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TO THE SHAREHOLDERS,

2003 was a significant year of the Company, in which, the
Company not only started a new era by celebrating its centenary
and successfully introduced strategic investor by issuance of
Mandatorily Convertible Bonds, but also suffered and strived
through the impact and trial of “SARS”, “Inundation” and other
calamities. Despite the slight difference existing between the
real annual output and sales volume and the estimated target,
the Board of Directors of the Company confirms and respects
the achievement acquired by the Senior Managements of the
Company through their energetic and innovative hard work under

seriously acute market condition.

DOMESTIC BEER MARKET

The beer market in China maintained a steady year on year
growth of 6.4% in 2003 with annual beer output of 254 million
hl ranking as the world’s No.1 beer market. The market share of
large corporations continuously increased and intensification was
accelerated. Following the conclusion of the Strategic Alliance
between the Company and A-B, foreign breweries enhanced
their investment in China, which further internationalized the

beer market competition.
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STEADY IMPROVEMENT IN OPERATING RESULTS

Under the principle of “Quality, Brand, efficiency &
standardization”, the Company remained steady growth in all-
economic indexes based on the significant improvement in 2002.
The annual beer output and sales amount of the Company was
32.6 million hl with 9.2% year on year growth and the market
share of the Company was increased from 12.5% to 12.8%.
Calculated in accordance with GAAP of P.R.C., the sales income
was RMB7,508 million with 8% year on year growth; net profit
was RMB254 million with 10.6% year on year growth; and export
amount was 778.2 thousand hl with 15.7% year on year growth,

representing over 50% of the nation’s total beer export amount.

AUTHENTICATED BY HACCP

In 2003, the “Year of Quality” of the Company, the management

level of the Company was significantly improved.

After being awarded the “Quality Management” prize in 2002,
the Company passed authentication of HACCP-international food
safety controlling system in October 2003, being the first in
beer industry. During the entire progress from purchase of raw

materials to end of production, the Company realized Zero-risk
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through strict regulations on key quality controlling points. Till
now, the Company is the only brewery enterprise in beer industry
that has passed the international authentication of so called “Four
System” including Quality, Environment Protection, Security and

Hygiene & Food Security and owned nation-class researching center.

Consolidation and development of the “Tsingtao Beer” brand
was the Company’s core strategy in 2003, pursuant to which,
the Company clarified the strategy of brand orientation and brand
development by formulating a five-year plan of brand growing.
Sales amount of Tsingtao Beer, the principal brand, has reached
10.6 million hl, and the secondary brands, which include
“Laoshan”, “Hansi” and “Shanshui”, have also been enhanced.
The sales amount of the top four brands of the Company, Tsingao
Beer, Laoshan, Hansi and Shanshui, represents 53% of the total
sales, which led to a more scientific and reasonable brand

orientation and product structure.

Basing on micro-market research, the Company consolidated its
distribution system and established a distribution network with
core strength in local markets, by which, the Company

maintained its leading role in the national market with

continuous growth of sales market.
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SIGNIFICANT SUCCESS OF BEST PRACTICE EXCHANGE

The Company benefits a lot from the conclusion of the strategic
alliance with A-B through adopting its successful operating
experience and participation of A-B’s staffs in the Company’s

governing structure.

With the establishment of Best Practice Exchange Group, the
Company and A-B further exchanged their experiences in process
technology, system efficiency and etc. resulting our management
attention to “High Quality, Precision, Existing Standard and
Sophistication”, which has significant effect on promoting quality

assurance and cost control of the Company.

REFINEMENT OF CENTENNIAL CULTURE IN THE COMPANY’s
CENTENARY

With the Company’s centenary, the Company thoroughly
summarized and refined its culture in the past 100 years together
with domestic and overseas experts and scholars. The exploration
of hundred years’ culture of the brand enlightens the
development in new centenary. Branding as well as corporate
culture has become the significant compositions of the

Company’s core competitiveness.

The Company’s image has been enhanced by the popularity of
corporate culture films and series of books. Tsingtao Beer History
Museum, established during the Company’s centenary, is the
only beer museum in China and has become the history

testimony for development of Chinese beer industry and
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coagulation for characteristic culture of Tsingtao Beer. With the
management principle of “Integration of rigid and scientific
management and harmonious interpersonal relationship”, the
development foundation of “Centennial reputation” and the
management theory of “Humanization”, the Company led the

development trend of modern enterprises arousing public awareness.

IMPACT IN CAPITAL MARKET WAS ENHANCED

After the conclusion of strategic alliance with A-B, respectively
in April and October 2003, pursuant to the Strategic Investment
Agreement, the Company issued to A-B Convertible Bonds in
aggregate of HK$1.162 billion, which contributes to the

continuous development of the Company.

The impact of the Company in capital market has been improved
a lot with the widely approve of domestic and overseas investors
in the Company’s development strategy and investment value.
Stock price of the Company’s H shares was the highest among
its 10 years’ listing to become the first listed company who has

ever had higher H share price than A share.

BUSINESS PROSPECTS IN THE COMING YEAR

In 2004, Chinese beer market will face enhanced severe
competition from international large brewery groups and price
inflation of energy and raw materials, and thus breweries will

bear more burdens on production and operation.
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Facing various difficulties and challenges, the Company shall
continue to enhance internal system consolidation, optimize
resource distribution with the target of improving system efficiency
by utilization of synergy effect; Improve utilization efficiency of
inventory capitals by reorganizing the acquired enterprises; Continue
to optimize products and brands structure and enhance sales amount
and market competitiveness of the principal brand and the
secondary brands and promote brand image and vitality by brand
consolidation; Continue to consolidate value chain to search for
new improvement measures in every sector; Promote attentive
management; Raise product selling price timely under market
research to offset the negative affect caused by price inflation of

raw materials and strive for a rich return to the shareholders.

With the beginning of another 100 years, the Company launched
the “Continuous Development” Symposium and established the
Company’s 2004 operation principal “attentive management,
enhanced execution, consolidation of value chain, promotion
of exchange, continuous development and rebuilding of a new
base”. The Company is dedicating to enhance its core
competitiveness and continuous developing capability and build

a solid base for development.

Operating target of the Company in 2004: Beer output of 36
million hl, of which 12 million hl is the principal brand. The
Board of Directors confirms that the above target is pragmatic
and steady, and the senior management is quite confident in

realizing it.

Finally, I would like taking this chance to express my sincere
gratitude and appreciation to the shareholders for their strong,
wholehearted support and to the enterprise top management as
well as all the staff members for their loyalty, dedication and

excellent result achieved in the past year.

Li Gui Rong

Chairman

Qingdao, People’s Republic of China
Tst April, 2004



