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Mr. Li Gui Rong, Chairman

To the shareholders,

Business Review

In the past year the Company met with harsh challenges and tests in the
market. The Board and the management of the Company, together with all
its staff, were unyieldingly aggressive, thus reinforcing and enhancing its

leading position in the PRC market.

Against the backdrop of exceedingly imbalance of supply and demand in the
domestic beer market, there was a national aggregate beer production of
22,740,000 tonnes in 2001, a slightly YoY increase of 1.9%. Consequent on
the impact of the September 11 incident in the US, the national total beer
production decreased from a 4.6% growth in the first half to a negative 0.6%
growth in the second half. In the light of the Company being engaged in
vigorous mergers and acquisitions as well as reorganisations, the domestic
beer market was in the process of a far-reaching structural adjustment. This
was evidenced by the fact that mergers and acquisitions of other small to
medium breweries had become the common choice of such major breweries.
As a result, the Company faced an increasingly acute competition in the
PRC beer market. In some major regional markets the Company competed
for wider presence directly with several leading beer-producing groups having
also carried out nation-wide mergers and acquisitions and geographical

penetration.
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As the only national beer producer and marketer in the PRC, the Company
maintained with strenuous efforts an increasingly wider market share and
positive cashflow, despite competition from local and foreign breweries. In
2001, the Company realised beer production and sales of 2,510,000 tonnes,
a YoY increase of 35%; a wider market share from 8.3% to 11%; (based on
the P.R.C. accounting principles) sales revenue of RMB5, 276,720,000, a
YoY growth of 40%; net profit of RMB102,890,000, a YoY increase of 8.1%;
and net cashflow from operating activities of RMB529,890,000, a YoY increase
of 59%. The Company continued to enjoy a leading position in the domestic
beer market in terms of the scale of operation, market share, sales revenue,

and foreign exchange balance.

During the year, the Company was acclaimed by the Quality Management
Association of China as the "National Advanced Enterprise of Quality and
Cost-effectiveness and the "National Customer-Satisfaction Enterprise” in
recognition of its stringent quality assurance system and premium product
quality. The value of the Tsingtao Beer brand increased to RMB6, 710,000,
000, the highest in the brewery industry, with wide recognition among

consumers.

Following wider domestic market penetration by massive mergers and
acquisitions as well as completion of basic strategic positioning in the past
few years, the Company further acquired in 2001 for a more comprehensive
market distribution the following companies, namely Sugian Brewery of Anhui;
Fuzhou No.1 Brewery of Fujian; Taicang Brewery of Jiangsu; Tianmen
Brewery of Suizhou, Hubei; and part of equity interest in Wantai Brewery of
Nanning, Guangxi. As a result, the Company had developed production &
marketing positioning based on its 46 breweries all over 17 most economically
developed provinces and cities in the PRC, with a total production capacity

of 3,800,000 tonnes.

Apart from all-round domestic market expansion, the Company endeavoured
to carry out internal system integration. With input of favourable resources

like management, technology, and corporate culture, the competitiveness
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and market share of subsidiaries of the Company were significantly enhanced,
while also gradually achieving the economy of scale. Among these
subsidiaries, Huanan Investment Company (originally South China
Operations, including Zhuhai, Sanshui, and Shenzhen,etc.) realized a YoY
increase of 300% in gross profit, and therefore became another important
source of income of the Company in addition to Xian Company. However,
due to intensified competition in some regional markets such as the Northeast
and East China regions resulting in continual price cuts of products against
non-reduction of marketing expenses, the Company's certain subsidiaries in

these regions reported a bigger loss, thus affecting its overall results.

Despite a global economic recession, the Company still managed to enjoy
an export growth, with an annual export of beer of 30,500 tonnes, representing
a YoY increase of 2.5%, and generation of foreign exchange of US$19,750,

000, or a growth of 3%.

Outlook for 2002

Following a smooth transition brought by the management of the Company
in the previous year, the Board and the management have, based on the
present operating and development status of the Company, proposed a
working guideline of "adequate confirmation, timely adjustment, and progress
with times" and new strategies of operations and development. All these will
help make the Company a globally major brewery with its strategic focus

changing from being large and strong to being strong and large.

In the coming years, the Company will slow down its expansion with its focus
on mergers and acquisitions in more economically developed regions and
larger cities of greater market potential. Growth of the Company will be
achieved by running more assets with input of less capital and shareholding.
The Company will continue to strive for enhanced system integration of the
market, brandname, and sales network, to optimize resource allocation, and
to adjust the product mix. This, coupled with the market-oriented production
and increasingly wider market share, will lead to a better financial position,

enhanced profitability and sustainable development capability.

13



WA R 53 Chairman's Statement

14

002F N TWEEBERR DD THIRE
EIHE 300 BME, ILADRS TGN
HENER, EESRBEnRNESE
F80=BME, TEIRANIEDRENR
MAKE, 2MPEESHRIREE+2
25

PEINIAWTOE, BRIERBMHIBEIHRS
SRER, RORI0EREREBEN
DEEBORMRRNEGE, SBIEE
HipENSNERLEERR, WA
TEBENSIERET B AREEN
BB ES, TESNTEBDS
BOREENNE, BUSNRNNEE
BSAWANEREEED, (BEQTH
IRIRfRREEE -

EFTHR. BEEPEITENTEERE,
RBITEDRBUERPOAGER, M
ANTDBHMEBNMEBME - 55X
FOSHEHHS - Goh? - IINFBEBEEA™
BHERTHL, BEEEXEEET,
BRATNARFESH N ENHIEH,
DRBILRRENE, EMeRESH
RESHREDR -

Rig, PAHBE-FPBFELTK
NDZFBOERERR - RES BEEBNIS
BET . SHEROLTERETE
RIVEVREEE -

F3 1
AH#%
EARSNE - BB
—ze—amA=A

The operating objectives of the Company for 2002 include pursuit of
production and sales of beer of 3,000,000 tonnes. Besides, the Company
will increase significantly the sales turnover of its major beer brands so that
production of these major brands will reach 800,000 tonnes, while aiming at
being among the ten globally largest breweries soon by continual upgrade of

its strengths and scale of operations as well as profitability.

Upon the PRC's accession to the WTO, the domestic beer market will become
more highly competitive. The Company will step up technology exchange
and cooperation with foreign reputable breweries so as to learn their advanced
scientific management and production technology. In addition, the Company
will make use of the developing computer and electronic network system to
upgrade its management and technology level. There will also be adjustment
and reform of the corporate structure by setting up a more open and dynamic
human resource management system in order to facilitate rapid sound

development of the Company.

The Board considers that with the continual development of the domestic
economy, the brewery industry in China is still promising with much room for
further development. The Company currently maintains its dominance in the
PRC market in terms of the positioning, market share, sales network,
brandname, and technology. With its great development potential, the
Company will eventually derive the economy of scale by system integration
and unyielding market expansion. This will, in turn, generate a higher return

on shareholders' investment.

Finally, 1 would like to take this opportunity to extend my sincere gratitude
and appreciation to our shareholders and our customers for their strong,
wholehearted support for the Company and to all the staff members for their

loyalty and dedication.

Chairman
Li Gui Rong
Qingdao, People's Republic of China
3rd April, 2002



