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negative impact on the operating results of the Group and the Company.

39.Commitments

Capital and rental commitment

The Group and the Company had no capital commitments which were

authorised but not contracted and provided for as at 31st December 2002:

The Group’s and the Company’s capital and rental commitments which were

contracted but not provided for are as follows:
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Group Company

2002 2001 2002 2001

�� !" Capital commitments

-�� ! - Construction projects 94,561,000 93,295,000 28,739,000 50,381,000

-�� !"#$ - Investments and acquisitions 98,000,000 262,030,000 98,000,000 262,030,000

�� Sub-total 192,561,000 355,325,000 126,739,000 312,411,000

�� !"# Operating lease commitments

�� ! Less than one year 151,000 1,953,000 151,000 1,953,000

�� ! Over two years - - - -

�� Sub-total 151,000 1,953,000 151,000 1,953,000

�� Total 192,712,000 357,278,000 126,890,000 314,364,000
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38. Contingent liabilities

(a) Pursuant to the related policies for housing reform issued by the State

Council and the Qingdao Municipal Government in 1998, the policy of

allocating staff quarters as a staff welfare was terminated.  In replacement,

qualified employees are compensated in the form of monetary housing

subsidies (“Housing Reform”).  As at 31st December 2002, no formal plan

had yet been developed by the Group and the Company, and the Group and

the Company had not announced any plans to their employees in respect of

the arrangements.  After seeking legal advice, the Company’s board of

directors are of the opinion that the Group and the Company had no obligation

to make any payment or provision for such monetary housing subsidies as

at 31st December 2002.

The Ministry of Finance issued Document Caiqi [2000] No. 295 on 6th

September 2000 which became effective on the same date.  The document

prescribes the accounting treatments in relation to the Housing Reform.  The

Company’s board of directors have studied the document and believe that

such stipulations do not have any, material adverse impact on the Group

and the Company, except for the potential impact of the housing subsidies

mentioned above which could not be reasonably estimated.

(b) In November 2001, a distributor of Company
,
s products ( “the Claimant”)

filed a lawsuit with the Shandong Municipal Higher People’s Court (“the Court”)

against the Company.  The Claimant sued the Company for breach of a

sales and distribution contract (“the Contract”) and claimed for damages of

approximately RMB 134,870,000.  The Company denied the claim and also

filed a counter claim against the Claimant for delayed settlement of the

outstanding receivable balances arising from sale of goods to the Claimant.

In addition, the Company also demanded for a termination of the Contract,

repayment of the outstanding receivable balance, as well as the return of

certain motor vehicles and beer-selling machinery provided to the Claimant

by the Company before.  As of the date of approval of these accounts by the

board of directors, no verdict has yet been made by the Court.  After

consultation made with the Company’s legal advisor, the directors are of the

opinion that it is pre-mature to conclude on the final outcome at this stage.

However, they are confident that it is not expected to lead to any material
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38. Contingent liabilities

(a) Pursuant to the related policies for housing reform issued by the State

Council and the Qingdao Municipal Government in 1998, the policy of

allocating staff quarters as a staff welfare was terminated.  In replacement,

qualified employees are compensated in the form of monetary housing

subsidies (“Housing Reform”).  As at 31st December 2002, no formal plan

had yet been developed by the Group and the Company, and the Group and

the Company had not announced any plans to their employees in respect of

the arrangements.  After seeking legal advice, the Company’s board of

directors are of the opinion that the Group and the Company had no obligation

to make any payment or provision for such monetary housing subsidies as

at 31st December 2002.

The Ministry of Finance issued Document Caiqi [2000] No. 295 on 6th

September 2000 which became effective on the same date.  The document

prescribes the accounting treatments in relation to the Housing Reform.  The

Company’s board of directors have studied the document and believe that

such stipulations do not have any, material adverse impact on the Group

and the Company, except for the potential impact of the housing subsidies

mentioned above which could not be reasonably estimated.

(b) In November 2001, a distributor of Company
,
s products ( “the Claimant”)

filed a lawsuit with the Shandong Municipal Higher People’s Court (“the Court”)

against the Company.  The Claimant sued the Company for breach of a

sales and distribution contract (“the Contract”) and claimed for damages of

approximately RMB 134,870,000.  The Company denied the claim and also

filed a counter claim against the Claimant for delayed settlement of the

outstanding receivable balances arising from sale of goods to the Claimant.

In addition, the Company also demanded for a termination of the Contract,

repayment of the outstanding receivable balance, as well as the return of

certain motor vehicles and beer-selling machinery provided to the Claimant

by the Company before.  As of the date of approval of these accounts by the

board of directors, no verdict has yet been made by the Court.  After

consultation made with the Company’s legal advisor, the directors are of the

opinion that it is pre-mature to conclude on the final outcome at this stage.

However, they are confident that it is not expected to lead to any material
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Tranche III of the CB (“Tranche III”)

The total subscription amount of Tranche III is HK$508,275,342 (equivalent

to approximately RMB538,772,000) which will be payable by A-B Company

to the Company by several instalments in 2003 and 2004.  Tranche III will be

convertible into 114,219,178 new H shares at HKD4.45 (equivalent to

approximately RMB4.72) per share within seven years after the payment of

the subscriptions.  The CB will be automatically converted at the end of the

7-year conversion period if A-B Company does not trigger the conversion.

Tranche III is interest-bearing at 2% per annum.  A-B Company will refund all

of the interests received and all related deductions or withholdings with the

interest payments made by the Company upon conversion.

Upon the conversion of each of Tranche I, Tranche II and Tranche III, the

percentage shareholding of the Qingdao State-owned Assets Administration

Bureau (“Qingdao Bureau”), the existing substantial shareholder in the

Company, will decrease from approximately 40.0% to approximately 37.7%,

33.5% and 30.6%, respectively whereas that of A-B Company will increase

from approximately 4.5% to 9.9%, 20.0% and 27.0%, respectively.  However,

the additional 7% of the shareholding held by A-B Company after conversion

of Tranche III will be subject to a voting trust arrangement in favour of Qingdao

Bureau whereby A-B Company will enjoy the economic benefits but Qingdao

Bureau can exercise the respective voting rights at its sole discretion.

Accordingly, Qingdao Bureau, through the trustee, will be entitled to exercise

the voting rights attached to such 7% shareholding at general meetings of

holders of state shares and PRC legal person shares, PRC public shares or

H shares class meetings of the Company.

41. Subsequent events

Saved as disclosed in other notes to the financial statements, the following

subsequent events occurred after 31st December 2002:
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40.Other significant event

Mandatorily convertible bond:

On 21st October 2002, the Company and A-B Company, a shareholder of H

shares, entered into a strategic investment agreement, pursuant to which A-B

Company will subscribe for 3 tranches of mandatorily convertible bonds (“CB”)

to be issued by the Company in an aggregate principal amount of approximately

HK$1,416,195,000 (equivalent to approximately RMB1,501,167,000),

commencing from 2003. The CB will be convertible into 308,219,178 new H

Shares issued by the Company as follows:

Tranche I of the CB (“Trache I”)

The total subscription amount of Tranche I is HK$280,800,000 (equivalent to

approximately RMB297,648,000) which will be payable by A-B Company to

the Company before June 2003.  Tranche I will be convertible into 60,000,000

new H shares issued by the Company at HK$4.68 (equivalent to

approximately RMB4.96) per share within 3 months after the payment of the

subscriptions.  Tranche I is interest-free.

Tranche II of the CB (“Tranche II”)

The total subscription amount of Tranche II is HK$627,120,000 (equivalent

to approximately RMB664,747,000) which will be payable by A-B Company

to the Company at the time of subscription of Tranche I.  Tranch II will be

convertible into 134,000,000 newly issued H shares at HK$4.68 (equivalent

to approximately RMB4.96) per share within seven years after the payment

of the subscriptions.  The CB will be automatically converted at the end of

the seven-year conversion period if A-B Company does not trigger the

conversion.

Tranche II is interest-bearing at 2% per annum.  A-B Company will refund all

of the interests received and all related deductions or withholdings associated

with the interest payments made by the Company upon conversion.


