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CHAIRMAN’S STATEMENT

To Our Shareholders,

Financial Results

The Company has recorded a small loss for the first
six months of 2004, however the performance was

a major improvement over that of the previous year.

The loss attributable to shareholders for the six
months ended 30th June 2004 was $3.519 million,
an improvement of $32.061 million over the loss of
$35.580 million reported in 2003.

In 2003, results were affected by the SARS epidemic
in South China and Hong Kong as well as the
programme of reducing accounts receivable in Hong
Kong which programme had the effect of reducing

sales volumes.

Sales volume for the Group increased by 22.2% and
gross turnover grew by 20.5%. In Hong Kong gross
turnover increased by 22.1%, while in South China

the gain was 18.6%.

Discounts, as a percentage of gross turnover, were
reduced from 22.1% in 2003 to 16.9% in 2004.
This is the result of improvements achieved in South
China in the sales volume yield from promotional
expenditure as well as reduced cost in Hong Kong
by comparison with 2003 when promotional costs
were higher as a result of the drive to reduce beer
stocks in the market.

Cost reductions were implemented in all areas of
operations with the result that the Company has
achieved a significant reduction in the total cost of
beer per unit of volume.

Despite the small loss attributable to shareholders,
operations were cash positive for the six months to
June 2004. Cash and investments at 30th June 2004
were $424.202 million, an increase of $40.684 million
over the corresponding figure of $383.518 million
at the end of December 2003.

Total debt at the end of the period was $261.294
million compared with $260.998 million on 31st
December 2003.

Dividends

Directors have resolved that no dividends be declared
for the first six months of 2004.

Business Review

Hong Kong Operations

In Hong Kong, sales to the local market were 32.8%
above the first six months of the previous year.

Exports were 21.6% lower than the previous year.

Total beer industry volume in Hong Kong was 5.2%
up on the previous year. However this growth has
been in the low price segment of the market. The
total market share of low priced brands has increased
from 32% for the first half year of 2003 to more
than 35% for the first six months of 2004. The low
price segment share was 38% for the month of June
2004.

The Company’s share of the Hong Kong market for
beer increased by 2.7% of the total market. Market
share in the premium segment was maintained and

increased share was gained in the low price segment.

The Hong Kong market has changed dramatically
over the past several years as consumers have
increasingly shifted preferences from premium and

popular brands to low priced brands.

Apart from reducing the sales of higher priced
brands, the shift to low priced brands is significantly

reducing profit margins.

In the light of the continuing change in the market
for beer the Company has adopted different
strategies in order to maintain its position of market

leadership.



The Company is now a major participant in the low
price beer segment and will continue to gain market
share in this area.

However this demands that the Company continually
review its operating costs and structure in order to
achieve profitability in the face of diminishing profit

margins.

The prices of San Miguel brands were increased in
May 2004, the first price increase in five years. Prices
were increased in order to recover some of the cost
increases over the past five years, most particularly
the increase in beer duty rate from 30% to 40% in
March 2001. When the beer duty increase was
announced in 2001, the Company decided to absorb
the cost and not raise prices. This has meant that
the Company has suffered a reduction of $20 million
in profit per annum since the beer duty increase.

The Company believes that consumers are in a better
position to accept the price increase in the improved

economic conditions prevailing in 2004.

South China Operations

Guangzhou San Miguel Brewery Company Limited
achieved sales volume growth of 17.4%. This
improvement was spread across all beer brands
including San Miguel and is a pleasing result when
considering the intensity of competition, particularly

in the past three years.

Sales volume growth of 13.4% was recorded in
Guangzhou City. This is another good result, as sales
volumes in Guangzhou City have declined in recent

years and only stabilised in 2003.

The growth in sales volume is the result of the

consolidation of sales and distribution networks
implemented over the past two years.

The result has been a substantial increase in the
profitability of Guangzhou San Miguel Brewery
Company Limited for the first six months of 2004

compared with the previous year.

San Miguel Shunde Brewery Company Limited
recorded sales volume growth of 19.2%. This growth
was derived principally from the Dragon beer brand
which was acquired from the previous joint venture
partner at the end of July 2003.

The Company is establishing a comprehensive array
of brands to compete successfully in each market
segment in South China.

Dragon Hau Shuang was launched in Shunde and
Foshan in May 2004 to compete in the low price
segment of the market. Three variants of existing
brands will be launched in other market segments in
August 2004.

The Group traditionally experiences greater
profitability in the second half of each year as this
period includes the summer period of higher beer

sales.

The Company anticipates a return to profitability in
this period and expects to report a profit for the
year.

I would like to take this opportunity to thank our
employees for their dedication and hard work, the
directors for their wise counsel, and to our customers

and suppliers for their continued support.

oG

Francisco C EizmendiJ)r, Chairman

26th August 2004



INFORMATION PROVIDED
IN ACCORDANCEWITH
THE LISTING RULES

Interim Dividends

Directors did not declare a first interim dividend for
2004 and have resolved not to declare a second
interim dividend to shareholders for the six months
ended 30th June 2004.

Interim Results

The interim results for the six months ended 30th
June 2004 have not been audited by the Company’s
Auditors, but were reviewed by the Audit Committee
on 20th August 2004.

Directors’ Interests

As at 30th June 2004, the directors and their
associates had the following beneficial interests in
the issued share capital of the Company and its
associated corporations (within the meaning of Part
XV of the Securities and Futures Ordinance (“SFQO"))
as recorded in the register required under Section
352 of the SFO:

Number of ordinary shares of
$0.50 each in the Company

Personal  Family
Name Interests Interests Total
Francisco C. Eizmendi, Jr. 2,816 - 2,816
David K.P. Li 300,000 - 300,000

Number of shares in
San Miguel Corporation

Personal  Family
Name Interests Interests Total
Class A (par value of

5 pesos each):

Francisco C. Eizmendi, Jr. 298,768 - 298,768
Ramon A. de la Llana 12,539 - 12,539
Ramon S. Ang 6,050 - 6,050
Faustino F. Galang 165,042 - 165,042
Estelito P Mendoza 31,972 - 31,972
Gabriel L. Villareal 24,572 10,500 35,072

Class B (par value of
5 pesos each):

Ramon A. de la Llana 5,600 - 5,600
Faustino F. Galang 5,270 - 5,270
Gabriel L. Villareal - 29,000 29,000

As at 30th June 2004, the directors and their
associates had the following beneficial interests in
the share options of the Company’s associated
corporations (within the meaning of the SFO) as
recorded in the register required under Section 352
of the SFO:

Share Options in San Miguel Corporation
Exercisable  Exercise

Number of Date Period Price

Name Options ~ Granted UpTo (pesos)

Class A (par value of 5 pesos each):

Ramon A. de [a Llana 13876 26/06/03  26/06/11 54.50
(Note 1)

Ramon S. Ang 259,422 26/06/03  26/06/11 54.50
(Note 1)

Faustino F. Galang 85306 26/06/03  26/06/11 54.50
(Note 1)

Thomas R. Mainwaring 16419 26/06/03  26/06/11 5450
(Note 1)

(lass B (par value of 5 pesos each):

Ramon A. de la Llana 2456 01/04/97  01/04/05 70.25

5947 26/06/03  26/06/11 62.50
(Note 1)

Ramon S. Ang 111,181 26/06/03  26/06/11 62.50
(Note 1)

Faustino F. Galang 22,226 01/04/97  01/04/05 70.25

36,560  26/06/03  26/06/11 62.50
(Note 1)

Thomas R. Mainwaring 7,036 26/06/03  26/06/11 62.50
(Note 1)

Note 1:
Stock options were granted to officers in January 2004
retroactive to 26th June 2003. The vesting dates for the
stock options commence one year after the grant with
one-third of the total options exercisable each anniversary
of the grant date. The vesting dates for these options are:

26th June 2004

26th June 2005

26th June 2006



None of the directors or their associates had any
interests in the issued share capital or share options
of the Company or any of its associated corporations

other than those disclosed above.

Substantial Interests in the Share Capital
of the Company

As at 30th June 2004 according to the register
required to be kept by the Company pursuant to
Section 336 of the SFO, the Company was notified
that the following shareholders had an interest of

5% or more of its issued share capital:

Number of shares

of $0.50 each

Ordinary Percentage of
Name shares held  total issued shares
Neptunia Corporation Limited 245,720,800 65.78%

(Note 1)

HKSCC Nominees Limited 65,505,426 17.53%
Conroy Assets Limited (Note 2) 13,624,600 3.65%
Hamstar Profits Limited (Note 2) 10,078,400 2.70%

Note 1:

San Miguel Corporation (“SMC”), San Miguel International
Limited (“SMIL”), San Miguel Holdings Limited (“SMHL")
and San Miguel Brewing International Limited (“SMBIL")
are all deemed to hold the above disclosed interest of
Neptunia Corporation Limited in the Company because SMC
has a controlling interest in SMIL, SMIL has a controlling
interest in SMHL, SMHL has a controlling interest in SMBIL
and SMBIL has a controlling interest in Neptunia Corporation

Limited.

Note 2:

Mr. Li Ka-Shing, Cheung Kong (Holdings) Limited, Li Ka-
Shing Unity Trustee Company Limited, Li Ka-Shing Unity
Trustee Corporation Limited and Li Ka-Shing Unity Trustcorp
Limited are all deemed to hold the above disclosed interest
of Conroy Assets Limited (“Conroy”) and Hamstar Profits
Limited (“Hamstar”) in the Company. The aggregate interest
of Conroy and Hamstar exceeding 5% of the issued share
capital of the Company constitutes a duty of disclosure

under the SFO.

Purchase, Sale or Redemption of the
Company’s Listed Shares

Neither the Company nor any of its subsidiaries have
purchased, sold or redeemed any of the Company’s
listed shares during the six months ended 30th June
2004.

Compliance with the Code of Best Practice

None of the directors is aware of any information
that would reasonably indicate that the Company is
not, or was not for any part of the six months ended
30th June 2004, in compliance with the Code of
Best Practice as set out in Appendix 14 of the Rules
Governing the Listing of Securities on The Stock

Exchange of Hong Kong Limited.

In accordance with the Code of Best Practice, the
Board of Directors established an Audit Committee
on 1st January 1999 to review and supervise the
Company'’s financial reporting and internal control
systems. The Audit Committee now consists of three
of the Company's Independent Non-Executive

Directors.



CONSOLIDATED INCOME STATEMENT - UNAUDITED

for six months ended 30th June, in dollar thousands except per share data

Six months Year ended
ended 30th June 31st December
Note 2004 2003 2003
Gross turnover 2 579,514 480,759 1,158,649
Discounts (97,776) (106,312) (324,761)
Cost of sales (189,709) (150,293) (351,624)
Beer duty and taxes (74,735) (63,261) (149,022)
Gross profit 217,294 160,893 333,242
Distribution costs (18,966) (18,452) (42,529)
Selling and administrative expenses (205,607) (178,763) (304,973)
Other operating expenses (5,685) (7,120) (16,381)
Loss from operations (12,964) (43,442) (30,641)
Financing costs (1,129) (2,463) (4,558)
Other net income 10,945 4,642 8,116
Loss from ordinary activities
before taxation 3 (3,148) (41,263) (27,083)
Income tax 4 (2,217) 3,400 (9,456)
Loss from ordinary activities
after taxation (5,365) (37,863) (36,539)
Minority interests 1,846 2,283 3,768
Loss attributable to shareholders 2,512 (3,519) (35,580) (32,771)
Loss per share — Basic 7 ($0.01) ($0.10) ($0.09)

The Notes on pages 11 to 16 form part of this interim financial report.



CONSOLIDATED STATEMENT OF CHANGES IN EQUITY - UNAUDITED

for six months ended 30th June, in dollar thousands

Six months
ended 30th June

Year ended

31st December

Note 2004 2003 2003
Shareholders’ equity at beginning of the
period/year 2,024,059 2,065,103 2,065,103
Exchange difference arising on translation of
the financial statements of foreign entities 12 1,024 (59) (802)
Net loss for the interim period/year 12 (3,519) (35,580) (32,771)
Dividends approved during the interim period/year 6 - (7,471) (7,471)
Shareholders’ equity at the end of
interim period/year 2,021,564 2,021,993 2,024,059

The Notes on pages 11 to 16 form part of this interim financial report.



CONSOLIDATED BALANCE SHEET - UNAUDITED

as at 30th June, in dollar thousands

As at 30th June As at 31st December
Note 2004 2003
Non-current assets
Fixed assets 8 1,987,264 2,016,646
Held to maturity securities — unlisted 13,643 13,391
Trademarks 35,491 37,413
Goodwill 5,182 5,318
Other assets 7,538 8,436
2,049,118 2,081,204
Current assets
Inventories 9 75,853 75,503
Trade and other receivables 10 123,495 114,731
Amounts due from holding company
and fellow subsidiaries 28,954 25,582
Held to maturity securities - unlisted 10,240 17,163
Cash and cash equivalents 11 400,319 352,964
638,861 585,943
Current liabilities
Banks loans (unsecured) (66,294) (65,998)
Trade and other payables 10 (131,189) (121,943)
Amounts due to holding company
and fellow subsidiaries (27,194) (17,909)
(224,677) (205,850)
Net current assets 414,184 380,093
Total assets less current liabilities 2,463,302 2,461,297
Non-current liabilities
Interest-bearing liabilities (unsecured) (195,000) (195,000)
Leased factory maintenance provision (46,065) (43,829)
Retirement benefit liability (2,211) (2,211)
Deferred taxation (101,276) (99,044)
(344,552) (340,084)
Minority interests (97,186) (97,154)
NET ASSETS 2,021,564 2,024,059
CAPITAL AND RESERVES
Share capital 186,785 186,785
Reserves 12 1,834,779 1,837,274
2,021,564 2,024,059

The Notes on pages 11 to 16 form part of this interim financial report.



CONSOLIDATED CASH FLOW STATEMENT - UNAUDITED

for six months ended 30th June, in dollar thousands

Six months
ended 30th June

Year ended

31st December

Note 2004 2003 2003

Operating activities
Loss from ordinary activities before taxation (3,148) (41,263) (27,083)
Adjustments for:

Depreciation of fixed assets 38,345 39,311 80,255

Interest expense 1,058 2,383 4,416

Interest income (2,058) (2,249) (4,461)

Loss on disposal of fixed assets 656 163 369

Amortisation of trademarks 1,972 - 1,627

Amortisation of goodwill 137 373 160

Foreign exchange (gain)/loss (568) 111 1,831
Operating profit/(loss) before changes

in working capital 36,394 (1,171) 57,114
(Increase)/decrease in inventories (429) 1,209 11,760
(Increase)/decrease in trade and other receivables (6,513) 62,745 74,727
Decrease/(increase) in net amounts due from

holding company and fellow subsidiaries 5,913 (929) 416
Increase/(decrease) in trade and other payables 9,192 (7,907) 11,622
Decrease in retirement benefit liability - (12,157) (9,946)
Increase in leased factory maintenance provision 2,038 2,038 4,059
Net cash from operating activities 46,595 43,828 149,752
Investing activities

Payment for purchase of fixed assets (6,764) (3,923) (16,650)

Payment for purchase of trademarks (49) - (39,040)

Proceeds from sales of fixed assets 281 38 104

Proceeds from redemption of held to

maturity securities 6,596 - 18,764
Payment for purchase of additional interest
in a subsidiary - (5,459) (5,478)

Interest received 956 1,597 4,579
Net cash generated from/(used in)

investing activities 1,020 (7,747) (37,721)



CONSOLIDATED CASH FLOW STATEMENT - UNAUDITED

(CONTINUED)

for six months ended 30th June, in dollar thousands

Six months
ended 30th June

Year ended
31st December

Note 2004 2003 2003
Financing activities
Proceeds from new bank loan - 66,283 66,004
Repayment of bank loans - (77,980) (77,651)
Interest paid (1,005) (2,151) (4,390)
Dividends paid - (7,471) (7,471)
Net cash used in financing activities (1,005) (21,319) (23,508)
Net increase in cash and cash equivalents 46,610 14,762 88,523
Cash and cash equivalents at beginning
of period/year 352,964 264,849 264,849
Effect of foreign exchange rate changes 745 (24) (408)
Cash and cash equivalents at end of period/year 11 400,319 279,587 352,964

The Notes on pages 11 to 16 form part of this interim financial report.
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NOTES TO THE FINANCIAL STATEMENTS

1. Basis of preparation

This interim financial report is unaudited and has been prepared in accordance with the requirements of
the Main Board Listing Rules of The Stock Exchange of Hong Kong Limited, including compliance with
Statement of Standard Accounting Practice 25 “Interim financial reporting” issued by the Hong Kong
Society of Accountants ("HKSA").

The financial information relating to the financial year ended 31st December 2003 included in the
interim financial report does not constitute the Company5 statutory financial statements for that financial
year but is derived from those financial statements. Statutory financial statements for the year ended
31st December 2003 are available from the Company’s registered office. The auditors have expressed an
unqualified opinion on those financial statements in their report dated 26th February 2004.

The same accounting policies adopted in the 2003 financial statements have been applied to the interim
financial report.

The notes on the interim financial report include an explanation of events and transactions that are

significant to an understanding of the changes in financial position and performance of the Group since
the 2003 financial statements.

2. Segment Reporting
in dollar thousands

Segment information is presented in respect of the Group’s geographical segments. Information relating
to geographical segments based on the location of assets is chosen because this is more relevant to the
Group in making operating and financial decisions.

Segment revenue from external customers is not further analysed by the geographical location of
customers as the segment revenue based on location of customers is almost entirely the same as the
segment revenue based on location of assets.

No business segments analysis of the Group is presented as all the Group’s turnover and trading result
are generated from the manufacture and distribution of bottled, canned, and draught beers.

Inter-segment
Hong Kong PC elimination Consoldated

Sik months ended ~ Vear ended Six months ended ~ Vear ended Six months ended ~ Vear ended Six months ended ~Year ended
30thJune 305t December 30thJune 305t December 30thJune 315t December 30thJune 305t December

2004 0 0 2004 00 003 2004 0 0 2004 00 03

Revenue from external ustomers M736 62608 61878 29978 218081 539,866 - - - SIS 80T 1158649
Inter-seqment revenue - - - 1925 - 1530 (1195) - (1153 - - -
Other revenue 148 2% 4,95 - - - - - - 148 2 4,95
Total revenue WM 200 637 M3 g0 I3 (11929) - (NBY B1% 4310 1163605
Segment resul (6824) (0515 P13 ALY} (534) 10750 om0l 6%
Undllocated aperafing income and expenses 2,0% 249 41

Financig costs 119 (1483 (4558)
Tanation m 3400 (945)
Minorit interests 1,846 108 3768

Loss atirbutable to sharenolders 3519 550 B

11—



3.

Loss from ordinary activities before taxation
in dollar thousands

Group

Group

Six months ended

Year ended

30th June 31st December
2004 2003 2003
Loss from ordinary activities before taxation is
stated after charging/(crediting) the following items:
Depreciation of fixed assets 38,345 39,311 80,255
Amortisation of trademarks and goodwill 2,109 373 1,787
Interest expenses 1,058 2,383 4,416
Inventory costs 186,352 157,350 350,896
Interest income (2,058) (2,249) (4,461)
Loss on disposal of fixed assets 656 163 369
Taxation
in dollar thousands
Taxation in the Consolidated Income Statement represents:
Group Group
Six months ended Year ended

30th June 31st December

2004 2003 2003

Overseas taxation - 4,882 -
Deferred taxation (2,217) (1,482) 9,456
(2,217) 3,400 9,456

No provision for Hong Kong profits tax has been made in the financial statements as the Company

sustained losses for taxation purposes.

No provision for overseas taxation has been made in the financial statements as the overseas subsidiaries

sustained losses for taxation purposes.

Loss attributable to shareholders

The consolidated loss attributable to shareholders includes a loss of $6,053,000 (2003: $40,822,000)
which has been dealt with in the financial statements of the Company.



6.

Dividends

in dollar thousands

Dividends attributable to the previous year, approved and paid during the interim period/year

Group Group
Six months ended Year ended
30th June 31st December
2004 2003 2003
Final dividend in respect of the previous year,
approved and paid during the interim period/year,
of $nil per share (2003: $0.02 per share) (note 12) - 7,471 7,471

Loss per share

The calculation of basic loss per share is based on loss attributable to shareholders for the period ended
30th June of $3,519,000 (2003: $35,580,000) and on 373,570,560 ordinary shares (2003: 373,570,560
ordinary shares), being the weighted average number of shares in issue during the period.

The amount of diluted loss per share is not presented as there were no dilutive potential ordinary shares
in existence for both periods.

Fixed assets
in dollar thousands

Group
Plant, property

and equipment

Six months ended

30th June

2004

At 1st January 2004 2,016,646
Additions 6,764
Disposals (937)
Exchange adjustments 3,136
Depreciation (38,345)

At 30th June 2004 1,987,264

13—



9.

10.

Inventories
in dollar thousands

Group
As at As at
30th June 31st December
2004 2003
Products in hand and in process 23,349 22,707
Materials and supplies 52,504 52,796
75,853 75,503

Trade receivables and payables — ageing analysis

in dollar thousands

Credit is offered to customers following financial assessment and an established payment record. Security

in the form of mortgages or bank guarantees is obtained from major customers. Credit limits are set for

all customers and these are exceeded only with the approval of senior company officers. Customers

considered to be a credit risk trade on a cash basis. Professional staff monitor accounts receivable and

follow up collections. General credit terms are payment by the end of the month following the month in

which sales took place.

The ageing of trade receivables (net of provision for bad and doubtful debts) is as follows:

Group
As at As at
30th June 31st December
2004 2003
Less than 30 days 41,125 34,531
31 to 60 days 25,061 20,026
61 to 90 days 6,400 7,558
over 90 days 3,201 9,123
75,787 71,238

The ageing of trade payables is as follows:

Group
As at As at
30th June 31st December
2004 2003
Less than 30 days 33,257 38,557
31 to 60 days 2,306 1,161
61 to 90 days 1,149 1,382
over 90 days 341 519
37,053 41,619

14—



11.

12.

Cash and cash equivalents
in dollar thousands

Cash and cash equivalents comprise:

Group
As at As at
30th June 31st December
2004 2003
Deposits with banks 320,344 294,801
Cash at bank and in hand 79,975 58,163
400,319 352,964
Reserves
in dollar thousands
Exchange
Share Capital fluctuation Revenue
Total premium reserve reserve reserve
Balance at 1st January 2003 1,878,318 65,739 57,312 (4,935) 1,760,202
Dividends approved in respect
of the previous year (note 6) (7,471) - - - (7,471)
Loss for the period (35,580) - - - (35,580)
Exchange gain arising on consolidation (59) - - (59) -
Balance at 30th June 2003 1,835,208 65,739 57,312 (4,994) 1,717,151
Balance at 1st January 2004 1,837,274 65,739 112,970 (5,737) 1,664,302
Loss for the period (3,519) - - - (3,519
Exchange loss arising on consolidation 1,024 - - 1,024 -
Balance at 30th June 2004 1,834,779 65,739 112,970 (4,713) 1,660,783

The application of the share premium account is governed by Section 48B of the Hong Kong Companies

Ordinance.

The exchange fluctuation reserve has been set up and will be dealt with in accordance with the

accounting policy adopted for translation of foreign currencies.

The capital reserve of the Group represents the reserve arising from the capitalisation of retained profits

of a PRC subsidiary.

15—



13.

14.

15.

Material related party transactions

The Group purchased and sold products and materials from and to companies that either had a controlling
interest in the Group or were also subsidiaries of the ultimate holding company. These transactions were
carried out under the same terms as the related parties trade with other customers. For six months
ended 30th June 2004, total purchases from and sales to these related parties were $27,532,000
($17,789,000 for six months ended 30th June 2003) and $14,740,000 ($28,939,000 for six months
ended 30th June 2003) respectively. The net amount due to these related parties amounted to $1,760,000
on 30th June 2004 ($9,018,000 as at 30th June 2003).

Commitments

in dollar thousands

The aggregate amount of commitments for capital expenditure, for which no provision has been made

in the financial statements, totalled approximately:

Group
As at As at
30th June 31st December
2004 2003
Contracted for 894 2,383
Authorised by the directors but not contracted for 15,175 7,684

16,069 10,067

Contingent liabilities

in dollar thousands

In accordance with a subsidiary company’s factory lease agreement, except for certain specified reasons,
the subsidiary company is required to pay the lessor a penalty of $10.58 million (adjusted for exchange
differences) if the agreement is terminated before 28th February 2021, the expiry date of the lease.

As at 30th June 2004, there were contingent liabilities in respect of guarantees given to banks by the
Company to secure banking facilities made available to subsidiary companies.

Company
As at As at
30th June 31st December
2004 2003

Guarantees to banks 66,294 65,998

16 —
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