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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION
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or other professional adviser:
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no representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for
any loss howsoever arising from or in reliance upon the whole or any part of the contents of this circular.
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DEFINITIONS

T

In this circular, the following expressions have the following meaniigs, unless the context

otherwise requires:

“A Shares”

“A- Share Issue”

“Acquisition”

“Aircraft”

“Articles of Association”

“Assets”

“Board”
“Chairman”

“Company”

“Completion”
“CSRC”
“Directors”

“EGMH

ﬂ‘Group9$
“Hong Kong”

“ICEA”

domestic shares of RMB1.00 each in the share capital of the
Company

the proposed issue of new A Shares

the acquisition of the Assets by the Company from the SA
Group as contemplated in the S&P Agreement

the five Boeing 737-300 aircraft to be acquired by the
Company forming parts of the Assets

the articles of association of the Company

comprise the Aircraft, associated spare parts, and the special
purpose vehicles in connection with the ground support of the
Aircraft

the Board of Directors of the Company
the chairman of the Board

China Southern Airlines Company Limited, a joint stock
limited company incorporated with limited liability in the
People’s Republic of China and listed on the Stock Exchange

completion of the S&P Agreement
China Securities Regulatory Commission (FEIEFGEEHEEY)
the directors of the Company

the Company’s first extraordinary general meeting in 2002 to
be convened to approve, among other things, the S&P
Agreement, the A Share Issue and the proposed change in the
Board composition.

the Company and its subsidiaries
The Hong Kong Special Administrative Region of the PRC

ICEA Capital Limited, registered dealer under the Securities
Ordinance (Chaptér 333 of the Laws of Hong Kong), which
has been appointed as the independent financial adviser to the
Independent Board Cominittee
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“Independent Board Committee”

“Independent Shareholders”

“JPMorgan”

“Latest Practicable Date”
“Listing Rules”

“PRC”
“RMB s

“SA Group”

“SDI Ordinance”
“S&P Agreement”
“Shareholders”

“Stock Exchange”

“Wet Lease Agreements”

“Vice-Chairman”

“Zhong Yuan Airlines”

an independent board committee,mcomprising Mr. Simon To
and Mr. Peter Lok, both independent non-executive directors,
formed to advise the Independent Shareholders on the
Acquisition

Shareholders other than the SA Group

J.P. Morgan Securities Asia Pte. Limited, a wholly-owned
subsidiary of J.P. Morgan Chase & Co., an exempt dealer
registered under the Securities Ordinance (Chapter 333 of the
Laws of Hong Kong) and the financial adviser to the
Company

15 February 2002, being the latest practicable date for
ascertaining certain information in this circular

the Rules Governing the Listing of Securities on the Stock
Exchange

The People’s Republic of China
Renminbi, the lawful currency of the PRC

Southern Airlines (Group), a state-owned economic entity
established under the laws of the PRC and the direct
controlling shareholder and ultimate parent of the Company

Securities (Disclosure of Interests) Ordinance (Chapter 396 of
the Laws of Hong Kong)

a sale and purchase agreement entered into between the
Company and the SA Group on 29 January 2002 regarding the
acquisition of the Assets by the Company from the SA Group

shareholders of the Company
The Stock Exchange of Hong Kong Limited

the wet lease agreements entered into between the Company
and Zhong Yuan Airlines dated 4 August 2000 and 8§
November 2000 respectively in relation to the leasing of the
Aircraft by the Company from Zhong Yuan Airlines

the vice-chairman of the Board

a wholly PRC state-owned enterprise controlled by the SA ,
Group
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18 February 2002

To the Shareholders .

Dear Sir or Madam,

CONNECTED TRANSACTION,
PROPOSED ISSUE OF NEW A SHARES,
PROPOSED CHANGE IN THE BOARD COMPOSITION

1. INTRODUCTION

On 29 January 2002, the Board announced that the Company entered into the S&P Agreement
with the SA Group to acquire the Assets from the SA Group, the 65.2% controlling shareholder of the
Company.
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The Board also announced on 29 January 2002 that the Company intended to apply to the
relevant PRC authorities for the issue of new A Shares in the PRC and the listing of and permission
to deal with such A Shares on the Shanghai Stock Exchange, and the proposal to amend the Articles
of Association with regard to the change in the composition of the Board, which is required by the
CSRC in order to improve the corporate governance of the Company during its restructuring process.

Since the value of the Assets and the consideration of the Acquisition represents approximately
12.35% of the Company’s net tangible assets as reported in the latest published annual report for the
year ended 31 December 2000 respectively, the entry into the S&P Agreement between the Company
and the SA Group constitutes a connected transaction under Chapter 14 of the Listing Rules, and will
therefore be subject to Independent Shareholders’ approval at the EGM. The proposed A Share Issue,
and the proposed change in the Board composition will also be subject to approval by Shareholders
at the EGM. '

The Independent Board Committee has been formed to advise the Independent Shareholders, and
ICEA has been appointed to advise the Independent Board Committee whether the terms of the S&P
Agreement are fair and reasonable so far as the Independent Shareholders are concerned.

The purpose of this circular is to provide you with further details relating to the Acquisition, to
set out the advice of ICEA and to convene the EGM to seek the approval of the Independent
Shareholders to the Acquisition and the Shareholders’ approval to the proposed A Share Issue and the
proposed change in the Board composition. The notice of the EGM dated 29 January 2002 has been
sent to the Shareholders.

2. THE ACQUISITION
The S&P Agreement

Date

29 January 2002

Parties
Vendor: The SA Group
Purchaser: The Company

Details of the Assets

The Assets are currently owned by the SA Group and comprise five Boeing 737-300 aircraft,
associated spare parts and forty-two special purpose vehicles in connection with the ground support
of the Aircraft. Three of the Aircraft were delivered brand new from The Boeing Company in 1994
while the remaining two were delivered brand new from The Boeing Company in 1999. All of the
Aircraft are currently leased to the Company under the Wet Lease Agreements between Zhong Yuan
Airlines and the Company dated 4 August 2000 and 8 November 2000 respectively and subsequently
renewed on 4 August 2001 and 8 November 2001 respectively.




LETTER FROM THE BOARD

Consideration

The total value of the Assets is RMB1,096,886,106.71, which is based on the value of the assets
and liabilities as at 30 June 2001 as prepared by Zhongfeng Asset Valuation LLC, an independent
valuer approved by the Ministry of Finance in the PRC.

The total consideration of RMB1,096,886,106.71 will be satisfied by cash payment of
RMB132,150,139.47 and the assumption by the Company of debt due to commercial banks from
Zhong Yuan Airlines amounting to RMB964,735,967.24. The source of funding of the cash payment
and the debt will be from internal funds of the Company. The cash payment will be payable at
Completion. All terms and conditions under the existing legal documentation relating to the debt
between Zhong Yuan Airlines and each respective lender will remain status quo.

As part of the Acquisition, the SA Group has agreed to reimburse the Company, the full amount
of the lease rental payments made or to be made by the Company to Zhong Yuan Airlines under the
Wet Lease Agreements for the period from 1 July 2001 up to the day of Completion, within 15 days
after Completion. It is also agreed that the Wet Lease Agreements will be terminated on the day of
Completion. During the period of 1 July 2001 to 31 December 2001, the Company paid
RMB150,000,000.00 to Zhong Yuan Airlines in the form of lease rental payments.

Conditions

Completion of the S&P Agreement is conditional upon, inter alia, the following conditions being
fulfilled or waived:

(a) all necessary approvals in relation to the transactions contemplated under the S&P
Agreement being granted by the relevant government authorities in the PRC;

(bj the agreement or consent by the lenders of the debt regarding the transfer of the debt from
Zhong Yuan Airlines (which has become a wholly owned subsidiary of the SA Group) to the
Company;

(c) the warranties given by the SA Group to the Company under the S&P Agreement remaining
true and accurate and not misleading at Completion as if repeated at Completion and at all
times between the date of the S&P Agreement and Completion; and

(d) approval of this connected transaction by Independent Shareholders at the EGM;
Completion

Completion is to take place on the day on which all the conditions of the S&P Agreement have
been fulfilled or waived. It is expected that the date of Completion will be on or around 31 Mairch
2002. In the event that the above conditions are not fulfilled or waived by 31 March 2002, or such later
date as the parties may agree, the S&P Agreement will cease to have any effect, and neither the SA
Group nor the Company will be under any obligation to perform the S&P Agreement further.
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Reasons for the Acquisition

The Company’s principal business is civil aviation within the PRC as well as providing
commercial flights between cities in the PRC and international destinations. Pursuant to the Wet Lease
Agreements, the Group has already been operating the Aircraft as part of the Group’s aviation business
and has been expanding its aviation business and enhancing its market position.

The Board of Directors believes that the Company will benefit from the Acquisition because the
ownership control will allow the Company to further integrate the Aircraft into its overall aviation
business in the PRC. This is in line with the consolidation strategy that the Company has adopted in
light of the proposed restructuring of the aviation industry in the PRC. In addition, the Acquisition is
in line with- the non-competition undertaking granted by the SA Group to the Company when the
Company was listed on the Stock Exchange in 1997.

Connected Transaction

The SA Group is the controlling shareholder that owns 65.2% interest in the Company. Since the
value of the Assets and the consideration of the Acquisition represents approximately 12.35% of the
Company’s net tangible assets as reported in the latest published annual report for the year ended 31
December 2000 respectively, the entry into the S&P Agreement between the Company and the SA
Group constitutes a connected transaction under Chapter 14 of the Listing Rules, and will therefore

be subject to Independent Shareholders’ approval at the EGM.

The SA Group, being the holder of 65.2% interest in the Company as at the Latest Practicable
Date, will abstain from voting in respect of the Acquisition at the EGM.

3. PROPOSED ISSUE OF NEW A SHARES

The Company intends to apply to the relevant PRC authorities for the issue of new A Shares to
institutional and public investors in the PRC and the listing of and permission to deal with such A
Shares on the Shanghai Stock Exchange. Such application will be made immediately after the approval
of the proposed A Share Issue by the shareholders of the Company at the EGM. The shares of the
Company are currently listed on the Stock Exchange in the form of H shares, and on the New York
Stock Exchange in the form of American Depository Receipts.

The Board believes that the A Share Issue will allow the Company to access another funding
channel, provide additional currency for the acquisition of PRC assets, and enhance the Shareholders’
base. The Board would like to seek approval from Shareholders authorizing the Board to apply to the
relevant PRC authorities and to plan all relevant matters for and on behalf of in relation to the
proposed A Share Issue.
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The proposed application to the relevant PRC authorities regarding the A Share Issue will be
subject to approval by Shareholders at the EGM and the relevant PRC authorities. Further approvals
from Shareholders will be sought regarding the A Share Issue including the timing, issue price, amount
of share capital to be raised and the use of proceeds and further announcement will be made in
accordance with the Listing Rules and the relevant regulations in the PRC.

Although it is the intention of the Company to conduct the A Share Issue as soon as possible after
all relevant approvals are obtained, the exact timing and structure of the A Share Issue will depend
on market condition and other considerations such as specific acquisition opportunities and the

availability of alternative funding channels.
4. PROPOSED CHANGE IN THE BOARD COMPOSITION

The Company would like to seek authorization from the Shareholders to amend the Articles of
Association with regards to the change in the composition of the Board as required by the CSRC, in
order to improve the corporate governance of the Company during its restructuring process:

¢  To change the current composition of the Board from a total of 13 Directors (1 Chairman,
1 Vice-Chairman, and 11 Directors) to a total of 15 Directors (1 Chairman, 2 Vice-

Chairmen, and 12 Directors).
5. EGM

The EGM will be held at the Company’s headquarters at Baiyun International Airport,
Guangzhou, the PRC on 26 March 2002 convened to approve, confirm and ratify, among other things,
the terms of the S&P Agreement and the entering into of the S&P Agreement between the Company
and the SA Group by way of ordinary resolutions, and to approve the proposed A Share Issue and other
related matters, and the proposed change in the Board composition by way of special resolutions.

Having considered the terms of the S&P Agreement and the advice and opinion of ICEA in
relation thereto as set out on pages 10 to 16 of this circular, the Directors are of the opinion that the
terms of the S&P Agreement are fair and reasonable so far as the Independent Shareholders are
concerned. The Directors therefore recommend that the Independent Shareholders to vote in favour of

the ordinary resolution regarding the approval of the S&P Agreement.
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6. ADDITIONAL INFORMATION

The Independent Board Committee comprising Mr. Simon To and Mr. Peter Lok, both
independent non-executive Directors, has been established to advise the Independent Shareholders in
relation to the connected transaction. A copy of the letter of advice from ICEA to the Independent
Board Committee is set out on pages 10 to 16 of this circular.

The Independent Board Committee, having considered the principal factors and reasons
considered by, and the recommendation of ICEA as stated in its letter of advice, concurs with the
views with ICEA so far as the interests of the Independent Shareholders concerned. Accordingly, the
Independent Board Committee recommends that the Independent Shareholders to vote in favour of the
ordinary resolutions to be proposed at the EGM to approve, confirm and ratify, among other things,
the terms of the S&P Agreement and the entering into of the S&P Agreement between the Company
and the SA Group.

Yours faithfully,
CHINA SOUTHERN AIRLINES COMPANY LIMITED
Yan Zhi Qing
Chairman of the Board
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China Southern Airlines Company Limited

(a joint stock limited company incorporated in the
People’s Republic of China with limited liability)

18 February 2002

To Independent Shareholders of
China Southern Airlines Company Limited

Dear Sir or Madam,

ACQUISITION OF ASSETS FROM THE SA GROUP
(CONNECTED TRANSACTION)

As the Independent Board Committee, we have been appointed to advise you in connection with
the Acquisition, details of which are set out in the letter from the Board contained in the circular to
the shareholders of the Company dated 18 February 2002 (the “Circular”), of which this letter forms
part. Terms defined in the Circular shall have the same meanings when used herein unless the context
otherwise requires.

We wish to draw your attention to the letter of advice from ICEA as set out on pages 10 to 16
of the Circular, the letter from the Board as set out on pages 3 to 8 of the Circular and the further
information as set out in the appendix to the Circular.

We have considered the factors and reasons considered by, and the opinion of, ICEA as stated
in the aforementioned letter of advice in respect of the Acquisition. We are of the opinion that the
Acquisition is in the interests of the Company and the terms of the Acquisition are fair and reasonable
so far as the Independent Shareholders are concerned. We therefore recommend that you vote in favor
of the ordinary resolutions to be proposed at the EGM to approve the Acquisition.

Yours faithfully,

Independent Board Committee
Mr. Simon To Mr. Peter Lok

Independent non-executive Director Independent non-executive Director
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Tel: {852) 2115 8888 #i . (852) 21153888

Fax: (852] 2115 8602 85 - (852) 21158602

18 February 2002

To the Independent Board Committee
of China Southern Airlines Company Limited

Dear Sirs,

ACQUISITION OF ASSETS FROM THE SA GROUP
(CONNECTED TRANSACTION)

We refer to our engagement to advise the Independent Board Committee in respect of the
Acquisition, details of which are contained in the letter from the Board in a circular issued to the
Shareholders dated 18 February 2002, of which this letter forms part (the “Circular”). Terms used in
this letter shall have the same meanings defined in the Circular unless the context requires otherwise.

The Independent Board Committee has been established in order to consider the terms of the
Acquisition and to advise as to whether those terms are fair and reasonable so far as the Independent
Shareholders are concerned. We, ICEA Capital Limited (“ICEA”), have been engaged by the Company
as the independent financial adviser to provide the Independent Board Committee with an independent
opinion as to whether the terms of the Acquisition are fair and reasonable so far as the Independent
Shareholders are concerned. Our opinion letter to the Independent Board Committee has been prepared
in accordance with the requirements of the Listing Rules for inclusion in this Circular and for the
purpose of assisting the Independent Board Committee in their duties to evaluate the Acquisition.
Independent Shareholders are recommended to consult their own professional advisers if they are in
any doubt as to their individual position. »

In formulating our opinion, we have relied on information, opinions, facts and representations
made and supplied to us by the Directors and representatives of the Group for which they are wholly
responsible, and have assumed that such information, opinions, facts and representations are true,
accurate and may be relied upon in all respects. We have relied on the representations of the Directors
that they accept full responsibility for the accuracy of the information contained in the Circular
relating to the Group and they have made all reasonable inquiries, and to the best of their knowledge
and belief, that there are no other material factors omitted from the information, opinions, facts and
representations supplied to us. We have also relied on certain information available externally and we
have assumed such information to be accurate and reliable, and we have not independently verified
the accuracy of such information. We have assumed that the statements and representations made or
referred to in this Circular were accurate at the time they were made and will continue to be accurate
on the respective dates of the despatch of the Circular and the holding of the EGM. We are not aware
of any facts or circumstances which would render any information contained in the Circular untrue,
inaccurate or misleading.

— 10 —
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We have reviewed, amongst other things, the S&P Agreement, principal terms of which are set
out in the letter from the Board in this Circular and an asset valuation report prepared by Zhongfeng
Asset Valuation LLC, an independent valuer approved by the Ministry of Finance in the PRC dated
15 November 2001 (the “Valuation Report”) which formed part of the relevant documents submitted
to the relevant PRC administrative authorities for the regulatory approval of the Acquisition in the
PRC. We have assumed that the Acquisition is in compliance with the relevant laws, regulations and
rules in the PRC and that all necessary approvals have been or will be obtained from relevant
authorities or there are no impediments in obtaining such approvals.

We have not made any independent evaluation or appraisal of, nor have we conducted any form
of independent investigation into, the business affairs or assets and liabilities in relation to the
Acquisition. Additionally, we did not conduct any physical inspection of the relevant Assets. As the
independent financial adviser to the Independent Board Committee, we have not been involved in the
negotiations in respect of the Acquisition. The Directors and the management of the Group are solely
responsible for the commercial merits of the Acquisition.

We consider that we have reviewed sufficient information to reach an informed view concerning
the Acquisition and to provide us with a reasonable basis for our opinion. We have no reason to believe
that any material information has been omitted or withheld or to doubt the truth or accuracy of the
information provided. Our opinion is necessarily based upon market, economic and other conditions
as they existed and could be evaluated on, and on the information available to us as of the date of the
opinion. As such, we have no obligation to update this opinion to take into account events occurring
subsequent to the date of this opinion.

ICEA is a registered dealer under the Securities Ordinance (Chapter 333 of the Laws of Hong
Kong). ICEA and its affiliates, whose ordinary businesses involve the trading of and dealing in
securities, may involve in the trading of, dealing in, and holding of the securities of the Company for
own and client accounts.

PRINCIPAL FACTORS CONSIDERED

In formulating our opinion relating to the Acquisition we have taken into consideration, inter
alia, the following principal factors:

Principal business of the Group

The Group is one of the largest airlines in the PRC and provides commercial flights between
cities in the PRC and international destinations.

Consolidation and restructuring trends of the global aviation industry

In recent years, the global aviation industry has experienced a period of consolidation and
restructuring characterised by mergers and acquisitions of airlines within and across the regions.
The principal rationales and objectives of such wave of global consolidation and restructuring is
to achieve economies of scale by merging the operations of different airlines, to reduce
redundancies, and thus to enhance operating efficiencies of the airlines.

— 11 —
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Consolidation and restructuring of the airline ihdustry in the PRC

In the second half of 2000, the Civil Aviation Administration of China (the “CAAC”)
introduced a policy with the principle of restructuring of the PRC aviation industry on a
voluntary basis under government directives and taking advantage of economies of scale. Under
this policy, domestic airlines are encouraged to consolidate, centering around the SA Group, Air
China Group and Eastern Air Group. On 27 April 2001, the CAAC announced such consolidation
and restructuring plan of the PRC aviation industry in details.

In relation thereto, as mentioned in the announcement issued by the Company dated 16
August 2000 and the annual report of the Company in respect of the year ended 31 December
2000:

L the SA Group entered into a merger restructuring agreement (the “Merger
Restructuring Agreement”) dated 4 August 2000 with Henan Transportation
Department whereby:

— all the equity of Zhong Yuan Airlines were transferred to the SA Group and all
the liabilities of Zhong Yuan Airlines were assumed by the SA Group by way of
administrative allocation without compensation; and

—  Zhong Yuan Airlines would become a wholly-owned subsidiary of the SA Group
upon the effectiveness of the Merger Restructuring Agreement.

L] the Company and Zhong Yuan Airlines entered into four Wet Lease Agreements dated .
4 August 2000 and later entered into an additional Wet Lease Agreement in November
2000 whereby Zhong Yuan Airlines agreed to wet lease to the Company the Aircraft
and to supply related aircraft crew members and be responsible for the maintenance
and insurance of the Aircraft.

In addition, as mentioned in the announcement issued by the Company dated 27 April 2001
and the interim report of the Company in respect of the six months ended 30 June 2001:

®  the SA Group informed the Company that in order to take advantage of the benefits
of scale, the SA Group voluntarily participates in the consolidation and restructuring
plan of the PRC aviation industry under government proposals; \

® the SA Group has already commenced talks on consolidation and restructuring with
China Northern Airlines and Xinjiang Airlines;

¢  the Directors expect that any airline and airline-related businesses, assets and
liabilities, which the consolidation and restructuring with China Northern Airlines and
Xinjiang Airlines may involve, will be transferred to the Group; and

— 12 —
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®  Despite the fact that there have been no term, detailed plan or definite timetable with
respect to such consolidation and restructuring and the Company cannot estimate the
impact of such consolidation and restructuring, the Directors expect that the
consolidation and restructuring will have a positive impact on the economies of scale
and operating efficiency of the Group.

Reasons of the Acquisition

We have considered the reasons for the Acquisition as highlighted in the letter from the
Board and we note the followings:

L] the Acquisition is within the normal and commercial developments of the Group’s
principal business, the civil aviation in the PRC;

®  the Acquisition is in line with the global trend of consolidation and restructuring of
the aviation industry;

L the Acquisition is in line with the stated consolidation and restructuring strategy
adopted by the Group in light of the proposed consolidation and restructuring plans
of the PRC aviation industry and the SA Group; and

L the Group has already been operating the Assets as part of the Group’s aviation
business pursuant to the existing Wet Lease Agreements.

We concur with the Directors’ view that:

L] the Group will benefit from the Acquisition since direct ownership of the Aircraft and
other Assets will allow the Group to further integrate the operations of the Aircraft
into its overall aviation business in the PRC; and

®  the Acquisition is in line with the non-competition undertaking granted by the SA
Group to the Company when the Company was listed on the Stock Exchange in 1997.

Consideration of the Acquisition

The total consideration of the Acquisition is RMB1,096,886,106.71 which is based on the
total value of the assets and liabilities relating to the Assets as at 30 June 2001 as appraised by
Zhongfeng Asset Valuation LLC in the Valuation Report dated 15 November 2001. We have
assumed that the valuation conducted by Zhongfeng Asset Valuation LLC is fair and reasonable.
We have not performed any due diligence on the basis and assumptions in the valuation and have
no reason to doubt the truth and fairness of the valuation.

The consideration will be satisfied by cash payment of RMB132,150,139.47 and the

assumption by the Company of debt due to commercial banks from Zhong Yuan Airlines relating
to the Assets amounting to RMB964,735,967.24 in aggregate. The source of funding of the cash

— 13 —
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payment and the debt repayment will be from internal funds of the Company. The cash payment
will be payable at Completion. All terms and conditions under the existing legal documentation
relating to the debt between Zhong Yuan Airlines and each respective lender will remain status

quo.

As part of the Acquisition, the SA Group has agreed to reimburse the Company, the full
amount of the lease rental payments made or to be made by the Company to Zhong Yuan Airlines
under the Wet Lease Agreements for the period from 1 July 2001 up to the day of the Completion,
within 15 days after Completion.

The expected net purchase price of the Assets is set out below:

RMB
Appraised value as at 30 June 2001
Aircraft (five Boeing 737-300 aircraft) 1,046,545,947.00
Less: reimbursement of lease rental payment in respect of
the Aircraft for the period from 1 July 2001 up to
26 March 2002 (expected date of the EGM) (Note) (220,968,000.00)
Expected net purchase price of the Aircraft (Note) 825,577,947.00
Appraised value as at 30 June 2001
Associated spare parts 46,657,504.71
42 special purpose vehicles in connection with
the ground support of the Aircraft 3,682,655.00
Expected net purchase price of the Assets (Note) 875,918,106.71

Note: Actual amount of reimbursement and net purchase price of the Assets are subject to adjustment depending

on the actual date of Completion.
In addition, we have considered that:

®  the consideration of the Acquisition is based on the appraised value of the Assets as
at 30 June 2001;

o  the full amount of the lease rental payments payable by the Company to Zhong Yuan
Airlines under the Wet Lease Agreements for the period after 30 June 2001, the date
of valuation adopted in the Valuation Report, will be reimbursed to the Company by
the SA Group;

— 14 —
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L] the debt due to commercial banks to be assumed by the Corr;pany is directly related
to the Assets;

¢  the Wet Lease Agreements will be terminated upon Completion; and

®  the purchase of other aircraft and other ancillary assets for replacement as an
alternative to the Acquisition will incur additional expenses such as taxation, agency,
legal, bank, finance and other charges as well as additional administrative and timing
burdens such as government approvals, availability, delivery and lead time required
for the purchase and supply of other aircraft.

In particular, we have also cross-referenced the expected net purchase price of the Aircraft
shown above with the expected cost of acquiring aircraft with same type and similar ages from
available suppliers or sellers in the open market, which comprises the open market price of such
aircraft (as quoted in publications by an international renowned consulting company specialising
in the valuation of aircraft) and other additional estimated expenses directly related to the open
market purchase of such aircraft, including taxation, agency, legal, bank, finance and other
charges. We found that the expected net purchase price of Aircraft shown above is in line with

the expected cost of acquiring aircraft with same type and similar ages in the open market.

Thus, we conclude that the consideration of the Acquisition is fair and reasonable as far as

the Independent Shareholders are concerned.
Financial impact of the Acquisition on the Group

We have reviewed the historical financials announced by the Company and have considered

the potential impact of the Acquisition on the Group as detailed below:

Shareholders’ equity/Net asset value. As a result of the Acquisition, there would be no
material change to the net asset value of the Group since the Consideration is based on the
appraised value of the Assets.

Net gearing. Net gearing is defined as total borrowings (net of cash and cash equivalents)
divided by shareholders’ equity. As at 30 June 2001, the net gearing of the Group was
approximately 127%. As a result of the Acquisition, the assumption of debt of
RMB964,735,967.24 would increase the net borrowings (total borrowings net of cash and cash
equivalents) of the Group while the shareholders’ equity would remain unchanged. Assuming the
Acquisition had been completed on 30 June 2001, the net debt/equity ratio of the Group would
have been increased to 136% as at 30 June 2001. The assumption of debt of RMB964,735,967.24
would increase the net debt/equity ratio of the Group by approximately 9%.
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Operating cash cost. Under the Wet Lease Agreements before the completion of the
Acquisition, the Group would be required to pay a month lease rental payment (including aircraft
crew member, maintenance and insurance Qosts) of RMBS5,000,000 in respect of each Aircraft.
After the completion of the Acquisition, the Group will directly own the Aircraft and therefore
will be directly responsible for the operating cash cost of each Aircraft (comprising aircraft crew
member, maintenance and insurance, and finance charges). By reference to the historical staff
cost per aircraft, the maintenance cost per aircraft actually incurred by the Group during the six
months ended 30 June 2001 and the expected interest charge to be incurred by the Group due to
the assumption of debt due to the Acquisition, we estimate that the Group will incur a monthly
operating cash cost of around RMB3,320,000 per aircraft.

Accordingly, as a result of the Acquisition, the Group would make a saving of around
RMB1,680,000 in monthly operating cash cost per aircraft or an aggregate saving of around
RMB 100,800,000 in total operating cash flow per annum. We are of the view that the Acquisition
would strengthen the operating cash flow of the Group.

Notwithstanding the assumption of debt of RMB964,735,967 will increase the net
debt/equity ratio of the Group by approximately 9% from approximately 127% to 136%, we are
of the view that the Acquisition will result in a saving of around RMB 100,800,000 in operating
cash flow per annum, thus strengthening the operating cash flow of the Group. Accordingly, we
consider that the Acquisition will not have any material adverse impact on the financials of the

Group.
OPINION

Having taken into account the above principal factors, we consider that the terms of the
Acquisition are fair and reasonable so far as the Independent Shareholders are concerned.
Accordingly, we advise that the Independent Board Committee to recommend the Independent
Shareholders to vote in favour of the ordinary resolution to be proposed at the EGM to approve the
Acquisition.

Yours faithfully, »
For and on behalf of
ICEA Capital Limited
Gary S K Sik
Director
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APPENDIX GENERAL INFORMATION

1. RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the purpose of

giving information with regard to the Company. The Directors collectively and individually accept full

responsibility for the accuracy of the information contained in this circular and confirm, having made

all reasonable inquiries, that to the best of their knowledge and belief, there are no other facts not

contained in this circular, the omission of which would make any statement in this circular misleading.

2. DISCLOSURE OF INTERESTS

(a)

(b)

(c)

(d)

(e)

As at the Latest Practicable Date, none of the directors or supervisors of the Company owns
any interests in the Company or any associated corporations (within the meaning of the SDI
Ordinance) which are required to be disclosed to the Company and the Stock Exchange
pursuant to Section 28 of the SDI Ordinance (including interests which he is taken or
deemed to have under Section 31 or Part I of the Schedule to the SDI Ordinance) or the
Model Code for Securities Transactions by Directors of Listed Companies, or which shall
be registered by the Company pursuant to Section 29 of the SDI Ordinance.

None of the Directors has direct or indirect interest in any assets which have been since 31
December 2000, the date to which the latest published audited accounts of the Group were
made up, acquired or disposed of by, or leased to, or which are proposed to be acquired or
disposed of by, or leased to, the Group.

None of the Directors is materially interested in any contract or arrangement entered into
by the Company or any of its subsidiaries which contract or arrangement is subsisting at the
date of this circular and which is significant in relation to the business of the Group.

As at the Latest Practicable Date, ICEA did not have any shareholding in any member of
the Group nor any right (whether legally enforceable or not) to subscribe for or to nominate
persons to subscribe for securities in any member of the Group.

ICEA does not have, or has not had, any direct or indirect interest in any assets which have
since 31 December 2000 (being the date to which the latest published audited accounts of
the Company were made up) been acquired or disposed of by, or leased to, or which are
proposed to be acquired or disposed of by, or leased to, the Company or any of the
subsidiaries.
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3. SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, according to the register kept by the Company under section

16(1) of the SDI Ordinance and/or so far as known to the Directors, the-following persons were,

directly or indirectly, interested in 10% or more of the nominal value of any class of share capital

carrying rights to vote in all circumstances at general meetings of any member of the Group:

(a) Parties interested in the share capital of the Company

Name

SA Group
HKSCC Nominees Limited

Number of Shares

Approximate percentage of

2,200,000,000
1,144,717,999

the total number of Shares

65.20%
33.93%

Save as disclosed in this circular, no person has notified the Company that he/she has or

is deemed to have interests amounting to 10% or more of the issued share capital of the Company

at the date of this circular pursuant to the SDI Ordinance.

(b) Parties interested in the share capital of the subsidiaries of the Company

Name of subsidiary

MTU Maintenance Zhuhai
Company Limited

Guangzhou Nanland Air Catering
Company Limited

Zhuhai Airlines

Shantou Airlines

Guangxi Airlines

Guizhou Airlines

Xiamen Airlines

Name of Interested Party

Motoren-und Turbinen Union
Munchen GmbH

Sharpland Investment Limited

Zhuhai Gree Group Company

Shantou Airlines Investment
Company Limited

Guangxi Sizhuang Company
Limited

Guizhou Xiang Fei Industry
Limited

Xiamen Jian Fa Group Company

Limited

Percentage of
shareholding of
Interested Party

50%

49%

40%

40%

40%

40%

40%
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Name of subsidiary

Guangzhou Aircraft Maintenance
Engineering Company Limited

Baiyun Xinhua (Guangzhou)
Air Cargo Services Company

China Southern West Australian
Flying College Pty Limited

Percentage of
shareholding of

Name of Interested Party Interested Party

Lockheed Martin Corporation 25%

Hutchison Whampao Limited 25%
(China)

Sunflower Air Cargo Company 30%
Limited

Southern Airlines (Group) 35%-

Save as disclosed above, the Directors are not aware of any person, who was, directly or
indirectly, beneficially interested in 10% or more of the nominal value of the issued share capital
of any member of the Group or any options in respect of such capital as at the Latest Practicable

Date.

4., QUALIFICATION OF EXPERT

The following is the gualification of the expert who has given an opinion or advice which is

contained in this circular:

Name Qualification

ICEA

Registered dealer under the Securities Ordinance (Chapter 333 of the

Laws of Hong Kong)

5. CONSENT

ICEA has given and has not withdrawn its written consent to the issue of this circular with the
inclusion of its letter to the Independent Board Committee and references to its name in the form and

context in which it appears.

6. MATERIAL CONTRACTS

No material contract has been entered into by the Group within the two years immediately

preceding the date of this circular.

7. LITIGATION

As at the Latest Practicable Date, the Group is not involved in any material litigation or dispute

pending or threatened against any member of the Group.
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8. SERVICE CONTRACTS

None of the Directors has any existing or proposed service contract with any member of the
Group (excluding contracts expiring or terminable by the employer within one year without payment
of compensation (other than statutory compensation)).
9. MATERIAL ADVERSE CHANGE

The Directors are not aware of any material adverse change in the financial or trading position
of the Group since 31 December 2000, being the date to which the latest published audited accounts
of the Group were made up. ’
10. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for inspection during normal business hours at
the principal place of business of the Company in Hong Kong at Unit B1, 9th Floor, United Centre,
95 Queensway, Hong Kong up to and including 26 March 2002:

(a) the Articles of Association of the Company;

(b) the annual reports of the Company for the years ended 31 December 1999 and 31 December
2000;

(¢) the S&P Agreement;

(d) the letter of recommendation from the Independent Board Committee to the Independent

Shareholders, the text of which is set out on page 9 of this circular;

(e) the letter of advice from ICEA, the text of which is set out on pages 10 to 16 of this circular;

and

(f) the report from Zhongfeng Asset Valuation LLC to the Assets.
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By
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