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Dear shareholders,

I hereby present the Business Report and audited Financial
Statements of Tsingtao Brewery Company Limited for the fiscal
year end on 31 December 2006 for your kind review.

Analysis of Domestic Beer Market

In 2006, the domestic brewery sector kept its steady development
momentum driven by the steady growth of China’s economy. Its
annual sales volume reached 351.5 million hl with a year-on-year
growth of 14.7%, which helped it become one of the largest
countries in terms of beer production and consumption, and the
markets with fastest development pace in the world for the fourth
year in consecution. In 2006, the market share of top 10 domestic
beer producers reached 62.4%, 1.4 percentages up from the
previous year, with the further market centralization due to the
integration within the brewery sector. Meanwhile, the competition
becomes fiercer under the rapid growth of output capacity as a
result that the organic growth of breweries is gradually
transforming from focusing on M&A to greenfields and expansion
due to the hike of M&A price. Despite of these reasons, the
prospect of the brewery sector is still promising with the
development of domestic economy and the improvement of
consumption level.
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Steady Growth of Operational Results

The Company pushed the steady growth of operational results by
actively introducing latest management ideas, tools and methods
with open mind by insisting on the orientation of markets and
continuous internal management, mechanism reform and system
integration. In 2006, the Company realized its sales volume to
record high of 45.4 million hl, 11.5% up from 2005, in which
that of principal brand reached 16.3 million hl, 22.3% up from
the previous year; according to HKFRS, sales income of
RMB11.68 million, 16.5% up from the previous year; profit
attributable to shareholders of RMB448 million, 46% up from
the previous year; sales volume in overseas markets 0.65 million
hl, 25.7% up from the previous year. It appears a good trend that
the growth of profit is greater than that of sales income, and the
growth of sales income is greater than that of sales volume. To
reward its shareholders, the Company has been adopting a steady
dividend policy with a relatively high percentage in recent years.
The Board of Directors proposed RMBO0.22 per share as dividend
for the year of 2006.

In 2006, due to the changes of competition environment, the
Company proposed a development strategy of both focusing on
the integration and expansion. As a result of it, the Company
started Expansion Project of Increasing 2 Million HL in Tsingtao
Brewery No. 2, Relocation and Expansion of 1.5 Million HL of
Tsingtao Brewery (Xuzhou) Pengcheng Company, Greenfield of
2 Million HL in Jinan, Capital of Shandong Province. It would
create important and far-reaching influence in further improving
its domestic strategic network, increasing market share and
enhancing the competitiveness of the Company after the
completion of aforesaid projects.

As the official sponsor of Beijing 2008 Olympic Games, the
Company dedicated to the spreading of Olympic spirits by carrying
out a series of Olympic marketing activities, such as “Tsingtao
Beer ¢ I Am the Champion’, caravan road-show “Around China’,
to have more general people pay attention to the Games,
experience the Games and support the Games. Based on such
opportunity and platform, these activities promote the market
influence of Tsingtao brand and realize the harmonious
combination of corporate interests and social interests. Tsingtao
Beer was ranked No. 1 of “Top 500 Most Valuable Brands in
China’ again in 2006 among the beer brands by the World Brand
Lab with its brand value as high as RMB22.473 billion.

The Company’s latest corporate culture is more open and
innovative, while the concept of innovative management and
continuous improvements have been recognized by its staff. It
brings out the marketing mode of “Three-in-One” firstly in the
sector by harmoniously combining and utilizing the three means
of brand propaganda, consumers’ experience and product sales.
In the same time, the Company goes on to deepen its
organizational reform to realize the information sharing and
complementation so as to optimize the synergetic effect of strategy.
The continuous improvements in management greatly support the
Company’s sustainable development.
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In 2006, the scientific research result of “The Development and
Application of Brewing Technology with High Efficiency and
Low Energy Consumption’won “2006 National Sci-Tech Progress
Award (II)’. This technology can not only reduce the resource
consumption of water, coal, steam during the production of beer,
but also reduce the fermentation cycle as well, which is a break-
through innovation in the brewery sector, and efficiently promotes
the Company to improve its output capacity, reduce energy
consumption, and so on.

Outlook for 2007

For the year of 2007, the Company will follow the guideline of
“Utilizing all external and internal opportunities, highlighting on
brands, strengthening promotion, to maintain consistence between
strategy and implementation; establishing detailed management
mode, efficiently utilizing resources, absorbing human resources,
to improve the synergetic ability of value chain”, to carry out the
Olympic marketing activities in the theme of “Passion with
Olympics”, and follow the “1+3” strategic brand planning target
to promote the integration between Tsingtao brand and the other
three brands of Hans, Shanshui and Laoshan; further strengthen
the professional management and promote the operational
capability of value chain, to realize the harmony and consistence
of the Company’s general strategy, functional strategy and regional
strategy.

The year of 2007 will be the first year of implementing the strategy
of both focusing on integration and expansion. Therefore, the
Company will have its sales volume reach 50.8 million hl, in
which Tsingtao Beer will reach 19 million hl. The Board thinks
this target positive and aggressive, and believes the management
team will make any efforts to realize this target despite of the
difficulties.

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

Chairman

LI Gui Rong

Qingdao, the People’s Republic of China
19 April 2007

11



