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1. Company background

Tsingtao Brewery Company Limited (the "Company") was established in
accordance with the requirements of the "Company Law", the "Standard
Opinion on Joint Stock Limited Companies”, the "Addendum thereto in relation
to the implementation of the "Standard Opinion on Joint Stock Limited
Companies" by companies listed in Hong Kong" and other relevant laws,
regulations and administrative rules of the People's Republic of China (the
"PRC"). With the approval of the Qingdao Municipal People's Government,
the Company was established on 16th June 1993 and obtained the Sino-
foreign Joint Stock Company business license on 27th December 1995. The
"H" shares of the Company were listed on The Stock Exchange of Hong
Kong Limited on 15th July 1993 and the "A" shares were listed on the
Shanghai Stock Exchange on 27th August 1993.

On 21 October 2002, the Company signed a "Strategic Investment
Agreement" with Anheuser-Busch Companies, Inc. ("A-B Company"). The
Company will issue mandatory convertible bonds to A-B Company by
installments, amounting to approximately HKD1,416,195,000 (equivalent to
approximately RMB1,501,167,000). Upon fully conversion of the bonds A-B
Company will hold approximately 27% equity interest in the Company. Among
the total consideration on acquiring the convertible bonds, approximately
HK$907,920,000 (equivalent to approximately RMB962,395,000) will be
received from A-B Company in 2003, and the remaining balance of approximately
HK$508,275,000 (equivalent to approximately RMB538,772,000) is expected
to be received in the second half of 2003 or 2004. The transaction is able
to narrow down the negative operating capital balance. Please refer to
Note 27 and Note 40 for the details.
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The Company is principally engaged in the production and distribution of
beer products. The subsidiaries and associated companies are principally

engaged in the production and domestic trading of beer products.

The major acquisitions of the Company and its subsidiaries (the "Group") in
2002 are detailed in Note 4.

2. Principal accounting policies, accounting estimates and basis of

preparation of consolidated financial statements

(a) The currently adopted accounting regulations and accounting standards

The accounts have been prepared in accordance with the "Accounting
Standards for Business Enterprises” and "the Accounting Regulations for
Business Enterprises" and related regulations, promulgated by the Ministry
of Finance of the PRC.

(b) Financial year

The financial year runs from 1st January to 31st December of each calendar

year.

(c) Basis of recording and measurement bases

The Group and the Company use the accrual method as their basis of
accounting. Apart from those assets which were recorded at the revalued
amount approved by the state-owned Assets Administration Bureau upon
the Company's conversion to a Joint Stock Company, all assets are initially

recorded at their acquired costs.
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(d) Reporting currency and foreign currency translation

The Company maintains its books and records in Renminbi (RMB). The
amounts of the financial statements are expressed in RMB. Foreign currency
transactions are translated into RMB at the exchange rates stipulated by the
People's Bank of China prevailing at the beginning of the month of the
transaction (or at the transaction date). As of balance sheet date, monetary
assets and liabilities denominated in other currencies are translated into RMB
at the exchange rate stipulated by the People's Bank of China prevailing at
the balance sheet date. Except for the capitalised exchange gains or losses
arising from specific loan for the purchases of assets, all exchange gains or

losses are dealt with in the profit and loss account.

All assets and liabilities denominated in foreign currencies on the balance
sheets are translated at the exchange rates stipulated by the People's Bank
of China prevailing at the balance sheet date; shareholders' equity (except
unappropriated profit) are translated at exchange rates stipulated by the
People's Bank of China prevailing at the transaction date; unappropriated
profit is recorded based on the amount stated on the profit and loss account
after translation adjustments; profit and loss account items are translated at
the average applicable rates during the year. Exchange differences arising
from such translations are dealt with in the cumulative translation adjustment

account on the translated balance sheet.

(e) Cash and cash equivalents

Cash represents cash on hand and deposits with banks and other financial

institutions which are repayable on demand.

Cash equivalents represent short-term, highly liquid investments which are
readily convertible into known amounts of cash with original maturities of
three months or less that are subject to an insignificant risk of change in

value.
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(f) Short-term investments

Short-term investments included mainly entrusted loans. Entrusted loans
are loans entrusted for lending through financial institutions and are recorded
based on the amount of the loan balance advanced. Interest income is
accrued and credited to the profit and loss account for the period as incurred.
Provided that interest income due but proved to be uncollectible, no further
interest income accrual and interest income accrued will be reversed. If
there is indication that the principal amount of individual entrusted loan

exceeds its recoverable amount, a provision for impairment is made.

(g) Accounts receivable and provision for doubtful debts

The Group uses "allowance method" in accounting for potential doubtful debts,
pursuant to which provision for doubtful debts is made based on the
collectibility of accounts receivable balances (including accounts receivable
balances from related parties) as at year end. Management makes
reasonable estimates on provision for doubtful debts based on aging analysis,
previous experience and financial and operating situations of the customers.
Provision for doubtful debts is further classified as specific doubtful debt

provision and general doubtful debt provision.

Specific provision for doubtful debts is made after an analysis of significant
accounts receivable balances is performed. The aging of the balances, the
financial, operational and cash flow condition of the debtors and the repayment
pattern in current and subsequent periods, etc., are considered in the analysis

before the amount of the provision is determined.

General provision for doubtful debts is made based on individual
circumstance. 50% and 100% provision is made for receivable balances

aged within 1 to 2 years and over 2 years, respectively.

When evidences indicate that the accounts receivable balances become
uncollectible, for instance, the closure of the debtors' businesses,
bankruptcies, net liabilities positions or inadequate cash flow, doubtful debts
are written off in that period and used to offset the corresponding provision

for doubtful debts that have previously been made for that balances.

153



