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CORPORATE PROFILE

Air China Limited (the "Company”) is a joint
stock limited company with limited liability
incorporated in the PRC under the laws of the
PRC on September 30, 2004. The Company has
an extensive operating history in China through
its predecessors and has historically been the
principal Chinese airline providing international,

domestic and regional airline services. Our
original predecessor was the Beijing
Administrative  Bureau of  Civit  Aviation

Administration of China which is now known as
the General Administration of Civil Aviation of
China ("CAAC"), which began providing air
services since 198885, Qur immediate
predecessor was established in 1988 as Air
China International Corporation to assume the
operations of the CAAC's Beijing Administrative
Bureau.

Qur parent company, China National Aviation
Holding Company (“CNAHC"), was formed in
October 2002 to hold certain airline and airling-
related assets, including the equity interest of Air

China International Corporation. Air China
International Corporation also merged with
China National Aviation GCorporation (“CNAC

(PRC)"), which owned Zhejiang Airlines, and
China Southwest Airlines in October 2002. In
2003, China Southwest Airlines and CNAC
Zhejiang Airlines were dissolved as legal
entities and their respective airline operations,
assets and liabilities, and employees were
integrated  with  Air  China  international
Corporation.

We were established by restructuring for the
purpose of initial public offering in 2004. By way
of restructuring, we assumed all the airline and
airline-related business operated by Air China
international Corporation, together with its
related assets and liabilities, including its
aircraft and related equipment and the equity
interests in various investees. In addition, we
assumed from China  National Aviation

Corporation  (Group) Limited (“CNACG") a
controlling interest of approximately 69% in
China National Aviation Company Limited
("CNAC"), a company listed on the Hong Kong
Stock Exchange that provides passenger and
cargo air transportation and other airline-related
services through its subsidiaries and affiliates. .
CNAC in turn owns approximately 43.3% of
Hong Kong Dragon Airlines Limited (“Dragonair”)
and 51.0% of Air Macau Company Limited {“Air
Macau”}. We have also acquired 48.0% of the
equity interest of Shandong Aviation Group and
22.8% of the equity interest of Shandong
Airlines Co., Ltd. whose B Shares are listed on
Shenzhen Stock Exchange.

Our business scope mainly covers: international
and domestic scheduled” and ncn-scheduled
passenger, cargo, mail and luggage
transportation, domestic and international
business jet service, aircraft custody, aircraft
maintenance, agency Sservice between airlines;
other businesses related to above core business
include ground service and aviation courier
service (except mail and objects of the same
nature as mail) and in-flight duty free items. We
provide above airline-related services in Beijing,
Chengdu, Hong Kong and other locations
through our own business units and joint
ventures with prominent companies, including
Deutsche Lufthansa AG (“Lufthansa") and Hong
Kong Jardine Matheson- Ltd.

As of December 31, 2004, the Company,
including Air China Cargo Co., Ltd. (“Air China
Cargo"), operated a fleet of 151 aircraft, mainly
including 8747, B737, B767, B777, B757, A319,
A320, A340 and one business jet {Guifstream
V).

On December 15, 2004, our Company had its H
Shares, namely overseas listed foreign invested
shares, successfully listed in Hong Kong and
London.
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SUMMARY OF FINANCIAL INFORMATION

For the foﬁr years preceding the end of the reporting period, the major accounting figures and
financial indicators are as follows {(unit: RMB'C00):

2004 2003 2002 2001

Revenue from major businesses 33,520,757 24,641,405 24,983,677 22,736,452
Profit from operations 4,485,251 2,284,264 3,284,379 3,286,108
Profit before tax 3,656,533 178,279 1,039,826 1,608,722
Net profit after tax

{(including minority interests) 2,548,695 88,498 670,753 1,057,062
Minority interests {162,731) 71,106 (171,143} (108,774)
Net profit attributable to shareholders 2,385,964 159,604 499,610 948,288
Earnings per share (RMB) 0.36
Net asset yield (%) 14.42 2.32 9.85 22.31
Total assets 66,689,269 56,397,062 57,394,612 58,253,358
Total liabilities 48,660,727 48,081,813 50,866,224 52,685,546
Minority interests 1,480,287 1,422,380 1,508,125 1,317,289
Owners' equity

(excluding minority interests) 16,548,255 6,892,869 5,020,263 4,250,523
Net asset per share (RMB) 2.50

Notes:

1. Share Capital are calculated on weighted average basis
= (6,500,000,000 x 348 + 9,050,618,182 x 17) 7 365

= 6,618.785,915 Shares

2. Net profit excludes minority interests; net assets excludes minority interests

Comparison on Major Financial Data 2001-2004
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SUMMARY OF OPERATING DATA

2004 vs. 2003

Increase/
(Decrease)
(Excluding Air Macau) 2003 2004 %
Traffic
RPK (in millions) 33,477.0 46,844.5 39.3
International 12,765.1 19,627.9 53.8
Domestic 19,525.2 25,487.2 30.5
Hong Kong and Macau 1.186.7 1.529.5 28.9
RFTK (in millions) 2,206.2 2,5681.7 17.0
International 1,686.3 1,876.4 17.2
Domestic 461.9 544 1 17.8
Hong Kong and Macau 58.1 61.2 5.3
Passengers carried (in thousands) 18,053.7 24,500.0 35.7
International 2,656.2 4,219.0 58.8
Domestic 14,798.9 19,5621.7 31.9
Hong Kong and Macau 598.6 759.2 26.8
Cargo and mail (tonnes) 564,211.0 665,252.7 17.8
Kilometers flown (in millions) 266.1 338.7 27.3
Block hours (in thousands) 390.1 510.2 30.8
Number of flights 147,225 183,693 24.8
international 19,882 28,366 42,7
Domestic 121,756 148,751 22.2
Hong Kong and Macau 5,687 6.576 17.7
RTK (in millions) §,200.4 6,751.4 29.8
Capacity
ASK (in millions) 50,732.6  64,894.0 27.9
Intarnational 19,708.5 27,896.8 41.5
Domestic 28,982.6 34,626.6 19.5
Hong Kong and Macau 2,041.5 2,370.6 16.1
AFTK (in millions) 4,028.2 4,843.0 20.2
Internationai . 2,854.9 3,481.7 22.0
Domestic 1,065.1 1,253.2 17.7
Hong Kong and Macau ©108.2 108.1 (0.1)
ATK (in millions} 8,594.1 10,683.5 24,3




SUMMARY OF OPERATING DATA

2004 vs. 2003

Increase/
(Decrease)
(Excluding Air Macau) 2003 2004 %
Load factor
Passenger load factor (RPK/ASK) 66.0% 71.9% 5.9 pt
International 64.8% 70.4% 5.6 pt
Domestic 67.4% 73.6% 6.2 pt
Hong Kong and Macau 58.1% 64.5% 6.4 pt
Cargo and mall load factor (RFTK/AFTK) 54.8% 53.3% (1.5) pt
International 59.1% 56.8% (2.3) pt
Domestic 43.3% 43.4% 0.1 pt
Hong Kong and Macau 53.7% 56.6% 2.9 pt
Yield
Yield per RPK (RMB) 0.54 0.56 3.70
International 0.47 0.51 8.51
Domestic 0.57 0.60 5.26
Hong Kong and Macau 0.68 0.67 (1.47)
Yield per RFTK (RMB) 1.87 1.99 6.42
international 1.85 2.10 7.69
Domestic 1.43 1.39 {2.80)
Hong Kong and Macau 3.10 3.62 16.77
Fleet
Total aircraft in service at period end 131 151 15.3
Daily utilization (block hours per day per
alrcraft) 8.7 10.2 17.2
Unit cost
Operating expenses per ASK (RMB)!" 0.41 0.42 2.44
Operating expenses per ATK (RMB)®@ 2.41 2.54 5.39

1. Unit cost reflects tolal operating expenses of both passenger and cargo services divided by

total ASK.

2. Unit cost reflects total operating expenses of both passenger and cargo services divided by

total ATK,




CHAIRMAN'S STATEMENT

Dear shareholders,

On behalf of the beard of directors of Air China
Limited, | wish 1o express our sincers
appreciation for your support to the Group
(including Air China Limited, its subsidiaries
and joint ventures).

in 2004, the Group achieved a great-leap-
forward development. By seizing the market
opportunities, we focused our efforts on
corporate restructuring and listing preparation,
flight safety maintenance as well as on internal
operation coordination enhancement. Despite
the fact that the global aviation industry
experienced a recession for three consecutive
years, our H Shares were successfully listed on
both Hong Kong and London stock exchanges
on December 15, 2004, achieving gross
proceeds of approximately USD1,120 million or
approximately RMB9,300 million in equivalent
{taking into account of proceeds from
subsequent exercise of over-allotment option).
We topped the list of all initial public offerings
among the airlines over the past seventeen
years. With a premium of 101% of share issue

price over net asset value per share at June 30,
2004, the shareholders' equity of the Company
amounts to RMB16,548 million and the liabilities
to assets ratio reduced to approximately
72.97%. As a result, the capital structure of
the Company has been optimized, with our
brand value significantly enhanced and our
corporate governance structure further
improved.

In 2004, the Group achieved the Dbest
performance ever in its history for major
performance indicators and consolidated profit
before tax reached RMB3,657 million. Air traffic
revenue and other operating revenue reached
RMB30,835 milion and RMB2,686 million
respectively, representing increases of 31.6%
and 120.4% over 2003. According to CAAC's
statistics, our total profit accounted for over
50% of the total profit of the whole mainiand
China airlines.

To improve our services, the Group established
an efficient internal service management system
while at the same time adopted measures to
maintain and upkeep customer relationship,
resulting in a decrease of about 17% in
customer complaints compared to the previous
year, Last year, the Company was appointed as
the only airline partner of 2008 Beijing Olympic
Games, which greatly boosted the brand name
of the Company. In 2004, according to a
travellers’ satisfaction survey, the Company
obtained two awards, namely Excellence Award
for Travellers’ Satistaction and Excelience Award
for Service Brand categorized for alrlines
carrying over 15 million passengers. Our
successful listing in Hong Kong and London

make our brand the focus amaong the media and -

the investors, thereby significantly enhancing our
intangible asset value.




Cathay Pacific Airways Limited ("Cathay
Pacific”), as a strategic investor, acquired 10%
share capital of the Company upon its listing.
This not only provides a platform for cooperation
between the two companies in many business
and operation sectors, bul also creates
opportunities for network connection between
Hong Kong and Beijing. Such a relationship
helps to improve the operation efficiency as well
as the management capability of the Company.
In addition, the Company holds indirect interest
in Dragonair and Air Macau through CNAC and
enjoyed cooperation with Dragonair under
codeshare arrangements on certain routes
between Hong Kong and the mainland China.
We also have a similar cooperation arrangement
with Air Macau through which we expect to
realize better profitability.

Looking forward, as the economic globalization
proliferates, we ars fully aware of the challenges
and opportunities lying ahead. The greatast
opportunity is that the Chinese economy is
now in a prime period of strategic growth. In
the coming three years, the demand for air
traffic will keep going at an anticipated growth
rate of 13% to 15%. The international marke? will
grow faster than the domestic market while the
cargo sector will grow faster than the passenger
sector. However, affected by international
political and economic environment, the cost of
jet fuel may stay high and the competition can
be more severe. Interest rate, exchange rate and
capital market are also undergoing frequent
changes. All these will present new challenges
to the Group's financial risks control capability.

Where there is challenge, there is opportunity.
The Group is now facing an opportunity for
development and transformation. By completing
arline integration and listing, the Group
achieved significant milestones. OQOur fleet is
expanding rapidly and, when the fleet of all the

CHAIRMAN'S STATEMENT

Company’'s subsidiaries, joint
associates are taken into account, the fleet
comprises over 250 aircraft, which could
enable us to enjoy economies of scale. Our
development focus on hub and network,
whereby strengthening our dominance over the
market, We have aiready -buill up our
competitive edge within the sector and re-
secured our leading position. All these have
laid a sofid foundation for a rapid, healthy and
balanced development of the Group in the
future. Qur goal is to maximise the value of the
Company and to establish the Company as the
favored airline for mainstream passengers, the
most valuable and profitable airline in China and
an airline with international competitiveness.

ventures and

In 2005, without prejudice to safety operation,
the Company will further enhance our core

competitiveness and brand recognition to
create a sound development environment
featured by safety, high efficiency and

sustaining profitability. Thus the Company will
take the following measures:

1. Through functional integration, transform
and streamline our organizational structure
to enhance our operational efficiency. To
tighten internal risk control and prevent
operational risk exposure.

2. Solidify our hub position while building up
a more rational market reach. Continue to
focus on Beijing, Chengdu and East China
markets, give appropriate attention to the
South China market, and realize more
synergy by working closely with our Hong
Kong and Macau counterparts.

3. Strengthen our
balanced international and
network.

competitiveness in  a
domestic




CHAIRMAN’'S STATEMENT

4. Deploy more air cargo capacity. Optimize
cargo transportation network.

5. Continue our efforts in providing safe,
convenient, comfortable and customerised
services. Improve the quality of our
services, and further enhance our brand
name recognition by leveraging our status
as the only airline partner of the 2008
Beijing Olympic Games.

Looking back, in 2004, the Company well
exceeded the profit forecast made at the time
of its initial public offering, thus affirming its
commitment to its shareholders. | would like, on
behalf of the board of directors, to express my
appreciation to the management team and staff
of the Group for their professionalism and
dedication. Last but not the least, ), on behalf
of the board of directors, would like to thank our
shareholders for their trust and support.

A%

Li Jiaxiang
Chairman

Beijing, PRC
April 12, 2005
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We are the national flag carrier of China and a
leading provider of air passenger, air cargo and
airline-related services in China. We are primarily
based in Beijing, the capital and a major hub for
domestic and international air transportation. We
have the largest share of air transportation
business at Beijing Capital international Airport,
China's busiest airport. With our operational
centre in Beijing and extensive route network
serving major Chinese cities and internaticnal
destinations, we believe we are well positioned
to capture the growing demand for airline
services in greater China.

Qur leading position in the Chinese air
transportation market is primarily attributed to
our status as:

. China's largest commercial airline,
accounting for approximately 29.2% of

the total RTKs flown Dby all Chinese
airines in 2004, according to CAAC
statistics;

e China's fargest air cargo services provider,
accounting for approximately 36.0% of the
total RFTKs flown by all Chinese airlines in
2004, according to CAAC statistics;

) the Chinese airline with the highest brand
value, according to World Brand Lab,
which ranked “Air China” the 32nd most
valuabte brand name in China, the highest
ranked Chinese airline brand.

We believe that by operating a well-balanced
route network with complementary domestic and
international routes, we can provide our
passengers with convenient direct flights and
transfer services. Our investments in Air Macau,
Dragonair, Shenzhen Airline and Shandong
Airline allow us to benefit from the growth in
other aviation markets. We have formed

BUSINESS OVERVIEW

business partnerships with various leading
international and regional airlines, which we
believe will assist us in broadening our scope
of service, expanding our international customer

base and providing additional customized
customer services.
As of December 31, 2004, the Company

(including Air China Cargo) operated a fleet of
151 aircraft, serving 72 domestic and 36
international and regional destinations. For the
12 months ended 0December 31, 2004, we
carried approximately 24.50 million passengers
and approximately 665,253 tonnes of cargo,
with passenger traffic of approximately 46,640
million RPKs and cargo traffic of approximately
2,580 million RFTKs. Passenger load factor and
cargo and mail load factor for scheduled flights
was 71.9% and 63.4% respectivaly.

in 2001, 2002, 2003 and 2004, our combined
revenues  totaled RMB22,736.5 million,
RMB24,383.7 million, RMB24,641.4 million and
RMB33,520.8 million, respectively, and our net
profit  attributable to shareholders totaled
RMB948.3 miltion, RMB499.6 million,
and RMB2,386.0 million,

RMB159.6 million
respectively.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL POSITION AND

OPERATING RESULTS

Shareholders are advised to read the following
discussion and analysis in conjunction with the
financial statements of the Group prepared in
accordance with the |International Financial
Reporting Standards as set out on pages from
44 to 126 of this Annual Report.

The Group is the national flag carrier and a
leading provider of air passenger, air cargoe and
airline related services in  China. Taking
advantage of its balanced network of extensive
and complementary domestic and international
routes as well as its dominant position in Beijing,
the Group offers non-stop and transit servicas to
its passengers from overseas, mainland China,
Hong Kong and Macau. As at December 31,
2004, we operated an overall of 183,693 flights
serving 72 domestic and 36 international and
regional destinations. We offered an average of
3,426 scheduled passenger flights and 367
scheduled cargo flights weskly. We operated a
fleet of 151 aircraft, including 124 Boeing
aircraft, 26 Airbus aircraft, 1 business jet, the
average age of our fleet was 8.1 years.

During the year, Chinese and global economy
continued to improve, thereby bringing about a
rapid surge of market demand for aifline

services in China. which greatly mitigated the

- CNAC is

adverse effects of the outbreak of SARS in
2003. Meanwhile, the Group also faced certain

challenges due to the socaring price of
international jet fuel and intensified competition.
Against this background, the Group seized the
market opportunity by adopting a series of
effective measures, resulting in great
improvement in financial results and a more
secured leading position in China aviation
market. in 2004, we were appointed as the
exclusive airline partner of 2008 Beijing Olympic
Games, which significantly promoted the
Company’s brand recognition. In addition, the
successful listing of our shares on Hong Kong
and London stock exchanges laid a sofid
foundation for the Group's future development.

The Group operated certain airline business
through its subsidiaries and operating resuits of
each subsidiary have already been calculated
into the consolidated financial statements.
CNAC is the largest subsidiary of the Company
and is listed on the Hong Kong Stock Exchange.
the controliing shareholder of Air
Macau and the single largest shareholder of
Dragonair. In 2003 and 2004, the operating
revenues of CNAC accounted for 5.7% and
6.0% of the operating revenues of the Group
in these years respectively.

12



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL POSITION AND

In 2004, Air China Cargo, a branch of the
Company in 2003, was transformed into a joint
venture in which the Group holds 51% equity
interest, and its operating results has been
included in the consolidated financial
statements prepared in accordance with
proportionate consolidation method under IFRS.
In 2004, the Group accomplished acquisition of
48% of the equity interest of Shandong Aviation
Group and 22.8% of the equity interest of
Shandong Airlines Co., Ltd..

The Group's business, its financial position and
operating results are mainly affected by such
external factors as the development of Chinese
economy and international trade, regulations of
aviation industry, jet fuel price, special events,
the seasonal nature of airline operation,
performance of associates, financing costs,
which were not within the control of the Group
to a certain extent.

The Group's net profit attributable to equity
holders of the parent for 2004 was RMB2,386
million and that for 2003 was RMB160 million.
Qur operating revenus increased by 36.0% to
RMB33.521 million in 2004 from RMB24,641
million in  2003. OQur operating expenses
increased by 29.9% to RMB29,036 million in
2004 from RMB22,357 million in 2003. As the
increase in operation revenus excesded that in
operation expenses, the profit from operation
-increased by 96.4% to RMB4,485 million in
2004 from RMB2,284 million in 2003. Our
finance costs decreased by 23.4% to
RMB1,800 million in 2004 from RMB2,349
million in 2003. Share of profits less losses
from associates increased by 130.9% to
RMB561 million in 2004 from RMB243 million
in 2003. Generally speaking, our profit before
tax increased by 1,954.5% to RMB3,657 million
in 2004 from RMB178 million in 2003. Net profit
attributable to equity holders of the parent
increased by 1,391.3% to RMB2,386 million in
2004 from RMB160 million in 2003.

OPERATING RESULTS

Our operating revenues principally included air
traffic revenues and other operating revenues.
Most of our operating revenues were from air
traffic revenues, representing 92.0% of operation
revenues in 2004, while the other operating
revenues represented 8.0% of operating
revenues. Among air traffic revenues in 2004,
89.7% was generated from passenger services
and 10.3% was from cargo and mail services.

Operating revenue increased by 36.0% to
RMB33,521 million in 2004 from RMB24,641
million in 2003, mainly due to revenue growth
from passenger services. Revenue from
passenger services increased by 45.4% to
RMB27,665 million in 2004 from RMB19,030
million in 2003. The capacity of passenger traffic
in ASKs increased by 27.9% to 64,894 million
ASKs in 2004 from 50,733 million ASKs in 2003,
Passenger load factor increased to 71.9% in
2004 from 66.0% in 2003. Income per RPK
increased by 3.7% to RMBO0.56 in 2004 from
RMBO0.54 in 2003. In 2004, the daily utilization of
aircraft averaged at 10.2 hours, increased by 1.5
hours when compared to 2003.

Revenue generated from international passenger
services accounted for 39.7% of the total
revenue from passenger services of the Group
in 2004, representing an increase of 62.6% to
RMB10,835 million in 2004 from RMB6,663
million in 2003, and the main reason was an
apparent recovery of the demand for
international airline services in 2004 from the
SARS outbreak in 2003 and the increased input
of capacity in international routes by the Group.
The passenger traffic capacity (in ASKs) of
international routes of the Group increased by
41.5% to BRMB27,897 million kilometers in 2004
from RMB18,709 miillion kilometers in 2003. The
passenger load factor increased to 70.4% in
2004 from 64.8% in 2003. Leve! of passenger
yield from international routes increased to
RMBO0.51 per RPK in 2004 from RMBO0.47 per
RPK in 2003.

13



MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL POSITION AND

OPERATING RESULTS

Revenue generated from domestic passenger
services accounted for 55.1% of the Group's
total revenue from passenger services in 2004,
increasing by 38.3% to RMB15,340 million in
2004 from RMB11,093 million in 2003, primarity
due to the increase of passenger load factor and
yield of domestic services. The passenger traffic
capacity (in ASKs) of domestic airline of the
Group increased by 19.5% to RMB34,627
million kilometers in 2004 from RMB28,983
million kilometers in 2003. Passenger load
factor increased to 73.6% in 2004 from 67.4%
in 2003. Passenger yield in domestic services
increased to RMBO0.60 per RPK in 2004 from
RMBO0.57 per RPK in 2003.

Passenger traffic revenue from Hong Kong and
Macau accounted for 5.2% of the Group's
passenger traffic revenue in 2004, increasing
by 17.0% to RMB1,490 miillion in 2004 from
RMB1,274 million in 2003, primarily due to the
uprising of passenger load factor in Hong Kong
and Macau services. The passenger traffic
capacity (in ASKs) of Hong Kong and Macau
services of the Group increased by 16.1% 1o
RMB2,371 million kilometers in 2004 from
RMB2,042 million kilometers in 2003.
Passenger load factor increased to 64.5% in
2004 from 58.1% in 2003. Passenger yield from
Hong Kong and Macau services decreased to
RMBO0.67 per RPK in 2004 from RMBO0.68 per
RPK in 2003.

Revenue from cargo and mail operations
decreased by 27.8% to RMB3,170 million in
2004 from RMB4,392 million in 20083, primarily
due to the fact that Air China Cargo, which is
engaged in cargo operations, had changed into
a joint venture in 2004 of proportionally
consolidation from a branch of the Company.
The cargo traffic capacity (in AFTKs) increased
by 20.2% to RMB4,843 million kilometers in
2004 from RMB4,028 million kilometers in
2003.The overall load factor of cargo traffic

decreased to 53.3% in 2004 from 54.8% in

2003. The overall cargo vield increased to
RMB1.99 per RFTK in 2004 from RMB1.87 per
RFTK in 2003.

Other operating revenue increased by 120.3% to
RMB2,686 million in 2004 from RMB1,218
million in 2003, primarily due to the increase in
bellyhold income.

Operating expenses increased by 29.9% to
RMB29,036 million in 2004 from RMB22,357
million in 2003, primarily due to increases in jet
fuel costs, take-off, landing and depot charges
and aircraft maintenance, repair and overhaul
expenses, and employee compensation costs.
Operating expenses as a percentage of
operating revenues decreased {o 86.6% in
2004 from 90.7% in 2003.

Jet fuel expenses increased by 54.0% to
RMB8,354 million in 2004 from RMBS5,425
million in 2003, primarily due to the increased
consumption of jet fuel as a result of the
increased number of flights operated and.
higher domestic and international jet fuel
prices. Qur weighted average jet fuel cost for
each barrel increased by 25.7% to RMB474 in
2004 from RMB377 in 2003.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL POSITION AND

Take-off, landing and depot charges increased
by 22.6% to RMB4,230 million in 2004 from
RMB3,450 million in 2003, primarily due to the
increased number of flights operated.

Depreciation expenses increased by 2.5% to
RMB3,463 milion in 2004 from RMB3,377
million in 2003, primarily due to the acquisition
of eleven aircraft from August to September in
2004.

Aircraft maintenance, repair and overhaul
expenses increased by 32.0% to RMB2,836
million in 2004 from RMB2,149 million in 2003,
primarily due to increased line maintenance
requirements as a result of increased block
hours.

Employee compensation costs increased by
22.8% to RMB2,921 million in 2004 from
RMB2,379 million in 2003, primarily due to the
increase of flight hours.

Air catering charges increased by 39.0% to
RMB1,172 million in 2004 from RMB843 million
in 2003, primarily due to an increase in the
number of passengers carried by the Group.

Aircraft and jet engines operating lease
expenses increased by 17.7% to RMB1,071
million in 2004 from RMB910 milion in 2003,
primarily due to the addition of nine aircraft
acquired through operating leases.

Other operating lease expenses increased by
2.7% to RMB187 million in 2004 from RMB182
million in 2003, primarily due to higher rental
rates for our terminal stations and sales offices
as compared to the lower rental rates for the
same negotiated after the SARS outbreak.

Other flight operation expenses increassd by
27.7% to RMB2,698 million in 2004 . from
RMB2,112 million in 2003, primarily due to a
change in the accounting method of the CAAC

OPERATING RESULTS

Infrastructure Development Fund, whereby it is
no longer offset by revenuss but is released to
costs directly in 2004.

Selling and marketing expenses increased by
31.1% to RMB1,387 milion in 2004 from
RMB1,058 million in 2003, gprimarily due to
higher sales commissions as a result of
increased ticket sales.

General and administrative expenses increased

by 51.8% to RMB715 million in 2004 from
RMB471 million in 2003, primarily due to
higher traveling expenses resulting from

increased business volume and donation for
Olympic Games and loss on property, plant
and equipment retirement.

Net finance costs decreased by 23.4% to
RMB1,800 milion in 2004 from RMB2,349
million in 20083, of which interest expenses
decreased by 18.6% to RMB1,824 million in
2004 from RMB2,241 milion in 2003, primarily
due to the repayment of certain bank loans and
a decrease in finance lease obligations. Interest
income increased by 78.9% to RMB34 miltion in
2004 from RMB18 million in 2003, primarily due
to an increase in bank deposits.

In 2004, share of profits less losses from
associates was RMB561 million, as compared
to that of RMB243 million in 2003, primarily due
to the significant increase of the profits of our
associates Dragonair, Jardine Airport Services
Limited (“JASL") and Menzies Macau Airport
Services Limited.
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OPERATING RESULTS

The Company is subject tc the PRC income tax
at a rate of 33%. The income tax of the Group
increased to RMB1,108 million in 2004 from
RMB90 million in 2003, primarily due to the
increase of the profit before taxation in 2004,

We financed our working capital needs through
consolidated capital from operating activities
and bank loans. As at December 31, 2003 and
2004, the total amount of cash and cash
equivalents of the Group were RMBZ,620
million and RMBQ,734 million respectively. In
2003 and 2004, the Group generated net cash
from operating activities of RMB5,425 million
and RMB6,151 million respectively, whilst the

Group's net cash outflow from investing
activities in  the same pericd reached
RMB4,360 million and RMB4,974 million

respectively, primarily due to the amounts
utilized for purchase and improvement of
aircraft and aviation equipment. In 2004, the
Group's net cash inflow from financing activities
amounted to RMB5,620 million, primarily due to
the new issues of shares by the Company at the
end of the year; while in 2003, the Group
recorded a net cash outflow from financing
activities of RMB2,207 million, primarily due to
the repayment of certain bank loans.

Similar to other Chinese airlines, we have been
operating with a net current liabilities position.
As at December 31, 2003 and 2004, the net
current liabilities of the Group were RMB12,384
million and RMB6,860 million respectively. The
decrease of net current liabilities was primarily
due to the increase of current assets as a result
of the new issue of shares by the Company.

As at December 31, 2003 and 2004, the short-
term loans of the Group were RMB9,237 million
and RMBB8,8068 million respectively, while the
fong-term loans were RMB12,820 million and
RMB12,897 milion respectively in the same

period. As at December 31, 2004, our bank
and other loans due within 1 year, 1 to 2 years,
3 to 5 years and over 5 years were RMB8,806
million, RMB3,064 million, RMB6,215 million and
RMB3,618 million respectively. As of December
31, 2003 and 2004, our liabilities under finance
leases were RMB13,898 million and RMB12,281
million respectively. As of December 31, 2004,
our liabilitiss under finance leases due within 1
year, 110 2 years, 3 to 5 years and over 5 years
were RMB1,705 million, RMB1,944 million,
RMB6,722 million and RMB1,910 million
respectively.

As at December 31, 2004, the equity attributable
to shareholders of the Group was RMB18,548
million, representing an increase of RMB9,655
million when compared with RMB6,893 million in
the previous year, primarily due to the issuance
by the Company of 2,550,618,182 H Shares
with a par value of RMB1.00 each at an offer
price of HKD 2.98 per share.

As of December 31, 2004, the Group had
contracted for 27 passenger aircraft to be
delivered from 2005 to 2006. The Group's total
investment in aircraft is expected to be
RMB7,511 million (The plan of the Company is
to change the contracts for 5§ B737-700 under
operating leases and if commercial terms are not
applicable, the total investments for aircraft will
be adjusted to RMBS,023 million), including
prepayments for purchasing aircraft in 2006

. and afterwards of RMB4,682 million. Other
investment in capital expenditure items s
estimated to be RMB1,898 milion, which

mainly involves improvement of first class and
business class cabins, the Company's ancillary
projects in No. 3 Terminal of Beijing Internationa!
Airport, and some long-term investment
projects. Some capital expenditures projects of
the Company are generally subject to Chinese
government approval, and are subjsct to
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adjustments depending on approval time, the
prevailing market conditions, financing and other
relevant factors.

The Group is exposed to the fluctuations in jst
fuel price during its ordinary operations.
Internationa! jet fuel prices have been
historically, and will in the future continue to
be, subject to price volatility and fluctuations in
supply and demand. Our strategy for managing
our jet fuel price risk aims to provide us with
protection against sudden and significant price
increases. To meet these objectives, we will
continue to use instruments such as swaps,
options and ccllars with approved counter-
parties and within approved limits. The Group
recorded a gain of RMB170 million and RMB41
million from the derivative instruments from jet
fuel used by us in 2003 and 2004, respectively.

A substantial portion of the Group’s debt, part
of its operating revenues and expenses and
capital expenditures are denominated in certain
major foreign currencies and consequently
subject to fluctuations in exchange rates. The
Group recorded exchange losses of RMB297
million and RMBS5 million in 2003 and 2004,
respectively. In order to reduce our foreign
currency risk, we have pursued a strategy for
certain major foreign currencies, to make the
match between our revenues and payments
denominated in such currencies. We are also
currently evaluating proposals to hedge our
foreign currency exposure by entering into
hedge transactions.

As at December 31, 2004, the Group mortgaged
several aircraft and flight equipment with an
aggregate carrying amounts of approximately
RMB28,585 million (2003: RMB29,732 million)

OPERATING RESULTS

pursuant to certain borrowing and lease
agreements, details of which are set out in
notes 16, 33 and 34 to the financial statements.

As at December 31, 2004, the Group's bank
deposits amounting to RMB117 million (2003:
RMB1,246 million) were pledged against
borrowing and leasing arrangements and
financial derivatives.

As at December 31, 2004, the Group's capital
commitments amounted to  approximately
RMB15,820 million, mostly regarding the
purchase of certain aircraft and relevant
equipment to be delivered in 2005 and 2006.

As at December 31, 2004, the Group committed
to make a capital contribution of approximately
RMB422 million to its joint venture.

As at December 31, 2004, the Group entered
into operating lease agreements with respect to
certain office premises, aircraft and related
equipment pursuant to which we committed to
make lease payments in aggregate amounts of
at least RMB1,140 million within 1 vyear,
RMB3,216 million within 2 to 5 vyears, and
RMB1,000 millicn after 5 years.

Details of the commitments are set out in note
42 to the financial statements.

The Group’s primary contingent liabilities as at
December 31, 2004 are set out in note 41 to the
financial statements.

As at December 31, 2004, the gearing ratio
(represented by totai liabilities divided by total
assets) of the Company was approximately 73%,
representing a decrease of 12 percentage points
from approximately 85% as at December 31,
2008.
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The Group is a provider of air passenger, air
cargo and airline-related services. The results of
the Group for the year ended December 317,
2004 and the financial positions of the Company
and the Group as of the same date are set out
in the financial statements on pages 44 to 126
herein.

As disclosed in the prospectus issued under the
initial public offering of the Company, the
Company has taken into consideration the
future development, shareholders' interests,
operating results and cash flows in determining
the distribution of dividend. The Company
confirmed that in accordance with the PRC
GAAP, the appropriation rates to the statutory
commoen reserve fund, the statutory common
welfare fund and the discretionary common
reserve fund for the year ended December 31,
2004 were 10%, 5% and 5% respectively.

The Board of Directors of the Company does not
recommend the declaration of final dividend for
the year ended December 31, 2004. Such
retained. profit shall be carried forward tc the
next year and in the distribution ratio currently
expected to be between 15% to 30% of the
profit after the recovery of losses (if any) and the
appropriations of statutory common reserve
fund, the statutory common welfare fund and
the discretionary common reserve fund.

Details of the bank and other loans of the
Company and the Group are set out in note
34 to the financial statements.

Details of the capitalization of interests of the
Group for the year ended December 31, 2004
are set out in note 8 to the financial statements.

Movements in the property, plant and equipment
of the Company and the Group for the year
ended December 31, 2004 are set out in note
16 to the financial statements.

The reserves of the Company available for
distribution to shareholders as at December
31, 2004 are set out in note 40 to the financial
statements.

Movements in the reserves of the Company
during the year are set out in note 38 to the
financial statements.

Movements in the reserves of the Group during
the year are set out in the consolidated
statement of changes in equity on page 47 of
the annual report.

For the year ended December 31, 2004, the

Group made donations for charitable purposes
and other purposes amounting to RMB40.5
mitlion.
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Details of the employee pension cost and
employee bensgfils are set out in note 11 10 the
financial statements.

In the year of 2004, the Company conducted its
initial public offering and 2,550,618,182 H
Shares were issued (excluding 255,061,818 H
Shares sold by selling shareholders) for net
proceeds of RMB7,601 milion. The proceeds
are being used in accordance with the purposes
disclosed in the prospectus of the Company
dated December 3, 2004.

REPORT OF THE DIRECTORS

As at December 31, 2004, before the exercise of
over-allotment option under initial public
offering, the Company's total share capital was
RMB9,050,618,182, divided into 9,050,618,182
shares with a nominal value of RMB1.00 each.
That over-allotment option was exercised on
January 7, 2005 and as at Aprit 12, 2005 being
the date of this report the Company's total share
capital is RMB9,433,210,909, divided into
9.433,210,909 shares with a nominal value of
RMB1.00 each. The share capital structure of
the Company is as follows:

As at As &t
December 31, 2004 Aprit 12, 2005

% of % of

Total Total

Issued lasued

Type of Number of  Share Number of  Share

Shares Shares Capital Shares Capital
Domastic

Shares 4,855,845,675 53.65% 4,826,195,988 51.16%

Non-H

Foreign

Shares 1,388,092,507 15.35% 1.380.482,920 14.64%

H Shares 2,805,680,000 31.00% 3,226.532,000 34.20%

Total 9,050,618,182 100% 9.433,210,909 100%

CNAHC, which is incorporated in the PRC, is
regarded by the Directors of the Company as
being the Company’s ultimate holding company.
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As at December 31, 2004, the interests and short positions of the following persons (other than the
Company’'s Directors, Supervisors or chief executive) in the shares and underlying shares of the
Company as recorded in the register of the Company required to be kept under Section 336 of the
Securities and Futures Ordinance of Hong Kong (the “SFO") were as follows:

% of the
% ot the % of the Total Issued
Total lssued % of the Total Issued Non-H
Share Total lssued Domestic Foreign
Capital H Shares Shares Shares
Type ot Type of Number of of the of the of the of the Short
Name of Shareholder Shareholding Shares Sheres Held Company Company Company Company Position
CNAHC Direct hotding Domastic 4,855,845.675 53.65% - 100% - -
shares
CNACG Direct holding  Non-H Foreign  1,388,892,507 15.35% - — 100% -
shares
Cathay Pacitic Direct hotding'” H Shares 905,061,819 10.00% 32.26% - - -
Swire Pacific Limited® Indirect hoiding H Shares 905,061,819 10.00% 32.26% — — -
John Swire & Sons (H.K.) Indirect holding H Shares 505,061,819 10.00% 32.26% — - -
Limited?
John Swire & Sons Indirect holding H Shares 905,061.819 10.00% 32.26% — - -
Limited‘®
Merrill Lyneh Intarnational — H Shares 382,592,728 4.23% 13.64% - — Yos'@
Merrill Lynch & Co., Inc® — H Shares 382,592,728 423% 13.64% — — Yes'
Merrill Lynch International — H Shares 382.592,728 4.23% 13.64% — - Yes'
Incorporated®
Merrill Lynch International — H Shares 382,582,728 4.23% 13.54% - — Yes'
Holdings Inc'¥
Morrill LGcn Europe - H Shares 382,592,728 4.23% 13.64% - - Yes™!
PLC™
Mernit Lynch Europe - H Shares 182,592,728 4.23% 13.64% — — Yas™
Intermadiata
Holdings™
Merrili Lynch Holdings - H Shares 182,592,728 4.23% 13.64% - - Yes'®
Limited®
ML UK Capitai Holdings” — H Shares 382,592,728 4.23% 13.64% - - Yes@
Merrill Lynch Far East Cver-gliotment H Shares 420,852,000 4.65% 15% — — -
Limited®™ option®
China Interngtional Capital Over-allotment H Sharas 420,852,000 4.65% 15% - — —
Corporation Limited 7 option'®
HKSCC * Direct hotding H Shares 2,181.620,909 24.10% 77.76% - — -
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Notes:

8]

@)

(3)

8

{7

9

Among the 905,061,819 H shares, Cathay Pacilic has security interest in 382,592,728 H shares arising from a
share lending agreemsnt pursuant to which Cathay Pacific lent 382,592,728 H shares of the Company to Marrill
Lynch international.

Swire Pacific Limited, John Swire & Sons (H.K.) Limited and John Swire & Sons Limited have duplication of
Cathay Pacific’s interssts in the H shares of the Company as they are diract or indirect (as the case may be)
controlling shareholder of Cathay Pacific.

Merrill Lynch & Co., Inc.. Merrill Lynch International Incorporated, Merrill Lynch International Holdings inc., Merrill
Lynch Europe PLC, Merrill Lynch Europe Intermediate Holdings, Merrill Lynch Holdings Limited, and ML UK
Capital Holdings have duplication of Merrill Lyach International's interests in tha H shares of the Company as they
are direct or indirect (as the case may bs) controlling sharehoider of Merrill Lynch International.

A short position in 382,592,728 H shares of the Company arising from a share lending agreement pursuant to
which Merrill Lynch International borrowad 362,592,728 H shares of the Company from Cathay Pacilic.

Merrilt Lynch & Co., Inc., Merrill Lynch International Incorporated, Merrill Lynch international Holdings Inc., and
Merrill Lynch (Asia Pacific) Limited have duplication of Merrill Lynch Far East Limited's interests.in the H shares of
the Company as they are direct or indirect (as the case may be) controlling shareholder of Merrill Lynch Far East
Limited.

Interests held jointly with China International Capital Corporation Limited pursuant to an over-allotrnent option as
disclosed in the section headed “Structure of the Global Offering — The Global Offering” in the prospectus dated
December 3, 2004 issued by the Company.

China Jianyin Investment Limited and Central Huijin Investment Company Limited have duplication ot China
International Capital Corporation Limited's interest in the H shares of the Company as they are direct or indirect
{as the case may be) controlling shareholdsr of China International Capital Corporation Limited.

Interests held jointly with Merrill Lynch Far East Limited pursuant to an over-allotment option as disciosed in the
section headed "Structure of the Global Offering — The Global Offering" in the prospectus dated December 3,
2004 issued by the Company.

To the knowiedge of the Company, among the 2,181,620,909 H shares held by HKSCC Nominees Limited.

[0} Wellington Managemsnt Company, LLP had an interest in 153,112,100 H shares of the Company
(representing approximately 5.45% of its then total issued H shares);

[t Temasek Holdings (Privatg) Limited had an interest in 399,950,000 H shares of the Company (representing
approximately 14.25% of its then issued H shares), out of which the interest in 292,000,000 H shares were
hetd through Aranda Investment (Mauritius) Pte Ltd. and the interest in the remaining 107,950,000 H shares
were held through Dahlia Investments Ptd Ltd, FPL Alpha Investment Pte Ltd and Fullerton (Privats) Limited,
respectively.
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As at December 31, 2004, the interests and short positions of the following persons in the shares
and underlying shares of CNAGC, as recorded in the register of CNAC, required to be kept under
Section 336 of the SFO were as follows:

Number of
Ordinary % of the Total
Shares of Issued Share
CNAC Capital of
Name of Interests Holder Type of Interests Concerned CNAC
CNAHRC Attributable Interest 2,264,628,000!" 68.4%
Air China Limited Beneficial owner 2,264,628,0001? 88.4%
Best Strikes Limited Beneficial owner 187,656,000 5.6%
On Ling Investments Limited Attributable Interest 322,856,000% 9.7%
Novel Investments Holdings Limited  Attributable Interest 322,856,000 9.7%
Novel Enterprises (BVI) Limited Attributable Interest 322,856,000 9.7%
Novel Credit Limited Attributable Interest 322,856,000 9.7%
Nove! Holdings (BVI) Limited Attributable interest 322,856,000 9.7%
Westleigh Limited Attributable Interest 322,856,000 9.7%
J.P. Morgan Chase & Co. Investment manager 197,894,000 5.97%
Custodian corporation/ 24,538,000 0.74%
approved lending
agent
J.P. Morgan Chase Bank N.A, Attributable [nterest 24,538,000 0.74%
J.P. Morgan Fleming Asset Attributable Interest 173,356,00019 5.23%
Management Holdings Inc.
J.P. Morgan Fleming Asset Attributable Interest 173,356,000 5.23%
Management (Asia) Inc.
J.P. Morgan Asset Management Attributable Interest 169,692,000 5.12%

Limited
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(1) CNAHC's interests in CNAC duplicate with those interest of our Company.

(2} Our Company’s interests in CNAC duplicate with those interests of CNAHC.

(3) 5.6% of the interest held by each of these companies in CNAC duplicates with Best Strikes Limited's interest in
CNAC. The interssts of these companies in CNAC aliso duplicate sach other.

{4) The interest held by it in CNAC duplicates with J.P. Morgan Chase & Co.’s interest in CNAC held by it as

custodian corporation/approved lending agent.

{5)  The interests held by each of these companies in CNAC duplicate with J.P, Morgan Chase & Co.’s interest in
CNAC heid by it as investment manager. The interests of these companies in CNAC also duplicate each other,

The details of the Share Appreciation Rights
Scheme provided by the Company are set cut in
note 39 to the financial statements.

The Company did not grant any Share
Appreciation Rights in 2004. The Company is
expected to formulate the specific
implementation plan for Share Appreciation
Rights Scheme in 2005.

There is no provision for pre-emptive rights
under the Company's Articles of Association
which would oblige the Company to offer new
shares on a pre-rata basis to existing
shareholders.

During the ysar ended December 31, 2004,
neither the Company nor any of its subsidiaries
had purchased, sold or redeemsd any of its
securities. For this purpose, the term
“securities” shall have the meaning ascribed to
it in the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited
(the “Listing Rules”).

As at December 31, 2004, the details of the
subsidiaries of the Company and the joint
ventures and associates of the Group are set
out in the note 17, note 18 and note 19,
respectively to the financial statements.

For the year ended December 31, 2004, the
Group's purchases from the largest equipment
supplier and the five largest equipment suppliers
accounted for 15% and 36% of the Group's
total purchases respectively. None of the
Directors or Supervisors of the Company, their
associates, nor any shareholders, which 1o the
best knowledge of the Directors own 5% or
above of the Company's share capital, had any
interast in the Group's five largest equipment
suppliers.

For the year ended December 31, 2004, the
aggregate sales attributable to the Group's five
largest customers were less than 30% of the
Group's total sales.
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Information on the Directors and Supervisors of the Company during the year of 2004 (since its
incorporation on September 30, 2004) and up to the date of this report is as follows:

Directors

Name Age Position Date of Appointment

Li Jiaxiang 55 Chairman and Non-executive Director  September 30, 2004

Kong Dong 56 Vice Chairman and Non-executive September 30, 2004
Director

Wang Shixiang 55 Vice Chairman and Non-executive September 30, 2004
Director

Yao Weiting 57 Non-executive Director September 30, 2004

Ma Xutun 40 Executive Director and President September 30, 2004

Cai Jianjiang 41  Executive Director and Vice President September 30, 2004

Fan Cheng 49  Executive Director and Chief Financial October 18, 2004
Officer

Hu Hung Lick, Henry 85 Independent Non-executive Director November 22, 2004

Wu Zhipan 48 Independent Non-executive Director September 30, 2004

Zhang Ke 51 Independent Non-executive Director September 30, 2004

Supervisors

Name Age Position Date of Appointment
Zhang Xianlin 51  Chairman of Supervisory Committee September 30, 2004
Liac Wei 40  Supervisor October 18, 2004
Zhang Huilan 44  Supervisor September 30, 2004
Liu Feng 46  Supervisor September 30, 2004

Ms. Chan Ching Har, Eliza was appointed as a Director of the Company on September 30, 2004 and
later resigned on November 12, 2004,
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The Company has confirmed its receipt of, from
each of the Independent Non-executive
Directors of the Company, a confirmation of his
independence pursuant to Rule 3.13 of the
Listing Rules. The Company considers all of
the Independent Non-executive Directors are of
independence.

As at December 31, 2004, Mr. Zhang Xianlin, a
Supervisor of the Company, had interests in
33,126,000 shares, which represents 1% of the
share capital of CNAC, a subsidiary of the
Company.

Save as the above mentioned, ncne of our
Directors, Supervisors and chief executive has
any interests or short positions in the shares,
underlying shares or debentures of the Company
or its any associated corporations (within the
meaning of Part XV of the SFO, as recorded in
the register required to be kept under section
352 of the SFO or as notified to the Company
and the Hong Kong Stock Exchange pursuant to
the Mode! Code for Securities Transactions by
Directors of Listed Companies.

Each of the Directors and Supsrvisors of the
Company has entered into a service contract
with the Company for a term of three years.
None of those service contracts with the
Company is not determinable by the Company
within  one year  without payment of
compensation (other than statutory
compensation),
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None of the Directors and Supervisors of the
Company was materially interested, whether
directly or indirectly, in any contract of
significance (within the meaning of the Listing
Rules) subsisting during or at the end of ysar
2004 with the Company or the Company's
subsidiary or holding company or a subsidiary
of the Company's holding company.

As at December 31, 2004, the Group has
29,133 employees (including total head count
of the equity invested entities). The following
table sets forth the number of employees fallen
into different departments:

As of
December 31,
2004
Flight Crew
Pilots (Note 1) 2,448
Flight Attendants 2,968
Ground personnel
Ground services 2,517
Maintenance 3,188
Others 2,132
Marketing and sales 2,184
Management 3,182
Total 18,587
Employees of the equity
invested entities other than
the Company (Note 2) 10,546
Total 29,133

Note 1: The numbér of pilots in Air China Cargo is not
inclugded.

Note 2: The number of pilots employed by Air China
Cargo is included.
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Our employees receive cash remuneration
consisting of salary and other cash subsidies.
In general, employes salaries are determined
based on the employes's gqualification, position,
seniority and performance. Cash subsidies may
include living subsidies, but subject to changes.
The Group also provides various non-cash
benefits, including medical insurance,
unemplioyment insurance, early retirement and
other social welfare benefits to employees in the
PRC. In addition, all of our full-time employees
in the PRC are covered by a defined
contribution retirement scheme operated by the
PRC government, to which the Group is required
to make annual contributions at rates ranging
from 15% to 20% of our employees' basic
salaries.

In order to retain the captain team and give
them incentives, the Company worked out and
implemented a captain incentive scheme in
October, 2004, whereby their bonuses are
linked with the hours flown, safety indicators
and efficiency of the Company. Under this
scheme, the annual bonuses will be awarded
based on a standard of RMB110,000 for each
captain of B747, B777 and A340, RMB105,000
for each captain of 8767 and B757,
RMB100,000 for each captain of 8737, A320
and A319.

The details of the remuneration of Directors and
Supervisors were set out in note 10 to the
financial statements.

Dividends paid by a PRC company are normally
subject to a PRC withholding tax levied at flat
rate of 20%. Pursuant to a rule of the taxation
authority of the PRC, however, dividends paid
by a PRC company to its shareholders with
respect to shares listed on an overseas stock
exchange, such as H Shares, are not subject to
above mentioned PRC withholding tax.

As of December 31, 2004, other than as
disclosed in note 41 to the financial
statements, the Group was not involved in any
significant litigation or arbitration. To our
knowledge, there was no litigation or claims of
material importance pending or proposed to be
made or having been made against the Group.

The Company set up a well-functioning
corporate governance structure upon listing. As
of December 31, 2004, the Company had
altogether hsld five Board mestings. Our
Company has been abiding by all the rules and
regulations, which has efficiently protected the
interests of the Company and its shareholders.

The Board of Directors of the Company consists
of:

The Strategy & Investment Committee, the
current members of which are Mr. Kong Dong,
Mr. Wang Shixiang, Mr. Ma Xulun and Mr. Cai
Jianjiang, with Mr. Ma Xulun acting as the
chairman of the Committes.

The Audit & Risk Control Committee, which
currently comprises two Independent Non-
executive Directors, Mr. Wu Zhipan and Mr.
Zhang Ke, and one Non-executive Director, Mr.
Yao Weiting, with Mr. Zhang Ke acting as the
chairman of the Committee.

The Nominations & Remuneration Committee,
the current members of which are Mr. Li
Jiaxiang, Mr. Kong Dong, Dr. Hu Hung Lick,
Henry, Mr. Zhang Ke and Mr. Wu Zhipan, with
Mr. Wu Zhipan acting as the chairman of the
Committee.
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The Directors of the Company are in the oginion
that the Company has from its listing date,
namely December 15, 2004, to December 31,
2004 complied with the Code of Best Practice
as set out in Appendix 14 to the Listing Rules
before its amendment which came into effect on
January 1, 2005.

In 2005, the Company started to revise its
internal corporate governance structure based
on the requirements of “Code on Corporate
Governance Practices” as set out in Appendix
14 to the Listing Rules as revised.

The Company entered into a Restructuring

Agresment on November 20, 2004 with
CNAHC and CNACG, pursuant to which
CNAHC and CNACG transferred to the

Company certain businesses, assets, liabilities
and investments.

Details of the Restructuring Agreement were set
out in the Company's prospectus dated
December 3, 2004.

The Company's prospectus dated December 3,
2004 in relation to its initial public offering
contained the valuation of the Group’s
properties, aircraft and equipment (the
“Assets”) as at September 30, 2004 of a total
amount of approximately RMB44,092 million (the
“Valuation™), details of which are set out in
Appendices IV and V to that prospectus. The
Assets are not stated at the Valuation in the
Group's financial statements for the year ended
December 31, 2004. Should the Assets be
stated. at values based upon the Valuation,
additional  depreciation of  approximately
RMB117 million would be charged to the
Group's consclidated income statement for the
year of 2004.

REPORT OF THE DIRECTORS

Qur Group has entered into a number of
transactions on a continuing basis with CNAHC
and its associates (as defined under the Listing
Rules) and other connected persons of our
Group. Details of those connected transactions
conducted during the year of 2004, which are
not exempt under Rule 14A.33 of the Listing
Rules, are as follows:

.  CONTINUING CONNECTED
TRANSACTIONS BETWEEN OUR
GROUP AND CNAHC GROUP

Construction Project Management
Services

We entered into a construction project
management agreement (the
"Construction Project Management
Agreement”) with China National Aviation
Construction and Development Company
(the "CNACD"), a wholly owned subsidiary
of CNAHC on November 1, 2004.

Pursuant to this agreement:

. CNACD will provide us with project
management services 0N projects
involving the construction of any
property or industirial plant/facility
with budgeted costs equal to or
exceeding RMB20 million;

. In return for its project management
services, we will pay CNACD a fee of
up to 2% of the construction budget
if the budget is equal to or exceeds
RMB1 billion, and up to 2.5% if the
budget is below RMB1 billion;

. If CNACD is able to manage the
construction projects such that the
final cost falls below the amount we
have budgeted, we will pay CNACD a
bonus fee, which will be decided by
both parties through arm’s length
negotiation but shall not exceed
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40% of the management fee
calculated based on the budgsted
amount of the project;

. It the final cost of the project
managed by CNACD is higher than
the budgeted amount, CNACD will
pay us the difference bstween the
final cost and the budgeted amount
unless the difference is caused by (i)
a change of government policies; (i)
factors attributed to us; or (i) force
majeure; and

. It CNACD acquires land relating to a
project on our behalf, we will pay
CNACD an agency fee of up to 2% of
all the fees and expenses in relation
to the land acquisition (including,
among other things, land acquisition
fee, formality fee, labour expenses,
travel expenses, but excluding the
land premium).

The Construction Project Management
Agreement will expire on December 31,
2006 subject to renewal.

Properties Leasing
We entered into a properties leasing

framework agreement (the “Properties
Leasing Framework Agreement”) with

- CNAHC on November 1, 2004.

Pursuant to this agreement, we will lease
from the CNAHC group a total of 14
properties covering an aggregate gross
floor area of approximately 53,087 square
metres for various uses including as
business premises, offices and storage
facilities. We will also lease to CNAHC
group a total of 7 properties covering an
aggregate gross floor area of approximately
8,262 square metres. The rents payable
under the Properties Leasing Framework
Agreement are and wilt continue to be
determined in accordance with market
rates.

The  Properties Leasing  Framework
Agreement will expire on December 31,
2006 subject to renewal.

Media and Advertising Services

We entered into a media and advertising
services  framework  agreement  (the
“Advertising Services Framework
Agreement”) on November 1, 2004 with
China  National Aviaticn Media and
Advertisement Co., Ltd. ("CNAMC"), a
wholly owned subsidiary of CNAHC.

Pursuant to this agreement, CNAMC will
have the right to procure advertisements
and will be entitled to retain all the
advertising revenues generated from these
advertisements that appear:

) in the in-flight magazines, in-flight
entertainment programmes, boarding
passes and certain other items
specified in the Advertising Services
Framework Agreement (the "Specified
ltems”); and

. on the potential items that may be
developed from time to time (the
"Potential ltems").

As the consideration, CNAMC will pay us
an annual concession fee for the Specified
Items and 20% of the total revenues
generated from advertisements which
appear on the Potential ltems. CNAMC
has also agreed to:

. provide us at no charge with the in-
flight items (except for the in-flight
entertainment programmes) and the
Potential Items (for those not owned
by us) on which the advertisements
appear or will appear;

. provide us with some in-flight
entertainment programmes it
produces, the production cost and
disbursement of which will be
reimbursed by us; and
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. procure the content for our in-flight
entertainment programmes  from
independent third parties on a
commission-free basis.

in addition, CNAMC has the right to bid for
the provision of advertisement agency and
design services to us.

The Advertising Services Framework
Agreement will expire on December 31,
2006 subject to renewal.

Tourism Co-operation Services

We entered into a tourism Sservices co-
operation agreement (the "“Tourism Co-
operation Agreement”) on November 1,
2004 with China National Aviation Tourism
Company {“CNATC").

Pursuant to this agreement, we have
agreed to provide the following services
to CNATC:

° Commercial charter flight services: we
will  provide charter services to
customers procured by CNATC at
market rates.

. Package tours co-operation services:
we and CNATC will sell package
tours combining {i) our Company's
airline tickets with (i)
accommodation at hotels owned and
operated by CNATC. For the airline
tickets in such packages sold by
CNATC, CNATC will pay us in
accordance with the pricing principle
in the “Sales Agency Framework
Agreement” while we will pay
CNATC for the hotel fee portion of
the packages.

° Reciprocal frequent-flyer programme
{("FFP") co-operation services:
CNATC will join our FFP programme
under which our Companion card
members are encouraged to stay at
CNATC's hotels by receiving mileage
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credits for such stay. As
consideration, CNATC will pay us
the equivalent valus represented by
those mileage credits.

Pursuant to the Tourism Co-operation
Agreement, CNATC has agreed to provide
the following services to us:

. FFP co-operation services: Under the
FFP programme, if our Companion
card members redeem their mileage
credits for free, discounted or
upgraded stay at CNATC's hotels,
we will reimburse CNATC for the
redemption at a price similar to our
arrangements with other FFP

partners.
. Hotel accommadation services:
CNATC will provide hotel

accommodation  services to  our
employees on duty and the
passengers affected by our flight
delays and cancellations and we will
pay CNATC at group rates.

The Tourism Co-operation Agreement will
expire on December 31, 2006 subject to
renewal.

Comprehensive Services

We entered into a comprehensive services
agreement (the "Comprehensive Services
Agreement”) with CNAHC on November 1,
2004 pursuant to which:

* CNAHC will provide us with various
ancillary services, including but not
limited to:

() supply of various items for in-
flight services;

(i) manufacturing and repair of
airline-related ground equipment
and vehicles;
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(iiiy cabin
equipment;

decoration and

(v) passenger cabin and cargo
cabin ancillary parts (including
seats);

(v) warehousing services;
(vi) cabin cleaning services; and

(vii) printing of air tickets and other
documents.

) We will provide certain welfare-
logistics services to the retired
employees of CNAHC and its
subsidiaries.

The charges payable by us to CNAHC for
the comprehensive services above as well
as the charges payable by CNAHC to us
for the welfare-logistics services provided
to retired employees shail be based on
prevailing market rates or, if no prevailing
market price is available, fair and
reasonable prices based on arm’s length
negotiations.

The Comprehensive Services Agreement
will expire on December 31, 2006 subject
to renewal,

Line Maintenance and Other Ground
Services

We entered into a standard ground
handling  agreement ({the "Standard
Ground Handling Agreement”) with China
Aircraft Services Limited ({“CASL"), a
53.3%-owned subsidiary of CNACG, on
Aprit 17, 2004, pursuant to which CASL
agreed to provide line maintenance and
other ground services at Hong Kong
International Airport to us. The services
are charged at market rates.

Financial Services

We entered into a financial services
agreement  (the  “Financial  Services
Agreement”) with China National Aviation
Finance Co., Ltd. (“CNAF") which is 52%
owned by CNAHC and 42.5% owned by
the Company on November 1, 2004,

Pursuant to this agreement, CNAF has
agreed to provide us with a range of
financial services including the following:

. deposit services;
° loan and finance leasing services;

. negotiable instrument and letter of
credit services;

. trust loan and trust investment

services;
. underwriting  services for  debt
issuances;

. intermediary and consulting services;
. guarantee services;

. settlement services;

. internet banking services; and

. any other services provided by CNAF
approved by the China Banking
Regulatory Commussion ("CBRC").

The fees and charges payable by us to
CNAF under the Financial Services
Agreement are determined by refsrence to
the applicable fees and charges specified
by the People's Bank of China (the
“PBOC") and the CBRC for the relevant
services from time to time, and if neither
the PBOC nor the CBRC has specified a
fee or charge for a particular service, then
the services will be provided by CNAF on
terms no less favorable than terms
available from commercial banks in China.
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The Financial Services Agreement will
expire on December 31, 2006 subject to
renewal,

Subcontracting of Charter Flight
Services

We entered into a charter flight service
framework agreement (the “Charter Flignt
Service  Framework  Agreement") on
November 1, 2004 with CNAHC.

Pursuant to this agreement, CNAHC will
subcontract to us their obligation of
government  charter flight that they
undertake from the PRC government. QOur
hourly rate of the charter flight service fee
will, subject to periodical adjustment, be
calculated on the basis of the following
formula which includes total cost and
reasonable margins:

Hourly rate = Total cost per flight hour x (1
+ 6.5%)

The total cost includes all direct cost and
indirect cost.

The Charter Flight Service Framework
Agreement will expire on December 31,
2006 subject to renewal.

Sales Agency Services for Airline
Tickets and Cargo Space

We entered into a sales agency framework
agreement with CNAHC (the "Sales Agency
Services Framework Agreement”’) on
November 1, 2004.

Pursuant to this agreement, certain
associates of CNAHC acting as our sales
agents will

. purchase our air tickets and cargo
space at wholesale prices and on-sell
such air tickets and cargo space to
end-purchasers; or

. procure purchasers for our air tickets
and cargo space on a commission
basis.
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We will pay the relevant agents
commissions based on relevant PRC
regulations or, where regulations do not
provide for a specific commission, based
on market rates. Currently, the
commissions prescribed for sales of air
tickets are:

. for domestic routes, 3% of the ticket
price;

° for Hong Kong and Macau routes, 7%
of the ticket price; and

. for international
ticket price.

routes, 9% of the

In accordance with industry practice, and
subject to applicable regulations, the
Company may also offer incentives to
sales agents for reaching certain ticket
sale targets.

The Sales Agency Services Framework
Agreement will expire on December 31,
2006 subject to renewal.

CONTINUING CONNECTED
TRANSACTIONS BETWEEN OUR
GROUP AND THE LUFTHANSA GROUP

Lufthansa holds a 40% equity interest in
and is a substantial shareholder of Aircraft
Maintenance and Engineering Corporation
("Ameco"), a subsidiary of us, and is
therefore a connected person of us under
the Listing Rules.

We have entered into various transactions
with  Lufthansa and its associates
{collectively, the "Lufthansa Group”) in the
ordinary course of our business, including,
among others:

. Aircrait  maintenance, repair and
overhaul services ("MRQO") provided
by us to the Lufthansa Group;

. mutual provision of catering services;
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. mutual provision of ground handling
services in China and Germany;

. mutual provision of ticket sales
agency services;

. airline codeshare arrangement under
which the actual carrier's flights can
be marketed under the airline
designator code of the partner
carrier and revenues earned from
these arrangements are allocated
between the parties based on
negotiated terms according to airline
industry standards; .

° special prorate arrangement under
which a carrier agrees to accept
passengers from another carrier and
receive payment directly from that
carrier; and

D) other airline co-opsration
arrangements between the Lufthansa
Group and us.

The above transactions have been entered
into on normal commercial terms based on
arm’s length negotiations,

CONTINUING CONNECTED
TRANSACTIONS BETWEEN OUR
GROUP AND THE BEIJING CAPITAL
AIRPORTS GROUP

Capital Airports Holding Company holds a
24% equity interest in and is a substantial
shareholder of Air China Cargo, and
therefore is a connected person of us
under the Listing Rules. We have entered
into various transactions with Capital
Airports  Holding Company and its
associates  (collectively, the  "Beijing
Capital Airports Group™) in the ordinary
course of our business, including, among
others:

. provision of taking-off/landing/parking
services of our aircraft at airports
owned by the Beijing Capital Airports
Group;

. provision of passengers’ waiting
lounge, check-in counters and office
buildings to us by airports owned by
the Beljing Capital Airports Group;

. provision of utilities (including water,
gas and electricity) to us at Beijing
Capital International Airport by the
Beijing Capital Airports Group; and

. provision of ground handling services
to us by the Beijing Capital. Airports
Group.

Most of the services provided by the
Beijing Capital Airports Group to us are
charged on the pricing terms which are
prescribed, approved or suggested by PRC
governmental authorities.

CONTINUING CONNECTED
TRANSACTIONS BETWEEN OUR
GROUP AND THE CATHAY PACIFIC
GROUP

Cathay Pacific holds 10% of the total
issued share capital of the Company and
therefore is a connected person of us
under the Listing Rules. We have entered

into various transactions with Cathay -

Pacific and its associates {collectively, the
“Cathay Pacific Group”) in the ordinary
course of our business. Such transactions,
the nature of which is part of the necessary
daily operation of an airline business,
include, among others;

. provision of ground handling services
by the Cathay Pacific Group to us;

. provision of MRQO services by us to
the Cathay Pacific Group;
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) provision of catering services by us to
the Cathay Pacific Group; and

. mutual provision of ticket sales
agency services.

The above transactions have been entered
into on normal commercial terms based on
arm's length negotiations.

CONTINUING CONNECTED
TRANSACTIONS BETWEEN THE CNAC
GROUP AND OTHER CONNECTED
PERSONS OF THE GROUP

CNAC is a non-wholly owned subsidiary of
our Company. Therefore, the continuing
connected  transactions entered into
between CNAC and its subsidiaries
{collectively the “CNAC Group”) as one
party and connected persons as the other
party, will also constitute continuing
connected transactions for us under the
Listing Rules. Details of those continuing
connected transactions conducted during
the year of 2004, which are not exempt
under Rule 14A.33 of the Hong Kong
Listing Rules from the Company's
perspective, are as follows:

Provision of In-flight Catering Services
by Macau Catering Services Company
Limited

Macau Catering Services Company Limited
(*“MCS") is an associate of a substantial
shareholder of Air Macau. MCS provides
in-flight meals in Macau to Air Macau
based on normal . commercial terms
determined on an arm's length basls, and
at prices no less favourable than those Air
Macau would be able to obtain from
independent  third-party  providers  of
comparable services. The in-flight catering
services expenses paid by Air Macau to
MCS in 2004 was approximately HK$41.2
million, the percentage ratio test under the
Listing Rutes of which is less than 2.5%
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but more than 0.1%, therefore such
transactions are exempt, from the
Company's perspective, from the
independent shareholders’ approval
requirement but are subject to the
announcement requirement for connected
transactions under the Listing Rules, CNAC
has obtained a waiver from the Hong Kong
Stock Exchange from strict compliance
with the announcement and/or
independent shareholders’ approval
requirements relating to above continuing
connected transactions under tne Listing
Rules

Payment of Airport Charges and
Airport Fees

In the ordinary course of business of Air
Macau, airport charges and airport fee are
invoiced and collected by Administration of
Airports Limited, an indirect subsidiary of
CNACG, on behalf of Macau International
Airport Company (“MIAC”), an associale
company of a substantial shareholder of Air
Macau. As a result, the payment of airport
charges and airport fees constitutes
continuing connected transactions under
the Listing Rules. The total airport
charges and airport fees paid by Air
Macau to ADA in 2004 was approximately
HK$69.3 million, the percentage ratio test
under the Listing Rules of which is less
than 2.5% but more than 0.1%, therefore
such transactions ‘are exempt, from the
Company's perspective, from the
independent shareholders’ approval
requirement but are subject to the
announcement requirement for connected
transactions. CNAC has obtained a waiver
from the Hong Kong Stock Exchange from
strict compliance with the announcement
and/or independent shareholders’ approval
requirements relating to above continuing
connected transactions under the Listing
Rules.
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V. WAIVER FROM STRICT COMPLIANCE transactions set out under above section
OF THE LISTING RULES V) under the Listing Rules. The maximum
aggregate annual value {cap) permitted by
The Company has obtained a waiver from the Hong Kong Stock Exchange and the
the Hong Kong Stock Exchange expiring aggregate annual value actually occurred
on December 31, 2006 from strict for each category of above continuing
compliance with the announcement and/or connected transactions for the year ended
independent shareholders’ approval December 31, 2004 are set out below:
requirements relating to above continuing
connected  transactions  (except for
Aggregate Amount of
Transactions for the
Year Ended December 31, 2004
Cap Actual Amount
RMB RMB
Transactions {in millions) (in millions)
Transactions with the CNAHC Group
Construction project management services 40.0 0
Properties leasing 47.6 ' 17.0
Media and advertising services 23.0 4.3
Tourism services co-operation 30.8 6.7
Comprehensive services 100.0 92.8
Line maintenance and other ground services 40.0 23.7
Financial services:
Payment of fees and charges 40.0 0
Maximum daily outstanding deposits with CNAF 5,000.0 1,186.3
Maximum daily outstanding loans from CNAF 3,000.0 523.9
Subcontracting of charter flights 600.0 0
Sales agency service:
Aggregate sales of airline tickets and cargo space to the
CNAHC group for on-sale to end-purchasers 420.0 218.4
Aggregate ticket and cargo agency commission and amount
of incentives to be paid by us to CNAHC group 29.0 25.9
Transactions with the Lufthansa Group
Total amount to de paid by us to Lufthansa Group 630.0 435.0
Total amount to be paid by Lufthansa Group to us 500.0 409.3

Transactions with the Beijing Capital Airports Group

Total amount to be paid by us o Beijing Capital Airperts Group 730.0 653.4

Transactions with the Cathay Pacific Group

Aggregate amount to be paid by us to the Cathay Pacific
Group

35.0 10.9
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VII.

INDEPENDENT NON-EXECUTIVE
DIRECTORS’ CONFIRMATION

The Independent Non-executive Directors
of the Company have confirmed that all
connected transactions in the year ended
December 31, 2004 to which our Company
was a party have been entered into:

1. in the ordinary and usual course of
business of the Company;

2. either:
{ii  on normal commercial terms; or

(i)  where there was no sufficient

comparable  transactions to
judge whether they are on
normal commercial terms, on

terms no less favourable to the
Company than terms available to
or from independent third
parties, where applicable; and

3. in accordance with the relevant
agreemsnt governing them on terms
that are fair and reascnable and in
the interests of the shareholders of
the Company as a whole.
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VHI. AUDITORS’ CONFIRMATION

Messrs. Ernst & Young, the auditors of the
Company, has provided a letter to the
board of directors of the Company,
confirming that above connected
transactions:

1. bave received the approval of the
Company's board of directors;

2. are in accordance with the pricing
policies as stated in the relevant
agreements;

3. have been entered into in accordance
with the relevant agreement governing
the transactions; and

4. have not exceeded the cap disclosed
in the prospectus of the Company.

The Company has appointed Ernst & Young and
Ernst & Young Hua Ming as its international
auditors and domestic auditors respectively for
the year ended December 31, 2004. Ernst &
Young has audited the attached financial
statements prepared in compliance with
International Financial Reporting Standards. The
Company has retained Ernst & Young and Ernst
& Young Hua Ming since the date of its listing.
The resolution concerning retention of Ernst &
Young and Ernst & Young Hua Ming as its
international auditors and domestic auditors for
the year ending December 31, 2005 will be
proposed at the Annual General Meeting of the
Company to be held on May 30, 2005.
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As disclosed in the prospsectus of the Company
dated December 3, 2004, CNAHC agreed to
contribute the properties the Company then
occupied to the Company pursuant to the
Restructuring Agreement. All these propsrties
had been registered under the name of Air
China International Corporation, the Company’'s
predecessor. The Company and CNAHC are
actively applying to relevant property authorities
for the transmission and renaming of property
certificates. The Company expected this process
to be completed within six months since its
incorporation. As of December 31, 2004, the
transmission and renaming of these property
certificates was not completed. The Company
will notify its shareholders in the interim or
annual report immediately following the
compietion of these processes.

In our opinion, the fact that the above processes
have not been completed would not affect the
normal use of these properties, and this fact
would not have any material adverse effect to
the Company’'s business operation. Once the
above processes are completed, the Company
shall have the lega!l title of relevant properties
and right to mortgage, sub-let and dispcse of
these properties.

By Order of the Board
Li Jiaxiang
Chairman

Beijing, PRC
April 12, 2005
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REPORT OF THE SUPERVISORY COMMITTEE

To all shareholders,

Since the incorporation of the Company in
September 2004, the Supervisory Committes
has carried out its duties in accordance with
the Company's Articles of Association and
relevant requirements. It has performed
effective supervision, through the inspection of
relevant documents and attending meetings of
the Board of Directors, on resolutions mace by
the Board of the Directors to ensure that they
are in compliance with the relevant laws and
regulations and in the best interests of the
Company and shareholders. Such resolutions
are made in a manner to ensure the
shareholders’ interests and long-term
development of the Company.

The Supervisory Committee is in the opinion that
the decision-making process of the Company is
in compliance with the Company's Articles of
Association and relevant norms. The directors
and the senior management of the Company
observed their fiduciary duties and worked
diligently and legally. Ths  Supervisory
Committee is not aware that the Directors and
the senior management of the Company acted in
breach of the faws and regulations and the
Articles of Association of the Company or
against the interests of the Company.

The Supervisory Committee considers that the
Company’s 2004 financial statements reflected a
true and fair view of the financial position and
operating results of the Company. The
ungualified opinion expressed in the auditors’
report issued by Ernst & Young is objective and
fair.

The Supervisory Committee is of the view that
the use of proceeds from the Company’s recent
initial public offering is in accordance with the

disclosure in the Company's prospectus and
such use of proceeds has not been changed for
other purposes.

The Supervisory Committee is of the opinion that
the connected transactions Dbetween the
Company and its connected persons were
conducted at fair market price without
prejudice to the interests of the Company and
its minority Shareholders.

In the opinion of the Supervisory Committee, the
Company has achieved satisfactory results in
2004. It is expected that the Company will spare
more efforts in getting continuous revenue
growth, exercising better cost control and risk
management. In 2005, the Supervisory
Committee will continue to perform its duties in
safeguarding the interests of the sharenholders of
the Company in accordance with the Company’s
Articles  of  Associations  and relevant
requirements.

By Order of the Supervisory Committes

z

Zhang Xianlin
Chairman of the Supervisory Committee

. Beijing, PRC

April 12, 2005
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PROFILE OF DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT

Li Jiaxiang, aged 55, is the Chairman of the Board and a Non-executive Director of the Company.
Mr. Li has in-depth knowledge of the aviation industry. Prior to joining Air China International
Corporation in November 2000 as Vice President and becoming its President in October 2002, Mr. Li
had previously served in the China Air Force since 1969 and served in various positions including as
a Major General. In October 2002 he was appointed as Vice President of CNAHC and then promoted
to the position of President in August 2004, a post he continues to hold. Mr. Li graduated from
Shandong Coal Technology Institute in 1962 and studied in China Northwestern University from 1999
to 2001 majoring in international economic law.

Kong Dong, aged 56, is a Vice Chairman of the Board and a Non-executive Director of the
Company. Mr. Kong has been involved in the aviation industry for over 20 years and has extensive
experience in business management. Prior to joining the CNAHC Group in January 2001, Mr. Kong
was Deputy General Manager of China Ocean Helicopter Company from 1985 to 1991, President of
Shenzhen Airport Group from 1992 to 1985, and Director-General in charge of the expansion project
of the Beijing Capital International Airport from 1995 to 2000. In January 2001, he joined CNAC
(PRC) as President and sits on the board of CNAC (a subsidiary of the Company) as chairman. In
October 2002, he joined CNAHC as Vice Prasident. He also serves as President and Vice Chairman
of the Board of CNACG. Mr. Kong graduated from Nanchang University (previously known as Jiangxi
Technclogy University) in 1877 with a Bachelor's degree and is a senior economist.

Wang Shixiang, aged 55, is a Vice Chairman of the Board and a Non-executive Director of the
Company. Mr. Wang has over 30 years experience in the aviation industry and is experienced in the
business management. Mr. Wang was previously President of the Civil Aviation Flight Academy of
China from 1995 to 1999 and General Manager of China Southwest Airlines from 2000 to 2002. He
joined CNAHC in October 2002 as Vice President after China Southwest Airlines was merged into Air
China International Corporation. Mr. Wang graduated from the Civil Aviation Flight Academy of China
(previously known as China Civil Aviation Advanced School) in 1968 and is a qualified First-Class
Pilot Tutor. Mr. Wang also graduated from China Central Party University in 2000, after studying a
post-graduate programme.

Yao Weiting, aged 57, is a Non-executive Director of the Company. Mr. Yao has over 30 years of
extensive experience in accounting and finance. Mr. Yao worked as Chief Accountant in Air China
International Corporation from 2000 to 2002 and joined CNAHC in October 2002 as a Vice President.
Prior to joining Air China International Corporation, Mr. Yao was Deputy Director of Economic
Adjustment Bureau of China Metallurgical Ministry from 1997 tc 1998 and Assistant to the State
Council Investigation Special Commissioner from 1998 to 1999. Mr. Yao aiso serves as an

independent non-executive director of Angang New Steel Company Limited, a company listed on the -

Hong Kong Stock Exchange. Mr. Yao graduated from Zhejiang Institute of Economics and
Management in 1867 majoring in industrial accounting and is a senior accountant as well as a
senior economist.
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Ma Xulun, aged 40, is an Executive Director and President of the Company. Mr. Ma has over 20
years of extensive experience in finance and management. As the President, Mr. Ma is responsible
for the overall management of the Company. Prior to joining Air China International Corporation in
December 1998 as Vice President, Mr. Ma was Deputy General Manager of China Commodities
Storing and Transportation Corporation from 1995 to 1997 and Deputy Director General of Finance
Department of CAAC from 1997 to 1998. Mr. Ma graduated from Shanxi Finance University in 1984
with a Bachelor's Degree of Economics and is a non-practicing certified public accountant.

Cal Jianjiang, aged 41, is an Executive Director and Vice President of the Company. Mr. Cai has
over 20 years experience in the aviation industry. As the Vice President, Mr. Cai is mainly responsible
for the marketing, sales and international affairs of the Company. Prior to joining Air China
International Corporation in 2000 as a General Manager of its Shanghai Branch and later as the
assistant to the President of Air China international Corporation from 2001 to 2002, Mr. Cai served
as president of Shenzhen Airlines from 1999 to 2000. Mr. Cai served as Vice President of Air China
International Corporation starting from October 2002. Mr. Cai graduated from China Civil Aviation
Institute in 1983.

Fan Cheng, aged 49, is an Executive Director and the Chief Financial Officer of the Company. Mr.
Fan graduated from Nanjing Institute of Chemistry and Chemical Engineering in 1982 with a
Bachelor's degree and graduated from Beljing University in 2000 with an MBA degree. Mr, Fan is a
senior engineer, a senior accountant and a non-practicing certified public accountant. Mr. Fan joined
Air China International Corporation in March 2001 and served as General Manager of Assets
Management Department of CNAHC from December 2002 until October 2004. Mr. Fan is also &
director of CNACG. Mr. Fan has over 20 years of extensive experience in business operation, finance
and management. As the Chief Financial Officer, Mr. Fan is mainly responsible for financial
management.

Hu Hung Lick, Henry, aged 85, is an Independent Non-executive Director of the Company. He
graduated from the University of Paris with a Docteur-en-Droit degree. Dr. Hu has been practicing as
a barrister for over 49 years and is currently the president of Shue Yan College in Hong Kong. He is
also a member of the China International Economic and Trade Arbitration Commission. Dr. Hu has
been serving as an independent non-executive director of CNAC since April 1997. He is also an
independent non-executive director of Founder Holdings Limited, a company engaged in invastment
holding and listed on the Hong Kong Stock Exchange. He was a member of Preparatory Committee
and Selection Committee for the First Government of Hong Kong and was member of the Standing
Committee of the 8th and 9th Chinese People's Political Consultative Conference. He is a Justice of
Peace of Hong Kong and was awarded the honorary title of Officer of the Order of the British Empire,
or O.B.E., in 1375 and the Golden Bauhinia Star by the government of Hong Kong in 1998.

Wu Zhipan, aged 48, is an Independent Non-executive Director of the Company. Mr, Wu acquired a
Doctor in Laws Degree from Schoot of Law, Peking University, in 1988, and was a visiting scholar at
Harvard Law School from 1991 to 1992, Mr. Wu is currently the Vice chancellor of Beijing University.
He is also an expert consuitant of the Supreme People’'s Court, an arbitrator of the Arbitration Panel
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of China International Economic and Trade Arbitration Commission and President of the China
Economic Law Research Institute Society. Mr. Wu is the author of a large number of legal
publications and has 20 years of extensive work experience in the legal field. Mr. Wu is also an
independent non-executive director of two Shanghai Stock Exchange listed companies, namely China
Minsheng Banking, Corp., Lid. and Henan Zhongfu Industry, Co., Ltd., an independent non-
executive director of Fortune SGAM Fund Management Co., Ltd. and