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(Incorporated in the Cayman Islands with limited liability)

ANNOUNCEMENT OF INTERIM RESULTS

FOR THE SIX MONTHS ENDED 30 JUNE 2002

financial highlights



For the six months
ended 30 June



2002
2001
Change 




(%)

Turnover (HK$’m)
 558
323
73%

Profit before tax (HK$’m)
82
55
49%

Net profit attributable to shareholders (HK$’m) 
54
39
38%

Basic earnings per share (HK cents)
8.15
5.88
39%

The board of directors (the “Board”) of Harbin Brewery Group Limited (the “Company”) is pleased to announce the unaudited condensed consolidated results of the Company and its subsidiaries (collectively the “Group”) for the six months ended 30 June 2002. The results had been reviewed by the Company's audit committee.

CONDENSED CONSOLIDATED PROFIT AND LOSS ACCOUNT



For the six months
ended 30 June



2002
2001


Notes
(Unaudited)
(Unaudited)



HK$'000
HK$'000

TURNOVER
4
557,513
323,208

Cost of sales

 (320,260)
(163,426)

Gross profit

237,253
159,782

Other revenue
4
4,571
1,679

Selling and distribution costs

(65,265)
(56,456)

Administrative expenses

(56,296)
(33,120)

Other operating expenses

 (12,910)
(8,130)

PROFIT FROM OPERATING ACTIVITIES
5
107,353
63,755

Finance costs
6
 (25,699)
(8,585)

PROFIT BEFORE TAX

81,654
55,170

Tax
7
 (17,986)
(12,885)

PROFIT BEFORE MINORITY INTERESTS

63,668
42,285

Minority interests

 (9,389)
(3,493)

NET PROFIT FROM ORDINARY ACTIVITIES ATTRIBUTABLE TO SHAREHOLDERS

 54,279
38,792

EARNINGS PER SHARE 
8



- Basic, HK cents

 8.15
5.88

- Diluted, HK cents

 8.15
N/A

CONDENSED CONSOLIDATED BALANCE SHEET


30 June 
2002
31 December
2001


(Unaudited)
 (Audited)


HK$'000
HK$'000

NON-CURRENT ASSETS
 1,347,093
1,321,400

Current assets
833,304
453,695

Current liabilities
 (742,444)
(714,448)

NET CURRENT ASSETS/(LIABILITIES)
 90,860
(260,753)

TOTAL ASSETS LESS CURRENT LIABILITIES
1,437,953
1,060,647

NON-CURRENT LIABILITIES
(608,375)
(666,468)

MINORITY INTERESTS
 (127,791)
(54,609)


701,787
339,570

Represented by:



SHAREHOLDERS' EQUITY
 701,787
339,570

Notes:

1.
GROUP REORGANISATION

The Company was incorporated as an exempted company with limited liability in the Cayman Islands on 23 February 2001 under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman Islands. Pursuant to a corporate reorganisation which was completed on 26 June 2001 for the purpose of rationalising the structure of the Group (the “Reorganisation”) in preparation for the public listing of the Company's shares on the Main Board of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on 27 June 2002, the Company became the holding company of the companies now comprising the Group.

2.
BASIS OF PRESENTATION AND ACCOUNTING POLICIES

These unaudited interim condensed consolidated financial statements have been prepared using the merger basis of accounting in accordance with Statement of Standard Accounting Practice (“SSAP”) 27 “Accounting for Group Reconstructions” issued by the Hong Kong Society of Accountants, as a result of the Reorganisation completed on 26 June 2001, which involved companies under common control. On this basis, the Company has been treated as the holding company of its subsidiaries for the six months ended 30 June 2001, rather than from the date of its acquisition of the subsidiaries. Accordingly, the consolidated results of the Group for the six months ended 30 June 2001 includes the results of the Company and its subsidiaries with effect from 1 January 2001 or since their respective dates of incorporation, where this is a short period.

The results of other subsidiaries acquired by the Company during the prior year are included in the consolidated profit and loss account from their effective dates of acquisition.

In the opinion of the directors of the Company (the “Directors”), the unaudited interim condensed consolidated financial statements for the six months ended 30 June 2001 prepared on the above basis present more fairly the results and the state of affairs of the Group as a whole.

These unaudited interim condensed consolidated financial statements have been prepared in accordance with SSAP 25 “Interim Financial Reporting” and Appendix 16 of the Rules Governing the Listing of Securities on the Stock Exchange (the “Listing Rules”).

The accounting policies and basis of presentation used in the preparation of these interim financial statements are the same as those used in the Group’s audited financial statements for the year ended 31 December 2001, except the following new/revised SSAPs have been adopted for the first time in the preparation of the current period's condensed consolidated financial statements:

˙
SSAP 1 (Revised): 
“Presentation of Financial Statements”

˙
SSAP 11 (Revised):
“Foreign Currency Translation”

˙
SSAP 15 (Revised): 
“Cash Flow Statements”

˙
SSAP 33: 
“Discontinuing Operations”

˙
SSAP 34: 
“Employee Benefits”

3.
SEGMENT INFORMATION

During the period, the Group was engaged in the production and distribution of beer in the People’s Republic of China (the “PRC”) and the provision of consultancy service. As the income from the provision of consultancy service contributed for less than 10% of the total revenue, and over 90% of the Group’s revenue was derived from customers based in the PRC, the business and geographical segment information are therefore not presented.

4.
TURNOVER AND REVENUE

Turnover represents the net invoiced value of goods sold, after allowances for returns and trade discounts, value-added tax and consumption tax and the income from the provision of consultancy service.

An analysis of the Group's turnover and revenue is as follows:


For the six months
ended 30 June


2002
2001


(Unaudited)
(Unaudited)


HK$'000
HK$'000

Turnover:



Sale of beer
548,153
323,208

Consultancy fee income 
 9,360
--


557,513
323,208

Other revenue:



Sale of raw materials, packaging



materials and by-products 
2,990
825

Government subsidies
1,367
629

Interest income
 214
225


4,571
1,679

Total revenue
 562,084
324,887

5.
PROFIT FROM OPERATING ACTIVITIES

Profit from operating activities is arrived at after charging/(crediting):


For the six months
ended 30 June


2002
2001


(Unaudited) 
(Unaudited)


HK$'000
HK$'000

Depreciation
47,029
24,248

Amortisation of intangible assets, other than goodwill*
863
721

Amortisation of goodwill*
2,250
--

Minimum lease payments under operating leases on land and building
749
242

Payment for the use of land
--
226

Payment for the use of plant and machinery
492
490

Payment for the use of trademark
471
--

Auditors' remuneration
396
197

Staff costs (including directors’ remuneration)



Wages and salaries
38,195
20,636

Pension contributions
 4,960
3,005

Total staff costs
 43,155
23,641

Provision for doubtful debts
--
53

Loss/(gain) on disposal of fixed assets
(865)
11

Interest income
 (214)
(225)

*
The amortisation of intangible assets and goodwill are included in “Other operating expenses” on the face of the condensed consolidated profit and loss account.

6.
FINANCE COSTS


For the six months 
ended 30 June


2002
2001


(Unaudited) 
(Unaudited)


HK$'000
HK$'000

Interest expense on:



Bank loans wholly repayable within five years
23,722
8,501

Loan from a former joint venture partner of a subsidiary
--
84

Convertible notes
 545
--


24,267
8,585

Other finance cost:



Amortisation of deferred expenditure
 1,432
--


25,699
8,585

7.
TAX

No provision for Hong Kong profits tax has been made as the Group had no assessable profits for the period (2001: Nil). Taxes on profits assessable elsewhere have been calculated at the rates of tax prevailing in the countries in which the Group operates, based on existing legislation, interpretations and practices in respect thereof.

No provision for deferred tax has been made as the Group did not have any significant unprovided deferred tax in respect of the period (2001: Nil).

8.
EARNINGS PER SHARE

The calculation of basic earnings per share is based on the unaudited net profit attributable to shareholders for the period of approximately HK$54,279,000 (2001: HK$38,792,000) and the weighted average number of 666,077,348 (2001: 660,000,000) ordinary shares in issue during the period.

The calculation of diluted earnings per share for the six months ended 30 June 2002 is based on the unaudited net profit attributable to shareholders for the period of approximately HK$54,279,000 as adjusted for the interest on convertible notes of HK$11,945. The weighted average number of ordinary shares used in the calculation is the 666,077,348 ordinary shares in issue during the period, as used in the basic earnings per share calculation and the weighted average of 311,236 ordinary shares assumed to have been issued on the full conversion of the convertible notes outstanding during the period. The outstanding share options had no dilutive effect on the basic earnings per share for the period as the outstanding share options are not exercisable until 27 June 2003.

No diluted earnings per share have been presented for the six months ended 30 June 2001 as the Company did not have any dilutive potential ordinary shares during that period.

9.
SHARE CAPITAL

The following is a summary of the movements in the authorised and issued share capital of the Company:


Number of authorised shares
Number of issued shares
Nominal value of shares issued




HK$’000

One share allotted and issued nil paid on incorporation
1,000,000
1
--

Shares issued as consideration for the acquisition of the entire issued share capital of a subsidiary 
--
999,999
100

Increase in authorised share capital 
4,999,000,000
--
--

Capitalisation issue credited as fully paid conditional on the share premium account of the Company being credited as a result of the issue of the new shares to the public
 --
659,000,000
--

Pro forma share capital as at 31 December 2001 
5,000,000,000 
660,000,000
100

Capitalisation of the share premium account as set out above 
--
--
65,900

New issue on public offer and placing 
 --
220,000,000
22,000

Share capital as at 30 June 2002 
5,000,000,000
880,000,000
88,000

10.
POST BALANCE SHEET EVENTS


(i)
On 15 July 2002, the Company issued 33,000,000 ordinary shares of HK$0.1 each at a price of HK$1.56 each pursuant to the exercise of the Over-allotment Option (as defined in the Company's prospectus dated 18 June 2002 (the “Prospectus”)) by the Placing Underwriter (as defined in the Prospectus) on 11 July 2002, for a total cash consideration, net of related expenses, of HK$49.4 million. The details of the exercise of the Over-allotment Option were disclosed in an announcement dated 11 July 2002 made by the Company.


(ii)
On 16 July 2002, 18,120,000 share options, representing approximately 1.98% of the Company’s shares in issue as at that date were granted to certain employees of the Company's subsidiaries to subscribe for shares in the Company pursuant to the share option scheme of the Company adopted on 17 June 2002. The subscription price of the options granted under the scheme is HK$1.85 (being the average of the closing prices of the Company's shares on the Stock Exchange for the five trading days from 10 July 2002 to 16 July 2002) and the exercise period is from 27 June 2003 to 26 June 2007. The exercise in full of the outstanding options would, with the present capital structure of the Company, result in the issue of 18,120,000 additional shares of HK$0.10 each, and generate cash proceeds to the Company of HK$33,522,000 before the related share issue expenses.


(iii)
On 28 August 2002, the Group completed its acquisition of the entire interest of Ballantine Management Limited (“Ballantine”) from Goldenite International Limited, an independent third party not connected with the chief executives, directors and substantial shareholders of the Group, or their respective associates, for an aggregate cash consideration of HK$70 million. The consideration was arrived at after arm's length negotiations between the parties thereto. Ballantine holds 100%, 63.02% and 60% interest in Jinzhou Jingpingquan Brewery Co., Ltd. (“Jinzhou Brewery”), Jinzhou City, Liaoning Province, Tangshan Brewery Co., Ltd. (“Tangshan Brewery”), Tangshan City, Hebei Province and Daqing Xiaoxue Brewery Co., Ltd. (“Daqing Brewery”), Daqing City, Heilongjiang Province with a total annual production capacity of approximately 220,000 tonnes (2.2 million hl). Jinzhou Brewery and Daqing Brewery are established in the PRC as a wholly foreign-owned enterprise and a sino-foreign joint venture respectively. Tangshan Brewery is undergoing the formalities to become a sino-foreign joint venture which is expected to be completed soon. This acquisition will further expand the Group’s production capacity and consolidate its market position in the northeast region of the PRC (comprising Heilongjiang Province, Jilin Province and Liaoning Province) (the “Northeast Region”), and at the same time pave the way for the Group to expand its market share in North China in the PRC.

Interim Dividend

The Board do not recommend the payment of an interim dividend for the six months ended 30 June 2002 (2001: Nil).

MANAGEMENT DISCUSSION AND ANALYSIS 

Financial Review

For the six months ended 30 June 2002, the Group's turnover amounted to HK$557.5 million, increased by 72.5% over the same period last year. The growth in turnover was a result from the increase in both sales volume and average selling price. During the period, sales volume was up 62.4% from 273,164 tonnes (2.7 million hl) in 2001 to 443,713 tonnes (4.4 million hl) in 2002, while the average price per tonne (average price per hl) rose 6.2% from HK$1,183 per tonne (HK$119.7 per hl) in 2001 to HK$1,256 per tonne (HK$127.1 per hl) in 2002.

For the six months ended 30 June 2002, the three breweries acquired by the Group in June 2001 (“2001 Acquired Breweries”) recorded a net profit of HK$7.7 million. This is a significant turnaround from an unaudited loss of approximately HK$6.9 million for the same period last year. This demonstrated the Group's continued success in enhancing the operating efficiencies of the 2001 Acquired Breweries.

For the six months ended 30 June 2002, the Group achieved a strong gross profit amounting to HK$237.3 million with a growth of 48.5% by comparing with same period in 2001. The Group's overall gross margin for the first six months ended 2002 and the same period last year were 43% and 49% respectively. Gross margin for the HB Company (5 existing breweries prior to the acquisition of 2001 Acquired Breweries), which were at 47% for the six months ended 30 June 2002 by comparing with 50% in the same period last year, slightly decreased due to a change of product mix during the periods.

Despite this, the Group's strong capability in turning around loss operations to profitable ones with higher gross margins was once again well demonstrated, enabling the Group to maintain its high level of gross profit margin. The Group's 2001 Acquired Breweries recorded gross margin at 20% prior to the acquisition in June 2001, and the margin were tremendously improved to 33% for the six months ended 30 June 2002 after the Group's management taking office in the Acquired Breweries in 2001.

For the six months ended 30 June 2002, profit from operating activities amounted to HK$107.4 million, increased by 68.4% over the same period last year. This growth was mainly attributable to the increase in sales volume and effective control of operating costs. Net profit attributable to shareholders for the six months ended 30 June 2002 was HK$54.3 million, representing an increase of 39.9% from that of last year.

The improved financial performance has set the ground for a solid financial standing of the Group. The Group's cash position was also greatly improved with net proceeds of HK$288.7 million raised from its share offer after listing on the Stock Exchange on 27 June 2002. Subsequent to the interim period, on 15 July 2002, the Group raised net proceeds of HK$49.4 million by exercising the Over-allotment Option referred to in the Prospectus. This further enhances the Group's cash position.

The debt to equity ratio of the Group was 106% as at 30 June 2002, greatly improved from 226% as at 31 December 2001. The net debt to equity ratio of the Group was 60% as at 30 June 2002. The management expects that the Group's debt to equity ratio will be further improved in the second half of 2002 after repaying part of its debts from its operating income and from the proceeds raised from its share offer.

Business Review

In order to better facilitate the integration of and co-ordination with various breweries and different functional units, the Group has developed a centrally co-ordinated, process-based management model to enhance the operation processes and resources deployment. As the model has been synergistically implemented in the existing breweries, and successfully improved the efficiencies and operating results of the newly acquired or established breweries within a relatively short period of time, the Group will apply this to the other breweries that the Group may acquire as it expands into other regions in the PRC to facilitate its scaleable business model.

(i)
Turnover analysis by product category

The Group's products are divided into three categories: Original, Classic and Premium, targeting at the mass, middle-income and premium markets respectively. The products are packaged in glass bottles, aluminum cans and kegs in the form of processed beer and draught beer.

The sale of Original products remained to be the Group's major income source, representing 75% of the total turnover for the six months ended 30 June 2002. Turnover of Original products increased by 64% from approximately HK$249.7 million in the corresponding period of 2001 to HK$411.5 million.

For the six months ended 30 June 2002, the sale of Classic products continued its growing trend, amounting to 16% of the total turnover. Its contribution to the total turnover in the corresponding period last year was 13%. Turnover from Classic products increased from approximately HK$41 million to approximately HK$89.3 million, representing a growth of 117.8%.

Turnover derived from the sale of Premium products accounted for 9% of the total turnover for the six months ended 30 June 2002, as compared to 10% of the total turnover in the corresponding period in 2001. Turnover increased 45.8% from approximately HK$32.5 million in the same period of 2001 to approximately HK$47.4 million. The Group will continue to maintain its presence in the premium market segment.

(ii)
Turnover analysis by geographical location

The Group's products were mainly sold to the Northeast Region, accounting for 94% of the total turnover for the six months ended 30 June 2002. Turnover from the Northeast Region amounted to HK$516.6 million, an increase of 63% from HK$316.7 million in the same period last year. Heilongjiang Province remained to be the single largest market of the Group, contributing 69% of the Group's turnover. The Group's market penetration in the rest of Northeast Region continued to increase with a growth rate of 157% compared with the same period last year, contributing 25.3% of the total turnover this year as compared with 17% during the same period in 2001.

5.7% of the Group's turnover for the six months ended 30 June 2002 was generated from sales in non-Northeast Region and overseas. Its contribution to the Group's turnover increased by 381% compared with the same period last year.

(iii)
Production operations

The Group has adopted a growth strategy through acquiring and developing brewing operations since 1996 to expand its production capacity and strengthen its market share in the Northeast Region.

The production volume of the Group for the six months ended 30 June 2001 reached 273,163 tonnes (approximately 2.7 million hl), and the volume jumped over 62.4% to achieve 443,713 tonnes (approximately 4.4 million hl) for the first six months in 2002, leveraging the increase in aggregate production capacity of the 2001 Acquired Breweries. The utilisation rate of all breweries under the reviewing period was at 94.4%.

(iv)
Marketing strategy

In the belief of a “Single-megabrand Strategy”, the Group is promoting “Harbin” as the brand of “the oldest brewery in China” providing high quality products. The Group's marketing objective is to build up its brand as a nation-wide brand in the PRC beer market. An integrated marketing strategy has been put in place, which covers brand building strategy, product mix management, pricing policy and distribution network establishment.

Prospects

To sustain future business growth, the Group will continue to seek acquisition opportunities to synergistically enlarge its production scale, establish a stronger distribution network both in the Northeast Region and other regions in China and to adjust its product mix for higher profits. The Group's proven success in turning around loss operations and improving profitability of the acquired breweries demonstrated that the Group is able to effectively integrate acquired businesses into its existing operations.

In addition, the implementation of an Enterprise Resources Planning (“ERP”) system and continued application of the centrally co-ordinated, process-based management model will be instrumental to reengineer brewery operations for optimal resources deployment, higher revenue and profit, and more efficient communications.

The Group will also formulate its long-term strategic plan to strengthen communications and to explore possible co-operation opportunities with world renowned brewery groups.

Looking forward, the Group's objective is to increase market share and profitability in order to become a leading brewery group in the PRC. China's beer industry is currently undergoing consolidation where small and inefficient breweries are gradually being driven out of the market. The Group is well positioned to capture the rising opportunities from the current market consolidation in the PRC. Furthermore, the Group targets at fully utilising its production capacity in order to meet the increasing demand of the new and existing markets.

In view of the momentum on market demand and the progress on corporate reengineering and cost control measures, the Group is optimistic on the operating results for the full year of 2002, and is confident in bringing satisfactory returns to shareholders.

Use of Net Proceeds from the New Issue

The net proceeds from the share offer of the Company's listing on the Stock Exchange on 27 June 2002 amounted to approximately HK$288.7 million. At the date of this announcement, the Group has utilised a total of approximately HK$191 million of the proceeds. Approximately HK$70 million, HK$64.6 million, HK$48.5 million and HK$7.9 million have been applied towards the acquisition, the repayment of bank loan, the repayment of shareholders' loan and as general working capital, respectively. The remaining proceeds are placed on short-term deposits with licensed banks in Hong Kong.

On 15 July 2002, the Company raised net proceeds of approximately HK$49.4 million by exercising the Over-allotment Option referred to in the Prospectus. At the date of this announcement, the proceeds have not been utilised and are placed on short-term deposits with licensed banks in Hong Kong.

Number and Remuneration of Employees

The Group employs a total of approximately 4,979 full time employees in Hong Kong and PRC. The Group recognises the importance of its human resources to its success. Remuneration is maintained at competitive levels with discretionary bonuses payable on a merit basis and in line with industry practice. Other staff benefits provided by the Group include mandatory provident fund, insurance schemes and performance related commissions.

PURCHASE, REDEMPTION OR SALE OF THE COMPANY'S LISTED SECURITIES

Other than in connection with the Company’s initial public offering and the listing of the Company’s shares on the Stock Exchange on 27 June 2002, neither the Company, nor any of its subsidiaries purchased, redeemed or sold any of the Company’s listed securities during the six months ended 30 June 2002.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

In the opinion of the Directors, the Company complied with the Code of Best Practice (the “Code”) as set out in Appendix 14 of the Listing Rules since the date of the listing of the Company’s shares, except that the non-executive directors of the Company are not appointed for specific terms as required by paragraph 7 of the Code, but are subject to retirement by rotation and re-election at the annual general meeting of the Company in accordance with the Company’s articles of association.

AUDIT COMMITTEE

The Company established its audit committee on 3 June 2002 in accordance with paragraph 14 of the Code. The audit committee comprises two independent non-executive directors, Mr. Chong Tao Boon and Dr. Sit Fung Shuen, Victor. The unaudited interim condensed consolidated financial statements have been reviewed by the audit committee.

PUBLICATION OF DETAILED UNAUDITED INTERIM RESULTS ANNOUNCEMENT ON THE WEBSITE OF THE STOCK EXCHANGE

A detailed unaudited interim results announcement for the six months ended 30 June 2002 containing all information required by paragraphs 46(1) to 46(6) of Appendix 16 of the Listing Rules will be published on the website of the stock Exchange in due course.

On behalf of the Board
Li Wentao
Chairman
Hong Kong, 29 August 2002

Please also refer to the published version of this announcement in the South China Morning Post.






PAGE  
1
HARBIN BREWERY – Interim results
(29 August 2002)


