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[bookmark: _Toc176776323]Executive Summary
	This report provides a comprehensive financial analysis of Tsingtao Brewery Co Ltd, one of China's leading beer manufacturers, and compares its performance to industry peers Budweiser Brewing Company APAC Ltd and San Miguel Hong Kong Ltd. The analysis focuses on Tsingtao's financial structure, repayment and realized capacity, operating capacity, profitability, growth, and market value.
Tsingtao Brewery demonstrated consistent growth in revenue, total profit, and net profit attributable to shareholders from 2021 to 2023. However, net cash flows from operating activities declined significantly during the same period. The company's total assets peaked in 2022 before slightly decreasing in 2023, while total liabilities increased in 2022 but decreased in 2023.
Tsingtao's Z-score analysis, a tool used to evaluate a company's financial health and predict bankruptcy risk, indicates that the company is financially sound with a low probability of bankruptcy.
The report also highlights Tsingtao's dominant position in the Chinese beer market, its expanding international presence, and its strategic focus on premium offerings and product diversification to cater to evolving consumer preferences.
Despite operating in a highly competitive environment, Tsingtao Brewery's strong brand equity, extensive distribution network, and commitment to innovation and quality position it well for sustained growth. However, the company must continue to adapt to market trends, regulatory pressures, and changing consumer demands to maintain its competitive advantage and enhance shareholder value in the dynamic beer industry.
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[bookmark: _Toc176776324]Introduction
[bookmark: _Toc176776325]Company Background
Tsingtao Brewery, established in 1903, is the oldest beer producer in China. It became a state-owned company and was officially registered on June 16, 1993. That year, Tsingtao made history by issuing H-shares (Stock code: 168) in Hong Kong, becoming the first domestic company listed on an overseas stock exchange. Later, it also issued A-shares in Mainland China.
The main focus of Tsingtao Brewery is the production and sale of beer and related products. The company is a leader in the domestic beer market, operating 57 wholly-owned breweries and 2 joint ventures across 20 regions in China. Tsingtao Beer, its flagship product, is a well-known Chinese brand sold in 120 countries worldwide.
From 2021 to 2023, Tsingtao Brewery showed consistent growth in financial performance. Revenue rose from RMB 30.17 billion in 2021 to RMB 33.94 billion in 2023. Total profit increased from RMB 4.48 billion to RMB 5.75 billion over the same period. Net profit attributable to shareholders also grew significantly. However, net cash flows from operations declined from RMB 6.04 billion in 2021 to RMB 2.78 billion in 2023. Despite these challenges, equity attributable to shareholders continued to rise, reflecting the company’s strong financial health. (Tsingtao,2021-2023)

[bookmark: _Toc176776326]Operating Business Overview (products and sales market)
In the domestic market, Tsingtao Brewery is a leading player in the Chinese beer industry, known for its significant market share and extensive distribution network. The company employs a "One Vertical and Two Horizontal" strategy, which focuses on deepening its presence in key regions while also expanding into emerging markets. This strategy has helped Tsingtao strengthen its leadership in established areas by improving supply chain management, building regional networks, and implementing targeted marketing campaigns.
On the international front, Tsingtao Brewery is one of the most recognized Chinese brands, with its products available in over 120 countries. The company has developed a global strategy that aligns with the "Belt and Road" initiative, enhancing brand communication and expanding distribution. Tsingtao's international approach prioritizes high quality, premium pricing, and brand visibility, solidifying its presence in traditional markets and exploring new opportunities.
	The success of Tsingtao Beer, its flagship product, is driven by a commitment to brand reputation and product quality, positioning it as a premium choice for consumers seeking high-end beer options worldwide.
[bookmark: _Toc176776327]Today’s Business Environment
In 2023, China's domestic beer market showed signs of stabilization after years of ups and downs. The Alcohol and Tobacco Tax and Trade Bureau reported that production by larger breweries reached 35.555 million kiloliters, a 0.3% increase from the previous year. This slow growth suggests a recovery, despite challenges like inflation and changing consumer spending habits.(TTB, 2023)
Figure 1: Year-on-Year Beer Production Growth in China (TTB, 2023)
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[bookmark: _Toc176776328]Consumer Preferences and Trends
Consumer preferences in China are shifting towards higher quality and diverse products. Tsingtao's 2023 financial report shows that premium beer has gained popularity. The company has strategically positioned its flagship Tsingtao Beer to target the mid-to-high-end market, appealing to consumers seeking premium experiences. Innovative products like Tsingtao IPA and Amber Lager cater to both global trends and local tastes. As a result, sales of premium offerings rose, contributing to a 5.49% revenue growth, reaching RMB 33.94 billion in 2023. (Tsingtao, 2023)
Figure 2: Tsingtao’s Revenue Growth and Product Diversification (TsingTao, 2023)
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[bookmark: _Toc176776329]Competitive Landscape
Tsingtao Brewery operates in a competitive market, facing both domestic and international rivals like China Resources Snow Breweries, Anheuser-Busch InBev, and Heineken. Competition has intensified, especially in the premium segment. The financial report highlights Tsingtao’s effective market strategies, including its “1+1” brand approach (Tsingtao Beer + Laoshan Beer), which strengthens its presence in high-end markets. Adapting to consumer trends will be essential for maintaining its competitive edge.
Figure 3: Market Share Distribution among Major Players in China’s Beer Industry in 2023 (Tsingtao, 2023)
[image: ]
In 2023, Tsingtao Brewery's business environment is influenced by economic recovery, changing consumer preferences, regulatory challenges, and competitive dynamics. The company's focus on premium products, digital transformation, and sustainability positions it strongly in the market. By prioritizing innovation and engaging consumers, Tsingtao aims to achieve sustained growth and enhance shareholder value in a competitive beer industry.
[bookmark: _Toc176776330]Company Structure
	Tsingtao Brewery's 2023 financial report reveals its corporate structure, consisting of key departments: Production for brewing and quality control, Sales and Marketing for brand management, Research and Development for innovation, and Finance and Administration for financial planning and HR management.
Tsingtao Brewery operates through subsidiaries like Tsingtao Brewery (Xiamen) and (Kunshan), boosting its domestic and international presence. The company uses a regional distribution strategy for effective sales in key markets like Shandong and North and South China. (Tsingtao, 2023)
Tsingtao Brewery employs around 30,687 staff, structured to boost efficiency, encourage innovation, and meet market demands. This framework helps the company remain a leading beer manufacturer while adapting to the changing beverage industry landscape. (Statista, 2024)
[bookmark: _Toc176776331]Research comparison company information
	This study compares Tsingtao Brewery Co Ltd (0168), Budweiser Brewing Company APAC Ltd (1876), and San Miguel Hong Kong Ltd (0236), all operating in the beer industry with comparable sizes and market shares, enabling a thorough analysis of their financial management practices.
Here is the comparative analysis presented in a table format:
[image: ]

[image: ]_____________________
Note 1: Stock market closing date on 4 Sep, 2024 (Aastock, 2024)
[bookmark: _Toc176776332]Tsingtao Brewery’s financial analysis
	This analysis examines Tsingtao Brewery's financial reports, focusing on its financial structure, repayment ability, operating capacity, profitability, growth, market value, and shareholder returns. We compare these six areas against industry averages and three similar companies, using our findings and risk assessments as references for the financial statements.
[bookmark: _Toc176776333]Listed companies of bankruptcy index Z-Score analysis
The Z-score, developed by Edward Altman in 1968, is a financial assessment tool that uses various financial ratios to evaluate a company's health and predict bankruptcy risk (Altman, 1968). A higher score indicates lower risk; specifically, a score above 2.99 means financial stability, while 1.81 to 2.99 suggests some distress. A score below 1.81 indicates a high risk of bankruptcy. (Altman & Sabato, 2007). 
[image: ]
[image: ]_____________________
Note 1: 31 Dec closing value by dividend and stock split adjustment (Yahoo Finance, 2024)
Note 2: 31 Dec closing value (Investing.com, 2024)
Note 3: Tsingtao Brewery Co Ltd Financial Report from 2021-2023 (Tsingtao, 2021-2023)
Note 4: Budweiser Brewery Co APAC Ltd Financial Report (Budweiser, 2023)
Note 5: San Miguel Brewery HK Ltd Financial Report (San Miguel, 2023)

Z-Score is calculated using the formula:

Z=1.2A+1.4B+3.3C+0.6D+0.999E;
Where: A=Working Capital/Total Assets; B=Retained Earnings/Total Assets;
C=EBIT/Total Assets; D=(Stock value x Number of Shares)/Total Liabilities
E=Sales/Total Assets
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[bookmark: _Toc176776334]Tsingtao Brewery has demonstrated strong financial health over the three analyzed years, with Z-scores consistently above 2.99, indicating a solid ability to meet obligations and low bankruptcy risk. Minor fluctuations in 2023's score warrant further investigation, but overall, the trend shows the company's resilience against economic challenges.
[bookmark: _Toc176776335]Financial structure
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[bookmark: _Toc176776336]Fixed Asset to Long term Liability Ratio
The Fixed Asset to Long-Term Liability Ratio evaluates a company's financial strength by comparing fixed assets to long-term debts. A higher ratio signifies better financial stability. (Brigham et al., 2016). Tsingtao Brewery's ratio has remained above 2 for three years: 2.73 in 2021, 2.52 in 2022, and 2.25 in 2023. While the average is 2.5—lower than Budweiser's—Tsingtao's ratio indicates it can meet long-term obligations. In contrast, San Miguel's lower ratio suggests potential difficulties in managing its long-term debts. Overall, Tsingtao demonstrates a strong financial position among its peers.

[bookmark: _Toc176776337]Current Liabilities to Net Asset Ratio
The Current Liabilities to Net Asset Ratio assesses a company’s current liabilities against its net assets or equity, indicating its reliance on short-term debt (Gill & Mathur, 2011). A lower ratio is preferred, reflecting a stronger financial position (Koh et al., 2014). Tsingtao Brewery's ratio has remained stable over three years, with values of 0.77 in 2021, 0.75 in 2022, and 0.60 in 2023, averaging 0.71. This means Tsingtao's current liabilities represent about 71% of its net assets, higher than Budweiser's 0.42 and San Miguel's 0.19. However, Tsingtao’s ratio remains below 1, indicating it can cover its short-term obligations, reflecting effective working capital management and strong cash flows despite its reliance on short-term debt (Brigham et al., 2016; Robinson et al., 2015).
[bookmark: _Toc176776338]Current Liabilities to Stock Ratio
	The Current Liabilities to Stock Ratio, also known as the Current Liabilities to Inventory Ratio, measures a company’s current liabilities against its inventory, showing how well liabilities are covered by inventory (Bragg, 2018). A lower ratio is preferable, indicating sufficient inventory to meet short-term obligations and less reliance on external financing (Sagner, 2014). Tsingtao Brewery's average ratio over the past three years is 4.92, between Budweiser's high of 9.81 and San Miguel's lower ratio of 1.51. While Budweiser shows greater dependence on external financing, San Miguel indicates stronger inventory management. Tsingtao's ratio reflects a balanced approach, showcasing its financial stability and effective management.
[bookmark: _Toc176776339]Financial structure analysis
Tsingtao Brewery shows strong financial stability with a Fixed Asset to Long-Term Liability Ratio consistently above 2, ensuring good asset coverage. Its average Current Liabilities to Net Asset Ratio of 0.71 indicates some reliance on short-term debt, compared to Budweiser's 0.42 and San Miguel's 0.19. Additionally, Tsingtao's Current Liabilities to Stock Ratio of 4.92 demonstrates effective inventory management among its peers.

[bookmark: _Toc176776340]Paying debt ability
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[bookmark: _Toc176776341]Current Ratio/ Quick Ratio
Tsingtao Brewery's current ratio has consistently exceeded 150% over the past three years, averaging 165.44%, indicating strong liquidity (Brigham et al., 2016). Its quick ratio, averaging 145.05%, shows it can meet short-term obligations without relying on inventory (Wahlen et al., 2018). While Tsingtao’s liquidity ratios are lower than San Miguel’s (241.33%) and higher than Budweiser’s (80.22%), its conservative working capital management supports solid liquidity, allowing it to fulfil obligations while pursuing growth (Robinson et al., 2015).
[bookmark: _Toc176776342]Stock Credit Index
	The stock credit index evaluates a company's ability to finance inventory through trade credit. Tsingtao Brewery's average index of -2.20 over the past three years indicates efficient inventory management and strong supplier relationships (Sagner, 2010). In contrast, Budweiser’s positive index of 2.92 suggests challenges in securing trade credit, while San Miguel's -0.94 reflects decent inventory management. Tsingtao's strong index arises from established supplier connections, optimizing working capital and boosting its competitiveness in the brewing industry (Brigham & Ehrhardt, 201). Overall, Tsingtao excels in managing inventory and supplier relations compared to Budweiser and San Miguel.
[bookmark: _Toc176776343]Cash Ratio
	Tsingtao Brewery's average cash ratio of 94.89% over the past three years indicates strong liquidity and the ability to meet short-term obligations. While lower than San Miguel's 114.33%, it surpasses Budweiser's 55.34%. Despite trailing San Miguel, Tsingtao's ratio remains above the industry average, offering financial flexibility and resilience in uncertain economic conditions. (Claessens & Yurtoglu, 2013).
[bookmark: _Toc176776344]Total Debt/ Fixed Asset Ratio
Tsingtao Brewery's average Total Debt to Fixed Asset Ratio of 2.10 is higher than Budweiser's 1.65 and San Miguel's 0.30, indicating greater financial leverage and risk. This may result from Tsingtao’s aggressive expansion strategy. However, strong cash flow and profitability show effective debt management (Brealey et al., 2020). Tsingtao should monitor its debt levels to maintain a balanced capital structure and mitigate risks, reflecting effective leverage management crucial for success in the competitive brewing industry (Booth et al., 2001).
[bookmark: _Toc176776345]Time Interest Cover Ratio
	Tsingtao Brewery's average time interest cover ratio of 364.03 far exceeds Budweiser's 30.47 and San Miguel's 81.94, showcasing its strong ability to meet interest obligations from operating income. This high ratio reflects Tsingtao's profitability and effective debt management, ensuring financial stability in the competitive brewing industry.
[bookmark: _Toc176776346]Paying debt ability
	Tsingtao Brewery shows strong debt repayment ability compared to Budweiser and San Miguel. Its current and quick ratios indicate solid liquidity, while the stock credit index reflects efficient inventory management. Although its cash ratio is lower than San Miguel's, it remains above the industry average. Tsingtao's impressive time interest cover ratio of 364.03 highlights its superior ability to meet interest obligations, showcasing effective debt management and financial stability in the competitive brewing industry.
[bookmark: _Toc176776347]Operational ability
	By comparing the sales, profit margins, operational efficiency and growth rates to Tsingtao Brewery, Budweiser, and San Miguel would determine the operation ability (Fairfield & Yohn, 2001).
[image: ]
____________________
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Note 1: USD/ RMB ex-rate to year 2023 is 7.0978, 2022 is 6.8972 and 2021 is 6.3521 by 31 Dec closing value (Investing.com, 2024)
Note 1: HKD/ RMB ex-rate to year 2023 is 0.9095, 2022 is 0.8835 and 2021 is 0.8158 by 31 Dec closing value (Investing.com, 2024)

[bookmark: _Toc176776348]Sales Comparison and Sales Growth Rate Comparison from 2021-2023 (Source: the enterprise Annual Report, 2021-2023)
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From 2021 to 2023, Tsingtao, Budweiser, and San Miguel exhibited different sales and growth trends. Tsingtao's sales rose from RMB 30,166 million to RMB 33,936 million, but its growth rate slowed from 8.67% to 5.49%. As companies mature, growth rates typically decline due to increased competition and the need for innovation (Fairfield & Yohn, 2001). Budweiser experienced fluctuating growth, with sales increasing from RMB 43,118 million to RMB 48,663 million. Its growth rate dipped to 3.62% in 2022 but rebounded to 8.91% in 2023. San Miguel, despite smaller sales, grew from HKD 486 million to HKD 675 million, achieving high growth rates, peaking at 23.85% in 2022 and stabilizing at 12.08% in 2023.
[bookmark: _Toc176776349]Operating expense
[image: ]
Tsingtao Brewery’s employee costs have increased from 18.07% in 2021 to 19.96% in 2023, indicating investments in workforce productivity (Delaney & Huselid, 1996). Depreciation and amortization expenses have remained stable at 4.07%, reflecting effective asset management (Koller et al., 2010). While rental expenses have increased modestly, Tsingtao’s other expenses at 3.40% are significantly lower than Budweiser’s 52.63% and San Miguel’s 48.51%, showcasing a more controlled expense structure (Liu & Wang, 2018). Overall, Tsingtao’s cost management supports its long-term profitability in the brewing sector (Chen & Wu, 2016).
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[bookmark: _Toc176776350]Total Assets Turnover
Tsingtao Brewery's operational efficiency, indicated by a total assets turnover of about 67.70% from 2021 to 2023, surpasses Budweiser's 41.21% but is lower than San Miguel's 90%. This suggests Tsingtao uses its assets more efficiently than Budweiser but less efficiently than San Miguel (Fairfield & Yohn, 2001).
[bookmark: _Toc176776351]Average Collection Period
Tsingtao's average collection period of 1.35 days is much shorter than Budweiser's 30.71 days and San Miguel's 23.33 days, showing Tsingtao's effectiveness in collecting customer payments, enhancing cash flow, and reducing bad debt risk (Gill et al., 2010).
[bookmark: _Toc176776352]Days’ Sales In Inventory
	Tsingtao's days' sales in inventory (66.95 days) are higher than Budweiser's (52.34 days) but lower than San Miguel's (72.66 days). A lower DSI is preferred, indicating efficient inventory management (Gaur et al., 2005). Tsingtao has room for improvement compared to Budweiser.
[bookmark: _Toc176776353]Payment Period
	Tsingtao's payment period (6.45 days) is longer than Budweiser's (1.22 days) but shorter than San Miguel's (38.33 days). A shorter payment period may help maintain supplier relationships but reduce cash flow flexibility (Deloof, 2003).
[bookmark: _Toc176776354]Operating Capacity Analysis
Tsingtao Brewery shows strong asset utilization and customer payment collection, but better inventory management and supplier payment terms could further optimize cash flow, keeping it competitive with Budweiser and San Miguel.
Profitability[image: ]
_____________________
Note 1: DuPoint Financial Analysis in section in later section
Tsingtao Brewery's net profit rose from RMB 3,256 million in 2021 to RMB 4,348 million in 2023, averaging RMB 3,803 million—lower than Budweiser's but higher than San Miguel's. Although net profit growth has slowed, it remains positive, which is vital for long-term success (Davidsson et al., 2009). The gross profit margin improved from 36.71% to 38.66%, averaging 37.41%, indicating effective production cost management (Feng et al., 2015). Additionally, the net profit margin increased from 10.79% to 12.81%, averaging 11.81%, showing improved efficiency in turning sales into profits (Soliman, 2008). Overall, Tsingtao demonstrates solid profitability metrics, managing costs effectively while generating returns, crucial for long-term competitiveness.
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_____________________
Note 1: Leverage Ratio=Total Assets/Equity

[bookmark: _Toc176776355]Total Assets Turnover
Tsingtao Brewery's total assets turnover averaged 67.70% from 2021 to 2023, surpassing Budweiser's 41.21% but falling short of San Miguel's 90%, indicating varying efficiencies in sales generation from assets (Fairfield & Yohn, 2001).
[bookmark: _Toc176776356]Leverage Ratio
Tsingtao's leverage ratio decreased from 0.96 in 2021 to 0.74 in 2023, averaging 0.87. This is significantly higher than Budweiser's 0.02 but lower than San Miguel's 1.31, indicating less reliance on debt financing and reduced financial risk (Penman, 2013).
[bookmark: _Toc176776357]Return on Equity (after tax)
Tsingtao's return on equity (ROE) varied from 28.60% in 2021 to 19.31% in 2023, averaging 21.39% over three years. This exceeds Budweiser's 8.59% and San Miguel's 7.6%, indicating Tsingtao generates more profit per unit of shareholder equity, reflecting stronger profitability (Damodaran, 2007).
[bookmark: _Toc176776358]DuPont analysis 
Using DuPont Analysis, Tsingtao's return on equity (ROE) can be broken down into net profit margin, total assets turnover, and financial leverage (Soliman, 2008). Its superior ROE results from a strong net profit margin and total assets turnover, despite lower financial leverage.
[bookmark: _Toc176776359]Profitability analysis
	Tsingtao Brewery demonstrates strong asset utilization, reflected in its high total assets turnover. The declining leverage ratio indicates less reliance on debt financing, potentially lowering financial risk. Additionally, Tsingtao's high return on equity shows effective profit generation for its shareholders.
[bookmark: _Toc176776360]Growth ability
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[bookmark: _Toc176776361]Retained Yield
Tsingtao Brewery's average retained yield was 4.85 times from 2021 to 2023, surpassing Budweiser's 4.58 times but falling short of San Miguel's 5.75 times, indicating stronger earnings retention for reinvestment and growth (Damodaran, 2007).
[bookmark: _Toc176776362]Seif-sustainable Growth
Tsingtao's self-sustainable growth rate averaged 104.27% over three years, far exceeding Budweiser's 39.10% and San Miguel's 41.69%. This indicates Tsingtao's strong ability to grow using internally generated funds without needing external financing (Higgins, 1977).
[bookmark: _Toc176776363]Growth Capacity Analysis
Tsingtao's strong retained yield and sustainable growth rate indicate significant growth potential. By retaining more earnings, Tsingtao can invest in expansion, research, and development, supporting various growth initiatives (Demirgüç-Kunt & Maksimovic, 1998).
[bookmark: _Toc176776364]Stock Market Prospects Analysis
[image: ]
Tsingtao Brewery's earnings per share averaged HK$3.12 from 2021 to 2023, outperforming Budweiser's HK$1.14 and San Miguel's HK$0.12, indicating stronger profitability (Penman, 2013). Its average price-earnings (P/E) ratio was 21.16, lower than Budweiser's 36.15 but higher than San Miguel's 10.16, suggesting potential undervaluation (Bodie et al., 2014). With a dividend yield of 3.05%, higher than Budweiser's 1.77% but lower than San Miguel's 2.63%, Tsingtao's stock market outlook appears favorable for growth and income-oriented investors.
[bookmark: _Toc176776365]Tsingtao’s Corporate Governance Assessment
Tsingtao Brewery's financial analysis highlights a significant weakness: net cash flows from operating activities fell sharply from RMB 6.04 billion in 2021 to RMB 2.78 billion in 2023, despite revenue and net profit growth (Tsingtao, 2021-2023). This situation underscores the need for improved corporate governance, which includes the rules and practices that direct a company. Effective governance balances the interests of stakeholders, such as shareholders, management, customers, and the community, promoting transparency, accountability, and fairness (OECD, 2015; Aguilera et al., 2015).
[bookmark: _Toc176776366]Corporate Governance of business organization and its impact and importance
Corporate Governance is very important for company financial healthy in order to avoid Enron issue which impact confidence to public. Therefore, government commit on tightening supervision regulations.  Meanwhile, below is the impact and importance for corporate governance.
Enhances Investor Confidence: Robust corporate governance assures investors that their rights are protected and the company is managed in their best interests (Shleifer & Vishny, 1997).
Improves Decision-Making: A well-structured governance framework promotes decisions that benefit the company while considering stakeholder perspectives (Fama & Jensen, 1983).
Mitigates Risks: Effective governance helps identify and manage risks, safeguarding the company's assets and reputation (Baysinger & Hoskisson, 1990).
Promotes Long-Term Sustainability: By balancing stakeholder interests, corporate governance supports the company's long-term success (Aras & Crowther, 2008).
[bookmark: _Toc176776367]Tsingtao Brewery existing Corporate Governance
Tsingtao Brewery's 2023 financial report highlights the company's commitment to strong corporate governance, featuring a balanced Board of Directors, effective Board Committees, and a thorough risk management system. These practices align with corporate governance best practices and support the company's long-term success (Tsingtao, 2023). However, a significant weakness is evident in the decline of net cash flows from operating activities, which fell from RMB 6.04 billion in 2021 to RMB 2.78 billion in 2023, despite rising revenue and net profit. To explore this discrepancy and evaluate Tsingtao's asset utilization and profitability, it's essential to analyze Return on Assets (ROA) and Return on Equity (ROE) ratios (Palepu et al., 2022; Damodaran, 2012). These ratios offer insights into the company’s ability to convert assets and equity into profits, highlighting areas for improvement and ensuring sustainable financial performance.
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Tsingtao Brewery shows superior ROA and ROE compared to its peers, reflecting strong corporate governance. To maintain this, it should focus on operational efficiency, financial management, and adopt selective best practices from peers.
[bookmark: _Toc176776368]Suggestions for improvement
	Tsingtao Brewery should consider the following suggestions for improvement:
1. Monitor the balance between profit margins and asset efficiency, emphasizing governance policies on pricing, cost management, and asset investments.
2.  assess the capital structure and financial leverage to ensure alignment with strategic goals and risk tolerance, establishing governance limits on debt levels.
3. Analyze peer benchmarks for margins, turnover, and leverage ratios to identify improvement areas and adapt best governance practices that enhance performance.
4. Align management incentives with key ROA and ROE drivers, implementing governance oversight to track performance against these metrics.
[bookmark: _Toc176776369]Investment Project Appraisal
Tsingtao's 2023 revenue reached RMB 33,936.5 million. This proposal recommends a Hong Kong brewery investment of 1% of sales (HKD 373.12 million). Investing in fully automated machinery will improve quality and efficiency, helping Tsingtao strengthen its market leadership and become Hong Kong's top-selling beer.
[bookmark: _Toc176776370]Project items basic information
	Tsingtao Brewery intends to invest HKD 232 million in a new 14,795-square-foot facility in Hong Kong for 50 years, representing 1% of its 2023 turnover. Financial ratios, including NPV, will assess investment viability (Ross, Westerfield, & Jordan, 2021).
[image: ]_____________________
Note 1: HK Beer Co Ltd operates a 4,000-square-foot brewery producing 3,000 cans of 330ml beer per hour. The company has invested HKD 8,000,000 in automated production machinery to enhance its brewing process (WenWeipo, 2023; HKTKWW, 2023).
Note 2: In Hong Kong, annual beer consumption among individuals aged 15 and older totals 6,572,000 liters (Department of Health, 2024). For Tsingtao to become the top-selling beer brand, it must produce this amount yearly. Based on Note 1, HK Beer Co Ltd would need to brew 6,572,000 liters at a rate of 990 liters per hour, requiring about 6,639 production hours. With only 2,000 available hours annually, Tsingtao needs a 14,800-square-foot brewery and an investment of HKD 32,000,000 in automated machinery.
Note 3 Tsingtao depreciates its buildings over 20 years and its machinery over 5 years (Tsingtao, 2023).

[image: ]
Note 1: ARR = Average Annual Profit / Initial Investment
Average Annual Profit (Years 1-5) = HKD 66,593,607.58
Initial Investment = HKD 232,000,000
ARR = HKD 66,593,607.58 / HKD 232,000,000 = 29.63%
Note 2: NPV = HKD 14,980,860 [WACC of 6.03% (Alpha Spread, 2024) and a 5-year project life]
Note 3:IRR = 20.79% (based on the 5-year cash flow projections)
Note 4: Payback Period base on PAYBACK PERIOD Calculation in next section
[bookmark: _Toc176776371]PAYBACK PERIOD Calculation
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[bookmark: _Toc176776372]Investment Appraisal
The investment project appears financially viable, with a positive net present value (NPV) of HKD 14,980,860 over five years. It has an internal rate of return (IRR) of 20.79%, well above the weighted average cost of capital (WACC) of 6.03%. The average rate of return (ARR) is 29.63%, and the payback period is 4 years and 11 months, making it a sound investment.
[bookmark: _Toc176776373]Financing Management and Working Capital Management
Tsingtao needs to raise a one-time cash amount equal to 1% of its revenue. With 2023 revenue at RMB 33,936.5 million, the company must gather approximately HKD 373.12 million for the project.

[bookmark: _Toc176776374]Recommendation
Given Tsingtao's strong financial results and relatively low debt levels (with a debt-to-equity ratio of 0.74 in 2023), a mix of equity and debt financing is suggested. This approach balances the pros and cons of both options while reducing the impact on working capital.

[image: ]
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[bookmark: _Toc176776375]Suggested Financing Mix
[image: ]
[bookmark: _Toc176776376]Justification:
The rights issue enables current shareholders to maintain their ownership while raising essential funds. Issuing corporate bonds leverages Tsingtao's strong financial position for favorable terms and interest rates, enhancing financial flexibility. This balanced approach minimizes dilution, optimizes capital costs, and strengthens working capital.
[bookmark: _Toc176776377]Schedule for Improvement
Based on identified issues, we propose a 12-month operational plan using a Gantt chart. This plan prioritizes improvements according to their potential financial impact and the necessary management attention for Tsingtao.
[bookmark: _Toc176776378]Gantt Chart: Tsingtao Brewery 12 Month Operation Plan
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Priority 1 (High): Cash Flow Management
Investigate the significant decline in operating cash flows
Develop a robust cash flow forecasting and monitoring system
Optimize working capital management to improve liquidity
Priority 2 (High): Financial Management
Continuously monitor and maintain optimal balance between profit margins and asset efficiency
Regularly review capital structure and financial leverage to align with strategic objectives and risk appetite
Benchmark financial ratios against peers to identify areas for improvement
Align management incentives with key drivers of ROA and ROE
Priority 3 (Medium): Inventory Management
Analyze inventory turnover and management practices
Implement inventory optimization strategies to reduce holding costs and improve efficiency
Monitor and report on inventory key performance indicators (KPIs)


Priority 4 (Medium): Governance & Risk Management
Review and enhance corporate governance practices to ensure transparency, accountability, and effective decision-making
Conduct a comprehensive risk assessment to identify potential threats and opportunities
Implement risk mitigation strategies to protect the company's assets and reputation
Priority 5 (Low): Operational Efficiency
Analyze production processes to identify areas for improvement
Implement automation and process optimization initiatives to enhance productivity and reduce costs
Monitor and report on operational KPIs to track progress and drive continuous Improvement

By focusing on these key areas over the next 12 months, Tsingtao Brewery can address the identified issues, strengthen its financial position, and enhance its overall performance. Regular monitoring and reporting will be crucial to ensure the effectiveness of the implemented strategies and to make necessary adjustments as needed.
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Year-on-Year Growth (%)
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Company Tsingtao Brewery | Budweiser Brewing San Miguel Hong
Co Ltd (0168) Co APAC Ltd (1876) | Kong Ltd (0236)
Stock Number 0168 1876 0236

Business Nature
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distribution of
beer, focusing on
quality and
innovation in
brewing

processes.
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beverage industry,
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beer products, with a
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distribution of
alcoholic
beverages,
including beer and
other drink
products, with a
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Asian beverage

market.
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PE"!

12.38
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3.696

Market Area

Mainly operates
in China with a
growing
international
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including North
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Focused on the Asia-
Pacific region, with
significant operations
in China, India, and

Southeast Asia.

Primarily serves
the Hong Kong
market but also
exports to various
countries in Asia,
offering a range of

beverage products.
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Company Metric 2021 2022 2023

Tsingtao Sales (RMB 30,166 32,171 33,936

Brewery Co million)

Ltd Profit Tsingtao maintained steady operating profits,
supported by innovative product lines and strong
market demand in China and internationally

Operational Investments in R&D and modern production facilities
Efficiency improved Tsingtao’s margins and sustained growth.
Growth Rate 8.67% 6.65% 5.49%

Sales (RMB 43,118 44,680 48,663

million)*!
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Budweiser Profit Budweiser's operating margin fluctuated, primarily
Brewery Co due to the impact of premiumization and the COVID-
APAC Ltd 19 pandemic.
Operational Budweiser focused on premium beer and improved
Efficiency efficiency through digital transformation, particularly
with its BEES platform.
Growth Rate 18.26% 3.62% 8.91%
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Hong Kong million)*2
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particularly in South China.
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Efficiency networks and new product launches.
Growth Rate 3.84% 23.85% 12.08%
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Net profit 10.79% | 11.83% 12.81% | 11.81% 13.98% 6.90%

margin®!
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average (3 years (3 years

average) average)
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Brewery Co | Hong Kong
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average (3 years (3 years

average) average)
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average (3 years (3 years

average) average)
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Brewery Co | Hong Kong
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average) average)
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Project Costs Remarks

Brewery area (square-foot) 14,795 | Reference to HK Beer Co Ltd"!
Building price (HKD/feet) 13,518 | Camelpaint Building at Kwun Tong"2
Brewery (HKD in million) 200

Automation Machinery(HKD in million) 32 | Reference to HK Beer Co Ltd*!

Total Cost (HKD in million) 232

Remaining basic information

Remarks

Tsingtao Building depreciation years 20 | Tsingtao regular approach®3
Tsingtao Machinery depreciation years 5 | Tsingtao regular approach*?
Sales growth rate 5.49% | (Tsingtao, 2023)

Ultimate growth rate 3% | Reference to HK Beer Co Ltd*!
EBITA(%) 13.18% | (Tsingtao, 2023)
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Computing Tax and Other Cost

Items (HKD) 1st year 2nd year 3rd year 4th year
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5th year
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ARR (Accounting Rate of Return)*! 29.63%
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Payback Period**
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Financing Type Percentage Amount (HKD)
Equity Financing 60% 223.872 million
Debt Financing 40% 149.248 million
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