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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.
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42. Debt restructuring

The Company and the Group had the following significant debt restructuring

items:

(i) In January 2002, the shareholders of Tsingtao Brewery (Penglai) Company

Limited (“Penglai Company”) passed the resolution to increase registered

share capital from RMB12,500,000 to RMB37,500,000.  The Company

converted approximately RMB15,950,000 of its share of the capital surplus

in Penglai Company and approximately RMB4,050,000 of its receivables

due from Penglai Company to paid-in capital.  Penglai Heilangou Gold Industry

Company (“Gold Company”) converted RMB5,000,000 of its receivables due

from Penglai Company into paid-in capital.  After the transaction, there is no

change in the equity interest held by the Company.

(ii) As mentioned in Note 16 in January 2002, the Group and the Company

reached an agreement with a customer and a related company in connection

with an aggregate receivable balance aged between two to five years due

from them, totaling RMB105,000,000 as at 31st December 2001.  Pursuant

to the agreement, the entire outstanding balances will be repayable in eight

annual instalments, starting from 1st January 2002.  During the year, first

instalment of RMB10,000,000 was repaid according to the respective

agreement.  In addition, Tsingtao  Brewery Group Company Limited undertook

to guarantee the repayment of the balance.  As at 31st December 2002, the

non-current portion of the balance was included in the long-term accounts

receivable.

43.Comparative figures

Certain comparative figures have been reclassified to conform with current

year’s presentation.
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(i) In January 2003, Tsingtao Brewery Company Limited (“the Company”)

and Xian Company jointly invested in a new company, namely Tsingtao

Brewery Baoji Company Limited (“Tsingtao Baoji Company”), with authorised

capital amounted to RMB1,000,000.  The Company injected cash capital

amounted to RMB300,000, which accounted for 30% of the total authorised

capital; Xian Company injected cash capital amounted to RMB700,000, which

accounted for 70% of the total authorised capital.

Xian Company and Baoji Brewery Company Limited (“Baoji Company”)

entered into a lease agreement in January 2003, pursuant to which Baoji

Company leases all its operating fixed assets to Tsingtao Baoji Company at

nil lease rentals.  Tsingtao Baoji Company is a subsidiary jointly established

by the Company and Xian Company for manufacturing of beers.  During the

lease term, Tsingtao Baoji Company will bear all the operating costs of Baoji

Company.

(ii) In January 2003, the Company and a related company entered into a

“Business Management Agreement” in which the Company has undertaken

to manage the operations of Tsingtao Brewery (Yangzhou) Company Limited,

which is 80% owned by the related company and 20% owned by the

Company.

(iii) In January 2003, the Company entered into an agreement with Fujian

Brewery (Singapore) Pte Limited for acquiring an additional 24% equity

interest in Tsingtao Brewery (Fuzhou) Company Limited (“Fuzhou Company”)

at a consideration of RMB40,000,000.  After the transaction, the effective

ownership percentage held by the Company in Fuzhou Company increased

from 51% to 75%.

(iv) By a special resolution passed on 23rd January 2003, the authorised

registered ordinary share capital was increased from RMB1,000,000,000 to

RMB1,308,219,178 by the creation of 308,219,178 H Shares of RMB1 each.
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42. Debt restructuring

The Company and the Group had the following significant debt restructuring

items:

(i) In January 2002, the shareholders of Tsingtao Brewery (Penglai) Company

Limited (“Penglai Company”) passed the resolution to increase registered

share capital from RMB12,500,000 to RMB37,500,000.  The Company

converted approximately RMB15,950,000 of its share of the capital surplus

in Penglai Company and approximately RMB4,050,000 of its receivables

due from Penglai Company to paid-in capital.  Penglai Heilangou Gold Industry

Company (“Gold Company”) converted RMB5,000,000 of its receivables due

from Penglai Company into paid-in capital.  After the transaction, there is no

change in the equity interest held by the Company.

(ii) As mentioned in Note 16 in January 2002, the Group and the Company

reached an agreement with a customer and a related company in connection

with an aggregate receivable balance aged between two to five years due

from them, totaling RMB105,000,000 as at 31st December 2001.  Pursuant

to the agreement, the entire outstanding balances will be repayable in eight

annual instalments, starting from 1st January 2002.  During the year, first

instalment of RMB10,000,000 was repaid according to the respective

agreement.  In addition, Tsingtao  Brewery Group Company Limited undertook

to guarantee the repayment of the balance.  As at 31st December 2002, the

non-current portion of the balance was included in the long-term accounts

receivable.

43.Comparative figures

Certain comparative figures have been reclassified to conform with current

year’s presentation.
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(i) In January 2003, Tsingtao Brewery Company Limited (“the Company”)

and Xian Company jointly invested in a new company, namely Tsingtao

Brewery Baoji Company Limited (“Tsingtao Baoji Company”), with authorised

capital amounted to RMB1,000,000.  The Company injected cash capital

amounted to RMB300,000, which accounted for 30% of the total authorised

capital; Xian Company injected cash capital amounted to RMB700,000, which

accounted for 70% of the total authorised capital.

Xian Company and Baoji Brewery Company Limited (“Baoji Company”)

entered into a lease agreement in January 2003, pursuant to which Baoji

Company leases all its operating fixed assets to Tsingtao Baoji Company at

nil lease rentals.  Tsingtao Baoji Company is a subsidiary jointly established

by the Company and Xian Company for manufacturing of beers.  During the

lease term, Tsingtao Baoji Company will bear all the operating costs of Baoji

Company.

(ii) In January 2003, the Company and a related company entered into a

“Business Management Agreement” in which the Company has undertaken

to manage the operations of Tsingtao Brewery (Yangzhou) Company Limited,

which is 80% owned by the related company and 20% owned by the

Company.

(iii) In January 2003, the Company entered into an agreement with Fujian

Brewery (Singapore) Pte Limited for acquiring an additional 24% equity

interest in Tsingtao Brewery (Fuzhou) Company Limited (“Fuzhou Company”)

at a consideration of RMB40,000,000.  After the transaction, the effective

ownership percentage held by the Company in Fuzhou Company increased

from 51% to 75%.

(iv) By a special resolution passed on 23rd January 2003, the authorised

registered ordinary share capital was increased from RMB1,000,000,000 to

RMB1,308,219,178 by the creation of 308,219,178 H Shares of RMB1 each.


