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DEFINITIONS

In this circular, thefollowing expressionfavethe following meaningsunlessthe context

requiresotherwise:

uAlEn

“Airbus Aircraft”

“Airbus Aircraft Purchase
Agreement”

“Airbus Company”

“Airbus Transaction”

“Air ChinaCargo”

“Air Macau”

“Ameco”

“Board”

“Boeing Aircraft”

Air ChinalmportandExportCo.,acompany incorporated
in the People’sRepublic of China and a wholly-owned
subsidiaryof the Company

20 Airbus 330-Seriesaircraft to be purchasedby the
Company pursuant to the Airbus Aircraft Purchase
Agreement

the aircraftacquisitionagreementffectiveas of 26 June
2008pursuanto whichthe Companyhasagreedo acquire
andAirbus Companyhasagreedo selltheAirbus Aircraft

Airbus S.A. S.,acompanyincorporatedn Toulouse,
France

theacquisitionby the Companyof the Airbus Aircraft
pursuanto the Airbus Aircraft PurchaseAgreement

Air China Cargo Co., Ltd. (F| s/ €732 24 F [ i),
a companywith limited liability incorporatedunder the
laws of the People’'sRepublicof Chinaandwith 76% of
its registeredcapitalownedby the Companyasat the date
of thiscircular

Air Macau Company Limited, a company with limited
liability incorporatedunderthelawsof Macauandwith
51.0%of its sharecapitalownedby CNAC (Macau)asat
thedateof this circular

Aircraft Maintenance and Engineering Corporation,
Beijing (I™fIIRESAE ST A E LS ‘F[J), a company with

limited liability incorporated under the laws of the
People’sRepublicof Chinaandwith 60% of its registered
capital owned by the Company as at the date of this

circular

theboardof directorsof the Company
15Boeing777and30Boeing 737 aircraftto be purchased

by the Companypursuanto the Boeing AircraftPurchase
Agreement
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DEFINITIONS

“Boeing Aircraft Purchase
Agreement”

“Boeing Company”

“Boeing Transaction”

“CathayPacific”
HCNAC”

“CNACG”

“CNAHC”

“Company”

“Director(s)”

uGroupﬂ

“Hong Kong StockExchange”

“LatestPracticableDate”

“Listing Rules”

the aircraft acquisitionagreemeneffective as of 15 July
2008pursuanto whichthe Companyhasagreedo acquire
andBoeingCompanyhasagreedo sellthe BoeingAircraft

BoeingCompanyacompanyincorporatedunderthe
Lawsof Delawareof the United States

theacquisitionby the Companyof the BoeingAircraft
pursuanto theBoeingAircraft PurchaseAgreement

CathayPacific AirwaysLimited
ChinaNational Aviation CompanyLimited

China National Aviation Corporation(Group) Limited, a
companyincorporatedunderthe laws of Hong Kong and
awholly-ownedsubsidiaryof CNAHC asatthe dateof this
circular

ChinaNationalAviation Holding Companyacompany
incorporatedn the People’'sRepublicof China

Air ChinaLimited, acompanyincorporatedn the People’s
Republicof ChinawhoseH shareshavea primarylisting

on The Stock Exchange of Hong Kong Limited and

secondarylisting on the Official List of the UK Listing

Authority andwhoseA sharesare listed on the Shanghai
StockExchange

thedirector(s)of theCompany

the Companyandits subsidiarieandjoint ventures

The StockExchangeof HongKong Limited

15 July 2008, beingthe latestpracticabledateprior to the
printing of this circularfor ascertainingertain information

containedherein

TheRulesGoverningtheListing of Securitieson The
StockExchangeof HongKong Limited



DEFINITIONS

“PRC” People’sRepublicof Chinaexcluding,for the purposeof
thiscircularonly, HongKong, Macauand Taiwan

“SFO” the Securitiesand FuturesOrdinance(Chapter571 of the
Laws of Hong Kong), as amended, supplementedor

otherwisemodifiedfromtimeto time

“Supervisor(s)” thesupervisor(spf the Company
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(1) MAJOR TRANSACTION
(2) VERY SUBSTANTIAL ACQUISITION

1. INTRODUCTION

On 26 June2008the Companyannouncen the samedatethat the Board approvedthe
Airbus Aircraft PurchaséAgreementbetweenthe CompanyAIE andAirbus Companypursuant
to whichthe Companyagreedo purchase20 Airbus 330-Seriesircraftfrom Airbus Company.

The Airbus Transactionconstitutesa major transactionof the Companyunderthe Listing
Rules.
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On 15 July 2008 the Companyannouncecdn the samedatethat the Board approvedthe
BoeingAircraft PurchaseAgreementhetweerthe CompanyAlIE andBoeingCompany pursuant
to which the Companyagreedto purchasel5 Boeing 777 and 30 Boeing 737 aircraft from
BoeingCompany.

The Boeing Transactionconstitutesa very substantialacquisition transactionof the
CompanyundertheListing Rules.

Thepurposeof thiscircularis to setoutfurtherdetailsof the Airbus Transactiorand Boeing
Transaction.

2. THE AIRBUS AIRCRAFT PURCHASE AGREEMENT

(A) The Airbus Aircraft PurchaseAgreement

() Effectivedateof the AirbusTransaction

26June2008

(I Partiesto the AirbusTransaction

(i) the Company,asthe purchaserthe principal businessactivity of which is air
passengeair cargoandairline-relatedservices;

(i) AIE, astheimportagentfor the Company;and

(iii) Airbus Company,as the vendor, one of whose principal businessactivity is
aircraftmanufacturing.

The Companyconfirmsthat,to the bestof the Directors’ knowledge jinformation and
belief having made all reasonableenquiry, Airbus Companyand each of the ultimate

beneficial owner of Airbus Companyare independentthird parties and not connected
persongasdefinedin theListing Rules)of theCompany.

(111) Aircraftto beacquired

Airbus Aircraft, i.e. 20 Airbus 330-Seriesircraft

As atthe LatestPracticableDate,the Groupoperateda fleet of 229 aircraft, including
221passengeaircraftand8 freighters.
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(IV) Consideration

The aircraft basic price comprisesthe airframe price, optional featuresprices and
engineprice. The aircraft basicprice of the Airbus Aircraft in aggregatds approximately
US$3,821million (HK$29,842million). The aircraftpriceis subjectto price escalation by
applying a formula. Airbus Company has granted to the Company significant price
concessionswith regard to the Airbus Aircraft. These will take the form of credit
memorandumwhich may be usedby the Companytowardsthe final price of the Airbus
Aircraft or maybeusedfor the purchaseof goodsandservicesrom Airbus Company. Such
credit memorandumwere determinedafter arm’s length negotiationsbetweenthe parties
and as a result, the actual considerationfor the Airbus Aircraft is lower thanthe aircraft
basicpricementionedabove.

The Airbus Transactiorwasnegotiatedandenterednto in accordancevith customary
businesspractice. The extent of the price concessionggrantedto the Company inthe
Airbus Transactionis comparablewith the price concessionsthat the Company had
obtainedin the previousaircraft purchaseenteredinto betweenthe Companyand Airbus
Companyon10July2007(the2007 Airbus Aircraft Purchasg. The Companybelieves that
thereis no materialimpactof the price concession®btainedin the Airbus Transactioron
the unit operatingcostof the Company’sfleet. It is normalbusiness practicef the global
airline industry to disclosethe aircraft basic price, insteadof actual price,for aircraft
acquisition.Disclosureof the actualconsideratiorwould resultin the lossof the significant
price concessiongnd hencea significant negativeimpacton the Company’scost for the
Airbus Transaction,and would thereforenot be in the interestof the Companyand the
Company’sshareholdersas a whole. The Companyhasappliedto theStockExchangeor
andthe StockExchangehasgrantedawaiverfrom strict compliancef Rule 14.58(4)of the
Listing Rulesin respecf disclosureof theactual consideratioaf the Airbus Aircraft.

As the 2007 Airbus Aircraft Purchaseand the Airbus Transactionwere enteredinto
within a 12 month periodandwere both with Airbus Company,pursuantto Rule 14.22 of
the Listing Rules, their transactionamountsshould be aggregatedfor the purpose of
determining relevant percentageratios under Rule 14.07 of the Listing Rules. The
aggregatedransactioramountis approximatelyUS$5,227million (HK$40,823million).

(V) Paymen@nddeliveryterms

The aggregateconsideratiorfor the acquisitionof Airbus Aircraft is payableby cash
in instalmentsThe Companyis expectingto take delivery of the Airbus Aircraft in stages
fromearly2011to 2014.
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(V1) Sourceof funding

The Airbus Transactionwill be fundedthroughcashgeneratedrom the Company’s
businessoperations,commercialbank loansand other debt instrumentsof the Company.
The Companydoesnot expectthe Airbus Transactionto have any materialimpacton its
cash-flowpositionor its busines®perations.

(V1) Reasongor andbenefitsof the Airbus Transaction

Without taking into accountthe adjustmentof fleet which may be made by the
Companybasedon the marketcondition and the age of aircraft, the Airbus Aircraft will
increasehefleet capacityof the Companyin termsof availabletonnekilometresper annum
by approximatelyl6.5%comparedvith the Company’savailabletonnekilometres 02007,
and will principally reinforce Beijing’s position as a transportationhub and increase
frequencyof flights, departingoriginally from Beijing, of a numberof key domesticor
internationalroutes. The Companyexpectsthe Airbus Aircraft will deliver morecost-
efficientperformancendprovidemorecomfortableservicego passengers.

(Vli)Shareholdersapproval

As the relevantpercentageatio for the Airbus Transactionas calculatedunderRule
14.07 of the Listing Rulesis above 25%, but less than 100%, the Airbus Transaction
constitutesa major transactionand is thereforesubjectto approval by the Company’s
shareholdersindertheListing Rules.

CNAHC currently, directly and indirectly, owns approximately51.66% of the total
issuedsharecapital of the Company.Eachof CNAHC andits associateg¢asdefinedin the
Listing Rules) does not have any interestin the Airbus Transactionother than as a
shareholdeof the Company(whereapplicable) No shareholdeof the Companyis required
to abstainfrom voting if the Companywasto convenea generalmeetingfor the approval
to the Airbus TransactionPursuanto Rule 14.44 of the Listing Rules,a written approval
of CNAHC may be acceptedn lieu of holding a generalmeetingto approvethe Airbus
Transaction.

However, pursuantto the relevantregulationsof the ShanghaiStock Exchangeon
whichthe Company’sA sharesarelisted,the Airbus Transactions requiredto be approved
by the Company’sshareholderst a generalmeeting.Therefore,an extraordinarygeneral
meetingof the Companywill beconvenedo approvethe Airbus Transaction.

The Directorsbelievethatthe termsof the Airbus Transactiorarefair and reasonable
andin theinterestsof the shareholdersf the Companyasawhole. Accordingly,the Board
recommendsthat the shareholdersof the Company should vote to approvethe Airbus
Transactiorattheextraordinarygeneralmeeting.

7=
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(B) Effect of the Airbus Transaction

Basedon the technical specificationsof the Airbus Aircraft, the Companyexpectsthe
Airbus Aircraft to operatewith a higherutilization rate,moreefficient jet fuel consumptiorand
relativelylow maintenanceost. Thiswill enablethe Companyto operateon a cost-efficient basis
andwouldpotentiallyhaveapositiveeffectontheearningsof the Company.

As mentionedabove,the Airbus Transactionwill be partly financedby commercialbank
loansandotherdebtinstrumentsof the Company.The Airbus Transactiorwill therefore increase
the Group’s fixed assetsand liabilities. The Airbus Transactionmay alsoresultin an increase
in the Group’sdebt-to-equityratio. The total cashoutflow of the Companyin 2008in respectof
the Airbus Transactionis approximatelyUSD90.43million. However,the Company doesot
expectthe Airbus Transactionto have any material impact on its cash-flow position orits
busines®perations.

Saveasdescribedbove the Airbus Transactioris notexpectedo haveanymaterial impact
onearningsassetandliabilities of the Group.

3. THE BOEING AIRCRAFT PURCHASE AGREEMENT

(A) TheBoeingAircraft PurchaseAgreement

() EffectivedateoftheBoeingTransaction

15July 2008

(I PartiestotheBoeingTransaction

(i) the Company,asthe purchaserthe principal businessactivity of which is air
passengeRir cargoandairline-relatedservices;

(i) AIE, astheimportagentfor the Company;and

(iii) Boeing Company,as the vendor, one of whose principal businessactivity is
aircraftmanufacturing.

The Companyconfirmsthat,to the bestof the Directors’ knowledge jinformation and
belief having made all reasonableenquiry, Boeing Companyand each of the ultimate
beneficial owner of Boeing Companyare independentthird parties and not connected
persongasdefinedin theListing Rules)of the Company.
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(111) Aircraft to beacquired

TheBoeingAircraft, i.e. 15Boeing777and30Boeing737aircraft

As atthe LatestPracticableDate,the Groupoperateda fleet of 229 aircraft, including
221passengeaircraftand8 freighters.

(IV) Consideration

The aircraft basic price comprisesthe airframe price, optional featuresprices and
engineprice. The aircraft basicprice of the BoeingAircraft in aggregatds approximately
US$6,300million (HK$49,140million). Theaircraft priceis subjectto price escalation by
applying a formula. Boeing Company has granted to the Company significant price
concessionswith regard to the Boeing Aircraft. These will take the form of credit
memorandumwhich may be usedby the Companytowardsthe delivery invoice for the
respectiveBoeing Aircraft or may be usedfor the purchaseof goodsand servicesfrom
Boeing Company. Such credit memorandum were determined after arm’s length
negotiationsbetweenthe partiesand as a result, the actual considerationfor the Boeing
Aircraftis lowerthantheaircraftbasicpricementionedabove.

TheBoeingTransactiorwasnegotiatecandenterednto in accordanceavith customary
businesspractice. The extent of the price concessionggrantedto the Company inthe
Boeing Transactionis comparablewith the price concessionsthat the Company had
obtainedin the previousaircraft purchaseenteredinto betweenthe Companyand Boeing
Companyon 19 April 2006 (the 2006 BoeingAircraft Purchasg. The Companybelieves
thatthereis no materialimpactof the price concessionsbtainedin the Boeing Transaction
ontheunit operatingcostof the Company’sfleet. It is normalbusiness practicef the global
airline industry to disclosethe aircraft basic price, insteadof actual price,for aircraft
acquisition.Disclosureof the actualconsideratiorwould resultin the lossof the significant
price concessiongnd hencea significant negativeimpacton the Company’scost for the
Boeing Transaction,and would thereforenot be in the interestof the Companyand the
Company’sshareholdersas a whole. The Companyhasappliedto theStockExchangeor
andthe StockExchangehasgranteda waiverfrom strict complianceof Rule 14.58(4)and
Rule14.69(2)of theListing Rulesin respecibf disclosureof the actualconsideratiorof the
BoeingAircraft.

(V) Paymentanddeliveryterms

The aggregateonsideratiorfor the acquisitionof BoeingAircraft is payableby cash
in instalmentsThe Companyis expectingto take delivery of the BoeingAircraft in stages
fromearly2011to 2015.
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(B)

(V1) Sourceoffunding

The Boeing Transactiorwill be fundedthroughcashgeneratedrom the Company’s
businessoperations,commercialbank loansand other debt instrumentsof the Company.
The Companydoesnot expectthe Boeing Transactionto haveany materialimpacton its
cash-flowpositionorits busines®perations.

(V1) Reasondor andbenefitsof the BoeingTransaction

Without taking into accountthe adjustmentof fleet which may be made by the
Companybasedon the marketcondition and the age of aircraft, the BoeingAircraft will
increasehefleet capacityof the Companyin termsof availabletonnekilometresper annum
by approximately35% comparedwith the Company’savailabletonnekilometres 02007,
and will principally reinforce Beijing’s position as a transportationhub and increase
frequencyof flights, departingoriginally from Beijing, of a numberof key domesticroutes
and internationalroutes. The Company expectsthe Boeing Aircraft will deliver more
cost-efficientperformanceandprovidemorecomfortableservicedo passengers.

(Vi) Shareholdersapproval

As therelevantpercentageatio underRule 14.07of the Listing Rulesfor the Boeing
Transactionis more than 100%, the Boeing Transactionconstitutesa very substantial
acquisitionandis thereforesubjectto approvalby the Company’s shareholdensnderthe
Listing Rules. An extraordinarygeneral meeting of the Company will be convenedto
approvetheBoeing Transaction.

The Directorsbelievethatthetermsof the Boeing Transactiorarefair and reasonable
andin theinterestsof the shareholdersf the Companyasawhole. Accordingly,the Board
recommendsthat the shareholdersof the Companyshould vote to approvethe Boeing

Transactiorattheextraordinarygeneralmeeting.

Effect of the Boeing Transaction

Basedon the technical specificationsof the Boeing Aircraft, the Companyexpectsthe

Boeing Aircraft to operatewith a higherutilization rate, moreefficient jet fuel consumption and
relativelylow maintenanceost. Thiswill enablethe Companyto operateona cost-efficienbasis
andwouldpotentiallyhaveapositiveeffectontheearningsof the Company.

—-10-
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As mentionedabove,the Boeing Transactionwill be partly financedby commercialbank
loansandotherdebtinstrumentsof the Company.The BoeingTransactionwill therefore increase
the Group’sfixed assetsand liabilities. The Boeing Transactionmay alsoresultin an increase
in the Group’sdebt-to-equityratio. The total cashoutflow of the Companyin 2008in respecibof
the Boeing Transactionis approximatelyUSD29.31million. However,the Company doesiot
expectthe Boeing Transactionto have any material impact on its cash-flow position orits
busines®perations.

Save as describedabove, the Boeing Transactionis not expectedto have any material
impactonearningsasset@andliabilities of the Group.

4. FINANCIAL AND OPERATIONAL PROSPECTS

As disclosedin the 2007 annualreport of the Companydated17 March 2008, for the
financialyearended31 December007,air traffic revenueandotheroperatingrevenue reached
RMB47,717million andRMB3,612million, respectivelyrepresentingncreaseof 14.69%and
8.48% over 2006. The Directors believe that rising aviation fuel prices and increasing
competitionin the airline businesswill presentnewchallengedor the Groupin 2008.However,
the Directorsview the future prospectsduring the currentfinancial year of the Companywith
confidenceandbelievethat the Groupis well placedto continueto developits businessn line
with its strategy.

5. WORKING CAPITAL
Takinginto accountthe financialresourcesvailableto the Group,the Directorsare of the

opinion that the Group will have sufficient working capital for the next 12 monthsfollowing
thedateof this circular.

6. ADDITIONAL INFORMATION

Your attentionis drawn to the additional information set out in the appendicedo this
circular.

By Orderof theBoard
Kong Dong
Chairman

Beijing

—-11-



APPENDIX |

FINANCIAL

INFORMATION OF THE GROUP

. SUMMARY OF CONSOLIDATED INCOME STATEMENTS AND CONSOLIDATED

BALANCE SHEETS

The following consolidatedncome statementsf the Group for the threeyearsended31
December2007 andthe consolidatedbalancesheetsof the Groupasat 31 December2007, 2006
and2005areextractedfrom the Company’sannualreportsfor the two yearsended31 December

2007andreclassifiecasappropriate.

CONSOLIDATED INCOME STATEMENT

Air traffic revenue
Otheroperatingrevenue

Turnover

OPERATING EXPENSES

Jetfuel
Take-off,landinganddepotcharges
Depreciation

Aircraft maintenancerepairandoverhaul
Employeecompensatiomosts

Air cateringcharges

Aircraft andengineoperatingeaseexpenses
Otheroperatingeaseexpenses
Otherflight operatiorexpenses
Sellingandmarketingexpenses
Generalandadministrativeexpenses

Total operatingexpenses

PROFIT FROM OPERATIONS
Financerevenue

Financecosts

Gain on disposalof an associate
Shareof profits and lossef associates

PROFIT BEFORE TAX
Tax

PROFIT FOR THE YEAR

2007 2006 2005
RMB’000 RMB’000 RMB’000
47,717,546 41,606,130 35,300,826
3,612,995 3,330,476 2,990,140
51,330,541 44,936,606 38,290,966

(17,201,143)
(5,537,907)
(5,554,443)
(2,076,119)
(5,209,766)
(1,473,543)
(2,239,359)

(311,262)
(4,232,726)
(2,708,770)

(951,376)

(15,716,174)
(5,136,388)
(5,274,033)
(1,812,647)
(4,313,883)
(1,320,123)
(2,069,639)

(323,752)
(3,658,986)
(2,026,728)

(766,549)

(11,777,129)

(4,442,585)
(4,512,680)
(1,341,773)
(3,406,825)
(1,242,933)
(1,530,754)

(211,177)
(3,744,977)
(1,775,026)

(631,291)

(47,496,414)

(42,418,902)

(34,617,150)

3,834,127 2,517,704 3,673,816
2,376,572 1,177,871 1,248,607
(1,969,326) (1,876,487) (1,773,099)
- 1,592,633 -
1,364,740 517,500 224,930
5,606,113 3,929,221 3,374,254
(1,484,613)  (624,124)  (903,874)
4,121,500 3,305,097 2,470,380

- 12—
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FINANCIAL INFORMATION OF THE GROUP

Attributable to:
Equity holdersof the parent
Minority interests

Dividends:
Interim
Proposedfinal

2007 2006 2005
RMB’000 RMB’000 RMB’000
4,228,997 2,687,841 2,406,256
(107,497) 617,256 64,124
4,121,500 3,305,097 2,470,380

837,987 602,767 224,793
837,987 602,767 224,793

- 13-
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INFORMATION OF THE GROUP

CONSOLIDATED BALANCE SHEET

NON-CURRENT ASSETS
Propertyplantandequipment
Leaseprepayments
Intangibleasset
Interestsn associates
Advancepaymentdor aircraft
andrelatedequipment
Depositsfor aircraftunderoperatingeases
Longtermreceivablegrom
ultimateholdingcompany
Available-for-salanvestments
Deferrediaxassets

CURRENT ASSETS

Aircraft heldfor sale

Inventories

Accountsreceivable

Bills receivable
Prepaymentgjepositsandotherreceivables
Derivativefinancialinstruments
Pledgedleposits
Cashandcashequivalents
Duefrom ultimateholdingcompany
Duefromrelatedcompanies

TOTAL ASSETS

2007 2006 2005
RMB’000 RMB’000 RMB’000
61,691,673 54,767,664 47,190,728
1,046,042 1,013,529 1,072,066
75,194 - _
9,542,677 9,255,474 3,793,957
7,652,365 6,976,054 7,329,322
257,505 259,681 222,945
331,813 431,813 531,813
1,997 6,704 22,266
626,645 1,064,157 1,017,557
81,225,911 73,775,076 61,180,654
184,728 - -
1,142,050 1,015,266 851,315
2,794,280 2,835,227 2,764,475
1,599 - -
1,318,062 1,077,036 762,435
6,493 99,935 127,659
118,624 211,504 176,575
3,906,520 5,159,181 2,345,761
335,129 289,933 474,216
22,881 14,378 38,039
9,830,366 10,702,460 7,540,475
91,056,277 84,477,536 68,721,129

—14-
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CURRENT LIABILITIES

Air traffic liabilities
Accountspayable

Bills payable
Otherpayablesandaccruals
Derivativefinancialinstruments
Taxpayable
Obligationsunderfinanceleases
Bankandotherloans
Provisionfor majoroverhauls
Duetorelatedcompanies

NET CURRENT LIABILITIES
TOTAL ASSETSLESSCURRENT

LIABILITIES

NON-CURRENT LIABILITIES
Obligationsunderfinanceleases
Bankloans,otherloansandcorporatebonds
Provisionfor majoroverhauls
Provisionfor earlyretirementenefits

obligations

Longtermpayables

Deferredincome

Deferredtaxliabilities

NET ASSETS

2007
RMB’000

(2,156,104)
(5,930,800)
(4,350,281)
(14,826)
(1,111,404)
(2,216,680)
(10,978,835)
(83,907)
(45,142)

2006
RMB’000

(1,530,484)
(5,221,061)
(651,345)
(4,192,887)
(242,108)
(534,273)
(2,354,905)
(11,139,021)
(47,318)
(39,989)

2005
RMB’000

(1,476,619)
(4,601,364)
(327,937)
(4,168,435)
(1,791)
(421,077)
(1,954,873)
(10,401,170)
(18,721)
(174,151)

(26,887,979)

(25,953,391)

(23,546,138)

(17,057,613)

(15,250,931)

(16,005,663)

64,168,298 58,524,145 45,174,991
(13,328,193) (11,247,855) (8,078,671)
(16,615,291) (12,701,977) (12,822,879)
(1,190,415)  (921,929)  (635,718)
(164,837)  (201,199)  (189,141)
(190,005)  (252,591)  (352,880)
(872,023)  (948,966)  (1,025,910)
(300,181)  (513,935)  (519,186)

(32,660,945)

(26,788,452)

(23,624,385)

31,507,353

31,735,693

21,550,606

- 15—
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EQUITY ATTRIBUTABLE TO EQUITY
HOLDERS OF THE COMPANY

Issuedsharecapital
Treasuryshares
Reserves

Proposedinal dividend

MINORITY INTERESTS

TOTAL EQUITY

2007 2006 2005
RMB’000 RMB’000 RMB’000
12,251,362 12,251,362 9,433,211
(1,283,492)  (1,246,955) -
19,551,280 18,117,084 10,659,030
837,987 602,767 -
31,357,137 29,724,258 20,092,241
150,216 2,011,435 1,458,365
31,507,353 31,735,693 21,550,606

- 16—
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II.  CONSOLIDATED FINANCIAL
DECEMBER 2007

STATEMENTS FOR THE YEAR ENDED 31

The following auditedfinancial statementof the Group are extractedfrom the Company’s

annualreportfor theyearended31 Decembef007.

CONSOLIDATED INCOME STATEMENT
Yearended31 Decembe007

TURNOVER
Air traffic revenue
Otheroperatingrevenue

OPERATING EXPENSES

Jetfuel costs
Take-off,landinganddepotcharges
Depreciation

Aircraft maintenancerepairandoverhaulcosts
Employeecompensatiomosts

Air cateringcharges

Aircraft andengineoperatingeaseexpenses
Otheroperatingeaseexpenses

Otherflight operatiorexpenses
Sellingandmarketingexpenses
Generalandadministrativeexpenses

PROFIT FROM OPERATIONS
Financerevenue

Financecosts

Gain on disposalof an associate
Shareof profits and lossef associates

PROFIT BEFORE TAX
Tax

PROFIT FOR THE YEAR

- 17 -

Notes

© 00 00

12

2007 2006
RMB’000 RMB’000
47,717,546 41,606,130
3,612,995 3,330,476
51,330,541 44,936,606

(17,201,143)
(5,537,907)
(5,554,443)
(2,076,119)
(5,209,766)
(1,473,543)
(2,239,359)

(311,262)
(4,232,726)
(2,708,770)

(951,376)

(15,716,174)
(5,136,388)
(5,274,033)
(1,812,647)
(4,313,883)
(1,320,123)
(2,069,639)

(323,752)
(3,658,986)
(2,026,728)

(766,549)

(47,496,414)

(42,418,902)

3,834,127 2,517,704
2,376,572 1,177,871
(1,969,326) (1,876,487)

- 1,592,633
1,364,740 517,500
5,606,113 3,929,221
(1,484,613)  (624,124)
4,121,500 3,305,097
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Attributable to:
Equity holdersof theCompany
Minority interests

Dividends:
Interim
Proposedfinal

Earnings per shareattributable to
equity holders of the Company:
Basic

Diluted

- 18-

2007 2006
Notes RMB’000 RMB’000
4,228,997 2,687,841
(107,497) 617,256
4,121,500 3,305,097

14
837,987 602,767
837,987 602,767

15
35.6cents 26.2cents
NA NA
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CONSOLIDATED BALANCE SHEET
31 Decembe007

NON-CURRENT ASSETS
Propertyplantandequipment
Leaseprepayments
Intangibleasset
Interestsn associates
Advancepaymentdor aircraftand
relatedequipment
Depositsfor aircraftunderoperatingeases
Longtermreceivablgrom
ultimateholdingcompany
Available-for-salanvestments
Deferrediaxassets

CURRENT ASSETS

Aircraft heldfor sale

Inventories

Accountsreceivable

Bills receivable
Prepaymentgjepositandotherreceivables
Derivativefinancialinstruments
Pledgedieposits
Cashandcashequivalents
Duefrom ultimateholdingcompany
Duefromrelatedcompanies

TOTAL ASSETS

—-19-

Notes

16
17
18
21

22
23
24

25
26
27

28
49(c)
29
29
30
31

2007 2006
RMB’000 RMB’000
61,691,673 54,767,664
1,046,042 1,013,529
75,194 -
9,542,677 9,255,474
7,652,365 6,976,054
257,505 259,681
331,813 431,813
1,997 6,704
626,645 1,064,157
81,225,911 73,775,076
184,728 -
1,142,050 1,015,266
2,794,280 2,835,227
1,599 -
1,318,062 1,077,036
6,493 99,935
118,624 211,504
3,906,520 5,159,181
335,129 289,933
22,881 14,378
9,830,366 10,702,460
91,056,277 84,477,536
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CURRENT LIABILITIES

Air traffic liabilities
Accountspayable

Bills payable
Otherpayablesandaccruals
Derivativefinancialinstruments
Taxpayable
Obligationsunderfinanceleases
Bankandotherloans
Provisionfor majoroverhauls
Duetorelatedcompanies

NET CURRENT LIABILITIES

TOTAL ASSETSLESSCURRENT
LIABILITIES

NON-CURRENT LIABILITIES
Obligationsunderfinanceleases
Bankloans,otherloansandcorporatebonds
Provisionfor majoroverhauls

Provisionfor earlyretirementenefitsobligations
Longtermpayables

Deferredincome

Deferredtaxliabilities

NET ASSETS

EQUITY ATTRIBUTABLE TO EQUITY
HOLDERS OF THE COMPANY

Issuedsharecapital

Treasuryshares

Reserves

Proposedinal dividend

MINORITY INTERESTS

TOTAL EQUITY

—-20-

Notes

32

33

34
49(c)

35
36
37
31

35
36
37

38
39
24

40
41
42
14

2007
RMB’000

(2,156,104)
(5,930,800)
(4,350,281)
(14,826)
(1,111,404)
(2,216,680)
(10,978,835)
(83,907)
(45,142)

2006
RMB’000

(1,530,484)
(5,221,061)
(651,345)
(4,192,887)
(242,108)
(534,273)
(2,354,905)
(11,139,021)
(47,318)
(39,989)

(26,887,979)

(25,953,391)

(17,057,613)

(15,250,931)

64,168,298

58,524,145

(13,328,193)
(16,615,291)
(1,190,415)
(164,837)
(190,005)
(872,023)
(300,181)

(11,247,855)
(12,701,977)
(921,929)
(201,199)
(252,591)
(948,966)
(513,935)

(32,660,945)

(26,788,452)

31,507,353 31,735,693
12,251,362 12,251,362
(1,283,492)  (1,246,955)
19,551,280 18,117,084

837,987 602,767
31,357,137 29,724,258

150,216 2,011,435
31,507,353 31,735,693
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
Yearended31 Decembe2007

As at 1 January2006

Profit for the year

Final 2005 dividend
declared

Proposedfinal 2006
dividend (note 14(a))

Transferto reserveunds
(note 14(b))

Issueof new shares

Sharesissueexpenses

New capital contributionby
a minority shareholdeiof
a subsidiary

Dividendspaid to minority
shareholderdy
subsidiaries

Elimination for reciprocal
shareholdingnote 41)

Exchangerealignment

As at 31 Decemher2006
and 1 January2007
Profit for the year
Final 2006 dividend
declared
Proposedfinal 2007
dividend (note 14(a))
Transferto reservefunds
(note 14(b))
Acquisition of minority
interestof a subsidiary
Shareof reservesof
associates
Dividendspaid to minority
shareholderdy
subsidiaries
Elimination for reciprocal
shareholdingnote 41)
Exchangerealignment

As at 31 December2007

Attributable to equity holders of the Company

Foreign

Issued exchange  Proposed
share  Treasury Capital Reserve  Retained translation final Minority Total
capital shares  reserve funds profits reserve  dividend Total interests equity
RMB000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000  RMB'000
9,433,211 - 7,731,926 362,884 2373,794  (34,367) 224,793 20,092,241 1,458,365 21,550,606
- - - - 2,687,841 - - 2,687,841 617,256 3,305,097
- - - - - - (224,793)  (224,793) - (224,793)
- - - - (602,767 - 602,767 - - -
- - - 405514 (405,514) - - - - -
2,818,151 - 5,897,294 - - - - 8,715,445 - 8,715,445
- - (145,097) - - - - (145,097) - (145,097)
- - - - - - - - 451 451
- - - - - - - - (10,571)  (10,571)
- (1,246,955) - - - - - (1,246,955) - (1,246,955)
- - - - - (154,429 - (154,424)  (54,066) (208,490)
12,251,362 (1,246,955) 13,484,123*  768,398* 4,053,354* (188,791)* 602,767 29,724,258 2,011,435 31,735,693
- - - - 4,228,997 - - 4228997 (107,497) 4,121,500
- - - - - - (602,767) (602,767 - (602,767)
- - - - (837,987) - 837,987 - - -
- - - 582,602 (582,602) - - - - -
- - (1,294,115) - - - - (1,294,115) (1,738,839) (3,032,954)
- - 138272 - - - - 138212 - 138272
- - - - - - - - @) @om)
- (36,537) - - - - - (36,537 - (36,537)
- - - - - (800,972) - (800,971)  (13,806) (814,777)
12,251,362 (1,283,492) 12,328,280* 1,351,000% 6,861,762 (989,762)* 837,987 31,357,137 150,216 31,507,353

* Theaggregatef thesereserveaccountgepresentsheconsolidatedeserveof RMB19,551,280,0002006:
RMB18,117,084,000in theconsolidatedalancesheet.

—-21-
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CONSOLIDATED CASHFLOW STATEMENT
Yearended31 Decembe2007

CASH FLOW SFROM OPERATING
ACTIVITIES
Profit beforetax
Adjustmentdor:
Exchangegains,net
Gainsonfuel derivativesnet
Dividendincomefrom available-for-sale
investments
Shareof profitsandlossesof associates
Depreciation
Gainsondisposalof property,plantand
equipmentnet
Lossonderecognitiorof property,plantand
equipment
Amortisationof leaseprepayments
Reversabf impairmentof accountgeceivable
Interestincome
Interestexpensesnetof interestcapitalised
Gainondisposalof anassociate
Impairmentlossonavailable-for-sale
investments
Impairmentlossonaircraftheldfor sale

— 22—

Notes

2007 2006
RMB’000 RMB’000
5,606,113 3,929,221
(1,979,293)  (980,849)
(235,944)  (113,225)
(224) (265)
(1,364,740) (517,500)
5,554,443 5,274,033
(165,311) (17,353)
37,138 70,206
22,478 21,495
(1,411) (1,902)
(110,013) (80,689)
1,969,326 1,876,487
- (1,592,633)
4,481 15,562
142,800 -
9,479,843 7,882,588
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Increasdn inventories

Decrease/(increas@) accountsandbills
receivable

Increasean prepaymentsgepositsaandother
receivables

Increasen depositdor aircraftunder
operatingeases

Decreasen theamountduefrom ultimate
holdingcompany

Decrease/(increas@) amountduefrom
relatedcompanies

Increasen air traffic liabilities

Increasean accountgayable

Increase/(decreas#) bills payable

Increasen otherpayablesandaccruals

Increase/(decreas#) amountdueto
relatedcompanies

Increasean provisionfor majoroverhauls

Increase/(decreasda) provisionfor earlyretirement

benefitsobligations
Recognitionof deferredncome

Cashgeneratedrom operations
Interestpaid

Enterpriseéncometax paidin MainlandChina

NET CASH INFLOW FROM OPERATING

ACTIVITIES

— 23—

2007 2006
RMB’000 RMB’000
(126,784) (163,951)

40,759 (68,873)
(215,065) (329,898)
(37,645) (21,416)
54,804 284,283
(8,503) 23,661
625,617 53,865
709,739 619,697
(651,345) 323,408
184,826 13,596
5,153 (134,162)
305,075 314,808
(36,362) 12,058
(76,943) (76,943)

10,253,169 8,732,721

(2,267,801) (1,957,805)
(683,724) (562,779)

7,301,644 6,212,137
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CASHFLOW SFROM INVESTING ACTIVITIES

Purchasesf property,plantandequipment

Acquisitionof intangibleasset

Proceed$rom disposalof property,plantand
equipment

Decrease/(increasea) leaseprepayments

Decrease/(increasef advancgaymentdor aircraft
andrelatedequipment

Netcashsettlement®f fuel derivatives

Increasen amountduefrom associates

Increase/(decreasa) amountgdueto associates

Decrease/(increas@) non-pledgediepositswith
maturity of morethanthreemonthswhenacquired

Decrease/(increasé) pledgeddeposits

Interestreceived

Acquisitionof minority interestof asubsidiary

Capitalcontributionsto associates

Dividendsreceivedonlongterminvestments

Dividendsreceivedrom available-for-salénvestments

Dividendsreceivedfrom associates

Receiptdrom thedisposalof anassociate

NET CASHOUTFLOW FROM INVESTING
ACTIVITIES

NET CASH OUTFLOW BEFORE FINANCING
ACTIVITIES

— 24—

2007
RMB’000

(7,657,281)
(38,671)

282,755
(61,969)

(676,311)
88,035

(38,310)
33,729

141,598
92,880
110,013

(3,032,954)

(2,938)
224

546,832

2006
RMB’000

(7,127,790)

337,751
37,042

353,268

381,266

(81,966)
(6,479)

(1,473,402)
(34,929)
80,689

(5,460,124)
265
406,867
439,561

(10,212,368)

(12,147,981)

(2,910,724)

(5,935,844)
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2007 2006
Notes RMB’'000 RMB’'000
CASH FLOW SFROM FINANCING
ACTIVITIES
New bankloans,otherloansandcorporatebonds 17,271,722 14,476,780
Repaymenof bankandotherloans (12,404,754) (13,394,291)
Repaymenof principalsunderfinancelease
obligations (2,361,068) (1,995,039)
Settlemendflongtermpayables (62,586) (113,562)
Dividendspaidto minority shareholders (1,077) (10,571)
Netproceeddromissuancef newshares - 8,570,348
New capitalcontributionby a minority
shareholdeof asubsidiary - 451
Dividendspaid (602,767) (224,793)
NET CASHINFLOW FROM FINANCING
ACTIVITIES 1,839,470 7,309,323
Effect of exchangerate changeson cashand
cashequivalents (39,809) (33,461)
NET INCREASE/(DECREASE) IN CASH AND
CASH EQUIVALENTS (1,111,063) 1,340,018
Cashandcashequivalentatbeginningof year 3,588,404 2,248,386
CASH AND CASH EQUIVALENTS AT END
OF YEAR 29 2,477,341 3,588,404

- 25—
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BALANCE SHEET
31 Decembe007

NON-CURRENT ASSETS

Propertyplantandequipment

Leaseprepayments

Intangibleasset

Interestsn subsidiaries

Interestdn joint ventures

Interestsn associates

Advancepaymentdor aircraftandrelated
equipment

Depositsfor aircraftunderoperatingeases

Longtermreceivablgrom ultimate
holdingcompany

Available-for-salénvestments

Deferredtaxassets

CURRENT ASSETS

Inventories

Accountsreceivable

Bills receivable
Prepaymentgjepositsandotherreceivables
Derivativefinancialinstruments
Pledgedieposits
Cashandcashequivalents

Duefrom ultimateholdingcompany
Duefromrelatedcompanies

TOTAL ASSETS

— 26—

Notes

16
17
18
19
20
21

22
23
24

26
27

28
49(c)
29
29
30
31

2007 2006
RMB’000 RMB’000
59,258,919 52,021,875
969,725 991,884
75,194 -
8,819,247 5,736,360
1,403,788 1,403,788
933,246 796,966
7,652,365 6,976,054
192,848 186,407
331,813 431,813
3,516 816
546,690 997,633
80,187,351 69,543,596
689,871 640,888
2,326,307 2,371,867
1,599 -
1,121,608 842,699
6,493 98,026
2,486 80,672
1,348,887 2,921,900
350,377 304,933

- 21
5,847,628 7,261,006
86,034,979 76,804,602
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CURRENT LIABILITIES

Air traffic liabilities
Accountspayable

Bills payable
Otherpayablesandaccruals
Derivativefinancialinstruments
Taxpayable
Obligationsunderfinanceleases
Bankandotherloans
Provisionfor majoroverhauls
Duetorelatedcompanies

NET CURRENT LIABILITIES
TOTAL ASSETSLESSCURRENT

LIABILITIES

NON-CURRENT LIABILITIES
Obligationsunderfinanceleases
Bankloans,otherloansandcorporatebonds
Provisionfor majoroverhauls

Provisionfor earlyretirementenefitsobligations
Longtermpayables

Deferredincome

Deferredtaxliabilities

NET ASSETS

EQUITY
Issuedsharecapital
Reserves
Proposedinal dividend

TOTAL EQUITY

- 27—

Notes

32

33

34
49(c)

35
36
37
31

35
36
37

38
39
24

40
42
14

2007
RMB’000

(2,013,038)
(4,850,304)
(3,663,181)
(6,819)
(1,105,443)
(2,216,680)
(10,605,465)
(83,907)
(27,730)

2006
RMB’000

(1,418,304)
(4,156,278)
(610,545)
(3,545,797)
(242,108)
(530,720)
(2,354,905)
(10,737,064)
(47,318)
(18,913)

(24,572,567)

(23,661,952)

(18,724,939)

(16,400,946)

61,462,412

53,142,650

(13,328,193)
(15,938,092)
(940,806)
(97,015)
(158,050)
(872,023)
(286,690)

(11,247,855)
(12,130,330)
(696,828)
(141,416)
(218,305)
(948,966)
(502,633)

(31,620,869)

(25,886,333)

29,841,543 27,256,317
12,251,362 12,251,362
16,752,194 14,402,188

837,987 602,767
29,841,543 27,256,317
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NOTES TO FINANCIAL STATEMENTS
31 Decembe007

1. GROUP REORGANISATION, PRINCIPAL ACTIVITIES AND BASIS OF PRESENTATION OF
FINANCIAL STATEMENTS

Air ChinaLimited (the “Company”) was establishedas a joint stock limited companyin Beijing, the People’s
Republicof China(the “PRC"), on 30 SeptemberR004.The Company’sH sharesare listed on The Stock Exchange
of Hong Kong Limited (the“HKSE”) andthe London StockExchangeln the opinion of the Directors,the Company'’s
parentandultimate holding companyis China National Aviation Holding Company(“CNAHC"), a PRC state-owned
enterprisaunderthesupervisiornof the StateCouncil.

On 18 August2006,1,639,000,0004 sharesof the Companywereissuedatanoffer priceof RMB2.80per share
and listed on the ShanghaiStock Exchange.The net proceedsfrom the initial public offering of A shares,after
deductingshareissueexpensesof RMB76,004,278,amountedto RMB4,513,195,722pf which RMB1,639,000,000
andRMB2,874,195,722verecreditedto the Company’spaid-upcapitalandcapitalreserverespectively.

On8June2006,the Companytogethemwith ChinaNationalAviation CompanyLimited (“CNAC”, a
69%-ownedsubsidiaryof the Companypreviouslylisted on the HKSE and wasthen privatisedby the Companywith
effectfrom 24 January2007),CathayPacific Airways Limited (“Cathay”), CITIC PacificLimited (“CITIC") and Swire
PacificLimited (“SPAC”) enterinto aconditionalagreementor thefollowing transactions:

(i saleof the Group’sentireinterestin Hong Kong DragonAirlines Limited (“Dragonair”) held by CNAC
to Cathayfor 288,596,335%haredssuedby Cathayat a price of HK$13.5pershareandcash consideration
of approximatelyHK$433 million;

(i) acquisitionof 359,170,636haresand40,128,29%haresn Cathayby the Companyfrom CITIC and SPAC,
respectivelyatapriceof HK$13.5pershare;

(i) paymentof a specialinterim dividend by Cathayof HK$0.32 per shareafter completionof the above
transactionsand

(iv) issueof1,179,151,36H sharef the Companyto Cathayatapriceof HK$3.45perH share.

The abovetransactionsbecameunconditionaland were completedon 28 Septembe2006 exceptfor the issue
of 1,179,151,364H sharesof the Companyto Cathaywhich was completedon 27 Septembe2006.After completion
of the abovetransactionsthe Companyhasacquired,throughits subsidiariesan aggregateof 687,895,263hares or
17.5% equity interestin Cathaywhich hasbeenaccountedfor as an associaten the Group’s consolidatedfinancial
statementsince28 SeptembeR006.

On 24 January2007,the CompanyprivatisedCNAC by way of a schemeof arrangemen{the “Scheme”)under
Section166of theHongKong Companierdinancethatcomprisedhefollowing arrangements:

(i purchaserom the minority shareholder®f CNAC of anaggregateof 1,048,052,00Gharesn CNAC for
cancellationat a price of HK$2.8 per shareor at an aggregateonsideratiorof approximately HK$2,935
million; and

(i)  purchaseof anaggregateof 66,252,0000utstandingshareoptionsgrantedunderthe shareoption scheme
of CNAC for cancellationat a price of HK$1.66 for eachoption or at an aggregateconsiderationof
approximatelyHK$110 million with the remaining 38,126,000shareoptions grantedunder the share
optionschemeof CNAC forfeitedby therespectiveoptionholders.

The Schemebecameeffective on 24 January2007 and the listing of CNAC on the HKSE was then officially
withdrawn.

The principal activities of the Company,its subsidiariesand joint ventures(collectively the “Group”) and
associatesconsist of the provision of airline, airline-relatedservices,including aircraft engineeringservices,air
cateringservicesandairportgroundhandlingservicesmainly in MainlandChina,HongKong andMacau.

The registeredoffice of the Companyis locatedat 9th Floor, Blue Sky Mansion, 28 TianzhuRoad, Zone A,
TianzhuAirport IndustrialZone,ShunyiDistrict, Beijing 101312 the PRC.

— 28—
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basisof preparation

Thesefinancial statementfhiavebeenpreparedin accordancewith InternationalFinancialReportingStandards
(“IFRSs”, which comprisestandardsand interpretationsapprovedby the InternationalAccounting StandardsBoard,
and InternationalAccounting Standardq“IAS”) and StandingInterpretationsCommitteeinterpretationsapprovedby
the InternationalAccounting Standard<Committeethatremainin effect) andthe disclosurerequirementf the Hong
Kong CompanieOrdinance Thesefinancial statementarepresentedn Renminbi(*RMB”) andall valuesare rounded
to thenearesthousandRMB’000) exceptwhenotherwiseindicated.

These financial statementshave been preparedon a historical cost basis, except for derivative financial
instrumentswhich havebeenmeasuredt fair value and aircraft held for salewhich havebeenstatedat the lower of
theircarryingamountsandfair valueslesscoststo sell.

Impactof newandrevisedlFRSs

The Group hasadoptedthe following new andrevisedIFRSsfor the first time for the currentyears financial
statementsExceptfor in certaincasesgiving rise to new andrevisedaccountingpoliciesand additionaldisclosures,
the adoption of thesenew and revised standardsand interpretationshas had no material effect on thesefinancial
statements.

IFRS7 FinanciallnstrumentsDisclosures

IAS 1 Amendment CapitalDisclosures

IFRIC-Int 8 Scopeof IFRS2

IFRIC-Int9 Reassessmewnf Embeddederivatives
IFRIC-Int 10 Interim FinancialReportingandImpairment

(@) IFRS7FinancialInstrumentsDisclosures

This standardrequiresdisclosureshat enableusersof the financial statementgo evaluatethe significanceof
the Group’sfinancialinstrumentsandthe natureand extentof risks arisingfrom thosefinancialinstrumentsThe new
disclosuresareincludedthroughoutthe financial statementsWhile therehasbeenno effect on the financial position
orresultsof operation®of the Group,comparativeanformationhasbeenincludedwhereappropriate.

(b)  Amendmento IAS 1 Presentatiorof Financial Statements Capital Disclosures

Thisamendmentequiresthe Groupto makedisclosureghatenableusersof the financial statementso evaluate
the Group’s objectives,policies and proceduresor managingcapital. Thesenew disclosuresare shownin note49to
thefinancialstatements.

(c) IFRIC-Int8 ScopeofIFRS2

This interpretationrequiresIFRS 2 to be applied to any arrangementin which the Group cannotidentify
specificallysomeor all of the goodsor servicesreceived,for which equityinstrumentsaregrantedor liabilities (based
onavalueof the Company’sequityinstruments)reincurredby the Groupfor a considerationandwhich appearso be
lessthanthe fair value of the equity instrumentsgrantedor liabilities incurred. As the Companyhas notissuedany
equity instrumentsto its employeesand only incurredliabilities to its employeesfor identified services providedn
accordancewith its shareappreciationright arrangementthe interpretationhas had no effect on these financial
statements.

(d) IFRIC-Int9 Reassessmenf Embeddederivatives

This interpretationrequiresthat the dateto assessvhetheran embeddedlerivativeis requiredto be separated
from thehostcontractandaccountedor asa derivativeis the datethatthe Groupfirst becomesa partyto the contract,
with reassessmernly if thereis a changeto the contractthat significantly modifiesthe cashflows. As the Grouphas
no embeddedderivative requiring separationfrom the host contract, the interpretationhas had no impact onthe
financialpositionor resultsof operationsf the Group.

(e) IFRIC-Int 10InterimFinancial Reportingand Impairment

The Group hasadoptedIFRIC Interpretation10 asat 1 January2007,which requiresthat an impairmentloss
recognisedn apreviousinterim periodin respectof goodwill or aninvestmentin eitheranequityinstrument classified
asavailable-for-saleor a financial assetcarriedat costis not subsequentlyeversedAs the Group hadno impairment
lossespreviouslyreversedin respectof suchassetsthe interpretationhashad no impacton the financial positionor
resultsof operationof the Group.

— 29—
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Impactofissuedbut notyeteffectivelFRSs

TheGrouphasnotappliedthefollowing newandrevisedlFRSs,whichhavebeenissuedbutarenotyet effective,
in thesefinancial statements:

IFRS2 Amendment Share-baseBayments- VestingConditionsandCancellations
IFRS 3 (Revised) BusinessCombinations

IFRS8 OperatingSegments

IAS 1 (Revised) Presentatiomf FinancialStatements

IAS 1 Amendment PuttableFinanciallnstruments

IAS 23 (Revised) Borrowing Costs

IAS 27 (Revised) ConsolidatecandSeparatd-inancialStatements

IAS 32 Amendment PuttableFinanciallnstruments

IFRIC-Int 11 IFRS2 - Groupand TreasuryShareTransactions

IFRIC-Int 12 ServiceConcessiomrrangements

IFRIC-Int 13 CustomerLoyalty Programmes

IFRIC-Int14 IAS 19— TheLimit onaDefinedBenefit Asset,Minimum Funding

Requirementandtheir Interaction

(a) Amendmento IFRS2 Share-base&®ayments- VestingConditionsandCancellations

Thisamendmenwill becomeeffectivefor annualperiodsbeginningon or after1 January2009.This amendment
restrictsthe definition of “vesting condition” to a conditionthatincludesan explicit or implicit requirementto provide
servicesAny otherconditionsare non-vestingconditions,which haveto be takeninto account todeterminethe fair
value of the equity instrumentsgranted.In the casethat suchawarddoesnot vest asthe result ofa failure to meeta
non-vestingconditionthatis within the control of eitherthe entity or the counterpartythis must beaccountedor asa
cancellation.

(b) IFRS3(RevisedBusinesCombinations

The revisedstandardwill becomeeffective for annualperiodsbeginningon or after 1 July 2009. The revised
standardintroducesa numberof changesn the accountingfor businesscombinationsthat will impactthe amountof
goodwill recognised the reportedresultsin the period that an acquisitionoccursand future reportedresults. The
changesintroduced by the revised standardmust be applied prospectivelyand will affect future acquisitionsand
transactionsvith minority interest.

(c) IFRS8 OperatingSegments

This standardwill becomeeffective for annualperiodsbeginningon or after 1 January2009. The standard
specifieshow an entity should report information about its operating segments,basedon information about the
component®f the entity thatis availableto the chief operatingdecisionmakerfor the purposeof allocatingresources
to the segmentsand assessingheir performance The standardalso requiresthe disclosureof information aboutthe
productsandservicesprovidedby the segmentsthe geographicabreasin which the Groupoperatesandrevenue from
theGroup’smajorcustomers.The Groupexpectdo adoptlIFRS8 from 1 January2009.

(d) 1AS1 (RevisedPresentatiorof Financial Statements

Therevisedstandardwill becomeeffectivefor annualperiodsbeginningon or after 1 January2009.The revised
standardseparateownersand non-ownerchangesin equity. The statementof changesin equity will include only
detailsof transactionsvith owners,with all non-ownerchangesn equity presentedas a singleline. In addition, the
revisedstandardintroducesthe statementof comprehensivéencomewhich presentsall items of incomeand expense
recognisedin profit or loss, togetherwith all otheritems of recognisedincome and expensesgitherin one single
statemenbrin two linked statements.

(e) Amendmento IAS1 PuttableFinancial Instruments

Theamendmentasissuedin February2008andwill becomeeffectivefor annualperiodsbeginningon or afterl
January2009.The amendmentequiresdisclosureof certaininformationrelatingto puttableinstruments classifieds
equity.
) IAS23 (RevisedBorrowing Costs

Therevisedstandardwill becomeeffectivefor annualperiodsbeginningon or after1 January2009and requires

capitalisation of borrowing costs when such costs are directly attributable to the acquisition, construction or
productionof aqualifying asset.
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(g) 1AS27(RevisedConsolidatedand Separatd-inancial Statements

The revisedstandardwill becomeeffective for annualperiodsbeginningon or after 1 July 2009.The revised
standardrequiresthat a changein the ownershipinterestof a subsidiarybe accountedfor as an equity transaction.
Therefore,sucha changewill haveno impacton goodwill, nor will it give raiseto a gain or loss. Furthermore the
revisedstandarcchangegheaccountingfor lossesincurredby subsidiariesaswell asthelossof control of a subsidiary.
The changesntroducedby the revisedstandardmustbe appliedprospectivelyand will affect future acquisitionand
transactionsvith minority interest.

(h)  Amendmento IAS32 PuttableFinancial Instruments

The amendmentvill becomeeffectivefor annualperiodsbeginningon or after1 January2009.The amendment
requires certain puttable financial instrumentsand obligations arising on liquidation to be classified as equityif
certaincriteriaaremet.

(i) IFRIC-Int111FRS 2 — Groupand TreasuryShareTransactions

This interpretationwill become effective for annual periods beginning on or after 1 March 2007. This
interpretationrequiresarrangementsvherebyan employeeis grantedrights to the Group’s equity instrumentsto be
accountedfor as an equity-settledscheme,evenif the Group acquiresthe instrumentsfrom anotherparty, or the
shareholderprovide the equity instrumentsneeded.The interpretationalso addresseshe accountingfor share-based
paymentransactionsnvolving two or moreentitieswithin the Group.

1)) IFRIC-Int 12 ServiceConcessiorArrangements

This interpretationwill become effective for annual periods beginning on or after 1 January 2008. The
interpretation requires an operator under public-to-private service concessionarrangementsto recognise the
consideratiorreceivedor receivablesn exchangdor the constructionservicesasa financialassetand/or an intangible
assetbasedon the termsof the contractualarrangementsThe interpretationalso addresshow an operator shalapply
existing IFRSsto accountfor the obligationsandthe rights arisingfrom serviceconcessiorarrangements bwhich a
governmentor a public sectorentity grantsa contractfor the constructionof infrastructureusedto provide public
servicesand/orfor thesupplyof publicservice.

(k)  IFRIC-Int 13 CustomeloyaltyProgrammes

Thisinterpretatiorwill becomeeffectivefor annualperiodsbeginningonor after1 July 2008.This interpretation
requiresthat the loyalty award credits grantedto customersas part of a salestransactionare accounted foras a
separatecomponentof the salestransaction.The considerationreceivedin the salestransactionis allocated between
the loyalty award creditsand the other componentsof the sale. The amountallocatedto the loyalty award creditss
determinedby referenceto their fair valueandis deferreduntil the awardsare redeemedr the liability is otherwise
extinguished.

) IFRIC-Int141AS 19— TheLimit ona DefinedBenefitAssetMinimumFundingRequirementandtheir
Interaction

This interpretationwill become effective for annual periods beginning on or after 1 January2008. This
interpretationprovidesguidanceon howto assesshelimit underlAS 19 EmployeeBenefits,on the amountof a refund
or a reductionin future contributionsin relationto a defined benefit schemethat can be recognisedas an asset, in
particular,whenaminimumfundingrequiremenexists.

The Groupis in the processof makingan assessmenif the impactof thesenew andrevisedIFRSsuponinitial
application.Sofar, theimpactof thesenew andrevisedIFRSscannotbe reasonablyestimatedexceptfor the adoption
of IFRS 8 may resultin new or amendeddisclosureand the adoptionof IFRIC-Int 13 may resultin a changein
accountingoolicy.

Basisof consolidation
The consolidatedfinancial statementomprisethe financial statementof the Company,its subsidiariesand
joint venturesfor the yearended31 December2007.The financial statementof the subsidiariesand joint ventures

are preparedfor the samereporting year as the Company. Adjustmentsare madeto bring into line any dissimilar
accountingpoliciesthatmay exist.
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Subsidiariesare fully consolidatedirom the dateon which control is transferredto the Group and ceaseto be
consolidatedfrom the date on which control is transferredout of the Group. Joint venturesare proportionally
consolidatedrom thedateon whichjoint controlis transferredo the Groupandceaseo be proportionally consolidated
from the date on which joint control is transferredout of the Group. All significantintercompany transactionsnd
balanceswvithin the Groupareeliminatedon consolidation.

Minority interestsrepresenthe interestsof outsideshareholdersiot held by the Groupin the resultsand net
assetsof the Company’s subsidiariesand are presentedin the consolidatedbalance sheet separatelyfrom the
shareholderséquitywithin equity. An acquisitionof minority interestss accountedor usingthe entity concept method
whereby the difference betweenthe considerationand the book value of the shareof the net assetsacquired is
recognisedsanequitytransaction.

Foreign currency translation

Thesefinancial statementsre presentedn RMB, which is the Company’sfunctionalandpresentation currency.
Eachentity in the Groupdeterminests own functionalcurrencyanditemsincludedin the financial statementsf each
entity are measuredusing that functional currency. Transactionsin foreign currenciesare initially recordedin the
functionalcurrencyratesruling at the dateof the transactionsMonetaryassetsandliabilities denominatedn foreign
currencies are retranslatedat the functional currency rates of exchangeruling at the balance sheetate. All
differencesaretakento the incomestatementNon-monetaryitemsthat are measuredn termsof historical costin a
foreign currency are translatedusing the exchangerates as at the datesof the initial transactions. Non-monetary
items measuredat fair valuein a foreign currencyare translatedusing the exchangeratesat the date wherthe fair
valuewasdetermined.

The functional currenciesof certainoverseasubsidiariesand associatesre currenciesotherthanRMB. As at
the balancesheetdate, the assetsand liabilities of theseentities are translatedinto RMB at the ratesof exchange
ruling atthe balancesheetdateandtheirincomestatementaretranslatednto RMB atthe weightedaverage exchange
ratesfor the year. The exchangedifferencesarisingon the translationareincludedin the foreign exchange translation
reservewithin equity. On disposalof a foreign entity, the deferredcumulativeamountrecognisedn equity relatingto
thatparticularforeignentity is recognisedn theincomestatement.

For the purposeof the consolidatedcashflow statementthe cashflows of overseasubsidiariesare translated
into RMB at the exchangeratesruling at the datesof the cashflows. Frequentlyrecurring cashflows of overseas
subsidiarieswhich arisethroughoutthe year are translatedinto RMB at the weightedaverageexchangeratesfor the
year.

Subsidiaries

A subsidiaryis a companywhosefinancial and operatingpoliciesthe Companycontrols,directly or indirectly,
soasto obtainbenefitsfrom its activities.

The resultsof subsidiariesareincludedin the Company’sincomestatemento the extentof dividendsreceived
and receivable.In the Company’sbalancesheet,the Company’sinterestsin subsidiariesare statedat cost lessany
impairmentlosses.

Interestsin joint ventures

The Group hasinterestsin certainjoint ventureswhich are consideredas jointly-controlled entities. A joint
ventureis an entity setup by contractualarrangementvherebytwo or more partiesundertakean economicactivity
thatis subjectto joint control. A jointly-controlled entity is a joint venturethatis subjectto joint control, resulting
in noneof the participatingpartieshavingunilateralcontrolovertheeconomicactivity of thejointly-controlled entity.

The Group recognisesdts interestsin joint venturesthroughproportionateconsolidation.The Group combines
its shareof eachof the assetsJiabilities, income and expenseof the joint ventureswith the similar items, line by
line, in its consolidatedinancial statementsThe financial statement®f the joint venturesare preparedfor the same
reportingyear as the Company.Adjustmentsare madeto bring into line any dissimilaraccountingpolicies that may
exist.

Unrealisedgainsandlossesresultingfrom transactiondetweenthe Groupandits jointly-controlled entities are

eliminatedto the extent of the Group’s interestsin the jointly-controlled entities, exceptwhere unrealisedlosses
provideevidenceof animpairmentof theassetransferred.
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Theresultsof joint venturesareincludedin the Company’sincomestatemento the extentof dividends received
andreceivable.The Company’'sinvestmentsin joint venturesare treatedas non-currentassetsand are stated atost
lessanyimpairmentlosses.

Interestsin associates

The Group’sinterestsin its associatesre accountedfor underthe equity methodof accounting.An associate
is an entity in which the Group hassignificantinfluenceand which is neithera subsidiarynor a joint ventureof the
Group.

Under the equity method,the interestsin associatesre carriedin the consolidatedbalancesheetat cost plus
post-acquisitionchangesin the Group’s shareof net assetsof the associatesless any impairmentlosses.Goodwill
relating to the associatess includedin the carrying amountsof the investmentsand is not amortised.The Group’s
shareof the post-acquisitionresultsand reservesof associatess includedin the consolidatedncome statementand
consolidatedreserves respectively.Unrealisedgains and lossesresulting from transactionsbetweenthe Group and
its associatesare eliminatedto the extentof the Group’sinterestsin the associatesexceptwhere unrealisedlosses
provideevidenceof animpairmentof theassetransferred.

Thefinancial statement®f the associatearepreparedor the samereportingyearasthe Company. Adjustments
aremadeto bringinto line anydissimilaraccountingpoliciesthatmayexist.

The resultsof associatesreincludedin the Company’sincome statemento the extentof dividendsreceived
andreceivable.The Company’sinterestsin associatesre treatedas non-currentassetsand are statedat costlessany
impairmentiosses.

Goodwill

Goodwill arising on the acquisition of subsidiaries,associatesand jointly-controlled entities representshe
excesof thecostof thebusinessombinationoverthe Group’sinterestin thenetfair valueof theacquiree’s identifiable
assets liabilities and contingentliabilities as at the date of acquisition. Following initial recognition, goodwillis
measuredat costless any accumulatedmpairmentlosses.In the caseof associatesand joint ventures, goodwillis
includedin the carryingamountthereof,ratherthan as a separatelyidentified asseton the consolidated balancgheet.
Goodwill is reviewedfor impairmentannuallyor morefrequentlyif eventsor changesn circumstancemdicatethatthe
carryingamountmaybeimpaired.

Forthe purposeof impairmenttesting,goodwill acquiredin abusinesombinationis, from theacquisition date,
allocatedto each of the Group’s cash-generatingunits, or groups of cash-generatinginits, that are expectedto
benefit from the synergiesof the combination,irrespectiveof whetherother assetsor liabilities of the Group are
assignedo thoseunitsor groupsof units.

Impairmentis determinedby assessinghe recoverableamountof the cash-generatinginit (group of cash-
generatingunits), to which the goodwill relates.Wherethe recoverableamountof the cash-generatingnit (group of
cash-generatingunits) is less than the carrying amount, an impairmentloss is recognised.An impairment loss
recognisedfor goodwill is not reversedin a subsequenperiod. Wheregoodwill forms part of a cash-generating unit
(groupof cash-generatingnits) and part of the operationwithin thatunit is disposedof, the goodwill associated with
the operationdisposedof is includedin the carrying amountof the operationwhen determiningthe gain or loss on
disposalof the operation.Goodwill disposedof in this circumstancds measuredbasedon the relative valuesof the
operationdisposedf andtheportionof thecash-generatingnit retained.

Relatedparties

A partyis consideredo berelatedto the Groupif:

(@) the party, directly or indirectly through one or more intermediaries (i) controls,is controlledby, or is
undercommoncontrolwith, the Group; (ii) hasaninterestin the Groupthatgivesit significant influence
overthe Group;or (iii) hasjoint controloverthe Group;

(b) thepartyis anassociate;

(c) thepartyisajointly-controlledentity;
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(d) thepartyisamemberof thekey managemenpersonnebfthe Grouporits parent;
(e) thepartyisaclosememberof thefamily of anyindividual referredtoin (a)or (d); or

H the party is an entity that is controlled, jointly controlled or significantly influencedby or for which
significantvoting powerin suchentity resideswith, directly or indirectly, any individual referredto in

(d)or (e).
Property, plant and equipmentand depreciation

Property,plantandequipmenibtherthanconstructionn progressarestatedat costlessaccumulated depreciation
and any impairmentlosses.When anitem of property,plantand equipmentis classifiedasheld for sale orwhenit is
partof adisposalgroupclassifiedasheldfor sale,it is notdepreciatedndis accountedor in accordancevith IFRS5,
asfurtherexplainedin the accountingpolicy for “non-currentassetsanddisposalgroups heldor sale”. The costof an
item of property,plantandequipmentcomprisesits purchaseprice andany directly attributablecostsof bringing the
assetto its working conditionandlocationfor its intendeduse.Expenditureincurred afteitemsof property,plantand
equipmenthavebeenputinto operation suchasrepairsandmaintenanceis normally chargedto the income statement
in the period in which it is incurred. In situationswhere it can be clearly demonstratethat the expenditurehas
resultedin anincreasein the future economicbenefitsexpectedio be obtained fromthe use of an item of property,
plant and equipment,and where the cost of the item can be measuredreliably, theexpenditureis capitalisedasan
additionalcostof thatassebrasareplacement.

Wheneachmajor overhaulis performed,its costis recognisedn the carryingamountof the property,plant and
equipmentas a replacementf the recognitioncriteria are satisfied.Any remainingcarryingamountof the cost ofthe
previousinspection(asdistinctfrom physicalpacts)is derecognised.

Depreciationis calculatedon the straight-linebasisto write off the cost of eachitem of property, plant and
equipmentto its residualvalue overits estimateduseful life. The principal estimateduseful lives andresidualvalues
usedfor thispurposeareasfollows:

Estimated
usefullife Residualvalue
Aircraft andflight equipment 2to20years Nil to 5%
Buildings 15to 35years 5%
Machinery,transportatiorequipmentnd
office equipment 4to20years 5%

Where partsof anitem of property, plant and equipmenthave different useful lives, the cost of that item is
allocatedonareasonabldasisamongthe partsandeachpartis depreciategeparately.

The assets'residualvalues,useful lives and depreciationmethodare reviewed,and adjustedif appropriate at
eachyearend.

Constructionin progressrepresentsbuildings or various infrastructure projects under construction, and
equipmentpendinginstallationin aircraft which is statedat costlessany impairmentlossesandis not depreciated.
Costsof constructionin progresscomprisethe direct costsof constructionthe costof equipmentaswell as capitalised
borrowing costson relatedborrowedfunds during the constructionor installationperiod. Constructionin progressis
reclassifiedto the appropriatecategoryof property,plant and equipmentwhen completedand readyfor use.

An item of property,plant and equipmentis derecognisedipon disposalor when no future economicbenefits
areexpectedrom its useor disposal Any gainor lossarisingon derecognitiorof the assef(calculatedasthe difference
betweenthe netdisposalproceedsandthe carryingamountof the asset)s includedin theincome statemerit theyear
theassets derecognised.

The carryingamountsof property,plantand equipmentare reviewedfor impairmentwhen eventsor changes
in circumstance@dicatethatthecarryingamountsmaynotberecoverable.
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Non-current assetsand disposalgroups held for sale

Non-currentassetsanddisposalgroupsareclassifiedasheld for saleif their carryingamountswill be recovered
principally througha saletransactionratherthanthroughcontinuinguse.For this to be the case the asset ordisposal
group must be available for immediate sale in its presentcondition subject only to terms that are usual and
customaryfor thesaleof suchassetor disposalgroupsandits salemustbehighly probable.

Non-currentassetsand disposalgroupsclassifiedas held for sale are measuredat the lower of their carrying
amountsandfair valueslesscoststo sell.

Leaseprepayments

Lease prepaymentsrepresentacquisition costs of land use rights less accumulatedamortisationand any
impairmentlosses.Theprepaidlandleasepaymentsareamortisedonthestraight-linebasisovertheleaseterms.

Intangible assets

The usefullives of intangible assetsare assessedo be eitherfinite or indefinite. Intangible assetswith finite
lives areamortisedoverthe usefuleconomiclife andassesseéor impairmentwheneverthereis anindicationthat the
intangibleassetmay be impaired. The amortisationperiod and the amortisationmethodfor anintangibleasset witha
finite usefullife arereviewedatleastateachbalancesheetdate.

Intangibleassetswvith indefinite usefullives aretestedfor impairmentannuallyeitherindividually or atthe cash-
generatingunit level. Suchintangibleassetsarenot amortised.The usefullife of anintangibleassetwith an indefinite
life is reviewedannuallyto determinewhetherindefinitelife assessmertontinuesto be supportablelf not, thechange
in theusefullife assessmerftom indefiniteto finite is accountedor on aprospectivebasis.

Leases

Thedeterminatiorof whetheranarrangemenis, or containsaleaseis basedonthe substancef the arrangement
andrequiresan assessmerdf whetherthe fulfilment of the arrangemenis dependenbn the useof a specificassetor
assetandthearrangementonveysarightto usetheasset.

Financeleaseswhich transferto the Group substantiallyall the risks and benefitsincidentalto ownershipof
theleasedtem, arecapitalisedat theinceptionof theleaseat the fair valueof theleasedassefr, if lower, atthe present
value of the minimum leasepayments.Minimum leasepaymentsare apportionedbetweenthe finance charges and
reductionin the outstandindiability soasto achievea constantperiodicalrate of intereston the remaining balancef
theliability. Financechargesarechargedo theincomestatement.

Capitalisedleasedassetsare depreciatedver the shorterof the estimateduseful life of the assetandthe lease
term, if thereis noreasonableertaintythatthe Groupwill obtainownershipby theendof theleaseterm.

Leaseswherethe lessorretainssubstantiallyall the risks and benefitsof ownershipof the assetare classified
asoperatingleasesWherethe Groupis the lesseerentalspayableunderoperatingleasesare chargedto the income
statemenbnthestraight-linebasisovertheleaseterms.

Advancepaymentsfor aircraft and related equipment

Advancecontractpaymentsto aircraft manufacturerdo securedeliveriesof aircraft and relatedequipmentin
futureyears,including attributablefinancecosts,areincludedin assets.The advancesareaccountedor aspartof the
costsof property,plantandequipmenupondeliveryof theaircraftandrelatedequipment.

Impairment of non-financial assetsther than goodwill

The Groupassesseat eachreportingdatewhetherthereis anindicationthatanassetnaybeimpaired. Indefinite
life intangible assetsare testedfor impairmentannually and at other times when such indictor exists. Other non-
financialassetsaretestedfor impairmentwhenthereareindicatorsthatthe carryingamountsmaynotbe recoverablef
any suchindicationexists,or whenannualimpairmenttestingfor an assetis required,the Group makesn estimateof
the asset'srecoverableamount.An asset'srecoverableamountis the higherof anasset’'sor cash-generatingnit’s fair
valuelesscostto sell andits valuein use,andis determinedfor anindividual assetunless theassetdoesnot generate
cashinflows that arelargely independenbf thosefrom otherassetsor groupsof assets,
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in which case,the recoverableamountis determinedfor the cash-generatinginit to which the assetbelongs.Where
the carryingamountof an assetexceedsts recoverableamount,the assetis consideredmpairedandis written down
to its recoverableamount.In assessing/aluein use,the estimatedfuture cashflows are discountedto their present
value using a pre-taxdiscountrate that reflectscurrentmarketassessmentsf the time value of moneyandthe risks
specificto the asset.Impairmentlossesof continuingoperationsarerecognisedn the incomestatemenin the period
in whichit arisesin thoseexpenseategoriexonsistenwith thefunctionof theimpairedasset.

An assessmeris madeat eachreportingdateasto whetherthereis any indicationthat previouslyrecognised
impairmentlossesmay no longer exist or may have decreasedlf suchindication exists,the recoverableamountis
estimatedA previouslyrecognisedmpairmentlossof anassetotherthangoodwill is reversedonly if therehasbeen a
changein theestimateaisedto determinethe asset'srecoverableamountsincethelastimpairmentlosswas recognised.
If thatis the case,the carrying amountof the assetis increasedto its recoverableamount.That increased amount
cannotexceedthe carryingamountthatwould havebeendeterminednetof depreciationhadno impairment losdeen
recognisedor theassein prior years.Suchreversalis recognisedn theincomestatement.

Investmentsand other financial assets

Financialassetsn the scopeof IAS 39 areclassifiedasfinancial assetsat fair valuethroughprofit or loss, loans
and receivables held-to-maturityinvestmentsand available-for-saldfinancial assets,as appropriate When financial
assetsare recognisedinitially, they are measuredat fair value, plus, in the caseof investmentsnot at fair value
through profit or loss, directly attributabletransactionscosts. The Group assessesvhethera contractcontains an
embeddedderivative when the Group first becomesa party to it and assessesvhetheran embeddedderivatives is
requiredto be separatedrom the hostcontractwhenthe analysisshowsthatthe economiccharacteristicandrisks of
the embeddedlerivativeare not closely relatedto thoseof the host contract.Reassessmentnly occursif there isa
changein the termsof the contractthat significantly modifiesthe cashflows that would otherwisebe required under
thecontract.

The Group determineghe classificationof its financial assetsafterinitial recognitionand, whereallowed and
appropriatere-evaluateshis designatioratthebalancesheetdate.

All regularway purchasesand salesof financial assetsare recognisedon the trade date, that is, the datethat
the Group commitsto purchaseor sell the asset.Regularway purchasesr salesare purchaseor salesof financial
assetsthat require delivery of assetswithin the period generally establishedby regulation or conventionin the
marketplace.

Financialassetst fair valuethroughprofit or loss

Financialassetsat fair valuethroughprofit or lossincludefinancial assetsheld for tradingandfinancial assets
designateduponinitial recognitionas at fair value through profit or loss. Financial assetsare classifiedas held for
trading if they are acquiredfor the purposeof selling in the nearterm. Derivatives,including separatecembedded
derivatives,are also classified as held for trading unlessthey are designatedas effective hedginginstrumentsor
financial guaranteecontracts.Gainsor losseson investmentsheld for tradingarerecognisedn the incomestatement.
The net fair value gain or lossrecognisedn the income statementdoesnot include any dividendson thesefinancial
assetswhicharerecognisedn accordancaevith thepoliciessetoutfor “Revenuerecognition”below.

Financialassetsnaybe designatediponinitial recognitionasat fair valuethroughprofit or lossif the following
criteriaaremet: (i) the designatioreliminatesor significantly reducesheinconsistentreatmentthatwould otherwise
arisefrom measuringthe assetsor recognisinggainsor losseson themon a different basis;(ii) the assets ar@art of
a group of financial assetswhich are managedand their performanceevaluatedon a fair value basis,in accordance
with a documentedisk managemenstrategy;or (iii) the financial assetcontainsan embeddedlerivative thatwould
needto beseparatelyecorded.

Loansandreceivables

Loansandreceivablesarenon-derivativefinancialassetswith fixed or determinablgpaymentshatarenot quoted
in anactive market.Suchassetsaare subsequentlyarriedat amortisedcostusingthe effectiveinterestmethod lessany
allowancefor impairment.Amortisedcostis calculatedakinginto accountanydiscountor premiumon acquisitiorand
includesfeesthatareanintegralpartof the effectiveinterestrateandtransactiorcosts.Gainsand losse@re recognised
in the income statementwhen the loans and receivablesare derecognisedor impaired, as well asthrough the
amortisatiomprocess.
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Held-to-maturityinvestments

Non-derivativefinancialassetswith fixed or determinablgpaymentsandfixed maturity areclassifiedas held-to-
maturity whenthe Group hasthe positive intention and ability to hold to maturity. Held-to-maturity investmentsre
subsequentlymeasuredat amortisedcostlessany allowancefor impairment.This amortisedcostis computedasthe
amountinitially recognisedminusprincipal repaymentsplus or minusthe cumulativeamortisation usinghe effective
interestmethodof anydifferencebetweertheinitially recognisecamountandthe maturity amount.

Available-for-saldinancialassets

Available-for-salefinancialassetsarethosenon-derivativefinancialassetsn listedandunlistedequity securities
that are designatedas availablefor sale or are not classifiedas financial assetsat fair value through profit or loss,
held-to-maturityinvestmentsand loans and receivables After initial recognition,available-for-salefinancial assets
are measuredat fair value with gains or lossesbeing recognisedas a separatecomponentof equity until the
investmentis derecognisedr until the investmentis determinedto be impaired, at which time the cumulativegain
or loss previouslyreportedin equity is includedin the income statementinterestand dividendsearnedare reported
asinterestincomeanddividendincome,respectivelyand are recognisedn the income statemenin accordancewith
the policies set out for “Revenuerecognition” below. Lossesarising from the impairmentof suchinvestmentsare
recognisedin the income statementas “Impairment losseson available-for-salefinancial assets”and are transferred
from theavailable-for-salénvestmentevaluationreserve.

Whenthe fair value of unlistedequity securitiescannotbe reliably measuredecausga) the variability in the
rangeof reasonabldair valueestimatess significantfor thatinvestmentor (b) the probabilitiesof the various estimates
within the rangecannotbe reasonablyassessedndusedin estimatingfair value,suchsecuritiesare stated atostless
anyimpairmentlosses.

Fair value

The fair value of investmentghat are actively tradedin organisedfinancial marketsis determinedby reference
to quotedmarketbid pricesat the closeof businesson the balancesheetdate.For investmentsvherethereis no active
market,fair valueis determinedusingvaluationtechniquesSuchtechniquesncludeusingrecentarm’s lengthmarket
transactionsreferenceto the currentmarketvalue of anotherinstrument,which is substantiallythe same,discounted
cashflow analysisandoptionpricingmodels.

Impairment of financial assets
The Groupassesseat eachbalancesheetdatewhetherafinancialassetor groupof financialassetss impaired.
Assetgarried atamortisedcost

If thereis objectiveevidencethatanimpairmentlossonloansandreceivablesarriedat amortisedcosthas been
incurred,theamountof thelossis measuredisthe differencebetweentheasset’scarryingamountandthe presenvalue
of estimatedfuture cashflows (excludingfuture credit lossesthat havenot beenincurred)discounted athe financial
asset’'soriginal effective interestrate (i.e., the effective interestrate computedat initial recognition). Thecarrying
amount of the assetis reduced either directly or through the use of an allowance account. The amount ofthe
impairmentlossis recognisedn theincomestatementLoansandreceivabledogetherwith any associated allowance
are written off whenthereis no realistic prospectof future recoveryand all collateralhasbeenrealised orhasbeen
transferredo the Group.

If, in a subsequentperiod, the amount of the impairmentloss decreasesand the decreasecan be related
objectivelyto an eventoccurringafter the impairmentwas recognisedthe previouslyrecognisedmpairmentlossis
reverseddy adjustingtheallowanceaccount.Any subsequenteversalof animpairmentlossis recognisedn the income
statementto the extentthatthe carryingvalue of the assetdoesnot exceedits amortisedcostat the reversal date.

In relation to accountsreceivableand other receivables,a provision for impairmentis made when there is
objective evidence (such as the probability of insolvency or significant financial difficulties of the debtor and
significantchangesn thetechnologicalmarketeconomicor legalenvironmenthathaveanadversesffectonthe debtor)
thatthe Group will not be ableto collect all of the amountsdue underthe original termsof aninvoice. The carrying
amountof the receivableds reducedthroughthe useof an allowanceaccount.Impaireddebtsare derecognisedhen
theyareassessedsuncollectible.

—-37-



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

Assetgarried at cost

If thereis objectiveevidencethat animpairmentloss hasbeenincurredon an unquotedequity instrumentthat
is not carried at fair value becausats fair value cannotbe reliably measuredthe amountof the lossis measuredas
the differencebetweenthe asset’scarrying amountand the presentvalue of estimatedfuture cashflows discounted
at the currentmarketrate of returnfor a similar financial asset.Impairmentlosseson theseassetsare not reversed.

Available-for-saldinancialassets

If an available-for-saleassetis impaired, an amountcomprisingthe difference betweenits cost (net of any
principal paymentand amortisation)andits currentfair value,lessany impairmentloss previouslyrecognisedn the
incomestatementis transferredrom equityto theincomestatementA provisionfor impairmentis madefor available-
for-saleequity investmentswhen therehasbeena significant or prolongeddeclinein the fair value below itscostor
whereotherobjectiveevidenceof impairmentexists.Thedeterminatiorof whatis “significant” or “prolonged”requires
judgement.In addition,the Group evaluatesotherfactors,suchasthe shareprice volatility. Reversalsof impairment
loss in respectof equity instrumentsclassified as available-for-saleare not recognisedin the income statement.
Reversalof impairmentlosseson debtinstrumentsarereversedthroughthe income statement, itthe increasein fair
value of the instrumentscan be objectively relatedto an eventoccurringafter the impairment lossvasrecognisedn
theincomestatement.

Derecognitionof financial assetsand liabilities

Financialassets

A financial asset(or, whereapplicablea part of a financial assetor part of a group of similar financial assets)
isderecogniseavhere:

. therightsto receivecashflows from theassehaveexpired;

. the Group retainsthe right to receivecashflows from the asset,but hasassumedan obligationto pay
themin full withoutmaterialdelayto athird partyundera“pass-through’arrangementor

. the Group hastransferredits rights to receivecashflows from the assetand either (a) hastransferred
substantiallyall therisksandrewardsof the assetor (b) hasneithertransferredhor retained substantially
all therisksandrewardsof theassetbut hastransferreccontrolof theasset.

Wherethe Group hastransferredits rights to receivecashflows from an assetand hasneithertransferrednor
retainedsubstantiallyall the risks andrewardsof the assetnor transferredcontrol of the assetthe assetis recognised
to the extentof the Group’s continuinginvolvementin the asset.Continuinginvolvementthat takesthe form of a
guaranteeover the transferredassetis measuredat the lower of the original carrying amountof the assetand the
maximumamountof consideratiorthatthe Groupcouldberequiredto repay.

Where continuinginvolvementtakesthe form of a written and/or purchasedoption (including a cash-settled
option or similar provision) on the transferredassetthe extentof the Group’s continuinginvolvementis the amount
of thetransferredassethatthe Groupmay repurchaseexceptthatin the caseof awritten putoption (includinga cash-
settledoptionor similar provision)on anassetmeasuredt fair value,the extentof the Group’scontinuing involvement
is limited to thelower of thefair valueof thetransferrecasseandthe optionexerciseprice.

Financialliabilities
A financialliability is derecognise@vhentheobligationundertheliability is dischargedr cancelledor expires.

Wherean existingfinancialliability is replacedoy anotherfrom the samelenderon substantiallydifferent terms,
or the terms of an existing liability are substantiallymodified, such an exchangeor modification is treatedas a
derecognitiorof the original liability andtherecognitionof a newliability, andthe differencein therespective carrying
amountgs recognisedn theincomestatement.
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Financialliabilities at amortisedcost(includinginterest-bearindoansandborrowings)

Financialliabilities including air traffic liabilities, accountspayable otherpayablesandaccruals bills payable,
amountsdue to related companiesand interest-bearingoans and borrowings are initially statedat fair value less
directly attributabletransactioncostsand are subsequentlyneasuredat amortisedcost, using the effective interest
methodunlesstheeffectof discountingwould beimmaterial,in which casetheyarestatedat cost.

Gainsandlossesarerecognisedn theincomestatementwhenthe liabilities arederecognise@swell as through
theamortisatiomprocess.

Financialliabilities at fair valuethroughprofit or loss

Financialliabilities at fair valuethroughprofit or lossincludefinancialliabilities held for tradingandfinancial liabilities
designatediponinitial recognitionasatfair valuethroughprofit or loss.

Financialliabilities areclassifiedasheldfor tradingif theyareacquiredfor the purposeof salein thenear term.
Derivatives,includingseparate@mbeddedierivativesarealsoclassifiedasheldfor tradingunlesstheyare designated
aseffectivehedginginstruments Gainsor losseson liabilities held for tradingarerecognisedn the incomestatement.
The net fair value gain or loss recognisedin the income statementdoesnot include any interest chargedn these
financialliabilities.

Wherea contractcontainsone or more embeddedlerivatives,the entire hybrid contractmay be designatedas
a financial liability at fair value throughprofit or loss, exceptwherethe embeddedierivative doesnot significantly
modify the cashflows or it is clearthatseparatiorof theembeddedlerivativeis prohibited.

Financial liabilities may be designatedupon initial recognitionas at fair value through profit or loss if the
following criteriaare met: (i) the designatioreliminatesor significantly reduceshe inconsistentreatmenthat would
otherwisearise from measuringthe liabilities or recognisinggains or losseson them on a different basis; (ii) the
liabilities arepart of a group of financialliabilities which aremanagedandtheir performancesvaluatedon a fair value
basis,in accordancevith a documentedisk managemenstrategy;or (iii) thefinancialliability containsan embedded
derivativethatwould needto be separatelyecorded.

Financial guaranteecontracts

Financial guaranteecontractsin the scopeof IAS 39 are accountedfor as financial liabilities. A financial
guaranteecontractis recognisedinitially at its fair value lesstransactioncoststhat are directly attributableto the
acquisitionor issueof the financial guaranteecontract,exceptwhen suchcontractis recognisedat fair value through
profit or loss. Subsequento initial recognition,the Group measureghe financial guaranteecontractat the higherof:
(i) the amountdeterminedin accordancewith IAS 37 Provisions,ContingentLiabilities and ContingentAssets and
(ii) theamountinitially recognisedess,whenappropriatecumulativeamortisatiorrecognisedn accordancevith
IAS 18 Revenue

Derivative financial instruments and hedging
The Groupusesderivativefinancialinstrumentgo hedgeits exposureo jet fuel prices.Suchderivative financial
instrumentsare initially recognisedat fair value on the date on which a derivative contractis enteredinto andare

subsequentlyre-measuredat fair value. Derivatives are carried as assetswhen the fair value is positive and as
liabilities whenthefair valueis negative.

Any gainsor lossesarising from changesn fair value on derivativesthat do not qualify for hedgeaccounting
aretakendirectlyto theincomestatemenfor theyear.

The fair value of suchderivativesfinancialinstrumentss determinedby referenceto marketvaluesfor similar
instruments.

Treasury shares

Own equity instrumentswhich are reacquired(treasuryshares)are deductedfrom equity. No gain or loss is
recognisedn theincomestatemenbnthe purchasesale,issueor cancellationof the Group’sown equityinstruments.

Inventories

Inventories,which consistprimarily of expendablesparepartsand supplies,are statedat lower of costandnet
realisablevalue.Costis determinecntheweightedaverageasis,andin the caseof work in progresscomprises
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directmaterialcosts,labourcostsandoverheadcostscapitalisedfor the provisionof aircraftengineeringservices. Net
realisablevalue is determinedon the basis of anticipatedsales proceedsless estimatedcoststo be incurred to
completionanddisposal.

Cashand cashequivalents

Cashand cashequivalentsin the balancesheetscomprisecashat banksand on handand shortterm deposits
with anoriginal maturity of threemonthsor less,which arenotrestrictedasto use.

For the purposeof the consolidatedcashflow statementcashand cashequivalentsconsistof cashand cash
equivalentasdefinedabove.

Manufacturers’ credits

In connectionwith the acquisitionof certainaircraft andrelatedequipmentthe Groupreceivesvariouscredits
from the manufacturersSuchcreditsare deferreduntil the aircraftandrelatedequipmentare delivered,at which time
theyareappliedasareductionin thecostof acquiringtheaircraftandrelatedequipment.

Provisions

Provisionsarerecognisedwhenthe Group hasa presentobligation (legal or constructive)asa resultof a past
eventand it is probablethat an outflow of resourcesembodyingeconomicbenefitswill be requiredto settle the
obligationanda reliable estimatecan be madeof the amountof the obligation. The expenserelatingto any provision
is recognisedn theincome statementlf the effect of the time value of moneyis material,provisionsare discounted
using a currentpre-taxrate that reflects, where appropriate the risks specific to the liability. Where discountingis
usedtheincreasdn theprovisiondueto thepassagef timeis recognisedisafinancecost.

Employeebenefits
(a) Pensionobligations

The full-time employeesf the Grouparecoveredby variousgovernment-sponsorgugensionplansunder which
the employeesare entitled to a monthly pension basedon certain formulae. Certain governmentagenciesare
responsiblefor the pensionliability to theseretired employees.The Group contributeson a monthly basisto these
pensionplans.Undertheseplans,the Grouphasno legal or constructiveobligationfor retirementbenefitsbeyond the
contributionsmade.Contributionsto theseplansareexpensedsincurred.

(b)  Terminationandearly retirementbenefits

Termination benefits are payablewheneveran employee’'semploymentis voluntarily terminatedbefore the
normal retirementdate or wheneveran employeeacceptsvoluntary redundancyin exchangefor thesebenefits.The
Group recognisesgerminationbenefitswhen it is demonstrablycommittedto either terminatingthe employmentof
currentemployeesaccordingto a detailed formal plan without possibility of withdrawal or providing termination
benefitsasaresultof anoffer madeto encourageroluntaryredundancy.

(c) Housingbenefits

In prior years,the Group sold staff quartersto its employeessubjectto a numberof eligibility requirements,
atbelowmarketprices.Whenstaff quartersareidentifiedasbeingsubjectto saleunderthesearrangementghe carrying
value of the staff quartersis written down to the net recoverableamount.Upon sale, any differencebetween sales
proceedsandthe carryingamountof the staff quartersis chargedto the income statementThe abovestaff quarters’
allocation schemewas phasedout before the incorporationof the Companyin accordancewith the policies ofthe
PRCgovernment.

In 1998,the StateCouncil of the PRCissueda circular, which stipulatedthat the saleof quartersto employees
atpreferentialpricesshouldbewithdrawn.In 2000,the StateCouncilfurtherissueda circularstatingthatcash subsidies
shouldbe madeto the employeesfollowing the withdrawal of allocationof the staff quarters.However,the specific
timetableand proceduredo implementthesepoliciesareto be determinedby the individual provincial or municipal
governmenbasedonthe particularsituationof the provinceor municipality.
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Basedon therelevantdetailedlocal governmentegulationspromulgatedcertainentitieswithin the Group have
adoptedcashhousingsubsidyplans, whereby, for thoseeligible employeeswho have not beenallocatedwith any
guartersor who havenotbeenallocatedwith quartersup to the prescribedstandarddeforethe staff quarters’ allocation
schemewasterminatedthe Groupwill paythemone-offcashhousingsubsidiesasedontheiryearsof service,position
and other criteria. Thesecash housing subsidiesare chargedto the income statementin the yearin which it was
determinedhatthe paymentof suchsubsidieds probableandthe amountscanbe reasonablyestimated.

In addition, all full-time employeesof the Group are entitled to participatein various government-sponsored
housingfunds. The Group contributeson a monthly basisto thesefunds basedon certainpercentage®f the salaries
of theemployeesThe Group’sliability in respectof thesefundsis limited to the contributionspayablein eachyear.

(d) Share-basegaymentransactions

The Companyoperatesa ShareAppropriationRights(“SARs”) planfor the purposeof providingincentives and
rewardsto eligible participantswho contribute to the successof the Group’s operations.Employees(including
directors) of the Group are entitled to a future cash payment (rather than an equity instrument) (“cash-settled
transactions”) pbasedon the increasein the entity’s shareprice from a specifiedlevel over a specifiedperiod of time.
The Companyrecognisesheserviceseceivedandaliability to payfor thoseservicesastheemployeesender service.

The costof cash-settledransactionsvith employeess measurednitially at fair valueat the grantdateusing a
binomial model. The liability is remeasuredt eachreportingdateup to andincluding the settlementdate,with any
changesn fair valuerecognisedn profit or lossfor theperiod.

Maintenanceand overhaul costs

In respectof aircraftandenginesunderoperatingleasesthe Grouphasthe responsibilityto fulfil certainreturn
conditionsunderthe relevantoperatingleases.In orderto fulfil thesereturnconditions,major overhaulsarerequired
to be conductedon a regularbasis. Accordingly, estimatedcostsof major overhaulsfor aircraft and enginesunder
operatingleasesare accruedand chargedto the income statementwver the estimatedperiod betweenoverhaulsusing
the ratios of actual flying hours/cyclesand estimatedflying hours/cyclesbetweenoverhauls.The costs of major
overhaulscomprise mainly labour and materials. Differencesbetweenthe estimatedcosts and the actual costs of
overhaulsareincludedin theincomestatementn the periodof overhaul.

In respectof aircraft and enginesownedby the Group or held underfinanceleases,costsof major overhauls
arerecognisedn the carryingamountof the property,plantand equipmentasa replacementf the recognitioncriteria
aresatisfied.

All otherroutine repair and maintenancecostsincurredin restoringsuchaircraft and enginesto their normal
working conditionarechargedo theincomestatemenasandwhenincurred.

Frequentflyer programme

For Air ChinaCompanionClub memberaccountsthat havesufficient mileagecreditsto claim the lowestlevel
of freetravel,the Grouprecordsa liability for the estimatedncrementalcostsassociatedvith providingtravel awards
thatare expectedio be redeemedincrementalcostsincludethe costsof incrementalfuel, mealsandinsurance buto
not include any costsfor aircraft ownership,maintenance)abour or overheadallocation. The liability is adjusted
periodicallybasedon awardsearned awardsredeemedghangesn theincrementalcostsandchangesn the Air China
CompanionClub programmeandisincludedin thebalancesheetasa currentliability.

Revenuerecognition
Revenueis recognisedo the extentthat it is probablethat the economicbenefitswill flow to the Group and
therevenuecan be reliably measured.The following specificrecognitioncriteria mustalsobe met beforerevenue is
recognised:
(@) Provisionofairline andairline-relatedservices
Passengerevenueis recognisectitherwhentransportatiorservicesareprovidedor whenaticket expires

unusedratherthanwhenaticket is sold. Unusedtickets generallyexpire oneyearfrom the datethe ticketwas
sold,or for partially usedtickets,thedateof first flight. Ticketsalesfor transportatiomotyet
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provided are included in current liabilities as air traffic liabilities. In addition, the Group has code-sharing
agreementswith other airlines under which a carrier’s flights can be marketedunder the two-letter airline
designatorcode of anothercarrier. Revenueearnedunderthesearrangementsre allocatedbetweenthe code-
sharingpartnersbasedon existing contractualagreementsand airline industry standardpro-ratio formulaeand
arerecognisedspassengerevenuewvhenthetransportatiorservicesareprovided.

Cargoandmail revenues recognisedvhentransportatiorservicesareprovided.

Revenudrom airline-relatedservicess recognisedvhentherelevantservicesarerendered.

Revenuds statednetof businesgax.

(b)  Saleofgoods

Revenuds recognisedvhenthesignificantrisksandrewardsof ownershipof the goodshavebeen passed
tothebuyer.

(c) Interestincome

Revenueis recognisedon a time proportionbasistaking into accountthe principal outstandingand the
effectiverateof interestapplicable.

(d) Dividendincome
Revenuds recognisedvhenthe Group’sright to receivepaymentss established.
(e) Rentalincomeandaircraft andrelatedequipmenteaseincome
Revenuds recognisedn atime proportionbasisoverthetermsof therespectivdeases.
Governmentgrants
Governmentgrantsare recognisedwherethereis reasonableassurancehat the grantwill be receivedand all
attachingconditionswill be compliedwith. Whenthe grantrelatesto an expensdatem, it is recognisedasincomeover
the periodnecessaryo matchthe granton a systematicbasisto the coststhatit is intendedto compensateWhere the
grantrelatesto anassetthe fair valueis creditedto a deferredincomeaccountandis releasedo theincome statement
overtheexpectedisefullife of therelevantassetby equalannualinstalments.
Income tax
Currenttax
Currenttax assetsand liabilities for the currentand prior periodsare measuredat the amountsexpectedto be
recoveredfrom or paid to the taxationauthorities.The tax ratesand tax laws usedto computethe amountare those
thatareenactedr substantivelyenactedy thebalancesheetdate.

Deferredtax

Deferredtax is provided,usingthe liability methodon temporarydifferencesat the balancesheetdatebetween
thetaxbaseof assetandliabilities andtheir carryingamountsfor financialreportingpurposes.

Deferredtax liabilities arerecognisedor all taxabletemporarydifferencesgxcept:

. wherethe deferredtax liability arisesfrom the initial recognitionof goodwill or an assetor liability in a
transactionthat is not a businesscombinationand, at the time of the transaction,affects neither the
accountingprofit nortaxableprofit or loss;and

. in respectof taxabletemporarydifferencesassociatedvith investmentsin subsidiaries associatesand

interestsin joint ventureswherethetiming of the reversalof the temporarydifferencescanbe controlled
andit is probablethatthetemporarydifferenceswill notreversen theforeseeabléuture.
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Deferredtax assetsarerecognisedor all deductibletemporarydifferences,carry-forwardof unusedtax assets
andunusedtax lossesto the extentthatit is probablethattaxableprofit will be availableagainstwhich the deductible
temporarydifferencesandthecarry-forwardof unusedax creditsandunusedaxlossescanbeutilised,except:

. where the deferred tax assetrelating to the deductible temporary difference arises from the initial
recognitionof anassetr liability in atransactiorthatis nota businessombinationand,atthetime ofthe
transactionaffectsneithertheaccountingprofit nortaxableprofit or loss;and

. in respectof deductibletemporarydifferencesassociatedvith investmentsn subsidiariesassociates and
interestsin joint ventures deferredtax assetsarerecognisednly to the extentthatit is probable thathe
temporarydifferenceswill reversein the foreseeablduture and taxableprofit will be available against
whichthetemporarydifferencescanbeutilised.

Thecarryingamountof deferredtax assetss reviewedat eachbalancesheetdateandreducedo the extent thafit
is no longerprobablethat sufficient taxableprofit will be availableto allow all or part of the deferredtax asset tobe
utilised. Unrecogniseddeferredtax assetsare reassessedt eachbalancesheetdate and are recognisedo the extent
thatit hasbecomeprobablethatfuturetaxableprofit will beavailableto allow thedeferredtax asseto be utilised.

Deferredtax assetsand liabilities are measuredat the tax ratesthat are expectedto apply to the period when
the assetis realisedor the liability is settled,basedon tax rates(andtax laws) thathavebeenenactedor substantively
enactedatthebalancesheetdate.

Currenttax and deferredtax shall be chargedor creditedto equity if the tax relatesto itemsthat are credited
or chargedjn thesameor adifferentperiod,directly to equity.

Deferredtax assetsand deferredtax liabilities are offsetif a legally enforceableright existsto setoff current
tax assetsagainstcurrenttax liabilities andthe deferredtaxesrelateto the sametaxableentity andthe sametaxation
authority.

Borrowing costs

Borrowing costsdirectly attributableto theacquisitionof aircraft,constructionor productionof qualifying assets,
thatis, assetg¢hatnecessarilyakeasubstantiaperiodof time to getreadyfor theirintendeduse,are capitaliseds part
of the costsof those assets.The capitalisationof aircraft borrowing costs ceaseswhen the aircraft is placedinto
revenue earning services and the capitalisation of other assets’borrowing costs ceaseswhen the assets are
substantiallyreadyfor their intendeduseor sale.Investmentincome earnedon the temporaryinvestmentof specific
borrowingspendingtheir expenditureon qualifying assetss deductedfrom the borrowing costcapitalised.

Where funds have been borrowed generally, and used for the purpose of obtaining qualifying assets,a
capitalisationrate ranging between4.5% and 5.9% (2006: ranging between4.5% and 6.0%) hasbeenappliedto the
expenditureontheindividual assets.

All otherborrowingcostsarerecognisedisexpensesvhenincurred.

Dividends

Final dividendsproposedby the directorsare classifiedas a separateallocation of retainedprofits within the
equity sectionof thebalancesheet,until theyhavebeenapprovedby theshareholderén ageneralmeeting.When these
dividendshavebeenapprovedy theshareholderanddeclaredtheyarerecognisedsaliability.

Interimdividendsarerecognisedmmediatelyasaliability whentheyareproposedanddeclared.

Significant accountingjudgementsand estimates

The preparationof the Group’s financial statementgequiresmanagemento make judgements gestimatesand
assumptionsthat affect the reported amountsof revenue,expenses,assetsand liabilities, and the disclosure of
contingentliabilities, at the reportingdate. However,uncertaintyabouttheseassumptionsand estimatescould result

in outcomeghat could requirea materialadjustmento the carryingamountsof the assetsr liabilities affectedin the
future.
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The key assumptionsoncerningthe future and other key sourcesof judgmentsand estimationuncertaintyat
the balancesheetdate,that havea significantrisk of causinga materialadjustmento the carryingamountsof assets
andliabilities within thenextfinancialyeararediscussedelow.

(a) Deferredtaxassets

Deferredtax assetsare recognisedor all unusedtax lossesto the extentthatit is probablethat taxableprofit
will be availableagainstwhich the lossescanbe utilised. Significantmanagemenjudgementis requiredto determine
theamountof deferredtax assetg¢hatcanberecognisedbaseduponthelikely timing andlevel of futuretaxable profits
togetherwith future tax planning strategies.The carrying value of deferredtax assetsrelating to recognised tax
lossesasat 31 December007wasRMB13 million (2006:RMB16 million). Theamountof unrecognisedax lossesas
at31 December007wasRMB9 million (2006:RMB8 million). Furtherdetailsarecontainedn note24 andnotel12to
thefinancialstatements.

(b)  Overhaulcosts

Costof overhauldor aircraftandenginesunderoperatingleasesareaccruedandchargedo theincome statement
over the estimatedperiod. This requires an estimation of the expectedflying hours/cycles,overhaul costs and
overhaulcycles,which arelargely basedon pastexperienceof overhaulsof the sameor similar modelsof aircraft and
engines.Different judgementsor estimatescould significantly affect the estimatedoverhaulprovisionand materially
impacttheresultsof operations.

3 SEGMENT INFORMATION

Segmentinformation of the Group is presentedby way of two segmentformats: (i) on a primary segment
reportingbasis by businessegmentand(ii) onasecondarysegmenteportingbasis,by geographicasegment.

The Group’s operating businessesare structuredand managedseparately,accordingto the nature of their
operationsandthe servicesthey provide. Eachof the Group’s businesssegmentgepresents strategicbusinessunit
that offers serviceswhich are subjectto risks andreturnsthat are different from thoseof the otherbusinesssegments.
Summarydetailsof thebusinessegmentareasfollows:

(@) theairlineoperationssegmentomprisesheprovisionof air passengeandair cargoservices;

(b) the engineeringservicessegmentcomprisesthe provision of aircraft engineeringservices,including
aircraftmaintenancerepairandoverhaulservices;

(c) the airport terminal servicessegmentcomprisesthe provision of ground services,including check-in
service,boardingservice,premiumclassloungeservice,rampservice,luggagehandlingservice, loading
andunloadingservicesgcabincleaningandtransitservicesand

(d) the “others” segmentcomprisesthe provision of air cateringservicesand other airline-relatedservices.
The profit beforetax of a segmentrepresentgevenueless expensedirectly attributableto a segment
andthe relevanportion of enterpriserevenuelessexpenseshatcanbe allocatedon a reasonablédasisto
asegmentwhether fromexternaltransaction®r from transactionsvith othersegment®f the Group.

Segmentassetsand liabilities mainly compriseoperatingassetsand liabilities that are directly attributableto
thesegmenbr canbeallocatedto thesegmenbnareasonabléasis.

In determiningthe Group’s geographicalsegmentsyevenueis attributedto the segmentshasedon the origin
anddestinationof eachflight segmentAssets,which consistprincipally of aircraftandgroundequipmentsupporting
the entireworldwide transportatiorsystemof the Group, are mainly locatedin Mainland China.An analysisof assets
andcapitalexpenditureof the Groupby geographicadlistributionhasthereforenotbeenincluded.

Intersegmensalesandtransfersaretransactedvith referenceto the selling pricesusedfor salesmadeto third
partiesatthethenprevailingmarketprices.
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Businesssegments

Thefollowing tablespresentevenue profit andcertainassetjiability andexpendituranformationfor the
Group’sbusinessegmentdor theyearsended31 Decembe2007and2006:

For theYearended31 Decembe2007

Airport
Airline Engineering  terminal
operations services services Others Eliminations Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’'000 RMB’000

REVENUE

Salesto externalcustomers 50,028,849 487,710 509,450 304,532 - 51,330,541
Intersegmensales - 674,123 - 190,758 (864,881) -
Totalrevenue 50,028,849 1,161,833 509,450 495,290 (864,881) 51,330,541

PROFIT FROM

OPERATIONS
Segmentesults 3,695,437 686,601 111,793 205,177  (864,881) 3,834,127
Financerevenue 2,328,035 21,791 — 26,746 - 2,376,572
Financecosts (1,954,476) (13,400) - (1,450) - (1,969,326)
Shareof profitsandlosses

of associates 1,214,190 5,189 117,808 27,553 — 1,364,740
Profit beforetax 5,283,186 700,181 229,601 258,026  (864,881) 5,606,113
Tax (1,484,613)
Minority interests 107,497

Profit attributableto equity

holdersof the Company 4,228,997
ASSETS
Segmenassets 79,308,581 1,441,639 371,119 1,096,601 (1,330,985)80,886,955
Interestdn associates 9,013,689 153,911 119,317 255,760 — 9,542,677
Unallocatedassets 626,645
Total assets 91,056,277
LIABILITIES
Segmentiabilities (57,141,527) (827,806) (608,978) (890,013) 1,330,985 (58,137,339)
Unallocatediabilities (1,411,585)
Totalliabilities (59,548,924)
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OTHER SEGMENT
INFORMATION
Capitalexpenditure
(includingadditionsto
property,plantand
equipmentndadvance
paymentdor aircraft,and
relatedequipment)
Depreciatiorof property,
plantandequipment
Amortisationof lease
prepayments
Impairmentiossonaircraft
heldfor sale
Impairmentiosson
available-for-sale
investments
Decreaseén fair valueof
derivativefinancial
instruments
Reversabf impairmentof
accountgeceivable
Recognitionof deferred
income

Airport
Airline Engineering  terminal
operations services services Others Eliminations Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’'000

20,591,633 215,990 134,954 3,852 — 20,946,429
5,447,151 38,594 66,324 2,374 - 5,554,443
22,478 - - - - 22,478
142,800 - - - - 142,800

- - - 4,481 - 4,481

133,840 - - - - 133,840
(435) (884) - (92) - (1,411)
76,943 - - - - 76,943
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For theYearended31 Decembe2006

Airport
Airline Engineering  terminal
operations services services Others Eliminations Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’'000 RMB’'000

REVENUE

Salesto externalcustomers 43,708,683 481,021 496,741 250,161 — 44,936,606
Intersegmensales - 620,302 - 186,000 (806,302) -
Totalrevenue 43,708,683 1,101,323 496,741 436,161  (806,302) 44,936,606

PROFIT FROM

OPERATIONS
Segmentesults 2,281,754 655,137 175,445 211,670  (806,302) 2,517,704
Financerevenue 1,161,287 9,456 — 7,128 - 1,177,871
Financecosts (1,863,002) (11,606) - (1,879) - (1,876,487)
Gainondisposalof an

associate 1,592,633 - - - - 1,592,633
Shareof profitsandlosses

of associates 365,639 4,797 135,169 11,895 - 517,500
Profit beforetax 3,538,311 657,784 310,614 228,814  (806,302) 3,929,221
Tax (624,124)
Minority interests (617,256)
Profit attributableto equity

holdersof the Company 2,687,841
ASSETS
Segmenassets 72,975,757 1,239,259 306,758 1,182,531 (1,546,400) 74,157,905
Interestdn associates 8,663,367 112,336 170,115 309,656 - 9,255,474
Unallocatedassets 1,064,157
Total assets 84,477,536
LIABILITIES
Segmentiabilities (51,130,149) (639,936) (475,015) (994,935) 1,546,400(51,693,635)
Unallocatediabilities (1,048,208)
Total liabilities (52,741,843)
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Airport
Airline Engineering  terminal
operations services services Others Eliminations Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’'000

OTHER SEGMENT
INFORMATION

Capitalexpenditure
(includingadditionsto
property,plantand
equipmentndadvance
paymentdor aircraftand

relatedequipment) 16,440,786 89,754 27,521 28,191 - 16,586,252
Depreciatiorof property,

plantandequipment 5,168,367 41,834 56,088 7,744 - 5,274,033
Amortisationof lease

prepayments 21,495 - - - - 21,495

Impairmentiosson
available-for-sale

investments - - - 15,562
Decreaseén fair valueof

derivativefinancial

instruments 268,041 - - -
Impairment/(reversabf

impairment)of accounts

receivable 3,536 (3,579) - (1,859)
Recognitionof deferred

income 76,943 - - -

15,562

268,041

(1,902)

76,943
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Geographicalsegments

Thefollowing tablespresenthe Group’sconsolidatedevenueby geographicabegmenfor theyearsended
31DecembeR007and2006:

Yearended31 Decembe007

Asia
Hong Japan Pacific
Mainland Kong and North and and
China Macau Europe  America Korea others Total

RMB’000 RMB’000 RMB’'000 RMB’'000 RMB’'000 RMB’'000 RMB’'000

Salesto external
customersand

totalrevenue 27,702,479 2,848,675 7,616,370 4,678,276 4,475,578 4,009,163 51,330,541

Yearended31 DecembeR006

Asia
Hong Japan Pacific
Mainland Kong and North and and
China Macau Europe  America Korea others Total

RMB’000 RMB’000 RMB'000 RMB’'000 RMB’'000 RMB’'000 RMB’000

Salesto external
customersand

totalrevenue 23,868,328 2,770,579 6,203,536 3,806,678 4,256,753 4,030,732 44,936,606

4 AIR TRAFFIC REVENUE

Air traffic revenuecomprisegevenuegrom theairline operationsdusinesandis statednetof businesgax. An
analysisof the Group'sair traffic revenueduringtheyearis asfollows:

Group
2007 2006
RMB’000 RMB’000
Passenger 43,632,090 37,564,903
Cargoandmail 4,085,456 4,041,227
47,717,546 41,606,130

Pursuanto therelevantbusinesgax rulesandregulationsn MainlandChina,air traffic revenuefor all domestic
andoutboundinternationalflights is subjectto businesgax at a rate of 3%. All inboundinternational,Hong Kongand
Macauregionalflights areexemptedrom businesdax. Businesgdax incurredandsetoff againstair traffic revenueor
theyearsended31 Decembe2007amountedo approximatelyRMB1,224million (2006:RMB1,039 million).
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5 OTHER OPERATING REVENUE

Bellyholdincomefrom ajoint venture(note50)
Aircraft engineeringncome
Groundserviceincome
Air cateringincome
Governmengrants:
Recognitionof deferredincome(note39)
Others
Servicechargeonreturnof unusedlight tickets
Cargohandlingserviceincome
Saleof materials
Importandexportserviceincome
Trainingserviceincome
Aircraft andrelatedequipmentieaseincome
Gainondisposalof property,plantandequipmentnet
Others

6 EMPLOYEE COMPENSATION COSTS

Group
2007 2006
RMB’000 RMB’000
1,579,185 1,518,925
487,710 481,021
509,450 496,741
162,886 136,581
76,943 76,943
131,136 124,420
152,107 110,825
62,466 63,938
12,648 15,055
7,850 10,676
20,837 17,839
12,688 1,323
165,311 17,353
231,778 258,836
3,612,995 3,330,476

An analysisof the Group’semployeecompensatiomosts,ncludingtheemolument®of Directorsand

Supervisorsis asfollows:

Wages salariesandsocialsecuritycosts
Retirementbenefitcosts(notell)
Share-basebenefits(note43)

7 PROFIT FROM OPERATIONS

The Group’sprofit from operationss arrivedat aftercharging/(crediting):

Auditors’ remuneration
Depreciationnote16)

Gainsondisposalof property,plantandequipmentpet
Lossonderecognitiorof property,plantandequipment

Amortisationof leaseprepayment¢notel7)
Minimum leasepaymentaunderoperatingeases:
Aircraft andengines
Land,buildingsandothers
Impairmentiossonavailable-for-salénvestments
Impairmentiossonaircraftheldfor sale(note25)
Reversabf impairmentof accountgeceivable

Group
2007 2006
RMB’000 RMB’000
4,817,539 4,037,553
368,241 276,330
23,986 -
5,209,766 4,313,883
Group

2007 2006
RMB’000 RMB’000
14,261 10,658
5,554,443 5,274,033
(165,311) (17,353)
37,138 70,206
22,478 21,495
2,239,359 2,069,639
311,262 323,752
4,481 15,562
142,800 -
(1,411) (1,902)
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8 FINANCE REVENUE AND FINANCE COSTS
An analysisof the Group'sfinancerevenueandfinancecostsduringtheyearis asfollows:

Financerevenue

Group
2007 2006
RMB’000 RMB’000
Exchangegains,net 2,030,391 983,692
Interestincome 110,013 80,689
Gainsonfuel derivativesnet 235,944 113,225
Dividendincomefrom available-for-salénvestments 224 265
2,376,572 1,177,871
Financecosts
Group
2007 2006
RMB’000 RMB’000
Intereston bankloans,otherloansandcorporateébonds 1,572,793 1,380,781
Intereston financeleases 650,613 601,153
Totalinterest 2,223,406 1,981,934
Less:Interestcapitalised (254,080) (105,447)
1,969,326 1,876,487

Theinterestcapitalisationratesrangingfrom 4.5%to0 5.9% (2006:4.5%to 6.0%)perannumrepresenthe cost
of relatedborrowingsduringtheyear.

9 GAIN ON DISPOSAL OF AN ASSOCIATE

The gain on disposalof an associatén 2006 relatesto the saleof the Group’s equity interestin Dragonairto
Cathay.

10 REMUNERATION OF DIRECTORS, SUPERVISORSAND FIVE HIGHEST PAID EMPLOYEES
Remunerationof the Company’s Directors and Supervisorsfor the year disclosed pursuantto the Rules

Governingthe Listing of Securitieson the Hong Kong Stock Exchangeand Section161 of the Hong Kong Companies
Ordinances asfollows:

Group

2007 2006

RMB’000 RMB’000

Fees 200 179
Basicsalarieshousingbenefits,otherallowances

andbenefitsin kind 1,289 4,561

Discretionarybonuses 1,795 1,674

Retiremenbenefits 105 94

3,389 6,508
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Basic
salaries,
housing
benefits,
other
allowances
and benefits Discretionary Retirement
Fees in kind bonuses benefits Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Year ended
31 December2007
Directors
Li Jiaxiang - - - - -
KongDong - 196 - - 196
WangShixiang - - - - -
Yao Weiting - - - - -
ChristopheDalePratt - - - - -
ChenNanLok Philip - - - - -
Ma Xulun - 250 552 21 823
CaiJianjiang - 250 552 21 823
FanCheng - 228 497 21 746
Hu HungLick, Henry 50 15 - - 65
Wu Zhipan 50 - - - 50
ZhangKe 50 - - - 50
JiaKang 50 - - - 50
200 939 1,601 63 2,803
Supervisors
ZhangXianlin - 163 - - 163
Sun Yude - - - - -
Liao Wei - - - - -
ZhangHuilan - - - - -
ZhouGuoyou - - - - -
Liu Feng - 115 137 21 273
Liu Guoging - 72 57 21 150
- 350 194 42 586
200 1,289 1,795 105 3,389
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Basic
salaries,
housing
benefits,
other
allowances
and benefits  Discretionary Retirement
Fees in kind bonuses benefits Total
RMB’'000 RMB’000 RMB’000 RMB’'000 RMB’'000
Year ended
31 December2006
Directors
Li Jiaxiang - - - - -
KongDong — 2,095 — — 2,095
WangShixiang - - - - -
Yao Weiting - - - - -
Christopher Dale Pratt - - - - -
Ma Xulun - 121 543 19 683
CaiJianjiang - 121 504 19 644
FanCheng - 113 441 19 573
Hu HungLick, Henry 50 138 - - 188
Wu Zhipan 50 - - - 50
ZhangKe 50 - - - 50
JiaKang 29 - - - 29
179 2,588 1,488 57 4,312
Supervisors
ZhangXianlin - 1,739 - - 1,739
Liao Wei - - - - -
ZhangHuilan - - - - -
Liu Feng - 157 141 19 317
Liu Guoging - 77 45 18 140
- 1,973 186 37 2,196
179 4,50]  mm—d 94 6,508

Feesof RMB200,000(2006:RMB179,000)werepaidor payableto the Company’sindependeniNon- Executive
Directors during the year. Exceptfor allowancesof RMB15,000(2006: RMB138,000) paid to Dr. Hu Hung Lick,
Henry, therewere no otheremolumentpayableto otherIndependenfNon-ExecutiveDirectorsduring the year.

In additionto the above,certain Directorshave beengrantedSARs in respectof their servicesto the Group,
furtherdetailsof which aresetoutin note43to thefinancial statementsThe fair valueof theseSARsrecognised irthe
incomestatementor theyearended31 Decembe2007wasRMB3,339,000.
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An analysisof thefive highestpaidemployeeswithin the Groupis asfollows:

Group
2007 2006
Numberof Numberof
individuals individuals
Directors 1 1
Supervisor - 1
Employees 4 3

The emolumentspaid to the four (2006: three) non-director,non-supervisothighest paid employeesare as
follows:

Group
2007 2006
RMB’000 RMB’000
Basicsalarieshousingbenefits,otherallowances
andbenefitsin kind 4,688 4,274
Retiremenbenefits(note6) 54 428
4,742 4,702

Thenumberof thesefour (2006:three)non-directornon-supervisohighestpaidemployeesvhose remuneration
for theyearfell within thefollowing bands:

Group
2007 2006
Numberof Numberof
individuals individuals

HK$1,000,001to HK$1,500,000
(equivalento 2007:RMB970,551to RMB1,455,825;
2006:RMB1,022,501t0 RMB1,533,750) 1 2
HK$1,500,001to HK$2,000,000
(equivalento 2007:RMB1,455,8260 RMB1,941,100;
2006:RMB1,533,7510o RMB2,045,000) 3 1

Therewasno arrangementinderwhich a Director or a Supervisorwaivedor agreedto waive any remuneration
duringtheyear(2006:Nil).

11 RETIREMENT BENEFIT COSTS

All of the Group’s full-time employeesin Mainland China are coveredby a government-regulatedefined
contributionretirementscheme,and are entitled to an annualpensiondeterminedby their basic salariesupon their
retirement.The PRC governmentis responsiblefor the pensionliabilities to theseretired employeesThe Group is
requiredto make annualcontributionsto the government-regulatedefined contribution retirementschemeat rates
rangingfrom 15% to 20% (2006: 15% to 20%) of the employees’basic salariesduring the year and hasno further
obligation for post-retirementbenefitsin respectof the above. The relatedpensioncostsare expensedasincurred.
Contributionsto other defined contribution retirementschemesoperatedby the Group are chargedto the income
statementn theyearwhichthecontributionsrelateto.
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The Groupalsoimplementsan early retirementplan for certainemployeesn additionto the benefitsunderthe
government-regulatedefined contribution retirementschemedescribedabove.The benefitsof the early retirement
plan are calculatedbasedon factorsincluding the remaining number of yearsof servicesfrom the date of early
retirementto the normalretirementdateandthe salaryamounton the dateof early retirementof the employeesThe
costsof earlyretirementhenefitsarerecognisedn the periodwhenemployee®optfor earlyretirement.Wherethe effect
of discountingis material,the amountrecognisedor early retirementbenefitsis the presentvalueat the balancesheet
dateof the future cashflows expectedto be requiredto settlethe obligation. The increasein the discountecgresent
valueamountarisingfrom the passagef timeisincludedin financecostsin theincome statement.

The retirementbenefitcostsin relationto the definedcontributionretirementschemeandthe early retirement
benefitsareasfollows:

Group
2007 2006
RMB’000 RMB’000
Contributionsto definedcontributionretirementscheme 332,411 264,274
Early retirementbenefit 35,830 12,056
Total retirementbenefitcosts(note6) 368,241 276,330

No forfeited contributionswere utilised during the year (2006: RMB1,407,000) As at 31 December2007,no
forfeited contributionswere available to reduceits contributionsto the defined contribution retirementschemes
operatedy the Groupin futureyears(2006:RMB164,000).

12 TAX

According to the Enterpriselncome Tax Law in Mainland China (the “Old CIT Law”), the Company,its
subsidiariesjoint venturesand associategstablishedn Mainland Chinaare subjectto enterpriseincometax at rates
rangingfrom 12%to 33%(2006:12%to 33%)ontheirtaxableincome.

Hong Kong profits tax hasbeenprovidedat a rate of 17.5%(2006: 17.5%) on the estimatedassessablgrofits
arisingin HongKong duringtheyear.

In accordancewith the Old CIT Law and an approvaldocumentissuedby the relevanttax bureauon 28
November2005 (the “Approval Document”),Air China CargoCo., Ltd. (“Air China Cargo”) was subjectto a state
enterpriseincome tax rate of 24% and was fully exemptedfrom stateenterpriseincometax for the year ended31
December005,followed by a 3-year50% reductionin stateenterprisancometax duringthe periodbetweenl January
2006and 31 December2008.In addition, pursuanto the Approval Document,Air ChinaCargohasbeen granted 4-
year local enterpriseincome tax exemptionduring the period between1 January2005 and 31 December 2008,
followed by a 5-year50% reductionin local enterpriseincometax during the period betweenl January2009 and31
Decembe013.

During the 5th Sessionof the 10th National People’sCongresswhich was concludedon 16 March 2007, the
People’sRepublicof ChinaCorporatelncome Tax Law (the“New CIT Law”) wasapprovedandbecameeffective onl
January2008. The New CIT Law introducesa wide range of changeswhich include, but are not limited to, the
unification of the corporateincometax rate for both domesticenterprisesandforeign-investetenterprisesat 25%. The
New CIT Law alsolays down principlesfor transitionalarrangementselatingto tax incentives(reducedtax and tax
holidays)enjoyedby enterprisesinderthe Old CIT Law. Therefore deferredtax assetsandliabilities of the Groupare
measuredat the 25% tax rate or otherapplicabletax ratesthatare expectedo apply to annualperiods beginningn or
after1 January2008whenthedeferredtax asseis realisedor thedeferredtaxliability is settled.
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The determinationof currentand deferredincometax was basedon enactedtax rates.Major componentsof

incometax chargeareasfollows:

Currentincometax— MainlandChina
Deferredincometax— originationand
reversalof temporarydifferencegnote24)

Incometax chargefor theyear

Group
2007 2006
RMB’000 RMB’000
1,260,855 675,975
223,758 (51,851)
1,484,613 624,124

The shareof tax attributableto associatesamountingto RMB193,915,3292006:RMB113,577,000)s included
in the“Shareof profits andlossesof associatesbnthefaceof theconsolidatedncomestatement.

A reconciliationof incometax expensepplicableto profit beforetax atthe statutoryincometaxratein Mainland
Chinato incometax expenseat the Group’s effectiveincometax rate,and a reconciliationof the applicable ratdi.e.,

thestatutorytaxrate)to theeffectivetax rateareasfollows:

Group
2007 2006
RMB’000 % RMB’000 %

Profit beforetax 5,606,113 3,929,221
At statutoryincometaxrateof 33% 1,850,017 33.0 1,296,643 33.0
Tax effectof shareof profitsand

lossesof associatesyet (450,364) (8.0) (170,775) (4.3)
Lowerincometax ratesof other

territories 54,074 0.9 (20,718) (0.5)
Incomenot subjectto tax (27,716) (0.5) (614,323) (15.6)
Expensesiotdeductiblefor tax

purposes (27,247) (0.5) 125,004 3.2
Taxlossesotrecognised 8,844 0.2 8,293 0.2

Effectonopeningdeferredncome

taxdueto adecreasén income

taxrates 77,005 1.4 - -
At the Group’seffectiveincome

taxrate 1,484,613 26.5 624,124 16.0

As at 31 December2007,therewasno significantunrecognisedieferredtax liability (2006:Nil) for taxesthat
would be payableon the unremittedearningsof certainof the Group’ssubsidiariesandjoint venturesasthe Directors
of the Companyhaveno intentionto requestremittanceof any significantamountof earningsto the Companyin the

foreseeabléuture.

Therearenoincometax consequenceattachingto the paymentof dividendsby the Companyto its shareholders.

13 PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The consolidatedorofit attributableto the equity holdersof the Companyfor theyearended31 December2007
includesa profit of approximatelyRMB3,097million (2006:RMB1,226million), which wasarrivedat after deducting
dividendincomereceivedfrom subsidiariesjoint venturesand associategggregatingapproximately RMB9Imillion
(2006:RMB39 million) from the Company’sprofit of approximatelyRMB3,188million (2006: RMB1,265million) that

hasbeendealtwith in thefinancialstatement®f the Company(note42).
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14 APPROPRIATIONS

Company
2007 2006
RMB’000 RMB’000
Proposedinal dividend— RMB0.684
(2006:RMBO0.492)per10shares 837,987 602,767

(@) Theproposedinal dividendof RMB0.684(2006: RMB0.492)per 10 sharesfor the yearis subjectto the
approvalof the Company’sshareholderattheforthcomingannualgeneralmeeting.

Cashdividendsto shareholdergn HongKong will bepaidin HongKongdollars.

(b)  Underthe CompanyLaw andthe Company’sarticlesof associationin Mainland China, profit after tax
asreportedin the PRCstatutoryfinancial statementganonly be distributedasdividendsafter allowance
hasbeenmadefor thefollowing:

) makingup prior years’ cumulativelossesjf any;

(i)  allocationsto the statutorycommonreservefund of at least10% of after-taxprofit, until the fund
aggregateb0% of the Company’sregisteredcapital. For the purposeof calculatingthe transfer
to reservesthe profit aftertax shall be the amountdeterminedunderChinaAccountingStandards
(“CAS"). The transferto this reserve must be made before any distribution of dividendsto
shareholders.

The statutorycommonreservefund canbe usedto offset previousyears’losses,if any, and part
of the statutorycommonreservefund canbe capitalisedasthe Company’ssharecapital provided
thatthe amountof suchreserveremainingafterthe capitalisationshall not be lessthan25% of the
sharecapitalof the Company;

(iii)  in the prior year, allocationsof 5% to 10% of after-tax profit, as determinedunder Accounting
Standardsfor BusinessEnterprisesand Accounting Regulationsfor BusinessEnterprisesto the
Company'’s statutory public welfare fund. Pursuantto the relevant PRC regulations, the
appropriatiorof publicwelfarefund wasdiscontinuedvith effectfrom 1 January2006.The balance
broughtforward from prior yearswasthentransferredto the statutorycommonreserve; and

(iv) Allocationsto thediscretionaricommonreservef approvedoy theshareholders.

The abovereservescannotbe usedfor purposesotherthanthosefor which they are createdand are not
distributableascashdividends.

In accordancewith the articlesof associationof the Company,the profit after tax of the Companyfor
the purposeof dividend paymentis basedon the lesserof (i) the profit determinedin accordancewith CAS;
and(ii) theprofit determinedn accordancevith IFRSs.

15 EARNINGS PER SHARE ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

The calculation of basic earningsper sharefor the year ended 31 December2007 is basedon the profit
attributableto equity holdersof the Companyfor the year ended31 December2007 of approximatelyRMB4,229
million, andthe weightedaveragenumberof 11,878,992,90%rdinary sharesin issueduring the year, as adjustedto
reflecttheweightedaveragenumberof treasurysharesheld by Cathaythroughreciprocalshareholding.

The calculation of basic earningsper sharefor the year ended 31 December2006 is basedon the profit
attributableto equity holdersof the Companyfor the year ended31 December2006 of approximatelyRMB2,688
million, andthe weightedaveragenumberof 10,256,259,793rdinary sharesin issueduring the year, as adjustedto
reflecttheweightedaveragenumberof treasurysharesheld by Cathaythroughreciprocalshareholding.

Diluted earningsper sharefor the yearsended31 December2007 and 2006 have not beendisclosedbecause
nodiluting eventsexistedduringbothyears.
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16

Group

As at 1 January2006,
net of accumulated

depreciation

Additions

Disposals

Transferfrom
constructionin
progress

Depreciationcharge
for the year

Exchangeadjustment

As at 31 December
2006 and
1 January2007,
net of accumulated
depreciation
Additions
Disposals
Transferfrom
constructionin
progress
Reclassifiedto current
assetsheld for sale
(note 25)
Depreciationcharge
for the year
Exchangeadjustment

As at 31 December
2007, net of
accumulated
depreciation

As at 31 December
2006 and
1 January2007

Cost

Accumulated
depreciation

Net book value

As at 31 December
2007

Cost

Accumulated
depreciation

Net book value

PROPERTY, PLANT AND EQUIPMENT

Aircraft
and flight Transportatio Office  Construction
equipment Buildings  Machinery nequipment  equipment in progress Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
41,767,629 2,572,551 982,540 318,936 122,985 1,426,087 47,190,728
10,507,612 20,333 96,578 117,456 54,354 2,453,470 13,249,803
(335,251) (30,208) (12,416) (10,393) (2,336) - (390,604)
1,241,246 222,893 65,434 131,257 296  (1,661,126) -
(4,837,545) (125,234) (176,362) (92,940) (41,952) - (5,274,033)
(5,846) (1,608) - (776) - - (8,230)
48,337,845 2,658,727 955,774 463,540 133,347 2,218,431 54,767,664
9,231,312 6,036 112,445 172,058 60,635 3,711,578 13,294,064
(383,744) (74,636) (2,941) (6,038) (811) - (468,170)
1,964,974 239,364 86,429 91,694 1,070  (2,383,531) -
(327,528) - - - - - (327,528)
(5,058,427) (125,237) (193,679) (132,714) (44,386) - (5,554,443)
(13,269) (4,574) - (2,071) - - (19,914)
53,751,163 2,699,680 958,028 586,469 149,855 3,546,478 61,691,673
81,308,583 3,873,170 2,310,773 1,265,628 318,382 2,218,431 91,294,967
(32,970,738) (1,214,443) (1,354,999) (802,088) (185,035) - (36,527,303)
48,337,845 2,658,727 955,774 463,540 133,347 2,218,431 54,767,664
89,419,255 4,007,940 2,493,040 1,489,509 374,775 3,546,478 101,330,997
(35,668,092) (1,308,260) (1,535,012) (903,040) (224,920) - (39,639,324)
53,751,163 2,699,680 958,028 586,469 149,855 3,546,478 61,691,673
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Company
Aircraft
and flight Transportatio Office  Construction
equipment  Buildings  Machinery N€QUIPMENt  equipment  in progress Total
RMB'000 RMB'000 RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
As at 1 January2006,
net of accumulated
depreciation 40,608,439 1,951,581 779,068 203,944 96,215 1,386,216 45,025,463
Additions 9,792,550 12,631 60,439 82,326 43,139 2,358,575 12,349,660
Disposals (328,114) (27,310) (3,134) (3,303) (2,133) - (363,994)
Transferfrom
constructionin
progress 1,231,652 168,976 57,168 122,504 296 (1,580,596) -
Depreciationcharge
for the year (4,664,092) (90,451) (137,759) (62,901) (34,051) - (4,989,254)
As at 31 December
2006 and
1 January2007,
net of accumulated
depreciation 46,640,435 2,015,427 755,782 342,570 103,466 2,164,195 52,021,875
Additions 9,176,250 - 67,933 135,469 46,700 3,401,865 12,828,217
Disposals (337,853) (9,735) (736) (2,459) (292) - (351,075)
Transferfrom
constructionin
progress 1,964,974 234,732 81,927 91,694 1,070 (2,374,397) -
Depreciationcharge
for the year (4,843,730) (93,745) (160,706) (107,665) (34,252) - (5,240,098)
As at 31 December
2007, net of
accumulated
depreciation 52,600,076 2,146,679 744,200 459,609 116,692 3,191,663 59,258,919
As at 31 December
2006 and
1 January2007
Cost 77,931,225 2,961,806 1,749,995 993,787 205,304 2,164,195 86,006,312
Accumulated
depreciation (31,290,790) (946,379) (994,213) (651,217) (101,838) - (33,984,437)
Net book value 46,640,435 2,015,427 755,782 342,570 103,466 2,164,195 52,021,875
As at 31 December
2007
Cost 88,146,626 3,183,536 1,891,739 1,193,658 250,943 3,191,663 97,858,165
Accumulated
depreciation (35,546,550) (1,036,857) (1,147,539)  (734,049)  (134,251) - (38,599,246)
Net book value 52,600,076 2,146,679 744,200 459,609 116,692 3,191,663 59,258,919
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As at 31 December2007, certain of the Group’s aircraft and buildings with an aggregatenet book value of
approximatelyRMB12,255million (2006:RMB17,625million) werepledgedto securecertainbankloansof the Group
(note36(a)).

The aggregatemetbookvalueof aircraftheld underfinanceleasesncludedin the property,plantand equipment
of theGroupamountedo RMB21,948million (2006:RMB16,589million) (note35(a)).

As at 31 December2007, the Group was in the processof applying for the title certificatesof certain of its
buildings with an aggregatenet book value of approximatelyRMB114 million (2006: RMB131 million) transferred
from Air ChinalnternationalCorporation,the predecessoof the Company,uponincorporation.The Group was also
in the processof applyingfor title certificatesof certainbuildings acquiredby the Group after incorporationwith an
aggregatenetbook value of approximatelyRMB384 million (2006: RMB178 million). The Directorsof the Company
are of the view thatthe Groupis entitledto lawfully andvalidly occupyandusethe above-mentionedbuildings. The
Directorsof the Companyare also of the opinion that the aforesaidmatterdid not haveany significantimpacton the
Group'sfinancialpositionasat31 Decembe007.

17 LEASE PREPAYMENTS

Group Company
2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000
Cost
AsatlJanuary 1,056,558 1,096,715 1,034,219 1,076,850
Additions 61,969 57,334 5,162 54,860
Disposal (7,302) (97,491) (7,302) (97,491)
As at31December 1,111,225 1,056,558 1,032,079 1,034,219
Accumulated amortisation
As at1January (43,029) (24,649) (42,335) (24,357)
Amortisationfor theyear (22,478) (21,495) (20,343) (21,093)
Disposal 324 3,115 324 3,115
As at31December (65,183) (43,029) (62,354) (42,335)
Net book value
As at31December 1,046,042 1,013,529 969,725 991,884

As at 31 December2007, certainof the Group’sland userights, which are accountedor asleaseprepayments
in the Group’s consolidatedinancial statementswith an aggregatenet book value of approximatelyRMB37 million
(2006:RMB37 million) werepledgedto securecertainof the Group’sbankloans(note36(a)).

As at 31 December2007,the Groupwasin the processof applyingfor the title certificatesof certainland use
rights acquiredby the Group after incorporationwith an aggregatenet book value of approximatelyRMB5 million
(2006:RMB51 million). The Directorsof the Companyareof theview thatthe Groupis entitledto lawfully and validly
occupyand usethe above-mentionedand userights. The Directors of the Companyare also of the opinion thatthe
aforesaidmatterdid nothaveanysignificantimpactonthe Group’sfinancialpositionasat31 December 2007.
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18 INTANGIBLE ASSET

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Addition duringtheyearand
balanceasat31 December 75,194 - 75,194 -

The Group’sintangible assetrepresentsaadmissionrights to Star Alliance which is statedat cost and hasan
indefiniteusefullife.

19 INTERESTS IN SUBSIDIARIES

Company

2007 2006

RMB’000 RMB’000

Listedsharesn HongKong, atcost - 579,472
Unlistedinvestmentsat cost 9,205,299 5,600,895
Duefrom subsidiaries 65,367 55,080
Dueto subsidiaries (451,419) (499,087)
8,819,247 5,736,360

Marketvalueof listedshares - 6,325,255

Thebalancesvith thesubsidiariesareunsecuredinterest-freeandhaveno fixed termsof repayment.
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Particularsof theprincipalsubsidiariesait 31 Decembe2007areasfollows:

Company name

CNAC (f] 5 ][54 il

Air Macau CompanyLimited
(“Air Macau”)
GRITI5 E42 T)

Air China Group Import and
Export Trading Co. (“AIE”)

(B & REELT BT BL 2N )

ZhejiangAir ServicesCo.,
Ltd.*

(R 2255 E ) L )

Air China Shantoulndustrial
DevelopmentCompany
(Fl BB
(EE )

Air China Development
Corporation(Hong Kong)
Limited
(B 5 ¥ 3 L il

ShanghaiAir ChinaAviation
ServiceCo., Ltd.” (formerly
“ShanghaiAir ChinaBase
DevelopmentCenter”)
(g
YRCAE

R R o ) )

Total TransformGroup Limited

(Bsiey o215 P )

Angel ParadiseLimited

Place of
incorporation/
registration and
operations

Hong Kong

Macau

PRC/Mainland
China

PRC/Mainland
China

PRC/Mainland
China

Hong Kong

PRC/Mainland
China

British Virgin
Islands/Hong
Kong

British Virgin
Islands/Hong
Kong

Legal status

Limited liability
company

Limited liability

company

Limited liability
company

Limited liability
company

Limited liability
company

Limited liability
company

Limited liability
company

Limited liability
company

Limited liability
company

Nominal
value of
paid-up

capital

(in thousands)

HK$331,268

MOP400,000

RMB95,081

RMB20,000

RMB18,000

HK$9,379

RMB2,000

HK$8,427,047

Uss$10

Percentageof
equity
interests
attributable to
the Company
Direct Indirect

%) (%)

69 31
- 51
100 -
100 -
51 -
95 -
100 -
99.9 0.1
- 100

# TheEnglishnamesof thesecompaniesredirecttranslationf the Chinesenames.

Principal activities

Investmentholding

Airline operator

Import and export
trading

Provisionof airline
cateringand
shuttlebus
services

Manufactureand
retail of aircraft
supplies

Provision of air
ticketing services

Provision of ground
handlingservice,
air passenger, cargo
and consultancy
services

Investmentholding

Investmentholding

The abovetablelists the subsidiarieof the Companywhich, in the opinion of the Directors,principally affected
the resultsfor the yearended31 December2007 or formed a substantialportion of the net assetsof the Group at31
December2007. To give detailsof other subsidiarieswould, in the opinion of the Directors,resultin particulars of

excessivdength.
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20 INTERESTSIN JOINT VENTURES

Company
2007 2006
RMB’000 RMB’000
Unlistedinvestmentsat cost 1,403,788 1,403,788

Particularsof thejoint venturesof the Groupat31 Decembe2007areasfollows:

Place of
Nominal value incorporation/
of paid-up registration Ownership Voting  Profit
Company name capital and operations interest power sharing  Principal activities
(in thousands)

Percentageof (%)

Aircraft Maintenanceand US$162,53PRC/Mainland 60 57.1 60 Provision of aircraft
EngineeringCorporation,Beijing China overhauland
(Il TRSRErS T A I i) maintenance

services

Air China Cargo RMB2,200,000PRC/Mainland 51 55.6 51 Provisionof cargo
(Fl 1 B €758 e 2 % L fil) China carriageservices

Beijing Air CateringCo., Ltd.* US$26,000PRC/Mainland 60 60 60 Provisionof airline
(ji‘ﬁjiﬂfﬁﬁr’ﬁfﬁ#,‘sj[ﬂﬂ} ﬁj) China cateringservices

SouthwestAir CateringCo., Ltd.* RMB70,000PRC/Mainland 60 60 60 Provisionof airline
(E“Iﬁjﬂﬁﬁ—“’ifﬁp?ﬂfi? fil) China cateringservices

MacauAsia ExpressLtd.* MOP100,000Macau 68 68 68 Airline Operator

SkyWork CapitalAsia Ltd.* HK0.03 Hong Kong 33 33 33 Provisionof

financial services

*  Theequityinterestof thesejoint venturesare held indirectly throughcertainsubsidiariesof the Company.

—63-



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

As at the balancesheetdateand for the two yearsended31 December2007,the Group’s proportionateshare
of the assetsliabilities, andthe Group’s proportionateshareof the revenueand expense®f the joint venturesare as
follows:

Group

2007 2006

RMB’000 RMB’000

Currentassets 1,489,241 1,647,132
Non-currentassets 2,618,253 2,835,754
Totalassets 4,107,494 4,482,886
Currentliabilities (1,393,529) (1,546,322)
Non-currentiabilities (762,336) (571,646)
Netassetattributableto the Group 1,951,629 2,364,918
Revenue 4,977,977 5,001,632
Operatingexpenses (5,169,310) (4,798,109)
Financerevenue 58,037 25,876
Financecosts (48,898) (44,121)
Profit/(loss)beforetax (182,194) 185,278
Tax (30,245) (80,541)
Profit/(loss)attributableto the Group (212,439) 104,737

21 INTERESTS IN ASSOCIATES
Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Listedsharesn MainlandChina,

atcost — — 163,477 163,477
Unlistedinvestmentsatcost - - 847,982 717,523
Shareof netassets 7,854,720 7,569,781 - -
Goodwill 1,627,888 1,630,205 - -
Duefrom associates 183,224 144,914 40,555 21,784
Dueto associates (123,155) (89,426) (118,768) (105,818)
9,542,677 9,255,474 933,246 796,966

Marketvalueof listedshares 640,224 185,136

Thebalancewith theassociateareunsecuredinterest-freeandhaveno fixed termsof repayment.
As at 31 December2007,certainnumberof listed sharesn anassociateof the Groupwith anaggregatenarket

value of approximatelyRMB7,609 million (2006: RMB7,695 million) were pledgedto securecertainbankloans of
theGroup(note36(b)).
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As at 31 December2007,the Groupwasin the processof completingthe registrationof its equity interests in
certainassociatesvith an aggregatenvestmentcostof approximatelyRMB200 million (2006: RMB96 million) and
carryingamountof approximatelyRMB564 million (2006: RMB395 million) transferredirom Air China International
Corporationuponincorporation.The Directorsof the Companyare of the view thatthe aforesaidmatter didnot have
any significantimpacton the Group’sownershipin thoseequity interestsandhencethe Group’s financialpositionasat
31December007.

Particularsof theprincipalassociateasat31 Decembe2007areasfollows:

Percentag
Nominal e ofequity
value of interests

Placeof incorporation/ registered/ attributabl
registration and issued e tothe Principal
Company name operations share Group activities
capital (%)
Cathay* (@ rlﬂﬁ@:“rﬂ,‘iﬁ ’FIJ) HongKong HK$787,139,514 17.5 Airline operator
ShenzhenAirlines Co.,Ltd.* PRC/MainlandChina RMB300,000,000 25 Airline operator

(R I = 2 i)

Shandong Aviation Group PRC/MainlandChina RMB580,000,000 49.4 Investment
Corporation (“Shandong holding
Aviation”)

() [Fode s e 12 i)

ShandondAirlines Co., Ltd. PRC/MainlandChina RMB400,000,000 22.8 Airline operator
(“ShandongAirlines”)
([Pl e 2 3 8 | B )

SichuanSNECMA Aeroengine  PRC/MainlandChina US$31,900,000 43.6 Provisionof
MaintenanceCo.,Ltd. maintenance
(“SNECMA™) andrepair
(P15 s servicefor
2 SR ERSRESSTE L fJ) aircraft

engines

ChengduFalconAircraft PRC/MainlandChina RMB16,474,293 35.6 Provisionof
EngineeringServiceCo., maintenance
Ltd. andrepair
(F‘f%’ﬂfﬂ “’FE&*% R servicefor

LT aircraft
engines

YunnanAirport Aircraft PRC/MainlandChina RMB10,000,000 40 Provisionof
MaintenanceservicesCo., maintenance
Ltd. andrepair
(S & MRS SR fil) service

JardineAirport Services HongKong HK$10,000 50 Provisionof
Limited* airportground
(I T 295555 TS i) handling

service

MenziesMacauAirport Macau MOP10,000,000 33.7 Provisionof
Serviced.imited* airportground
(PHERIRA AR 55 handling

NH, f[J) service
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Company name

GuangzhowBaiyun International

Airport Ground Handling
ServiceCompany Limited

(/N SRS S 85

IR )

SanyaWorld Trade
DevelopmenCompany
Limited** ##

(= ot B P i)

CAAC CaresChonggingCo.,

Ltd. (EBee 4 o 5 Kl

I 2D

ChengduCAAC Southwest
CaresCo.,Ltd.*#
(% S ST 1
I 2 )

TradeportHongKong
Limited*
T HRT RO L )

LSG LufthansaServiceHong
Kong Limited (“LSGHK")*
(BT A 4 QT

(FH) 7L i)

ChinaNational Aviation
FinanceCo.,Ltd.
(“CNAF")**
(P11l 4 5 A5
I 2 D)

ShanghaiGuochengAviation
TravelServicesCo., Ltd.*#

Placeof incorporation/
registration and
operations

PRC/MainlandChina

PRC/MainlandChina

PRC/MainlandChina

PRC/MainlandChina

HongKong

HongKong

PRC/MainlandChina

PRC/MainlandChina

Nominal
value of

Percentag
e ofequity
interests

registered/ attributabl

issued
share
capital

RMB100,000,000

RMB5,000,000

RMB9,800,000

RMB2,000,000

HK$400

HK$501

RMB505,269,500

RMB1,000,000

e tothe Principal
Group activities
(%)

21 Provisionof
airportground
handling
service

40 Provisionof
airportground
handling
service

24.5 Provisionof
airline-related
information
systemservice

35 Provisionof
airline-related
information
systemservice

25 Developmentand
operationof a
logisticscentre

20.2 Provisionof
airline catering
services

23.5 Provisionof
financial

services

49 Provisionof
airlinetickets

(YR R 28 T 1 ik services
LA )
* The equityinterestsof theseassociatesre heldindirectly throughcertainsubsidiarief the Company.

*x 19.3%of the Group’sequityinterestin CNAF is held directly by the Company,andthe remaining4.2% is

heldindirectlythroughsubsidiarieof the Company.

***  This associatebecamedormantduring the currentyear and wasin the processof deregistrationas at 31

December2007.

# Not auditedby Ernst& YoungHong Kong or othermemberfirm of the Ernst& Young global network.

## TheEnglishnamesf thesecompaniesaredirecttranslationof the Chinesenames.
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The abovetablelists the associate®f the Groupwhich, in the opinion of the Directors,principally affected the
result for the year ended31 December2007 or formed a substantialportion at the net assetsof the Group at 31
December2007. To give details of other associatesvould, in the opinion of the Directors, resultin particularsof
excessivdength.

Summarisedinancialinformationof the Group’sassociatess asfollows:

Group
2007 2006
RMB’000 RMB’000
Aggregateof associatesfinancialposition:
Total assets 138,516,852 129,330,489

Totalliabilities

Aggregateof associatestesults:

(86,527,778)

(79,777,602)

Revenue 89,211,451 35,150,157
Net profit 7,791,767 2,102,744
Movementsof goodwill areasfollows:
Group

2007 2006

RMB’000 RMB’000

Asatl January 1,630,205 1,444,367
Additions 1,283 1,393,370
Disposal - (1,205,390)
Exchangeealignment (3,600) (2,142)
As at31December 1,627,888 1,630,205

22 LONG TERM RECEIVABLE FROM ULTIMATE HOLDING COMPANY

On 30 September2004, the Companyenteredinto an agreementwith CNAHC whereby CNAHC agreedto

assumethe obligationto settle an aggregateamountof approximatelyRMB757 million, which was recordedby the

Groupasagovernmengrantreceivableasat 31 December2003of RMB842 million, consistingof alongterm portion
and a short term portion of RMB764 million and RMB78 million, respectively.This receivablefrom CNAHC is

unsecuredjnterest-freeand is repayableover eight yearscommencingfrom 31 December2004 by 16 semi-annual
instalmentg¢o be madeby 30 Juneand31 Decembermrachyear.Pursuanto the relevantagreementthe first instalment
amountof RMB25 million had beensettledby 31 December2004 and the final instalmentamountof approximately
RMB32 million shall be settledby 30 June2012,with the remaining14 semi-annuainstalment amounte®f RMB50

million eachto be settledby 30 Juneand 31 Decembereachyearbetween30 June2005and 31

Decembe2011.

23  AVAILABLE-FOR-SALE INVESTMENTS

Available-for-salanvestmentgonsistof unlistedequityinvestmentsneasuredtcost.
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24 DEFERRED TAX ASSETS/LIABILITIES

Themovementsn deferredtaxduringtheyearareasfollows:

Balanceatbeginningof year
Chargefor theyear(note12)

Balanceatendof year

Deferredtaxliabilities: Accelerated

depreciatiorfor tax
purposes

Otherdeferredtaxliabilities

Grossdeferredtaxliabilities

Deferredtax assets:

Additionaltaxdeductionon

revaluationsurplusarisingfrom

theRestructuring
Provisionsandaccruals

Lossesavailablefor offsetagainst

futuretaxableincome
Otherdeferredtax assets

Grossdeferredtax assets

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
550,222 498,371 495,000 391,000
(223,758) 51,851 (235,000) 104,000
326,464 550,222 260,000 495,000

Theprincipalcomponent®f the Group’sandthe Company’sdeferredtax areasfollows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
(299,181) (455,935) (285,690) (444,633)
(1,000) (58,000) (1,000) (58,000)
(300,181) (513,935) (286,690) (502,633)
148,790 351,946 105,329 312,946
362,620 507,309 339,361 495,687
13,235 15,902 - -
102,000 189,000 102,000 189,000
626,645 1,064,157 546,690 997,633
326,464 550,222 260,000 495,000

Netdeferredtax assets

Therewasno materialunprovideddeferredtax duringtheyear(2006:Nil).

Therearenoincometax consequenceattachingto the paymentof dividendsby the Companyto its shareholders.
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25 AIRCRAFT HELD FOR SALE

Reclassifiedrom property,plantandequipment
duringtheyearendat31 Decembe007(notel16)

Impairment(note?)

Group
2007
RMB’000

327,528
(142,800)

2006
RMB’000

184,728

Aircraft held for salerepresentaircraft to retire in the next 12 month and are measuredat the lower of their
carryingamountsandfair valueslesscoststo sell.

26 INVENTORIES

An analysisof theinventoriesasatthebalancesheetdateis asfollows:

Flight equipmentpareparts

Work in progress
Cateringsupplies

27 ACCOUNTS RECEIVABLE

Accountsreceivable
Impairment

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
932,517 894,678 658,955 612,457
179,302 88,419 6,034 1,499
30,231 32,169 24,882 26,932
1,142,050 1,015,266 689,871 640,888

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
2,839,785 2,882,143 2,362,573 2,408,237
(45,505) (46,916) (36,266) (36,370)
2,794,280 2,835,227 2,326,307 2,371,867

The Groupnormally allows a credit periodrangingfrom 30 to 90 daysto its salesagentsand othercustomers.
An agedanalysisof theaccountseceivableasatthebalancesheetdate,netof provisionfor impairment,s as follows:

Within 30days
31to 60days
61to 90days
Over90days

Group Company

2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
2,246,288 2,169,345 1,873,381 1,718,214
279,497 361,524 244,015 377,219
136,078 129,790 157,763 194,719
132,417 174,568 51,148 81,715
2,794,280 2,835,227 2,326,307 2,371,867
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Includedin theaccountseceivableasatthebalancesheetdateis thefollowing amountduefrom ajoint venture:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Jointventure 306,831 332,811 585,703 679,206

Themovementsn provisionfor impairmentof accountgeceivableareasfollows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
AsatlJanuary 46,916 48,795 36,370 32,485
Impairmentiossesecognised - 4,654 - 3,885
Amountwritten off asuncollectible (1,411) (6,533) (104) -
As at31December 45,505 46,916 36,266 36,370

As at 31 December2007, accountsreceivablewith an aggregatenominal value of RMB15,170,307(2006:
RMB14,430,850wereimpairedandfully providedfor. Theremainingindividually impairedaccountgeceivable relate
to customerghat werein financial difficulties andonly a portion of the receivableds expectedto be recovered. The
Groupdoesnothold anycollateralor othercreditenhancementsverthesebalances.

An agedanalysisof theaccountgeceivablghatarenot consideredo beimpairedis asfollows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Neitherpastduenorimpaired 1,595,986 1,576,058 1,805,696 1,805,087
Lessthanl monthpastdue 10,417 20,506 10,417 20,506
1,606,403 1,596,564 1,816,113 1,825,593

Receivableghatwere neitherpastduenorimpairedrelateto alarge numberof diversified customerdor whom
therewasnorecenthistory of default.

Receivableghat were pastdue but not impairedrelateto a numberof independentustomershathavea good
track record with the Group. Basedon past experience the Directors of the Companyare of the opinion that no
provisionfor impairmentis necessaryn respectof thesebalancesastherehasnot beena significantchangein credit
guality andthe balancesaresstill consideredfully recoverableThe Group doesnot hold any collateralor other credit
enhancementgverthesebalances.

—70-



APPENDIX |

FINANCIAL

INFORMATION OF THE GROUP

28

29

PREPAYMENTS, DEPOSITS AND OTHER RECEIVABLES

An analysisof the prepaymentsgepositsandotherreceivablesasatthebalancesheetdateis asfollows:

Prepayments

Advancesandothers

Manufacturers'creditson aircraft
acquisitionreceivables

Prepaidaircraftoperatinglease
rentals

Depositsand other receivables
Receivabledrom thesale

of staffquarters
Miscellaneougeposits

Total

DEPOSITS AND CASH AND CASH EQUIVALENTS

Cashandbankbalances
Cashplacedwith CNAF

Time deposityplacedwith banks

Less:Pledgeddepositsagainst:
Bankloans(note36(c))
Aircraft operatingeases
andfinancialderivatives

Cashandcashequivalents

Less:Non-pledgediepositswith
maturityof morethan
threemonthswhen
acquired

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
743,946 620,323 604,508 457,736
55,741 109,296 30,516 48,235
195,970 163,059 195,970 163,059
995,657 892,678 830,994 669,030
- 2,269 - -
322,405 182,089 290,614 173,669
322,405 184,358 290,614 173,669
1,318,062 1,077,036 1,121,608 842,699

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
1,586,380 1,280,406 530,374 394,880
387,962 200,242 357,016 129,516
1,974,342 1,480,648 887,390 524,396
2,050,802 3,890,037 463,983 2,478,176
- (78,195) - (78,195)
(118,624) (133,309) (2,486) (2,477)
(118,624) (211,504) (2,486) (80,672)
3,906,520 5,159,181 1,348,887 2,921,900
(1,429,179)  (1,570,777) (22,974) (421,498)
2,477,341 3,588,404 1,325,913 2,500,402
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As at the balancesheetdate, the cashand cashequivalentsof the Group denominatedn RMB amountedto
RMB1,290,571,5942006: RMB3,043,395,230)The RMB is not freely convertibleinto other currencies,however,
underMainland China’s Foreign ExchangeControl Regulationsand Administrationof Settlement,Saleand Payment
of Foreign ExchangeRegulations,the Group is permittedto exchangeRMB for other currenciesthrough banks
authorisedo conductforeignexchangeusiness.

Cashat banksearnsinterestat floating ratesbasedon daily bank depositrates.Time depositsare placedfor
vestingperiodsof up to oneyear,dependingon the cashrequirementof the Groupandthe Company,andearn interest
at the respectivetime depositrates.The bank balancesand pledgeddepositsare depositedwith creditworthy banks

with no recenthistory of default. The carryingamountsof the depositsand cashand cashequivalents approximatms
theirfair value.

30 DUEFROM ULTIMATE HOLDING COMPANY

Theamountduefrom the Company’sultimateholdingcompanyfor theyearmainly arosefrom transactions aset
outin notes22 and 50 to the financial statementsThe amountis unsecuredinterest-freeandis repayable withinrone
year.

31 BALANCES WITH RELATED COMPANIES

The balanceswith relatedcompaniesareunsecuredinterest-freeandarerepayablewithin oneyearor haveno
fixed termsof repayment.

32 ACCOUNTS PAYABLE

An agedanalysisof theaccountpayableasatthe balancesheetdateis asfollows:

Group Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000

Within 30 days 4,249,353 3,660,639 3,623,987 3,069,452
31lto60days 788,374 869,108 584,583 579,156
61to90days 412,435 304,730 334,575 235,421
Over90days 480,638 386,584 307,159 272,249
5,930,800 5,221,061 4,850,304 4,156,278

Includedin theaccountgayableasatthebalancesheetdateis thefollowing amountdueto joint ventures:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Jointventures 141,419 136,455 334,047 316,482
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33

34

BILLS PAYABLE

An agedanalysisof thebills payableasatthebalancesheetdateis asfollows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Within 30 days - 191,330 - 191,330
Over90days - 460,015 - 419,215
- 651,345 - 610,545

Includedin thebills payableasatthe balancesheetdateis thefollowing amountdueto anassociate:

Group and Company

2007 2006
RMB’000 RMB’000
CNAF (note50(e)) - 95,733

OTHER PAYABLES AND ACCRUALS

An analysisof theotherpayablesandaccrualsasatthe balancesheetdateis asfollows:

Group Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000

Provisionfor staff housingbenefits 23,038 24,791 17,921 19,401

Accruedsalarieswagesandbenefits 1,213,017 870,743 1,050,627 706,847

Interestpayable 287,886 332,281 286,765 321,630

Customdutiesandleviespayable 1,066,387 1,309,984 984,649 1,232,679

Currentportionof longterm

payablegnote38) 55,155 86,945 55,155 86,945
Currentportionof deferredincome

(note39) 76,944 76,944 76,944 76,944

Depositsreceivedirom salesagents 404,796 306,893 291,641 212,353

Accruedoperatingexpenses 725,303 749,202 604,464 674,267

Others 497,755 435,104 295,015 214,731

4,350,281 4,192,887 3,663,181 3,545,797
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35 OBLIGATIONS UNDER FINANCE LEASES

The Groupandthe Companyhaveobligationsunderfinanceleaseagreementxpiring during the yearsfrom
2008to 2017 (2006: 2007 to 2016)in respectof aircraft. An analysisof the future minimum leasepaymentsunder
thesefinanceleasesas at the balancesheetdate,togetherwith the presentvalue of the net minimum leasepayments
whichareprincipally denominatedn foreigncurrenciesareasfollows:

Group and Company

Presentvalue Presentvalue
Minimum  of minimum Minimum of minimum
lease lease lease lease
payments payments payments payments
2007 2007 2006 2006
RMB’000 RMB’000 RMB’000 RMB’000
Amountsrepayable:
Within oneyear 2,839,608 2,216,680 2,964,933 2,354,905
Inthesecondyear 3,372,767 2,821,518 2,492,368 1,996,954
In thethird to fifth years,
inclusive 6,429,660 5,484,352 7,046,163 6,061,709
Overfive years 5,521,634 5,022,323 3,619,853 3,189,192
Totalminimumfinancelease
payments 18,163,669 15,544,873 16,123,317 13,602,760
Less:Amountsrepresenting
financecharges (2,618,796) (2,520,557)
Presenwalueof minimumlease
payments 15,544,873 13,602,760
Less:Portionclassifiedascurrent
liabilities (2,216,680) (2,354,905)

Non-currentportion 13,328,193 11,247,855

Certainfinancialleasearrangementsomprisefinanceleasedbetweerthe Companyandcertainof its subsidiaries,
and the correspondingborrowingsbetweensuch subsidiariesand commercialbanks. The Companyhas guaranteed
the subsidiaries’obligations under those bank borrowing arrangementsand, accordingly, the relevant assetsand
obligations are recordedin the Company’sbalancesheetto reflect the substanceof the transactions.The future
paymentsunderthesefinanceleaseshavethereforebeenpresentedy the Companyandthe Groupin the amountghat
reflectthe paymentsunderthe bankborrowingarrangementd®etweenthe subsidiariesandcommercial banks.

As at 31 December2007, therewere 43 (2006: 32) aircraft underfinance leaseagreementsUnder the terms
of theleasesthe Companyhasthe optionto purchaseatthe endof or duringthe leaseterms,certainaircraftat market
value and others at either market value or the price as stipulatedin the finance lease agreementsThe effective
borrowingratesduringthe currentyearrangedfrom 2.36%t0 9.84%(2006:1.64%t0 9.84%).

The Group’sandthe Company’sfinanceleasesveresecuredy:
(@) mortgagevercertainof the Group’sandthe Company’saircraft,which hadanaggregatenetbook value

of approximatelyRMB21,948 million as at 31 December2007 (2006: RMB16,589 million) (note 16);
and

(b) guaranteeshy certaincommercialbanksin an aggregateamountof approximatelyRMB6,925 million
(2006:RMB9,386million).

As at 31 December2007, certain PRC state-ownedbankshave provided counter-guarantees an aggregate
amountof RMB1,274million (2006:RMB1,910million) in respecbf theabove-mentionedommerciabank guarantee
arrangements.
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36

BANK LOANS, OTHER LOANS AND CORPORATE BONDS

Bankloans:
Secured
Unsecured

Otherloans:
Secured
Unsecured

Corporatebonds—unsecured

Bankloansrepayable:
Within oneyear
Inthesecondyear
In thethird to fifth years,

inclusive
Overfive years

Otherloansrepayable:
Within oneyear
In thesecondyear
In thethird to fifth years,
inclusive

Corporatebonds—overfive years

Totalbankloans,otherloansand
corporatebonds
Less:Portionclassifiedascurrent
liabilities

Non-currentportion

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
10,086,265 10,419,442 9,551,478 9,791,644
14,283,542 10,328,590 13,869,976 10,040,806
24,369,807 20,748,032 23,421,454 19,832,450
19,613 34,944 19,613 34,944
204,706 58,022 102,490 -
224,319 92,966 122,103 34,944
3,000,000 3,000,000 3,000,000 3,000,000
27,594,126 23,840,998 26,543,557 22,867,394
10,904,944 11,067,021 10,592,390 10,723,086
4,032,991 2,635,719 3,980,463 2,579,565
8,038,098 5,574,198 7,726,976 5,405,741
1,393,774 1,471,094 1,121,625 1,124,058
24,369,807 20,748,032 23,421,454 19,832,450
73,891 72,000 13,075 13,978
6,538 13,978 6,538 13,978
143,890 6,988 102,490 6,988
224,319 92,966 122,103 34,944
3,000,000 3,000,000 3,000,000 3,000,000
27,594,126 23,840,998 26,543,557 22,867,394

(10,978,835)

(11,139,021)

(10,605,465)

(10,737,064)

16,615,291

12,701,977

15,938,092

12,130,330
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Furtherdetailsof thebankloans,otherloansandcorporatebondsatthebalancesheetdateareasfollows:

Nature

Interest rate and final maturity

RMB denominated loans and corporate bonds:

Loansfor purchaseof
aircraft andrelated
equipment

Loansfor construction

in process

Loansfor construction
in process

Loansfor working
capital

Loansfor working
capital

Corporatebondsfor
purchasef aircraft

andrelated equipment

Floating interestratesranging from
6.08%t0 6.64%and5.18%to
5.75% per annumasat 31
December2007 and 2006,
respectivelywith maturitiesup to
2016

Fixed interestrate of 5.51% per
annumasat 31 December2007
with maturitiesup to 2010

Floating interestrate rangingfrom
5.67%to 6.80% per annumas at
31 December2007, with
maturitiesup to 2012

Fixed interestratesrangingfrom
4.23%t0 5.43%and3.70%to
5.81% per annumasat 31
December2007 and 2006,
respectivelywith maturitiesup to
2010

Floating interestratesranging from
5.43%t0 5.83%and5.42% per
annumasat 31 December2007
and 2006, respectively,with
maturitiesup to 2009

Fixed interestrate of 4.50% per
annumasat 31 December2007
and 2006, with maturity in
September015

United Statesdollars denominated loans:

Loansfor purchaseof
aircraft andrelated
equipment

Loansfor purchaseof
aircraft andrelated
equipment

Fixed interestratesrangingfrom
5.34%t0 8.28%and 5.40%to
8.33% per annumasat 31
December2007 and 2006,
respectivelywith maturitiesup to
2012

Floating interestrate of six months
LIBOR+0.40%to 0.70% per
annumas at 31 December2007
and 2006 with maturitiesup to
2018
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Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
2,007,520 2,844,000 2,007,520 2,844,000
40,000 - 40,000 -
617,030 - 344,690 -
1,743,000 2,817,934 1,730,000 2,730,000
232,480 335,230 223,480 335,230
3,000,000 3,000,000 3,000,000 3,000,000
7,640,030 8,997,164 7,345,690 8,909,230
3,321,072 4,519,846 3,321,072 4,519,846
5,101,110 2,629,310 4,566,324 2,001,510
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Group Company
Nature Interest rate and final maturity 2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Loansfor working Floating interestrate of six months 8,220,550 6,372,630 8,013,146 6,129,830
capital LIBOR+0.27%to 0.50%and
LIBOR+0.40%to 0.70% per
annumasat 31 December2007
and 2006, respectively,with
maturitiesup to 2010
16,642,732 13,521,786 15,900,542 12,651,186
Hong Kong dollars denominated loans:
Loansfor working Floating interestrate of three 14,039 15,070 - -
capital monthsHIBOR+1.15%per annum
asat 31 December2007 and2006
with maturitiesup to
2008
Loansfor capital Floating interestrate of three 3,015,208 1,208,654 3,015,208 1,208,654
investment monthsHIBOR+0.45%per annum
asat 31 December2007 and2006
with maturitiesup to
2013
3,029,247 1,223,724 3,015,208 1,208,654
Euros denominatedloans:
Loansfor purchaseof Fixed interestratesof 3.88%and 282,117 98,324 282,117 98,324
relatedequipment 4.38% perannumasat 31
December2007 and 2006,
respectivelywith maturitiesup to
2013
282,117 98,324 282,117 98,324
27,594,126 23,840,998 26,543,557 22,867,394
Less:Loansfalling due (10,978,835) (11,139,021) (10,605,465) (10,737,064)
within one
yearand
classifiedas
current
liabilities
Non-currentportion 16,615,291 12,701,977 15,938,092 12,130,330

Theinterestratesof RMB denominatedoansaresetandsubjectto changeby the People’sBankof China.
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The Group’sandthe Company’'shankandotherloansof approximatelyRMB13,106million asat31 December
2007(2006:RMB13,454million) weresecuredr guaranteedby:

(@) mortgagesover certain of the Group’s aircraft and buildings with an aggregatenet book value of
approximatelyRMB12,255million asat 31 December2007 (2006: RMB17,625million) (note 16); and
land userights with anaggregatecarryingamountof approximatelyRMB37 million asat 31 December
2007(2006:RMB37 million) (notel7);

(b) pledgeof certainnumberof listed sharesin an associateof the Group with an aggregatemarketvalue
of approximatelyRMB7,609million asat31 Decembe007(2006:RMB7,695million) (note21);

(c) pledgeof certainof the Group’s bank depositsamountingto approximatelyRMB78 million as at 31
DecemberR006(note29); and

(d) guaranteesby certain commercial banks amounting to approximately RMB3,896 million as at 31
Decembe007(2006:RMB8,281million).

As at 31 December2007, certainPRC state-ownedanksprovidedcounter-guaranteeis an aggregateamount
of approximatelyRMB2,872million (2006:RMB3,811million) to oneof theabove-mentionedommerciabanks.

37 PROVISION FOR MAJOR OVERHAULS

Details of the movementsof provision for major overhaulsin respectof aircraft and enginesunderoperating
leasedor eachof thetwo yearsended31 Decembe2007and2006areasfollows:

Group Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000

At beginningof year 969,247 654,439 744,146 493,292

Provisionfor theyear 800,463 654,572 588,858 521,032

Utilised duringtheyear (495,388) (339,764) (308,291) (270,178)

At endof year 1,274,322 969,247 1,024,713 744,146
Less:Portionclassifiedascurrent

liabilities (83,907) (47,318) (83,907) (47,318)

Non-currentportion 1,190,415 921,929 940,806 696,828
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38 LONG TERM PAYABLES

Long term payablesmainly representustomsdutiesand value-addedax payabledue after oneyearin respect
of the acquisitionof aircraftandrelatedequipmentunderfinanceleasesThe customsdutiesandvalue-addedax are
payableuponrepaymenbf the correspondindinanceleaseinstalmentsSetout belowaredetailsof the customs duties
andvalue-addedax payablefurtheranalysednto non-currentandcurrentportions:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Customsdutiesand

value-addedax payable 213,205 305,250 213,205 305,250
Others 31,955 34,286 - -
245,160 339,536 213,205 305,250

Less:Portionclassifiedas
currentliabilities (note34) (55,155) (86,945) (55,155) (86,945)
Non-currentportion 190,005 252,591 158,050 218,305

39 DEFERRED INCOME

In 2000, the Group acquiredan aircraft which was funded by the PRC governmentand a further aircraft was
injectedinto the Group by the PRC governmentduring 2004.1n accordancevith IAS 20 Accountingfor Government
Grantsand Disclosureof GovernmentAssistancethe Group recordedtheseaircraft purchasedn 2000 and received
in 2004 as property,plant and equipmentwith the correspondingamountsof governmentgrantsrecordedas deferred
income at the respectivedatesof the delivery of the aircraft. As such,the governmentsubsidiesin relationto the
aforesaidaircraft purchasedn 2000 andthe aircraft receivedin 2004 are recordedin deferredincome of the Group
in 2000 and 2004, respectively.The deferredincomeis recognisedas income over the expecteduseful lives of the
relevantaircraftonthestraight-linebasis.

Themovement®f deferredincomeasstatedundercurrentandnon-currentiabilities areasfollows:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Deferredincome:
At beginningof yearand
endof year 1,462,667 1,462,667 1,462,667 1,462,667
Accumulatedncomerecogniseds
otheroperatingrevenue:
At beginningof year (436,757) (359,814) (436,757) (359,814)
Creditduringtheyear(note5) (76,943) (76,943) (76,943) (76,943)
At endof year (513,700) (436,757) (513,700) (436,757)
Netcarryingamounts 948,967 1,025,910 948,967 1,025,910
Less:Portionclassifiedascurrent
liabilities (note34) (76,944) (76,944) (76,944) (76,944)

Non-currentportion 872,023 948,966 872,023 948,966

— 79—



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

40 SHARE CAPITAL

Number of Nominal Number of Nominal
shares value shares value
2007 2007 2006 2006
RMB’000 RMB’000
Registeredissuedandfully paid:

Statelegalpersonshares

of RMB1.00each 4,826,195,989 4,826,196 4,826,195,989 4,826,196
Non-Hforeignshares

of RMB1.00each 1,380,482,920 1,380,483 1,380,482,920 1,380,483
H shareof RMB1.00each 4,405,683,364 4,405,683 4,405,683,364 4,405,683
A shareof RMB1.00each 1,639,000,000 1,639,000 1,639,000,000 1,639,000

12,251,362,273 12,251,362 12,251,362,273 12,251,362

A summaryof the movementsn the Company’sissuedsharecapitalfor theyearsended31 DecembeR007
and31DecembeR006is asfollows:

Number of shares Nominal value

RMB’000

As at1 January2006 9,433,210,909 9,433,211

Publicoffer of A shares 1,639,000,000 1,639,000

Placemenbf H sharedo Cathay 1,179,151,364 1,179,151
As at31DecembeR006,1 January2007and

31 DecembeR007 12,251,362,273 12,251,362

The H sharesandA sharegank pari passu,jn all materialrespectswith the statelegal personsharesandnon-H
foreignsharesf the Company.

41 TREASURY SHARES

As at 31 December2007,the Group owneda 17.5% equity interestin Cathay,which in turn owneda 17.64%
equity interestin the CompanyAccordingly, the 17.5%of Cathay’sshareholdingn the Companyshouldbe recorded
in the Group’sconsolidatedinancialstatementsstreasuryshareghroughdeductionfrom equity.

42 RESERVES

Group

The amountsof the Group’sreservesandthe movementshereinfor eachof the two yearsended31 December
2007arepresentedn theconsolidatedstatemenbf changesn equity.
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Company
Capital Reserve Retained
reserve funds profits Total
RMB’000 RMB’000 RMB’000 RMB’000

As atl January2006 5,212,261 304,816 2,470,607 7,987,684
Profit for theyear - - 1,265,074 1,265,074
Proposedinal 2006dividend

(notel4d(a)) - - (602,767) (602,767)
Transferto reservefunds

(notel4(b)) - 402,206 (402,206) -
Issueof newshares 5,897,294 - - 5,897,294
Shareissueexpenses (145,097) - - (145,097)
As at31DecembeR006and

1January2007 10,964,458 707,022 2,730,708 14,402,188
Profit for theyear - - 3,187,993 3,187,993
Proposedinal 2007dividend

(notel4d(a)) - - (837,987) (837,987)
Transferto reservefunds

(notel4(b)) - 582,602 (582,602) -
As at31DecembeR007 10,964,458 1,289,624 4,498,112 16,752,194

43 SHARE APPRECIATION RIGHTS

The Companyhas adopteda shareappreciationrights arrangemenithe “Plan”) which was approvedby the
shareholdersn 18 October2004for the purposeof motivatingits employeesThe Planprovidesfor the grantof SARs
to eligible participants, including the Company’s Directors (excluding independentnon-executive Directors),
supervisorgexcludingindependensupervisors)presidentyice presidentsheadsf key departmentsn the Company’s
headquartersgyeneralmanagersandgeneraldeputymanagerof principalbranchesandsubsidiariesas wellasselected
seniorprofessional@ndkey specialistsin anyevent,SARswill begrantedto no morethan200 individuals.

Underthe Plan,the holdersof SARs are entitledthe rights to receivean amountin respectof the appreciation
in marketvalue of the Company’sH sharesfrom the date of grantof SARs andthe date of exercise.No shareswill
be issuedunderthe Plan and thereforethe Company’sequity interestswill not be diluted as a resultof the issuance
of SARs.The maximumnumberof unexercisedSARs permittedto be grantedunderthe Planis, upontheir exercise,
limited to 2% of the Company’sH sharesn issueat anytime duringeachyear.The maximumnumberof SARs granted
to eligible participantsunderthe Plan within any 12-month period is, upon their exercise,limited to 0.4% of the
Company’sH sharesin issueat any time during eachyear. The maximumnumberof SARs grantedto any eligible
participantis limited to 10% of the total numberof unexercisedSARs in issueat any time during eachyear. Any
furthergrantof SARsin excesof theabovelimits is subjectto shareholdersapprovalin generalmeetings.

The exerciseperiod of all SARs commencesfter a vestingperiod and endson a datewhich is not later than
five yearsfrom the date of grantof the SARs. The exerciseprice of the SARswill be equalto the averageclosing
price of the Company’sH shareson the HKSE for the five consecutiverading daysimmediatelyprecedingthe date
of the grant. On 15 June2007, 14,939,900SARs were grantedto a total of 109 individuals at an exerciseprice of
HK$2.98 per share As at eachof the last daysof the second third and fourth anniversarie®f the dateof grant, the
total numberof SARsexercisablewill not exceed30%, 70% and 100%, respectivelyof the total SARs grantedto the
respectiveeligible participants.As at 31 Decembe2007,all SARsgrantedremainedunexercised.

As at 31 December2007, the fair value of the SARs grantedduring the year was RMB23,986,200,0f which
theGrouprecognisedasemployeecompensatioexpensgnote6) duringtheyearthenended.
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The fair value of the SARswas estimatedas at the dateof grantusinga binomial model,taking into account
the termsand conditionsuponwhich the SARswere granted.The following tablelists the inputsto the modelused:

Dividendyield (%) 0.64%
Expectedvolatility (%) 45.96%
Risk-freeinterestrate(%) 3.75%
Expectedife of options(year) 1.5-45
Weightedaverageshareprice (RMB) 10.88

The expectedife of the SARsis basedon the estimationof the managemenandis not necessarilyindicative
of the exercisepatternsthat may occur. The expectedvolatility reflectsthe assumptionthat the historical volatility
isindicativeof futuretrends which mayalsonotnecessarilypetheactualoutcome.

44  DISTRIBUTABLE RESERVES

As at31 December2007,in accordancevith the CompanyLaw in MainlandChina,anamountof approximately
RMB14,281 million (2006: RMB14,279 million as restatedunder CAS) standingto the credit of the Company’s
capitalreserveaccount,andan amountof approximatelyRMB1,290million (2006: RMB707 million) standingto the
creditof theCompany’sreservefunds,asdeterminedn accordancevith CAS, wereavailablefor distributionby way of
a future capitalisationissue. In addition, the Companyhad retainedearningsof approximately RMB3,686million
(2006:RMB2,224million asrestatedunderCAS), asdeterminedn accordancavith CAS and beingthe lesseramount
of theretainedprofits determinedn accordancavith CAS andIFRSs,availablefor distributionasdividend.

45 MAJOR NON-CASH TRANSACTION

During the year,the Group enteredinto financeleasearrangementn respectof property,plantandequipment
with atotal capitalvalueattheinceptionof theleasef approximatelyRMB5,112million (2006:RMB6,017 million).

46 CONTINGENT LIABILITIES
As at31Decembe007,the Grouphadthefollowing contingentiabilities:

(@) Pursuanto the restructuringof CNAHC, in preparationfor thelisting of the Company’sH shareson the
HKSE andtheLondonStockExchangethe Companyenterednto arestructuringagreemenwith CNAHC
and China National Aviation Corporation(Group) Limited (“CNACG”, a wholly-owned subsidiaryof
CNAHC incorporatedn Hong Kong) on 20 November2004 (the “Restructuring Agreement”)According
to the RestructuringAgreementexceptfor liabilities constitutingor arisingout of or relatingto business
undertakerby the Companyafterthe restructuring,no liabilities wereassumed byhe Companyandthe
Companyis notliable, whetherseverally,or jointly andseverally,for debtsand obligationsncurredprior
to the restructuringby CNAHC and CNACG. The Companyhasalso undertakeno indemnify CNAHC
and CNACG againstany damagesufferedor incurredby CNAHC and CNACGasa resultof any breach
by the Companyof anyprovisionof the RestructuringAgreement.

(b)  On 15 April 2002, Flight CA129 crashedon approachto GimhaeInternational Airport, South Korea.
Therewere 129 fatalitiesincluding 121 passengerand 8 crew membersaboardthe crashedaircraft. An
investigationwasconductedyy the Chineseandthe Koreancivil aviationauthorities butthe investigation
hasyet to be finished at the date of approvalof thesefinancial statementsCertaininjured passengers
and families of the deceasedrassengerand crew membershave commencedproceedingsin Korean
courtsseekingdamagesgainstAir ChinalnternationalCorporationthe predecessoof the CompanyThe
Groupcannotpredictthetiming of the courts’judgementsr the possibleoutcomeof the lawsuitnorany
possibleappealactions.Up to 31 December2007,the Company,Air China InternationaCorporationand
the Company’sinsurerhadpaid an aggregateamountof approximately RMB220million (2006:RMB218
million) in respeciof passengeliability andotherauxiliary costs. Includedn the RMB220 million (2006:
RMB218 million) is anamountof approximatelyRMB213 million (2006: RMB199 million) borneby the
Company'’sinsurer.As part of the above-mentioned restructurin@NAHC hasagreedto indemnify the
Group againstany liabilities relating to the crashof Flight CA129, excludingthe compensatioralready
paid up to 30 Septemberr004 (being the date of incorporationof the Company).The Directors of the
Companybelievethattherewill notbeanymaterial adversampactonthe Group’sfinancialposition.

— 82—



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

(c) On26February2007,the EasternDistrict Courtof New York of the Federalludiciaryof the United States
filed a civil summonagainstthe Companyand Air China Cargo, claiming that they, togetherwith a
numberof otherairlines,haveviolatedcertainanti-trustregulationsin respecbf theirair cargo operations
in the United Statesby acting in concertin imposing excessivesurchargegdo impedethe offering of
discountsand allocatingrevenueand customersso asto increasemaintainand stabiliseair cargoprices.
The status of the proceedingsis still in the preliminary stage and therefore the Directors of the
Companyare of the view that it is not possibleto estimatethe eventualoutcomeof the claim with
reasonableertaintyandthereforeno provisionfor this claim hasbeenmadeatthis stage.

(d) TheGroupandthe Companyhaveissuedguaranteeso banksin respectof thebankloansgrantedto the
following parties:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Jointventure - 32,250 - -
Associates 132,857 143,199 114,129 123,105
132,857 175,449 114,129 123,105

47 COMMITMENTS
(@) Capital commitments

The Groupandthe Companyhadthe following amountsof contractualkcommitmentsfor the acquisition
andconstructiorof plant,propertyandequipmentsatthebalancesheetdate:

Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Contractedputnot
providedfor:
Aircraft andflight
equipment 53,897,381 39,663,862 53,897,381 39,594,216
Buildings 1,026,747 950,817 573,112 563,112
Others 248,388 44,886 241,500 44,886

55,172,516 40,659,565 54,711,993 40,202,214

Authorised butnot

contractedor:
Aircraft andflight
equipment 226,874 - - -
Buildings 3,006,501 2,183,678 2,971,164 2,180,090
Others 471,907 100,673 460,337 -
3,705,282 2,284,351 3,431,501 2,180,090
Total capitalcommitments 58,877,798 42,943,916 58,143,494 42,382,304
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(b)  Investmentcommitments

The Group andthe Companyhad the following amountsof investmentcommitmentsas at the balance

sheetdate:
Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
Contractedbutnot
providedfor:
Jointventure - - 109,569 239,114
Associate 54,165 59,277 54,165 59,277
Minority shareholders
of CNAC - 3,122,420 - 3,122,420
Totalinvestmenttommitments 54,165 3,181,697 163,734 3,420,811

Detailsof theacquisitionof minority interestsof CNAC aresetoutin notel to thefinancial statements.

(c) Operating leasecommitments

The Group andthe Companyleasecertainof their office premisesaircraft andrelatedequipmentunder
operatingeasearrangementd.easedor theseassetarenegotiatedor termsrangingfrom 1 to 20years.

At the balancesheetdate,the Groupandthe Companyhadthe following future minimumlease payments
undernon-cancellabl®peratingeases:

Group Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB’000 RMB’000

Within oneyear 2,349,599 2,301,491 1,819,561 1,716,993
In thesecondo fifth years,

inclusive 6,599,485 6,276,717 5,372,798 4,813,863

Overfive years 3,860,049 3,126,336 3,379,761 2,575,453

12,809,133 11,704,544 10,572,120 9,106,309

48  FINANCIAL INSTRUMENTS BY CATEGORY

The carrying amountsof the Group’s and the Company’sfinancial instrumentsapproximatedtheir fair value
as at the balancesheetdate. Fair value estimatesare madeat a specific point in time and basedon relevantmarket
information aboutthe financial instruments.Theseestimatesare subjectivein natureand involve uncertaintiesand

mattersof significantjudgementand thereforecannotbe determinedwith precision.Changesin assumptionsould
significantlyaffecttheestimates.

Market price hasbeenusedto determinethe fair value of assetsheld for sale.The fair value of bankloansand
otherborrowingshasbeencalculatedby discountingthe expectedfuture cashflows at prevailinginterestrates.The

fair value of long term depositsandotherfinancial assetshasbeendiscountedo presentvalue after calculationbased
onmarketinterestrates.
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Thecarryingamountsof eachof the categorie®of financialinstrumentsasatthe balancesheetdateareas follows:

Group
2007

Financialassets

Interestsan associategnote21)
Depositsfor aircraftunderoperatingleases
Longtermreceivablefrom ultimateholding

company
Available-for-salenvestments
Accountsandbills receivable
Depositsandotherreceivablegnote28)
Derivativefinancialinstruments
Pledgeddeposits
Non-pledgediepositdnote29)
Cashandcashequivalentgnote29)
Duefrom ultimateholdingcompany
Duefrom relatedcompanies

Financialliabilities

Interestsan associategnote21)
Air traffic liabilities
Accountsandbills payable
Otherpayablesandaccruals
Derivativefinancialinstruments
Obligationsunderfinanceleasegnote35)
Bankloans,otherloansandcorporatebonds
(note36)
Dueto relatedcompanies
Provisionfor earlyretirementenefits
obligations
Longtermpayables

Financial assets
at fair value

through profit or Available
lossdesignated Loans for-sale
assuchupon and financial
initial recognition receivables assets Total
RMB’000 RMB’000 RMB’000 RMB’000
- 183,224 - 183,224
— 257,505 — 257,505
- 331,813 - 331,813
- - 1,997 1,997
- 2,795,879 - 2,795,879
- 322,405 - 322,405
6,493 - - 6,493
- 118,624 - 118,624
- 1,429,179 - 1,429,179
- 2,477,341 - 2,477,341
- 335,129 - 335,129
- 22,881 - 22,881
6,493 8,273,980 1,997 8,282,470
Financial
liabilities at fair
valuethrough
profit or loss
designated Financial
assuchupon liabilities at
initial recognition amortised cost Total
RMB’000 RMB’'000 RMB’'000
- (123,155) (123,155)
- (2,156,104) (2,156,104)
- (5,930,800) (5,930,800)
- (4,350,281) (4,350,281)
(14,826) - (14,826)
- (15,544,873) (15,544,873)
- (27,594,126) (27,594,126)
- (45,142) (45,142)
- (164,837) (164,837)
- (190,005) (190,005)
(14,826) (56,099,323) (56,114,149)
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Group

2006

Financialassets

Financial assets

at fair value

through profit or
lossdesignated

Available
Loans for-sale

assuchupon and financial
initial recognition receivables assets Total
RMB’000 RMB’000 RMB'000 RMB’000
Interestsn associategnote21) - 144,914 - 144,914
Depositsfor aircraftunderoperatingleases - 259,681 - 259,681
Longtermreceivablefrom ultimateholding
company - 431,813 - 431,813
Available-for-salenvestments - - 6,704 6,704
Accountsandbills receivable - 2,835,227 - 2,835,227
Depositsandotherreceivablegnote28) - 184,358 - 184,358
Derivativefinancialinstruments 99,935 - - 99,935
Pledgeddeposits - 211,504 - 211,504
Non-pledgediepositdnote29) - 1,570,777 - 1,570,777
Cashandcashequivalentgnote29) - 3,588,404 - 3,588,404
Duefrom ultimateholdingcompany - 289,933 - 289,933
Duefrom relatedcompanies - 14,378 - 14,378
99,935 9,530,989 6,704 9,637,628
Financialliabilities
Financial
liabilities at fair
valuethrough
profit or loss
designated Financial
assuchupon liabilities at
initial recognition  amortised cost Total
RMB’000 RMB’000 RMB’000
Interestsan associategnote21) - (89,426) (89,426)
Air traffic liabilities - (1,530,484) (1,530,484)
Accountsandbills payable - (5,872,406) (5,872,406)
Otherpayablesandaccruals - (4,192,887) (4,192,887)
Derivativefinancialinstruments (242,108) - (242,108)
Obligationsunderfinanceleasegnote35) - (13,602,760) (13,602,760)
Bankloans,otherloansandcorporatebonds
(note36) - (23,840,998) (23,840,998)
Dueto relatedcompanies - (39,989) (39,989)
Provisionfor earlyretirementenefits
obligations - (201,199) (201,199)
Longtermpayables - (252,591) (252,591)
(242,108) (49,622,740) (49,864,848)
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Company

Financialassets

2007
Financial assets
at fair value
through profit or Available
lossdesignated Loans for-sale
assuchupon and financial
initial recognition receivables assets Total
RMB’000 RMB’000 RMB’000 RMB’000
Interestdn subsidiariegnote19) - 65,367 - 65,367
Interestsan associategnote21) - 40,555 - 40,555
Depositsfor aircraftunderoperatingleases - 192,848 - 192,848
Longtermreceivablefrom ultimateholding
company — 331,813 — 331,813
Available-for-salenvestments - - 3,516 3,516
Accountsandbills receivable - 2,327,906 - 2,327,906
Depositsandotherreceivablegnote28) - 290,614 - 290,614
Derivativefinancialinstruments 6,493 - - 6,493
Pledgeddeposits - 2,486 - 2,486
Non-pledgediepositdnote29) - 22,974 - 22,974
Cashandcashequivalentgnote29) - 1,325,913 - 1,325,913
Duefrom ultimateholdingcompany - 350,377 - 350,377
6,493 4,950,853 3,516 4,960,862
2006
Financial assets
at fair value
through profit or Available
lossdesignated Loans for-sale
assuchupon and financial
initial recognition receivables assets Total
RMB’000 RMB’000 RMB’000 RMB’000
Interestdn subsidiariegnote19) - 55,080 - 55,080
Interestsan associategnote21) - 21,784 - 21,784
Depositsfor aircraftunderoperatingleases - 186,407 - 186,407
Longtermreceivablefrom ultimateholding
company — 431,813 — 431,813
Available-for-salenvestments - - 816 816
Accountsandbills receivable - 2,371,867 - 2,371,867
Depositsandotherreceivablegnote28) - 173,669 - 173,669
Derivativefinancialinstruments 98,026 - - 98,026
Pledgeddeposits - 80,672 - 80,672
Non-pledgediepositdnote29) - 421,498 - 421,498
Cashandcashequivalentgnote29) - 2,500,402 - 2,500,402
Duefrom ultimateholdingcompany - 304,933 - 304,933
Duefrom relatedcompanies - 21 - 21

98,026 6,548,146 816 6,646,988
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Company
Financialliabilities

2007

Interestdn subsidiariegnote19)
Interestsan associategnote21)
Air traffic liabilities
Accountsandbills payable
Otherpayablesandaccrualgnote34)
Derivativefinancialinstruments
Obligationsunderfinanceleasegnote35)
Bankloans,otherloansandcorporatebonds
(note36)
Dueto relatedcompanies
Provisionfor earlyretirementenefits
obligations
Longtermpayables

2006

Interestdn subsidiariegnote19)

Interestsan associategnote21)

Air traffic liabilities

Accountsandbills payable

Otherpayablesandaccrualgnote34)

Derivativefinancialinstruments

Obligationsunderfinanceleasegnote35)

Bankloans,otherloansandcorporatebonds
(note36)

Dueto relatedcompanies

Provisionfor earlyretirementenefits
obligations

Longtermpayables

Financial assets

at fair value

through profit or

lossdesignated Financial
assuchupon liabilities at
initial recognition  amortised cost Total

RMB’000 RMB’000 RMB’000

- (451,419) (451,419)

- (118,768) (118,768)

- (2,013,038) (2,013,038)

- (4,850,304) (4,850,304)

- (3,663,181) (3,663,181)

(6,819) - (6,819)

- (15,544,873) (15,544,873)

- (26,543,557) (26,543,557)

- (27,730) (27,730)

- (97,015) (97,015)

- (158,050) (158,050)

(6,819) (53,467,935) (53,474,754)

Financial assets

at fair value

through profit or

lossdesignated Financial
assuchupon liabilities at
initial recognition  amortised cost Total
RMB’000 RMB’000 RMB’000
- (499,087) (499,087)
- (105,818) (105,818)
- (1,418,304) (1,418,304)
- (4,766,823) (4,766,823)
- (3,545,797) (3,545,797)
(242,108) - (242,108)
- (13,602,760) (13,602,760)
- (22,867,394) (22,867,394)
- (18,913) (18,913)
- (141,416) (141,416)
- (218,305) (218,305)
(242,108) (47,184,617) (47,426,725)
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49  FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’sprincipalfinancialinstrumentsptherthanderivatives,comprisebankandotherloansand corporate
bonds,obligationsunderfinanceleases,cashand cashequivalentsand pledgeddeposits.The main purpose ofthese
financial instrumentsis to raisefinancefor the Group’soperations.The Group hasvariousotherfinancial assetand
liabilities suchasaccountgeceivableandaccountpayable which arisedirectly from its operations.

The Groupalsoentersinto derivativetransactionsincluding principally swapsandcollarscontractsThe purpose
isto managethejet fuel pricerisk arisingfrom the Group’soperations.

It is, andhasbeen,throughoutthe yearunderreview, the Group’spolicy thatno tradingin financial instruments
shallbeundertaken.

The Group operatesglobally and generatesevenuein various currencies.The Group’s airline operationsare
exposedio businessisk, liquidity risk, jet fuel price risk, foreign currencyrisk, interestrate risk andcreditrisk. The
Group’soverallrisk managemenapproachis to moderatethe effectsof suchvolatility on its financial performance.

Financialrisk managemenpoliciesare periodicallyreviewedand approvedby the Board of Directorsandthey
aresummarisedelow.

(@) Businessrisk

The operationsof the air transportationindustry are substantiallyinfluenced by global political and
economicdevelopmentFactorssuchasaccidentandwarsmayhavea materialimpactonthe Group’s operations
or theindustryasawhole.In addition,the Group primarily conductsits principal operationan MainlandChina
and accordinglyis subjectto specialconsiderationand significantrisks not typically associatedvith overseas
companies.These include risks associatedwith, among other things, the political, economic and legal
environments,competition and influence of the General Administration of Civil Aviation of Chinain the
Chinesecivil aviationindustry.

(b)  Liquidity risk

The Group’s net currentliabilities amountedto approximatelyRMB17,058million asat 31 December
2007 (2006: RMB15,251 million). The Group recorded a net cash inflow from operating activities of
approximatelyRMB7,302million for theyearended31 Decembe2007(2006:RMB6,212million). Forthe same
period,the Grouphada netcashoutflow from investingactivitiesof approximatelyRMB10,212million (2006:
RMB12,148 million). The Group also recordeda net cashinflow from financing activities of approximately
RMB1,839million for theyearended31 December2007 (2006:RMB7,309million). The Grouphasrecordeda
decreasan cashand cashequivalentsof approximatelyRMB1,111 million andan increasein cashand cash
equivalentsof approximatelyRMB1,340million for the yearsended31 December
2007and2006,respectively.

Startingfrom 2007,the liquidity of the Groupis primarily dependenbn its ability to maintainadequate
cashinflows from operationsto meetits debt obligationsas they fall due, and its ability to obtain external
financing to meetits committedfuture capital expenditure With regardto its future capital commitmentsand
other financing requirementsthe Companyhas alreadyobtainedseveralbanking facilities with severalPRC
banksof up to anamountof RMB80,172million asat 31 December2007,0f which anamountof approximately
RMB32,639million wasutilised.

The Directorsof the Companyhavecarriedout a detailedreview of the cashflow forecastof the Group
for the yearending31 December2008. Basedon such forecast,the Directors have determinedthat adequate
liquidity existsto financethe working capitaland capital expenditurerequirementf the Group during 2008.
In preparingthe cashflow forecast,the Directors have consideredhistorical cashrequirementsof the Group
aswell asotherkey factors,including the availability of the above-mentionetban financingwhich may impact
the operationsof the Group prior to the endof 2008. The Directorsare of the opinionthatthe assumptiongand
sensitivitieswhich areincludedin the cashflow forecastarereasonableHowever,theseare subjecto inherent
limitationsanduncertaintie@andsomeor all of theseassumptionsnaynotberealised.
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Thematurity profile of the Group’sfinancialliabilities asatthebalancesheetdate,basedonthe contracted
undiscounteghaymentswasasfollows:

Group
2007
On Within 1to Over
demand oneyear 5years 5years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Interestdn associates
(note21) 34,434 88,721 - - 123,155
Air traffic liabilities 2,156,104 - - - 2,156,104
Accountsandbills payable 480,639 5,450,161 - - 5,930,800
Otherpayablesandaccruals 1,885,387 2,426,846 38,048 - 4,350,281
Derivativefinancial
instruments - 14,271 555 - 14,826
Obligationsunderfinance
leasegnote35) - 2,216,680 8,305,870 5,022,323 15,544,873
Bankloans,otherloansand
corporatebonds(note36) - 10,978,835 12,221,517 4,393,774 27,594,126
Dueto relatedcompanies - 45,142 - - 45,142
Provisionfor earlyretirement
benefitsobligations - - 123,751 41,086 164,837
Longtermpayables - - 190,005 - 190,005
4,556,564 21,220,656 20,879,746 9,457,183 56,114,149
2006
On Within 1to Over
demand oneyear 5years 5years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Interestdn associates
(note21) - 89,426 - - 89,426
Air traffic liabilities 1,530,484 - - - 1,530,484
Accountsandbills payable 386,584 5,485,822 - - 5,872,406
Otherpayablesandaccruals 2,076,210 2,116,677 - - 4,192,887
Derivativefinancial
instruments - 9,301 232,807 - 242,108
Obligationsunderfinance
leasegnote35) - 2,354,905 8,058,663 3,189,192 13,602,760
Bankloans,otherloansand
corporateébonds(note36) - 11,139,021 8,230,883 4,471,094 23,840,998
Dueto relatedcompanies - 39,989 - - 39,989
Provisionfor earlyretirement
benefitsobligations - 35,221 134,522 31,456 201,199
Longtermpayables - - 252,591 - 252,591
3,993,278 21,270,362 16,909,466 7,691,742 49,864,848
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The maturity profile of the Company’sfinancial liabilities as at the balancesheetdate, basedon the
contractedindiscounteghaymentswasasfollows:

Company
2007
On Within 1lto Over
demand oneyear 5years 5years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Interestsn subsidiaries
(notel19) - 451,419 - - 451,419
Interestdn associates
(note21) 34,434 84,334 - - 118,768
Air traffic liabilities 2,013,038 - - - 2,013,038
Accountsandbills payable 307,159 4,543,145 - - 4,850,304
Otherpayablesandaccruals 1,658,673 1,966,460 38,048 - 3,663,181
Derivativefinancial
instruments - 6,264 555 - 6,819
Obligationsunderfinance
leasegnote35) - 2,216,680 8,305,870 5,022,323 15,544,873
Bankloans,otherloansand
corporateébonds(note36) - 10,605,465 11,816,467 4,121,625 26,543,557
Dueto relatedcompanies - 27,730 - - 27,730
Provisionfor earlyretirement
benefitsobligations - - 76,139 20,876 97,015
Longtermpayables - - 158,050 - 158,050
4,013,304 19,901,497 20,395,129 9,164,824 53,474,754
2006
On Within 1lto Over
demand oneyear 5years 5years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Interestsn subsidiaries
(note19) - 499,087 - - 499,087
Interestdn associates
(note21) - 105,818 - - 105,818
Air traffic liabilities 1,418,304 - - - 1,418,304
Accountsandbills payables 272,249 4,494,574 - - 4,766,823
Otherpayablesandaccruals 1,863,433 1,682,364 - - 3,545,797
Derivativefinancial
instruments - 9,301 232,807 - 242,108
Obligationsunderfinance
leasegnote35) - 2,354,905 8,058,663 3,189,192 13,602,760
Bankloans,otherloansand
corporateébonds(note36) - 10,737,064 8,006,272 4,124,058 22,867,394
Dueto relatedcompanies - 18,913 - - 18,913
Provisionfor earlyretirement
benefitsobligations - 23,739 87,633 30,044 141,416
Longtermpayables - - 218,305 - 218,305
3,553,986 19,925,765 16,603,680 7,343,294 47,426,725
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(c) Jetfuel price risk

The Group's strategyfor managingthe risk on jet fuel price aimsto provide the Group with protection
againstsuddenandsignificantincreasesn prices.In meetingtheseobjectivesthe Groupallowsfor the judicious
use of approvedderivative instrumentssuch as swapsand collars with approvedcounterpartiesand within
approvedimits.

Moreover,counterpartycreditrisk is generallyrestrictedto any gainson changesn fair valueat any time,
but not the principalamountof the instrument.Therefore the possibility of a materiallossarisingin the event
of non-performancéy acounterpartys consideredo beunlikely.

The fair valuesof derivativeinstrumentsof the Groupandthe Companyat the balancesheetdateare as

follows:
Group Group
2007 2007 2006 2006
Assets Liabilities Assets Liabilities
RMB’000 RMB’000 RMB’000 RMB’000
Swapscollarsand
forwardcontracts 6,493 (14,826) 99,935 (242,108)
Company Company
2007 2007 2006 2006
Assets Liabilities Assets Liabilities
RMB’000 RMB’000 RMB’000 RMB’000
Swapscollarsand
forwardcontracts 6,493 (6,819) 98,026 (242,108)

Fair valuesof derivative instruments,denominatedn United Statesdollars, are obtainedfrom quoted
marketprices,dealerprice quotations,discountedcashflow modelsandoption pricing models,which consider
currentmarketand contractualpricesfor the underlyinginstrumentsaswell asthe time value of money,yield
curveandvolatility of theunderlyinginstruments.

Thefollowing tabledemonstrateshe sensitivityat the balancesheetdateto a reasonablypossible change
in fuel price, with all othervariablesheld constant,of the Group’s profit beforetax andequity for the year:

Changein profit
beforetax Changein equity

RMB’000 RMB’000
2007
If fuel priceincreased/decreasdy
RMB1,000pertonne 2,928,703 2,020,127
2006
If fuel priceincreased/decreasdy
RMB1,000pertonne 2,741,117 1,893,141
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(d)  Foreigncurrency risk

The Group’s finance leaseobligationsas well as certainbank and otherloansare mainly denominated
in United Statesdollars,andcertainexpense®f the Grouparedenominatedn currenciesotherthanRMB. The
Group generategoreign currencyrevenuefrom ticket salesmadein overseasoffices and normally generates
sufficientforeign currenciesafter paymentof foreign currencyexpensesto meetits foreign currencyliabilities
repayablewithin oneyear.However,RMB againstthe United Statesdollar, Hong Kong dollar andJapanese yen
hasexperienced significantlevel of fluctuationduring the yearwhich is the major reasonfor the significant
exchangelifferencerecognisedy the Groupfor theyear.

Thefollowing tabledemonstrateshe sensitivityat the balancesheetdateto a reasonablypossible change
in the United Statesdollar (“‘US$”) exchangerate, with all othervariablesheld constant,of the Group’s profit
beforetax (dueto changedn the fair value of monetaryassetsandliabilities) and equity (dueto changes irthe
fair value of monetaryassetsand liabilities as well as foreign exchangerealignmentarising from translating
investmentsn foreigncurrencyinto RMB) for theyear:

Changein profit

beforetax Changein equity
RMB’000 RMB’000
2007
If RMB strengthened/weakenegjainstUS$by 1% 314,515 64,154
2006
If RMB strengthened/weakenedjainstUS$by 1% 303,579 145,135

The Group also entersinto foreign exchangederivative transactions,including principally collars
contracts.Thepurposesto manageheforeigncurrencyrisk arisingfrom the Group’soperations.

(e) Interestrate risk

The Group’searningsare also affectedby changedn interestratesdueto the impactof suchchanges on
interestincomeandexpensdrom shorttermdepositsandotherinterest-bearinginancialassetsand liabilities.

The Groupplansto useapprovedderivativeinstrumentssuchasswapsand collarswith approved counter
partiesand within approvedlimits. Moreover, the Group aims to limit the exposureto interestrate risk by

propercombinationof theinterest-bearinglebtswith fixed interestrateandfloating interestrate.

The following table setsout the carryingamounts by maturity, of the Group’sfinancial instrumentshat
areexposedo interestraterisk:

Year ended31December2007

Fixedrate
In the
third to
In the fifth
Within second years, Over five
oneyear year inclusive years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Obligationsunderfinance
leases 891,011 1,521,260 2,139,876 - 4,552,147
Bankloans,otherloansand
corporatebonds 1,198,656 1,543,601 2,479,295 3,164,637 8,386,189
Time depositgnote29) 2,050,802 - - - 2,050,802
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Floatingrate
In the
third to
In the fifth
Within second years, Over five
oneyear year inclusive years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Obligationsunderfinance
leases 1,325,669 1,300,258 3,344,476 5,022,323 10,992,726
Bankloansandotherloans 9,780,179 2,495,928 5,702,693 1,229,137 19,207,937
Cashatbanks(note29) 1,974,342 - - - 1,974,342
Yearended31 Decembe2006
Fixedrate
In the
third to
In the fifth
Within second years, Over five
oneyear year inclusive years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Obligationsunderfinance
leases 1,889,312 1,508,428 4,439,695 - 7,837,435
Bankloans,otherloansand
corporatebonds 3,272,260 1,000,997 2,948,271 3,214,576 10,436,104
Bills payable 651,345 - - - 651,345
Time depositgnote29) 3,890,037 - - - 3,890,037
Floating rate
In the
third to
In the fifth
Within second years, Over five
oneyear year inclusive years Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Obligationsunderfinance
leases 465,593 488,526 1,622,014 3,189,192 5,765,325
Bankloansandotherloans 7,866,761 1,648,699 2,632,916 1,256,518 13,404,894
Cashatbanks(note29) 1,480,648 - - - 1,480,648

Interestonfinancialinstrumentsearingfloating ratesis repricedatintervalsof lessthanoneyear. Interest
on financial instrumentsbearingfixed ratesis fixed until the maturity of the instrument.The other financial
instrumentsof the Groupthatarenotincludedin the abovetablesare non-interest-bearingndare thereforeot

subjectto interestraterisk.
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The interest-bearingloans subjectto floating interestrates are predominatelyUS$ borrowings. The
following table demonstrateghe sensitivity to a reasonablypossiblechangein interestrates,with all other
variablesheld constant,of the Group’s profit beforetax (throughthe impacton floating rate borrowings)and
theCompany’sequityfor theyear:

Group Company
Change in Changein Changein
basis profit Changein profit  Changein
points beforetax equity  beforetax equity

% RMB’000 RMB’000 RMB’'000 RMB’'000

2007
United Statesdollar 1% 10,007 6,705 9,536 6,389
2006
United Statesdollar 1% 6,042 4,048 5,599 3,751

) Credit risk

The following table setsforth the maximum credit exposureof the Group. The maximum exposureof
loans and receivablesgrantedand depositsplacedis the carrying amountof theseinstruments,net of any
impairmentlosses,andthe maximumexposureof derivativesis the currentfair value. For financial guarantees
and loan commitments,the maximum exposurerepresentghe maximum amountthe Group which could be
requiredto paywithoutconsideratiorof the probability of theactualoutcome.

31December2007 31December2006

RMB’000 RMB’000
Interestdn associates 9,542,677 9,255,474
Advancepaymentdgor aircraftandrelatedequipment 7,652,365 6,976,054
Depositfor aircraftunderoperatingeases 257,505 259,681
Longternreceivablefrom ultimateholdingcompany 331,813 431,813
Available-for-salenvestments 1,997 6,704
Accountsandbills receivable 2,795,879 2,835,227
Depositsandotherreceivablegnote28) 322,405 184,358
Derivativefinancialinstruments 6,493 99,935
Pledgeddeposits 118,624 211,504
Non-pledgediepositswith maturity of morethanthree
monthswhenacquired(note29) 1,429,179 1,570,777
Cashandcashequivalentgnote29) 2,477,341 3,588,404
Duefrom ultimateholdingcompany 335,129 289,933
Duefrom relatedcompanies 22,881 14,378
Guaranteegnote46(d)) 132,857 175,449
Commitmentgnote47) 71,741,096 57,830,157
97,168,241 83,729,848

The above-mentionedinancial assetsare mainly neitherpastduenor impaired.Furtherquantitativedata
in respectof the Group’s exposureto credit risk arising from accountsreceivableare disclosedin note 27 to
thefinancial statements.

The Group’scashandcashequivalentsaredepositedwvith banksin MainlandChina,overseasanksand
anassociateThe Grouphaspoliciesin placeto limit theexposureo anysinglefinancialinstitution.
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A significant portion of the Group’s air tickets are sold by agentsparticipatingin the Billing and
SettlementsPlan (“BSP”), a clearing systembetweenairlines and salesagentsorganisedby the International
Air Transportatiomssociation.The balanceduefrom BSPagentsamountedo approximatelyRMB872 million
asat31Decembe2007(2006:RMB647 million).

Except for the above, the Group has no significant concentrationof credit risk, with the exposure
spreadingpveranumberof counterparties.

(g) Capital management

The primary objectiveof the Group’s capitalmanagemenis to safeguardhe Group’sability to continue
as a going concernand to maintain healthy capital ratios in order to supportits businessand maximise
shareholdevalue.

The Group managesdts capital structureand makesadjustmentdo it, in light of changesin economic
conditions. To maintain or adjust the capital structure, the Group may adjust the dividend paymentto
shareholders,eturncapitalto shareholdersrissuenewsharesNo changesveremadein the objectives, policies
or processesuringtheyearsended31 Decembe2007and31 Decembe2006.

The Group monitorscapital using a gearingratio, which is calculatedastotal liabilities divided by total
assetsThegearingratiosasatthebalancesheetdatesareasfollows:

Group
2007 2006
RMB’000 RMB’000
Totalliabilities 59,548,924 52,741,843
Total assets 91,056,277 84,477,536
Gearingratio 65.40% 62.43%

50 RELATED PARTY TRANSACTIONS

The Groupis partof alargergroupof companiesinderCNAHC andhasextensivetransactionand relationships
with membersof CNAHC. Relatedpartiesrefer to entitiesof which CNAHC is a shareholdemandis able toexercise
control or joint control. The transactionswere made at prices and terms mutually agreedbetweenthe parties.The
Directorsof the Companyare of the opinionthatthe transactionsvith relatedparties(seebelow) during theyearwere
conductedn theusualcourseof business.

The Group hadthe following significanttransactionsvith (i) CNAHC, its subsidiariegotherthanthe Group)
andjoint ventureqcollectively,the“CNAHC Group”); (ii) itsjoint venturesand(iii) associates:

Group
2007 2006
RMB’'000 RMB’000
(@) Includedin air traffic revenue
Saleof air tickets:
CNAHC Group 4,095 3,192
Associates 3,788 3,040
7,883 6,232
Saleof cargospace:
CNAHC Group 223,493 209,747
Charterflights:
CNAHC 493,645 479,132
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(b)

(c)

Includedin otheroperatingrevenue

Aircraft engineleaseincome:
Jointventure
Associate

Aircraft engineeringncome:
Associates

Groundhandlingservicesncome:
CNAHC Group
Jointventures
Associates

Bellyholdincome:
Jointventure

Others:
CNAHC Group
Jointventures
Associates

Includedin financerevenueandfinancecosts

Interestincome:
Associate

Interestexpense:
Associate

Group
2007 2006
RMB’000 RMB’000
3,374 -
3,374 -
24,584 25,853
321 1,700
2,743 2,463
68,875 56,313
71,939 60,476
1,579,185 1,518,925
27,391 24,196
19,614 9,483
48,416 36,653
95,421 70,332
3,559 9,220
6,794 21,002
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Group
2007 2006
RMB’000 RMB’000
(d) Includedin operatingexpenses
Airport groundservicestake-off,landinganddepotexpenses:
CNAHC Group 88,615 105,255
Associates 170,947 210,160
259,562 315,415
Air cateringcharges:
CNAHC Group 56,248 50,177
Jointventures 136,700 126,024
Associates 25,620 29,472
218,568 205,673
Repairandmaintenanceosts:
Jointventures 422,301 376,598
Associates 212,857 155,960
635,158 532,558
Salecommissiorexpenses:
CNAHC Group 7,136 4,715
Jointventure 1,768 -
Associates 12,226 6,963
21,130 11,678
Managemenfees:
CNAHC Group 9,307 10,623
Aircraft leasingfees:
Associate 519,176 529,893
Others:
CNAHC Group 215,816 102,165
Associates 24,709 24,389
Jointventures - 469
240,525 127,023
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Group Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB’000 RMB’000
(e) DepositsJoansandbills payable:

Depositsplacedwith anassociate

(note29) 387,962 200,242 357,016 129,516
Loansfrom anassociate 238,098 76,461 151,321 34,944
Bills payableto anassociate

(note33) - 95,733 - 95,733

H Outstandingalanceswith related

parties:
Longtermreceivablefrom

ultimateholdingcompany 331,813 431,813 331,813 431,813
Duefrom relatedcompanies 22,881 14,378 - 21
Duefrom associategnote21) 183,224 144,914 40,555 21,784
Dueto associategnote21) (123,155) (89,426) (118,768) (105,818)
Duefrom ajoint venture

(note27) 306,831 332,811 585,703 679,206
Dueto relatedcompanies (45,142) (39,989) (27,730) (18,913)
Dueto joint venturegnote32) (141,419) (136,455) (334,047) (316,482)
Duefrom ultimateholding

company 335,129 289,933 350,377 304,933
Duefrom subsidiariegnote19) - - 65,367 55,080
Dueto subsidiariegnote19) - - (451,419) (499,087)

The long term receivablefrom CNAHC is unsecuredjnterest-freeandis not repayablewithin one yearfrom
the balancesheetdate.Exceptfor the long termreceivablefrom CNAHC, the outstandingbalanceswith otherrelated
partiesareunsecuredinterest-freeandarerepayablawithin oneyearor haveno fixed termsof repayment.

Group
2007 2006
RMB’000 RMB’000
(9) Compensatiomf key managemenpersonnebf the Group:
Shorttermemployeebenefits 8,363 8,577
Share-basebenefits 5,728 -
Post-employmenbenefits 259 187

14,350 8,764

Furtherdetails of the remunerationof the Directorsand Supervisorsare includedin note 10 to the financial
statements.

(h)  On25August2004,CNACG enterednto two licenceagreementsvith CNAC, pursuanto which CNACG
hasagreedto grantlicencesto CNAC, free of royalty, for the rights to use certaintrademarks inrHong
Kong and Macau, respectively,so long as CNAC is a direct or indirect subsidiaryof CNAHC. No
royalty chargewasleviedin respectof the useof thesetrademarksluring eachof thetwo years ende®1
DecemberR007.

M The Companyenteredinto severalagreementsvith CNAHC which governthe useof trademarkgranted
by the Companyto CNAHC; the provisionof financial servicesby CNAF; the provision of construction
projectmanagemenservicesby China National Aviation Constructionand DevelopmentCompany;the
subcontractingf charterflight servicesto CNAHC; the leasingof propertiesfrom andto CNAHC; the
provision of air ticketing and cargo services;the mediaand advertisingservicesarrangemento China
National Aviation Media and Advertising Co., Ltd.; the tourism servicesco-operationagreementwith
CNAHC; thecomprehensivaervicesagreementvith CNAHC; andthe provisionof aircraft maintenance
by ChinaAircraft ServicesLimited.
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The Group operatesin an economicenvironmentpredominatedoy enterprisedirectly or indirectly ownedor
controlled by the PRC governmentthrough its numerousauthorities,affiliates or other organisations(collectively,
“State-ownedEnterprises”).During the year,the Group had transactionswith State-ownedEnterprisesncluding, but
not limited to, the provision of air passengeandair cargoservicesand purchase®f services.The Directorsconsider
thattransactionswith theseState-ownecdEnterprisesare activitiesin the ordinary courseof the Group’s businessand
thatthe dealingsof the Grouphavenot beensignificantly or unduly affectedby the factthatthe Groupandthese State-
owned Enterprisesare ultimately controlled or owned by the PRC government.The Group has also established
pricing policies for productsand services,and such pricing policies do not dependon whetheror not the customers
are State-ownecdEnterprisesHaving dueregardto the substancef the relationshipsthe Directorsare of the opinion
thatnoneof thesetransactionsarematerialrelatedpartytransactionshatrequireseparatalisclosure.

51 EVENT AFTER THE BALANCE SHEET DATE

On 3 January2008,CNAC enteredinto a saleandpurchaseagreemen{the “Agreement”)with CITIC andGold
Leaf EnterpriseHoldingsLtd. (“Gold Leaf”, awholly-ownedsubsidiaryof CITIC). Pursuanto the Agreement, CNAC
hasagreedto purchasefrom Gold Leaf the entire issuedsharecapital of Fine Star EnterpriseCorporation (another
indirectly wholly-owned subsidiaryof CITIC), which in turn holds a 25% equity interestin the registered capitadf
Air China Cargo. The aggregateconsiderationpayableby CNAC for the transactionamountedto approximately
RMB857 million.

52 COMPARATIVE AMOUNTS

Deferredtax liabilities of approximatelyRMB514 million for the Group and approximatelyRMB503 million
for the Companyasat 31 December2006havebeenreclassifiedfrom deferredtax assetsn the currentyears financial
statementslin the opinion of the director, suchreclassificationwould provide a more appropriatefinancial statement
presentatiorandbetterreflectthe Group’sandthe Company’sfinancial positions.

53 APPROVAL OF THE FINANCIAL STATEMENTS

Thefinancial statementsvere approvedandauthorisedfor issueby the Board of Directorson 17 March 2008.
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[Il. INDEBTEDNESS

Borrowing

Thetablebelowsetsforth ourtotal outstandingndebtednesasat 31 May 2008:

Asat 31 May 2008
Repayable Repayable

within after
oneyear oneyear Total
RMB RMB RMB

(in millions)  (in millions) (in millions)

Bankloansandotherloans ()] 11,967 16,102 28,069
Corporatebonds (D - 3,000 3,000
Financeleaseobligations (2) 2,406 14,208 16,614
Total 14,373 33,310 47,683
As at
31May 2008
Total

indebtedness

RMB (in millions)

Indebtednesdenominatedn U.S.dollars(US$4,960million) 34,468
Indebtednesdenominatedn Japanesgen(JPY 40,778million) 2,680
Indebtednesdenominatedn HK dollars(HK$3,080million) 2,742
Indebtednesdenominatedn Euros(EUR26million) 285
Indebtednesdenominatedn Renminbi 7,508
Total 47,683
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Notes:

1)

The Group’s bank loans, other loans and corporatebondswith an aggregateamountof approximately
RMB12,374million weresecuredoy mortgagesver certainof the Group’sassetsand/orguarantees. The
pledgedassetsincluded aircraft, buildings and land use rights with an aggregatenet book value of
approximatelyRMB12,326million and listed sharesin an associatewith an aggregatemarketvalue of
RMB5,830million asat 31 May 2008. The guaranteesvere providedby certaincommercialbanksand
asat 31 May 2008 counter-guaranteewith an aggregateamountof approximatelyRMB2,731 million
wereprovidedby certainmajorPRCbanksto theabove-mentionedommerciabanks.

The Group’s financeleaseobligationswith an aggregateamountof approximatelyRMB16,614 million
were securedby mortgagesover certainof the Group’s aircraft and/orguaranteesThe pledgedaircraft
hadanaggregateetbookvalueof approximatelyRMB24,389million asat 31 May 2008.The guarantees
wereprovidedby acommercialbbankandasat 31 May 2008counter-guaranteesith an aggregatamount
of approximatelyRMB1,168 million were provided by a major PRC bank to the above-mentioned
commerciabank.

In additionto the above,asat 31 May 2008 certainof the Group’s bank depositswith an
aggregateamountof approximatelyRMB109 million were pledgedagainstthe Group’saircraft
operatingeasesandfinancialderivatives.

Contingentliabilities

As at31May 2008,the Grouphadthefollowing contingentiabilities:

(i)

(i)

Pursuantto the restructuringof CNAHC, for the listing of the Company’sH shares
on the HKSE and the London Stock Exchange,the Company enteredinto a
restructuringagreementwith CNAHC andCNACG on 20 November2004. According
to the RestructuringAgreementexceptfor liabilities constitutingor arisingout of or

relating to businessundertakenby the Companyafter the restructuringho other
liabilities would be assumedy the Companyandthe Companywould not be liable,

whether severally, or jointly and severally, for debts andobligationsincurred by

CNAHC andCNACG prior to therestructuring.The Companyhasalsoundertakerio

indemnify CNAHC and CNACG against any damagesuffered or incurred by

CNAHC and CNACG as a resultof any breachby theCompanyof any provisionof

theRestructuringAgreement.

On15April 2002,Flight CA129crashednapproacho Gimhaelnternational Airport,
SouthKorea.Therewere 129fatalitiesincluding 121 passengerand8 crew members
aboardthe crashedairplane.lnvestigationshavebeenconductedoy both theChinese
andthe Koreancivil aviationauthoritiesandup to the dateof this letter, noconsensus
hasbeenreachedyet. In addition, certaininjured passengerand familymembersof
the deceasegassengersr crew membershave commenced proceedings Korean
courtsseekingdamagesgainstAir Chinalnternational Corporatioifthe predecessor
of the Company). Up to 31 May 2008, the Company, AirChina International
Corporation and the Company’s insurer had paid an aggregateamount of
approximatelyRMB229 million in respectof passenger liabilityand other auxiliary
costs, within which approximatelyRMB221 million was borneby the Company’s
insurer.As partof theabove-mentionedestructuring,
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CNAHC agreedto indemnify the Group for any liabilities relating to the crashof
Flight CA129, excludingthe compensatiomalready paid up to 30 September2004
(being the date of incorporationof the Company).The Directors of the Company
believethat the incident will not have any materialadverseimpact on the Group’s
financialposition.

(iii) On26 February2007,the EasternDistrict Courtof New York of the Federal Judiciary
of the United Statediled acivil summonagainsthe Companyand Air ChinaCargo(a
76% ownedsubsidiaryof the Company) claimingthatboth companiestogetherwith
a numberof otherairlines, haveviolated certainanti-trust regulationsn respectof
their air cargo operationsin the United Statesby acting in concertin imposing
excessivesurchargedo impedethe offering of discountsand allocatingrevenueand
customersso asto increase maintainand stabiliseair cargo pricesThestatusof the
proceedingsis still in the preliminary stage and therefore theDirectors of the
Companyare of the view that it is not possibleto estimatethe eventuabutcomeof
the claim with reasonableertaintyandthereforeno provision forthis claim hasbeen
madeatthis stage.

(iv) The Group issuedguaranteego banksin respectof the bank loans grantedto the
following parties:

Asat 31 May 2008
RMB (in millions)

Associates 123

Exceptasdisclosedabove,asat 31 May 2008,the Groupdid not haveany outstanding
mortgages,charges,pledges,debentures]oan capital, bank loans and overdrafts,debt
securitiesor other similar indebtednessfinance leasesor hire purchase commitments,
acceptancdiabilities or acceptancecredits, any guaranteer other materialcontingent
liabilities.

Saveasdisclosedabove,the directorshaveconfirmedthattherehasbeenno material
changdn theindebtednessf the Groupsince31 May 2008.
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1. RESPONSIBILITY STATEMENT

Thiscircularincludesparticularsgivenin compliancewith the Listing Rulesfor the purpose
of giving informationwith regardto the Group.The Directorscollectivelyand individuallyaccept
full responsibilityfor the accuracyof the information containedin this circularand confirm,
havingmadeall reasonablenquiries,thatto the bestof their knowledge andbeliefthereareno
otherfactsthe omissionof whichwould makeanystatemenherein misleading.

2. DISCLOSURE OF INTERESTS OF DIRECTORS AND SUPERVISORS

As at the LatestPracticableDate, none of the Directorsand Supervisorsof the Company
hasinterestsor short positionsin the sharesunderlyingsharesor debentureof the Company
or its associateaorporations(within the meaningof Part XV of the SFO)which were notified
to the Companyandthe Hong Kong Stock Exchangepursuantto Divisions 7 and 8 of Part XV
of the SFO (includinginterestsor shortpositionswhich havebeentakenor deemedo be taken
under such provisions of the SFO), or recordedin the register maintainedby the Company
pursuantto Section352 of the SFO, or which were notified to the Companyand the Stock
Exchange pursuantto the Model Code for Securities Transactionby Directors of Listed
Companies.

None of the Directorsor Supervisorsof the Companyhasany direct or indirect interest
in any assetawvhich havebeen,since31 December2007 (the dateto which the latestpublished
auditedfinancial statementof the Group were madeup), acquiredor disposedof by or leased
to any memberof the Group or are proposedto be acquiredor disposedof by or leasedto, to
anymemberof the Group.

Noneof theDirectorsor Supervisorof the Companyis materiallyinterestedn any contract
or arrangemensubsistingat the date of this circular and which is significantin relationto the
busines®of the Group.

Mr. ChristopherDale Prattis a non-executivelirectorof the Companyandis concurrently
the chairmanand executivedirector of CathayPacific. Mr. Chen Nan Lok, Philip is a non-
executive director of the Companyand concurrentlythe Vice Chairmanand non-executive
directorof CathayPacific.CathayPacificis asubstantiahareholdeof the Companyand wholly
owns Hong Kong Dragon Airlines Limited (“Dragonair”). Cathay Pacific and Dragonair
compete or are likely to compete either directly or indirectly with some aspectsof the
businessof the Companyasthey operateairline servicesto certaindestinationswhich are also
servedoby theCompany.

Saveasabove,noneof the Directorsor Supervisorof the Companyandtheir respective
associategsasdefinedin the Listing Rules)hasany competinginterestswhich would be required
to be disclosedunder Rule 8.10 of the Listing Rules if each of them were a controlling
shareholdeof theCompany.
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3. SUBSTANTIAL SHAREHOLDERS

As atthe LatestPracticableDate,to the knowledgeof the Directors,Supervisorsaandchief
executiveof the Companytheinterestsandshortpositionsof the following persongotherthan a
Director, Supervisorr chief executiveof the Company)who haveaninterestor short positionin
the sharesand underlying sharesof the Companywhich would fall to be disclosed tothe
Companypursuanto the SFO,or who are,directly or indirectly, interestedn 10% or moreof the
nominalvalue of any classof sharecapitalcarryingrightsto votein all circumstancest general
meetingsof anymemberof the Groupareasfollows:

(a) Substantialinterestsin the Company

Percentage Percentage
of the total of the total ~ Percentage
issued issued  of the total
Type and share domestic issuedH
number of  capital of sharesof sharesof

Type of sharesof the the the the Short

Name of shareholder interests Company  Company Company Company  position

CNAHC Beneficial 4,949,066,567 40.40% 63.08% - -
owner A shares

CNAHC® Attributable  1,380,482,920 11.26% 17.60% - -
interests A shares

CNACG Beneficial 1,380,482,920 11.26% 17.60% - -
owner A shares

CathayPacific Beneficial 2,217,617,455 18.10% - 50.34% -
owner H Shares

Swire Pacific Limited® Attributable  2,217,617,455 18.10% - 50.34% -
interests H Shares

JohnSwire & Sons Attributable  2,217,617,455 18.10% - 50.34% -
Limited® interests H Shares

JohnSwire & Sons(H.K.) Attributable  2,217,617,455 18.10% - 50.34% -
Limited®@ interests H Shares
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Note: Basedon the information availableto the Directors, chief executiveand Supervisorsof the Company

(including suchinformation as was availableon the website of the Stock Exchange)and so far as the
Directors,chiefexecutiveandSupervisorareaware asattheLatestPracticableDate:

1. By virtue of CNAHC’s 100% interestin CNACG, CNAHC is deemedto be interestedin the
1,380,482,92@omesticsharesnf the Companydirectly heldby CNACG.

2. By virtue of JohnSwire & SonsLimited’s 100%interestin JohnSwire & Sons(H.K.) Limited and
their approximately36.50%equity interestand55.74%voting rightsin Swire Pacific Limited,and
Swire Pacific Limited’s approximately39.99%interestin CathayPacific at 30 June 2008 John
Swire & SonsLimited, JohnSwire & Sons(H.K.) Limited and Swire Pacific Limited aredeemed
tobeinterestedn the2,217,617,45% sharesof the Companydirectly heldby CathayPacific.

Saveasdisclosedabove asattheLatestPracticableDate,to the knowledgeof the Directors,
chief executive and Supervisorsof the Company, no other person (other than a Director,
Supervisoror chief executiveof the Company)hadaninterestor shortpositionin the sharesind
underlyingsharesof the Companywhich would fall to be disclosedto the Company pursuarto
the SFO, or otherwisewas, directly or indirectly, interestedin 10% or more of the nominal
valueof anyclassof sharecapitalcarryingrightsto votein all circumstanceat generameetings
of anymembersf the Group.

4. MATERIAL CONTRACTS

The Group has enteredinto the following material contracts within the two years
immediatelyprecedinghedateof thiscircular:

(a)

(b)

(c)

the Airbus Aircraft PurchaseAgreementdated10 July 2007 betweenthe Company,
AIE andtheAirbus Companypursuanto which the Companyagreedo purchase3
Airbus 320-Seriesircraft from Airbus Company,detailsof which aresetoutin the
Company’scirculardated30July 2007;

the SaleandPurchaséAgreementdated3 January2008betweenGold Leaf Enterprises
HoldingsLtd., (“Gold Leaf") CITIC Pacificand CNAC, a wholly-owned subsidiary
of the Companypursuantto which CNAC agreedto purchasefrom Gold Leafthe
entireissuedsharecapital of Fine StarEnterprisesCorp.,whichin turns holds25 %
equityinterestin theregisteredapitalof Air ChinaCargo.This transactiondetailsof
which aresetoutin the Company’scircular dated24 January
2008,wascompletecdon 3 January2008;

the Agreementfor the Sale and Purchaseof the Sale Sharesdated 10 June 2008
betweenCNAC and CNACG pursuantto which CNAC agreedto sell and CNACG
agreedto purchasethe entire issuedsharecapital of eachof Fly Top Limited (“Fly
Top”) and China National Aviation Logistics CompanyLimited (“CNAL”) and50%
of theissuedsharecapital of JardineAirport ServicesLimited (“JASL”) for the sum
of RMB363,343,021,details of this transactionare set out in the Company’'s
announcememdated10June2008;
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(d) the Agreementto Assign Indebtednesdated 10 June 2008 betweenCNAC and
CNACG pursuantto which CNAC agreedto assignthe indebtednes®wedto it by
Fly Top and CNAL to CNACG for the sum of RMB486,656,979,details of this
transactioraresetoutin the Company’sannouncemerdated10June2008.

Exceptasdisclosedabove,no other materialcontracthasbeenenteredinto by the Group
within thetwo yearsimmediatelyprecedinghedateof this circular.

5. LITIGATION

As at the LatestPracticalDate, the litigation or claims of materialimportancependingor
threatenedagainsta memberof the Group are as disclosedin the sectiontitled “Contingent
Liabilities” foundunder“lll. Indebtednessih Appendixl.

As at the Latest PracticalDate, save as disclosedabove,the audited Companywas not
involvedin anysignificantlitigation or arbitration. To the knowledgeof the Companythere was
no litigation or claim of materialimportancepending,to be initiated or initiated against the
Companyexceptas disclosedabove,there was no litigation or claims of material importance
pendingor threatenedgainstanymemberof the Group.

6. SERVICE CONTRACTS
Eachof the Directorswas appointedby the Companyon 30 October2007 for a term of
threeyears.Noneof the Directorshasanyexistingor proposedservicecontractwith any member

of the Groupwhich is not expiring or terminableby the Groupwithin oneyearwithout payment
of compensatiofotherthanstatutorycompensation).

7. NOMATERIAL ADVERSE CHANGE
The Directors confirm that there has beenno material adversechangein the Group’s

financialor tradingpositionsince31 Decembe2007,beingthe dateto which thelatest published
auditedaccountof theGrouphavebeenmadeup.

8. PROCEDUREFORDEMANDING A POLL BY SHAREHOLDERS
Pursuanto Article 84 of the Articles of Associationof the Companyatanygeneral meeting

of shareholdersf the Companya resolutionshall be decidedon a showof hands unlesa poll is
(beforeor afteranyvoteby showof hands)demanded:

—  bythechairmanof themeeting;
— byatleasttwo shareholdergntitledto vote presenin personor by proxy; or

— by oneor moreshareholderpresentin personor by proxy andrepresentingl0% or
moreof all sharesarryingtheright to voteatthe meeting.
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The demandfor a poll may be withdrawnby the personwho makessuchdemand Further
detailsof the procedureor demandinga poll weresetoutin AppendixVIII “Summaryof Articles
of Association"to theCompany’'sprospectusiated3 Decembe004.

9. MISCELLANEOUS

(a)

(b)

(c)

(d)

The joint companysecretarieof the Companyare HuangBin and Li Man Kit. Mr.
Li is anassociatenemberof the Instituteof CharteredSecretariesind Administrators,
UK andtheHongKongInstituteof CompanySecretaries.

The qualified accountanbf the Companyis David Tze-kin Ng. Mr. Ng is a member
of theHongKong Instituteof CertifiedPublic Accountants.

Theregisterecaddresof the Companyis at 9/F., Blue Sky Mansion,28 Tianzhu Road,
ZoneA, TianzhuAirport Industrial Zone, Shunyi District, Beijing, China. The head
office of the Companyis at No. 30, Tianzhu Road, Tian Zhu Airport Economic
Developmen&Zone,ShunyiDistrict, Beijing, China.

The Hong Kong branch share registrar and transfer office of the Company is
ComputersharélongKong InvestorServiceds.imited, Rooms1712-1716 17th Floor,
HopewellCentre,183Queen’sRoadEast, Wanchai,HongKong.

10. DOCUMENTS AVAILABLE FORINSPECTION

Copiesof the following documentsare availablefor inspectionduring normal business
hoursat the principal placeof busines®f the Companyin HongKong at 5th Floor, CNAC House
12 TungFaiRoad,HongKong InternationalAirport, HongKongupto andincluding
12 August2008:

(a)

(b)

(c)

(d)

thearticlesof associatiorof the Company;

theauditedfinancialinformationof the Group,thetext of whichis setoutin Appendix
| tothiscircular;

the circular relating to connectediransactionand discloseablaransactiondated 24
January2008issuedby the Companyin respecbf the Company’sacquisitionof equity
interestin Air ChinaCargofrom CITIC PacificLimited; and

the material contractsreferredin the section headed“Material Contracts” of this
circular.
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