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PARER ok
Mr. LI Gui Rong

Dear shareholders,

I have pleasure in presenting the Business Report and audited
Financial Statements of Tsingtao Brewery Company Limited
for the fiscal year ended on 31 December 2005 for your kind
review.

Analysis of Domestic Beer Market

China’s beer output in 2005 realized a yearly growth of 5.2%
to 306.2 million hl, the first time to break through 300 million
hl, while its output has been the largest in the world for 4
years in a row, although the growth rate was lower than that
in 2004. Meanwhile, the trend of a new round of integration
occurred in the brewery industry, which focused on mergers
and acquisitions (M&A) among the domestic and overseas
large enterprises, and adjustment of the national network of
the large enterprises. With their continuous growth of market
share through integration, the current market share of the
national top 10 brewers has accounted for 61% of the national
market, 6% higher than that in 2004. With the development
of China’s economy and improvements of consumption level,
the future of the brewery industry is still bright and promising.

Steady Growth of Operational Results

In 2005, as the largest brewery with highest market share in
the domestic brewery industry, Tsingtao Brewery obtained
steady growth in operational results, and kept its leading
position in the industry in terms of domestic beer output,
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sales revenue, profit, foreign exchanges generated from exports
and etc. through focusing on its internal organizational reform,
innovative marketing, detailed management to overcome the
influence of the negative factors such as the rising prices of
energy, transportation and raw materials.

The Company’s full-year sales volume increased 10% to 40.8
million hl. Calculated in accordance with the HKFRS, its
turnover increased 16% to RMB10,020,000,000; profit
distributable to shareholders increased 7.5% to
RMB310,000,000. The brand value of Tsingtao Beer, which
had reached RMB19,991,000,000, was still the No. 1 in the
domestic brewery industry.

New Board of Directors, Gradually
Improving Corporate Governance

In June 2005, the Company successfully held election for the
new Board of Directors. The elites and experts in the fields
of brewery, law, finance and accounting from USA, Hong
Kong and Mainland China joined the new Board of Directors,
and brought their respective valuable experience and
knowledge. The Board of Directors set “Business Promotion
Scheme for New Board of Directors”, and organized a new
management team with both expertise and working spirit,
which would surely lead to continuous progress in the future
competition.

Olympic Games Sponsor, Widely
Spreading Passion Culture

In the last year, with its good fame both in the domestic and
overseas markets, the Company was successfully chosen as
sponsor of Beijing 2008 Olympic Games, and then
immediately carried out a series of Olympic marketing and
promoting work. In the same time, the Company launched its
new brand vision “Passion, Dreams & Success” for Tsingtao
Beer, and widely spread and promoted it through sponsoring
the Games and a large TV program named Dreams in China,
which further promoted the brand fame and reputation of
Tsingtao Beer, and maintained its position as The Most
Favorite Chinese Beer Brand of Home and Overseas
Consumers.

TSINGTAO BREWERY CO., LTD.



BHREHEE (B

Chairman’s Statement (Continued)

AR A5 B > R RS 2P

TR R TR A FIHEAT T DA B 2 A gk W 1 S R B
2R A L AR B o 0P R AL A B R DL YR TR
W~ ST TS R B A~ DL B = oA A Y
S~ DAJUK g S8 R 7 R A 0 — U o b
RS o BRI D TE B T A0 ] o A A A gk R AL A 1
T 55 25 1) 75 AL A, e B R > RO T R S
LRGBS > (O T A g i 5 46 J=) i A A
R o SOV T OR AR R SR A A R A ORI B

B Ak o B RS B AL

AE YA DR R B RE J7 R HOBE > oK S S A
JE SRR A MR A ) B o AR R A A T 5 R
O\ ) il LR A AT B R o R R T R A4
SR I133E TI > ML REIR14% » F & EMM
BT ~ WL~ LK TN O R Y R T A B
HI66% » [F b 7 710 H 4 B o A5 i TE A5 R

Organizational Reform, Steadily
Promoting Strategic Transformation

Under the orientation of market, the Company had carried
out a reform on relations among property ownership and that
among management in 2005. This organizational reform was
the one in the value chain through the transformation of its 9
business offices, while its mission was to fulfill the strategies
and support the market, and its background was to realize its
three strategic transformations. The reform would play a far-
reaching and positive influence to the Company’s future
development through preliminarily realizing the strategic
transformation from a production-orientated organization to a
market-orientated one, starting the in-depth system integration
towards the value chain, promoting the optimization and
adjustment of the layout of the Company’s regional markets.

Brands Integration, Further Optimizing
Resource Allocation

The Company reinforced the integration of brands and product
structure in 2005 under the goal of improving profitability. It
received remarkable achievements in the brand integration
through positive marketing activities, in which the sales
volume of Tsingtao Beer, the principal brand, increased nearly
14% to 13.3 million hl, while the sales volumes of its top 6
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brands including Tsingtao Beer, Hans, Laoshan and Shanshui
has accounted for 66% of the Company’s total sales volume,
increasing 7 percentages. From the aspect of adjustment of
product structure, the Company promoted its high-end
products with greater efforts which resulted in the growth of
over 40% of the sales volume of draft beer, which was helpful
in the growth of the Company’s profits in whole.

Active Exploration, Gradually
Developing Overseas Markets

Other than strengthening the brand promotion and construction
of market network, the Company also considered to establish
plants or apply OEM in the regions where market needs were
very high. In Taiwan, the project of 50,000 tons, the initial
phase of the 100, 000 tons Taiwan Tsingtao Brewery Company
Limited established with the local distributor, was formally
put into production in May 2005. Besides, the Company
actively developed South-east Asia market, which helped to
realize a significant growth of sales volume there in last year.
At present, the Company is considering the feasibility of
applying OEM and establishing plants in South-east Asia.

Outlook for 2006

Look at 2006, with its main line of Olympic marketing, and
under the guideline of “To improve professional operating
capacity with detailed management and innovative marketing;
to expand the value-added room for the value chain with in-
depth integration and continuous reforms”, the Company

TSINGTAO BREWERY CO., LTD.



=R R E ()

Chairman’s Statement (Continued)

M BE o [ IR AR B B30 -A A A\l (TA-B
AW HRE BRI > fEEA TR RRA R
i BB K F A BT o

TR F N A A A T I S R T R R g o 4y
) RS E B BRI ) T I BL4408 T > b g
JELHE 3 F T BL 1508 T T o HEd gl A dE e H AR
A M IR o v W] B A R A O B
o

g ANHEMBE—-FEPRHTAR KN XN
KEEFH ~ EHN 0 B B 45 B8 R Bk B
T3 DL 3 0 W G !

HFR

ZEH R

HdE NRIEFIE] o 5
ZEREFEAHFNA=H

would improve its internationalized image from all aspects,
position its brands on the further detailed basis, strengthen
the construction of brands, base markets and sales network,
and meanwhile, promote the Company’s system integration,
and gradually improve the managing and technical level
through the Communications on Best Practice with Anheuser-
Busch Companies, Inc. (“A-B”).

In 2006, the Company would strive to realize 44 million hl of
its output, in which 15 million hl for its principal brand,
despite of the great pressure due to the competition from the
market. The Board of Directors deems this goal positive and
aggressive, and the senior management of the Company would
strive to overcome the obstacles to realize its set targets.

Last but not least, I would like to express my sincere gratitude
to our investors, our business partners, our dedicative and
aggressive management and staffs for your great supports in
the last year!

Chairman

LI Gui Rong

Qingdao, The People’s Republic of China
3 April 2006
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