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 Mr. Li Gui Rong, Chairman

To the shareholders,

In 2002, with the guiding principle of "striving for further success in the new

millennium through system integration, mechanism innovation and

improvement for market dominance" implemented by the Company and under

the leadership of the Board and the management, our staff was committed

to significantly improve the operating results and consolidate the strength of

the Company by their innovative and aggressive spirit. As a result the

Company's leading position in the beer market in mainland China was further

enhanced.

Domestic beer market

The beer market in the PRC maintained a steady growth in 2002 with annual

production reaching 23,870,000 kilolitres, representing a growth of 5% over

the previous year. However, the over-supply situation remained intact and

caused severe competition in certain markets, adding strong pressure on

the pricing of products. Meanwhile, mergers and acquisitions among large

corporations have intensified the degree of concentration of the beer industry.

Currently, the beer produced by the top ten breweries accounts for 42.9% of

the market in China, a 5.8% increase as compared with the previous year. It

is expected that the market share will be even more concentrated on a small

number of large enterprises.
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Successful formation of strategic alliance

Facing the competition and challenges arising from China's accession to the

WTO and the globalization of economy, the Company, adhering to the

principle of "Synergy created by collaboration among major enterprises",

entered into a strategic investment agreement on 21 October 2002 with

Anheuser-Busch Companies Inc. ("A-B"), the world's largest brewery, to form

a strategic alliance. The Company will issue an aggregate of approximately

USD182 million mandatory convertible bonds to A-B. Both parties will fully

utilize their respective strengths in resources to support the persistent growth

and leading position of the Company in China's brewery industry, thereby

further enhancing the Company's competitiveness and profitability.

Expansion to the Taiwan market

Despite the unfavourable conditions prevailing in the global beer market, the

Company made an outstanding achievement in its export business in 2002.

The total volume of beer exported reached 64,000 kilolitres in the year and

generated a revenue of USD40.48 million, representing a growth of 110%

and 104% respectively over the last year. This was because the Company

has seized the golden opportunity of China and Taiwan's accession to the

WTO and worked closely with Taiwan's local beer distributors to introduce

"Tsingdao beer" to the Taiwan market. In only eight-months' time, a total of

31,000 kilolitres of beer were sold to the Taiwan market.

Business prospects in the coming year

The year 2003 celebrates the first centenary of Tsingdao beer and we have

confidence that Tsingdao beer will enter into the new millennium with further

achievements. China's booming economy provides enormous potential for

the development of the brewery industry.  Faced with such new opportunities

and challenges, the Company shall put more efforts in the studies and

implementation of its strategic planning.  Meanwhile, with the strategic alliance

with A-B, it will also make full use of its existing resources to expedite the

adoption of innovative measures in the aspects of management, technology

advancement and system renovation through the adoption of ERP information

system, with the target of putting forth of the Company's management reform,

raising its core competitiveness and maintaining its sustainable development.
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Significant improvement in operating results

As the largest beer  manufacturer and distributor in China, the Company,

with much efforts made in cultivating the market, was able to achieve

outstanding results in such a highly competitive industry, recording a sales

volume of 2,987,000 kilolitres, representing a 21% of growth over the previous

year and an increase in market share from 11% to 12.5%. Based on China’s

generally accepted accounting principles, turnover and profit attributable to

shareholders were RMB6,936,730,000 and RMB230,660,000 respectively,

representing a respective growth of 31% and 124% over last year, while the

cashflow generated from operating activities was RMB1,106,020,000, a

growth of 109% as compared with last year. The Company strives to excel

itself by brandname building while adjusting its product mix so as to boost

the turnover of its key product, Tsingdao beer. Turnover of Tsingtao beer for

the year reached 920,000 kilolitres, a rise of 42%, bringing an improvement

to the Company's overall gross profit margin.

Award of National Quality Management and Second Class Award of

National Technology Advancement

Aiming at winning the "National Quality Management Award", the Company

has intensified the measures on quality management during the year and

has committed itself to EVA value management activities which in turn helped

to promote the Company's overall management standard. The Company is

so far the only enterprise which has been awarded the "National Quality

Management Award" in the food and beverage industry.

The Company has also intensified its efforts in research and development.

"The development and application on the technology of the spectrum of

ingredient for Tsingdao beer taste", one of the State's key projects of

technological innovation, was awarded the second-class award of the National

Technology Advancement in 2002. This is the first award presented to brewery

enterprises in the PRC and more importantly, it helps to propel the

technological development of the Company and is instrumental in preserving

the original unique taste of the Tsingdao beer produced in other regions as

well as in new products. In addition, the six projects on "comprehensive

research and application on the stability of draft beer" undertaken by the

Company has been listed to be the State's key projects of innovation in 2002

and received funding from the government. In terms of brandname, quality

and technology adopted, the Company has maintained a leading position in

the brewery industry in China.
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Successful formation of strategic alliance

Facing the competition and challenges arising from China's accession to the

WTO and the globalization of economy, the Company, adhering to the

principle of "Synergy created by collaboration among major enterprises",

entered into a strategic investment agreement on 21 October 2002 with

Anheuser-Busch Companies Inc. ("A-B"), the world's largest brewery, to form

a strategic alliance. The Company will issue an aggregate of approximately

USD182 million mandatory convertible bonds to A-B. Both parties will fully

utilize their respective strengths in resources to support the persistent growth

and leading position of the Company in China's brewery industry, thereby

further enhancing the Company's competitiveness and profitability.

Expansion to the Taiwan market

Despite the unfavourable conditions prevailing in the global beer market, the

Company made an outstanding achievement in its export business in 2002.

The total volume of beer exported reached 64,000 kilolitres in the year and

generated a revenue of USD40.48 million, representing a growth of 110%

and 104% respectively over the last year. This was because the Company

has seized the golden opportunity of China and Taiwan's accession to the

WTO and worked closely with Taiwan's local beer distributors to introduce

"Tsingdao beer" to the Taiwan market. In only eight-months' time, a total of

31,000 kilolitres of beer were sold to the Taiwan market.

Business prospects in the coming year

The year 2003 celebrates the first centenary of Tsingdao beer and we have

confidence that Tsingdao beer will enter into the new millennium with further

achievements. China's booming economy provides enormous potential for

the development of the brewery industry.  Faced with such new opportunities

and challenges, the Company shall put more efforts in the studies and

implementation of its strategic planning.  Meanwhile, with the strategic alliance

with A-B, it will also make full use of its existing resources to expedite the

adoption of innovative measures in the aspects of management, technology

advancement and system renovation through the adoption of ERP information

system, with the target of putting forth of the Company's management reform,

raising its core competitiveness and maintaining its sustainable development.
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Significant improvement in operating results

As the largest beer  manufacturer and distributor in China, the Company,

with much efforts made in cultivating the market, was able to achieve

outstanding results in such a highly competitive industry, recording a sales

volume of 2,987,000 kilolitres, representing a 21% of growth over the previous

year and an increase in market share from 11% to 12.5%. Based on China’s

generally accepted accounting principles, turnover and profit attributable to

shareholders were RMB6,936,730,000 and RMB230,660,000 respectively,

representing a respective growth of 31% and 124% over last year, while the

cashflow generated from operating activities was RMB1,106,020,000, a

growth of 109% as compared with last year. The Company strives to excel

itself by brandname building while adjusting its product mix so as to boost

the turnover of its key product, Tsingdao beer. Turnover of Tsingtao beer for

the year reached 920,000 kilolitres, a rise of 42%, bringing an improvement

to the Company's overall gross profit margin.

Award of National Quality Management and Second Class Award of

National Technology Advancement

Aiming at winning the "National Quality Management Award", the Company

has intensified the measures on quality management during the year and

has committed itself to EVA value management activities which in turn helped

to promote the Company's overall management standard. The Company is

so far the only enterprise which has been awarded the "National Quality

Management Award" in the food and beverage industry.

The Company has also intensified its efforts in research and development.

"The development and application on the technology of the spectrum of

ingredient for Tsingdao beer taste", one of the State's key projects of

technological innovation, was awarded the second-class award of the National

Technology Advancement in 2002. This is the first award presented to brewery

enterprises in the PRC and more importantly, it helps to propel the

technological development of the Company and is instrumental in preserving

the original unique taste of the Tsingdao beer produced in other regions as

well as in new products. In addition, the six projects on "comprehensive

research and application on the stability of draft beer" undertaken by the

Company has been listed to be the State's key projects of innovation in 2002

and received funding from the government. In terms of brandname, quality

and technology adopted, the Company has maintained a leading position in

the brewery industry in China.
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1. What is the strategic development objective of Tsingtao?

Tsingtao Brewery has gone through a history of 100 years. Through the sound

and fast development over past several years, we have not only basically

completed strategic positioning around domestic market but also enhanced

the Company's strength and profitability remarkably by internal system

integration. The Company's strategic development objective for the future is

to consistently focus on beer operations, enhanced core competitiveness,

with commitment to consolidation for market dominance, reinforcing the

leadership among domestic brewery industry and become one of the top 10

brewers in the world.

To put it specifically, the objective is to maintain its leadership within domestic

beer industry and reach 5,000,000 kilolitres of sales/production volume by

year 2005, 8,000,000 kilolitres by 2010. At the same time, the Company will

continue the rationalizing of product mix, increasing the sales share of its

flagship brand Tsingtao in total to over 40% so as to enhance the profitability

continually and maximize its corporate value.
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The Company's operating results in 2003 is to achieve the target beer output

of 3,600,000 kilolitres, in which the sales target for the key brand of Tsingdao

beer is 1,200,000 kilolitres.  Apart from further acquiring the market share,

the Company will also adjust its product mix and branding strategy so as to

raise further the Company's profitability.  In addition, the Company will

continue to enshrine EVA value management, and make full use of its

strengths in marketing, brand building, sales network and corporate culture

to enhance market recognition by persistently improving the product quality

and strengthening the Company's logistic functions, capital flow as well as

information flow by adopting computerized system, all of which aim at

constantly improving the Company's management standard and scale of

operation.

The success in recent years proved that the Directors made and implemented

the right strategies. Under the leadership of the management, the staff carried

out innovative plans which contributed to the continuous growth of business

in a highly competitive market. We will capitalize on the traditional and cultural

characteristics of the 100 years old Tsingtao brand and realize its huge market

potential. The Company will also absorb and learn from the international

management styles and experiences. We will keep on our efforts on system

consolidation, innovation, with a view to strengthening the Company so as

to become an international large enterprise and realize its goal of being one

of the ten largest beer company of the world.

Finally, I would like to take this opportunity to extend my sincere gratitude

and appreciation to our shareholders for their strong, wholehearted support

and to the enterprising top management as well as all the staff members for

their loyalty, dedication and excellent result achieved in the past year.

Chairman Li Gui Rong

Qingdao, People's Republic of China

2nd April, 2003
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Mr. Li Gui Rong, Chairman and

Mr. Jin Zhi Guo, President


