and unrealised gains on transactions between group companies are
eliminated. Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of
the asset transferred. Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group.

In the Company’s balance sheet the investments in subsidiaries are stated at cost less provision for impairment
losses (Note 2.7). The results of subsidiaries are accounted by the Company on the basis of dividend received

and receivable.

(b) Transactions with minority interests

The Group applies a policy of treating transactions with minority interests as transactions with equity owners
of the Group. For purchases from minority interests, the difference between any consideration paid and the
relevant share acquired of the carrying value of net assets of the subsidiary is deducted from equity. Gains or
losses on disposals to minority interests, differences between any proceeds received and the relevant share of

minority interests are also recorded in equity.
(c) Associates

Associates are all entities over which the Group has significant influence but not control, generally accompanying
a shareholding of between 20% and 50% of the voting rights. Investments in associates are accounted for using
the equity method of accounting and are initially recognised at cost. The Group’s investment in associates

includes goodwill (net of any accumulated impairment loss) identified upon acquisition (Note 2.6).

The Group’s share of its associates’ post-acquisition profits or losses is recognised in the income statement,
and its share of post-acquisition movements in reserves is recognised in reserves. The cumulative post-acquisition
movements are adjusted against the carrying amount of the investment. When the Group’s share of losses in an
associate equals or exceeds its interest in the associate, including any other unsecured receivables, the Group

does not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the
Group’s interest in the associates. Unrealised losses are also eliminated unless the transaction provides evidence
of an impairment of the asset transferred. Accounting policies of associates have been changed where necessary

to ensure consistency with the policies adopted by the Group.

In the Company’s balance sheet the interests in associated companies are stated at cost less provision for
impairment losses (Note 2.7). The results of associated companies are accounted for by the Company on the

basis of dividend received and receivable.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.3 Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are subject to
risks and returns that are different from those of other business segments. A geographical segment is engaged in
providing products or services within a particular economic environment that are subject to risks and returns that are

different from those of segments operating in other economic environments.

2.4 Foreign currency translation

(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the currency of
the primary economic environment in which the entity operates (“the functional currency”). The consolidated
financial statements are presented in Renminbi (“RMB”), which is the Company’s functional and presentation

currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at
the dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the income statement, except when deferred in equity as qualifying cash flow

hedges or qualifying net investment hedges.

Translation differences on non-monetary financial assets and liabilities are reported as part of the fair value
gain or loss. Translation differences on non-monetary financial assets and liabilities such as equities held at
fair value through profit or loss are recognised in profit or loss as part of the fair value gain or loss. Translation
differences on non-monetary financial assets such as equities classified as available for sale are included in the

available-for-sale reserve in equity.

(c) Group companies

The results and financial position of all the group entities (none of which has the currency of a hyperinflationary
economy) that have a functional currency different from the presentation currency are translated into the

presentation currency as follows:

(i) assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that

balance sheet;

(ii) income and expenses for each income statement are translated at average exchange rates (unless this
average is not a reasonable approximation of the cumulative effect of the rates prevailing on the
transaction dates, in which case income and expenses are translated at the dates of the transactions);

and

(iii) all resulting exchange differences are recognised as a separate component of equity.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.4 Foreign currency translation (Continued)
(c) Group companies (Continued)

On consolidation, exchange differences arising from the translation of the net investment in foreign entities, and of
borrowings and other currency instruments designated as hedges of such investments, are taken to shareholders’
equity. When a foreign operation is partially disposed of or sold, exchange differences that were recorded in equity are

recognised in the income statement as part of the gain or loss on sale.
2.5 Property, plant and equipment

Property, plant and equipment are stated at historical cost less depreciation and impairment losses. Historical cost
includes expenditure that is directly attributable to the acquisition of the items. Cost may include transfers from equity

of any gains/losses on qualifying cash flow hedges of foreign currency purchases of property, plant and equipment.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only
when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the
item can be measured reliably. All other repairs and maintenance are charged in the income statement during the

financial period in which they are incurred.

Depreciation of property, plant and equipment is calculated using the straight-line method to allocate their cost to their

residual values over their estimated useful lives, as follows:

Plants and buildings 20 — 50 years
Machinery 5 — 14 years
Motor vehicles 5 — 12 years
Other equipment 5 — 10 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is

greater than its estimated recoverable amount (Note 2.7).

2.6 Intangible assets

(a) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the Group’s share of the net
identifiable assets of the acquired subsidiary/associated company at the date of acquisition. Goodwill on
acquisitions of subsidiaries is included in intangible assets. Goodwill on acquisitions of associates is included
in investments in associates and is tested for impairment as part of the overall balance. Separately recognised
goodwill is tested annually for impairment and carried at cost less accumulated impairment losses. Impairment
losses on goodwill are not reversed. Gains and losses on the disposal of an entity include the carrying amount

of goodwill relating to the entity sold.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.6 Intangible assets (Continued)

(a) Goodwill (Continued)

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is made to
those cash-generating units or groups of cash-generating units that are expected to benefit from the business

combination in which the goodwill arose (Note 2.7).

(b) Trademarks and licences

Acquired trademarks and licences are shown at historical cost. Trademarks and licences which have a finite
useful life are carried at cost less accumulated amortization. Amortisation is calculated using the straight-line

method to allocate their costs over their estimated useful lives.

Trademark which is not subject to amortisation will be subject to annual impairment assessment.

(c) Computer software

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to

use the specific software. These costs are amortised over their estimated useful lives of three to five years.

Costs associated with developing or maintaining computer software programmes are recognised as an expense
as incurred. Costs that are directly associated with the production of identifiable and unique software products
controlled by the Group, and that will probably generate economic benefits exceeding costs beyond one year,
are recognised as intangible assets. Costs include the employee costs incurred as a result of developing software

and an appropriate portion of relevant overheads.

Computer software development costs recognised as assets are amortised over their estimated useful lives.

(d) Research and development costs

Research costs are expensed as incurred. Costs incurred on development projects relating to the design and
testing of new or improved products are recognised as an intangible asset where the technical feasibility and
intention of completing the product under development has been demonstrated and the resources are available
to do so, costs are identifiable and there is an ability to sell or use the asset that will generate probable future
economic benefits. Development costs that do not meet the above criteria are expensed as incurred. Development

costs previously recognised as an expense are not recognised as an asset in a subsequent period.

(e) Impairment of intangible assets

Where an indication of impairment exists, the carrying amount of any intangible asset is assessed and written

down immediately to its recoverable amount.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

27/ Impairment of investments in subsidiaries, associates and non-financial assets

Assets that have an indefinite useful life or have not yet available for use are not subject to amortisation and are tested
annually for impairment. Assets are reviewed for impairment whenever events or changes in circumstances indicate
that the carrying amount may not be exceeds its recoverable amount. The recoverable amount is the higher of an
asset’s fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the
lowest levels for which there are separately identifiable cash flows (cash-generating units). Non-financial assets other

than goodwill that suffered an impairment are reviewed for possible reversal of the impairment at each reporting date.

2.8 Financial assets

The Group classifies its financial assets in the following categories at fair value through profit and loss: loans and
receivables, held-to-maturity investments and available-for-sale financial assets. The classification depends on the
purpose for which the investments were acquired. Management determines the classification of its financial assets at

initial recognition.

(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are included in current assets, except for maturities greater than 12 months
after the balance sheet date. These are classified as non-current assets. Loans and receivables are included in

trade and other receivables and other long-term receivables in the balance sheet (Note 2.11).

(b) Held-to-maturity financial assets

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed
maturities that the Group’s management has the positive intention and ability to hold to maturity. If the Group
were to sell other than an insignificant amount of held-to-maturity financial assets, the whole category would
be tainted and reclassified as available for sale. Held-to-maturity financial assets are included in non-current
assets, except for those with maturities less than 12 months from the balance sheet date; these are classified as

current assets. During the year, the Group did not hold any investments in this category.

(c) Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified
in any of the other categories. They are included in non-current assets unless management intends to dispose of

the investment within 12 months of the balance sheet date.

No financial assets at fair value through profit and loss were acquired during the year.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.8 Financial assets (Continued)
(c) Available-for-sale financial assets (Continued)

Regular purchases and sales of investments are recognised on trade-date — the date on which the Group
commits to purchase or sell the asset. Investments are initially recognised at fair value plus transaction costs
for all financial assets not carried at fair value through profit or loss. Financial assets are derecognised when
the rights to receive cash flows from the financial assets have expired or have been transferred and the Group
has transferred substantially all risks and rewards of ownership. Available for-sale financial assets and financial
assets at fair value through profit or loss are subsequently carried at fair value. Loans and receivables and held-
to-maturity investments are carried at amortised cost using the effective interest method. Unrealised gains and
losses arising from changes in the fair value of monetary or non-monetary securities classified as available-for-
sale are recognised in equity.

When securities classified as available-for-sale are sold or impaired, the accumulated fair value adjustments
are included in the income statement as gains or losses from investment securities.

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or a
group of financial assets is impaired. In the case of equity securities classified as available for sale, a significant
or prolonged decline in the fair value of the security below its cost is considered in determining whether the
securities are impaired. If any such evidence exists for available-for-sale financial assets, the cumulative loss
— measured as the difference between the acquisition cost and the current fair value, less any impairment loss
on that financial asset previously recognised in the income statement — is removed from equity and recognised
in the income statement. Impairment losses recognised in the income statement on equity instruments are not
reversed through the income statement. Impairment testing of trade receivables is described in Note 2.11.

2.9 Derivative financial instruments

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are subsequently
remeasured at their fair value. The method of recognising the resulting gain or loss depends on whether the derivative
is designated as a hedging instrument or not. During the year, no derivatives had been designated as hedging instruments
and they were all accounted for at fair value through profit or loss accordingly. Such changes in the fair value are
presented in the income statement as other gains/(losses) — net.

2.10 Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined using the weighted average
method. The cost of finished goods and work in progress comprises design costs, raw materials, direct labour, other
direct costs and related production overheads (based on normal operating capacity). It excludes borrowing costs. Net
realisable value is the estimated selling price in the ordinary course of business, less applicable variable selling

expenses.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.11 Trade and other receivables

Trade and other receivables are recognised initially at fair value and subsequently measured at amortised cost using
the effective interest method, less provision for impairment. A provision for impairment of trade and other receivables
is established when there is objective evidence that the Group will not be able to collect all amounts due according to
the original terms of receivables. The amount of the provision is the difference between the asset’s carrying amount
and the present value of estimated future cash flows, discounted at the original effective interest rate. The carrying
amount of the assets is reduced through the use of an allowance account, and the amount of the loss is recognised in

the income statement. Subsequent recoveries of amounts previously written off are credited in the income statement.

2.12  Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held at call or with maturities of three months or less, with
banks, other short-term highly liquid investments with original maturities of three months or less, and bank overdrafts.

Bank overdrafts are shown within borrowings in current liabilities on the balance sheet.

2.13 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are subsequently stated
at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised

in the income statement over the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the

liability for at least 12 months after the balance sheet date.

Borrowing costs incurred for the construction of any qualifying asset are capitalised during the period of time that is

required to complete and prepare the asset for its intended use. Other borrowing costs are expensed.

2.14 Deferred income tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the consolidated financial statements. However, if the
deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the transaction affects neither accounting nor taxable profit or
loss. Deferred income tax is determined using tax rates (and laws) that have been enacted or substantially enacted by
the balance sheet date and are expected to apply when the related deferred income tax asset is realised or the deferred

income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be available

against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates, except
where the timing of the reversal of the temporary difference is controlled by the Group and it is probable that the

temporary difference will not reverse in the foreseeable future.
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2

2.15

2.16

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Employee benefit

(i) Retirement benefit obligations

The employees of the Group stationed in the PRC are covered by various government-sponsored pension plans.
These government agencies are responsible for the pension liability to these employees. The Group contributes
on a monthly basis to these pension plans based on certain percentages of the salaries of the employees, subject
to a certain ceiling. Under these plans, the Group has no legal or constructive obligation for retirement benefits

beyond the contributions made. Contributions to these plans are expensed as incurred.

A subsidiary operating in Hong Kong has established a defined contribution mandatory provident fund scheme
in accordance with the Mandatory Provident Fund legislation of the government of Hong Kong. It makes
monthly contributions to the scheme based on 5% of the employees’ basic salaries with the maximum amount
of contribution made by the subsidiary and the employees being limited to HK$12,000 (equivalent to RMB11,237)
per annum per each employee. The Group’s contributions to the defined contribution retirement scheme are

expensed as incurred.

(ii) Employees leave entitlements

Employee entitlements to annual leave are recognised when they accrue to employees. A provision is made for
the estimated liability for annual leave as a result of services rendered by employees up to the balance sheet
date.

Employee entitlements to sick leave, maternity leave and paternity leave are not recognised until the time of

leave.

(iti)  Bonus plans

The expected cost of bonus payments are recognised as a liability when the Group has a present legal or
constructive obligation as a result of services rendered by employees and a reliable estimate of the obligation

can be made.

Liabilities for bonus plans are expected to be settled within 12 months and are measured at the amounts

expected to be paid when they are settled.

Provision

Provisions are recognised when the Group has a present legal or constructive obligation as a result of past events; it is
probable that an outflow of resources will be required to settle the obligation; and the amount has been reliably

estimated. Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is
determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of an

outflow with respect to any one item included in the same class of obligations may be small.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

2.17 Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services in the
ordinary course of the Group’s activities. Revenue is shown net of value-added tax, returns, rebates and discounts and

after eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured, it is probable that future
economic benefits will flow to the entity and specific criteria have been met for each of the Group’s activities as
described below. The amount of revenue is not considered to be reliably measurable until all contingencies relating to
the sale have been resolved. The Group bases its estimates on historical results, taking into consideration the type of

customer, the type of transaction and the specifics of each arrangement.

(a) Sales of goods
Sales of goods are recognised when a Group entity has delivered products to the customer, the customer has
accepted the products and collectibility of the related receivables is reasonably assured. The recorded revenue
is the gross amount of sales, including the amounts of consumption and business taxes paid and payable, such
two tax items are included in cost of sales.

(b) Interest income
Interest income is recognised on a time-proportion basis using the effective interest method. When a receivable
is impaired, the Group reduces the carrying amount to its recoverable amount, being the estimated future cash
flow discounted at the original effective interest rate of the instrument, and continues unwinding the discount
as interest income. Interest income on impaired loans is recognised using the original effective interest rate.

(c) Dividend income
Dividend income is recognised when the right to receive payment is established.

(d) Operating lease rental income
Operating lease rental income is recognised on a straight-line basis.

2.18 Government grants

Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant will

be received and the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognised in the income statement over the period necessary to

match them with the costs that they are intended to compensate.

Government grants relating to the purchase of property, plant and equipment are included in non-current liabilities as
deferred government grants and are credited to the income statement on a straight line basis over the expected lives of

the related assets.
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2.19

2.20

2.21

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Leases

The Group leases certain properties, plant and equipment. Leases where the Group has substantially accepted all the
risks and rewards of ownership are classified as finance leases, and were capitalised at the lease’s commencement at

the lower of the fair value of the leased assets and the present value of the minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the
finance balance outstanding. The corresponding rental obligations, net of finance charges, are included in other short-
term and other long-term payables. The interest element of the finance cost is charged to the income statement over the
lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for each
period. The property, plant and equipment acquired under finance leases is depreciated over the shorter of the useful

life of the asset and the lease term.

Other leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases (net of any incentives received from the lessor)

are charged to the income statement on a straight-line basis over the period of the lease.

Dividends distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the Group’s financial statements in

the period in which the dividends are approved by the Company’s shareholders.

Investment property

Investment property, principally comprising buildings, is held for long term rental yields and is not occupied by the
owner. Investment property is carried at cost, less accumulated depreciation. The depreciation is calculated using the
straight line method to allocate the cost to the residual value (3% of the cost) over the estimated useful live of 40

years.
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3 FINANCIAL RISK MANAGEMENT

3.1 Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including foreign exchange risk and cash
flow and fair value interest rate risk) and liquidity risk. The Group’s overall risk management program focuses on the
unpredictability of financial markets and seeks to minimise potential adverse effects on the Group’s financial

performance.
(a) Market risk
(i) Foreign exchange risk

The foreign exchange risks of the Group occur due to the fact that the Group has financing activities
and highly probable cash outflow which are denominated in foreign currencies, primarily in US dollars.
The Group has entered into foreign exchange forward contracts to manage the risk arising from certain
recognised liabilities. The directors are of the opinion that the Group’s exposure to foreign exchange

risk would not be very significant.

At 31 December 2007, if US dollar had appreciated by 7% against the RMB with all other variables
held constant, post-tax profit for the year would have been approximately RMB2,982,000 (2006:
RMB4,904,000) lower, mainly as a result of foreign exchange losses on translation of US dollar-

denominated borrowings.
(ii) Cash flow and fair value interest rate risk

The Group’s interest-bearing assets are mainly bank deposits which bear effective interests at
approximately 3.7% p.a. (2006: 1.8% p.a.). They expose the Group to fair value interest-rate risk. The
directors are of the opinion that future interest rate changes would not lead to significant adverse

impact on the Group’s operating results.

The Company and the Group’s long-term borrowings and loans to subsidiaries were issued at fixed

rates, and they expose the Company and the Group to fair value interest-rate risk.

At 31 December 2007, if interest rates on US dollar-denominated borrowings had increased/decreased
0.5% with all other variables held constant, post-tax profit for the year would have been approximately
RMB1,224,000 (2006: RMB1,308,000) lower/higher, mainly as a result of higher/lower interest expense

on floating rate borrowings.

At 31 December 2007, if interest rates on RMB-denominated borrowings had increased/decreased 0.5%
with all other variables held constant, post-tax profit for the year would have been approximately
RMB3,592,000 (2006: RMB887,000) lower/higher, mainly as a result of higher/lower interest expense

on floating rate borrowings.

L & A SRBLEER
88 TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007




Notes to the Consolidated Financial Statements

3

3.1

3.2

FINANCIAL RISK MANAGEMENT (Continued)
Financial risk factors (Continued)
(b) Liquidity risk

Most of the bank financing of the Group is in the form of short-term bank loans. As a result, the Group had net
current liabilities of approximately RMB585,525,000 as at 31 December 2007 (2006: RMB219,825,000). The
directors are confident that the Group will be able to renew its short-term bank loan facilities upon maturity or
to identify new sources of financing to replace the current ones. In addition, the Group had unutilised banking
facilities granted by certain banks in an aggregate amount of approximately RMB1,400,000,000 as at 31
December 2007 (Note 18) which the Group could utilise in order to meet its short-term cash needs. The
Company also successfully completed a bond offering with maturity in 2014 with net proceeds received by the
Group amounting to approximately RMB1,472 million in April 2008(see Note 38(b) for details) in order to
finance its ongoing capital commitments. As a result, the Directors do not consider there is significant liquidity
risk which may affect the adoption of going concern basis in preparing the Company’s financial statements as
at 31 December 2007.

In addition, management monitors rolling forecasts of the Group’s liquidity reserve (comprises undrawn

borrowing facility and cash and cash equivalents (Note 11)) based on expected cash flow.

The Group’s and the Company’s financial liabilities includes bank borrowing and trade and other payables.
Most of trade and other payables are due within 12 months and the balances of them equal their carrying
balances as the impact of discounting is not significant. The analysis of the maturity groupings of bank

borrowings is set out in Note 18.
Capital risk management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going concern in

order to provide returns for shareholders and to keep the desired financial flexibilities to execute the strategic projects.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends paid to shareholders,

issue new shares or other capital market instruments.

Consistent with others in the industry, the Group monitors capital on the basis of the gearing ratio. This ratio is
calculated as net debt divided by total capital. Net debt is calculated as total borrowings (including current and non-
current borrowings as shown in the consolidated balance sheet) less cash and cash equivalents. Total capital is
calculated as “equity”, as shown in the consolidated balance sheet, plus net debt. The net debts as at 31 December
2007 and 2006 are as follows:

2007 2006
Total borrowings (Note 18) 1,072,166 655,168
Less: Cash and cash equivalents (Note 11) (1,314,643) (1,213,243)
Net debts (242,477) (558,075)

In both years, cash and cash equivalents were in excess of total borrowings, indicating a successful implementation of

the Group’s capital risk management policy.
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3 FINANCIAL RISK MANAGEMENT (Continued)

3.3 Fair value estimation

The fair value of financial instruments traded in active markets (such as trading and available-for-sale securities) is
based on quoted market prices at the balance sheet date. The quoted market price used for financial assets held by the

Group is the current bid price.

The fair value of financial instruments that are not traded in an active market is determined by using valuation
techniques. The Group uses a variety of methods and makes assumptions that are based on market conditions existing
at each balance sheet date. The fair value of forward foreign exchange contracts is determined using quoted forward

exchange rates at the balance sheet date.

The carrying value less impairment provision of trade receivables, bills receivable and payables are a reasonable
approximation of their fair values. The fair value of financial liabilities for disclosure purposes is estimated by
discounting the future contractual cash flows at the current market interest rate that is available to the Group for

similar financial instruments.
4 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgments are continually evaluated and are based on historical experience and other factors, including

expectations of future events that are believed to be reasonable under the circumstances.
4.1 Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition,
seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material

adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below:
(a) Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any impairment, in accordance with the accounting
policy stated in Note 2.7. The recoverable amounts of each identified cash-generating units have been determined

based on value-in-use calculations.

For the year ended 31 December 2007, the Group had not reported impairment losses (2006: RMB151,061,000)
for impairment loss on goodwill based on such calculations. There are two critical estimates adopted in the

calculations, the expected gross margin of product sales and the pre-tax discount rate.

The Group would not be able to reverse any impairment losses on goodwill recognized if the actual gross

margin had been higher or the pre-tax discounted rate lower than management’s estimates.

Additional impairment loss of goodwill would not need to be recognised even if the actual gross margin had
been 10% lower or the pre-tax discounted rate had been 10% higher than management’s estimates with all

other variables had constant.
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4

4.1

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Critical accounting estimates and assumptions (Continued)

(d)

Estimated impairment of property, plant and equipment

The Group also tests whether property, plant and equipment have suffered any impairment, whenever events or
changes in circumstances, indicate that the carrying amount may not be recoverable in accordance with the
accounting policy as stated in Note 2.7. Similar to impairment of goodwill, the recoverable amounts of the
property, plant and equipments have been determined based on value-in-use calculations. These calculations
require the use of estimates which are similar to (a) stated above.

For the year ended 31 December 2007, the Group reported impairment losses amounting to RMB 141,008,000
(2006: RMB163,688,000) for property, plant and equipment based on such calculations (Note 7).

If the estimated gross margin at 31 December 2007 had been 10% lower than management’s estimates at 31
December 2007, the Group would have to recognised a further impairment against property, plant and equipment
by RMB116,436,000 (unaudited).

If the estimated pre-tax discount rate applied to the discounted cash flows adopted in the value-in-use calculations
had been 10% higher than management’s estimates, the Group would have recognised a further impairment

against property, plant and equipment by RMB 16,715,000 (unaudited) .

If the actual gross margin had been 10% higher or the pre-tax discounted rate had been 10% lower than
management’s estimates, in 2007 the Group would be able to reduce impairment losses by RMB80,766,000
(unaudited) and RMB18,547,000 (unaudited) that had been recognised on these assets in current year.
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) SEGMENT INFORMATION
(a) Primary reporting format — geographical segment
The Group’s operating activities are mainly conducted in the PRC. An analysis by geographical segment is as follows:

For the year ended 31 December 2007

Other
Qingdao Shandong Huabei Huanan
Region Regions Region Region Overseas  Eliminations  Consolidated
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note a)

Turnover
External sales 5,546,386 947,763 2,410,880 4,278,920 345,943 — 13,529,892
Inter-segment sales 177,819 1,163,419 169,649 36,178 — (1,547,065) —

5,724,205 2,111,182 2,580,529 4,315,098 345,943 (1,547,065) 13,529,892
Results
Segment results 673,383 23,493 (47,026) 412,792 80,390 — 1,143,032
Unallocated expenses, net (135,726)
Operating profit 1,007,306
Finance costs (15,009)
Share of profit of associates 283 - - - - - 283
Profit before income tax 992,580
Income tax expense (413,812)
Profit for the year 578,768
Other information
Depreciation 117,784 53,343 129,680 203,672 708 — 505,187
Amortisation 5,542 1,921 8,737 6,820 — — 23,020
Impairment of property, plant and equipment 37,001 20,357 81,132 2,518 - - 141,008
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5

(a)

SEGMENT INFORMATION (Continued)

Primary reporting format — geographical segment (Continued)

For the year ended 31 December 2006

Other
Qingdao Shandong Huabei Huanan
Region Regions Region Region Overseas  Eliminations ~ Consolidated
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note a)

Turnover
External sales 4,229,615 1,027,676 2,566,863 3,526,259 326,747 — 11,677,160
Inter-segment sales 143,139 773,931 112,723 61,593 — (1,091,386) —

4,372,754 1,801,607 2,679,586 3,587,852 326,747 (1,091,386) 11,677,160
Results
Segment results 913,544 (154,413) (97,999) (81,084) 113,478 — 693,526
Unallocated expenses, net (39,848)
Operating profit 653,678
Finance costs (26,899)
Share of loss of associates 1,041 — — — — — 1,041
Profit before income tax 627,820
Income tax expense (179,063)
Profit for the year 448,757
Other information
Depreciation 93,477 72,657 119,367 221,395 684 — 513,580
Amortisation 7,322 1,434 17,278 3,788 — — 29,822
Impairment of property, plant and equipment 5,952 42,618 47,558 67,560 — — 163,688
Impairment of goodwill — — 20,166 130,895 — — 151,061

Segment assets consist primarily of property, plant and equipment, intangible assets, investments in associates,

inventories, trade and other receivables, and cash and cash equivalents. Unallocated assets comprise deferred tax

assets.

Segment liabilities comprise operating liabilities. Unallocated liabilities comprise items such as taxation, borrowings,

and derivative financial instruments.

Capital expenditure comprises additions to property, plant and equipment (Note 7), leasehold land and land use rights
(Note 6), and intangible assets (Note 8).
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) SEGMENT INFORMATION (Continued)

(a) Primary reporting format — geographical segment (Continued)

The segment assets and liabilities at 31 December 2007 and capital expenditure for the year then ended are as follows:

As at 31 December 2007
Other
Qingdao Shandong Huabei Huanan
Region Regions Region Region Overseas  Eliminations  Consolidated
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note a)
Assets
Segment assets 2,404,599 2,038,935 2,398,711 4,835,985 - (1,045,266) 10,632,964
Interests in associates 27,882 — — — — — 27,882
Unallocated assets 884,389
11,545,235
Liabilities
Segment liabilities 1,138,448 604,075 872,838 2,121,114 — (1,097,462) 3,639,013
Unallocated liabilities 1,917,887
5,556,900
Capital expenditure 173,328 703,138 107,769 283,171 1,087 - 1,268,493
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5

(a)

(b)

SEGMENT INFORMATION (Continued)

Primary reporting format — geographical segment (Continued)

The segment assets and liabilities at 31 December 2006 and capital expenditure for the year then ended are as follows:

As at 31 December 2006

Other
Qingdao Shandong Huabei Huanan
Region Regions Region Region Overseas  Eliminations ~ Consolidated
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Note a)
Assets

Segment assets 5,812,330 1,696,896 2,226,120 5,116,957 — (6,224,860) 8,627,443
Interests in associates 18,576 — — — — — 18,576
Unallocated assets 931,964
9,577,983

Liabilities
Segment liabilities 703,127 712,130 793,028 2,579,692 — (1,964,2006) 2,823,771
Unallocated liabilities 1,054,489
3,878,260
Capital expenditure 148,646 30,929 343,802 104,673 1,323 — 629,373

Note a: The segment represents sales of goods to regions (including Hong Kong) out of the PRC through the Group’s overseas

subsidiaries or the Group’s PRC branches and subsidiaries established for overseas sales. Separable segment assets and
liabilities are insignificant to the Group as a whole.

Secondary reporting format — business segment

The Group is mainly engaged in the production and distribution of beer products, accordingly, no analysis of business

segment information is provided.
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6 LEASEHOLD LAND AND LAND USE RIGHTS

The Group’s interests in leasehold land and land use rights represent prepaid operating lease payments. Their net book value

are analysed as follows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Opening 676,759 660,197 68,892 65,525
Additions 59,640 40,876 — 7,080
Amortisation (17,372) (22,438) (1,863) (1,837)
Disposals (1,855) (1,876) (1,151) (1,876)
717,172 676,759 65,878 68,892

In addition, as at 31 December 2007, the operating facilities of certain subsidiaries of the Group were located on parcels of
allocated land (“Allocated Lands”) owned by certain local municipal governments. The carrying values of the associated
buildings and facilities constructed thereon were approximately RMB94,776,000 (2006: RMB97,945,000). The Company’s
directors consider that there is no significant adverse impact on the operations of the Group and accordingly, no provision for

impairment loss is considered necessary.
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7 PROPERTY, PLANT AND EQUIPMENT
(a) Group
The movements in property, plant and equipment are as follows:
Plant and Motor Other Construction

buildings Machinery vehicles equipment  -in-progress Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At 1 January 2006

Cost 2,841,258 5,454,156 396,518 283,916 107,016 9,082,864
Accumulated depreciation

and impairment (706,968)  (2,703,301) (224,926) (183,705) — (3,818,900)
Net book amount 2,134,290 2,750,855 171,592 100,211 107,016 5,263,964

Year ended 31 December 2006

Opening net book amount 2,134,290 2,750,855 171,592 100,211 107,016 5,263,964
Additions (note a) 46,734 100,314 20,265 23,734 350,445 541,492
Transfers 31,117 195,098 883 1,942 (229,040) —
Disposals (10,158) (13,247) (4,991) (1,198) — (29,594)
Depreciation (76,087) (366,719) (32,738) (38,036) — (513,580)
Impairment charges (33,494) (125,508) (4,686) — — (163,688)
Closing net book amount 2,092,402 2,540,793 150,325 86,653 228,421 5,098,594

At 31 December 2006

Cost 2,907,372 5,675,937 395,100 298,462 228,421 9,505,292
Accumulated depreciation

and impairment (814,970) (3,135,144) (244,775) (211,809) — (4,406,698)
Net book amount 2,092,402 2,540,793 150,325 86,653 228,421 5,098,594

Year ended 31 December 2007

Opening net book amount 2,092,402 2,540,793 150,325 86,653 228,421 5,098,594
Acquisition of subsidiaries 14,400 356 1,610 865 — 17,231
Additions 16,403 44,969 28,265 38,259 1,044,347 1,172,243
Transfers 294,374 728,381 4,296 20,336 (1,047,387) —
Disposals (4,109) (17,934) (9,583) (1,301) — (32,927)
Depreciation (80,483) (360,878) (27,698) (36,128) — (505,187)
Impairment charges (note b) (1,058) (138,101) (1,839) (10) — (141,008)
Closing net book amount 2,331,929 2,797,586 145,376 108,674 225,381 5,608,946

At 31 December 2007

Cost 3,215,238 6,316,520 394,397 344,989 225,381 10,496,525
Accumulated depreciation
and impairment (883,309) (3,518,934) (249,021) (236,315) — (4,887,579)
Net book amount 2,331,929 2,797,586 145,376 108,674 225,381 5,608,946
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7 PROPERTY, PLANT AND EQUIPMENT (Continued)
(b) Company
The movements in property, plant and equipment are as follows:
Plant and Motor Other Construction

buildings Machinery vehicles equipment  -in-progress Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At 1 January 2006

Cost 542,330 1,236,738 107,703 137,356 55,587 2,079,714
Accumulated depreciation

and impairment (159,749) (796,968) (100,841) (72,118) — (1,129,676)
Net book amount 382,581 439,770 6,862 65,238 55,587 950,038

Year ended 31 December 2006

Opening net book amount 382,581 439,770 6,862 65,238 55,587 950,038
Additions 3,117 5,522 7,964 10,169 92,046 118,818
Transfers 11,963 67,619 650 565 (80,797) —
Disposals (7,081) (2,955) (39) (528) — (10,603)
Depreciation (13,555) (55,361) (9,485) (20,321) — (98,722)
Impairment charges — — (2,000) — — (2,000)
Closing net book amount 377,025 454,595 3,952 55,123 66,836 957,531

At 31 December 2006

Cost 549,475 1,285,750 115,016 144,821 66,836 2,161,898
Accumulated depreciation

and impairment (172,450) (831,155) (111,064) (89,698) — (1,204,367)
Net book amount 377,025 454,595 3,952 55,123 66,836 957,531

Year ended 31 December 2007

Opening net book amount 371,025 454,595 3,952 55,123 66,836 957,531
Additions 1,381 1,137 2,200 14,467 93,117 112,302
Transfer to investment property

(note c¢) (21,436) — — — — (21,436)
Transfers 10,825 110,771 2,330 16,173 (140,099) —
Disposals — (5,104) (95) (623) — (5,822)
Depreciation (13,101) (55,676) (6,027) (21,073) — (95.,877)
Closing net book amount 354,694 505,723 2,360 64,067 19,854 946,698

At 31 December 2007

Cost 534,064 1,367,576 118,110 166,791 19,854 2,206,395
Accumulated depreciation
and impairment (179,370) (861,853) (115,750) (102,724) — (1,259,697)
Net book amount 354,694 505,723 2,360 64,067 19,854 946,698
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(b)

PROPERTY, PLANT AND EQUIPMENT (Continued)

Company (Continued)

Depreciation expense of approximately RMB458,822,000 (2006: RMB426,020,000 ) has been charged in cost of goods
sold, RMB 19,852,000 (2006: RMB24,481,000) in selling and marketing costs and approximately RMB26,513,000
(2006: RMB63,079,000) in administrative expenses.

As at 31 December 2007, approximately RMB37,002,000 (2006: RMB35,800,000) of machinery had been pledged as
security for RMB20,000,000 bank loans of the Group (2006: RMB16,000,000) (Note 18).

As at 31 December 2007, ownership certificates of certain buildings (“Building Ownership Certificates™) for certain
buildings of the Group with respective carrying values of approximately RMB434,336,000 (2006: RMB296,443,000)
had not yet been obtained by the Group. The Group are in the process of applying for certain buildings with carrying
value of approximately RMB339,530,000. After consultation made with the Company’s legal adviser, the Company’s
directors are of the view that there is no legal restriction for the Group to apply for and obtain the Buildings
Ownership Certificates and Land Certificates. Other buildings with carrying value of approximately RMB94,806,000
are currently not in the application process as the Group cannot locate certain necessary documents. The Company’s
directors are of the view, after making reference to a legal opinion, that this situation will not prevent the Group from
possession of such facilities, and there will not be any significant adverse impact on the operations of the Group.

Accordingly, no provision for fixed assets impairment is considered necessary.

Machinery includes the following amounts where the Group is a lessee under a finance lease:

As at

31 December 31 December

2007 2006

RMB’000 RMB’000

Cost — capitalised finance leases 10,214 —

Accumulated depreciation (580) —

Net book amount 9,634 —
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7 PROPERTY, PLANT AND EQUIPMENT (Continued)

(b) Company (Continued)

Notes:

a. Included in prior year additions were certain assets purchased by a subsidiary of the Group from a local third party brewery
company (the “Vendor”) at a purchase price of approximately RMB123 million. After the purchase, that subsidiary was
advised by the Vendor that one of its major creditors (“the Creditor”) had a claim against it for the transaction and the
subsidiary might be involved in the future settlement of the dispute. As at the date of approval of the financial statements, no
forma claim had been lodged against the subsidiary nor the Group. The directors of the Company consider that it would not
lead to any significant contingent liabilities nor adverse financial impact to the Group.

b. The directors of the Company performed an impairment assessment on the carrying value of certain fixed assets of the Group
as at 31 December 2007 based on the accounting policy set out in Note 2.7. As a result of performing such an assessment, an
impairment loss of approximately RMB141,008,000 (2006: RMB163,688,000) relating to fixed assets of certain subsidiaries
of the Company was recognised, with the details set out as follows:

RMB’000

Tsingtao Brewery (Gansu) Nongken Company Limited 50,113

Tsingtao Brewery (Xuecheng) Company Limited 20,357

Tsingtao Brewery (Langfang) Company Limited 30,017

Tsingtao Brewery No. 5 Company Limited 37,001

Others 3,520

141,008

These subsidiaries operate in the areas with immature economic environment. The market share of the Group in these areas

had been declining in recent years. During the year, the Group has revisited the business plans of these subsidiaries and the
impairment assessments were made based on these revised plans.

©. During the year, the Company has leased out certain buildings under operating leases and the directors intend to do so in the
foreseeable future. Accordingly these buildings were reclassified to “investment property” in the Company’s financial
statements. As the lessees are subsidiaries of the Group, it continued to be accounted for as “property, plant and equipment”
in the Group’s consolidated financial statements.
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(a)

INTANGIBLE ASSETS

Group

Goodwill Trademarks Technology Software
(iii) (i) know-how(ii) and others Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

At 1 January 2006

Cost 320,228 107,778 18,629 37,886 484,521
Accumulated amortisation (46,350) (36,763) (12,442) (9,478) (105,033)
Net book amount 273,878 71,015 6,187 28,408 379,488

Year ended 31 December 2006

Opening net book amount 273,878 71,015 6,187 28,408 379,488
Additions — 7,314 — 4,136 11,450
Amortisation — (2,914) (1,863) (2,607) (7,384)
Impairment charge (151,061) — — — (151,061)
Closing net book amount 122,817 75,415 4,324 29,937 232,493

At 31 December 2006

Cost 320,228 115,092 18,629 42,022 495,971
Accumulated amortisation

and impairment loss (197,411) (39,677) (14,305) (12,085) (263,478)
Net book amount 122,817 75,415 4,324 29,937 232,493

Year ended 31 December 2007

Opening net book amount 122,817 75,415 4,324 29,937 232,493
Additions — — — 19,379 19,379
Amortisation — (413) (1,863) (3,372) (5,648)
Disposal — (8,955) — — (8,955)
Closing net book amount 122,817 66,047 2,461 45,944 237,269

At 31 December 2007

Cost 320,228 106,135 18,629 61,401 506,393
Accumulated amortisation
and impairment loss (197,411) (40,088) (16,168) (15,457) (269,124)
Net book amount 122,817 66,047 2,461 45,944 237,269
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8 INTANGIBLE ASSETS (Continued)
(b) Company
Software
Trademarks (i) and others Total
RMB’000 RMB’000 RMB’000
At 1 January 2006
Cost 100,000 13,702 113,702
Accumulated amortisation (31,124) (3,389) (34,513)
Net book amount 68,876 10,313 79,189
Year ended 31 December 2006
Opening net book amount 68,876 10,313 79,189
Addition — 3,498 3,498
Amortisation charge (2,500) (1,446) (3,946)
Closing net book amount 66,376 12,365 78,741
At 31 December 2006
Cost 100,000 17,200 117,200
Accumulated amortisation (33,624) (4,835) (38,459)
Net book amount 66,376 12,365 78,741
Year ended 31 December 2007
Opening net book amount 66,376 12,365 78,741
Addition — 18,984 18,984
Amortisation charge — (2,231) (2,231)
Closing net book amount 66,376 29,118 95,494
At 31 December 2007
Cost 100,000 36,184 136,184
Accumulated amortisation (33,624) (7,066) (40,690)
Net book amount 66,376 29,118 95,494
Amortisation of approximately RMBS5,648,000 (2006: RMB7,384,000) was included in administrative expenses.
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8

INTANGIBLE ASSETS (Continued)

(©)

(i)

(iii)

Trademarks

Trademarks mainly include the “TSINGTAO BEER” trademark which was injected by the founding shareholders
into the Company on 16 June 1993 as their capital contributions. The recorded value of the trademark was
assessed based on the results of a valuation approved by the State-Owned Assets Administration Bureau of the
PRC.

Before 31 December 2006, the trademark was amortised over a period of 40 years which equal to its registration
period with the State Administration for Industry & Commerce (“SAIC”).

During the year, the directors undertook a review of the estimated useful life of the trademark and after taking
into consideration various factors including the Group’s long-term business strategy, the economic benefits
that the trademark can bring to the Group, and the lack of any foreseeable legal limitation imposed on the
period over which the asset can generate cash inflows to the Group (the renewal of the registration with SAIC
upon expiry is certain and only subject to payment of insignificant costs), the directors conclude that the
trademark has an indefinite useful life. Accordingly, it is not subject to amortisation from the beginning of
2007, but it will be subject to annual impairment assessment. This change in accounting estimate has increased
the profit before the tax of the Group for the year ended 31 December 2007 by approximately RMB2,500,000.

Other trademarks were acquired as a result of acquisitions of certain subsidiaries. They are amortised over
their estimated useful lives ranging from 5 to 10 years. The costs of these intangible assets were recognised
according to their fair respective values at the dates of acquisition.

Technology known-how

Technology know-how was injected by a minority shareholder of a subsidiary into that subsidiary during its re-
organisation. It was recorded at a value agreed among all the shareholders of that subsidiary and is amortised
over an expected period of inflow of economic benefits of 10 years.

Goodwill

Impairment tests for goodwill:

Goodwill is allocated to the Group’s cash-generating unites (CGUs) identified according to the geographical
market and operation.
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8 INTANGIBLE ASSETS (Continued)
(iii) Goodwill (Continued)
Impairment tests for goodwill (Continued)

A summary of the goodwill allocation is presented below:

2007 2006
RMB’000 RMB’000
Fuzhou Company*/Xiamen Company*/Zhangzhou Company*/
Dongnan Sales Company* — all within one defined cash generating
unit, Dongnan Region (South-eastern district of the PRC) 114,031 114,031
Others 8,786 8,786
122,817 122,817

& defined in Note 9.

The recoverable amount of a CGU is determined based on value-in-use calculations with the support of
valuation performed by independent third party valuer and/or management in November 2007. These calculations/
assessment employ cash flow projections based on financial budgets approved by management of the Group
covering a five-year period. Cash flows beyond the five-year period are extrapolated using the estimated
growth rates stated below. The growth rate does not exceed the long-term average growth rate of the brewery
industry in the PRC.

Key assumptions used for value-in-use calculations are as follows:

Dongnan Region

Budgeted gross margin of product sales 38.2%
Weighted average growth rate (a) —
Discount rate (b) 15.6%

(a) Rate used to extrapolate cash flows beyond the budget period.
(b) Pre-tax discount rate applied to the cash flow projections.
These assumptions have been used for the analysis of each CGU.

Management determined budgeted gross margin based on past performance and its expectation of market
developments. The weighted average growth rates used are consistent with the PRC brewery industry forecasts
included in industry reports. The discount rates used are pre-tax and reflect specific risks relating to the
relevant CGUs.

As a result of such assessment, no goodwill had been assessed to have been impaired. The pre-tax discount
rates and gross margin used in the prior year for the CGU were 12.16% and 22.3%, respectively. The increase
in gross margin adopted in current year was mainly due to the improved product portfolio of the South-eastern
region of the PRC.

L & A SRBLEER
104 TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007




Notes to the Consolidated Financial Statements

(a)

INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY

Investments in subsidiaries

Company
2007 2006
RMB’000 RMB’000
Unlisted equity investments — cost less impairment provisions 1,857,838 1,628,989
Loans to subsidiaries 2,704,878 2,759,788

The loans to subsidiaries are quasdsi capital in nature.

The following is a list of the principal subsidiaries at 31 December 2007:

Place of
Name Incorporation Registered capital Interest held Principal activities
Directly Indirectly
Shenzhen Tsingtao Brewery Shenzhen, the PRC RMB200,000,000 95% —  Investment holding
Huanan Holding Company Limited
(“Huanan Holding Company”)
Tsingtao Brewery (Zhuhai) Zhuhai, the PRC RMB60,000,000 — 74.72% Manufacture and domestic

Company Limited (“Zhuhai Company”)

Tsingtao Brewery (Sanshui)

Company Limited (“Sanshui Company”)

Tsingtao Brewery (Chenzhou)
Company Limited

Tsingtao Brewery (Huangshi)

Company Limited

Tsingtao Brewery (Yingcheng)

Company Limited

Shenzhen Tsingtao Beer Asahi
Company Limited (“Shenzhen Asahi”)

Shenzhen Huanan Tsingtao Brewery
Sales Company Limited

(“Huanan Sales Company”)

Sanshui, the PRC

Chenzhou, the PRC

Huangshi, the PRC

Yingcheng, the PRC

Shenzhen, the PRC

Shenzhen, the PRC

RMB41,335,505

RMB70,000,000  88.80%
RMBS.000,000 -
RMB5,000,000 =
USS0000000  51%

RMB20,000,000 95%

— BRI
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trading of beer

71.25% Manufacture and domestic

trading of beer

— Manufacture and domestic

trading of beer

90.25% Manufacture and domestic

trading of beer

90.25% Manufacture and domestic

trading of beer

—  Manufacture and trading

of beer

—  Domestic trading of beer
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9 INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

(a) Investments in subsidiaries (Continued)
Place of
Name Incorporation Registered capital Interest held Principal activities
Directly Indirectly

Tsingtao Brewery (Nanning) Company Nanning, the PRC RMB730,000,000 — 71.25%  Manufacture and domestic
Limited (“Nanning Company”) trading of beer

Tsingtao Brewery (Changsha) Company Changsha, the PRC RMB68,000,000 70% 28.50%  Manufacture and domestic
Limited (“Changsha Company”) trading of beer

Tsingtao Brewery Huadong Holding Shanghai, the PRC RMB100,000,000 95% —  Investment holdingg
Company Limited

Tsingtao Brewery Huadong Shanghai Shanghai, the PRC RMB3,000,000 — 94.05%  Domestic trading of beer
Sales Company Limited

Tsingtao Brewery Huadong Nanjing Nanjing, the PRC RMB1,000,000 — 93.88%  Domestic trading of beer
Sales Company Limited

Tsingtao Brewery (Shanghai) Shanghai, the PRC RMB50,000,000 — 90.25%  Manufacture and domestic
Company Limited trading of beer

Tsingtao Brewery (Wuhu) Company Limited Wuhu, the PRC RMB20,000,000 — 85.50%  Manufacture and domestic

trading of beer

Tsingtao Brewery (Maanshan) Maanshan, the PRC RMBS,000,000 — 90.25%  Manufacture and domestic
Company Limited trading of beer

Tsingtao Brewery Shanghai Songjiang Shanghai, the PRC US$36,640,000 75% —  Manufacture and domestic
Company Limited (“Songjiang Company”) trading of beer

Tsingtao Brewery (Suzhou) Company Limited Taicang, the PRC RMB3,000,000 10% 85.50%  Manufacture and domestic
(“Suzhou Company”) (e) trading of beer

Tsingtao Brewery Huadong Hangzhou Hangzhou, the PRC RMB1,000,000 — 94.05%  Domestic trading of beer
Sales Company Limited

Tsingtao Brewery Huadong Suzhou Suzhou, the PRC RMB3,000,000 — 76.00%  Domestic trading of beer

Sales Company Limited
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(a)

INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

Investments in subsidiaries (Continued)

Name

Place of

Incorporation

Registered capital

Directly

Interest held

Principal activities

Indirectly

Tsingtao Brewery (Shouguang)
Company Limited

Tsingtao Brewery (Weifang)
Company Limited

Tsingtao Brewery No. 3 Company Limited
(“No. 3 Company”)

Tsingtao Brewery (Xuzhou) Huaihai

Sales Company Limited

Tsingtao Brewery (Xuzhou)
Company Limited

Tsingtao Brewery (Xuzhou)

Pengcheng Company Limited

Tsingtao Brewery (Xuecheng)

Company Limited

Tsingtao Brewery (Tengzhou)
Company Limited

Tsingtao Brewery (Heze) Company Limited
(“Heze Company”)

Tsingtao Brewery (Suqian) Company Limited

Tsingtao Brewery (Taierzhuang)

Malt Company Limited

Beijing Tsingtao Brewery Three Ring
Company Limited (“Three Ring Company”)

Shouguang, the PRC

Weifang, the PRC

Pingdu, the PRC

Xuzhou, the PRC

Peixian, the PRC

Pengcheng, the PRC

Xuecheng, the PRC

Tengzhou, the PRC

Heze, the PRC

Sugian, the PRC

Taierzhuang, the PRC

Beijing, the PRC

RMB60,606,060 99%

RMB5,000,000 =

RMB10,000,000 95%

RMB55,000,000 100%

RMB39,336,899 —

RMBS5,000,000 =

RMB45,000,000 —

RMB15,000,000 =

RMB10,000,000 —

RMB10,000,000 =

RMBS,000,000 —

US528,900,000 29%

“RRLEER
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— Manufacture and domestic

trading of beer

69.83% Manufacture and domestic

trading of beer

— Manufacture and domestic

trading of beer

—  Domestic trading of beer

66% Manufacture and domestic

trading of beer

90% Manufacture and domestic

trading of beer

85% Manufacture and domestic

trading of beer

95% Manufacture and domestic

trading of beer

90% Manufacture and domestic

trading of beer

95% Manufacture and domestic

trading of beer

86.20% Manufacture and domestic

trading of malt

25% Manufacture and domestic

trading of beer
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9 INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

(a) Investments in subsidiaries (Continued)
Place of
Name Incorporation Registered capital Interest held Principal activities
Directly Indirectly
Beijing Five Star Tsingtao Brewery Beijing, the PRC RMB862,000,000  37.64% 25%  Manufacture and domestic
Company Limited (“Five Star Company”) trading of beer
Tsingtao Brewery (Langfang) Langfang, the PRC RMB20,000,000 — 72.30%  Manufacture and domestic
Company Limited trading of beer
Tsingtao Brewery Xi'an Han’s Group Company Limited Xi’an, the PRC RMB287,900,000  76.10% —  Manufacture and domestic
(“Xi’an Company”) (c(i)) trading of beer
Tsingtao Brewery Weinan Company Limited Weinan, the PRC RMB50,000,000 28% 54.79%  Manufacture and domestic
trading of beer
Tsingtao Brewery (Gansu) Nongken Lanzhou, the PRC RMB174,420,800 — 42.24% Manufacture and domestic
Company Limited trading of beer
Tsingtao Brewery Wuwei Company Limited Lanzhou, the PRC RMB36,100,000 — 42.12%  Manufacture and domestic
trading of beer
Tsingtao Brewery Hansi Baoji Baoji, the PRC RMB30,000,000 — 78.78%  Manufacture and domestic
Company Limited trading of beer
Tsingtao Brewery (Anshan) Company Anshan, the PRC RMB50,000,000 60% —  Manufacture and domestic
Limited (“Anshan Company”) trading of beer
Tsingtao Brewery (Xingkaihu) Jixi, the PRC RMB20,000,000 95% —  Manufacture and domestic
Company Limited trading of beer
Tsingtao Brewery (Mishan) Company Limited Mishan, the PRC RMB20,000,000 95% —  Manufacture and domestic
trading of beer
Tsingtao Brewery (Haerbin) Company Limited Haerbin, the PRC RMB22,000,000 95% —  Manufacture and domestic
trading of beer
Tsingtao Brewery (Penglai) Company Limited Penglai, the PRC RMB37,500,000 80% —  Manufacture and domestic
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(a)

INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

Investments in subsidiaries (Continued)

Name

Place of

Incorporation

Tsingtao Brewery (Rongcheng)
Company Limited

Tsingtao Brewery Import/Export

Company Limited

Tsingtao Brewery (No. 5) Company Limited

Tsingtao Brewery Kai Fa Company Limited

Tsingtao Brewery Luzhong (Rizhao)

Sales Company Limited

Tsingtao Brewery (Pingyuan)
Company Limited

Tsingtao Brewery (Rizhao) Company Limited

Chengdu Tsingtao Brewery Xinan

Sales Company Limited

Tsingtao Brewery (Chongging)
Company Limited

Tsingtao Brewery (Luzhou) Company limited

Tsingtao Brewery (Taizhou) Company Limited

Tsingtao Brewery (Hong Kong) Trading
Company Limited (*Hong Kong Company”)

Rongcheng, the PRC

Qingdao, the PRC

Qingdao, the PRC

Qingdao, the PRC

Rizhao, the PRC

Pingyuan, the PRC

Rizhao, the PRC

Chengdu, the PRC

Chongging, the PRC

Luzhou, the PRC

Taizhou, the PRC

Hong Kong, the PRC

Registered capital Interest held Principal activities
Directly Indirectly
RMB20,000,000 70% — Manufacture and domestic
trading of beer
RMB11,000,000  97.73% —  Import/Export trading
of beer
RMB34,610,000 93.79% — Manufacture and domestic
trading of beer
RMB1,320,000 100% —  Domestic trading of beer
RMB55,000,000 95% 4.75% Domestic trading of beer
RMB5,000,000 — 89.78% Manufacture and domestic
trading of beer
RMB10,000,000 — 94.76% Manufacture and domestic
trading of beer
RMB100,000,000 95% 4.75% Domestic trading of beer
RMB?7,000,000 — 94.76% Manufacture and domestic
trading of beer
RMBI111,110,000 — 94.76% Manufacture and domestic
trading of beer
RMB10,000,000 — 90.25% Manufacture and domestic
trading of beer
HK$40,500,000 100% — Trading of beer in
Hong Kong
“REBLEEHR O W R AR A
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9 INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

(a) Investments in subsidiaries (Continued)
Place of
Name Incorporation Registered capital Interest held Principal activities
Directly Indirectly

Tsingtao Brewery (Hanzhong) Hanzhong, the PRC RMB29,410,000 — 50.23%  Manufacture and domestic
Company Limited trading of beer

Tsingtao Brewery (Nanjing) Company Limited Nanjing, the PRC US$5,000,000 75% —  Manufacture and domestic
(“Nanjing Company”) (e) trading of beer

Tsingtao Brewery Beifang Sales Beijing, the PRC RMB29,980,000 80% 10.84%  Domestic trading of beer
Company Limited

Haerbin Northeast Tsingtao Brewery Sales Haerbin, the PRC RMB10,000,000 85% 14.25% Domestic trading of beer
Company Limited

Tsingtao Brewery (Laoshan) Company Limited Qingdao, the PRC RMB16,635,592 50% 46.90%  Manufacture and domestic

trading of beer

Tsingtao Brewery (Tengzhou) Huaihai Tengzhou, the PRC RMB500,000 — 90%  Domestic trading of beer
Sales Company Limited (e)

Tsingtao Brewery (Suizhou) Company Limited Suizhou, the PRC RMB24,000,000 — 85.50%  Manufacture and domestic

trading of beer

Tsingtao Xianghong Shangwu Company Limited Qingdao, the PRC RMB6,000,000 95% —  Car rental services

Tsingtao Brewery Chenzhou Sales Chenzhou, the PRC RMB1,000,000 — 94.69%  Domestic trading of beer
Company Limited

Tsingtao Brewery (Xiamen) Company Xiamen, the PRC RMBY0,000,000 = 99.81%  Manufacture and Domestic
Limited (“Xiamen Company”) trading of beer

Xiamen Tsingtao Brewery (Dongnan) Xiamen, the PRC RMB110,000,000 95% 4.75%  Domestic trading of beer
Sales Company Limited
(“Dongnan Sales Company”)

Tsingtao Brewery (Fuzhou) Company Fuzhou, the PRC US$26,828,100 — 99.81%  Manufacture and domestic
Limited (“Fuzhou Company”) trading of beer
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(a)

INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

Investments in subsidiaries (Continued)

Name

Tsingtao Brewery (Zhangzhou) Company
Limited (“Zhangzhou Company”)

Tsingtao Brewery (Jinan) Company

Limited (“Jinan Company”) (c(ii))

Tsingtao Brewery (Chengdu)
Company Limited (b(i))

Qingdao Guangrunlong Logistics

Company Limited (b(ii))

Tsingtao Brewery Yulin Company

Limited (“Yulin Company”)

Tsingtao Brewery Haifeng Warehouse

Company Limited

Xuzhou Pengcheng Sales Company Limited (e)

Tsingtao Brewery (Yangzhou) Company

Limited (“Yangzhou Company”) (d)

Tsingtao Brewery Cultural
Communication Company Limited

(“Cultural Communication Company”) (b(iii))

Place of
Incorporation Registered capital Interest held Principal activities
Directly Indirectly

Zhangzhou, the PRC RMB38,880,000 — 89.78% Manufacture and domestic
trading of beer

Jinan, the PRC RMB200,000,000 100% — Manufacture and domestic
trading of beer

Chengdu, the PRC RMB150,000,000 100% — Manufacture and domestic
trading of beer

Qingdao, the PRC RMB6,620,000 100% —  Logistics services and
management

Yulin, the PRC RMBS55,000,000 — 82.08% Manufacture and domestic
trading of beer

Qingdao, The PRC RMB10,000,000 — 53.75%  Warehousing, packaging
and logistics

Xuzhou, the PRC RMBS,000,000 — 83.80%  Trading of beer

Yangzhou, The PRC RMBS5,000,000 20% — Manufacture and Domestic
trading of beer

Qingdao, the PRC RMB5,200,000 100% — Pre-packaged food,
accomodation and
design

CRRLEEH TR B AR A
ANNUAL REPORT 2007 TSINGTAO BREWERY CO., LTD.

111



112

Notes to the Consolidated Financial Statements

9 INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

(b) New subsidiaries established during the year

1. In June 2007, a wholly-owned subsidiary, Tsingtao Brewery (Chengdu) Company Limited was established with
a registered capital of RMB150,000,000, which was fully contributed by the Company in cash. The relevant

legal procedures for the registration were completed in June 2007.

ii. As brought forward from prior years, the Company had entered into a repayment agreement with a customer,
Shijixinke Company Limited (“Shijixinke”), for a long-term receivable balance due to the Company. The
outstanding balance was RMB 35,893,000 as at 31 December 2006. In March 2007, Shijixinke decided to cease
its operations and it reached a settlement agreement with the Company to settle the outstanding debt by a
transfer of its equity interests held by its owner, Fuliyun Investment Company Limited (“Fuliyun”), to the
Company; and a waiver of a debt which the Company owed to Fuliyun amounting to approximately
RMB8,220,000 as at 31 December 2006. The relevant legal procedures of equity interest transfer were completed
in April 2007 and Shijixinke then changed its name to Qingdao Guangrunlong Logistic Company Limited
thereafter. The respective fair values of assets acquired and debt waived; as compared to the carrying amount

of such receivable balance is set out as below:

RMB’000

The carrying amount of the outstanding balance due from Shijixinke 35,893

The fair value of net assets of Shijikinke acquired by the Group (15,481)
Amount due to Fuliyun waived (8,220)

The remaining exposure of the debtor fully provided for in 2006 12,192

iii. In July 2007, the Company acquired 100% equity interests of Tsingtao Brewery Cultural Communication

Company Limited (“Cultural Communication Company”) from TB Group Company at a consideration of
RMBS5,290,000, paid by cash. The Group started to consolidate Cultural Communication Company from 28

November 2007, when the Group gains control in it.

(c) Increase in registered capital of subsidiaries

1. Pursuant to an agreement entered into between the two equity owners in June 2006, the registered capital of
Xi’an Company was increased by RMB65,703,022, which was fulfilled by injection of cash by both the
Company and Xi’an Industry Assets Management Company, another equity owner, of RMB50,000,000 and
RMB15,703,022, respectively. The relevant legal procedures were completed in February 2007. The equity

interest held by the Company in Xi’an Company remained at 76.9% after the capital contribution.

ii. During the year, the Company contributed additional capital of RMB120,000,000 in cash to Jinan Company, a

wholly owned subsidiary of the Company. The relevant legal procedures were completed in May 2007.
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(d)

(e)

(®

INVESTMENT IN AND LOANS TO SUBSIDIARIES — COMPANY (Continued)

Pursuant to the provisions of agreements entered into between the Group and TB Group Company in January 2003 and
December 2004 respectively, TB Group Company, being the majority equity owner of Yangzhou Company, entrusted
the Company to control the operations and management of Yangzhou Company. In addition, a majority of the members
of the board of directors of Yangzhou Company are also appointed by the Company. Accordingly, Yangzhou Company
has been consolidated as a subsidiary of the Group because the Group has control over its financial and operating

decisions.

Subsidiaries liquidated/put under liquidation

During the year, the legal procedures were completed for deregistration of Nanjing Company, Tsingtao Brewery
(Tengzhou) Huaihai Sales Company Limited and Xuzhou Pengcheng Sales Company Limited. No material gain or loss

resulted from the liquidation of these subsidiaries.

During the year, Suzhou Company was put into voluntary liquidation, and as at 31 December 2007, the procedures had

not yet been completed. The relevant losses had been recognised in the income statement in 2007.

In prior year, the Company reached certain arrangements with the minority equity owners of two subsidiaries. Under
these arrangements, parts of the minority interests were not qualified as equity according to HKAS32, Financial
Instruments: Disclosure and Presentation anymore. Accordingly these amounts at RMB28,286,000 were reclassified as

other financial liabilities.

The Directors of the Company performed impairment tests on the carrying amounts of its investments in and loans lent to

subsidiaries in accordance with the accounting policy as stated in Note 2.7 during the year. Approximately RMB78,900,000

and RMB5,096,000 of impairment provisions for the investment in subsidiaries were recognised for Hairbin Company and

Xingkaihu Company respectively. The impairment losses arose because of the revised business strategy of the Group implemented

in the geographical region which has led to less optimistic estimated future expected operating results.

As at 31 December 2007, all the subsidiaries owned by the Company are limited liability companies.

10 INTERESTS IN ASSOCIATES
Group Company

2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Unlisted investments, at cost 52,650 24,665 7,200 6,004
Share of results of associates (21,768) (3,328) — —
Dividends received (3,000) (2,761) — —
27,882 18,576 7,200 6,004

In the opinion of the directors, as at 31 December 2007, the underlying values of the associates were not less than the carrying

amounts of these investments.
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10 INVESTMENT IN ASSOCIATES (Continued)

As at 31 December 2007, particulars of the principal associates of the Group are as follows:

Country of Registered Equity Interests held
Name of associated companies incorporation Capital by the Group (%) Principal Activities

directly indirectly

Liaoning Shenqing Tsingtao Brewery Company Limited PRC RMB2,000,000 30% —  Domestic trading of beer
(“Liaoning Shenqing”)

Tsingtao Beer and Asahi Beverages Company Limited PRC RMB110,000,000 — 37.52%  Manufacture and domestic trading
(“Asahi Beverage”) of tea beverages

Tsingtao Brewery Import Export S.A.R.L France Euro100,000 40% —  Import and export sales of beers

Qingdao Zhaoshang Logistics Company Limited PRC RMB20,000,000 30% —  Logistics services and
(*Zhaoshang Logistics”) management

The gross assets and liabilities and the Group’s share of results of the principal associates, are as follows:

As at Share of

Name of associated companies 31 December Total assets Total liabilities Revenue Proift/(loss)
RMB’000 RMB’000 RMB’000 RMB’000

Liaoning Shenqing 2007 13,218 8,299 205,342 492
2006 11,840 8,562 187,584 219

Asahi Beverage 2007 89,215 53,254 36,906 (3,751)
2006 90,391 64,442 31,790 (4,386)

Tsingtao Brewery Import Export S.A.R.L 2007 35,337 32,107 93,404 339
2006 37,954 33,334 98,847 302

Zhaoshang Logistics 2007 47,084 14,777 77,981 3,513
2006 32,094 11,496 69,512 1,886

11 CREDIT QUALITY OF FINANCIAL ASSETS

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference to external credit

ratings (if available) or to historical information about counterparty default rates:
(a) Trade receivables

The Group has a policy in place that sales are on cash on delivery terms for most of the domestic customers and letters
of credit have to be received for overseas sales . Only certain long time overseas distributors with good credit history
and certain domestic distributors which are also the associated companies of the Group are granted credit terms
ranging from three months to six months.
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11 CREDIT QUALITY OF FINANCIAL ASSETS (Continued)

(b) Cash and bank and short-term bank deposits

Group Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000

Cash on hand 1,023 846 236 157
State-owned banks in the PRC 890,079 619,339 598,228 224,027
Listed commercial banks in the PRC 301,286 359,932 68,226 182,429
Foreign invested banks 2,181 2,051 — —
Others domestic banks in the PRC 120,074 231,075 22,769 188,087
1,314,643 1,213,243 689,459 594,700

12 AVAILABLE-FOR-SALE FINANCIAL ASSETS — GROUP

2007 2006

RMB’000 RMB’000

Balances as at year beginning — —
Additions 5,669 —
Fair value gains recognised in equity 14,554 —
Balances as at year end 20,223 —

There were no disposals of nor impairment provisions made against the available-for-sale financial assets in 2007 or 2006.

Available-for-sale financial assets including the following:

2007 2006
RMB’000 RMB’000
Listed securities
— Equity securities — PRC 14,554 _
The available-for-sale financial assets are denominated in RMB.
ZERLAEH O W R AR A
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13 INVENTORIES

Group Company
As at 31 December As at 31 December

2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000

Raw materials, packaging materials
and auxiliary materials 1,796,609 1,305,714 299,956 215,455
Work-in-progress 233,496 198,506 44,004 34,985
Finished goods 157,149 137,099 67,102 66,558
Inventories, net 2,187,254 1,641,319 411,062 316,998

The cost of inventories recognised as expense and included in cost of goods sold amounted to approximately RMB6,244,784,000
(2006: RMB5,219,330,000).

Approximately RMB64,562,000 of the carrying amount of raw materials, packaging materials and auxiliary materials, and

approximately RMB259,000 of the carrying amount of finished goods of the Group were stated at their net realisable amounts.

14 TRADE RECEIVABLES

(a) Group

As at 31 December

2007 2006

RMB’000 RMB’000

Associates (Notes 37(b)) 45,518 47,177
Long-term accounts receivables due from distributors 14,996 14,999
Others trade debtors 268,538 277,346
329,052 339,522

Less: provision for impairment of receivables (234,853) (238,342)
94,199 101,180
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14

(a)

(b)

TRADE RECEIVABLES (Continued)

Group (Continued)

At 31 December 2007 and 2006, the aging analysis of trade receivables was as follows:

31 December 2007

31 December 2006

Provision Balance Provision Balance

for after for after

Amount bad debts provision Amount bad debts provision

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Less than 1 year 91,382 (443) 90,939 87,157 (2,743) 84,414

1 to less than 2 years 3,835 (987) 2,848 3,338 (2,021) 1,317

2 to less than 3 years 3,302 3,156) 146 10,578 (10,346) 232

Over 3 years 230,533 (230,267) 266 238,449 (223,232) 15,217

Total 329,052 (234,853) 94,199 339,522 (238,342) 101,180
Company

As at 31 December

2007 2006

RMB’000 RMB’000

Trade receivables — third parties 64,442 44,732
Receivables from related parties (Note 37(b)) 41,659 48,059
106,101 92,791

Less: provision for impairment (61,984) (59,256)
44,117 33,535
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14 TRADE RECEIVABLES (Continued)

(b) Company (Continued)

At 31 December 2007 and 2006, the aging analysis of trade receivables was as follows:

31 December 2007 31 December 2006
Provision Balance Provision Balance
for after for after
Amount bad debts provision Amount bad debts provision

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Less than 1 year 43,631 (14) 43,617 30,768 — 30,768
1 to less than 2 years — — — 4,052 (2,026) 2,026
2 to less than 3 years —_ —_ — 26,730 (26,730) —
Over 3 years (note 37(b)(ii)) 62,470 (61,970) 500 31,241 (30,500) 741
Total 106,101 (61,984) 44,117 92,791 (59,256) 33,535

The majority of the Group’s domestic sales are transacted at cash on delivery terms. For export sales transacted out of
the PRC, they are mainly covered by letters of credit. Credit is only granted to customers with good credit history.
There is no concentration of credit risk with respect to the trade receivable balances since the Group has a large

number of customers which are nationally dispersed.

The net book value of accounts receivable approximated to its fair value as at 31 December 2007.

The Group makes specific bad debt provision against its doubtful trade receivable balances based on the credit status
of the customers and the existence of any evidence which indicates that a portion or the full amount of the outstanding

balance is uncollectible.

Trade receivables that are less than six months past due are not considered impaired. As of 31 December 2007, trade
receivables of RMB87,810,000 (2006: RMB86,914,000) were past due within a period of 6 months but not impaired

(2006: same). These relate to a number of independent customers for whom there is no recent history of default.
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14 TRADE RECEIVABLES (Continued)
(b) Company (Continued)

As of 31 December 2007, trade receivables of RMB241,242,000 (2006: RMB252,608,000) were impaired. The amount
of the provision was RMB234,853,000 as of 31 December 2007 (2006: RMB238,342,000). The individually impaired
receivables mainly relate to distributors, which are in unexpected difficult economic situations. It was assessed that a

portion of the receivables is expected to be recovered. The aging of these impaired receivables is as follows:

2007 2006

RMB’000 RMB’000

Up to 6 months 298 —

6 months to less than | year 3,274 243

1 year to less than 2 year 3,835 3,338

2 years to less than 3 year 3,302 10,578

Over 3 years 230,533 238,449

Total 241,242 252,608
Movements on the provision for impairment of trade receivables are as follows:

2007 2006

RMB’000 RMB’000

At 1 January 238,342 247,831

Provision for receivable impairment 4,869 14,603

Receivables written off during the year as uncollectible (8,358) (24,092)

At 31 December 234,853 238,342

The creation and release of provision for impaired receivables have been included in “selling expenses” in the income
statement. Amounts charged to the allowance account are generally written off when there is no expectation of

recovering additional cash.

The maximum exposure to credit risk at the reporting date is the fair value of each class of receivable mentioned

above. The Group does not hold any collateral as security.
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15 DEPOSITS, PREPAYMENT AND OTHER RECEIVABLES — GROUP

As at 31 December

2007 2006

RMB’000 RMB’000

Other receivables — third parties 862,482 235,535
Receivables from related parties 11,275 17,001
873,757 252,536

Deposits, prepayment — third parties 278,026 234,731
1,151,783 487,267
Less: provision for impairment (75,041) (71,464)
1,076,742 415,803

At 31 December 2007 and 2006, the aging analysis of deposits, prepayment and other receivables was as follows:

31 December 2007 31 December 2006
Provision Balance Provision Balance
for after for after
Amount bad debts provision Amount bad debts provision

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Less than 1 year 1,054,388 (418) 1,053,970 384,002 (194) 383,808
1 to less than 2 years 13,772 (2,328) 11,444 21,460 (3,293) 18,167
2 to less than 3 years 13,099 (7,341) 5,758 15,625 (3,028) 12,597
Over 3 years 70,524 (64,954) 5,570 66,180 (64,949) 1,231
Total 1,151,783 (75,041) 1,076,742 487,267 (71,464) 415,803

At 31 December 2007 and 2006, the nature analysis of deposits, prepayment and other receivables was as follows:

As at 31 December

2007 2006

RMB’000 RMB’000

Prepayment for purchase of raw materials 774,359 235,535
Prepayment for purchase of equity interests held by

a minority owner in a subsidiary (Note 38) 88,123 —

Prepayment of land use rights recoverable from local government 46,129 15,023

Guarantee deposits 41,420 21,276

Others individual insignificant items 201,752 215,433

1,151,783 487,267

Less: provision for impairment (75,041) (71,464)

1,076,742 415,803
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16

SHARE CAPITAL

As at 31 December 2007, the authorised registered share capital of the Company was RMB1,308,219,178 (as at 31 Dec 2006:
RMB1,308,219,178) of RMBI1 each.

31 December 2007

31 December 2006

Number of Number of

shares shares

RMB’000 (000) RMB’000 (‘000)

PRC public shares subject to restriction (a) 417,395 417,395 417,395 417,395
PRC public shares (“A Shares”) 235,755 235,755 235,755 235,755
Overseas public shares (“H Shares”) 655,069 655,069 655,069 655,069
1,308,219 1,308,219 1,308,219 1,308,219

As at 31 December 2007, all issued share capital had been fully paid up.

(a)

According to the shareholding restructuring scheme approved in an A shares shareholders meeting in October 2006,

the shareholders of the State shares and PRC legal person shares (collectively defined as the “Non Public Shares”)
offered to the A share shareholders 35,755,495 shares of their shares and a cash consideration of RMB48,000,000 in

return for the conversion of the Non Public Shares into A shares, subject to certain disposal restrictions imposed that

the shareholders of the Non Public Shares shareholders will not sell the shares which gain liquidity within a period of

five years. In addition, the Non Public Shares shareholders, being the substantial shareholders of the Company, also

undertake to appropriate 70% of the available profit of the Company as dividends for a period of 3 years.

Following the completion of the above transactions, Qingdao State Assets Supervision and Administration Committee

transferred its equity interests held in the Company to its wholly owned subsidiary, TB Group Company on 4 April

2007 and TB Group Company became the substantial shareholder of the Company since then.
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17 OTHER RESERVES
(a) Group

Public Cumulative

Share Capital Surplus welfare translation
premium reserve reserve fund adjustments Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(note a) (note a)

Balance at 1 January 2006,

as previously reported 3,058,231 17,252 329,147 269,923 (981) 3,673,572
Opening adjustments

for the accounting

policy change on reserve

appropriations (note 2) — — (209,576) — — (209,576)

Balance at 1 January 2006,

as restated 3,058,231 17,252 119,571 269,923 (981) 3,463,996
Transfers (a) — — 269,923 (269,923) — —
Profit appropriations to

surplus reserve — — 43,940 — — 43,940
Translation difference — — — — 3,986 3,986
Acquisition/disposal of interests

from/to minority shareholders — 48,501 — — — 48,501
Balance at 31 December 2006 3,058,231 65,753 433,434 — 3,005 3,560,423

Balance at 1 January 2007,

as previously reported 3,058,231 65,753 669,637 — 3,005 3,796,626
Opening adjustments for the

accounting policy

change on reserve

appropriations (note 2) — — (236,203) — — (236,203)

Balance at 1 January 2007,
as restated 3,058,231 65,753 433,434 — 3,005 3,560,423

Profit appropriation to

surplus reserve (a) — — 61,785 — — 61,785
Translation difference — — — — 898 898
Gross gain on fair value of

available-for-sale

financial assets — 13,007 — — — 13,007
Deferred income tax liabilities

for available-for-sale

financial assets — (3,252) — — — (3,252)
Balance at 31 December 2007 3,058,231 75,508 495,219 — 3,903 3,632,861
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17

(b)

OTHER RESERVES (Continued)

Company
Share Capital Surplus Public Unappropriated Reserves Proposed
premium reserve reserve welfare fund profits total dividends
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(note a) (note a) (note b)
Balance at 1 January 2006 3,058,231 1,782 209,383 180,112 358,462 3,807,970 209,315
Transfer (a) — — 180,112 (180,112) — — —
Proposed dividends (note 33) — — — — (287,808) (287,808) 287,808
Profit for the year — — — — 501,548 501,548 —
Dividends declared — — — — — — (209,315)
Profit appropriation to surplus
reserve — — 43,579 — (43,579) — —
Acquisition/disposal of interests
from/to minority shareholders — 48,501 — — — 48,501 —
Balance at 31 December 2006 3,058,231 50,283 433,074 — 528,623 4,070,211 287,308
Balance at 1 January 2007 3,058,231 50,283 433,074 — 528,623 4,070,211 287,308
Proposed dividends (note 33) — — — — (287,808) (287,808) 287,308
Profit for the year — — — — 146,759 146,759 —
Dividends declared — — — — — — (287,808)
Profit appropriation to surplus
reserve — — 18,498 — (18,498) — —
First time adoption of new CAS — — 43,287 — (43,287) — —

Gross gain on fair value of

available-for-sale

financial assets — 7,310 — — — 7,310 —
Deferred income tax liabilities

for available-for-sale

financial assets — (1,827) — — — (1,827) —

Transfer — — 360 — (360) — —

Balance at 31 December 2007 3,058,231 55,766 495,219 — 325,429 3,934,645 287,808
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17 OTHER RESERVES (Continued)

Note:
(a) Statutory reserves

According to the Articles of Association of the Company and the Company Law of the PRC, the Company has to set aside
10% of its net profit after taxation under the PRC accounting standards for the statutory surplus reserve (except where the
reserve balance has reached 50% of the paid-up share capital of the Company). It is also obliged under the Article of
Associations to appropriate funds to the public welfare fund at a percentage of the net profit after taxation as determined by
the directors before the year ended 31 December 2007. These reserves are not distributable as cash dividends.

Pursuant to the provisions under the Company law of PRC and the Articles of Association of the Company, as amended in the
annual general meeting held on 29 June 2006, the Company ceased to appropriate funds to the public welfare fund of the
Company from 1 January 2006 onwards. The balance of the public welfare fund of the Group and the Company as at 1
January 2006 of approximately RMB 269,923,000 and RMB 180,112,000, respectively, were transferred to the surplus reserve
in accordance with regulations promulgated by the Ministry of Finance of the PRC.

On 1 January 2007, the Company adopted the “Accounting Standards for Business Enterprise (2006)” of PRC (“CAS”), with
retrospective application in its statutory financial statements. Accordingly, the retained earnings brought forward from 2006
were restated and the Directors made an additional transfer from retained earnings to surplus reserve of approximately
RMB43,287,000 as a result.

(b) Basis of profit distribution and appropriation

In accordance with the Company’s Articles of Association and Document Cai Kuai Zi [1995] No. 31 issued by the State
Ministry of Finance, appropriations to surplus reserves and discretionary surplus reserves should be made based on the
amount of profits as determined in accordance with the PRC accounting standards and regulations. The Company declares
dividends based on the lower of distributable profits of the Company reported under the PRC accounting standards and
HKFRS.

18 BORROWINGS

(a) Group
Bank loans
31 December 2007 31 December 2006
Short-term Long-term Short-term  Long-term

bank loans bank loans Total bank loans bank loans Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Repayable:
— Within 1 year 971,096 10,216 981,312 599,745 2,164 601,909
— Between 2 and 5 years —_ 80,076 80,076 — 40,725 40,725
— Over 5 years — 10,778 10,778 — 12,534 12,534
971,096 101,070 1,072,166 599,745 55,423 655,168
Less: Portion due within 1 year (971,096) (10,216) (981,312) (599,745) (2,164) (601,909)
Long-term portion — 90,854 90,854 — 53,259 53,259
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18

(a)

(b)

BORROWINGS (Continued)

Group (Continued)

As at 31 December 2007, loans of the Group amounting to approximately RMB14,284,000 and RMB7,787,000 were

guaranteed by the Beijing Development and Reform Committee and the Beijing Branch of Bank of China, respectively.

Approximately RMB20,000,000 (2006: RMB16,000,000) of the loans of the Group as at 31 December 2007 were
secured by machinery with an aggregate carrying value of approximately RMB37,002,000 (2006: machinery of

approximately RMB35,800,000) and inventory with an aggregate carrying value of RMB10,400,000.

Finance lease liabilities

As at 31 December

2007 2006
RMB’000 RMB’000
Less than 1 year 2,565 —
1 to less than 2 years 2,565 —
2 to less than 3 years 2,565 —
Over 3 years 3,205 —
10,900 —
Less: Portion due within 1 year (2,565) —
Finance lease liabilities 8,335 —
Less: Unearned finance income (2,609) —
5,726 —
Company
31 December 2007 31 December 2006
Short-term Long-term Short-term Long-term
bank loans bank loans Total bank loans bank loans Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Bank loans, repayable
within 1 year 545,230 — 545,230 390,435 — 390,435
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18 BORROWINGS (Continued)

The carrying amounts of the borrowings are denominated in the following currencies.

Group Company

2007 2006 2007 2006

’000 000 000 ’000

RMB 623,977 200,108 — —
Hong Kong dollars 60,888 41,202 — —
US dollars 365,230 390,435 365,230 390,435
Euros 14,284 15,411 — —
Danish Krone 7,787 8,012 — —
1,072,166 655,168 365,230 390,435

All the loans of the Group are subject to the market interest rate changes except the loans dominated in Danish Krone and

Euro which are interest free (“Interest Free Loans”).

The effective interest rates at the balance sheet date for the loans denominated in RMB, HK$ and US$ were 3.35%, 5.02% and
6.10% per annum, respectively. The directors consider that the carrying amount of these borrowings approximates their
respective fair value as at 31 December 2007. The fair value of the Interest Free Loans was RMB14,529,000.

As at 31 December 2007, the Group had aggregate unutilised short term loan facilities of approximately RMB1,400,000,000

(2006: RMB2,100,000,000). All are expiring within a year with floating interest rates to be charged on the amount to be drawn
down.

19 DERIVATIVE FINANCIAL INSTRUMENTS

As at 31 December 2007

Assets Liabilities
RMB’000 RMB’000
Forward foreign exchange contracts — 22,801

According to the accounting policy of the described in Note 2.9, these derivative instruments were remeasured at their fair
value as at 31 December 2007. The revaluation loss of these contracts held at year end which remained at open position was
approximately RMB19,052,000 and it had been charged to the income statement.
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20

DEFERRED INCOME TAXATION

Deferred taxation is calculated in full on temporary differences under the liability method using the applicable principal
taxation rates of entities within the Group from 18% to 25% (2006: 15% to 33%).

The movements in deferred tax assets/liabilities are as follows:

(i)

(i)

Deferred tax assets

(Credited)/ (Credited)/
As at  charged to As at As at  charged to As at
1 January the income 31 December 1 January  the income 31 December
2007 statement 2007 2006 statement 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Fair value adjustment on
depreciation of fixed assets 3,789 (1,608) 2,181 4,206 417) 3,789
Impairment provision 9,395 3,057 12,452 — 9,395 9,395
Advertising expenses not tax
deductible in current year 3,687 35,171 38,858 3,232 455 3,687
Accruals not tax deductible
in current year 53,380 58,712 112,092 14,368 39,012 53,380
Loss on derivative
financial instruments 562 5,138 5,700 — 562 562
Others — 3,500 3,500 — — —
Total 70,813 103,970 174,783 21,806 49,007 70,813
Deferred tax liabilities
Fair value adjustment on Gain on AFS
depreciation financial assets Total
2007 2006 2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
At 1 January 16,448 17,374 — — 16,448 17,374
Credited to the
income statement (2,819) (926) — — (2,819) (926)
Charged to equity — — 3,406 — 3,406 —
At 31 December 13,629 16,448 3,406 — 17,035 16,448

As at 31 December 2007, deferred tax assets were mainly recognised for temporary differences arising from fair value

adjustments made on depreciation of fixed assets acquired in business combinations; impairment loss provision against

fixed assets and financial assets, and certain promotion expenses and accrual of expenses not allowed for current year

tax deduction claims, to the extent that realisation of such tax benefits through future taxable profits is probable.

“RRLEER

ANNUAL REPORT 2007

O W B AR A A
TSINGTAO BREWERY CO., LTD.

127



Notes to the Consolidated Financial Statements

20 DEFERRED INCOME TAXATION (Continued)
(ii) Deferred tax liabilities (Continued)

The Group adjusted the deferred tax assets/liabilities brought forward according to the future revised tax rate described
in Note 31(a)(ii).. The impact of the adjustment was a reduction in income tax expense of the year of approximately
RMB7,382,000.

In addition, the Group also had aggregate unrecognised deferred tax assets amounting to approximately RMB253,496,000
(2006: RMB276,453,000) as at 31 December 2007 mainly attributable to tax losses of subsidiaries of approximately
RMB1,013,983,000 (2006: RMB837,737,000) carried forward, which will expire in the period from 2008 to 2012; fair
value adjustments made on depreciation of fixed assets of approximately RMB29,038,000 (2006: RMB39,000,000);
provision for realisation losses and impairment losses of receivable balances; and inventories and fixed assets of
approximately RMB224,935,000 (2006: RMB258,607,000). Deferred tax assets had not been recognised due to the fact
that there is no certainty of their respective realisation of these tax benefits through available future taxable profits of

the subsidiaries concerned.
21 DEFERRED GOVERNMENT GRANTS

Deferred government grants mainly represented subsidy received/receivable from local governments for capital expenditures

incurred by certain subsidiaries of the Group for their new production facilities.

22  TRADE PAYABLES — GROUP

As at 31 December

2007 2006
RMB’000 RMB’000
Trade payables 1,080,803 794,675

The aging analysis of trade payables (including amounts due to related parties) is as follows:

As at 31 December

2007 2006

RMB’000 RMB’000

Less than 1 year 1,057,195 725,458
1 to less than 2 years 7,379 49,666
2 to less than 3 years 8,891 9,917
Over 3 years 7,338 9,634
1,080,803 794,675
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23 BILLS PAYABLE

All the bills payable balances of the Group as at 31 December 2007 are of maturity within six months. Approximately
RMB16,116,000 (2006: RMB16,391,000) of bank deposits of the Group denominated in Renminbi had been pledged for the
issuance of these bills, and approximately RMB19,396,000 of the bills issued by the subsidiaries as at 31 December 2007
(2006: RMB 110,850,000) were guaranteed by the Company. The Directors are of view that the carrying amount of the bill

payable as at year end approximated to their fair value.
24 ACCRUALS AND OTHER PAYABLES

The analysis of accruals and other payables (including amounts due to related parties) by nature is as follows:

As at 31 December

2007 2006

RMB’000 RMB’000

Guarantee deposits for recycled bottles 525,144 443,494
Accruals for marketing and advertising expenses 532,727 445,845
Payable to vendors of construction in progress and fixed assets 241,453 70,977
VAT and other duties and taxes 236,991 181,138
Accrued payroll and other staff costs 165,743 158,700
Capital contribution from a minority shareholder of a subsidiary — 15,703
Others 470,239 450,547
2,172,297 1,766,404

25 DEPOSITS AND ADVANCE FROM CUSTOMERS

As at 31 December

2007 2006
RMB’000 RMB’000
Deposits and advance from customers 482,882 191,662

The aging analysis of deposits and advance from customers (including amounts due to related parties) is as follows:

As at 31 December

2007 2006
RMB’000 RMB’000
Less than 1 year 476,910 182,881
1 to less than 2 years 682 1,815
2 to less than 3 years 643 382
Over 3 years 4,647 6,584
482,882 191,662
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26 OTHER GAINS — NET

2007 2006
RMB’000 RMB’000

Derivative instruments:
— foreign exchange forward contracts not qualified for hedge accounting (19,052) (3,659)
— realised gain on foreign exchange forward contracts (3,905) 7,791
Interest income 24,224 22,499
Government grants () 96,202 66,043
97,469 92,674
(1) In connection with the acquisitions of certain subsidiaries of the Group in prior years, the Group entered into various

agreements with the relevant municipal governments that these subsidiaries could enjoy certain financial incentives
granted by the governments, mainly including financial subsidies determined with reference to the amounts of taxes

paid by these subsidiaries.

27 OTHER OPERATING LOSS — NET

2007 2006

RMB’000 RMB’000

Goodwill impairment loss — 151,061
Impairment provision against property, plant and equipment (“PP&E”) (note 7(b)) 141,008 163,688
Gain on disposal of PP&E (1,137) (37,586)
Disposal of sundry materials and others (76,776) (21,773)
63,095 255,390
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28 EXPENSES BY NATURE

Expenses included in cost of goods sold, selling and marketing costs and administrative expenses are analysed as follows:

2007 2006
RMB’000 RMB’000
Changes in inventories of finished goods and work in progress (55,040) 37,419
Raw materials and consumables used 6,299,824 5,181,911
Employee benefit expenses (Note 29) 1,316,392 703,384
Depreciation, amortisation and impairment charges (Notes 6, 7 and 8) 669,215 858,151
Transportation expenses 464,261 506,076
Advertising costs 525,327 198,819
Auditors’ remuneration 6,930 6,300
Utilities 383,890 385,814
Other expenses 2,946,161 2,982,892
Total cost of sales, distribution costs and administrative expenses 12,556,960 10,860,766
29 EMPLOYEE BENEFIT EXPENSES (INCLUDING DIRECTORS’ EMOLUMENTS)
2007 2006
RMB’000 RMB’000
Wages and salaries 964,857 575,507
Social security costs 94,242 36,757
Pension costs — defined contribution plans 110,646 89,946
Staff employment medical benefits 11,074 1,174
Others 88,573 64,897
1,269,392 768,281
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29 EMPLOYEE BENEFIT EXPENSES (INCLUDING DIRECTORS’ EMOLUMENTS) (Continued)
(a) Directors’ and senior management’s emoluments

The remuneration of every director for the year ended 31 December 2007 is set out below:

Social
Other security
Name of directors Fees emoluments Salary contributions Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Mr. Li Guirong — — 542 16 558
Mr. Jin Zhiguo — — 542 28 570
Mr. Sun Mingbo — — 415 28 443
Mr. Sun Yuguo — — 371 28 399
Mr. Liu Yingdi — — 361 28 389
Mr. Mark F Schumm 30 — — — 30
Mr. Stephen J Burrows 30 — — — 30
Mr. Chu Zhengang 80 — — — 80
Mr. Fu Yang 80 — — — 80
Ms. Li Yan 80 — — — 80
Mr. Poon Chiu Kwok 80 — — — 80

380 — 2,231 128 2,739

The remuneration of every director for the year ended 31 December 2006 is set out below:

Social

Other security
Name of directors Fees emoluments Salary  contributions Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Mr. Li Guirong — — 312 8 320
Mr. Jin Zhiguo — — 312 17 329
Mr. Liu Yingdi — — 245 17 262
Mr. Sun Mingbo — — 269 17 286
Mr. Sun Yuguo — — 245 17 262
Mr. Stephen J Burrows 30 — — — 30
Mr. Mark F Schumm 30 — — — 30
Mr. Chu Zhengang 50 — — — 50
Mr. Fu Yang 50 — — — 50
Mr. Li Yan 50 — — — 50
Mr. Poon Chiu Kwok 50 — — — 50
260 — 1,383 76 1,719
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29 EMPLOYEE BENEFIT EXPENSES (INCLUDING DIRECTORS’ EMOLUMENTS) (Continued)
(b) Five highest paid individuals
The five individuals whose emoluments were the highest in the Group for the year included three (2006: three)

directors whose emoluments are reflected in the analysis presented above. The emoluments payables to the remaining

two (2006: two) individuals during the year are as follows:

2007 2006
RMB’000 RMB’000
Basic salaries and allowances 878 489
Social security contributions 45 34
923 523
(c) Supervisory committee members’ emoluments
The emoluments of the five existing and former committee members are as follows:
2007 2006
RMB’000 RMB’000
Basic salaries and allowances 383 311
Social security contributions 56 52
439 363
30 FINANCE EXPENSES
2007 2006
RMB’000 RMB’000
Interest on bank loans 39,426 39,473
Net foreign exchange translation gains (24,417) (12,574)
15,009 26,899
CRRLEEH TR B AR A
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31 TAXATION

(a) Income tax expense

2007 2006
RMB’000 RMB’000

Current income tax
— Hong Kong profits tax (i) 5,456 3,161
— PRC enterprise income tax (i) 515,145 225,835
Deferred income tax (note 20) (106,789) (49,933)
413,812 179,063

(i) Hong Kong profits tax

Hong Kong profit tax has been provided at the rate of 17.5% (2006: 17.5%) on the estimated assessable profit
for the year.

(ii) PRC enterprise income tax (“EIT”)

EIT is provided on the estimated assessable income of the year calculated in accordance with the relevant

regulations of the PRC after considering all the available tax benefits from refunds and allowances.

Tax concessions and holidays entitled by the Group:

In accordance with an approval document dated 18th April 1994 issued by the State Administration for Taxation
(“SAT”) of the PRC, net profit earned by the Company is subject to EIT at 15%, which is effective from the
date of establishment of the Company and until there is further changes of the relevant laws and regulations.
The Company also received a confirmation from the Finance Bureau of Qingdao on 23 March 1997 that this

preferential tax treatment would not be terminated until further notice.

On 5 July 2007, the Company became aware of a notice which was issued by SAT in June 2007 (the “Notice”)
regarding the preferential tax treatment granted to nine state-owned enterprises listed on the Stock Exchange of
Hong Kong Limited in 1993 (including the Company). According to the Notice, the relevant local tax authorities
are required to immediately rectify the expired preferential tax treatments adopted by the Company and take
appropriate action on the differences of income taxes collected in prior years arising therefore in accordance
with the applicable rules and provisions under the promulgated Law on Tax Collection and Administration of
the PRC.

On 15 April 2008, the Company was informed by the governing local tax bureau that the applicable EIT rate
for the year ended 31 December 2007 was adjusted from 15% to 33%.The PRC EIT for current year of the
Company was hence provided at 33% (2006: 15%) in the financial statements of the Company and the Group.
The Company has not been notified by any tax authorities regarding the exposure of prior years. The directors
are of the view that the final outcome cannot be reliably estimated and, therefore, no provision for potential

EIT exposure in prior years had been made in the financial statements.
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31

(a)

TAXATION (Continued)

Income tax expense (Continued)

(ii)

PRC enterprise income tax (“EIT”) (Continued)

Xiamen Company, Songjiang Company, Changsha Company, Yulin Company, Five Star Company, Three Ring
Company, Fuzhou Company and Nanning Company were approved as enterprises with foreign investment and
therefore, they are exempt from EIT for two years starting from the first year of profit-marking after offsetting
prior year tax losses, followed by a 50% reduction for the next three consecutive years thereafter. 2007 is the
fourth profitable year of Xiamen Company, the second profitable year of Songjiang Company and the first
profitable year of Changsha Company and Fuzhou Company. Accordingly, EIT expense for Xiamen Company
was provided at reduced rates of 7.5%; while Songjiang Company, Changsha Company and Fuzhou Company
were exempt from the income tax for the current year. Other subsidiaries described above had not yet reached

their first year of profit-marking after offsetting prior year tax losses brought forward.

Huanan Sales Company, Huanan Holding Company, Shenzhen Asahi, Zhuhai Company and Dongnan Sales
Company were established in Shenzhen, Zhuhai and Xiamen Special Economic Zones for the PRC where they

conduct their operations. Accordingly, they are subject to EIT at a reduced rate of 15%.

Sanshui Company was approved as enterprises with foreign investment in Sanshui County, one of the Coastal
open economic regions. Accordingly, enterprise and local income tax rates for Sanshui Company were 24%
and 3%.

Other subsidiaries of the Group which are established and operating in the PRC are subject to EIT at a standard
rate of 33% based on their respective assessable income for the year.

Changes in Enterprise Income Tax Law in the PRC:

On 16 March 2007, the 10th National Peoples Congress of PRC approved the PRC Enterprise Income Tax Law
(“EIT Law”), being effective on 1 January 2008. Applicable income tax rate of entities within the Group
currently apply 33% tax rate will be subject to 25% from 1 January 2008. According to Guo Fa [2007] No.39,
“Circular of the State Council on the Implementation of Transitional Preferential Enterprise Income Tax
Policies”, from 1 January 2008, the lower preferential tax rates enjoyed by certain enterprises shall gradually
be increased to the statutory tax rate of 25% within 5 years from 1 January 2008, while entities currently
applying 24% EIT rate of 24% shall be adjusted to 25% in 2008. The effect of this change has been reflected in

the determination of deferred tax assets/liabilities as at 31 December 2007.

For entities which are still entitled to unutilized tax holidays (including two-year exemption and three-year half
rate) under the then existing preferential tax treatments, the unutilized tax holiday is allowed to be carried
forward to 2008 and future years until their expiry. However, if an entity has not yet commenced its tax

holiday due to its loss position, the tax holiday is deemed to commence from 2008 onwards.
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31 TAXATION (Continued)

(a) Income tax expense (Continued)

Reconciliation of weighted average applicable tax rate to effective tax rate:

2007 2006

RMB’000 RMB’000

Weighted average applicable tax rate 19% 10%

Effect from change of EIT rate 1%) —

Originating temporary differences not recognised as deferred tax assets in current year 24% 20%

Utilisation of temporary differences not

recognised as deferred tax assets of prior years (2%) (4%)

Tax refund or relief granted 3%) (2%)
Costs, expenses and losses which could not be deducted from

ascertaining the assessable tax profit for tax purposes 5% 5%

Effective tax rate 42% 29%

The increase in weighted average applicable tax rate is mainly due to tax rate change (from 15% to 33%) of the

Company in 2007.

(b) Value-added tax (“VAT”)

According to “the People’s Republic of China Value-added Tax Temporary Regulations” (“VAT Regulations”), the
Group is subject to output VAT calculated at 17% of the domestic sales value of tangible goods. In addition, it is
subject to a refund of 13% on its export sales of products based on an “exempt, credit, refund” policy enacted. The
Group also pays input VAT on its purchases of raw materials and auxiliary materials which is deductible against

output VAT on its sales in order to arrive at the net VAT amount payable to the PRC government.

(c) Consumption tax

Beers production, manufacturing consignment and beer product importation activities undertaken by the Group are
subject to consumption tax in the PRC. For beer with an ex-factory price (including packaging materials and related
deposits) of RMB3,000 or above per ton, the consumption tax is RMB250 per ton. For all other beer sold below that

price, the consumption tax is levied at RMB220 per ton.
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32 EARNINGS PER SHARE — BASIC AND DILUTED

Earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the number of ordinary

shares in issue during the year.

Year ended 31 December

2007 2006
Profit attributable to share holders of the Company (RMB’000) 538,911 447,867
Number of ordinary shares in issue (thousands) 1,308,219 1,308,219
Basic earnings per share (RMB per share) 0.41 0.34

The diluted earnings per share information was the same as basic for 2007 and 2006 as there were no dilutive potential
ordinary shares as of 31 December 2007 and 2006.

33 DIVIDENDS

Year ended 31 December

2007 2006
RMB’000 RMB’000
Proposed final dividend of RMB0.22 (2006: RMB0.22) per share 287,808 287,808

The dividends paid during the year ended 31 December 2007 were final dividends of 2006 at RMB287,808,000 (RMBO0.22 per
share) (2006: final dividend for 2005 at RMB209,315,000) (RMBO.16 per share). At the board of directors meeting held on 21
April 2008, the directors proposed a final dividend in respect of 2007 of RMB0.22 per share, amounting to an aggregate
amount of RMB287,808,000. This proposed dividend will be approved at the Annual General Meeting and shown as

appropriations in the year ending 31 December 2008. These financial statements do no reflect this dividend payable.
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34 CASH GENERATED FROM OPERATIONS

Reconciliation of profit for the year to net cash inflow from operation

2007 2006

RMB’000 RMB’000
Profit for the year 578,768 448,757
Taxation 413,812 179,063
Share of loss from associates (283) (1,041)
Income from wavier of payable balances — (10,526)
Interest income (Note 26) (24,224) (22,499)
Net exchange gains (Note 30) (24,417) (12,574)
Depreciation (Note 7) 505,187 513,580
Gain on disposal of PP&E (11,494) (37,586)
Impairment loss on PP&E (Note 7) 141,008 163,688
Amortisation of intangible assets and leasehold land (Note 6, 8) 23,020 29,822
Goodwill impairment loss and disposal (Note 8) — 151,061
Fair value losses on derivative financial instruments (Note 26) 22,957 3,659
Interest expenses (Note 30) 39,426 39,473
Changes in working capital (excluding the effects of acquisition

and exchange differences on consolidation)
Deferred income tax assets (103,970) (49,007)
Deferred income tax liabilities (2,819) (926)
Inventories (569,206) (243,822)
Trade receivables 6,981 3,888
Bills receivable 7,685 30,234
Deposits, prepayments and other receivables (660,939) (88,531)
Trade payables 286,128 83,678
Accruals and other payables 462,960 266,044
Bills payable (42,849) (75,727)
Deposits and advance from customers 291,220 (27,343)
Taxes payable 55,852 (10,875)
Pledged bank deposits (742) —
Cash generated from operations 1,394,061 1,332,490
In the statement of cash flows, proceeds from sale of property, plant and equipment comprise:
2007 2006

RMB’000 RMB’000
Net book value (Note 7) 32,927 29,594
Profit on disposal of PP&E 1,137 28,736
Proceeds from disposal of PP&E 34,064 58,330
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35

(a)

(b)

(c)

(d)

36

(a)

CONTINGENCIES

Pursuant to certain policies for housing reform issued by the State Council of the PRC and Qingdao Municipal
Government in 1998, the policy of allocating staff quarters by the Company as welfare benefits of its employees was
terminated. In replacement, qualified employees are to be compensated in the form of monetary housing subsidies. As
at 31 December 2007, no formal plan had yet been developed by the Group and no plans had been announced by the
Group to their employees in respect of the arrangements. After obtaining the relevant legal advice, the Company’s
board of directors is of the opinion that the Group had no obligation to make any payment or provision for such
monetary housing subsidies as at 31 December 2007 and there is no reasonable basis to accrue for any potential

liabilities.

As described in Note 31, the directors are of the view that the potential income tax liabilities prior to 2007 arising
from the cancellation of the previous preferential tax concessions could not be reliably estimated and therefore, no

provision was made in the financial statements of 2007.

As at 31 December 2007, the Group had provided guarantee of RMB22,000,000 in favor of an associate of the Group

for its bank loans.

During the year, a third party (the “Claimant”) filed a lawsuit against the Company, a subsidiary of the Company, and
the local government which was the owner of the predecessor of a subsidiary of the Group (“the Predecessor”, from
which the Company acquired certain assets in order to set up that subsidiary) (collectively defined as the “Plaintiff”),
seeking compensation of RMB 12,135,000 on the grounds that the Claimant had settled a loan liability of the Predecessor
in the capacity as a loan guarantor, and it made a petition to court to enforce the Plaintiff to compensate it. Up to the
date of approval of these financial statements, the lawsuit was still at hearing stage by a court. The directors of the
Company, after obtaining a legal opinion for its legal counsel, are of view that it is unlikely the Group would suffer
any material loss from this incident. Accordingly no litigation loss provision had been made in the financial statements
of 2007.

COMMITMENTS

Capital and other commitments

The Group had no material capital commitments which were authorised but not contracted and provided for as at 31
December 2007.

The Group’s and the Company’s commitments is primarily related to construction of fixed assets, acquisition of

subsidiaries and other activities which were contracted but not provided for in the financial statements. Details are as

follows:
Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
1,853,617 981,819 393,146 141,136

Note:  These commitments mainly relate to construction of new breweries and increase in production capacity as well as for raw
materials purchase.
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36 COMMITMENTS (Continued)

(b) Operating lease and other commitments

As at 31 December 2007, the Group had future aggregate minimum lease payments under non-cancelable operating

leases of land and buildings as well as other commitments associated with its operating activities as follows:

2007 2006
RMB’000 RMB’000
Not later than one year 23 343

37 RELATED PARTY TRANSACTIONS

Parties are considered to be related if one company has the ability, directly or indirectly, to control the other company or
exercise significant influence over the other party in making financial and operating decisions. Parties are also considered to

be related if they are subject to common control or common significant influence.

(a) The following major transactions were carried out with related parties:
2007 2006
RMB’000 RMB’000
Purchases from related companies
— Associates 1,296 94,943
Sales to related companies
— Associates 268,510 250,274
— Cultural Communication Company 2,873 —
271,383 250,274
Construction services provided to the Group
— Tsingtao Brewery Construction Company Limited 43,336 3,788
Logistics services provided to the Group (including paid on behalf)
— Associates 280,509 219,273
Guarantee provided in favour of the Group’s receivables
— TB Group Company (withdrawn during 2007, see Note 9(b)(ii)) — 35,890
Guarantee provided in favour of the an associate of the Group
— Asahi Beverage 22,000 16,000
Interest paid to
— TB Group Company 3,520 3,249
Purchase of subsidiary from its substantial shareholder
— TB Group Company 5,290 —

All the above transactions with related parties were carried out based on terms agreed between the Group and the

related companies.

L & A “RR LA
TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007




Notes to the Consolidated Financial Statements

37

(b)

RELATED PARTY TRANSACTIONS (Continued)

As at 31 December 2007, the Group had the following significant balances maintained with related parties:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Included in
Amount due from subsidiaries —_ — 237,434 146,509
Trade receivable and other
long-term assets accounts
— Wholly owned subsidiaries of the Group — — 3,931 2,572
— Non-wholly owned subsidiaries of the Group — — 65,377 19,041
— Associates (9b(ii)) 41,659 91,349 30,413 89,738
— Other related parties — 882 — 882
Loans to subsidiaries (i)
— Wholly owned subsidiaries of the Group — — 336,120 —
— Non-wholly owned subsidiaries of the Group — — 2,368,758 2,759,788
Deposits, prepayment and other receivables
— Wholly owned subsidiaries of the Group — — 29,177 1,026
— Non-wholly owned subsidiaries of the Group — — 138,951 123,217
— Associates 11,275 5,052 969 5,052
— Other related parties —_ 11,949 —_ 787
Trade payables
— Non-wholly owned subsidiaries of the Group — — 50,676 22,639
Other payables and long-term payables
— Non-wholly owned subsidiaries of the Group — — 80,953 79,963
— A-B Company (ii) 109,569 117,131 — —
— Associates 18,088 378 515 378
— Otbher related parties 31,657 21,243 14,180 578
Sales deposits
— Non-wholly owned subsidiaries of the Group — — — 326
— Associates 6,156 307 6,156 307
Short-term loans from
— TB Group Company 70,000 65,000 — —

Except for those mentioned in notes (i) and (ii) below and except for the short-term loans, the Group’s current

balances maintained with related parties are all unsecured, non-interest bearing and with no fixed repayment terms.
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37 RELATED PARTY TRANSACTIONS (Continued)

(b) (Continued)

(1) As at 31 December 2007, the Company had extended certain advances and loans, amounting to approximately
RMB2,704,878,000 (2006: RMB2,759,788,000), to subsidiaries through entrusted loan arrangement made with
banks in the PRC (See Note 9).

(i1) In October 2003, a subsidiary of the Company, Hong Kong Company entered into a loan agreement with
Anheuser-Busch Companies, Inc (“A-B Company”) that Hong Kong Company borrowed a loan of
USD$15,000,000 (equivalent to approximately RMB109,569,000 (the “Loan”) from A-B Company. The Loan
is interest-bearing at 1% per annum, unsecured and repayable within 5 years. The Company has undertaken to

guarantee the repayment of the Loan.

(c) Key management compensation
Year ended 31 December
2007 2006
RMB’000 RMB’000
Basic salaries, allowances and benefits-in-kind 5,302 3,210
Retirement fund contributions 485 242
5,787 3,452

Key management personnel are those persons, in total 15 persons, having authority and responsibility for planning,

directing and controlling the activities of the Group, including directors and other senior management personnel.
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38

SUBSEQUENT EVENTS

Saved as disclosed in other notes to the financial statements, the Company and the Group had the following significant

subsequent events after 31 December 2007:

(a)

(b)

Acquisition of minority interests of a subsidiary

On 28 December 2007, the Company signed a conditional agreement with Xian Industry Asset Management Company
in order to acquire the 23.9% equity interests held by it in Xi’an Company, a 76.1% owned subsidiary of the Company,
at a consideration of RMB171 million. The transaction is subject to completion of the registration of the share transfer
made with relevant authorities. The procedures were completed on 25 January 2008 and Xi’an Company became a

wholly owned subsidiary of the Company thereafter.

Issue of bonds with detachable warrants rights

On 2 April 2008, the Company issued bonds at norminal value of RMB1,500 million, divided into 15 million units
with RMB100 at par, each unit is attached with seven warrant rights which entitled the holder to convert the rights into
A shares of the Company at a conversion ratio of each two warrants to one A share, exercisable in the period from 13
October 2009 to 19 October 2009. The maturity of the whole bonds is on 2 April 2014, and they bear fixed interest rate

at 0.8% per annum.

The net proceeds received from this issuance of bonds with warrant rights were approximately RMB1,472 million.
Both the bonds and the attached warrant rights have been listed on the Shanghai Stock Exchange since 18 April 2008.

The proceeds are intended to finance the ongoing capital commitments of the Group.
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RECONCILIATION OF DIFFERENCES BETWEEN PRC GAAP AND HKFRS

The Group has prepared a separate set of financial information for the year ended 31 December 2007 in accordance with
“Accounting Standards for Business Enterprises (2006)” and relevant regulations (“PRC GAAP”) for shareholders of A shares
of the Company.

Differences between PRC GAAP and HKFRS give rise to differences in the reported balances of assets, liabilities and net
profit of the Group. The financial effects of the material differences between PRC GAAP and HKFRS are summarised and

explained in the following table:

Impact on the consolidated net assets:
As at 31 December

2007 2006
RMB’000 RMB’000
Net assets as per accounts prepared under PRC GAAP 5,509,185 5,228,197
HKFRS adjustments:
Miscellaneous insignificant adjustments — 19,232
Net assets attributable to the Company’s shareholders
as per financial statements prepared under HKFRS 5,509,185 5,247,429

Impact on the consolidated net profit:

Year ended 31 December

2007 2006

RMB’000 RMB’000

Net profit under PRC GAAP 558,142 436,958

HKFRS adjustments:

Additional depreciation charges arising from differences in the accounting of

assets valuation under PRC GAAP and HKFRS (18,434) (366)

Miscellaneous insignificant adjustments (797) 11,275

Profit attributable to shareholders of the Company under HKFRS 538,911 447,867

L & A “RR LA
144 TSINGTAO BREWERY CO., LTD. ANNUAL REPORT 2007




316

AW E B Company Information

L WA BRI A RA T
2. HREREAN : FHR

3. HEGHE: ZH
WHEHERE - R
gk o WORAEF 5 A s

i Y J% 35
. PN
1405%

Jie AR A5 L A

T B AR A 2 266071

Bk ¢ 86-532-85713831

4 B : 86-532-85713240

BT 5 ¢ secretary @tsingtao.com.cn

4. FEftHb ik o WA F RN S6E
WAl o I RA T B A
Fi. Y 5 35 F WK
B ARG ¢ 266071
4>\l 44k www.tsingtao.com.cn
7154 ¢ info@tsingtao.com.cn

5. AFBRE LTS

AR 2 LSRRG B
e S
R : 600600

HBE « FWH S 25 B
eSS
RE : 0168

6. AR bR TR A
o O R A A R AR A E By A

7. Rk T
(1) 5K 8 & it B35 5 By > ik 2 75 8 o
BUOK T KB 22
(2) WEKREPREGEMEZERTARAF >
by b 36 v W I 20255 W KO PG 1 1A

8. WEAREM :
(1) FLATHRAT » Motk ks 75 o h BRI ST 38 10
B8R T K 16-194

(2) AL T A R S T > ik 2 b i
W5 R = B i 2 B8 b o e SRR B 21

L & A
TSINGTAO BREWERY CO., LTD.

SRBLEER
ANNUAL REPORT 2007

English Name: Tsingtao Brewery Company Limited

Legal Representative: LI Gui Rong

Secretary to the Board: YUAN Lu
Representative for Securities Affairs: ZHANG Rui Xiang
Address: Secretaries’ Office to the Board

of Directors

Room 1405

Tsingtao Beer Tower

May Fourth Square

Hong Kong Road Central, Qingdao

Postal Code: 266071

Tel: 86-532-85713831

Fax: 86-532-85713240

E-mail: secretary @tsingtao.com.cn
Registered Address: No. 56, Dengzhou Road,

Qingdao, Shandong Province

Tsingtao Beer Tower, May Fourth Square
Hong Kong Road Central, Qingdao
Shandong Province

266071

wWww.tsingtao.com.cn
info@tsingtao.com.cn

Business Address:

Postal Code:
Company Website:
E-mail:

Stock Exchanges on which the Company’s shares are listed:

A share: Shanghai Stock Exchange

Stock Name: & & &8

Stock Code: 600600

H share: The Stock Exchange of Hong Kong Limited
Stock Name: TSINGTAO BREW

Stock Code: 0168

Custodian of unlisted shares:
China Securities Depository and Clearing Corporation
Limited, Shanghai Branch

Auditors
(1)  PricewaterhouseCoopers at 22/F Prince’s Building,
Central, Hong Kong

(2)  PricewaterhouseCoopers Zhong Tian Certified Public
Accountants Limited Company at 11/F
PricewaterhouseCoopers Center, 202 Hu Bin Road,
Shanghai

Legal advisers:
(I) JSM at 16th to 19th Floors, Prince’s Building, 10
Chater Road, Central, Hong Kong

(2) Haiwen & Partners at 21st Floor, Beijing Silver
Tower, No. 2, Dong San Huan North Road, Chaoyang
District, Beijing



3

Brjing 2008
QR

2007

ANNUAL REPORT

/T =%
FEIWRES

FEEWEAEKRNDAERRQ A
TSINGTAO BREWERY CO., LTD.



	Cover

	Contents
	Company Profile
	Financial Highlights
	Chairman's Statement
	Report of the Directors
	Report of the Supervisors
	Corporate Governance Report
	Management Discussion and Analysis
	Profiles of Directors
	Profiles of Supervisors
	Profiles of Senior Management
	Significant Events
	Financial Report
	Independent Auditor's Report

	Balance Sheets
	Consolidated Income Statements
	Consolidated Statements of Changes in Equity
	Consolidated Cash Flow Statements
	Notes to the Consolidated Financial Statements
	Supplementary Information
	Company Information
	Back Cover




