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Is the Company being affected by rising
prices of foodstuff and energy in China?

Due to the significant price inflation in foodstuff in
2004, the average cost of rice used by the Company
in its production rose by over 40%. The costs of
coal, water and power supply have also increased
considerably. To offset the impact of such price
hikes, the Company has endeavoured to realign its
brand mix and product mix to the effect that the
principal brand and the three secondary brands will
account for 56% of our sales. We have also
enhanced internal management and succeeded in
lowering purchase cost and increasing operating
efficiency and synergies by procuring bulk raw
materials (such as packaging materials) through
tenders. As a result the Company has succeeded in
maintaining the level of its unit production cost,

thereby mitigating the impact of rising costs.
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What is Tsingtao Brewery's target for
growth in this year's operating results?
What are the growth drivers for sales
and profit in the years ahead?

The Board has set 41 million hl as this year's target
for beer sales, which means a year-on-year growth
of 10%. Although competition has been intense in
the market, the management is still confident and
determined to achieve or even exceed this target in
terms of sales revenue and profit growth. Growth
in the ensuing years will mainly be driven by higher
utilisation rates at existing plants and brand
realignment and optimisation, as we continue to
focus on cash flow growth and the quality of our

input and output.

How will Tsingtao Brewery be affected
by the share conversion of bonds held
by A-B?

In the short term, A-B's exercise of the convertible
bonds will inevitably have a dilutive effect on the
Company’s earnings per share. However, Tsingtao
Brewery will benefit immensely from the presence
of A-B as an important shareholder in the long run
and assure ongoing improvements in management
and technical standards by learning from A-B's

experience

in global growth

through best practice exchange.
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Please comment on Tsingtao Brewery's
export performance.

Tsingtao Brewery exported 0.54 million hl of beer
in 2004, which was 30% less compared to the
previous year. This was mainly due to dropping sales
in the Taiwan market. However, Phase | (50,000
tons) of the new brewery built in joint venture with
our distributor in Taiwan will be completed in the
coming June to supply the Taiwan market with
locally made Tsingtao Beer, and this will certainly
give a boost to our market share in Taiwan. Steady
growth was maintained in other export markets,
while the Company is also actively investigating the
possibility of producing branded beer in Southeast

Asia.

What are the capital expenditure plans
of the Company in 20057

Following large-scale strategic acquisitions made in
previous years, the Company now owns 50
breweries in 18 provinces throughout the country
with an aggregate capacity of over 50 million hl.
With a view to steady expansion, the Company has
been focusing in recent years on technology
upgrades as a means to improve production
capacity. The key is to improve efficiency so it is
less demanding in terms of capital expenditure.
Meanwhile, we will continue to make new
acquisitions or build new breweries in regions with

strong market potential.
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