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When the Company issued 100 million additional “A” shares in February,

2001, the Board of the Company made a forecast in accordance with

the accounting principles of the PRC. The estimated net profit of the

Company in 2001 was RMB170,510,000. The sales volume and revenue

of the beer business of the Company recorded a substantial increase

after market expansion, with annual production and sales of beer reaching

2,510,000 tonnes, a YoY increase of 35%. Sales revenue realized was

RMB5,276,720,000, a YoY increase of 40%. Net profit of the Company

in the first half of 2001 amounted to RMB70,830,000.

As the consumption tax was increased by the State Taxation Bureau

from RMB220 to RMB250 per ton for sales revenue of beer exceeding

RMB3,000 per ton with effect from 1 May, 2001, the Company was

affected with a decrease in profit of RMB10 million.

More importantly, there were changes in the macro-economic environment

in the PRC during the second half of the year which made tourist spending

and beer consumption deteriorate substantially. The sales of beer dropped

from the growth rate of 4.6% in the first half of the year to a negative growth

rate of 0.6% in the second half of the year. The downslide in the mid to high

end consumer markets were, in particular, more serious. Sales of beer in

cities like Shanghai and Beijing, which were the key markets of the Company

for the fund-raising were more adversely affected. The Company

accomplished only 78% of its original sales plan of Tsingtao Beer. The sales

in the fourth quarter decreased by 38.5% as compared with the third quarter

and substantial decrease in profit was also recorded, which had a negative

impact on the annual earnings of the Company. The sudden death of the

former General Manager, Mr. Peng Zuo Yi, in July, 2001 also affected the

normal operation and sales of the Company. Mr. Peng Zuo Yi had made

valuable contribution to the development of the Company for the past few

years. The above reasons account for the failure of the Company to

accomplish the objectives of earnings forecast.

The Board of the Company, the certified public accountant, Arthur Andersen

- Hua Qiang, and the principal underwriter, Guotai Junan Securities Company

Limited, hereby express their disappointment at the non-achievement of the

2001 earnings forecast to all investors.
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VII. Subsequent Events

On 4 March, 2002, upon the approval of the Board, the Company entrusted

an independent third party to acquire the entire assets (including fixed assets,

intangible assets and inventory) of Xiamen Yincheng Stock Co., Ltd.

("Yincheng Company") in an auction as approved by the Intermediate People's

Court of Xiamen and bid the tender for the above assets at a cost of RMB166,

030,000 (including the commission for the auctioneer and the agency fee for

the entrusted party, but excluding other expenses that may arise on the

transfer of assets) on March 6. Yincheng Company had an annual beer

production capacity of approximately 150,000 tonnes per year. The acquisition

of assets of Yincheng Company together with the acquisition of Fuzhou

Factory will enhance the production capacity of the Company to reach 300,

000 tonnes of beer per year in the Fujian Province and the market dominance

in two largest cities in Fuijian. The Company will invest in Xiamen to establish

Tsingtao Brewery (Xiamen) Company Limited ("Xiamen Company") and

transfer the assets acquired to Xiamen Company, which is responsible for

its operation and management. As at the date of this report, the transaction

and procedures of asset transfer have not yet been completed.
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Financial Statements Prepared in Accordancd with General

Accepted Accounting Principles in Hong Kong
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TO THE SHAREHOLDERS OF TSINGTAO BREWERY COMPANY

LIMITED

(A Sino-foreign Joint Stock Company established in the People's Republic of

China with limited liability)

We have audited the financial statements on pages 52 to 138 which have

been prepared in accordance with accounting principles generally accepted

in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND

AUDITORS

The Company's directors are responsible for the preparation of financial

statements which give a true and fair view.  In preparing financial statements

which give a true and fair view it is fundamental that appropriate accounting

policies are selected and applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on

those statements and to report our opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards

issued by the Hong Kong Society of Accountants.  An audit includes

examination, on a test basis, of evidence relevant to the amounts and

disclosures in the financial statements.  It also includes an assessment of

the significant estimates and judgements made by the directors in the

preparation of the financial statements, and of whether the accounting policies

are appropriate to the Company's and the Group's circumstances, consistently

applied and adequately disclosed.
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21st Floor Edinburgh Tower
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