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China Southern Airlines Company Limited (the “Company”) on August 26, 2002
published in local newspapers in Hong Kong an announcement in Chinese and English,
respectively, concerning the Company’s interim results for the six months ended June
30, 2002. A copy of the announcement is included in this Form 6-K of the Company.
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. The Board of. Directors of Chlina Southern Airlines Company -Limited (the
. “Company”) hereby announces the unaudited consolidated interim resulis of the
Company and its subsidiaries (the “Group”) for the six ‘months ended 30-Jurne,
2002, prepared in accordance with the basis of preparation set out in Note I,
together with.the comparative figures for the corresponding period of 2001 as
follows: _ . : ‘ .
CONSOLIDATED PROFIT AND LOSS ACCOUNT (UNAUDITED)
, S 2002 vs 2001
For the six months ended 30 June, * Increase /
2002 2000 - 2002 0 2002 (decrease)
Note  RMB'006 = RMB'000  HK$000-  US$°000 %
Traffic revenue: . : o L S :
Passenger 7,618,775 7206817 7183457 920464 - - 57
Cargo and miail S COTISERd 693449 - 6B42N 37,61 46
_ Lo A4Sy 7900266 7,867,677 1,008,138 56
Other revenue s L 3958 10,406 1733 . 25849 0 258
\ . g T » T K
Tursover 2 8,558,417 T8070372 8,069,410 | 1,033,987 " 6.0
"~ Operating expenses: ‘ v e
Flight operations -~ .. . S342640 . 3432021 3,227,080 413507, ... (03)
Maintenance SRR K ) 3 k1 SN 111 SR /A v IO S LV
* Aircraft and traffic servicing | . 1,200,009 1122367 1,133,329 7448 T4
' Promotion and sales ' A28 692943 689,353 U883 T ss
General and administratiyc L 431,042 ¢ 387,175, 406413 - 8 S T
Depreciation and amortisation 926,274 973183 873349 111908 - {48)
Other o L4260 T S94T L T 4mT SIS (284)
* Total operating expenses™ . . - - LTIZARS 74650947 (1290670 1 9M201 36 -
Operating profit 825,932 605,278 778,740 99,786 365
Non-operating income/(expenses): '
Share of associated . . .
~ compagies” results ) 19,047 24,057 17,959 2,301 (20.8)
(Lossyiprofit o sale , .
of fixed assets (7,102) 17,656 (6,696) (858) {140.2)
Interest income 26,196 - 28,034 24,699 3,165 6.6)
Interest expense o 3. (44273)  (477.636) - (390,602) {50,051) (13.3)
. Exchange (lossy gain, net : (158,644) 205,564 (149;579) . {19,167) (171.2)
S Ofhenet o LSt EE R N . R i
Total net non-operating expenses (633,271)  {200,990)  (502,800) (64,428) 165.3




Proﬁl before laxauon and

minority interests 3 292,661 - 404,288 215940 35,358 (27.6) |

: Taxation - - 4 (98,767)  (130,297) . (93,124) (11,933) (24.2)
Profit before minority iﬁlcresls ]‘93,894 273,.991 182,816 23,425 ’ £2§;2) ]
Minority inlcrés‘l‘s : {70,665) (72,500) (66,627) (8,537) (2.5)

© Profit atvibtable 1o sharchoders 12329 s 618 1488 (388) :
Basic eafnings per share s v RMBO.D-4 RMB0.06 Hl‘($0.03 US$0.004 (38.8)

. Note.\'::

1 Basis of preparation

This unaudited interim financial report has been prepared in accordance ‘with the-
requirements of the Main Board Listing Rules of the Stock Exchange of Hong Kong
Limited. The accounting policies have been consistently applied by the Group and are
consistent with those adopted in the 2001 annual consolidated financial statements which
are prepared in accordance with International Financial Reporting Standards promulgaled -
by the International Accoummg Standards Board, except that 1and use rights. are’ camed
at.the historical cost basis effective 1 January, 2002. Such change did not have 4
-material impact on the unaudited consohdated results of the Group for the six monlhs'
ended 30 June, 2002

2 Turnover

The Group is principally engaged in the provision of domestic, Hong Kong regional and .
international ‘passenger, cargo and mail airline services, with flights operating primarily
from the Guangzhou Baiyun International Airport in the People’s Republic of China,
("PRC") ‘which is both the main hub of the Group’s route network and the location of
its corporate headquarters.

_Turnover comprises revehues from airline and airline-relaled bisinesses and is stated
net of sales tax and contributions to the CAAC Infrastructure Development Fund. The
contributions to the CAAC Infrastructure Development Fund for the period are payable
at 5% and 2%, respectively (2001: 5% and 2%, respectively) of the Group’s domestic
and international/Hong Kong regional traffic revenue.

The Group's turnover and operating profit by geographic region are analysed as follows:

For the six months ended 30 June,
" Hong Kong
Domesti¢  Regional International Total-
RMB’000 RMB’000 RMB’'000° A RMB’000

2002 v : o
Traffic revenue - 6,446,767 - 561,897 1,335,795 8,344,459
Other revenue ‘ ‘ 213,958 - - 213,958
6,660,725 561,897 1,335,795 8,558,417
Operating profit 685,085 - 70,276 70,571 825,932
2001 .
Traffic revenue ) 6,176,683 585,207 1,138,376 - 7,900,266
Other revenue 161,018 g - 9,088 170,106
6,337,701 585,207 1,147,464 8,070,372

Operaling profit o .- 487,717 . - 88,227 29,334 . 6057278
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3 Prof't bel'ore laxatlon and mmonty interests } }
: ) 3
For the six months

~ ended 30 June, . 7

2002 2001

RMB’000 RMB'000  ©

.Profit before taxation and minority interests . :

s arrived at after charging: ' : ‘ . :

- Jet fuel o ‘ 1,637,875 . 1812589 ¢
Depréciation o i L I

-~ owned assets K y ... 658,558 666379

" Z assets held undei’ ﬁnance leases S 7. 258,138 ¢ 297,421
 Staff costs - Lo - .676,932 . 587128 ¢

" Operafing lease- charges in respect of an'craft L 950,730 - - 959,883 i

_ Amortisation of deferred expendlture e 9,578 v o 9 383 7 %
“Intérest on bank ‘and other Joans e ' }

" Finance: charges on obhganons under fmance leases.

Less: borrowing costs capnahsed ) - : ‘
_ Net interest expense” =~ . S - T 318,273, . 477,636 D
. and 'f't‘ex_"credi_ting_:v_“ }
ol ) ) T -Amo}tigﬁtioﬁ of gainé on sale and ]easeback ‘ R v e
ol wansactions. S e si2
SO Operaung lease mcome in respcct of alrcraft LS 18,841 . L me
Y Profn on sa]e taxrcraﬁ S i = Y 17,700. }
) 4 . Taxatien - o R el T o
For :the'six m_o:ri'tlis, T
ended 30 June,’ ;
2002 . 2001
RMB’000 RMB’000
o - PRC income tax S 18,393 22,768
') ] Share of taxation of associated companies ‘ 5,134 6,421
|
23,527 29,189
Deferred taxation t 75,240 /101,108
98,767 3029w

Pursuant to the PRC income tax rufés and regula.lions. the Group is subject to PRC ]
income tax at a rate of 33%. ' .

e e e A
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- With re§pecr 10.the Group’s Horig Kong regional flight operations, the Group is exempr :
:-nfrom Hong ‘Kong: Profits-Tax pursvant:lo the double tax relief.agreement between the
»’PRC and’ Hong Kong Specxal Administrative Regron govemmems

~In respect of ‘the’ Group s overseas’ arr]me activities, the Grcup has erlher oblamed
B _exemptrons from oVverseas taxation pursuant to the bilateral aviation agreemems between

the overseas and PRC' governments, or has- sustamed tax losses in these overseas -

~ jurisdictions: Accordmg]y, no provision for overseas tax has been made for the periods :
- presemed :

J

Deferred taxation is accounted for using the balance sheet liability method on all
temporary differences between the carrying amounts for financial reporting purposes

"and the amounts used for taxation purposes, except differences relating to the initial’

recognition, of assets or labilities which affect neither accounting nbr-taxable profit/
loss. The. tax. valde of losses expected 10 be available for utilisation .against. future
taxable income is recognised as a deferred tax asset and offset against the deferred tax
habr]rty atmbutable to the same legal tax unit and ]Ul’lSdlCllOn Net deferred tax assets
are reduced 1o the exlem that it is no longer probable that the related tax benefit will be
realised.

Earnings per share

. The ca]culauon of basic earnirxgs per share is based on the consolidated profit attributable
“to shareholders of RMB123 229,000 (2001: RMB201,491,000) and the weighted average

number of shares in‘issue durmg the period of 3 374,178,000 (2001: 3,374,178 ,000).

There were no dr]unve potennal shares in exrstence dunng the six months ended 30
June, 2001 and 2002..

Dividends

" Dividend attributable to the previous financial year, and approved during the period:

For the six months
ended 30 June,

L ST ) 2002 - 2001 -
- e RMB’000 RMB’000
Final dividend in respect of the prevxous financial
| year, approved during the period, of RMBO0.02
per share (2001: RMB NIL per share) . 67,484 -

The Board of Directors-of the Company does not recommend the paymerit of an interim .
divider_ld for the six. months ended 30 June, 2002 (2001: Nil).

. Profit apprupriations

‘No transfer to stalutory surplus Teserve, statulory pubhc welfare: fund and dlscrenonary_ :

A surplus reserve has been made during the penod and the correspondmg period. Accordmg' .
- .to the-Articles of Association of the Company -and certain of its subsidiaries_and- the -

PRC Company Law, any such transfer shall be. proposed by the respecuve board of
directors and approyed by-shareholders in the annual general meeting.

Convenience translation

The unaudited consolidated profit and loss account has been prepared in Renminbi
(“"RMB™), the national currency of the PRC. Translations of amounts from- RMB into
Hong Kong dollars (“HK$™) and United States doilars (“US$") solely for the convenience
of readers have been made at fhe rates of HK$1.00 to RMB1.0606 and US$1.00 to’
RMBB8.2771, being the average of the buying and selling rates as quoted by the People’s
Bank of China at the close of business on 30 June, 2002. No representation is'made that
the RMB amounts could have been or could be converted into HKS or US$ at-these
rates or at any other certain rates on 30 June, 2002 or on any other date.
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1 OPERATING DATA SUMMARY

Capaclty

1 Available seat kilometres (ASK) (million)
1 — Domestic ’

-~ Hong Kong regional

-} = International
| Total

) Avax]able tonne kxlometres (ATK) (million) -
1.~ Domestic )

~ Hong Kong regxonal

! ~ International -

Total
Kilometres flown (thousand)
Hours flowh (thousand) .

Number of landing and take-offs
- Domestic

— Hong Kong regional

— Internationaj

Total

Tra/ffxc

Revenue passenger kilometres (RPK) (million) -

-~ Domestic
~ Hong Kong regional
~ International

Total. . .. e

OMPANY LIMITED'

For the six months o _—
ended 30 June, 2002 vs 2001 - v
2002 2001 Increase/(decrease)
' ' (%)

16,742 15455 . 1,287 8.3

861.. - 830 n 3T
4,094 3,480 614 - 176
21,697 19765 . 1932 ° 9.8 -

1,951 1782 - 169 9.5
95 o1 T 4.4

733 653 80 123
2,779 2,526, 253 10.0
125,745 . 114870 . 10,875 9.5
197 180 17 94
96,415 90,314 6,101 6.8
6839 6843 @ oD
6,653 5.214 1439 276
109,907 102,371 7536 7.4

10,728 9,252 ... 1476 - 16.0

524 523 . 1 .02

2,733 2232 . 501 22.4

13,985 12007 _ 1978 ... 165 .
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Revenue tonne kilometres. (RTK) (million)

. 0.60

- Domestic g 1,220 164

" —Hong-Kongregional - 52 52 -
~ International o 402 341 61
Total o ’ 1,674 1,449 225

. .‘vPas'se'n'ger‘ tonne Kilometres (million) :

"~ Domestic ' ) o 958 826 132~
= Hong Kong regional . .47 47 A
" —International - 244 199 . 45
Total " B 1,249 1072 177~
Cargo and mail tonne kiiometres (million) . )
.- Domesti¢ ’ 262 230 32
-— Hong Kong regional . - 5 5 -
= International - 158 142 16
Total - 425 377 48 .
. ‘Passengers carried (thousand) . o
— Domestic o 8,977 7,879 1,098

L= Hong Kong regional _667 715 (48)

. — International ‘ 750 585 165
Total 10,394 9,179 1,215
Cargo and mail carried (thousand tonne) ) )

: = Domestic i 190 163 27

. . — Hong Kong regional 7 7 -
~ International : _ 19 17 2

. Total - 216 187 29 .

' Load factors v
Passenger load factor (RPK/ASK) (%)

- Domestic. ) 64.1 59.9 4.2
— Hong Kong regional : 60.9 63.0 2.1)
— International 66.8 64.1 2.7
Total 64.5 60.7 3.8
Average load factor (RTK/ATK) (%)

- Domestic : 62.5 59.3 S 3.2

# — Hong Kong regional 547 57.1 (2.4)

-~ International - . .54.8 52.2 2.6
Total * : 602 . 574 2.3
Breakeven load factor (%) 55.8 54.6 1.2 -

© Yield
“Yield per RPK (RMB)

! - Domestic . 0.56 0.62 (0.06) -

-~ -~ Hong Kong regional 1.01 1.07 (0.06) - .
= International . 0.40 - 0.40 -
Total ~ . . . 0.54

15.5

16,0
226

16.5

13.9:
113 -

127

13.9
6.7)
28.2

7.0"
(3.3)
42

6.3

5.4

L (4.2)
5.0

49

O

5.6

. (0.06) - (10.0)
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CHINADAILY HONGKONGEDITION

; _effccuve in July 2002

For the six months’ :
ended 30 June, 2002 vs 20601

2002 - 2000 Increase/(Decrease)
. (%)
: '_Yiéi-d"per cargo'and : S
maxl tonne kllometre (RMB)‘ i A7 1.84 0.13) 7.1
Yle)d per RTK (RMB) . - T )
- ques(lc : : 5.28 5.85 (0.57) .7
- Hong Kong regional 10.81 11.25 (0.44) (3.9) -
~ International 3.32 3.34 (0.02) (0.6)
Total - 4.99 5.45 (0.46) (8.4)
Fleet
Number of aircraft.in service at
period end _
- Boeing ‘ 92 90 2 22
= Airbus ' o S L 20 (n (5.0
- Total , . m 110 ' 1. 0.9
Aircraft utilisation rate (hours per-day) .
- Boeing ] 9.82 S99 0.63 ¢ 6.9
- Airbus : . 9.20 8.60 0.60 7.0
Total ' 9.71 9.08 063 69
Financial
Operating cost per ASK (RMB) 0.36 0.38 - (0.02) (5.3)

Operating cost per ATK (RMB) 2,78 2.96 (0.18) 6.1

" BUSINESS OVERVIEW .

LU R . J . .
For .the first- half of 2002, the Group reported continuous growth in the air
transportation business, with significant improvement in revenue passenger
kilometres (RPK), passenger load factor and aircraft utilisation rate. Despite the

- incréase in aircraft insurance costs resulted from the 911 incident, the Group’s

operating profxt for the said period increased remarkably by 36.5% to RMB826

" million, mainly: due to a decrease in operating cost per unit of available tonne
- Xilometres resulted from decrease in fuel cost and the Group's persistent and stringent

control-over operating costs. For the six months ended 30 June, 2002, the Group
recorded a net profit of RMB123 million, a decrease of 38.8% as compared to the
same period last year. The decrease was mainly due to an exchange loss on
retranslating the Japanese yen debts of the Group as a result of the appreciation of

‘Japanese yen during the period, which reduced the net-profit of the Group.

During the first half of 2002, thé aviation industry continued to actively implement
the consolidation and restructuring plan driven by the PRC government. In January-

" 2002, the consolidation and restructuring proposal among Southern Axrlmes (Group)

{the “SA Group™), China Northern Airlines and Xinjiang Airlines was approved by
the PRC government. Detailed consolidation and restructuring plan is pending

¢ ‘approval by the relevant PRC authorities.

In March 2002, the Company received its independent_shareho]der's' approval at

the 2002 first extraordinary general meeting for the acquisition of the airline related
asse(s'of Zhongyuvan Airlines, a subsidiary.of the SA Group, which is to be effective
upon the comp!enon of the relevant legal transfer procedures.

“In Tuve: 2002, &heﬂéompany en(erackmto n ]n‘tessst Transfer and Capital Injecuon o
_Agreement with the China State Post Bureau, Shanghai Minicipal Post Office, Post

Office of the Inner Mongolia Autonomous Region and China Philately Corporation,
whereby the Company agreed to inject RMB150 million to acquire 49% equity

" interest of China Postal Airlines Limited, while the China State Post Bureau will

own-the remaining 51% equity interest. The Board of Directors.of the Company
believes that this strategic acquisition of the equity interest of China Postal Airlines
lented will enable the Company to-strengthen its domestic and international logistic
and cargo transportation business. This acqu:smon was completed and became
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In order to expand financing channels, raise funds and widen shateholder base, the
Company has applied to the relevant PRC government authorities for the allotment

. and issuance of not more than 1,000,000,000 A shares,-and for the apbrova] of .

listing the A Shares on the Shanghai Stock Exchange (the “Proposed A Share
Issue”). The Proposed A'Share Issue was approved by independent shareholders at .
the extraordinary ‘general meetings convened on 26 March, 2002 and 21 May, 2002, :
whereby the Board was authorised to plan and represent the Company to deal with

- all‘mqttex{s in relation 10 the Proposed A Share Issue. . :

"_To: restrucvture’ the domestic aviation market and fegu]atc the conduct of the domestic: 5
% .airlines:and their sales agents, various functional depariments under the State

Council, including the Civil Aviation Administration of China (the “CAAC™), the

‘S'tate Development Planning Commission, the Ministry of Public Security, the State

‘Administration of Taxation and the State Management Administration (the “Five
State Ministries and Commissions”), convened a joint conference in June 2002,
whereby it was determined.to sanction illegal discounting and illegal selling of

‘domestic air tickets in the domestic aviation market. All airlines avrid their sales

agents are requested to comply strictly with the existing pricing policies and the’ :

- relevant regulations. The Company believes that this will further regulate the

behéviour of the domestic aviation market and curb vicious competition resulting
from illegal price cutting, and will have a positive effect on the Group’s revenue.

For the review period, the Group’s total traffic revenue was RMBS,344 million, an’

“ increase of RMB444 million or 5.6% from the same period last year. Meanwhile,

the Group’s total traffic volume increased by 15.5% to 1,674 million RTKs. The
aggregate utilisation rate of the Group’s Boeing and Airbus aircraft was 9.71 hours
for the review period, an increase of 0.63 hour or 6.9 % from the same period last
year.

Passenger revenue for the review period was RMB7,619 million, up 5.7% from the
same period last year, representing 91.3% of the Group's total traffic revenue.

_ Passenger traffic volume increased by 16.5% to 13,985 million RPKs.

Domestic passenger revenue was RMB5,998 million, up 4.2% from the same period
last year: Domestic passenger revenue accounted for 78.7% of overall passenger
revenue. Passenger capacity, in terms of ASKs, increased by 8.3% from the same
period last year, ‘while passenger traffic increased by 16.0% from 9,252 million

~ RPKs last-period to 10,728 million RPKs this period. As a result, the passenger
load factor increased by 4.2 percentage point to 64.1%. The passenger yield per

RPKV‘dccreased' by 9.7%. from RMBO.62 last pericd to RMBO.56 this period resulling
from the downward adjustment of the fuel surcharge rate and the intensified

* competition in the domestic market.

On Hong Kong regional routes, the Group recorded passenger revenue of RMB531
million in the review period, down 5.2% from the same period last year. Hong
Kong regional passenger revenue accounted for 7.0% of the total passenger revenue.
Passenger capacity, in terms of ASKs, increased by 3.7%, while passenger traffic
increased by 0.2% from 523 million RPKs last period to 524 million RPKs this
period. As a result, the passenger load factor decreased by 2.1 percentage point to
60.9%. The passéhger yield per RPK experienced a decrease of 5.6%, primarily as
a result of the decrease in effective fares caused by increased competition.

Passenger revenue for the Group's international routes amourvlted”to RMB1,050 -

- million, an increase of 22.6% from the same period last year. International passénger

revenue accounted for 14.3% of the total passenger revenue. Passenger capacity, in
terms of ASKs, increased by 17.6%, while passenger traffic increased by 22.4% to
2,733 million RPKs this period from 2,232 million RPKs last period. As a result,
the passenger load factor increased by 2.7 percentage point to 66.8%. The passenger
yield per RPK remained unchanged at RMB0.40 for both periods. :




S

”Cargo:‘ and mail revenue was RMB725 miilion, an increase of 4.6% from the same

period last:year. Cargo and mail revenue accounted for 8.7% of the total traffic
revenue. Cargo and mail yolume increased by 12.7% to 425 million RTKs this
period from 377 million RTKs last period, mainly driven by the increased demand

“for domestic and international cargo transportation. The overall yi¢ld per cargo and

mail tonne kilometre; however, decreased by 7:1% due to the 1ntensrfred competition
in-the’ domestrc market »

: ».The Group s other revenue was RMB214 million, an increase of. 25.8% from the - -
' same penod last year. The increase:was primarily due to-the rise in aircraft ]ease

income and general fluctuatrons in varrous ancrllary operations.

) ""-Total operatmg expenses mcreased by 3 6% to RMB7,732 mrlhon from the same“
. : periodilast year;: pnmanly due to the:net effect of i increases.in aircraft msurance ’
) 'f_icosts and alrcraft reparrs and maintenance costs, ard a decrease in fuel cosl

-'thht operanons expenses decreased shghtly by 0. 3% to RMB3 423 mrlhon in'the .

‘review. period. Of these expenses, fuel cost. was RMB1,638 million; accounting for B
"47.9%. of flight operatrons expenses, down 9.6% from the same period last year.

“The decrease was mainly due to'the net effect of a'drop in domestic and international’

fuel prices and an increase in fuel consumption resulting from the growth in flight -
_operations. A. substanual portion of the Group’s fuel consumption is sourced
domestically and ihe average domestic fuel prices borne by the Group decreased by
about 17.2% from the same period last year. Aircraft insurance costs increased by
257.1% to-RMB129. million, due primarily 1o a rise in “aircraft insurance prémiums
subsequent t6 the 911 mcrdent Operating lease paymems decreased. sllghtly by "

1:.0% to RMB951 mllhon as-there was no-rnaterial change in the number of aircraft. i

:under’ operatmg leases ‘during both penods Air catering expenses increased by

'18 5% ‘to RMB308. mrllron pnmarrly as’ a result .of ‘the increased number of

_passengers. carried durrng the review period. Labour costs ‘of flight personnel
increased by ll 8% to: RMB321 mrllron due ]argely to an increase in flight hours.

_As compared to the ﬁrst half of 2001 maintenance expenses increased by 9. 2% to
- RMB1,015 million. The-increase was primarily attributable to the growth in ﬂrghl
: operanons and the conunuous expansion of lhe Group s fleet in recent years.

Aircraft and traffrc servicing expenses increased by 7.1% from the same period last

“year to RMB1,202 million, due mamly to the growlh in fhght operations.

g Promouon and sales expenses increased by 5.5% to RMB731 mr]llon as compared
_'to'the same period last year. The increase was marnly attrrbutable to the growth n

.trafﬁc vo]ume

~As-compared to the same perrod last year, deprecratron and amortisation expenses

decreased by 4.8% to RMB926 million, _primarily as a result of the disposal of two
Airbus 320-200 aircraft under sale and leaseback transactions in 2001 and certain
old flight equipment having been fully deprecrated during the review period.

Loss ‘on sale of fixed assets amounted to RMB7 million in the review period, which
was mainly derived from the disposal of certain old or damaged fixed assets.

Interest expense decreased by 13. 3% to RMB414 million in the review period;
prrmanly reﬂecung the scheduled debt repayments

IiThe Group recorded @net exchange loss of RMB159 million predommantly relating

to-its- Japanese yen denommated borrowmgs -as a‘result of the appreciation of
Japanese Yen durmg the review perrod The major part of such amount represented

"unrealrsed translauon ]oss

As a result of the: aforementiohed factors, for the six months ended 30 June, 2002,

v :the Group's net profit attnbutable to shareholders decreased by 38.8% o RMB123 '

mxlhpm‘!‘ . raraq
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LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

As at 30 June, 2002, the Group’s borrowings totalled RMB 16,818 million, an
increase of RMB1,869 million from RMB 14,949 million as at 31 December, 2001.
Such borrowings were denommated 1o a larger extent, in United States dollars and,
to ‘a smaller extent, in Japanese yen and Renminbi, with a major part being fixed
interest rate borrowings. The increased borrowings were mainly used to finance the
capital investments of the Group, including aircraft procurements and facilities in

the new Guangzhou airport. As at 30 June, 2002, cash and cash equivalents of the

Group totalled RMB2,848 million, an increase of RMB30 million from RMB2,818

- million as at 31 December, 2001. Of such balance, 8.5% was denominated in foreign

currencies (mainly in United States dollars) and the remaining was denominated in
Renminbi. Net debts (total borrowings net of cash and cash equivalents) as at 30

‘June, 2002 increased by 15.2% fo RMB13,970 mxlllon from RMB12,131 million as

at 31 December 2001.

As at 30 June, 2002 lhe Group s shareholders’ eqmly amounted to RMB9,161

-million, an increase of RMB56 million from RMB9,105 million as at 31 December,

2001, representmg the net effect of the final dividend for 2001 financial year
approved-in the revrew penod and net profrt attributable to shareho]ders for lhe

© period.

.N'et debt/equity ratio of the Group‘as at 30 June, 2002 was 1.52 times, as c"omparedv
- 1o 1.33 times as at 31 December, 2001, reﬂecung mainly the increase in borrowmgs .
: .»'of the Group..:

- FINANCIAL RISK MANAGEMENT POLICY"

In the normal course ‘of business,.the Group is exposed to fluctuations in foreign

. currency exchange rates and jet fuel prices. The_Group’s exposure to foreign

currencies is mainly attributable to its debts denominated in foreign currencies.

- Depreciation or appreciation of the Rénminbi against foreign currencies could affect

thie Group's results and financial position significantly because the Group’s foreign ‘

_currency payments generally exceed its foreign currency receipts. The Group is not

able to hedge its foreign currency exposure effectively other than by retaining’its
foreign currency denominated earnings and receipts to the extent’ permitted by the
State Administration of Foreign Exchange, or subject to certain restrictive conditions,
entenng into forward foreign exchange contracts with authorised PRC banks.

" The Group isrequired to procure a majority of its jel fuel consumption domestically
-at PRC spot market prices. There are currently no effective means available to the

Group for managing its-exposure assocraled with the fluctuations in domestic Jet

-fuel prices. Cw

. .CHARGES ON ASSETS

As at 30 June 2002 ‘certain aircraft of thc Group with an aggregate carrying value

- of approximately RMB13,885 million (as at 31 December, 2001: RMB14,295

mrllron) were pledged as co]lateral under certain loan and lease agreements.

'CAPITAL AND INVESTING COMMITMENTS :

*As at 30 June, 2002, the Group had capital commitments of approximately .
- RMB13,368 million."Of such amounts, RMB9,533 million was related to the
‘acquisition of aircraft and related flight equipment and RMB3, 327 million was
““related 10 .the Group’s facilities and equipment to be constructed and installed at
the Guangzhou new airport. The remaining amount of RMBS508 million was related -
. to the Group’s other airport and office facr]mes and equipmeént, overhaul and
‘maintenance bases and ‘training facilities. The Group’s capital expenditures are
- generally subject to receipt of various ppprovals of the PRC governments and may

be subject to change depending on the timing of such approvals, prevailing market
conditions, the avar]abr]rty of ﬁnancrng and other relevant factors.

*As at 30 June 2002, the-Group was c0mm1tted to make a capital contribution of

approximately RMB126 million and RMB454 million respectively to its )omtly ‘

; controlled enmy and associated companies.
'CONTINGENT LIABILITIES

"There have been no material changes in the contrngent lrabrhues of the Group.

subsequent to 31 December, 2001.
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| 1 'DEVELOPMENT

:;_RECENT ECON

The revrew penod ex ,,,vrenced the recovery in lhe Asm Pacific Regron s avratxon N
-market,. the continhous. economic development of the PRC economy, and ‘the” .}
.persrstent effort of the. PRC government to regu]ate market competition;, :all these . ;
_factors have helped to maintain the overall reveriue level of the PRC airlines. Th¢ -

CAAC:continved to advocate and encovrage consolidation and restructur vghof the-
*'PRC airlines. The Group, being under the SA Group, is one of the: three leadmg-
“PRC axrhnes It intends to engage actively in the consolidation and restmcturmg of v
. the PRC arr]mes . . R

1 f-:PROSPECTS FOR THE SECOND HALF. OF THE YEAR

'_.Lookmg ahead the Group will continue to benefit from further 1mpr0vement of the -
aviation market in Asian countries covered by the Group $ route networks.

'h is’ expected that’ the regulatory measures ‘on the PRC airlines by the PRC
‘_government will sérve to stabilise the overall revenue. of the PRC airlines. The
policy of consolidation and restructuring among the PRC airlines will be a driving-
force for acquisition and merger within the industry and will rmprove market '
" discipline. Intensive competition both within and outside PRC, cost factors such as
inerease in fuel prices and the fluctuation of exchange rate of Japanese yen and -
United States dollar will lead to a challenging operalmg environment in the second
Vhalf of 2002.

For the second half of 2002, the Group intends to continue to pursue consolidation
. and restructuring, to expand route networks and to increase market shares. Moreover,
" the Group intends to adopt the following measures to further enhance its operating
efficiency and competitiveness:

"~ . to adapt to new market conditions, to revise overall marketing strategies; to
enhance the Group’s marketing standard, to increase market shares and to
improve overall effecnveness

~ to further strengthen operating efficiency and overall service quality and control
" . operating costs; :

- o enhance mternanonal axrfrc)ght capacity by takmg dehvery of a second
Boeing747 - 400 frelghter

USE OF PROCEEDS

As stated in the 2001 annua}'report of the Group, as at 31 Decemher 2061 the B
Group had RMB40. million Temaining from the proceeds of the Company’s initial
pubhc offer As at 30 June, 2002, the sum of RMB40 million remamed unused

! Conszstent with the drsclosure in zhe ProSpeclus of the Company dated July 1997,
the, Company intends to use the remaining proceeds of RMB40 miltion (held as at
30 June, 2002 as short-term deposits with Southern Airlines Group Finance Company
Limited, a PRC authorised financial institution and an associated company of the
Group) for various projects, mcludmg the development of the computerised
accounting system.

DIVIDENDS

A final dividend of RMBO. 02 per share totalling RMB67,484, 000 in respect of the )
year ended 31 December 2001 was approved dunng the ‘period (2000: Nil).

_.The Board of Directors does not propose to declare an mlenm dxvxdend for !he year-
2002 (2001 Nil). .

'STRUCTURE,OF SHARE, CAPITAL'

. H,e'r © ol Luing enuij u
/ R

As at 30 June, 2002 the' share capxtal of the Company is comprised of 3,374, 178 000' ‘
shares, of which approximately 65.2% or 2,200,000,000 State-owned Shares were
held by the SA Group and approximately 34.8% or 1,174,178, 000 H Shares were
held by Heng Kong and overseas mvestors

©




. .

SUBSTANTIAL SHAREHOLDERS

As at 30 Iune 2002, the fol]owmg shareholders each had an 1merest of 10% or

more in the Company’s shares:

A;ipro_ximat_e

Percentage of

. ) . .- The Total

Name " Number of Shares Number of Shares
SA Group 2,200,000,000 . 65.20%
HKSCC Nominees Limited 1,146,003,999 33.96%

PURCHASE, SALE OR REDEMPTION OF SHARES

Neither the Compahy nor any of its subsidiaries purchased, sold or redeemed any
shares of the Company during the flISl half of 2002.

EQUITY INTERESTS IN THE COMPANY HELD BY THE DIRECTORS AND
SUPERVISORS

As at 30 June, 2002, none of the directors or supervisors of the Company owns- any
interests in the Company or its subsidiaries which are required to be disclosed to
the Company and the Stock Exchange of Hong Kong Limited pursuant to Section

28 of the Securities (Dnsclqsure of Interests) Ordinance, or which shall be registered.
by the Company pursvant to Section 29 of the Securities (Disclosure of Interests)
‘Ordinance.

" COMPREHENSIVE SERVICES AND EMPLOYEE BENEFITS

In accordance with a comprehensive services agreement entered into between the:

Company and the SA Group on 22 May, 1997 (the “Service Agreement”), the SA

Group will receive fees for providing or causing to be provided to the Group and '

its employees certain housing services for a-term from 22 May, 1997 to 31 Deccmber
2006. The Service Agreement provides that the SA Group will sell or rent housing
to eligible employees at a price below market price. As the housing is sold or
rented below cost, and the construction costs of the leased housing were originally
paid by the SA Group, the Company shall pay an annual sum of RMB85 million to
the SA Group by quarterly installments in arrears for ten years from 1995 to 2004.

DESIGNATED DEPOSITS AND OVERDUE TIME DEPOSITS

As at 30 June, 2002, the Group’s deposits placed with financial institutions or other
parties did not include any designated deposits or overdue time deposits’ agamsl
which the Group failed to receive repaymems

COMPLIANCE WITH THE CODE OF BEST PRACTICE

. The Directors of the. Company consider that, in the six months ended 30 June,
© . 2002, the Group was in compliance with the Code of Best Practice set out in

Appendix 14 of the Listing Rules of the Stock Exchange of Hong Kong Limited.
MATERIAL LITIGATION

The Group was not involved in any material litigation or dispute in the six months
ended 30 June, 2002.

s By order of the Board of Directors
Yan Zhi Qing
‘Chairman of the Board of Directors

Guangzhou, the PRC
23 August, 2002

A detailed.interim results announcement of the Company for the six months ended 30 June,

2002 containing all the information required by paragraphs 46(1) to 46(6) inclusive oprpehdix‘

16 1o the Listing Rules will be published on the website of the Srock Exchangé of Hong Kong
Limited (htip://www. hkex.com.hk) in due course. .
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHINA SOUTHERN AIRLINES COMPANY LIMITED

Name] Su Liang
Title: Company Secretary

Date: August 27, 2002




