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CORPORATE PROFILE

TravelSky Technology Limited {the “Company’ or including its subsidiaries, the “Group”) is the dominant
provider of information technolagy solutions for China's aviation and travel industry. The Group has been
devoted to developing leading products and services that satisfy the needs of a.l the industry participants
— ranging from commercial airlines, airports and air travel products and services suppliers to travel agencies,
corporate clients, travelers and cargo shippers — to conduct electronic transactions and manage the dernand
for travel-related information. The core businesses of the Company include aviation information technology
service, distribution pf information technology service, etc..

The Company was incerporated in the People's Republic of China {the “PRC” or "China”) on Octaber 18,
2000 and has a controlling equity interest in each of the following subsidiaries: TravelSky Technology (Hong
Kong) Limited, TravelSky Technology (Singapore) Limited, TravelSky Technology {Korea) Limited, TravelSky
Technolegy (Japan) Limited, Hainan Civil Aviation Cares Co., Ltd., Cares Shenzhen Co., Ltd., Cares Hubei Co.,
Ltd., Cares Chongqing Information Technology Co., Ltd., Aviation Cares of Yunnan Information Co., Ltd., Civil
Aviation Cares of Xiamen Ltd., Civil Aviation Cares of Qingdao Ltd., Civil Aviation Cares Technology of Xi‘an
Ltd., Civil Aviation Cares Technology of Xinjiang Ltd. and InfoSky Technology Co., Ltd.. The Company also holds
an equity interest in each of the following associated companies; Shanghai Civil Aviation East China Cares
System Integration Co., Ltd., Shenyang Civil Aviation Cares of Northeast China, Ltd., Aviation Cares of
Southwest Chengdu, Ltd., Heilongjiang TravelSky Airport Technology Limited, Yunnan TravelSky Airport Technology
Limited, Shanghai Dongmei Aviation Tourism Online Co., Ltd , Dalian TravelSky Airport Technology Limited |
Hebei TravelSky Airport Technelogy Limited and Guangzhou Airport AirSpan Information Technology Co. Lid.

The Group had 2,629 employees as of December 31, 2007

The H shares of the Company were listed on The Stock Exchange of Hong Kong Limited {the "Stock
Exchange”) on February 7. 2001. The current largest shareholder of the Company is China TraveiSky Holding
Company {"CTHC"), which holds an equity interest of approximately 22.3% in the Company. A total of
approximately 42.7% of the equity interest in the Company is held by 14 Chinese commercial airlines,
including the holding companies of the three largest Chinese commercial airlines, namely, China Southern
Air Holding Company, China Eastern Air Holding Company and China Nationa! Aviation Holding Company. The
remaining 35.0% of the equity interest in the Company is held by holders of its H shares.

The Company established a Sponsored Level | American Depositary Receipt Programme. American depositary
shares under the programme commenced trading on the U.S. overthe-counter market on December 27 2002.
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FINANCIAL HIGHLIGHTS
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FINANCIAL HIGHLIGHTS
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CHAIRMAN’S STATEMENT

Dear Shareholders,

Subsequent to the bookings processed by our electronic travel distribution
("ETD"} system breaking through 100 million benchmark for the first time in
2004, the number of bookings processed by the ETD system in 2007 surpassed
200 million to 204.4 million. Having maintained such rapid momentum, the
operating status and the financial performance have been satisfactory.

Looking forward, though risk factors such as global economic slowdown projected
to be triggered by the US subprime crisis and domestic inflation resulting from
factors such as the rise of foodstuff price will inevitably cause unfavorable
impacts on investment, consumption, imports and exports, it is expected that
China’s economy will continue to grow rapidly. Driven by the robust development
of China’s economy and the stimulation on business trip and leisure travel by the
forthcoming Beijing Clympic Games, | believe China's aviation industry will
continue to be prosperous,

At present, amidst the progress of information and industrialization integration,
information technology is becoming the driving force of optimization and upgrade
of industrial structure, realization of economic growth mode transformation as
well as the development of the new-type industrialization with Chinese
characteristics. As the aviation and travel industry is one of the key component
of the national economy, under the impetus of gradual deregulations, pro-
competition industry policies and extensive application of open platform
technologies and the internet, participants of the industry are more reliant on
information technology to strive for more effective allocation of core resources,
promote the transition in the mode of operational management and marketing,
and strengthen compound competitiveness, so as to cater for the development
trend of forming networks and alliances in the industry, and to cope with the
increasingly fierce international and domestic competitions for sustainable
development, thereby pushing ahead the rationalization and upgrades of structure
of the industry.
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CHAIRMAN’S STATEMENT

Originated from the vigorous information technology field and serving in the prosperous aviation and travel
industry, the Group is devoting itself to be a leading information technology and business service provider
with core competitiveness and a top-notch internationally competitive company in the principle of consolidating
its dominant position in China and Asian markets. Heading towards this development goal, based on the core
aviation passenger businesses, the Group will build its new operation centre, develop new generation aviation
passenger service system, broaden its aviation cargo logistics information services as well as the e-commerce
business for terminal passengers, reinforce the establishment of regional market system, and enhance the
services for overseas clients to gradually execute the strategy of strengthening and expanding enterprise by
going to the outside world.

For the above purposes, embarking on such crucial year of strategic adjustment and planning as 2008, the
Group will place emphasis on the {ollowing: keep on increasing input into infrastructure, and also level up
the security level through technology innovation and security management, in order to ensure information
security of aviation passengers during the Olympic; apart from devoting further effort in improving and
developing the existing systems, speed up the construction of the new generation aviation passenger service
system and increase self-innovation capability with the principle of self-development, gradual improvement
and openness 1o reach the aims of advanced system function, flexible technology structure and lower
operating costs; continue to optimize technology, products, business and customer service to coordinate a
unified integrated market service systems, and strengthen the service ability especially in the overseas
market so as to strive to preserve and expand market share and scale of core businesses; fully capitalize
on the support of capital operation to entities’ businesses, actively enlarge the aviation cargo logistics
information service and e-commerce services of online/offline travel products distribution including hotels,
airtickets with the target at terminal passengers, so as to create new sources of growth in income; persist
in the human-oriented notion, optimize internal management system and workflow, introduce the equity
incentive plan when appropriate, reinforce risk management, enhance the Company's governance, innovate
the enterprise culture and increase the operation efficiency of the Group unceasingly.

Finally, | would like to thank every shareholders, investors, clients, directors and supervisors for their trust
and support. | believe with the effort and diligence of our staffs, the Group should be able to achieve the
set development goal to create value for all shareholders constantly.

Sun Yongtao
Acting Chairman

March 28, 2008
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i BUSINESS REVIEW

As the leading provider of information technalogy solutions for the China’s aviation and travel industry, the

Company stands at a core tache along the value chain of China's aviation and travel service distribution. While

the Company provides advanced aviation information technology and its extended services to the Chinese

commercial airlines, it also distributes commercial airlinas products and services to travel agents, travel

service distributors, ticketing offices, corporate clients and individual consumers, and is taking a leading role

in provision of infarmation technology solutions. With more than two decades of continuous development,
| the Company has preliminarily built up relatively comprehensive product lines of information technology
services with sirong functignalities, to satisfy the needs of all the industry participants ranging from
commercial airlines, airports, travel products and service suppliers 1o travel agents, travel service distributors,
corporate clients, travelers and cargo shippers. Through the product lines, the Company helped these indusiry
participants to broaden their core business, improve their service quality and enhance their operational
efficiency.

AVIATION INFORMATION TECHNOLOGY SERVICE

The Company's aviation information technology ("AlT"} services, which consist of series of products and
solutions, are provided to Chinase comrnercial airiines and over 300 foreign and regional commercial airlines.
The AIT services comprise electronic travel distribution ("ETD”) service {including Inventory Control System
{"ICS") service, Computer Reservation System ("CRS"} service) and Airport Passenger Processing (“APP")

service, as well as other extended information technelogy solutions related to the above core businesses,
\cluding but not limited to, product service 10 support aviation alliance, solutions for developing commercial

Comparing :
14.8% to appro%a

As expected, China is on the way heading for the aviation market with fas'[\es}devm{ m\

development potential globally, amid the rapidily growing domestic economy\th acce sra\t\edwﬁbbilitw K
N

productive elements, and the booming business trips and leisure travel. Thanks to the strong growth in avuatuon\

AL and-encrmou

industry of the PRC, as the dominant supplier of information technelogy solutions in the PRC avlatnon and T
travel industry, the Company’s ETD system surpassed 200 million bookings and processe_g app\rox@ately i
204.4 million bookings on domaestic and overseas commercial airlines in 2007, representing ar?‘in\c‘rease of -
approximately 18.2% over Year 2006. Among which, bookings on Chinese commercial airtines in\creased by )
approximately 18.0%, while that on foreign and regional commercial airlines increased by approximateli\ '

22.0%.
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BUSINESS REVIEW

Recently, the increasingly internationalized PRC aviation market has been spurred into intensifying competitions
driven by the “Sky Opening” concept and under the deregulating and pro-competition industry policies. The
Group has been focusing on product lines like seat management, distribution information technology solutions
and fare solutions for commercial airlines and improving its AlT and extended services, to meet commercial
airlines’ needs of information technology solutions for strengthening network and hub construction, dedicating
themselves to alliances and co-cperation, improving electronic direct-sale ability, diversifying products and
service and enhancing profitability. In 2007, the Company continued perfecting and promoting its systems
of BSP (Billing and Settlement Plan} electronic ticketing, Airline Direct-sale electronic ticketing and Airline
Online electronic ticketing. While meeting the needs in the Iinterline Electronic Ticketing {{ET) between
Chinese commercial airlines and major foreign and regional commercial sirlines, the Company also provided
technaology suppaort for 36 foreign and regional commercial airlines such as American Airlines and Deutsche
Lufthansa AG to sell e-tickets. E-tickets sold by Chinese commercial airlines using the Company's electronic
ticketing system amounted to approximately 152.1 million segments, representing 91.2% of flight bookings
by the end of 2007 With the technology support by the Company in 2007, Air China Limited and Shanghai
Airlines Company Limited and China Southern Airlines Company Limited respectively joined Star Alliance and
SkyTeam smoothly, paving the way for capitalizing on alliance value and earning improvement. In 2007, the
Company continued perfecting and promoting air fare solution. The domestic fares auto display, auto computation
and electronic fare checking products developed by the Company have been widely used in Chinese
commercial airlines, together with a progress in international fare display and calculation. With the joining
of 25 additional foreign and regional commercial airlines including Lufthansa German Airlines, Air France and
British Airways, the number of foreign and regional commercial airlines with direct links with the Company's
CRS increased to 57 in 2007 with the direct-sale percentage over 93.1%, thus considerably increasing the
Company's ability to resist market risks.

In 2007 the Company continued to provide value-added service for commercial airlines and airports and boost
. simplified business activity focusing on its APP system. The Company’s self-developed Common Use Self

o
P Service (CUSS) system which meets the |ATA standard was also installed in five airports inctuding Guangzhou
- and Shenyang after the installation in airports like Kunming Airport. The self-developed online check-in

products, transfer management system and airline ground operation managerment system were also successively
used, effectively improving ground services of commercial airlines and airport. Tha Company installed and
upgraded the new generation APP front system (“NewAPP") in top 50 airports in terms of throughput in China,
thus further securing its leading position in the market. In 2007 the Company made continuous efforts in
promoting the APP system and its operations in overseas or regional airports to assist Chinese commercial
airlines in providing transfer and through check-in services, and passenger departures processed amounted
——— to approximately 5.3 million. With the joining of KLM Royal Dutch Airlines and Singapore Airlines, the number
- - of foreign and regional commercial airlines using the Company's APP system increased to 37 and passenger
departures processed amounted to approximately 2.8 million.
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BUSINESS REVIEW

While playing the advantages of powerful mainframe capacity, flexible research and development on open
platforms and technologies, and quick response, the Group's new generation aviation passenger service
system (“the system”) aims to achieve smooth transition of system functions at low operation cost by
focusing on passengers and adopting service-oriented architecture {“SOA"), so as to support the sustainable
development of commercial airlines’ businesses and in line with the development trend of aviation and travel
industry. In 2007, the Group embarked on the planning and demonstration of the system with a progress
in technological preparation, based on the strengthened research on the industry development and informatian
technology trend to clarify the system'’s developing thoughts.

DISTRIBUTION INFORMATION TECHNOLOGY SERVICE

The Group's travel distribution network comprises approximately 52,400 sales terminals owned by more than
6,580 travel agencies or travel service distributors, with high-level networking and direct links to all Global
Distribution System around the warld and 57 foreign and regional commercial airlines through SITA networks,
covering over 400 domestic and overseas cities. The Group rendered technology support and localised
services to travel agencies and travel service distributors through mare than 30 local distribution centers
across China and overseas disiribution centers in Hong Kong and others, the network processed over 140.7
million transactions during the year with transaction amounting te over RMB181.7 billion.

The Group continued io strengthen the product line of distribution information technology in 2007, aiming
to delivering more diversified and up-to-date content to travel agencies and travel service distributors, so as
to support their flexible distribution modes and conventent operation flows. Addressing travel service distributors’
demands for interface products, a common front business system was developed which improved its
compatibility with other business systems. In view of middle and large scale distributors’ demands on back-
office management software, comprehensive business platform products were designed and developed to
support them in managing customer data, publishing sales policies and so on, thus improving their operational
efficiency. After the strategic cocperation in 2005 with American Express, one of the largest global business
travel management companies, in 2007 the Company also entered into agreement with another large
business travel management company, Carlson Wagonlit, to provide comprehensive information technology
solutions for its business development.

TRAVEL PRODUCT DISTRIBUTION SERVICE

The continuous booming inbound and outbound travel as well as domestic travel market of China in recent
years, further fuelled by the Beijing 2008 Olympic Games which is as an important drive to China's travel
industry, have provided a favourable ocpportunity for the Group to expand its travel product distribution services
including hotel reservation, “hotel + air ticket” packages, car rental and business trip insurance products.
In 2007 the Group kept perfecting the hotel distribution system to actively cooperate with the travel product
providers and travel service distributors. The Company successfully distributed 429,000 hotels' room-nights,
which is of 1.9 times as compared with the corresponding period last year.
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BUSINESS REVIEW

INFORMATION TECHNOLOGY INTEGRATION SERVICE

tn 2007, capturing opportunities arising from the demands for China's aviation information safety, the Group
vigorously expanded its information technology integration service. While developing information management
system APSIS (Aviation Passenger Security Information System) for terminal 3 of the Beijing Capital Airport,
the Group also assisted governmental security departments of Chongging and Shenzhen in completion of
certain inforrmation technology integration projects.

INFRASTRUCTURE

The Group's infrastructure serves its business continuity for development. Its objectives are to ensure safety,
satisfy the needs of business development, adjust system structure and optimize resource allocation by
making full use of available technologies, business and management instruments, so as to improve operating
reliability and interference resisting -ability with lowered operating expenses.

To meet the needs for system operation safety and emergency assurance availability from fast growing
businesses and new business development in 2007, the Group continuously carried cut technological renovations
on infrastructure to profit from providing aviation passenger information security service for the coming Beijing
Olympic Games. System performance, processing capacity and safeguarding capability were improved with
efforts to expand mainframe and open platform resources, build up mainframe and open platform backup
systems, perfect NewAPP backup system, strengthen each step of business data network, and improve
machine room environment and power supply. [n 2007 the availability ratios of the Company’s ICS, CRS and

APP mainframe systems were approximately 99.9%, 99.9% and 99.8% respectively.
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FINANCIAL REVIEW

MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion and analysis sheuld be read in conjunction with the financial information of the Group
contained in the financial statements {together with the notes thereto) reproduced in this annual report. The
financial statements have been prepared in accordance with International Financial Reperting Standards. The
following discussions on the synopsis of historical results do not represent a prediction as to the future
business operations of the Group.

For Year 2007, profit before taxation of the Group was approximately RMB718.6 million, representing an
increase of approximately 14.4% over that in the year ended December 31, 2006 (“Year 2006"). Earnings
before interests, tax, depreciation and amortization (EBITDA)} reached approximately RMB892.2 million,
representing an increase of approximately 13.0% over that in Year 2006. Profit attributable to equity holders
of the Company was approximately RMB631.0 millian, an increase of approximately 22.4% over that in Year
2006 was mainly due to the increase of operating profit and the refund of income tax.

The basic and diluted earnings per share of the Group in Year 2007 was RMBO0.36.
TOTAL REVENUE

The total revenue of the Group in Year 2007 amounted to approximately RMB2,001.9 million, representing
an increase of approximately RMB290.2 million, or 17.0% from approximately RMB1,711.7 million in Year 2008.
Such increase was mainly due to the rapid increase in the business volume of the Company's AlT services
and the increase of revenue from other business such as the distribution of travel products and information
technology integration in 2007 The increase in total revenue is reflected as follows:

. AIT service revenue represented 80.0% of the total revenue of the Group in Year 2007 as compared

OVERVIEW

to 81.5% in Year 2006. AlT service revenue increased by approximately 14.8% to approximately
RMB1.601.2 million in Year 2007 from approximately RMB1,395.2 million in Year 2006.

. Data network and other revenue represented 20.0% of the total revenue of the Group in Year 2007
as compared to 18.5% in Year 2006. Data network and other revenue increased by approximately
26.6% to approximately RMB400.7 million in Year 2007 from approximately RMB316.5 miltion in Year
20086.
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FINANCIAL REVIEW

OPERATING EXPENSES

Operating expenses for Year 2007 amounted to RMB1,345.0 million, representing an increase of RMB1971
million, or 17.2%, from RMB1,147.8 million in Year 2006, The increase in operating expenses reflected the

following:

. Depreciation and amortization expenses increased from RMB229.2 million in Year 2006 by 6.1% to
RMB243.1 million in Year 2007 mainly due to that the increase in the capital expenditure for Year 2007
led the increase of the depreciation and amortization;

. Staff costs increased by 13.3%, primarily due to an increase in the number of employees in order to
support the development of the Group's business;

. Technical support and maintenance fees increased by 54.8%, mainly due to the addition of a large-
scale mainframe and network facilities into the Company, which led tc corresponding increase of
technical support and maintenance fees;

. Commission and promotion expenses increased by 278%, primarily because of business development

such as APP and hotel reservation and the successful execution of marketing plans; and

. Network usage increased from RMB76.5 million in Year 2006 by 9.2% to RMB83.6 million in Year 2007
mainly due to the expansion of aviation information technology services.

As a result of the above changes in revenue and operating expenses, the operating profit of the Group
increased by RMB93.1 million, or 16.5%, to RMB656.8 millien in Year 2007 from RMBS62.8 million in Year
2006.
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FINANCIAL REVIEW

ENTERPRISE INCOME TAX

The Company, registered as a new technology enterprise in October 2000 in Zhongguancun Haidian Science
Park, has been approved by the Haidian State Tax Bureau an enterprise income tax rate of 15% was effective
from January 1, 2006.

As stated in the Company’'s announcement issued on January 31, 2007, ithe Company was recognized as one
of the “Important Software Enterprises under the National Planning Layout” {"Important Software Enterprises”)
in 2006. According to relevant regulations, recognized Important Software Enterprises which are not in their
tax holiday period are entitled to an EIT preferential tax rate of 10% in the relevant year. Accordingly, the
Company. recognized as one of 2006 Important Software Enterprises is entitled to enjoy the above EIT
preferential tax rate in the financial year ended December 31, 2006. The Company has already paid EIT at
the rate of 15% for the financial year ended December 31, 2006. According to the related regulations, the
EIT paid by the Company for the financial year ended December 31, 2006 over the preferential tax rate of
10% will be refunded to the Company in the subsequent year. Its impact was accounted for in 2007 financial
statements accordingly.

In Year 2007 the Company had paid the enterprise income tax for the financial year ended December, 31
2007 at a rate of 15%. As mentioned in the Company's announcement published on March,13 2008, the
Company was once again recognized as one of the “Important Software Enterprises” in 2007 According to
the related regulations, the difference between the enterprise income taxes levied at the rate of 15% and
that at the rate of 10% in 2007 will be refunded to the Company in 2008. The refund will be accounted for
in subsequent financial statements when the refund occurs.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE COMPANY

As a result of the above factors, the profit attributable to equity holders of the Company increased by
approximately 22.4% to approximately RMBB631.0 million in Year 2007 from approximately RMB515.6 million
in Year 2006.

RESERVES AVAILABLE FOR DISTRIBUTION

After the appropriation of the statutory surplus reserve fund and the discretionary surplus reserve fund from
the profit attributable to shareholders as reflected in the statutory financial statements prepared separately
under PRC Accounting Standards and regulations, the reserves available for distribution as at December 31,
2007, as stated in Note 33 to the financial statements, amounted to RMB959.6 million,
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FINANCIAL REVIEW

DIVIDEND

On March 28, 2008, the Board recommended a final cash dividend of RMBG.13 per share for Year 2007,
amounting to RMB230,920,950. After the distribution of the above dividend declared, the retained earnings
available for distribution as at December 31, 2007 would be approximately RMB728.6 million (2006: RMB592.5

million),
LIQUIDITY AND CAPITAL STRUCTURE
The following table summarizes the cash flows of the Group for the years presented:

For the year ended December 31
2007 2006

(RMB in million) {RMBEB in million)
e

Net cash generated from opaerating activities 720.6 650.9
Net cash used in investing activities (467.12) (42.1)
Net cash used in financing activities {256.7) {217.3)
Effect of foreign exchange rate changes on

cash and cash equivalents {20.8) (15.2)
Net increase {decrease) in cash and cash equivalents (24.0} 376.3

The Group's working capital for Year 2007 mainly came from operating activities. Net cash inflow from
operating activities amounted to RMB720.6 miltion.

In Year 2007, the Group had no short-term and long-term bank loans, and the Group did not use any financial
instruments for hedging purposes.

As at December 31, 2007, cash and cash equivalents of the Group amounted to RMB1,209.2 million, of which
approximately 90.5%, 6.5% and 2.6% were denominated in Renminbi, U.S. dallars and Hong Kong dollars,
respectively.
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| FINANCIAL REVIEW

HELD-TO-MATURITY FINANCIAL ASSETS

As at December 31, 2007 the Group held RMB100 million treasury bonds of China with an interest rate of
3% per annum. The maturity date of the treasury bonds is on December 18, 2008.

CHARGE ON ASSETS
As at December 31, 2007 the Group had no charge on its assets.

CAPITAL EXPENDITURE

The capital expenditure of the Group amounted to approximately RMB623.8 million in Year 2007, representing
an increase of approximately RMB464.5 million as compared to that of approximately RMB159.3 million in
Year 2006. The capital expenditure of the Group in Year 2007 consisted principally of purchase of hardware,
software and infrastructure in accordance with the Group's business strategies.

The Board estimates that the Group’s planned capital expenditure for year 2008 will amount to approximately
RMB1,372.0 million, which is mainly for construction of new operating centre in Beijing and development
and gradual implementation of the new generation aviation passenger service system and other new
businesses. The sources of funding for the capital expenditure commitrments will include internal cash flow
generated from operations. The Board estimates that the sources of funding of the Group in year 2008 wili
be sufficient for its capital expenditure commitments, daily operations and other purposes.

EXCHANGE RISKS

The Group's foreign exchange risk arises from commercial transactions and recognised assets and liabilities.
Fluctuation of the exchange rates of Renminbi against foreign currencies could affect the Group's resulis of
operations.

GEARING RATIO

As at December 31, 2007 the gearing ratio of the Group was approximately 10.8% (2006: 10.3%), which
was computed by dividing the tota! amount of liabilities by the total assets of the Group as at December
31, 2007
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FINANCIAL REVIEW

CONTINGENT LIABILITIES
As at December 31, 2007 the Group had no material contingent labilities.
EMPLOYEES

As at December 31, 2007, the total number of employees of the Group was 2,629, Staff costs amounted
1o approximately RMB271.7 million for Year 2007, representing approximately 20.2% of the total operating
cost of the Group for Year 2007.

The remuneration of the employees of the Group (including Executive Directors and Staff Representative
Supervisors) includes salaries, bonuses and other fringe benefits. The Group has different rates of remuneration
for different employees (including Executive Directors and Staff Representative Supervisors), according to
their performance, experience, position and cther factors in compliance with the relevant PRC laws and
regulations. Currently, none of the Non-executive Directors receive any remuneration. Nevertheless, any
reasonable expenses incurred by the Non-executive Directors during their service pericd will be borne by
the Company. Independent Non-executive Directors do receive remuneration from the Company, which is
determined by reference to the prevailing market price, and that any reasonable expenses incurred by
Independent Non-executive Directors during their service period will be borne by the Company.

In Year 2007, the Group continued to provide its employees with opportunities to acquire skills in relation to
the aviation and travel industry, computer technologies and business administration and provide training on
the latest development in areas such as computer technologies, personal development, laws, regulations and

economics.
BASIC MEDICAL INSURANCE REGULATION

On February 20, 2001, the People’s Government of the Municipality of Beijing in the PRC promulgated the
“Basic Medical Insurance Regulation for the Municipality of Beijing” {the "Regulation”). Given the fact that
relevant regulations concerning employees’ medical insurance must be applied according to the policies
applicable to the place in which a company is located, the head office of the Company in Beijing implemented
the Regulation from September 1, 2002 onwards. For Year 2007, the Company incurred a total amount of
RMB8,972,092 {a total amount of RMB7.162,909 was incurred in Year 2008) pursuant to the Regulation. The
Board believes that by implementing the Regulation, the financial position of the Company has not been
materially affected.
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CORPORATE GOVERNANCE REPORT

The Board {the “Board”), Supervisory Committee and Senior Management of the Company are committed
to implementing effective corporate governance policies to ensure that all decisions are made in good faith
and in accordance with the principles of transparency, fairness and integrity. With necessary and effective
counterbalance, the Company continues to improve its corporate governance structure, so as to raise the
quality of supervision and management, and to meet the expectation of its shareholders and related parties.

CORPORATE GOVERNANCE PRACTICE

In compliance with Company Law of the People’s Republic of China and the Articles, the Company has
regulated its operations and provided information of the Company to all market participants and regulatory
authorities on a timely, accurate, complete and true basis, aiming to enhance its transparency. The Board has
adopted the code provisions as stipulated in "Code of Corporate Governance Practices” (the “Code”) in
Appendix 14 to the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
(the "Listing Rules”} as the Company's code of corporate governance practices from 2005.

As stated in Corporate Governance Report in 2006 Annual Report of the Company, the Company deviated
from code provisions A.1.1 and C.2.1 of the Code in 2006. In 2007 the Company actively improved the
situation and the Board held a total of five meetings. The Board also reviewed the Group's internal control
system, which includes the functions of finance, operation and compliance control and risk management,
and its effectiveness. The Board believes that the Group's internal control system was basically effective and
sufficient.

In 2007, the Company has fully complied with the Code except the code provisions D.1.1 and D.1.2. The
Company has set out the respective duties of the Board and the General Manager in the Articles. However,
the Company has not formulated specific guidelines in respect of other duties of the management and
authority delegated to the management, which deviates from code provisions D.1.1 and D.1.2 of the Code.
The Board is of the opinion that the current management does not prejudice the interests of the Company.
The Board is also considering to set out explicitly the duties of the management in the process of improving
the Company's internal control system.
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SECURITIES TRANSACTIONS OF DIRECTORS

Each director {"Director”) of the Company has fulfilled their duties in a conscientious, diligent and honest
manner. The {Company has adopted the “Model Code for Securities Transactions by Directors of Listed
Issuers” ("Model Code"”) as set out in Appendix 10 to the Listing Rules, requesting all Directors to carry out
securities transactions in accordance with the Model Code. Having made specific enquiries of all Directors,
no Director failed to comply with the relevant requirements of the Model Code in 2007

THE BOARD

The Board is responsible to lead and monitor the Company, and to collectively make decision on and supervise
the operation of the Company.

In 2007 the Board is responsible to prepare accounts for each financial period 1o ensure them to reflect the
Group’s business, results and cash flow during the period in accurate and fair manner. In compiling the
accounts for 2007, the Board has adopted the International Financial Reporting Standard ("IFRS”} and selected
the appropriate accounting policy to make prudent and reasonable judgments and estimations, and prepared
accounts on ongeing concern basis. The Directors accept responsibilities for the preparation of the Group's
financial statements. In 2007 the Board announced annual results for 2006 and interim results for 2007 within
120 days and 60 days respectively after the end of the relevant financial periods in accordance with the
requirements under the articles of association of the Company.

In 2007, the Board comprises 15 Directors {Refer to the section of “Corporate Information” for the list of
members of Directors), of which 4 were Executive Directors and 11 were Non-executive Directors {including
3 Independent Non-executive Directors). Biographies of each of the current Directors are set out on pages
122 to 128. Each of the Directors has extensive experience in aviation, information technology or finance.
The appointment of Independent Non-executive Directors is in compliance with the requirements as set out
in Rules 3.10{1) and {2} of the Listing Rules. In 2007 Chairman of the Board {Chairman} and Chief Executive
Officer {(General Manager) were reassumed by Mr. Zhu Yong and Mr. Zhu Xiaoxing respectively.
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The third Board was elected at the extraordinary general meeting of the Company held on January 9, 2007
with the term of office of three years for each Director. Following the approval by Annual General Meeting
held on June 5, 2007 Mr. Cao Jianxiong and Mr. Chow Kwok Wah, James resigned from their respective
office of a non-executive Director due to arrangement of his other work and an independent non-executive
Director for personal reason. Meanwhile, Mr. Luo Chacgeng and Mr. Chua Keng Kim were respectively
appointed as a non-executive Director and an independent non-executive Director for a term ending on the
expiry date of the term of the third Board.

The three Independent Non-executive Directors, Mr. Yick Wing Fat, Simon, Mr. Yuan Yaohui, Mr. Chua Keng
Kim and Mr. Chow Kwok Wah, James (resigned on June 5, 2007}, have submitted their annual confirmations
of independence for 2007 in accordance with Rule 3.13 of the Listing Rutes. The Company is in the opinion
that all the said Independent Non-executive Directors are in compliance with the guidelines for assessing
independence as set out in Rule 3.13 of the Listing Rules. The Independent Non-executive Directors
consistently performed their duties in active and prudent manner. Based on the overall interests of the
Company, the Independent Non-executive Directors, with their valuable professional experience, have provided
guidance for operation management of the Company. Moreover, being the members of the Audit Committee
and the Remuneration and Evaluation Committee {"Remuneration Committee”), they have performed their
duties in supervising financial reporting procedures and reviewing internal control.

In 2007 the Board held a total of five meetings, with attendance of the meeting of the Board as follows:

Number of

Position in the Number of meeting to be Attendance

Name Third Board In 2007 meeting attended attended rate
{Times) {Times}

Zhu Yong Chairman 5 5 104%
Wang Quanhua  Vice-Chairman, 5 {with 1 5 100%
Non-executive Director attended by other
authorised Director
‘ on his behalf}
Luo Chaogeng  Vice-Chairman, 3 3 100%
| Non-executive Director
Gong Guokui Vice-Chairman, 5 5 100%
i Non-executive Director
Rong Gang Non-executive Director ) 5 100%
Sun Yongtao Non-executive Director ) 5 100%
Zhy Xiaoxing Executive Director, 5 {with 1 5 100%
General Manager attended by other
authorised Director
on his behalf}
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Number of

. Position in the Number of meeting to be Attendance
- Name Third Board In 2007 meeting attended attended rate
{Times) {Tires)
Ding Weiping Executive Director 5 5 100%
Song Jinxiang Executive Director 5 5 100%
" Liu Dejun Non-executive Director 5 5 100%
Xia Yi Non-executive Director 5 5 100%
~ Song Jian Non-executive Director 5 5 100%
Yick Wing Fat,  Independent 5 ) 100%
Simon Non-executive Director
Yuan Yaohui Independent 5 5 130%
Non-executive Director
Chua Keng Kim  Independent 3 3 100%
Non-executive Director
Cao Jianxiong Resigned as a Non-executive 2 {with 2 2 100%
Director in June 2007 attended by other
authorised Director
on his behalf)
Chow Kwok Wah, Resigned as an Independent 2 2 100%
James Non-executive Director
in June 2007

Despite the explicit regulations on the duties of and the authority delegated to the Board and the General
Manager under the Articles, the Board has yet to set out clear guidance on the duties of and the authority
delegated to the management, which is partly deviated {from code provisions D.1.1 and D.1.2. The Board is
of the opinion that the management, where the General Manager being the core leader, when assigned the
tasks of handling daily operation and management of the Company, shall not prejudice the interests of the
Cormpany. The Board s also considering to set out explicitly the duties of the management in the process
of improving the Company's internal conirol system.
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The Board is accountable to the general meeting in accordance with the Articles and performs the following
duties: convening general meeting and reporting its work therein; implementing resolutions passed at the
general meeting; confirming business plans and investment plans; preparing the annual budgets and accounts;
proposing to shareholders on the distribution of dividends and bonuses as well as increment and decrement
of share capital; establishing proposals for amendment of the Articles; deciding other significant affairs and
administrative issues of the Company other than issues to be resolved in the general meeting as stipulated
in Company Law of the PRC and the Articles, and exercising other power by virtue of office and obligations
as delegated by the general meeting and the Articles. 1t is also stipulated in the Company’s Articles that
resolutions approved by the Board in connection with the Company’s connected transactions are not valid
unless they are signed by Independent Non-executive Directors.

According to the Articles, the Board delegates the following duties to the General Manager: to manage the
Company’s daily production and operation; to coordinate the implementation of the resolutions passed by
the Board; to coordinate the implementation of the annual business plans and investment plans; to formulate
plans for the internal management framewaork; to formulate framework plans for the branches of the Company;
to establish the basic management system; to formulate the basic constitution; to propose the appointment
or dismissal of the Deputy General Manager and Financial Controller of the Company; to appoint or dismiss
officers other than those to be appointed or dismissed by the Board; to perform other duties as delegated
by the Company’s articles of association and the Board.

In addition, the Board authorized the General Manager to approve investments related to the Company's
principal business made by institutions in which the Company has invested less than RMB5S million {for
instance, the Company’s regional distribution centers). Such authority was given to the Board in the general
meeting in 2002 and was then delegated to the General Manager for the purpose of enhancing management
efficiency of its daily business operation.

The Board reviewed the Campany's internal control system. The management is responsible to implement
and maintain the Group's existing internal control system and its effectiveness, and in turn the activities of
the management and the effectiveness of the internal control system shall be monitored by the Board and
its Audit Committee. The review on the Group’s internal control system was completed at the end of 2006.
For the insufficiency found during the review, the Group will gradually improve it in accordance with the
Internal Control Manual. The Board believes that in 2007, the Group's internal control system was basically
effective and sufficient, and reviews the effectiveness of the Group’s internal control system every year at
least.
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AUDIT COMMITTEE

The role, duties and autherity of the Audit Committee are available at the Company’s website. They mainly
include: review of the financial report in respect of its completeness, accuracy and integrity; receive report
from the management and auditors; make enquiries and receive reasonable explanations to and from the
Company's financial department and auditors on the Company's financial position; review issues in respect
of the Group’s internal control and financial reporting and report the same to the Board. The Audit Committee
held at least two regular meetings each year, and will be held any time as and when necessary.

The Audit Committee comprises three Independent Non-executive Directors, namely Mr. Yick Wing Fat, Mr.
Yuan Yachui, and Mr. Chow Kwok Wah, James and Mr. Yick Wing Fat was elected as the chief member of
the Audit Committee. Each member of the committee has same term with the correspending Director. In
June 2007 as Mr. Chow Kwok Wah, James resigned from the office as an Independent Non-executive Director,
following the consideration and approval of the Board, Mr. Chua Keng Kim was appointed as a member of
the Audit Committee. Attendance rate of all members in the meetings was as follows:

Number of

Number of meeting to be Attendance
Name meeting attended attended rate
{Times) {Times)

Yick Wing Fat, Simon 2 2 100%
{Chief member/Chairman of the committee)

Yuan Yaohui 2 2 100%

Chua Keng Kim (appointed in June 2007} 1 1 100%

Chow Kwok Wah, James (resigned in June 2007) 1 1 100%

fn 2007, the Audit Committee has convened twe meetings, the minutes of which were submitted to the Board.
The Audit Committee has sufficient resources t¢ discharge its duties. Its work during the year is briefly
described as follows:

. review of financial reports for the year ended December 31, 2006 and the six months ended June
30, 2007. Upon discussion with the management, the Company’s financial department and external
auditors, it was agreed on the accounting treatment policy adepted by the Group, Group has tried its
best to ensure the disclosure of financial information is in compliance appropriate accounting standards
and the requirements of the Listing Rules;

. review of auditing arrangements of external auditors and their status report, and examination of issues
raised by auditors to the management and the management'’s response to the same;
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. review of reports from the Company and external auditors in relation to connected transactions,

. review of the independency of external auditors and effectiveness of auditing procedures and discussion
with auditors about the nature and scope of auditing and reporting obligation;

. consideration and approval of remuneration for auditing services and terms of employment of external
auditors for 2007 supervision if any non-auditing services has been provided by external auditors and
giving of advice to the Board on employment of auditors;

. review of the Company's regulations on financial control and risk management, supervision of the
coordination between internal and external auditing and their effectiveness, as well as the efficiency
of internal financial reporting procedure and the implementation of internal management; and

. discussion with the management on the Company's internal control and the appointment of professional
consultant, review on the internal control system in accordance with the Listing Rules, and provision
of advice and recommendations to the Board.

The Audit Committee also advised to appoint PricewaterhouseCoopers (Certified Public Accountants in Hong
Kong) and PricewaterhouseCoopers Zhong Tian CPAs Limited Company (Certified Public Accountants in the
PRC} as the Group's international and PRC external auditors respectively for Year 2008.
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REMUNERATION AND EVALUATION COMMITTEE (“REMUNERATION
COMMITTEE”)

The Remuneration Committee comprises three Independent Non-executive Directors and two Non-executive
Directors. One Independent Non-executive Director was elected as the chief member of the Remuneration
Committee. The role and duties of the Remuneration Committee are available at the Company's website. They
mainly include: study of appraisal criteria for Directors and senior management and give advice and carry out }
appraisal according to the Company’s actual operation; study and review of remuneration policies and '
proposals of Directors and senior management, and evaluating its effectiveness; advising the Board on the
overall remuneration policies and frameworks of Directors and senior management of the Company, and on
the remuneration policy for setting up formal and transparent procedures; monitor the implementation of the
Company's remuneration policies; determine specific remuneration of all Executive Directors and senior
management and advising the Board on the remuneration of Non-executive Directors; review and appreoval
of performance-linked remuneration in accordance with the corporate goals as from time to time approved
by the Board; review and approval of the payment of compensation for loss or termination of office or
appointment to Executive Directors and senior management to ensure such compensation is determined in
accordance with contract terms; review and approval of the compensation arrangement for dismissal or
removal of Directors for their misconducts to ensure such arrangement is made in accordance with contract
terms; ensure no Director or its associates could determine their own remuneration. The Remuneration
Commitiee shall report to the Board its decisions or recommendations. The remuneration plan of the
Company’s Directors made by the Remuneration Committee is subject to the aporoval of the Board, and
consideration and approval at the general meeting. The remuneration plan of the Company’s senicr management

should also be approved by the Board.

The Remuneration Committee comprises three Independent Non-executive Directors, namely Mr. Yuan Yachui,
Mr, Yick Wing Fat and Mr. Chow Kwok Wah, James and two non-executive Directors, namely Mr. Wang
Quanhua and Mr. Sun Yongtao, and the Independent Non-executive Director, Mr. Yuan Yaohui was elected
as the chief member of the Remuneration Committee. Each member of the committee has same term with
the corresponding Director. In June 2007, as Mr. Chow Kwok Wah, James resigned from the office as an
Independent Non-executive Director, following the consideration and approval of the Board, Mr. Chua Keng
Kim was appointed as a member of the Remuneration Committee.
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The remuneration committee held a meeting in March 2007 to consider and investigate the existing remuneration
and examination system and the actual implementation situation of the Company and discuss on how to
gradually normalise and improve the remuneration and examination work of the directors and senior management
members. Atiendance rate of all members of the Remuneration Committee in the meeting was as follows:

Number of

Number of meeting to be Attendance

Name meeting attended attended rate
(Times) {Times)

Yuan Yaohui i 1 100%
{Chief member/Chairman of the commitiee)

Yick Wing Fat, Simon 1 1 100%

Wang Quanhua 1 1 100%

Sun Yongtao 1 1 100%

Chua Keng Kim {appointed in June 2007) 0 0 —

Chow Kwok Wah, James (resigned in June 2007) 1 1 100%

REMUNERATION POLICY OF DIRECTORS

The Board has entered into a service contract with the Directors on behalf of the Company under the
authorization given at the general meeting. Pursuant to the contract, the annual fees of each of the
Independent Non-executive Directors from 2007 will be RMB120,000 (RMB90,000 for 2006), but the
Independent Non-executive Directors are not entitled to bonus. The fees are determined with reference to
the prevailing market price and their respective working experience. The other Executive Directors and Non-
executive Directors are not entitled to such fees and/or bonus. However, Executive Directors are entitled to
the compensation for their full-time service as a full-time employee, which include salaries, benefits, subsidies
and retirement benefit scheme contribution as required by the laws and regulations of the PRC, determined
with reference to their respective work duties, performance and working experience, as well as the discretionary
bonus paid to employees based on the perfermance and financial position of the Company in accordance
with the employees’ remuneration scheme. The Company also bears the reasonable costs incurred by the
Directors during their service in the Company and the Directors are entitled to liability insurance acquired
by the Company for the Directors, Supervisors and senior management. The revised proposal for Directors’
remuneration is determined by the Board and the Remuneration Committee according to the authorization
given at the general meeting and the applicable laws and regulations. Details of remuneration of each of the
Directors are set out in Note 7 in pages 78 to 80 to the financial statements.
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NOMINATION OF DIRECTORS

The Company has not yet set up a nomination committee. Nomination and election of Directors are currently
carried out in accordance with the Articles. At present, the nomination and election procedure of the Directors
is as follows: the promoter shareholders and the Board nominate and recommend candidates of Directors
{other than Independent Non-executive Directors) and Independent Non-executive Directors respectively.
Following the nomination of candidates of Directors {including Independent Non-axecutive Directors) by the
Board in accordance with the relevant requirement of Company Law of the PRC, the Listing Rules, Chapter
14 of the Articles “Eligibility and obligations of Directors, Supervisors, Managers and other senior management
of the Company’, the Company will put forward for election in the general meeting. The Director serves a
term of 3 years and is subject to re-election upon expiry. Written notices of intention of nominations of
Director's candidate and of candidate’s acceptance for nomination shall be sent to the Company after the
date that the notice on the general meeting for the purpose of Directors’ election is issued and at least 7
days prior to the date of the meeting. Each of the Board comprises of 15 Directors, of which at least one-
half of the Directors are external Directors {including at least three Independent Non-executive Directors).
Directors shall be elected by way of ordinary resolution in the general meeting. In case more than 15 Directors
are approved, those who have got the highest vote shall be elected as Directors. Any Director who has
unexpired terms of office may-be removed by way of ordinary resclution at the general meeting provided
that the general meeting is in compliance with the relevant provisions of laws and administrative rules.

Members of professional committees under the Board shall be nominated by either the Chairman, more than
half of the Independent Non-executive Directors or one-third of all the members of the Directors, and
subsequently elected by the Board. Chief members of all committees shall be appeinted by the Board.
Eligibility of all committee members shall comply with related stipulations of working rules of the committees.

REMUNERATION OF EXTERNAL AUDITORS

Aggregate remunerations for auditing services provided by PricewaterhouseCoopers and
PricewaterhouseCoopers Zhong Tian CPAs Limited Company the Company's international and PRC auditors
respectively, to the Company for Year 2007 amounted to RMB1,500,000. In addition, PricewaterhouseCoopers
Zhong Tian CPAs Ltd. Co. provided the capital verification services for the Company in respect of the
Company’s capital increase in 2007 and received service fees of RMB50,000.
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STRATEGIC COMMITTEE

The Strategic Committee comprises six directors. It is responsible to study and advise the Company on its
long term development strategies and significant investment decisions, including major issues like significant
investment financing plans, significant capital operations and asset operations, which have an impact on the
Company’s development. Their duties are available at the Company's website.

On January 9, 2007 the Board decided to appoint Direciors Cao Jianxiong, Zhu Yong, Wang Quanhua, Gong
Guokui, Rong Gang and Ding Weiping to form the Strategic Committee, and Director Cao Jianxiong as the
chief member of the committee. Each member of the committee has same term with the corresponding
Director. In June 2007 as Mr. Cao Jianxiong resigned from the office as a Non-executive Director, following
the consideration and approval of the Board, Mr. Luo Chaogeng was appointed as a member of the
Remuneration Committee and appointed as the chief member.

In January 2007, the Strategic Committee convened a meeting to discuss the Company's strategic cooperation
projects and reported to the Board. Attendance rate of each member at the Strategic Committee meetings

was as follows:

Number of

Number of meeting to be Attendance

Name meeting attended attended rate
{Times)} (Times)

Luo Chaogeng 0 0 —
{Chief member/Chairman of the committee)
Zhu Yong i 1 100%
Wang Quanhua 1 1 100%
Gong Guokui 1 1 100%
Rong Gang 1 1 100%
Ding Weiping 1 1 100%
Cao Jianxiong 1 1 100%

(former chief member, resigned in June 2007}
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SUPERVISORY COMMITTEE

In accordance with the Company Law of the PRC and Articles of Association- of the Company, the Supervisory
Committee comprises nine Supervisors, including five Shareholder Representative Supervisors, one Independent
Supervisor and three Staff Representative Supervisors. Other supervisors are all elected and appointed by
Shareholders' General Meeting of the Company, except Staff Supervisors are elected, appointed or removed
at the meeting of the staff representative of the Company. The term of each of the Supervisors of the third
Supervisory Committee of the Company commenced from January 9, 2007 Biographies of each of the
Supervisors are set cut in pages 128 to 130.

Supervisory Committee reviews the Company's financial position in accordance with the Company's Articles
and supervises the operation management activities of the Board and senior management. The Supervisory
Committee is respensible to attend board meetings, review financial information proposed by the Directors
at the general mesting from time to time such as corporate financial affairs and financial statements, and
supervise activities of the Board and other senior management for their discharge of duties. In case of conflict
of interest between the Company and any of its Directors, the Supervisory Committee shall negotiate or
initiate legal proceedings against such Directors on behalf of the Company. Any resolution proposed in any
meeting of the Supervisory Committee shall be adopted with approval granted by two-thirds or more of the
Supervisors.




28 | TravelSky Technology Limited

CORPORATE GOVERNANCE REPORT

During 2007 the Supervisory Committee held three meetings. It reviewed financial information relating to
the 2006 annual results and 2007 interim results, supervised over operation and management activities of
the Board and senior management and made recommendations to the management. Attendance of the nine

supervisors of the Supervisory Committee was as follows:

Number of

Position in the third Number of mesating to be Attendance

Name Supervisory Committee meeting attended attended rate
{Times) {Times)

Li Xiaojun Chairperson of the 3 3
Supervisory Committes
Du Hongying Vice Chairperson of the 2 3
Supervisory Committee
Jing Gongbin Shareholder Representative 3 with 1 3
Supervisor attended by other
authorised Supervisor
on his behalf}
Zhang Yakun Shareholder Representative 3 3
Supervisor
Yu Yanbing Shareholder Representative 3 3
Supervisor
Gao Jingping Staff Representative 3 3
Supervisor
Wang Xiaomin  Staff Representative 3 3
Supervisor
Zhang Xin Staff Representative . 3 3
Supervisor
Rao Geping Independent Supervisor 3 3

100%

66.7%

100%

00% |
100%
100%
100%
100%

100%

All Supervisors of the Supervisory Committee fully complied with the requirements of Model Code as set

out in Appendix 10 to the Model Code.

By Order of the Board
Ding Weiping
Company Secretary

March 28, 2008
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The Board of Directors (the “Board”) of the Company is pleased to present its report together with the audited
financial statements of the Group for Year 2007

GROUP ACTIVITIES

The Group is the dominant provider of information technology solutions for China's aviation and travel
industries. The core businesses of the Group include aviation information technology service, distribution of
information technology service, etc..

The analysis of the Group’s financial performance is set out under the section “Financial Review"
No analysis of the Group's revenues and contribution to operating profit by geographical areas is presented,

as revenues and results of the Group during Year 2007 were principally derived from the operations of the
Group in the PRC.

SHARE CAPITAL STRUCTURE

At the annual general meeting and class meetings of the Combany held on June 5, 2007 a resolution was
passed for the bonus issue of 888,157500 new ordinary shares at par. value of RMB1 per share to the equity
holders of the Company on basis of one bonus share for one existing share {“Bonus Issue”).

The issued share capital of the Company as at December 31, 2007 amounted to 1,776,315,000 shares, with
a par value of RMB1.00 each. As at December 31, 2007 the share capital structure of the Company was as

follows:
- I " Percentage to
Number of the total number of
shares as at shares in issue as at
Shares December 31, 2007 December 31, 2007
{%)
- - " " " . |
Domestic Shares 1,154,607,000 65.00
H Shares 621,708,000 35.00
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SUBSTANTIAL SHAREHOLDERS

As at December 31, 2007 pursuant to the register required to be maintained under Section 336 of the
Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) {the “Ordinance”}, the following
substantial shareholders held an interest of 5% or more in their respective class of share capital of the

Company:

Class and respective class of Percentage of
Name of shareholder no. of Securities  Capacity share capital  total share capital
{Note 1} {Note 2)
]
CppenheimerFunds, Inc. 93,994,000 H shares  lavestment 15.12% 5.28%
at par value of Manager
RMB1 each (L}
Platinum Investment 5,656,276 H shares  Investment 1.82% 0.32%
Management Limited at par value of Manager {Notes 3 and 10)
{Formerly known as "RMB1 each {L}
Platinum Asset
Management Limited) 22,820,650 H shares  Investment 734% 1.28%
at par value of Manager/ {Notes 3 and 10)
RMB1 each {L} Trustee
{Other than
a bare trustee)
Matthews International 28,239,000 H shares  Investment 9.08% 1.59%
Capital Management, at par value of Manager {Notes 4 and 10)
LLC RMB1 each (L}
J.2 Morgan Fleming Asset 22,199,000 H shares  Investment 714% 1.25%
Management {Asia} Inc. at par value of Manager {Notes 5 and 10
RMB1 each {L}
J.2 Morgan Fleming Asset 22,199,000 H shares  Investment 714% 1.25%
Management Holdings Inc. at par value of Manager {Notes 5 and 10}
RMB1 each (L)
JF Asset Management 22,199,000 H shares  Investment 114% 1.25%
Limited at par value of Manager {Notes & and 10}

RMB1 each (L)

Percentage of
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Percentage of

Class and respective class of Percentage of
Name of shareholder no. of Securities  Capacity share capital  total share capital
{Note 1) {Note 2}
Templeton Asset 48,835,000 H shares  Investment 785% 2.75%
Management Limited at par value of Manager
RMB1 each {L}
Plantinum International Fund 16,809,650 M shares  Beneficial 5.00% 0.89%
at par value of owner {Notes 6 and 10)
RMB1 each {L)
Oppenheimer International 24,888,000 H shares  Investment 8.01% 1.40%
Small Company Fund at par value of Manager {Notes 7 and 10)
RMB1 each (L)
China TravelSky 396,993,000  Beneficial 34.38% 22.35%
Holding Company Domestic Shares owner
at par value of
RMB1 each (L) (Note 8)
China Southern Air 232,921,000  Beneficial 20.17% 13.11%
Holding Company Domestic Shares owner
at par value of
RMB1 each (L} (Note 8)
43,849,000 Interest of a 3.80% 2.47%

Domestic Shares
at par value of
RAMB1 each (L) (Note 71)

controlled
corporation
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Percentage of

Class and respective class of Percentage of

Name of shareholder no. of Securities  Capacity share capital  total share capital

{Note 1) {Note 2)

China Eastern Air 218,829,000  Beneficial 18.95% 12.32%
Holding Company Domestic Shares owner

at par value of
RMB1 each {L} {Note 8)

5317000  Interest of a 0.46% 0.29%
Domestic Shares controlled
at par vaiue of corporation

RMB1 each (L) {Note 9)

2,600,000 Interest of 3 0.23% 0.15%
Domestic Shares controlled
at par value of corporation

RMB1 each {L} {Note 9)

China National Aviation 178,867000  Beneficial 15.49% 10.07%
Holding Company Domestic Shares owner
at par valug of
RMB1 each (L) {Note 8)

8,697000 Interest of a 0.75% 0.49%
Domestic Shares controfled
at par value of corparation

RMB1 each (L (Note 12)
]
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Notes:
(1 (L) — Long position
{2) Percentage of total share capital is based on 1,776,315,000 shares of the total issued share capital of the Company

as at December 31, 2007

(3} Such percentage is shown in the corporate substantial shareholder notice of Platinum Investment Management
Limited dectared and filed on April 11, 2007 at the latest. As to the knowledge, the information collected and belief
of the Directors of the Company, they are unable to confirm whether such ratio represents the shareholding ratio
of the shareholder after the Bonus Issue. Please also refer to Note (10) below.

4) Such percentage is shown in the corporate substantial shareholder notice of Matthews International Capital
Management declared and filed on August 5, 2005 at the latest. As to the knowledge, the information collected
and belief of the Directors of the Company, they are unable to confirm whether such ratio represents the
shareholding ratio of the shareholder after the Bonus Issue. Please also refer to Note {10) below.

{5) Such percentage is shown in the corporate substantial shareholder notice of this shareholder declared and filed
on April 1, 2003 at the latest. As to the knowledge, the information collected and belief of the Directors of the
Company, they are unable to confirm whether such ratio represents the shareholding ratio of the shareholder after
the Bonus Issue. Please also refer to Note (10) below.

{6 Such percentage is shown in the corporate substantial shareholder notice of Plantinum International Fund declared
and filed on April 18, 2007 at the latest. As 1o the knowledge, the information collected and belief of the Directors
of the Company, they are unable to confirm whether such ratio represents the shareholding ratio of the shareholder
after the Bonus Issue. Please also refer to Note (10} below.

{7) Such percentage is shown in the corporate substantial shareholder notice of Oppenheimer International Small
Company Fund declared and filed on March 22, 2006 at the fatest. As to the knowiedge, the information collecied
and belief of the Directors of the Company, they are unable to confirm whether such ratio represents the
shareholding ratio of the shareholder after the Bonus Issue. Please also refer to Note {(10) below.

(8) To the knowledge of the Directors of the Company, after the Bonus Issue, the number of the domestic shares
of the Company held by substantial shareholders, the percentage of such domestic shares to the total domestic
share capital and percentage to total share capital are as follows: (il 198,496,500 domestic shares are held by China
TravelSky Holding Company, representing 34.38% of the total domestic shares and 22.35% of the total share
capital; (i} 116,460,500 domestic shares are held by China Southern Air Holding Company, representing 20.17%
of the total domestic shares and 13.11% of the total share capital; (i) 109,414,500 domestic shares are held by
CE Holding, representing 18.95% of the total domestic shares and 12.32% of the total share ¢apital; {iv) 89,433,500
domestic shares are held by China National Aviation Holding Company, representing 15.49% of the total domaestic
shares and 10.07% of the total share capital.
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(9}

(10

(1)

(12)

These shares are held by China Eastern Airlines Corporation Limited and China Eastern Airlines Wuhan Limited
respectively. China Eastern Air Holding Company is deemed tc be interested in the shares held by China Eastern
Air Holding Company and China Eastern Airlines Wuhan Limited by virtue of the Ordinance.

The Directors are unabte to confirm the shareholding of the relevant substantial shareholders because those
substantial shareholders have not filed any corporate substantial shareholder notice after the Bonus Issue.
Theoretically, the number of Shares held by those substantial shareholders should increase after the Bonus Issue
(with the shareholding percentage remain unchanged}. However, the Directors cannot exclude the possibility that
those substantial shareholders have disposed of any Shares after the Bonus Issue, $0 that the number of Shares
held by those substantial shareholders before and after the Bonus Issue and as at 31 December 2007 remain the
same. The Directors are alsc unable to ascertain the shareholding of those substantial shareholders from the
register of holders of H Shares of the Company as the information contained therein may not reflect the actual
beneficial shareholding of the shareholders (i.e. the registered shareholders may be bare trustee or hoiding some
Shares on behalf of the others and this kind of interest is not required to be disclosed under the SFO).

These shares are held by Xiamen Airlines Company Limited. China Southern Air Holding Company was deemed
to be interested in the shares held by Xiamen Airlines Company Limited by virtue of the Ordinance.

These shares are held by Shandong Airlines Company Limited. China National Aviation Holding Company was
deemed to be interested in the shares held by Shandong Airlines Company Limited by virtue of the Qrdinance.

Save as disclased above, as at December 31, 2007, no other persons or companies held an interest or short
positions of 5% or more of the issued share capital or in the respective class of shares of the Company
pursuant to the register required to be maintained under Section 336 of the Ordinance.

PUBLIC FLOAT

As at the latest practicable date prior to the printing of this report, the Company has maintained the prescribed
public float under the Listing Rules, based on the information that is publicly available to the Company and
within the knowledge of the Directors.
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INTERESTS AND SHORT POSITION OF DIRECTORS, SUPERVISORS AND
CHIEF EXECUTIVES IN THE SHARES, UNDERLYING SHARES AND
DEBENTURES OF THE COMPANY AND ANY OTHER ASSOCIATED
CORPORATIONS

As at December 31, 2007 the interest or short position in the shares, underlying shares and debentures of
the Company or any of its associated corporations {as defined in Part XV of the Crdinance) held by the
Directors, Supervisors or chief executives of the Company that is required to be notified to the Company
and the Stock Exchange required to be recorded and kept in the register in accordance with Section 352 of
the Ordinance, or the interest or short position required to be notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers (the “Model Code”}
set out in Appendix 10 tc the Listing Rules are as follows:

Percentage to Percentage to

Number and  Capacity the corresponding the total
Name of Director class of shares  of holder share capital share capital
(Note 1) (Note 2)
- |
Chua Keng Kim 417000 H shares (L}  Interest of spouse 0.07% 0.02%
at par value of
RMB1 each
]
Notes:
1, (L} — Long position
2. The percentage to the total share capital is calculated based on the total number of 1,776,315,000 shares of the

Company issued as at December 31, 2007

Save as those mentioned above, as of December 31, 2007 none of the Directors, Supervisors or chief
executives had any interest or short position in any shares, underlying shares and debentures of the Company
or any of its associated corporations {as defined in Part XV of the Crdinance) that is required to be recorded
in the register maintained in accordance with Section 362 of the Ordinance, or any interest or short position
required to be notified to the Company and the Stock Exchange pursuant to the Model Code as set out in
Appendix 10 to the Listing Rules. None of the Directors, Supervisors or chief executives of the Company
or their respective associates had been granted or had exercised any rights to subscribe the securities of
the Company or any of its associated corporation (as defined in Part XV of the Ordinance) for the year ended
December 31, 2007
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SERVICE CONTRACTS OF DIRECTORS AND SUPERVISORS

The third Board and Supervisory Committee have been set up on January 9, 2007 upon election at the
extraordinary general meeting of the Company held on January 9, 2007 Each Director and Supervisor of the
third Board and Supervisory Committee has entered into a service agreement with the Company and will
serve a term of three years. On June 5, 2007 after the approval of the general meeting, Mr. Cao Jianxiong
and Mr. Chow Kwok Wah, James resigned from the office of a non-executive Director and an independent
non-executive Director respectively; Mr. Cae Jianxiong resigned due to arrangement of his other work while
Mr. Chow Kwok Wah, James resigned for personal reason. At the same time, after the approval from the
general meeting, the appointment of Mr. Luo Chaogeng as a non-executive Director and Mr. Chua Keng Kim
as an independent non-executive Director will be until the end of the third Board of Directors.

For the year ended December 31, 2007 no Directors or Supervisors, proposed to enter into a service
-agreement which would not expire or determinable by the Company within one year without payment of
compensation (other than statuiory compensation).

INTERESTS OF DIRECTORS AND SUPERVISORS IN CONTRACTS

Certain members of the third Board and Supervisory Committee are also members of management of various
Chinese commercial airlines which are shareholders of the Company. The contracts or transactions entered
into between the Company or any of its subsidiaries and such airline shareholders have been referred to in
the section “Connected Transactions” of this Report of Directors. Save as disclosed in that section, none
of the Directors or Supervisors of the Company had a material, direct or indirect, interest in any contract
of significance to which the Company or any of its subsidiaries was a party during Year 2007

REMUNERATION OF DIRECTORS AND SUPERVISORS

Details of the remuneration of Directors and Supervisors are set out in Note 7 to the financial statements.
INTEREST CAPITALIZED

No interest was capitalized for the Group in Year 2007

PROPERTY, PLANT AND EQUIPMENT

Movements in property, plant and equipment of the Group during Year 2007 are summarised in Note 13 to
the financial statements.
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RESERVES

Details of movements in reserves of the Group for Year 2007 are set out in the consolidated statement of
changes in shareholders' equity.

DIVIDENDS

The Board recommends the payment of a final dividend of RMBO0.13 per share for Year 2007

EMPLOYEES’ RETIREMENT SCHEME

Details of the employees’ retirement scheme of the Group are set cut in Note 8 to the financial statements.

MAJOR SUPPLIERS AND CUSTOMERS

Société Internationale de Télécommunications Aeronautiques S.C. ("SITA S.C") was the largest supplier to
the Group for Year 2007 and the total network usage fees paid by the Group to SITA S.C. in Year 2007
accounted for 6.5% of the Group's total operating expenses {excluding depreciation and amortization expenses).
During Year 2007 the total amount paid to the five largest suppliers of the Group accounted for 15.8% of
the Group's total operating expenses (excluding depreciation and amortization expenses).

Sales to the largest customer of the Group, China Southern Airlines Company Limited, the subsidiary of China
Southern Air Holding Company, accounted for 174% of the Group's total revenues for Year 2007 During Year
2007 total sales to the Group's five largest custormers accounted for 55.4% of the Group’s total revenues.
Three of these top five customers, China Southern Airlines Company Limited, China Eastern Airlines Corporation
Limited and Air China Limited, the respective substantial shareholders of China Southern Air Holding
Company, China Eastern Air Holding Company, and China National Aviation Holding Company, are the
substantial shareholders of the Company, holding an aggregate of approximately 35.5% of the issued share
capital of the Company as at December 31, 2007 The aggregate revenue derived from the above major
customers s set out in Note 38 to the financial statements.

Save as disclosed in this report and in Note 3B to the financial statements, none of the Directors, Supervisors
and their associates nor any shareholder (which to the knowledge of the Directors hold more than 5% of
the Company's issued share capital) had any interest in any of the aforementioned suppliers and customers.

SUBSIDIARIES AND ASSOCIATED COMPANIES

Particulars of the Company’s subsidiaries and associated companies as at December 31, 2007 are set out
in Note 1 to the financial statements.
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CONNECTED TRANSACTIONS

Continuing Connected Transactions

During Year 2007 the Group continued to carry out the following transactions, which constitute connected
transactions as defined in the Listing Rules, and are required to be disclosed in accordance with Chapter
14A of the Listing Rules:

{a)

(b)

Provision of Services and Technological Support by the Group to the Company’s Promoters

In Year 2007 the Group continued to provide certain promoters of the Company (other than China
TravelSky Holding Company) or as the case may be, their respective subsidiaries {namely Hainan
Airiines Company Limited, China Eastern Air Wuhan Company Limited, Shanghai Airlines Company
Limited, Shandong Airlines Company Limited, Shenzhen Airlines Company Limited {"Shenzhen Airlines™},
Sichuan Airlines Company, China Southern Airlines Company Limited, China Eastern Airlines Corporation
Limited (“Eastern Airlines”) and Air China Limited ("Air China”) with aviation information technology
service and technical support and its related business services. The service fees payable by such
promoters {or, as the case may be, their respective subsidiaries) to the Group was determined in
accordance with the pricing schedule prescribed by the General Administration of Civil Aviation of China
HERBAMTHB). Such promoters, and, as the case may be, their respective subsidiaries, being
associates of such promoters, are connected persons of the Company.

For Year 2007 total service fees paid by such promoters (or, as the case may be, their respective
subsidiaries) to the Group amounted to approximately RMB1,311.3 million {2006: RMB1,147.9 million}.
Please refer to Note 38 to the financial statements for further details and financial information of
significant transactions relating to the provision of such services by the Group during Year 2007 Please
also refer to the announcements of continuing connected transaction dated March 17, 2006, February
14, 2007 September 19, 2007 and October 19, 2007 and circulars dated April 7, 2006, March 7, 2007,
October 10, 2007 and December 10, 2007 respectively in relation to the continuing ¢connected
transaction for further details, in particular, the annual cap for this continuing connected transaction
for the year ended December 31, 2007 disclosed therein.

Lease of Properties by the Company from China TravelSky Holding Company

The Company continued to lease two properties from China TravelSky Holding Company in Year 2007
Since China TravelSky Holding Company is one of the promoters of the Company and a substantial
shareholder of the Company, China TravelSky Holding Company is regarded as a connected person of
the Company. Details and financial information relating to such leases during Year 2007 are set out
in Note 38 to the financial statements.

For Year 2007, total rental and usage fees paid by the Company to China TravelSky Holding Company
amounted to approximately RMB38,609,000 (2006; RMB38,609,000).
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(¢) Transaction between SITA Information Networking Computing (UK) Limited (“SITA INC. UK} and InfoSky
Technology Co., Ltd. (“InfoSky”), a subsidiary of the Company

During Year 2007 the total charges in relation to air cargo services paid by InfoSky to SITA INC. UK
amounted to US$2,673,683 (2006: US$2,395,217) based on the charges agreed by both parties and
with reference to usage. As Société Internationale de Télécommunications Aeronautiques Greater
China Holdings Limited {“SITAGCH") is a substantial shareholder of infoSky, SITAGCH is a connected
person of the Company, and as SITA INC. UK is a fellow subsidiary of SITAGCH, SITA INC. UK is a
connected person of the Company.

{d} Membership fees and Data Nerwork Services Usage Fees Paid by the Company to SITA 5.C.

During Year 2007, the Company, as a member of SITA S.C., continued to engage SITA S.C. in providing
all types of services and data network services 1o the Company. The data network services usage fees
were determined based on the usage and the pricing schedule set by SITA S.C. applicable to all users
of the data network services of SITA §.C.. The membership fees are determined with reference to
the ratic of the total amount of bills for the services charged to the Company by SITA 5.C, Société
Internationale de Télécommunications Aeronautiques NV or their respective wholly-owned subsidiaries
in the previous financial year to the total amount of all income receivable by all members of SITA S.C.
in that financial year. Since both SITAGCH and SITA §.C. are collectively owned, directly or indirectly,
by the members of the Air Transport Community. The Air Transport Community is a group formed by
many communities of interest entities within the air transport industry, the members of which include
the members of SITA and customers, and many associations, councils and committees of the industry
across the wortd. SITA S.C. is therefore considered as a connected person of the Company.

For Year 2007 the membership fee and data network usage fees payable by the Company to SITA S.C.
amounted to RMB57.875,055 {2006: RMB55,521,777).

{e) Transactions between the Company and the Service Companies

The service companies (the "Service Companies”) are the companies established between the
Company and certain promoters for distributing the products of the Company and providing better
service to customers in different regions. Since such promoters are entitled to exercise, or control
the exercise of 10% or more of the voting power at any general meeting of the Service Companies,
the Service Companies are regarded as connected persons of the Company. The Service Companies
pay fees to the Company for using mainframe resources, linking with the Company’s data netwaork,

and connection and instatlation of terminal equipment and printers at the rates prescribed by the
General Administration of Civil Aviation of China (FEIREBMEHE) or on a cost basis if applicable.
If the Service Companies also provide front end technical supports for airport passenger processing
system {APP system}, they are entitled to share the profit generated from APP system with the
Company.
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For Year 2007, the Company’s fees received from the Service Companies and the revenue of APP
System shared by the Service Companies aggregated to RMB33,891,097 (2006: RMB29,362,606).

In the opinion of the Independent Non-executive Directors of the Company, the above Hems {a) to {g)
of the continuing connected transactions and the agreements governing those transactions:

(i) were entered into by the Group in the ordinary and usual course of its business;

{ii) were conducted either (a} cn normal commercial terms (the term applicable to transactions of
similar nature and are carried out by similar entities); or (b) {where there is no available
comparison) on terms that are no less favorable than those available to or from independent
third parties;

(iiiy  were conducted on the terms of the relevant agreement governing those transactions, which
are fair and reasonable and in the interest of the shareholders of the Company as a whole; and

(ivl  if they fall within any of the following categories, did not exceed the upper limits set out below
for the financial year ended December 31, 2007:

Categories of transactions Cap Amount
|

Transaction between the Group and RMB1,743.308 million
certain promoters of the Company or {(Please refer to the caps of promoters or
as the case may be, subsidiaries of subsidiaries of promotes mentioned
promoters of the Company in the circular of the Company to shareholders

dated April 7 2006. Furthermore,

for the caps of Air China and Shenzhen Airlines,
please reter to the numbers mentioned

in the circular of the Company to shareholders
dated March 7 2007

For the cap of Eastern Airlines,

please refer to the number mentioned

in the circular of the Company to shareholders

dated October 10, 2007)
]
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. Categories of transactions Cap Amount

. Leasing properties from RMB40.00 million |
China TravelSky Holding Company (please refer to the circular of the Company

; to shareholderss dated March 7, 2007
! for further details)

Transactions between InfoSky and US$ 2.73 million
SITA INC.UK (please refer to the announcement
of the Company dated February 14, 2007 :
for further details) °

Transaction between the Company and RMB37.20 million
. the Service Companies (please refer to the circular of the Company
' to shareholde s dated March 7, 2007

| for further details} .

Transaction between the Company and RMBB7.00 million
«  SITA S.C. {please refer to the circular of the Company

to shareholders dated March 7 2007

for further details)
-/ |

The Board has received a letter of confirmation from the auditors stating that the above items
(a) to {e) of the continuing connected transactions:

(a) have been approved by the Board;

(b) were conducted in accordance with the pricing policies of the Company for transactions
involving provisions of goods and services {for the sample selected);

(c) were conducted in accordance with the terms of the respective agreements and documents
governing those transactions (for the sample selected); and

(c} the aggregate amounts of the relevant transactions incurred in Year 2007 have not
exceeded their respective annual caps (as referred to in item (iv] above}.
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OTHER CONNECTED TRANSACTIONS

On March 29, 2007, the Company entered into computer software development service agreement with Asia

Technology Development Center of Beijing (“Asia Technclogy ™}, pursuant to which the Company agreed to
} engage Asia Technology to provide computer sofiware development services. As Asia Technology, being an
;‘ indirect wholly owned subsidiary and associate of China TravelSky Holding Company, the premoter and a
: substantial shareholder of the Company, Asia Technology is a connected person of the Company and the said
! technology development service agreements constituted connected transactions under the Listing Rules. The
total consideration payable by the Company under the above agreement is RMB18,800,000. Since each of
the applicable percentage ratios referred to in Rule 14A.32(1} of the Listing Rules in relation to such transaction
is less than 2.5%, such transactions was therefore subject to reporting and announcement requirements
under the Listing Rules and was exempt from the approval of the Company's independent shareholders
requirement. The Company has published an annocuncement on March 29, 2007 setting out the terms of such
transaction.

Cn June 12, 2007, the Company entered into the New APP Systemn Construction Service Agreement with
Cares Hubei Co., Ltd. {("Hubei Cares”), pursuant to which the Company agreed to engage Hubei Cares to
provide the Company the services of constructing and implementing New APP System in an airport in Hubei
Province. Hubei Cares is a non-wholly owned subsidiary of the Company. As China Eastern Airlines Wuhan
Limited (FREIFEAMERZEER R T2 8)), a connected person of the Company, is entitled to exercise, or
control the exercise of, 10% or more of the voting power of any general meeting of Hubei Cares, Hubei Cares
is a connected person of the Company pursuant to Rule 14A.11({5) of the Listing Rules. The connected
transaction therefore constitutes a connected transaction under Chapter 14 of the Listing Rules for the
Company. The total consideration payabie by the Company under the above agreement will be RMB3,905,130.
In addition, as Hubei Cares is one of Service Companies, the Company has entered into the Network Service
Agreement ("Network Service Agreement”) with Service Companies on December 30, 2006. Since the
respective percentage ratios of the aggregate of the consideration payable by the Company under the
NewAPP System Construction Service Agreement and the amounts of the transactions entered or to be
entered into between the Group and Hubei Cares under the Network Service Agreement do not exceed 2.5%,
the connected transaction is only subject to anncuncement and reporting requirements under Rule 14A.45
to Rule 14A.47 of the Listing Rules and is exermpt from the independent shareholders’ approval requirement.
The Company has published an announcement on June 12, 2007 setting out the terms of such transaction.
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On QOctober 12, 2007, the Company entered into the Joint Venture Agreement with China Southern Airlines
Company Limited and Guangzhou Airport Group Limited (B #35 % B 22 5]). Since China Southern Airlines
Company Limited is a subsidiary of China Southern Air Holding Company, a promoter of the Company, China
Southern Airlines Company Limited is an associate of a connected person, and alsc a connected person of
the Company under Rule 14A.11{4) of the Listing Rules. Therefore, the transaction under the above Joint
Venture Agreement constitutes a connected transaction under Chapter 14 of the Listing Rules for the
Company. The total consideration paid by the Company under the Joint Venture Agreement is RMB4 million.
Since each of the applicable percentage ratios referred to in Rule 14A.32{1) of the Listing Rules does not
exceed 2.5%, the entering into of the Joint Venture Agreement by the Company is only subject 1o announcement
and reporting requirements under Rule 14A.45 to Rule 14A.47 of the Listing Rules and is exempt from the
independent shareholders’ approval requirement. The Company has published an announcement on October
12, 2007 setting out the terms of such transaction.

On Octaber 16, 2007, InfoSky entered into the InfoSky DCS Implementation Service Agreement with SITA
Information Networking Computing USA Inc. ("SITA INC USA"), pursuant to which InfoSky has agreed to
provide the InfoSky DCS Implementation Services. Since SITAGCH is a substantial shareholder of InfoSky,
a subsidiary of the Company, SITA INC USA is a fellow subsidiary of SITAGCH, and is also considered as
a connected person of the Company. The connected transaction therefore constitutes a connected transaction
of the Company. Since the relevant percentage ratios referred to in Rule 14A.32{1) of the Listing Rules do
not exceed 2.5%, the connected transaction is only subject to reporting and announcement requirements
under Rule 14A.45 to Rule 14A.47 of the Listing Ru'es and is exempt from the independent shareholders’
approval requirement. The Company has published an announcement on Octobar 16, 2007 setting out the
terms of such transaction.

The Directors confirm that the related party transactions referred to in Note 38 to the financial statements
are connected transactions or continuing connected transactions of the Company and they have complied
with the disclosure requirements in accordance with Chapter 14A of the Listing Rules.

TRUST DEPOSITS AND IRRECOVERABLE OVERDUE TIME DEPOSITS

As at December 31, 2007 the Group did not have any trust deposits or irrecoverable overdue time deposits.
All of the Group’s cash deposits are deposited with commercial banks and are in compliance with applicable
laws and regulations.
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TAX RELIEF AND EXEMPTION

The Company is not aware of any tax relief and exemption available to shareholders by reason of their holding
of the Company's securities.

PURCHASE, SALE OR REDEMPTION OF SECURITIES

For Year 2007, the Group did not purchase, sell or redeem any of the Company's securities.

AUDIT COMMITTEE AND COMPLIANCE WITH CODE OF CORPORATE
GOVERNANCE PRACTICES

The Audit Commitiee of the Company has reviewed the accounting policy and practice adopted by the
Company and has also discussed certain other matters relating to audit, internal control and financial reporting
including the review of the audited consclidated financial statements of the Group for Year 2007 Details of
the Company's compliance with the requirements of the Code of Corporate Governance Practices set out
in Appendix 14 to the Listing Rules for Year 2007 are set out in the “Corporate Governance Report” contained
in this annual report.

PRE-EMPTIVE RIGHTS

There is no provision regarding pre-emptive rights under the articles of association of the Company or the
PRC laws.

MATERIAL LITIGATION

The Group was not involved in any material litigation or dispute in Year 2007
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AUDITORS

Since the date of incorporation of the Company to December 31, 2001, Arthur Andersen & Co in Hong Kong
and Arthur Andersen » Hua Qiang in the PRC were the Company’s international and PRC auditors, respectively.

PricewaterhouseCoopers (Certified Public Accountants in Hong Kengl and PricewaterhouseCoopers Zhong
Tian CPAs Ltd. Co. (Certified Public Accountants in the PRC) are the Company's international and PRC auditors
respectively from Year 2002 to Year 2007.

A resolution relating to the appointment of PricewaterhouseCoopers (Certified Public Accountants in Hong
Kong) and PricewaterhouseCoopers Zhong Tian CPAs Limited Company {Certified Public Accountants in the
PRC) as the Company’s International and PRC auditors for the year ending December 31, 2008 respectively
will be proposed at the forthcoming annual general meeting of the Company in 2008.

By order of the Board
Sun Yongtao
Acting Chairman

March 28, 2008
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Dear Shareholders,

During the year ended December 31, 2007 members of the third Supervisory Committee of the Company
have diligently performed their duties, during their tenure, in ensuring that the Company has cbserved and
complied with the Listing Rules, the law and regulations of the PRC, the Articles of Association of the
Company and other relevant rules and regulations to protect the interests of the Company and its sharehclders.

Upon the election at the extraordinary general meeting of the Company held on January 9, 2007 and the
meeting of the staff representatives, the third Supervisory Committee of the Company comprises nine
Supervisors (details of which is set out in the section headed "“Corporate Information” and the biographies
of each Supervisor are set out on pages 128 to 130.}

The third Supervisory Committee convened three meetings during Year 2007 and elected its Chairman and
Vice Chairman for the new term. The Supervisory Committee also reviewed the Company’s financial staterments
for 2006 and interim financial statemenis for 2007 and attended meetings of the Board of directors of the
Company (the "Board”} and efiectively monitored the policies and decisions made by the Board as to whether
they were in compliance with the Listing Rules, the relevant laws and regulations of the PRC, the Articles
of Association of the Company, and the interests of the Company and shareholders, and offered proper
suggestions to the Board and the management.

The Supervisory Committee has carefully reviewed the Company's financial statements for Year 2007 audited
by PricewaterhouseCoopers prepared in accordance with International Financial Reporting Standards and
considers that the financial statements give a true and fair view of the financial position and operation results
of the Company and in compliance with the regulations applicable to the Company.

The Supervisory Committee confirms that the Company has not been involved in any material litigation or
arbitration, and there is no litigation or claim of material importance pending or threatened by or against the
Company during Year 2007

The Supervisory Committee is satisfied that the Board and senior management of the Company were
committed to act honestly and to perform their duties diligently, so as to protect the best interests of the
Company and shareholders for Year 2007 The Supervisory Committee considers that the report of the Board
for Year 2007 reflected the actual operational circumstances of the Company. The Supervisory Committee
' is satisfied with the Company’s results for Year 2007 and the Supervisory Committee has confidence in the

Company's future prospects and development.

By Order of the Supervisory Committee
Li Xiaojun
Chairperson of the Supervisory Committes

March 28, 2008
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INDEPENDENT AUDITOR’S REPORT

PRICEAATERHOUSE(QOPERS @

BRAkil Q’ﬂ‘ A PricewaterhouseCoopers

22nd Floor Prince’s Building
Central Hong Kong
Telephone {852} 2289 8888
Facsimile {852} 2810 9888

TO THE SHAREHOLDERS QOF TRAVELSKY TECHNOLOGY LIMITED
(Incorporated in the People’s Republic of China with limited liability)

We have audited the consolidated financial statements of TravelSky Technology Limited {the “"Company”} and
its subsidiaries (hereinafter collectively referred to as the "Group”} set out on pages 49 to 114, which comprise
the consolidated and company balance sheets as of December 31, 2007, and the consolidated income
statement, the consolidated statement of changes in equity and the consolidated cash flow statement for
the year then ended, and a summary of significant accounting policies and other explanatory notes.

DIRECTOR’S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The directors of the Company are responsibfe for the preparation and the true and fair presentation of these
consolidated financial staterments in accordance with International Financial Reporting Standards and the
disclosure requirements of the Hong Kong Companies Crdinance. This responsibility includes designing,
implementing and maintaining internal control relevant tc the preparation and the true and fair presentaticon
of financial staterments that are free from material misstatement, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consclidated financial statements based on our audit.
We conducted our audit in accordance with International Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether
the financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity's preparation and true
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the
Company and the Group as of December 31, 2007 and of the Group's financial performance and cash flows
for the year then ended in accordance with International Financial Reporting Standards and have been properly
prepared in accerdance with the disclosure requirements of the Hong Kong Companies Ordinance.

OTHER MATTERS

This report, including the opinion, has been prepared for and only for you, as a body, and for no other purpose.
We do not assume responsibility towards or accept liability te any other person for the contents of this report.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong
March 28, 2008
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CONSOLIDATED INCOME STATEMENT

{Amounts expressed in thousands of Renminbi (“RMB”), except per share data)

Year ended December 31

Note 2007 2006 ,
Revenues
Aviation information technology service ' 1,601,160 1,395,172 |
Data network and others 400,743 316,533
Total revenues 5 2,001,903 1,711,705
Operating expenses
Business taxes and other surcharges ({65,795) {56,358)
Depreciation and amortisation {243,111) (229,178).
Network usage fees (83.562) {76,529}
Parsonnel expenses (271,689) {239,743)
Operating lease payments (68,607) (63,658)
Technical support and maintenance fees (154,459) {99,801)
Commission and promotion expenses (248,075} {194,095)
Other operating expenses {209,701} {188,534)
Total operating expenses (1,344,999} (1,147,896}
Operating profit 656,904 563,809
Financial income, net 48,696 52,406
Share of results of associated companies 12,991 11,727
Profit befare taxation 6 718,59 627942
Taxation 10 (69,941} (98.421}
Profit after taxation 648,650 529,521

Attributable to:

Equity holders of the Company 630,989 515,687
Minority interest 17,661 13,934
648,650 529,521

Earnings per share for profit attributable to
the equity holders of the Company
Basic and diluted {AMB)

12

0.36

0.29

Cash Dividends

N

230,921

195,385

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED BALANCE SHEET

(Amounts expressed in thousands of Renminbi (“RMB"'))

As at December 31

Note 2007 2006
ASSETS
Non-current assets
Property, plant and equipment, net 13 1,033,148 661,149
Intangible assets, net 14 11,824 9,969
Investments in associated companies 16 85,996 68,343
Held-to-maturity financial assets 19 - 100,000
Other long-term assets 20 8,881 17.000
Deferred income tax assets 18 9,229 —_
1,149,078 856,461
Current assets
Inventories 21 9,241 4,498
Accounts receivable, net 22 141,565 84,882
Due from assocciated companies 25 6,308 273
Bue from related parties, net 23, 38{3} 389,561 300,070
Prepayments and other current assets 26 102,399 62,064
Held-to-maturity financial assets 19 100,000 —
Short-term bank deposits 27 1,843,949 1,884,604
Cash and cash eqguivalents 28 1,209,152 1,233,166
3,802,175 3,569,557
Total assets 4,951,253 4,426,018
EQUITY
Capital and reserves attributable to
equity holders of the Company
Paid-In capital 31 1,776,315 888,158
Reserves 32 1,296,834 2,066,112
Retained earnings 33
— Proposed final cash dividend 1 230,921 195,395
— Others 1,028,659 749,137
4,332,729 3,898,802
Minority interest 85,997 72,523
' Total equity 4,418,726 3,971,325
LIABILITIES
Non-Current liabilities
Deferred income tax liabilities 18 129 —
Current liabilities
Accounts payable and accrued liabilities 29 470,212 359,200
Due to related parties 30 39,960 85,442
Income tax payable 17,054 7605
Deferred revenue 5,172 2,446
532,398 454,693
Total liabilities 532,527 454,693

Total equity and liabilities | 4,951,253 | 4,426,018
Net current assets 3,269,777 3,114,864

Total assets less current labilities 4,418,855 3,971,325

Approved by the Board of Directors on March 28, 2008.

Sun Yongtao Zhu Xiaoxing
Acting Chairman Director

The accompanying notes are an integral part of these consolidated financial statements.
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~ BALANCE SHEET

{Amounis expressed in thousands of Renminbi ("RMB™'}j

As at December 31

Note 2007 2006
'
ASSETS
Non-current assets
Property, plant and equipment, net 13 980,578 622,904
Intangible assets, net 14 10,016 7908
Investments in subsidiaries 15 37507 37507
Investments in associated companies 16 27,290 21,790
Held-to-maturity financial assets ) 19 - 100,000
Other long-term assets 20 8,881 16,968
Deferred income tax assets 18 8,062 —
1,072,334 807077
Current assets
Inventeries 21 2,632 2,632
Accounts receivable, net 22 110,242 58,125
Due from subsidiaries, net 24 24,982 22,227
Due from associated companies 25 6,308 273
Due from related parties, net 23, 38(3} 381,573 289,751
Prepayments and other current assets 26 88,640 47788
Held-to-maturity financial assets 19 100,000 —
Short-term bank deposits 27 1,757,949 1,813,504
Cash and cash equivalents 28 1,111,519 1,147017
3,583,845 3,381,317
Total assets 4,656,179 4,188,394
e
EQUITY
Capital and reserves attributable to
equity holders of the Company
Paid-In capitat 3 1,776,315 888,158
Reserves 32 1,299,652 2,062,223
Retained earnings 33
— Proposed final cash dividend 1 230,921 195,395
— Others 852,988 617713
Total equity 4,159,876 3,763,489
LIABILITIES
Current liabiiities
Accounts payable and accrued liabilities 29 442,499 343,753
Due to related parties 30 30,533 74,107
Due to subsidiaries 10,789 2,390
Income tax payable 12,482 4,655
496,303 424,905
Total equity and liabilities 4,656,179 4,188,394

Net current assets 3,087,542 2,956,412
1

Total assets less current liabilities 4,159,876 3,763,489
[

Approved by the Board of Directors on March 28, 2008.

Sun Yongtao Zhu Xiaexing
Acting Chairman Director

The accompanying notes are an integral part of the financial statement.




52 | TravelSky Technology Limited

CONSOLIDATED STATEMENT OF CHANGES IN
SHAREHOLDERS’ EQUITY

{Amounts expressed in thousands of Renminbi {*"RMEB”))

Attributable to equity holders Minority

of the Company Interest Total
Paid-In Retained
Note capital  Reserves earnings
Balance at January 1, 2006 888,158 1,911,454 788,580 61,296 3,649,488
Profit for the year — — 515,587 13,934 529,521
Dividend relating to year 2005 : - — (204,278) — (204,276)
Dividends payable to minority
shareholders of subsidiaries — — — (2,707 (2,707}
Currency translation differences 32 — (701) - — (701)
Appropriation to reserves 32, 33 —_ 155,359 {155,359} — —
Balance at December 31, 2006 888,158 2,066,112 944,532 72,823 3,971,325

Attributable to equity holders Minority J‘
of the Company Interest Total I\
Paid-In Retained ’
Note capital Reserves eamings
|
Balance at January 1, 2007 888,158 2,066,112 944 532 72,823 3,971,325
Transter from reserves 31 888,157 {888,157) w — -
Proiit for the year - — 630,989 17661 648,650
Dividend relating to year 2006 1 — — (195,395) — {195,395}
Dividends payable to minority
shareholders of subsidiaries — — — (4,187} {4,187}
Currency translation differences 32 - (1,867} — — (1,667}
Appropriation to reserves 32,33 — 120,546 (120,548) - -
Balance at December 31, 2007 1,776,315 1,296,834 1,259,580 85.997 4,418,726

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED CASH FLOW STATEMENT

(Amounts expressed in thousands of Renminbi (“RMB”)}

Year ended December 31

Note 2007 2006
Cash flows from operating activities
Cash generated from operations 34 790,232 758,91
Refund of enterprise income tax 30,180 —
Enterprise income tax paid {99.772) (107,975}
Net cash generated from operating activities 720,640 650,936
Cash fiows from investing activities
Purchases of property, plant,
equipment and intangible assets (568,074) (167,947}
Maturities of short-term bank deposits 1,743,036 1,859,041
Placements of short-term bank deposits (1,702,381} (1,796,368}
interest received 64,359 64,570
Dividends received from associated companies 838 7,970
Proceeds from disposal of property, plant and equipment 661 526
Investrments in associated companies {5.500} {9,900}
Net cash used in investing activities (467.061) (42,108)
Cash flows from financing activities
Dividend paid to group shareholders (252,813) {214,443)
Dividend paid to0 minority shareholders of subsidiaries (3,964} {2,812)
Net cash used in financing activities (256,777} (217255)
Effect of foreign exchange rate changes
on cash and cash equivalents {20,816) (15,218}
Net increase {decrease) in cash and cash equivalents (24,014} 376,355
Cash and cash equivalents at beginning of the year 1,233,166 856,811
Cash and cash equivalents at end of the year 28 1,209,152 1,233,166

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounts expressed in Renninbi)

1.

COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES

TravelSky Technolegy Limited {the "Company”) was incerporated in the People's Republic of China {the
"PRC") on Cctober 18, 2000 to engage in the provision of aviation information technology service and
related services in the PRC.

The Company was listed on The Stock Exchange of Hong Kong Limited on February 7 2001. The address
of its registered office is Floor 18-20, Scuth Wing, Park C, Raycom InfoTech Park, No.2, Ke Xue Yuan
South Road, Haidian District, Beijing 100190, PRC.

As at December 31, 2007 the Company had direct or indirect interests in the following subsidiaries
and associated companies. All of these subsidiaries and associated companies are limited liability
companies incorporated and operated in the PRC except for TravelSky Technology (Hong Kong) Limited,
TravelSky Technology (Singapore} Limited, TravelSky Technology (Korea) Limited and TravelSky Technology
(Japan) Limited, which are limited liability companies incorporated and operated in Hong Kong,
Singapore, Korea and Japan respectively.

Percentage Issued
Date of of equity and fully
Name incorporation interest held paid capital Principal activities
Direct  Indirect RMB
|
Subsidiaries
Hainan Civil Aviation March 2, 1994 64.78% — 6,615,000  Provision of electronic
Cares Ca., Ltd. travel distribution and
("Hainan Cares”) €argo management
services; and sale and
instaltation of the related
information systems
Cares Shenzhen April 14, 1995 61.47% — 11,000,000  Provision of electrenic
Co., Ltd. travel distribution and
("Shenzhen Cares”) cargo management
services; and sale and
installation of the related
information systems
Cares Hubet Co., Ltd. July 25, 1997 50% 12.5% 5,000,000  Provision of electronic
("Hubei Cares”} travel distribution,

airport passenger
processing and cargo
management services;
and sale and installation
of the related information

systems
e - ]
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{(Amounts expressed in Renminbi)

COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES (continued)

Percentage Issued

Date of of equity and fully
Name incarporation interest held paid capital Principal activities
Direct  Indirect AMB

Subsidiaries {continued)

Cares Chongqing December 1, 1998 51% — 9,800,003  Provisian of electronic
Information travel distribution,
Jechnalogy Co., Ltd. airport passenger
{(“Chongging Cares”) processing and cargo

management Services;
and sale and installation
of the related information
systems

Aviation Cares of June 15, 2000 51% - 2,000,000  Cemputer hardware
Yunnan Information and software
Co., Ltd. development and data
{("Yunnan Cares”) network services

InfeSky Technology Septembar 20, 2000 51% — 23,149,285  Provision of cargo
Co., Ltd. management Services
(*InfoSky") and related software

ang technology
development; and
provision of technical
support, training and
conéulting services

TraveiSky December 13, 2000 100% — 3,182,873  Commercial services
Technology (Hong
Kong) Limited
("Hong Kong
Company”)

Civil Aviation Cares September 14, 2001 51% — 4,000,000  Computer hardware
of Xiamen Ltd. and software
(“Xiamen Cares”) development and data

network serviges
- - "~ |
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Anmounts expressed in Renminbi)

1. COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES (continued;

Percentage issued

Date of of equity and fully F
Name incorporation interest held paid capital Principal activities i
Direct  Indirect AMB
Subsidiaries (continued)
Civil Aviation Cares January 11, 2002 51% — 2,000,000  Computer hardware
of Qingdao Ltd. and software
{"Qingdao Cares”) development and data
network services
Civil Aviation Cares July 9, 2002 51% — 5,000,000  Computer hardware
Technology of and software
Xi'an Ltd. development and data
("Xi'an Cares") network services
Civit Aviation Cares August 16, 2002 51% — 5,000,000  Computer hardware
Technology of and software
Xinjiang Ltd. development and data
{"Xinjiang Cares”) netwark services
TravelSky October 21, 2005 100% — 481,568  Computer hardware
Tachnclogy and system consulting
(Singapore) Limited services
(*Singapore
Company™)
TravelSky December 28, 2005 100% — 403,677  Computer hardware
Technology (Korea) and software
Limited development and data
("Korea Company”} network services
TravelSky December 16, 2005 100% — 670,121  Software development
Technology (Japan) and computer
Limited equipment maintenance
(“Japan Company”) services

The Company and its subsidiaries are hereinafter collectively referred to as the “"Group”
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1.

NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Amounts expressed in Renminbi}

COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES (continued)

Percentage Issued

Date of of equity and fully
Name incorporation interest held paid capital Principal activities
‘ Direct  Indirect AMB

. Associated Companies

Shanghai Civil Aviaticn  May 21, 1999 N% — 10,000,000  Computer hardware and
East China Cares software development
System Integration and data network
Co., Ltd. ("Huadong services
Cares”)

Shenyang Civil November 2, 1999 46% — 2,000,000  Computer hardware and
Aviation Cares of software development
Northeast China, Ltd. and data network
{"Dongbei Cares”) services

. Aviation Cares of November 28, 1999 44% — 2,000,000  Computer hardware and
Southwest Chengdu, software development
Ltd. ("Xinan Cares") and data network
SeIVIces

Yunnan TravelSky April 1, 2003 40% — 6,000,000  Computer hardware and
Airport Technology software development
Limited and technical consulting
{("Yunnan Cares”} SErvices

Heilengjiang TravelSky April 30, 2003 50% - 6,000,000  Computer hardware and
Airport Technology software development
Limited and technical consulting
("Heilongjiang services
Cares”)

Shanghai Dongmei September 28, 2003 50% — 24,800,000  E-commerce, Sales of
Aviation Tourism computers and related
Online Co., Limited parts and provision of
(*Shanghai Cares") network, technical

services and economic

consulting services
Y
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounts expressed in Renminbi)

1.  COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES (coninued)

Percentage Issued
Date of of equity and fully
Name incorporation interest held paid capital Principal activities
Direct  Indirect RMB

Assaciated Companies (continued)

Dalian TravelSky January 28, 2005 50% — 6,000,000  Computer hardware and
Airport Technoliogy software development
Limited and technical consuliing
{"Dalian Cares”} services

Hebet TravelSky Aprit 5, 2007 50% — 3,000,000  Computer hardware and
Airport Technclogy software development
Limited and technical consulting
("Hebei Cares”) services

Guangzhou Airport  December 24, 2007 20% - 20,000,000  Computer hardware and
AirSpan Information sofiware development
Technology Co. Ltd. and technical consulting
(*Guangzhou services

Cares”}
- - = e

During the year, the Company and Hebei Airpert Administration Group jointly incorporated Hebej
TravalSky Airport Technoleogy Limited {“Hebei Cares”) that provides computer hardware and software
development and technical consulting services. The Company had invested EMB 1,500,000 in cash
for a 50% equity interest of Hebei Cares.

In addition, the Company, Guangdong Airport Administration Group and China Southern Airlines
Company Limited jointly incorporated Guangzhou Airport AirSpan Information Technology Limited
{"Guangzhou Cares”) that provides computer hardware and software development and technical
consulting services. The Company had invested RMB 4,000,000 in cash for a 20% equity interest of
Guangzhou Cares.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Ameounts expressed in Remmninbi)

BASIS OF PRESENTATION

The consolidated financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (“IFRS") and under the historical cost convention, as modified by the
revaluation of financial assets and financial liabilities at fair value through profit or loss.

The preparation of financial statements in conformity with FRS requires the use of certain critical
accounting estimates. |t also requires management to exercise its judgement in the process of applying
the Group's accounting policies. The areas involving a higher degree of judgement or complexity, or
areas where assumptions and estimates are significant to the consolidated financial statements are
disclosed in Note 4,

(a) Standards, amendments and interpretations effective in 2007

The following standards, amendments and interpretations are mandatory for accounting periods
beginning on or after January 1, 2007:

. IFRS 7 ‘Financial instruments: Disclosures’, and the complementary amendment to |AS
1, ‘Presentation of financial statements — Capital disclosures’, introduces new disclosures
relating to financial instruments and does not have any impact on the classification and
valuation of the Group's financial instruments, or the disclosures relating to taxation and
trade and other payables; and

. IFRIC — Int 10, ‘Interim financial reporting and impairment’, prohibits the impairment
losses recagnised in an interim period on goodwill and investments in equity instruments
and in financial assets carried at cost to be reversed at a subsequent balance sheet date.
This standard does not have any impact on the Group's financial statements.

(b)  Standards, amendments and interpretations effective in 2007 but not relevant for the
Group’s operation in 2007

The following standards, amendments and interpretations to existing standards have been
published and are mandatory for the Group's accounting periods beginning on or after January
1, 2007 but are not relevant for the Group's operations in 2007:

. IFRIC — Int 7, ‘Applying the restatement approach under |1AS 29, Financial reporting in
hyperinflationary economies’;

. IFRIC — Int 8, 'Scope of IFRS 2'; and

. IFRIC — Int 9, ‘Re-assessment of embedded derivatives’.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Amounts expressed in Renminbi)

2. BASIS OF PRESENTATION {continued)

(c) Standards, amendments and interpretations to existing standards that are not yet effective
and have not been early adopted by the Group

The following standards, amendments and interpretations to existing standards have been
published and are mandatory for the Group’s accounting periods beginning on or after January
1, 2008 or later periods and have not been early adopted by the Group:

. IFRS 8, 'Operating segments’ (effective from January 1, 2008}. IFRS 8 replaces IAS 14
and aligns segment reporting with the requirements of the US standard SFAS 131,
‘Disclosures about segments of an enterprise and refated information’. The new standard
requires a ‘management approach’, under which segment infermation is presented on the
same basis as that used for internal reporting purposes. The Group will apply IFRS 8 from
January 1, 2008;

. IAS 1 (Revised), ‘Presentation and Financial Statements’ (effective from January 1, 2009).
IAS 1 (Revised) requires all owner changes in equity to be presented in a statement of
changes in equity. All comprehensive income is presented in one statement of
comprehensive income or in two statements (a separate income statement and a
statement of comprehensive income). It requires presenting a statement of financial
position as at the beginning of the earliest comparative period in a complete set of
financial statements when there are retrospective adjustments or reclassification
adjustments. However, it does not change the recognition, measurement or disclosure
of specific transactions and other events required by other IFRSs. The Group will apply
IAS 1 {Revised} from January 1, 2009; and

. IAS 27 {Revised), ‘Consolidated and separate financial statements’ (effective for the first
annual reporting period beginning on or after July 1, 2009). The amendment requires non-
controlling interests (i.e. minority interests) to be presented in the consolidated statement
of financial position within equity, separately from the equity of the owners of the parent.
Total comprehensive income must be attributed to the owners ot the parent and to the
non-controlling interests even if this results in the non-controlling interests having a
deficit balance. Changes in a parent’s ownership interest in a subsidiary that do not result
in the loss of control are accounted for within equity. When control of a subsidiary is
lost, the assets and liabilities and related equity components of the former subsidiary
are derecognised. Any gain or loss is recognised in profit or loss. Any investment retained
in the former subsidiary is measured at its fair value at the date when control is lost.
The Group will apply 1AS 27 (Revised) from January 1, 2010.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amownts expressed in Renminbi)

2. BASIS OF PRESENTATION {continued)

(d) Standards, amendments and Interpretations to existing standards that are not yet effective
and not relevant for the Group’s operations in 2007

. IAS 23 {Amendment), 'Borrowing costs’ {effective from January 1, 2009);

. IAS 32 and IAS 1 Amendments, ‘Puttable Financial Instruments and Obligations Arising
on Liguidation’ (effective from January 1, 2009):

. [FRIC — Int 12, ‘Service concession arrangements’ (effective from January 1, 2008},

. IFRIC — Int 11, 'IFRS 2, Group and treasury share transactions’ (effective from March
1, 2007, but not yet effective for IFRS financial statements for the year ended December
31, 2007},

. IFRIC — Int 13, ‘Customer loyalty programmes’ (effective from July 1, 2008);

. IFRS 3 (Revised), 'Business Combination’ {effective for business combinations with

acquisition date on or after the beginning of the first annual reporting period beginning
on or after July 1, 2009); and

. IFRIC — Int 14, 1AS 19, the limit on a defined benefit asset, minimum funding requirements
and their interaction’ (effective from January 1, 2008).

3.  PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in preparing the financial statements of the Company and
its subsidiaries are set out below. These policies have been consistently applied to all the years
presented, unless otherwise stated.

(a) Consolidation

The consolidated financial statements include the financial statements of the Company and all
its subsidiaries made up to December 31.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounts expressed in Renminbi)

3. PRINCIPAL ACCOUNTING POLICIES {continued)

(a)

Consolidation (continued)

{i)

Subsidiaries

Subsidiaries are all entities (including special purpose entities} over which the Group has
the power to govern the financial and operating policies generally accompanying a
shareholding of more than one half of the voting rights. The existence and effect of
potential voting rights that are currently exercisable or convertible are considered when
assessing whether the Group controls another entity. Subsidiaries are fully consolidated
from the date on which control is transferred to the Group. They are de-consolidated frem
the date that control ceases.

The purchase method of accounting is used for acquisition of subsidiaries by the Group.
The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued and liabilities incurred or assumed at the date of exchange, pius costs
directly attributable to the acquisition. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their
fair values at the acquisition date, irrespective of the extent of any minority interest. The
excess of the cost of acquisition over the fair value of the Group's share of the identifiable
net assets acquired is recorded as goodwill. If the cost of acquisition is less than the
fair value of the net assets of the subsidiary acquired, the difference is recognized directly
in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between
group companies are eliminated. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting
policies of subsidiaries have been changed where necessary to ensure consistency with
the policies adopted by the Group.

In the Company’s balance sheet, the investments in subsidiaries are stated at cost less
provision for impairment losses (Note 3(f}). The results of subsidiaries are accounted for
by the Company on the basis of dividends received and receivables.
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3.

NOTES TO THE CONSOLIDATED FINANCIAL

STATEMENTS

{Amaounts expressed in Renminbi)

PRINCIPAL ACCOUNTING POLICIES (continued)

(a)

Consolidation {continued)

{ii)

(iii)

Transactions and minority interests

The Group applies a policy of treating transactions with minority interests as transactions
with parties external to the Group. Disposals to minority interests result in gains and
losses for the Group that are recorded in the consolidated income statement. Purchases
from minarity interests result in goodwill, being the difference between any consideration
paid and the relevant share acquired of the carrying value of net assets of the subsidiary.

Associated companies

Associated companies are entities over which the Group has significant influence but not
control, generally accompanying a shareholding of between 20% and 50% of the voting
rights. In the consolidated financial statements, investments in associates are accounted
for using the equity method of accounting and are initially recognized at cost. The Group’s
investment in associates inctudes goodwill {(net of any accumulated impairment loss)
identified on acquisition.

When the Group's share of losses equals or exceeds its interest in the associate,
including any other unsecured receivables, the Group does not recognize further losses,
unless it has incurred obligations or made payments on behalf of the associate.

Unrealised gains on transactions between the Group and its associated companies are
eliminated to the extent of the Group's interest in the associated companies. Unrealised
losses are also eliminated unless the transaction provides evidence of an impairment of
the asset transferred. Accounting policies of associated companies have been changed
where necessary to ensure consistency with the policies adopted by the Group.

Dilution gains and losses arising in investments in companies are recognized in the
consalidated income statement.

In the Company’s balance sheet, the investments in associated companies are stated
at cost less provision for impairment losses {(Note 3(f)). The results of associated companies
are accounted for by the Company on the basis of dividends received and receivables,
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Amounts expressed in Renminbi)

3. PRINCIPAL ACCOUNTING POLICIES fcontinued}

(b} Foreign currencies

{i)

{if)

Functional and presentation currency

Iltems included in the financial statements of each of the Group’s entities are measured
using the currency of the primary economic environment in which the entity operates
{the "functional currency”}. The consolidated financial statements are presented in
Renminbi, which is the Company’s functional and presentation currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions and from the translation at yearend
exchange rates of monetary assets and liabilities denominated in foreign currencies are
recagnised in the income statement, except when deferred in equity as qualifying cash
flow hedges or qualifying net investment hedges.

Changes in the fair value of monetary securities denominated in foreign currency classified
as available for sale are analysed between translation differences resulting from changes
in the amortised cost of the security and other changes in the carrying amount of the
security. Translation differences related to changes in the amortised cost are recognised
in profit or loss, and other changes in the carrying amount are recognised in equity.

Translation differences on non-monetary financial assets and liabilities are reported as
part of the fair value gain or loss. Translation difference on non-monetary financial assets
and liabilities such as equities held at fair value through profit or loss are recognised in
profit or loss as part of the fair value gain or loss.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounts expressed in Renminbi)

3. PRINCIPAL ACCOUNTING POLICIES {continued)

{(b) Foreign currencies (continued)
(iii}  Group companies

The results and financial position of all the group entities {none of which has the currency
of a hyperinflationary economy} that have a functionat currency different from the
presentation currency are translated into the presentation currency as follows:

. Assets and liabilities for each balance sheet presented are translated at the closing
rate at the date of that balance sheet;

. Income and expenses for each income statement are translated at average exchange
rates (unless this average is not a reasonable approximation of the cumulative
effect of the rates prevailing on the transaction dates, in which case income and
expenses are translated at the dates of the transactions); and

. All resulting exchange differences are recognised &s a separate component of
equity.

On consoclidation, exchange differences arising from the translation of the net investment
in foreign operations, and of borrowings and other currency instruments designated as
hedges of such investments, are taken to shareholders’ equity. When a foreign operation
is partially disposed of or sold, exchange differences that were recorded in equity are
recognised in the income statement as part of the gain or loss on sale.

(c) Property, plant and equipment

Property, plant and equipment is stated at historical cost less accumulated depreciation and
accumulated impairment loss. Historical cost of an asset comprises its purchase price and any
directly attributable costs of bringing the asset to its working condition and location for its
intended use. Expenditures incurred after the property, plant and equipment have been put into
operation, such as repairs and maintenance and overhaul costs, are normally charged to expense
in the year in which they are incurred. When the expenditure results in increase in the fuiure
economic benefits expected to be obtained from the use of the asset and the cost of the asset
can be measured reliably, the expenditure is capitalized.
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NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounty expressed in Renminbi)

3. PRINCIPAL ACCOUNTING POLICIES (continued)

(c)

(d)

Property, ptant and equipment (continued)

Depreciation of property, plant and equipment is provided using the straight-line method over
their estimated useful lives, after taking into consideration their estimated residual value. The
estimated usefui lives of property, plant and equipment are as follows:

Buildings 20 years
Computer systems and software 3-1% years
Motor vehicles 6 years
Furniture, fixtures and other equipment 5-9 years
Leasehold improvements Qver the lease term

The asset's residual values and useful fives are reviewed, and adjusted if appropriate, at each
balance sheet date.

An asset's carrying amount is written down immaediately to its recoverable amount if the asset's
carrying amount is greater than its estimated recoverable amount {Note 3(f}}.

Gains and losses on disposals are determined by comparing the proceeds with the carrying
amount and are recagnised in the incorme statement.

Assets under construction are stated at cost. Costs include construction and acquisition costs,
and interest charges arising from borrowings used to finance the assets during the period of
construction or installation and testing. No provision for depreciation is made on assets under
construction until such time as the relevant assets are completed and ready for use.

Intangible assets

Intangible assets mainly represent purchased computer software.

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire
and bring to use the specific software. These costs are amortized on a straight-line basis over

3 years.

Costs associated with developing or maintaining computer software programmes are recognised
as an expense as incurred.
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3.  PRINCIPAL ACCOUNTING POLICIES (continued)

(e)

()

Research and development costs

Expenditures for research and development are charged against income in the period incurred
except for software development costs which comply strictly with the following criteria:

. It is technically feasible to complete the intangible asset so that it will be available for
use or sale;

. Management intends to complete the intangible asset and use or sell it;

. There is an ability to use or sell the intangible asset;

. It can be demonsirated how the intangible asset will generate probable future economic
benefits;

. Adequate technical, financial and other resources to complete the development and to

use or sell the intangible asset are available; and

. The expenditure attributable to the intangible asset during its development can be reliably
measured.

Capitalized development costs are amortized on a straight-line basis over their expected useful
lives. The period of amortization does not narmally exceed 5 years. During the year ended
December 31, 2007, no development costs were capitalized as they did not meet ali the criteria
listed above (2006: nil}.

Impairment of investments in subsidiaries, associates and non-financial assets

Assets that have an indefinite useful life or have not yet available for use are not subject to
amortisation and are tested annually for impairment. Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognized for the amount by which the asset's carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. For the purposes of assessing impairment, assets are
grouped at the lowest levels for which there are separately identifiable cash flows (cash-
generating units). Assets other than goodwill that suffered an impairment are reviewed for
possible reversal of the impairment at each reporting date.
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3. PRINCIPAL ACCOUNTING POLICIES (continued)

{g)

Financial assets

The group classifies its financial assets in the following categories: at fair value through profit

or loss, held-to-maturity financial assets, lcans and receivables, and available-for-sale. The
classification depends on the purpose for which the financial assets were acquired. Management
determines the classification of its financial assets at their initial recognition.

(i)

{ii)

{iii}

fiv)

Financial assets at fuir value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading.
A financial asset is classified in this category if acquired principally for the purpose of
selling in the short-term. Assets in this category are classified as current assets.

Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or
determinable payments and fixed maturities that management has the positive intention
and ability to hold to maturity. If the Group were to sell other than an insignificant amount
of held-to-maturity financial assets, the whole category would be tainted for two full
annual reporting periods and reclassified as available-forsale. Held-to-maturity financiat
assets are included in non-current assets, except for those with maturities less than 12
months from the balance sheet date, which are classified as current assets. Held-to-
maturity investments are carried at amortised cost using the effective interest rate
method.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included in current assets,
except for maturities greater than 12 months after the balance sheet date. These are
classified as non-current assets. Loans and receivables are carried at amortised cost
using the effective interest method.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this
category or not classified in any of the other categories. They are included in non-current
assets unless management intends te dispese of the investment within 12 maonths of
the balance sheet date.
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3.  PRINCIPAL ACCOUNTING POLICIES (continued)

(g)  Financial assets {continued)

Regular purchases and sales of financial assets are recognised on the trade-date — the date
on which the Group eommits to purchase or sell the asset. Investments are initialty recognised
at fair value plus transaction costs for all financial assets not carried at fair value through profit
or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair
value and transaction costs are expensed in the income statements. Financial assets are
derecognised when the rights to receive cash flows from the investments have expired or have
been transferred and the Group has transferred substantially all nsks and rewards of ownership.
Available-for-sale financial assets and financial assets at fair value through profit or loss are
subsequently carried at fair value.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value through
profit or loss’ category are presented in the income statements in the peried in which they arise.
Dividend income from financial assets at fair value through profit or loss is recognised in the
income statements when the Group's right to receive payments is established.

Changes in the fair value of manetary securities denominated in a foreign currency and classified
as available-for-sale are analysed between translation differences resulting from changes in
amortised cost of the security and other changes in the carrying amount of the security. The
translation differences or monetary securities are recognised in profit or loss, while transtation
differences on non-monetary securities are recognised in equity. Changes in the fair value of
monetary and non-monetary securities classified as available-forsale are recognised in equity.

When securities classified as available-for-sale are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in income statements.

Interest on available-forsale securities calculated using the effective interest method is recognised
in the income statements as part of other income. Dividends on available-forsale equity
instruments are recognised in the income statements as part of other income when the Group's
right to receive payments is established.

The fair values of quoted investments are based on current bid prices. If the market for a financial
asset is not active {and for unlisted securities), the Group establishes fair value by using
valuation techniques. These include the use of recent arm’s length transactions, reference to

other instruments that are substantially the same, discounted cash flow analysis, and option
pricing models making maximum use of market inputs and relying as little as possible on entity-

specific inputs.
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3. PRINCIPAL ACCOUNTING POLICIES (continued)

Financial assets (continued}

The Group assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. In the case of equity securities classified
as available-for-sale, a significant or prolonged decline in the fair value of the security below
its cost is considered as an indicator that the securities are impaired. If any such evidence exists
for available-for-sale financial assets, the cumulative loss — measured as the difference between
the acguisition cost and the current fair value, fess any impairment loss on that financial asset
previously recognised in income statements — is removed from equity and recognised in the
income statements. Impairment losses recognised in the income statements on equity
instruments are not reversed through the income statements. Impairment testing of accounts
receivable is described in Note 3{)).

Operating leases (as the lessee)

Leases where substantially all the rewards and risks of ownership of the assets remain with
the lessor are accounted for as operating leases. Rental payments under operating leases (net
of any incentives received from the lessor) are charged to expense based on the straight-line
method over the period of the leases.

Inventories

Inventories, which principally comprise equipment for sale, spare parts and consumable items,
are carried at the lower of cost or net realizable value. Cost is determined based on the first-
in, first-out [“FIFO") method and comprises all costs of purchase and other costs incurred in
bringing the inventories to their present location and condition. Net realizable value is the
estimated selling price in the ordinary course of business less the estimated cost of cormpletion
and the estimated costs necessary to make the sale.

Accounts receivable

Accounts receivable is recognized initially at fair value and subsequently measured at amortized
cost using the effective interest method, less proviston for impairment. A provision for impairment
of accounts receivable is established when there is objective evidence that the Group will not
be able to collect all amounts due according to the original terms of receivables. Significant
financial difficulties of the debtor, probability that the debtor will enter bankruptey or financial
reorganization, and default or delinquency in payments are considered indicators that the
accounts receivable is impaired. The amount of the provision is the difference between the
asset's carrying amount and the present value of estimated future cash flows, discounted at
the effective interest rate. The carrying amount of the assets is reduced through the use of an
allowance account, and the amount of the provision is recognized in the income statement.
When an accounts receivable is uncollectible, it is written off against the allowance account for
account receivables. Subsequent recoveries of amounts previously written off are credited
against expense in the income statement.
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3.  PRINCIPAL ACCOUNTING POLICIES (continued)

(k) Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. Cash represents cash in
hand and deposits with banks or other financial institutions which are repayable on demand.
Cash equivalents represent short-term, highly liquid investments which are readily convertible
into known amounts of cash with original maturities of three months or less and that are subject
to an insignificant risk of change in value.

)] Accounts payables

Accounts payables are recognized initially at {air value and subsequently measured at amortized
cost using the effective interest method.

(m) Taxation
(i) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted or
substantively enacted at the balance sheet date in the countries where the Company and
its subsidiaries and associates operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation and establishes provisions where
appropriate on the basis of amounts expected to be paid to the tax authorities,

(i) Deferred income taxation

Deferred taxation is provided in full, using the liahility method, on temporary differences
arising between the tax bases of an asset or liability and its carrying amount in the
consolidated financial statements. Deferred income tax is determined using tax rates
{(and laws) that have been enacted or substantially enacted by the balance sheet date
and are expected to apply when the related deferred income tax asset is realized or the
deferred income tax liability is settled. Deferred tax assets are recognized to the extent
that it is probable that taxable profits will be available against which the deductible
temporary differences can be utilized. Deferred income tax is provided on temporary
differences arising on investments in subsidiaries, associates, except where the timing
of the reversal of the temporary difference is controlled by the Group and it is probable
that the temporary difference will not reverse in the foreseeable future.

{ili)  Other tax

Other tax liabilities are provided in accordance with the regulations issued by the PRC
government authorities.
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3.  PRINCIPAL ACCOUNTING POLICIES (continued)

(n) Employee benefits

(i)

{ii)

Pension

The full-time employees of the Group are covered by government-sponsored pension plan
urder which the employees are entitled to a monthly pension based on certain formulas.
The relevant government agencies are responsible for the pension liability to these retired
employees. The Group contributes on a monthly basis to these pension plans,

Starting from January 1, 2007 the Company implemented an additional supplementary
pension scheme, which is funded through an insurance company.

Under these plans, the Group pays contributions to publicly or privately administered
pension insurance plans on a mandatory, contractual or voluntary basis. The Group has
no further payment ohligations once the contributions have been paid. The contributions
are recognised as employee benefit expense when they are due.

Other Employee benefit

All Chinese employees of the Group participate in employee sacial security pléns,
including medical, housing and other welfare benefits, organized and administered by the
government authorities. Other than the welfare benefits provided by these social security
plans as disclosed, the Group has no material commitments to employees.

According to the relevant regulations, the premiums and welfare benefit contributions
that should be borne by the Group are calculated based on percentages of the total salary
of employees, subject 1o a certain ceiling, and are paid to the labor and social welfare
authorities. Contributions to the plans are expensed as incurred.
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3.  PRINCIPAL ACCOUNTING POLICIES (consinued)

(o)

(p)

Provisions

A provision is recognized when the Group has a present obligation (legai or constructive) as
a resuit of a past event and it is probable (i.e. more likely than not) that an outflow of resources
embodying economic benefits will be required to settle the obligation, anc  reliable estimation
can be made for the amount of the obligation. Provisions are not recognized for future operating
losses.

Where there are a number of similar cbligations, the likelihood that an outflow will be required
in settlement is determined by considering the class of obligations as a whole. A provision is
recognized even if the likelihood of an outflow with respect to any one item included in the
same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to
settle the obligation using an estimated current market interest rate that reflects current market
assessments of the time value of money and the risks specific to the obligation. The increase
in provision reflecting the passage of time is recognized as interest expense.

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the rendering
of services in the ordinary course of the Group's activities. Revenue is shown net of value-added
tax, sales discounts and after eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured, it is
probabie that future economic benefits will flow to the entity and when specific criteria have
been met for each of the Group's activities as described below. The amount of revenue is not
considered to be reliably measurable until all contingencies relating to the sale have been
resolved. The Group bases its estimates on historical results, taking into consideration the type
of customer, the type of transaction and the specifics of each arrangement.

. Revenue for aviation information technology services is recognized when the services
are rendered;

. Revenue for data network services is recognized when the services are rendered;

. Sale of equipment is recognized when the significant risks and rewards of ownership of
the goods have been transferred to the buyer;
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3.  PRINCIPAL ACCOUNTING POLICIES (continued)

(p)

(q)

{r)

Revenue recognition (continued)

. Revenue for equipment instaliation project is recognized by reference to the stage of
completion when this can be measured reliably. The stage of completion is determined
in the proportion that contract costs incurred for work performed to date bear to the
estimated total contract costs. When the outcome of the transaction inveolving the
rendering of services cannot be estimated reliably, revenue is recognized only to the
extent of expenses recognized that are recoverable. In the period in which it is determined
that a loss will result from the performance of the contract, the entire amount of the
estimated ultimate loss is charged against income;

* Interest income is recognized on a time-proportion basis, taking into account the principal
amounts putstanding and the applicable interest rates; and

. Dividend income is recognized when the right to receive payment is established.
Dividend distribution

Dividend distribution to the Company's equity holders is recognized as a liability in the Group’s
financial statements in the period in which the dividends are approved by the Company's
shareholders.

Share Capital

Ordinary shares are classified as equity. Mandatory redeemable preference shares are classified
as liabilities.

Incremental costs directly attributable to the issue of new shares or options are shown in equity
as a deduction, net of tax, from the proceeds,

Where any Group company purchases the Company's equity share capital (treasury shares), the
consideration paid, including any directly attributable incremental costs (net of income taxes,)
is deducted from equity attributable te the Company's equity holders until the shares are
cancelled or reissued. Where such shares are subsequently reissued, any consideration received
(net of any directiy attributable incremental transaction costs and the related income tax effects)
is included in equity attributable to the Company’s equity holders.
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4, CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of financial statements in conformity with IFRS requires the Company to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. On an on-going basis, the Company evaluates its estimates based on historical
experience and on various other assumptions that are believed to be reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may ditfer from these
estimates under different assumptions or cenditions.

The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below:

(a) Sales discount

Revenues derived from aviation information technology services and data network services are
recognized net of sales discount. The amount of sales discount is subject to negotiation with
customers. In certain cases, in situation where final agreement has not been reached, management
makes an estimate of the discounts with reference to the status of negotiation and taking into
accounts of historical experiences and industry performance.

(b)  Depreciation of property, plant and equipment

The property, plant and equipment of the Group are depreciated at rates sufficient to write off
their costs less accumulated impairment losses and estimated residua! values over their estimated
useful lives on a straight-line basis. The Group reviewed the useful lives periodically to ensure
that the method and rates of depreciation are consistent with the expected pattern of economic
benefits from the property, plant and equipment. The Group estimates the useful lives of the
property, plant and equipment as set out in Note 3{c) based on the historical experience with
similar assets, taking into account anticipated technalogical changes. The depreciation expenses
in the future periods will change if there are significant changes to these estimates.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (continued)

(c) Impairment of assets

At each balance sheet date, the Group considers both internal and external sources of information
to assess whether there is any indication that assets are impaired. If any such indication exists,
the recoverable amount of the asset is estimated and an impairment loss is recognized to reduce
the carrying amount of the asset to its recoverable amount. Accordingly, there will be an impact
to the future results if there is a significant change in the recoverable amounts of the assets.

(d) Fair value

The Group estimates the fair value of its financial assets and financial liabilities including
accounts receivable, prepayments, other current assets, accounts payable, accrued liabitities
and other current liabilities by discounting its future contractual cash flows at the estimated
current market interest rate that is available to the Group for similar financial instruments. The
future values will change if there are changes in the estimated market interest rate.

{e) Income taxes

The Group is subject to income taxes in both PRC and other jurisdictions. Significant judgment
is required in determining the provision for income taxes. There are many transactions and
calculations for which the ultimate tax determination is uncertain during the ordinary course of
business. The Group recognizes liabilities for anticipated tax audit issues based on estimates
of whether additional taxes will be due. Where the final tax outcome of these matters is different
from the amounts that were initially recorded, such differences will impact the income tax and
deferred tax provisions in the period in which such determination is made.
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REVENUES

Revenues primarily comprise the service fees earned by the Group for the provision of the Group’s

aviation information technology services and related data network services. A substantial portion of
these revenues was generated from the shareholders of the Company.

PROFIT BEFORE TAXATION

Profit before taxation is arrived at after charging (crediting} the following:

2007

RMB'000

20086

AMB'000

After charging:

, Depreciation 229,510 218,097
Armortization of intangible assets 7427 8,409
Amortization of leasehold improvements 6,174 2,672
Loss on disposal of

property, plant and equipment 6.039 83
Provision for impairment of receivables 1,747 10,608
Provision for impairment of inventory - 106
Cost of equipment sold 53,093 25,229
Contributions to defined contribution

pension schema 40,963 17,921
Auditors’ remuneration 2,616 2,520
Exchange loss 20,816 15,218
Contribution to housing fund 12,439 12,591
Research and development expenses 264,024 234,050

After crediting:
Interest income (69,512) (67624)
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7,

EMOLUMENTS
(1)

Directors’ and supervisors’ emoluments

The following table sets out the emoluments

DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGEMENT’S

paid to the Company's directors and supervisors

during the year ended December 31, 2007 {tax inclusive):

Name of Director and Remuneration Bonus for
Supervisor for Director Diractar
AMB000 AMB 000

Year ended December 31, 2007

Salary of
employee,
Allowances and
Benefits Emplayer's
{employer's Employees’ contribution to
contribution  Discretionary pension scheme
inclusive) bonuses  for amployee Total
AMB'000 RMB'000 RMB'000 AMB 000

Chairman of the Board
Zhu Yong *

Executive directors
Zhy Xiaoxing

Ding Weiping

Song Jinxiang

m
385
85

508
502
502

Non-Executive Directors
Wang Quanhua*
Cao Jianxiong* i
Lus Chaogeng* (i)
Gong Guoke®
" Rong Gang”
Sun Yongtao® {iv)
Liv Dejun* {iv)
XiaYi* fiv)
Song Jian*

Independent Non-Executive
Directors

Yick Wing Fat, Siman

Chow Kwok Wah, James (i

Chua Keng Kim i)

Yuan Yashui fiv)

120
50
10

120

120
50
0

120

Supervisors

Li Xizojun*®

Du Hongying*

Jing Gonghin® {iv

Zhang Yakun*

Yu Yanbin® fiv)

(Gao Jingping {Staff
Representative Supervisor (iv)

Wang Xiagomin (Staff
Representative Supervisar) {ivi

Zhang Xin (Staff
Representative Supervisor)

Rao Geping lIndependent

Supervisor) 50

188 244 2 453

88 333 21 442

2 182 2 275

50
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7. DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGEMENT’S
EMOLUMENTS {continued}

(1) Directors’ and Supervisors’ emoluments {continued)

The following table sets out the emoluments paid to the Company's directors and supervisors
during the year ended December 31, 2006 {tax inclusive):

Year ended December 31, 20067

Salary of
employse,
Allowances and
Benefits Employer's
{employer's  Employess’ contribution to
Name of Director and Remuneration Bonus for  contribution  Discretionnry pension scheme
Supervisor for Director Director inclusive) bonuses  for employee Total

RMB000 RMB000 RMB'000 AMB'CO0 AMB000 BMB 000

Chairman of the Board
Zhu Yong* - - - - - -

Executive directors

Zhu Xiaoxing - - 190 €7 19 516
Ding Weiping - - 105 39 19 515
Song Jinxiang - - 105 39 19 510

Non-Executive Directors

Wang Quanhua* — - - — _ -
Cap Jianxiong* il — - - — - _
Gong Guokui* - - - _ _ -
Rong Gang* — - — _ _ _
Yang Yatie* {iil) — - - _ _ _
Li Xiaoguang* fiiil — - — — - _
Si Yupei* {iii) - — —_ - — _
Song Jian* — — _ _ - _

Independent Non-Executive

Directors
Yick Wing Fat, Simon 90 — - - - 9
Chow Kwok Wah, James fil 90 - — - — %
Wu Jiapet (i} 90 - - — — 90

Supervisors

Li Xiaojun® - — - — _ _
Du Hongying* - - - - _ _
Zhang Yakun* - - - _ _ _
Wang Yongaqiang* {ii) - — - - _ _
Chen Lihong* fiiit - - - — _ -
Tan Xiaoxu (Staff

Representative Supervisor) (ifi) — — 89 343 19 461
Zhang Xin {Staft

Representative Supervisort — - 12 165 19 256
Rao Geping {Independent

Supervisor) - - - - - -
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7. DIRECTORS’, SUPERVISORS’AND SENIOR MANAGEMENT’S
EMOLUMENTS {continued)

(1)

(2}

Directors’ and Supervisors’ emoluments (continued)

*

These directors and supervisors are employees of the shareholders of the Company or
their subsidiaries, and obtain emoluments from them. No appropriation has been made
as the directors of the Company considered it is impracticable to apportion this amount
between their services to the Group and the parent of the Company or their subsidiaries.
{i) Resigned on June 5, 2007

{ii) Appointed on June 5, 2007

(i Resigned on January 9, 2007

(iv} Appointed on January 9, 2007

During the year ended December 31, 2007, no director had waived ar agreed to waive any
emolument (20086: nil). No emolument was paid 1o any of the directors as an inducement to
join or upon joining the Company or as compensation for loss of oifice (2008: nil).

Five highest paid individuals

The five individuals whose emoluments were the highest in the Group for the year include three

(2006: three) directors whose emoluments are reflected in the analysis presented above. The
emoluments payable to the remaining two (2006 two} individuals during the year are as follows:

2007 2006

RMB'000 AMB 000
0
Basic salaries and allowances 281 277
Bonus 629 666
Retirement benefits 42 38

952 981

The annual emeluments paid during the year ended December 31, 2007 to each of the directors
(included in the five highest paid employees) fell within the band from RMB nil to RMEB 1 million
(2006: from RMB nil to RMB 1 million).
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8. RETIREMENT BENEFITS

All the full time employees of the Group are covered by state-sponsored pension scheme under which
the employees are entitled to an annual pension equal to their basic salaries at their retirement dates.
The PRC government is responsible for the pension liability to these retired employees. The Group
was required to make specified contributions to the state-sponsored pension scheme at the rate of
20% of the employees’ basic salaries for the year ended December 31, 2007 {2006: 20%). The
contributions to the pension scheme made by the Group for the year ended December 31, 2007
amounted to approximately RMB 21,173,000 (2006: RMB 17921,000). This amount was recorded in
personnel expenses.

In addition, starting from January 1, 2007 a supplementary defined contribution pension plan managed
by an insurance company was established. The one time entrance contribution and the annual
contributions to this plan made by the Group for the year ended December 31, 2007 amounted to
approximately RMB 14,000,000 and RMB 5,790,000 respectively. These amount were recorded in
personnel expenses.

Under these schemes, the Group has no obligation for post-retirement benefits beyond the annual
cantributions made.

9.  HOUSING FUND

All the full-time employees of the Group are entitled to participate in a state-sponsored housing fund.
The fund can be used by the employees for housing purchases, or may be withdrawn upon their
retirement. The Group is required to make annual contributions to a state-sponscred housing fund
equivalent to a certain percentage of each employee’s salary. The contributions by the Group to the
housing fund for the year ended December 31, 2007 amounted to approximately RMB 12,439,000
(2006: RMB 12,591,000). This amount was recorded in personnel expenses.

The average number of employees in 2007 was 2,629 (2006: 2,388}.
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10. TAXATION

Income Tax

2007 2006

RMB'000 ARMB 000
1
Current tax:
PRC enterprise income tax expenses 77692 98,484
Overseas taxation 1,349 {63)
~ Deferred tax {9,100} —
69,941 98,421

Taxation of the Group except for Hong Kang Company, Singapore Company, Japan Company, and Korea
Company is provided based on the tax laws and regulations applicable to PRC enterprises. The Group
provides for PRC enterprise income tax on the basis of its income for statutory financial reporting
purposes, adjusted for income and expense items that are not assessable or deductible for tax
purposes.

Under the prevailing PRC income tax law, the Company is subject to enterprise income tax {"EIT")
at a rate of 33% on the taxable income as reported in its statutory accounts which are prepared based
on the accounting principles and financial regulations applicable to PRC enterprises. The Company was
registered as a new technology enterprise in October 2000 in Zhongguancun Haidian Science Park and
has been approved by the Haidian State Tax Bureau for an EIT preferential rate of 15%, effective from
January 1, 2006.

The Company’s subsidiaries are entitled to different preferential tax rates, ranging from 15% to 33%.
These subsidiaries are located in special economic zones for which the applicable tax rate is 15%,
or designated as "New Technology Enterprise” for which the applicable tax rate is 15%. In addition,
these subsidiaries are entitled to certain reductions in tax rates in their initial years of operations.

The above mentioned EIT preferential rates or status currently enjoyed by the Company and its
subsidiaries will be subject to re-assessment in 2008 by the respective local tax bureau in view of
the Corporate Income Tax Law of the People's Repubtic of China ("new CIT Law"} that has became
effective on January 1, 2008 as approved by the National People’s Congress on March 16, 2007 Under
the new CIT Law, the statutory corporate income tax rate applicable to the Company starting from
January 1, 2008 will be 25%, replacing the currently applicable tax rate of 33%.




Annual Report 2007 IJ 83

10.

NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Amaounts expressed in Renminbi)

TAXATION (continued)

Income Tax (continued)

The reconciliation between the Group's actual tax charge and the amount which is calculated based
on the weighted average statutory tax rate is as follows:

2007 20086

RMB 000 RMB000
Y A

Profit before taxation 718,541 627942
Weighted average statutory tax rate 33% 33%
Tax calculated at domestic tax rates applicable

to profits in the respective countries 237135 207221
Non-taxable income {450} {450)
Tax refund (i} {30,180} —
Non-deductible expense 2,830 5,444
Effect of preferential tax rates (139,394} (113,794}

Tax charge 69,941 98,421

{i) Tax refund

The relevant authorities issued a notice dated January 9, 2007 recognising the Company as an
“Important Software Enterprise” in 2006 under the National Planning Layout. According to the
relevant regulations, the Company is entitled to a preferential tax rate of 10% in the year of
recognition. The Company had already paid EIT at a rate of 15% for the financial year ended
December 31, 2006. The difference between the EIT paid by the Company over the preferential
tax rate of 10% amounting to approximately RMB 30,180,000 had been refunded to the
Company in June 2007 The tax refund was offset against income tax expense in the consolidated
financial statements for the year ended December 31, 2007

The relevant authorities issued a notice dated February 28, 2008 recognising the Company as an
“Important Software Enterprise” in 2007 under the National Planning Layout. According to the
relevant regulations, the Company is entitled to a preferential tax rate of 10% in the year of
recognition. The Company had already paid EIT at a rate of 15% for the financial year ended
December 31, 2007. According to the related regulation, the EIT paid by the Company for the financial
year ended December 31, 2007 over the preferential tax rate of 10% will be refunded to the Company
in the subsequent year. Its impact will be accounted for in 2008 financial staternents accordingly.

Business Taxes
The Group is subject to business taxes on its service revenues:

Aviation information technology service and data network 3%
Training, technical support service, rental and others 5%
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10. TAXATION {continued)

Value — Added Tax (“VAT™)

The Group's sales of equipment are subject to Value Added Tax (VAT). The Company and one of its
subsidiaries, InfoSky are certified by the tax authorities as general tax payers, and other subsidiaries
of the Company are small-scale VAT tax payers. The applicable tax rate is 17% for general tax payers,
and 4%-6% for small-scale VAT tax payers.

For general tax payers, input VAT from purchase of equipment for sale can be netted off against output
VAT from sales. -

VAT payable or receivable is the net difference between periodic output and deductible input VAT,
11. DIVIDENDS AND OTHER DISTRIBUTION

At the annual general meeting and class meetings of the Company held on June 5, 2007 a resolution
was passed for the bonus issue of 888,157500 new ordinary shares at par vatue of RMB1 per share
to the equity holders of the Company on basis of one bonus share for one existing share ("Bonus
Issue”), by conversion of reserve amounting to RMB 888,157500 into paid in capital. As a result, the
number of ordinary shares increased from 888,157,500 to 1,776,315,000. The new shares rank pari
passu in all respect with the existing shares.

The shareholders in the annual general meeting on June 5, 2007 approved the final dividend in respect
of 2006 of RMB 0.22 per share (RMB 0.11 per adjusted ordinary share after the Bonus Issue as
mentioned in above) amounting to a total of RMB 1985,394,650. The amount was accounted for in
shareholders' equity as an appropriation of retained earnings.

The Board of Directors proposed a cash dividend of RMB 0.13 per share for the year ended December
31, 2007 amounting to approximately RMB 230,920,950. The proposed cash dividend distribution is
subject to shareholders’ approval in their next general meeting and will be recorded in the Group's
financiat statements for the year ending December 31, 2008.

12. EARNINGS PER SHARE

Due to the Bonus Issue as described in note 11, the number of ordinary shares for the year ended
December 31, 2006 for the purpose of calculating earnings per share has been adjusted retrospectively
for the increase of ordinary shares.

Earnings per share for the year ended December 31, 2007 and December 31, 2006 have been
computed by dividing the profit attributable to the equity holders of the Company, of RMB 630,989,000
and RMB 515,587,000, by 1,776,315,000 ordinary shares issued and outstanding.

There were no potential dilutive ordinary shares outstanding during the years ended December 31,
2007 and 2006. I

]
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13. PROPERTY, PLANT AND EQUIPMENT, NET

At December 31, property, plant and equipment comprised:

The Group:
Furaiture, 11
Computer fixtures Assets
systems and Motor  and other under Leasehold i
Buildings  software vehicles equipment construction improvement Total |

RMB'O0C  RMB'00C  AMBOO0  AMB'O0O  AMB000  AMB'00D  AMB00D :
|

Cost

- As at January 1, 2006 58,496 1,524,605 34,242 29,850 181 — 184731 I
Purchases 2,710 119,662 5077 9,245 3,464 14,044 154,202
Transfer upon completion - 484 - - (484) - -
Disposalsfwrite off - (B14) (1,664 {510} — - (8.388)
As at December 31, 2006 61,206 1,638,637 37656 38,485 3,161 14,044 1,793,188
Purchases 49,989 h4h 872 1876 5,201 - 5,605 614,543
Disposalsfwrite off - {1670231 (491) 1542} 151} - {168.217)

As at December 31, 2007 111,195  2,017486 45,040 43144 3,000 19649 2,238,514 -

Accumulated depreciation

As at January 1, 2006 {9,334)  1B73.870) (18,558} {17.287) - - 1919,049“
Charge for the year {2,892)  (206,368) {4,427) 14,410) - {2672) (220,769}
Disposalspwrite off - 5711 1,525 543 — - 777 ‘
* As at December 31, 2006 {12,206) (1,0m527) (21460} {21,154) - (2.672) 1,132,039)
Charge for the year {3,162}  {212,761) {4,725} {8.862) - (6,174) {235,684} |
Disposalsiwrite off — 16047 433 450 - ~ 161,357 .

As at December 31, 2007 {15,388) {1,126,814) (25,752} {29,566} — {8,846) (1,206,366)

" Net book value

As at December 31, 2006 48,980 564,110 16,195 17331 3,161 1372 661,149
S

As at December 31, 2007 95,807 890,672 19,288 13,578 3,000 10,803 1,033,148
'
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13. PROPERTY, PLANT AND EQUIPMENT, NET (continued)

The Company:

Furniture,
Computer fixtures
systems and Moter  and other Leasehold
Buildings  software vehicles equipment improvement Total

RMB'000  RMB'G00  AMB'GO0  AMB'O00  AMB'O00  RMB'0GO
(S

Cost

As at January 1, 2006 32883 151211 20,285 21,228 - .mem
Purchases - 118,428 3.849 7553 12,443 142,273
Disposalspwrite off - {5,711) {923} {453) - (1087}
As at December 31, 2006 32893 1,625,438 2324 28328 12443 1722313
Purchases 33,590 544,509 6.758 2912 5,140 592,509
Disposalsfwrite off — {164,442} - - — (164,442}
As at December 31, 2007 66483 2,005,505 29,969 31,240 17583 2,150,780

Accumulated depreciation

As at January 1, 2006 {3,716)  (864,508) {11,044) {12,555} — (891,873}
Charge for the vear (1595) (205,345} (2,502 (2,857) {2,045)  (214,344)
Disposalsfwrite off - 5474 895 439 - 6,808
As at December 31, 2006 {5,311) 11,064,429} {12,651) {14,973} (2,045) (1,099,409}
Charge for the year (1,598} (211,812} (2,814) {1284} {5,266)  [228711)
Disposalspwrite off — 157978 - - - 157978
~ As at December 31, 2007 (6,906) {1,118,283}  (15465) 122,257 (7311 {1,170,202)

Net book value

As at December 31, 2006 27582 561,009 10,560 13,355 10,358 622,804
O

As at December 31, 2007 58,577 887242 14,504 8,983 10,272 980,578
|
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14. INTANGIBLE ASSETS, NET

The Group The Company

2007 2006 2007 2006
RMB’000 RMB'000 RMB'000 RMB 000

(T R

Cost

As at January 1 : 53,414 48,268 47586 44,222
. Additions 9,282 5,146 8,855 3,364 .

As at December 31 62,696 53,414 56,441 47586 .

Accumulated amortization |
As at January 1 {43,445) (35,036} (39,678} (31,772)

Amortization for the year (7.427) (8,409} (6,747} (79086)
As at December 31 (50,872} (43,445) (46,425) {39,678)

Net book value
As at December 31 11,824 9,969 10,016 7908

The intangible assets of the Group and the Company represent computer software acquired.

15. INVESTMENTS IN SUBSIDIARIES

The Group

The Company

2007 2006 2007 2006
5 RMB’000 RMB'000 RMB'000 AMB'000

Investments, at cost:

A listing of the Company's subsidiaries is shown in Note 1.
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16.

INVESTMENTS IN ASSOCIATED COMPANIES

The Group

The Company

|

2007 2006 2007 2006 |
RMB'000 RMB'000 RMB 000 AMB'000 |
~ Beginning of the year 68,343 53,854 21,790 11,890
Share of profit 12,991 11,727 - —
Dividend received from
associated companies {838} (7138} — —
~ Additional capital contribution 5,500 9,900 5,500 8,900
End of the vear 85,996 68,343 27,290 21,790
A listing of the Group's associates is shown in Note 1.
The Group's interest in its principal associates, all of which are unlisted, were as follows:
Profit

Total
assets
AMB 000

Total
liabilities
RMB 000

Revenues
RMB 000

attributable to |
equity holders
AMB'000

2006

84,679

16,336

303,950

1,727

2007

111,321

25,325

346,305

12,991
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17. FINANCIAL INSTRUMENTS BY CATEGORY

The accounting policies for financial instruments have been applied to the ling items below:

The Group The Company

2007 2006 2007 2006
RMB 000 RMB 000 AMB’000 RMB 000
*—
Assets as per balance sheet: !
Accounts receivable
{Note 22) 141,565 84,882 110,242 58,125
Due from related parties
{Note 23) 389,561 300,070 381,573 289,751
Due from subsidiaries,
" net {Note 24) - - 24,982 22,227
Due from associated
companies {Note 25) 6,308 273 6,308 273
. Short-term bank
deposits (Note 27} 1,843,949 1,884,604 1,757,949 1,813,504
Cash and cash equivalents
(Note 28) 1,209,152 1,233,166 1,111,519 1,147,017
. Loans and receivables 3,590,535 3,502,995 3,392,573 3,330,947 -
Held-to-maturity financial
assets (Note 19) 100,000 100,000 100,000 100,000
" Total 3,690,535 3,602,995 3,492,573 3,430,947
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18. DEFERRED INCOME TAX

The Group

2007 2006
RMB‘000 AMB 000

The Company

2007
RMB’000

2006
ARMB 000

*

Deferred tax assets:
— Deferred tax assets to be
recovered after more

than 12 months 6,539 — 6,539 _—
— Deferred tax assets to be :
recovered within :
12 months 2,690 — 1,523 — |
9,229 —_ 8,062 — E

Deferred tax liabilities:
— Deferred tax liabilities to be
settled within 12 months

(129)

{129)
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18. DEFERRED INCOME TAX (continued)

The gross movement on the deferred income tax accounts is as follow:

The Group:
Depreciation Provision
and and
Amortization Others Total
RMB'000 AMB 000 RMB'000

As at January 1, 2006 and
December 31, 2006 —_ — _

Charged/(credited) to the
income statement 7647 1,453 9,100

As at December 31, 2007 7647 1,453 9,100

The Company:

Depreciation Provision

and and
Amortization Others Total
RMB 000 RME 000 AMB 000

As at January 1, 2006 and
December 31, 2006 — — _

Charged/icredited} to the
income statement 7614 448 8,062

As at December 31, 2007 7614 448 8,062
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19.

20.

21.

HELD-TO-MATURITY FINANCIAL ASSETS

At December 31, the Company and the Group had the following held-to-maturity financial assets:

{nterest rate and maturity 2007 2006
RMB000 RMB000

Treasury bonds 3% per annum with maturity in December 2008 100,000 100,000

As at December 31, 2007, the held-to-maturity financial asset was classified as current assets as it
will be matured within twelve months.

OTHER LONG-TERM ASSETS

At December 31, other long-term assets of the Company and the Group mainly comprised long-term
rental deposits.

INVENTORIES
The Group The Company

2007 2006 2007 2006
RMB’000 RMB'000 RMB'000 RMB 000
Equipment for sale 9,009 4,359 2,632 2,632
Spare parts 77 83 - —
Others 261 162 - —
Total 9,347 4,604 2,632 2,632

Provision for impairment
of inventories {106) (106) - —
9,241 4,438 2,632 2,632

No inventories have been pledged as security for borrowings with the Group and the Company.
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22. ACCOUNTS RECEIVABLE, NET

The Company

The Group

2007 2006 2007 2006

RMB’000 RMB'000 RMB000 AMB'000

Accounts receivable 146,390 87,960 113,797 60,997
Provision for impairment

of receivables (4,825) (3,078) (3,555} (2,872}

Accounts receivable, net 141,565 84,882 110,242 58,125

The payment period is normally within six months after the services are rendered.

The carrying amounts of the Group's accounts receivable approximated its fair value as at December
31, 2007 because of the short-term maturities of these receivables.

The maximum exposure to credit risk at the reporting date is the fair value of accounts receivable.
The Group does not hold any collateral as security.

As at December 31, 2007 and 2006, the ageing analysis of the accounts receivable was as follows:

The Group The Company

2007 2006 2007 2006
RMB’'000 RMB'000 RMB’000 RMB 000
e e
Within 6 months 126,837 73,294 108,850 56,190
Qver 6 months but
within 1 year 6,390 4,859 1,490 2,186
Over 1 year but
within 2 years 4,578 2,083 1,008 1,224 .
_ Over 2 years but [
within 3 years 1,247 6,598 1,062 265 -
Over 3 vears 7,338 1,126 1,387 1,122
Accounts receivable 146,390 87,960 113,797 60,997
Provision for impairment
of receivables {(4,825) (3,078) (3,555) {2,872)
Accounts receivable, net 141,565 84,882 110,242 58,125
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22. ACCOUNTS RECEIVABLE, NET (continued)

As of December 31, 2007, accounts receivable of RMB 8,656,000 {2006: RMB 3,524,000) were past
due but not impaired. These relate to a number of independent customers for whom there is no recent
history of default. The aging analysis of these accounts receivabie is as follows:

The Group The Company
2007 2006 2007 2006
AMB’'000 BMB 000 RMB’000 RMB'000

Cver 6 months but

within 1 year 4,900 2,664 - —
Over 1 year but
within 2 years 3 860 - —
Over 2 years but
within 3 years 185 — - —
8,656 3,624 - —

= e TR R e

As of December 31, 2007, accounts receivable of RMB 10,897000 (2006; RMB 11,142,000} were
impaired. The amount of the provision was RMB 4,825,000 as of December 31, 2007 (2006: RMB
3,078,000). It was assessed that a portion of the receivables is expected to be recovered. The ageing
of these receivables is as follows;

The Group The Company
2007 2006 2007 2006
RMB'600 RMB 000 RMB'000 RMB 000
- |
Over 6 months but
within 1 year 1,490 2,195 1,490 2,196
Over 1 year but
within 2 years 1,007 1,223 1.008 1,224
Over 2 years but
within 3 years 1,062 6,598 1,062 265
Over 3 years 7,338 1,126 1,387 1122
!
10,897 11,142 4,947 4,807 |
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22, ACCOUNTS RECEIVABLE, NET (continued)

The movement of provision for impairment of receivables is as follows:

The Group The Company

2007 2006 2007 2006 -
RMB’000 RMB 000 RMB'000 RMB'000
e e —
Balance at beginning of year 3,078 1,755 2,872 1,557
Provision 1.747 1,323 683 1,315
Balance at end of year 4,825 3.078 3,655 2,872

The carrying amounts of the accounts receivable are denominated in the following currencies:

The Company

The Group

2007 20086 2007 2006

RMB'000 ARMB 000 RMB 000 RMB'000

. RMB 47,353 27587 26,946 16,722

HKD denominated 7430 4,112 4,629 2,077
USD denominated 87502 56,213 78,159 42,198 -

Others 4,105 48 4,063 —
146,390 87960 113,797 60,997
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23.

DUE FROM RELATED PARTIES, NET

The Group

The Company
t
2007 2006 2007 2006 ,
RMB000 RMB000 RMB 000 AMEB'000 |

_—————————————

Within 6 months 377452 289,133 370,852 279,376 :
Over 6 months but 5
within 1 year 10,796 10,889 10,721 10,865 \‘
Qver 1 year but ,
within 2 years 7,055 7685 5,779 7167 |
" Over 2 years but
within 3 years 1,895 5,148 1,858 5,148 |
_ Over 3 years 7,028 1,880 7,028 1,880
Due from related parties 404,226 314,735 396,238 304,416
Pravision for impairment
of receivables {14,665) (14,665} {14,665) (14,665)
Due from related parties, net 389,561 300,070 381,573 289,751

These halances are trade related, interest free, unsecured and generally repayable within six months.

As of December 31, 2007 due from related parties of RMB 12,109,000 (2006: RMB 10,937000) were
past due but not impaired. These relate to a number of customers for whom there is no recent history
of default. The aging analysis of these receivables are as follows:

The Company

The Group
2007 2006 2007 2006
RMB’600 RMB'000 RMB’000 RMB'000
- ]
+ Over 6 months but
within 1 year 10,796 510 10,721 5,076
Over 1 year but
within 2 years 1,276 5,827 — 5,299
QOver 2 years but
within 3 years 37 — - — !
12,109 10,937 10,721 10,375
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23. DUE FROM RELATED PARTIES, NET (continued}

As of December 31, 2007, due from related parties of RMB 14,665,000 (2006: RMB 14,665,000) were
impaired. The amount cf the provision was RMB 14,665,000 as of December 31, 2007 {2006: RMB
14,665,000) for the estimated losses resulting from the disagreement on services and payments. The
ageing of the receivable is as follows:

e i e e PR e —— e —

The Group The Company

2007 2006 2007 2006 .
RMB’000 RMB 000 RMB'000 RMB'000
——
Over 6 months but
within 1 year - 5,779 - 5,779 -
Over 1 year but
within 2 years 5,779 1,858 5,779 1,858 .
Qver 2 years but ‘
within 3 years 1,858 5,148 1,858 5,148
Over 3 years 7,028 1,880 7,028 1,880 .‘
14,665 14,665 14,665 14,665

24. DUE FROM SUBSIDIARIES, NET

P U VLIS UV U U W U

The Group The Company
2007 2006 2007 2006 '
RMB'000 RAMB'000 RMB’000 RMB'000 '
0
. Within 6 months — — 711 8,540
~ Over 6 months but ;
within 1 vear — — 3,210 2,287 :
Over 1 year but [
within 2 years ) - —_ 5,751 3,783 |
Over 2 years but |
 within 3 years - — 2,293 4,813 ‘
| Over 3 years - — 14,428 10,615 |
|
Total — — 32,793 30,038 |
Provision for impairment '
of receivables - — {78M) (7.811)
" Due from subsidiaries, net - — 24,982 22,227

These balances are trade related, interest free and unsecured.
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one year.

25. DUE FROM ASSOCIATED COMPANIES

26. PREPAYMENTS AND OTHER CURRENT ASSETS

NOTES TO THE CONSOLIDATED FINANCIAL

The Company

These balances are trade related, interest free, unsecured and generalty repayable within

27. SHORT-TERM BANK DEPOSITS

The Company

The Group

2007 2006 2007 2006

RMB'000 RMB 000 RMB000 AMBE'000
e e ]
Advance payments 35,822 13,578 32,460 5,050

Interest receivable 34,046 28,894 34,046 28,884

Prepaid expenses 18,661 13.045 18,661 12,775

Other current assets 13,870 6,647 3,473 1,069

Total 102,399 62,064 88,640 47788

The Group
2007 2006 2007 2006
RMB'000 RMB 000 RMB'000 RMB 000
RMB 1,666,000 1,601,100 1,580,000 1,530,000
HKD denominated 177,949 221,034 177,949 221,034
USD denominated - 62,470 - 62,470
1,843,949 1,884,604 1,757,949 1,813,504 -

The annual interest rate on short-term bank deposits ranges from 2.52% to 4.80% (2006: 1.71% to
4.89%) and these deposits have a maturity period ranging from 6 to 24 moenths {2006: 6 to 36 months).
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CASH AND CASH EQUIVALENTS

The Group

{Amounts expressed in Renminbi}

The Company

2007 2006 2007 2006
RMB'000 AMB 000 RMB'000 RMB060 -
Cash .
RMB 60 300 20 110 -
HKD denominated 34 30 - —
USD denominated - 1 - -
Cthers 5 8 - !
99 339 20 10
Demand deposits
ARMB 1,094,216 1,064,720 1,051,485 1,022,124
USD denominated 78,280 109,976 45,797 79,295
HKD denominated 31,640 556,921 14,217 45,488
Others 4,917 2,210 - —
1,209,053 1,232,827 1,111,499 1,146,907
Total cash and cash
equivalents 1,209,152 1,233,166 1,111,519 1,147017

e
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29. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

The Group The Company

2007 2006 2007 2006
RMB 000 RMB000 RMB’000 RMB'000

Accounts payable 180,255 110,142 163,835 96,457
Accrued departure ,
fechnology support fee 100,443 55,476 100,442 62,494 'r
Accrued technical support fee 17,245 27548 15,902 25,742 |
Accrued network usage fees 45,113 45,565 45,113 45,565

Accrued bonus and |
employee benefit to .‘

employees 49,189 50,557 46,060 47652 |
Other taxes payable (i} 30,459 24,282 29,935 22,992
Other liabilities 47508 45,630 41,212 42,851 l

Total 470,212 359,200 442,499 343,753 l

At December 31, 2007, approximately RMB 141,607,000 of the above balances were denominated in
US dollars {2006: RMB 123,664,000).

The aging analysis of accounts payable and accrued liabilities are as follows:

The Group The Company
2007 2006 2007 2006
RMB'000 ARMB 000 RMB’'000 AMB'000
*
Within 6 months 133,228 25,238 124,746 16,059
Over 6 months but
within 1 year 13,078 8,773 11,231 6,758
Over 1 year but
within 2 years 7884 55,809 4,630 53,531
Over 2 years but
within 3 years 17,481 754 14,644 541
QOver 3 years 8,584 19,568 8.584 19,568
Total accounts payable 180,255 110,142 163,835 96,457
Accrued liabilities and
other liabilities 289,957 249,058 278,664 247296
Total 470,212 359,200 442,499 343,753
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29,

30.

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES (continued)

(i) Other taxes payables

The Company

The Group
2007 20086 2007 2006
RMB’000 RMB 000 RMB 000 AMB'000
Business tax payable 24,959 17640 24,034 16,977
VAT payable (977) 167 {73} {126}
Other 6.477 6,475 5,974 6,141
Total 30,459 24,282 29,935 22,992

DUE TO RELATED PARTIES

The Group The Company
2007 2006 2007 2006
RMB’'000 RMB’'000 RMB’000 AMB 000
e
* Within 6 months 14,069 1,153 14,069 152
Over 6 months but
within 1 year - 50,945 - 50,850
« Qver 1 year but
within 2 years — 11,366 - 10,794
Over 2 years but
within 3 years 5,424 3,116 4,934 2,787
" Over 3 years 20,467 18,862 11,530 9,524
Total 39,960 85,442 30,533 74,107

These balances comprised mainly dividend payables and service fee payable.
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{Amounts expressed in Renminbi)

31.

PAID-IN CAPITAL

The Paid-In capital as at December 31, 2007 represented 5772303,500 Domestic Shares that were
issued by the Company upon incerporation, 310,854,000 H Shares that were issued by the Company
in February, 2001, and 888,157500 new ordinary shares due to the Bonus Issue in June, 2007 as
described in Note 11.

2007 2007

Number of shares Amount
‘000 ARMB 000
- ]
Authorized:
Doemestic Shares of RMB1 each 1,154,607 1,154,607
H Shares of RMB1 each 621,708 621,708
Total shares of RMB1 each 1,776,315 1,776,315

Issued and fully paid:

Domestic Shares of RMB1 each 1,164,607 1,154,607
- H Shares of RMB1 each 621,708 621,708
Total shares of RMB1 each 1,776,315 1,776,315

o
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NOTES TO THE CONSOLIDATED FINANCIAL
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{Amounts expressed in Renminbi)

32. RESERVES

Statutory  Statutory Discretionary

Surplus Public Surplus Currency
Capital Reserve Welfare Reserve translation
Surplus Fund Fund Fund differences Total

RMB'000  RMB'000  RMB'000  RMB'000  RMB00C  RMB'00D .
'

The Group

Balance as at
January 1, 2006 1,194,956 218,004 207330 291,544 {450) 1,811,454

Transfer from Statutory
Public Welfare Fund — 207330 (207330} - - -

Transfer from
retained earnings — 52,248 — 103, - 165,359

Currency translation differences - - — - {701} (701)

Balance as at
December 31, 2006 1,184,956 477582 - 394,725 (1,151)  2.066,112

" Transfer to Paid-in capital
{Note 31) {888,157} - — — - {888,157}

" Transfer from
retained earnings — 36,847 — 83,699 — 120,546

Currency translation differences — — — — (1,667} (1,667}

Balance as at

Decernber 31, 2007 306,799 514,429 — 478,424 {2,818) 1,296,834
1
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32. RESERVES {continued)

Statutory

Surplus

Reserve

Fund

RMB 000

Statutory Discretionary

Public Surplus Currency
Welfare Reserve translation
Fund Fund differences

RMB 000 BB 000 RMB0OD

Total
RMB'G00

The Company

Balance as at

]
i
i
f
|
i
i

January 1, 2006 215,928 205,554 291,528 — 1,907966
Transfer from Statutory

Public Welfare Fund 205,554 {205,554 — — —
Transfer from

retained earnings 51,478 — 102,779 — 194,257
Balance as at

December 31, 2006 472,960 — 394,307 — 2,062,223
Transfer to Paid-In

capital (Note 37) - —_ - — (888,157}
Transfer from

retained earnings 41,469 —_ 84,117 — 125,586
Balance as at

December 31, 2007 514,429 — 478,424 — 1,299,652
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(Amesunis expressed in Rermminbi)

33. APPROPRIATIONS AND DISTRIBUTION OF PROFIT

In accordance with the Company Law of PRC, which was revised on October 27 2005 and became
effective on January 1, 2006, and the Articles of Association of the Company, the Company would not
make any appropriations to the statutory public welfare fund commencing from 2006. According to
the Circular on corporate accounting treatment following the implementation of Company Law issued
by ithe Ministry of Finance on March 15, 2006, the balance of the statutory public welfare fund at
December 31, 2005 was transferred into the statutory surplus reserve fund.

In the year ended December 31, 2007 according to the Company Law of PRC, related regulations,
and the Articles of Association of the Company, the distributable net profit after taxation and minority
interest is distributed in order as follow:

{i) making up cumulative prior years' losses, if any;

(i} appropriation to the statutory surplus reserve fund;

(liil  appropriation to the discretionary surplus reserve fund,

{iv) appropriation to the distribution of dividends for ordinary shares.

For the year ended December 31, 2007, the Board's proposed appropriations to the statutory surplus
reserve fund and discretionary surplus reserve fund were adjusted for the impact of the new PRC
Accounting Standards that became effective on January 1, 2007

The appropriation to the discretionary surplus reserve fund for the year ended December 31, 2006
was approved in the annual general meeting held on June 5, 2007 The amount was accounted for in
shareholder's equity as a distribution of retained earnings in the year ended December 31, 2007
The proposed appropriation of RMB 118,357,000 to the discretionary surplus reserve fund for the year

ended December 31, 2007 is subject to shareholders’ approval at the next general meeting. Therefore,
the amount will be recorded in the Group's financial statements for year ending December 31, 2008.

After the appropriations mentioned above, the retained earnings available for distribution as at December
31, 2007 was approximately RMB 959,553,000 (2006: RMB 787939,000}.

The profit attributable to equity holders of the Company is dealt with in the financial statements of
the Company to the extent of RMB 591,783,000 (2006: RMB 495,029,000) for the year ended
December 31, 2007
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(Amounts expressed in Renminbi}

34. CASH GENERATED FROM OPERATING ACTIVITIES

2007 2006

_ RMB000 RMB’'000
e

Profit before taxation 718,591 627942
Adjustments for:
Depreciation and amortization 243,111 229,178
Loss on disposal of property, plant and
equipment 6,039 83
Interest income (69,512} (67.624)
Provision for impairment of receivables 1,747 10,608
Provision for impairment of inventories - 106
Share of results from associated companies (12,991) (11,727
Foreign exchange loss 19,149 14,617

Decrease {increase) in current assets:

Accounts receivable (58,430) (24,689}
Inventories {4,743) (1,214}
Prepayments and other current assets {5.370} {4,391)
Due from related partiesfassociated companies (95,526} (36,237)
Increase {decrease) in current liabilities:
Accounts payable and accrued liabilities 33,728 20,153
Deferred revenue 2,726 473
Due to related parties 11,713 1,733
~ Cash generated from operations 790,232 758,91
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35.

NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

{Amounts expressed in Renminbi)

FINANCIAL RISK MANAGEMENT

. Financial risk factors

The Group's activities expose it to a variety of financial risks: market risk (including currency
risk and interest rate risk), credit risk, and liquidity risk. The Group’s overall risk management
programme focuses on the unpredictability of financial markets and seeks to minimize potential
adverse effects on the Group's financial performance.

Financial risk management is carried out by the Group's finance department, following the
overall directions determined by the Board of Directors. The Group's finance department identifies
and evaluates financial risks in close co-operation with the Group's operating units.

(i) Foreign currency risk

The Group’s functional currency is RMB. Majority of transactions are conducted in RMB
except certain commercial transactions with foreign airlines and purchases of machinery
and equipment from overseas suppliers The Group manages the foreign exchange risks
by performing regular reviews of the Group's net foreign exchange exposure.

The Group’s exposure to foreign exchange risk relates principally to its accounts receivables,
cash and cash equivalents, short-term bank deposits and accounts payables denominated
in foreign currencies. Analysis of these assets and liabilities by currency are disclosed
in Notes 22, 28, 27 and 29 respectively.

As at December 31, 2007 if RMB had strengthened/weakened by 5% against US$ and
HK$ with all other variables held constant, which were considered reasonably possible
at each of the dates by management, the profit for the years ended December 31, 2007
would have been approximately RMB 11,651,000 lower/higher, mainly as a result of
foreign exchange losses on translation of US$ and HK$ dencminated accounts receivables,
cash and cash eguivalents, short-term bank deposits and accounts payables.

(i) Interest rate risk

The Group's interest-bearing assets are mainly represented by cash and cash equivalents,
bank deposits and treasury bonds. Interest income is approximately RMB 69,512,000
(2006: RMB 67,624,000). Apart from this, the Group’s income and operating cash flows
are substantially independent of changes in market interest rates. The interest rates and
maturities of the Group’s short-term bank deposits and treasury bonds are disclosed in
Note 27 and Note 18.

The Group has no significant borrowing and non-current liabilities at December 31, 2007
and do not has significant exposure to changes in interest rates.
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(Amounis expressed in Renminbi)

3s.

FINANCIAL RISK MANAGEMENT (consinued)

. Financial risk factors (continued)

(iii)

(tv)

Credir risk

Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents,
short-term deposits, accounts receivables, and due from related parties. The carrying
amounts of these current assets represent the Group's maximum exposure to credit risk
in relation to financial assets.

As a substantial portion of these revenues was generated from the shareholders of the
Company, the amount due from related parties balances are trade related, and the
counterparties mainly comprise the domestic airlines. Most of these domestic airlines
are stated-owned enterprises with good repayment history. Based on historical record,
the repayment period is normally within 6 months and there was no material default of
the balances in the past. Approximately 62% (2006: 60%) of the total amount due from
related parties was due from the top 3 customers of the Group: China Southern Air
Company Limted, China Eastern Air Company Limited, and Air China Limited.

The Group has policies to ensure that the bank balances are placed with the banks with
good reputation and credit quality. The Group also performs evaluation of credit quality
of the banks periodically. Approximately 67% (2006; 66%) of the total bank balances were
concentrated with 4 stated-owned banks as at December 31, 2007

Liquidity risk

The Group maintains cash and bank deposits to hedge its liquidity risks. Approximately
62% of the total assets are cash and cash equivalents, or short-term deposits as at
December 31, 2007 (2006: 70%), which is adequate to meet its daily operations
requirements. Directors believe the Group has sufficient cash balances as at December
31, 2007 and has no significant exposure to liquidity risk.
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35, FINANCIAL RISK MANAGEMENT {continued)

. Capital risk management
The Group’s objective is to maintain an optimal capital structure and reduce the cost of capital.

The Group reviews and manages its capital structure actively and regularly to ensure optimal
capital structure and shareholder returns, taking into account the future capital requirements
of the Group and capital efficiency, prevailing and projected profitability, projected operating
cash flows, projected capital expenditures and projected strategic investment opportunities.

. Fair value estimation

The Group's financial instruments mainly consist of cash and cash eguivalents, short-term bank
deposits, accounts receivables, prepaymenis, due from associated and related parties, treasury
bonds, accounts payables, and due to related parties.

The carrying ameounts of the Group's financial instruments except for treasury bonds approximated
their fair values as at December 31, 2007 because of the shori-term maturities of these
instruments.

The treasury bonds that are held to maturity are carried at amortized cost. At December 31,
2007 the market value of the treasury bonds was approximately RMB 100,560,000 (2006: RMB |
100,430,000},

36. SEGMENT REPORTING

The Group conducts its business within one business segment — the business of providing aviation |
information technology and related services in the PRC. The Group's chief decision maker for operation l
is considered to be the Group’s general manager. The information reviewed by the general manager !
is identical to the information presented in the consolidated income statament. No segment income |
statement has been prepared by the Group for the year ended December 31, 2007 and 2006. The Group
also operates within one geographical segment because its revenues are primarily generated in the
PRC and its assets are located in the PRC. Accordingly, no geographical segment data is presented.
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37. COMMITMENTS

(a) Capital conimitments

At December 31, the Group had the following capital commitments:

2007 2006

RMB000 RMB 000
Authorized and contracted for
— Computer System 55,720 7923
— Building 63,437 -—
. Authorized but not contracted for
— Computer System 661,692 494,680
— Land use right and Building 628,962 —
Total 1,409,8M 502,603 :

The above capital commitments primarily relate to the development of the new generation
aviation passenger service system and the construction of new operating centre in Beijing.

At December 31, 2007 less than RMB 1 million of the above balance were denominated in US
dollars (2006: Nil}.

(b)  Operating lease commitments
As at December 31, the Group had the following commitments under operating leases:

2007 2006

_ RMB’'000 AMB 000
Within one year 58,581 175621 .
Later than one year but not iater than five years 68,264 46,530

Total 126,845 64,061
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37. COMMITMENTS (continued)

(¢) Equipment maintenance fee commitments

As at December 31, 2007 the Group had equipment maintenance fee commitments as of RMB
14,417,000 (2006: Nil}.

38. RELATED PARTY TRANSACTIONS

Entities are considered to be related if one has the ability to control the other, directly or indirectly,
or has the ability to exercise significant influence over the financial and operating decisions of the other.
Entities are also considered 1o be related if they are subject to common control or common significant
influence.

Management believes that meaningful information relative to related party disclosures has been
adequately disciosed.

(1) Related parties

The major related parties of the Company and the Group are as follows:

Name Relationship with the Company i
|

China TraveiSky Holding Company ("CTHC") Shareholder of the Company

China Southern Air Holding Company Shareholder of the Company

China Southern Airlines Company Limited Subsidiary of a shareholder of the Company

China Eastern Air Holding Company Shareholder of the Company

China Eastern Airlines Company Limited Subsidiary of a shareholder of the Company
" China National Aviation Holding Company Shareholder of the Company

Air China Limited Subsidiary of a shareholder of the Company
* Xiamen Airlines Company Limited Shareholder of the Company !
. China Eastern Airlines Wuhan Shareholder of the Company |
- Company Limited !
' Hainan Airlines Company Limited Shareholder of the Company 5
' Shenzhen Airlines Company Limited Shareholder of the Company ‘
; Shanghai Airlines Company Limited Shareholder of the Company

Sichuan Airlines Holding Company Shareholder of the Company
. Sichuan Airlines Company Limited Subsidiary of a shareholder of the Company
' Asia Technology Development Company Indirect wholly owned subsidiary

Limited {“Asia Technology™} of a shareholder of the Company
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38. RELATED PARTY TRANSACTIONS (continued)

(2)  Related party transactions

The following is a summary of significant recurring transactions carried out with the Group's
related parties.

{i)

{ii)

{idi}

Revenue for aviation information technology and data network services, the pricing of
which was based on either contractual arrangements or negotiated prices with these
related parties with reference to the pricing standards prescribed by Civil Aviation
Administration of China ("CAAC"} where applicable.

Name 2007 2006

AMB 000 RMB000
- - — "
China Southern Airlines Company Limited {a) 347507 300,552
China Eastern Airlines Company Limited (b} 273,339 248,545 |
Air China Limited 241,469 226,965 |
Hainan Airlines Company Limitad 146,464 123,533
Shanghai Airlines Company Limited 99,295 79,347
Shenzhen Airlines Company Limited 101,128 78,464
{a) Included the transaction amount of its subsidiary, Xiamen Airlines Company Limited.
(h) Included the transaction amount aof its subsidiary, China Eastern Airlines Wuhan Company
Limited.

In the Directors’ opinion, these transactions were carried out with related parties in the
ordinary course of business and on normal commercial terms.

Lease of properties from CTHC

For the year ended December 31, 2007, operating lease rentals for lease of properties
from CTHC amounted to RMB 38,608,608 {2006: RMB 38,608,608). The pricing of
operating lease rentals for buildings is based on agreed rates with CTHC.

Computer software development services provided by Asia Technology.

For the year ended December 31, 2007 computer software development servicas provided
by Asia Technology amounted to RMB 18,800,000 (2006: RMEB 18,800,000). Asia Technology
is an indirect wholly owned subsidiary of CTHC. The pricing of computer software
development service fee is based on contractual arrangement with Asia Technology.




Annual Report 2007 U 113

NOTES TO THE CONSOLIDATED FINANCIAL
STATEMENTS

(Amounts expressed in Renminbi)

38. RELATED PARTY TRANSACTIONS {continued)

(3) Balances with related parties

Balances due from the related parties mainly comprised:

- T - T T

The Group The Company !

2007 2006 2007 2006

Name RMB’000 RMB000 RMB’000 AMB000 ‘

L |

i

China Southern Airlines \

Company Limited (a) 129,108 18,215 126,854 16,516 ‘

China Eastern Airlines \

Company Limited () 67,843 93,685 64,684 92,932

Air China Limited 52,680 77188 52,667 77180

. Hainan Airlines T

Company Limited 45,009 39,847 44,973 39,798

| Sichuan Airlines '

Company Limited 45,487 3.190 45,587 2,640 ¢

" Shenzhen Airlines |

Company Limited 25,482 45,204 23,314 45,126 -

"
{a) Included the transaction balance of its subsidiary, Xiamen Airlines Company Limited.

(b} Included the transaction balance of its subsidiary, China Eastern Airlines Wuhan Company Limited.

The balances with related parties were unsecured, non-interest bearing and generally repayable
within six months.

The balances with related parties primarily arose from the above related party transactions.
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38. RELATED PARTY TRANSACTIONS (continued)

4)

Amounts due from other major state-owned enterprises

The balances with other major state-owned banks are as follows:

The Group The Company
2007 2006 2007 2006
Name RMB000 RMB000 RMB'000 RAMB’000

+ Bank balances 1,912,320

2,058,932 2,064,720 1,880,290

The Group is a state-owned enterprise. In accordance with the revised |AS 24, “Related Party
Disclosures’ state-owned enterprises and their subsidiaries, other than entities under the
Group, directly or indirectly controlled by the PRC government are also defined as related parties
of the Company and its subsidiaries.

The majority of the business activities of the Company and its subsidiaries are conducted with state—
owned enterprises. For the purpose of the related party transactions disclosure in accordance with
IAS 24, the Company and its subsidiaries have established procedures to determine, to the extent

possible, the identification of the ownership structure of its customers and suppliers as to whether

they are state-owned enterprises. However, many state-owned enterprises have a multi-layered
corporate structure and the ownership structures change over time as a result of transfers and
privatization programs. Nevertheless, management believes that all material related party balances and
transactions have been adequately disclosed.

39. ULTIMATE HOLDING COMPANY

The Directors regard China TravelSky Holding Company established in the PRC as being the ultimate
holding company.

40. RECLASSIFICATION

Certain comparative figures have been reclassified to conform to the current year presentation.

41. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Board of Directors on March 28, 2008.
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SUPPLEMENTARY FINANCIAL INFORMATION PROVIDED BY THE MANAGEMENT
CONSOLIDATED BALANCE SHEET

(Amounts expressed in thousands of Renminbi (“RMB"))

" ASSETS
" Non-current assets

2003
RMB000

2004
RME000

Aé af Dei:embe; 3'17-

2005
RMB000

2006
RMB 000

|
2007 -
RMB'000 |

Property, plant and equipment, net 545,354 475118 728,325 661,149 1,033,148
Intangible assets, net 11,093 15,117 13,232 9,969 11,824
Investments in associated companies 36,327 42,424 53,854 68,343 85,996
Held-to-maturity financial assets 100,000 100,000 100,000 100,000 -
Qther long-term assets 4,901 16,142 20,906 17000 8,881
Deferred income tax assets - — — — 9,229
697675 648,861 916,317 856,461 1,149,078

Current assets
Inventories 2,635 4,098 3,390 4,498 9,241
Accounts receivable, net 18,352 38,170 61,516 84,882 141,565
Due from associated companies 65 — 1,227 273 6,308
Due from related parties, net 83,619 112,81 272,991 300,070 389,561
Prapayments and other current assets 32,005 82,979 48,072 62,064 102,399
Short-term investments 1,920 1,749 — - -
Held-to-maturity financial assets — - — — 100,000
Short-term bank deposits 505,000 625,378 1,947277 1,884,604 1,843,949
Cash and cash equivalents 2,034,952 2,236,843 856,811 1,233,166 1,209,152
2,678,548 3.102,028 3,191,284 3,569,557 3,802,175
Total assets 3,376,223 3,750,889 4,107,601 4,426,018 4,951,253

EQUITY
Capital and reserves attributable to
equity holders of the Company

Share capital 888,158 868,158 888,158 888,158 1,776,315
Reserves 1,584,817 1,718,540 1,911,454 2,066,112 1,296,834
Retained earnings
- Proposed final cash dividend 90,592 177632 204,276 195,395 230,921
- Others 314,47 451,297 584,304 749,137 1,028,659
2,878,038 3,236,627 3,588,192 3,898,802 4,332,729
Minority interest 40,305 49,456 61,296 72523 85,997
Total equity 2,918,343 3,286,083 3,649,488 3,971,325 4,418,726
- LIABILITIES
Non-current liabilities
Deferred income tax liabilities — - — — 129
. Current liabilities
Accounts payable and accrued liahilities 3g5,564 421,821 345,000 359,200 470,212
Due to related parties 64,922 27048 93,981 85,442 39,960
Income tax payable 5,343 12,794 17159 7605 17,054
Deferred revenue 2,051 3,143 1,873 2,446 5,172
457880 464,806 458,113 454,693 532,398
' Total liabilities 457880 464,806 458,113 454,693 532,527
~ Total equity and liabilities 3,376,223 3,750,889 4,107601 4,426,018 4,951,253

Net current assets

‘ Total assets less current liabilities

2,220,668

2,318,343

2,637222

3,286,083

2,733

3,649,488

3,114,864

3,971,325

3,269,777

4,418,855
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{Amounts expressed in thousands of Renminbi (“RMB”}, except per share duta)

Year ended December 31

2003 2004 2005 20086 2007
AMB000 AMB'600 AMB000 AMB'000 RMB’000
I
Revenues
Aviation information technology services 663,932 1,025,725 1,238,003 1,395,172 1,601,160
Data network and others 229,686 257125 258,781 316,533 400,743
Total revenues 893,618 1,282,850 1,496,784 1,7M,705 2,001,903
Operating expenses
Business taxes and other surcharges {32,005) (42,277} {49,764) (56,358) {65,795}
Depreciation and amortisation (148,166} {166,741} (182,015) (229,178) (243,111)
Network usage (58,752} (70,671} {59,982} {76,529} {83,562)
Perscnnel (166,4258) (154,068) (199,497} (239,743) (271,689)
Operating lease rentals (42,870) (49,406) {61,878 {63,658) {68,607}
Technical support and maintenance iees (44,650) (40,456) (68,138} {99,801) {154,459}
Commission and promotion expenses {74,537) {155,702} (148,004) (194,095} (248,075)
Other operating expenses (98,842) (152,423) (182,502) {188,534) {209,701)
Total operating expenses (667287) {831,744) (951,780} {1,147896} (1,344,999)
Operating profit 226,33 451,106 545,004 563,809 656,904
Financial income, net 34,569 37558 38,441 52,406 48,696
Share of results of associated companies 11,445 10,934 11,312 1,727 12,991
Profit before taxation 272,345 493,598 594,757 627942 718,591
Taxation {23,092} {40,188} {51,063} {98,421) (69,941}
_ Profit after taxation 249,253 453,410 543,694 529,521 648,650
Attributable to:
Equity holders of the Company 242,541 449,181 529,647 515,587 630,989
Minority interest 6,712 10,229 14,047 13,934 17,661
249,253 459,410 543,694 529,521 648,650
Earnings per share for profit attributable to
the equity holders of the Company
Basic and diluted {RMB) 0.14 0.25 0.30 0.29 0.36
- — |
Cash dividends 90,592 177632 204,276 195,395 230,921
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Member (appointed on January 9, 2007)

Memmber {appointed on June 5, 2007}

Member (appeinted on January 9, 2007)

Member (appointed on January 9, 2007)

Member {appointed on March 11, 2004 and resigned on January 9, 2007)
Member (appointed on March 11, 2004 and resigned on January 9, 2007}
Member (appointed on January 8, 2007 and resigned on June 5, 2007)

SUPERVISORY COMMITTEE

Chairperson

Li Xiaojun

Vice Chairperson

Du Hongying

(appointed on January 3, 2007)

Supervisor (appointed on January 9, 2007)

{appointed on January 9, 2007)

Supervisor (appointed on January 9, 2007)
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Supervisors
Jing Gongbin Supervisor {appointed on January 9, 2007)
Zhang Yakun Supervisor {appointed on January 9, 2007}
Yu Yanbing Supervisor {appointed on January 9, 2007}
(Gao Jingping Staff Representative Supervisor {appointed on January 9, 2007)
Wang Xiaomin Staff Representative Supervisor {(appointed on January 9, 2007)
Zhang Xin Staff Representative Supervisor (appointed on January 9, 2007)
Rao Geping Independent Supervisor {(appointed on January 9, 2007)
Wang Yongqiang Supervisor

(appointed on December 5, 2003 and resigned on January 9, 2007)
Chen Lihong Supervisor

{appointed on December 5, 2003 and resigned on January 9, 2007}
Tan Xiaoxu Supervisor

{appointed on December 5, 2003 and resigned on January 9, 2007)

COMPANY SECRETARY

Ding Weiping
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Website of consolidated information of the Comany:
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Website established in accordance with Rule 2.07C(6){a} of the Listing Rules:
http:/ftravelsky.wsfg.hk

AUDITORS

International Auditors:
PricewaterhouseCoopers

Certified Public Accountants, Hong Kong
22/F, Prince’s Building, Central, Hong Kong

PRC Auditors:

PricewaterhouseCoopers Zhong Tian CPAs Limited Company
11/F. PricewaterhouseCoopers Centre

202 Hu Bin Road

Shanghai 200021

PRC
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LEGAL ADVISERS TO THE COMPANY

as to Hong Kong law:
Chiu and Partners

41/F, Jardine House

1 Connaught Place
Central, Hong Kong

as to PRC law:

Jingtian & Gongcheng
15/F The Union Plaza

20 Chaoyangmenwai Dajie
Beijing 100020, PRC

REGISTERED ADDRESS AND CONTACT DETAILS

TravelSky Technology Limited
18-20/F. South Wing, Park C

Raycom InfoTech Park

No. 2, Ke Xue Yuan South Road
Haidian District, Beijing 100180, PRC
Telephone: (8610) 8286 1610
Facsimile: (8610} 8286 1612

PLACE OF BUSINESS IN HONG KONG

Rooms 3005-3007 30/F
Great Eagle Centre

23 Harbour Road
Wanchai

Hong Kong

PLACE OF LISTING

The Stock Exchange of Hong Kong Limited
Stock Code: 0696
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HONG KONG SHARE REGISTRAR AND TRANSFER OFFICE

Hong Kong Registrars Limited

Rooms 1712-1716, 17/F, Hopewell Centre
183 Queen’'s Road East

Wanchai

Heong Kong

DEPOSITARY OF SPONSORED LEVEL I AMERICAN DEPOSITARY RECEIPT
PROGRAMME

The Bank of New York
Shareholder

P 0. Box 11258

Church Street Station

New York, NY 10286-1258, U.5.A.

Shareholders can obtain a copy of this annual report through the website of the Company at {(http:/
travelsky.wsfg.hk).
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DIRECTORS

Acting Chairman

‘ Sun Yongtao, aged 50, holds a master degree in economics and is a senior accountant. From May 1988 to
1 July 1990, Mr. Sun served as manager of Finance Department of Shenzhen Huamei Steel and Iron Company
; Limited. From July 1990 to July 1993, he was the Chief Accountant of Shenzhen Century Plaza Hotel Company
Limited, a company listed on the Shenzhen Stock Exchange. From July 1893 to January 1996, he was a director
and General Manager of Finance Department of Shum Yip Holdings Company Limited {a company listed on
the Main Board of The Stock Exchange of Hong Kong Limited, now known as Shenzhen Holding Company
Limited). From January 1996 to March 2001, he served as the Financial Controller, the Deputy General
Manager {(General Afiairs) and a director of Hengli Weaving {Holdings) Limited. From March 2001 to February
2002, Mr. Sun served as the Deputy General Manager and the Financial Controller of Guiming Investment
Limited. He was the Deputy General Manager and the Financial Controller of Daya Bay Nuclear Power Finance
Carporation, Ltd. from February 2002 to November 2004, Mr. Sun has been the Chief Accountant of China
TravelSky Holding Company, a promoter of the Company, since November 2004. Since January 2007, Mr. Sun
was the Chairman of Accounting Cenire of China Aviation {a wholly-owned subsidiary of China TravelSky
Holding Company). Since January 2007 Mr. Sun has served as a non-executive Director of the Company's
third Board and a member of the Remuneration and Evaluation Committee. Since March 2008, Mr. Sun has
served as the Acting Chairman of the third Board of the Company.

Executive Directors

Zhu Xiaoxing, aged 43, graduated from Jilin University majoring in computer software. Mr. Zhu has nearly
20 years of experience in management and technological support in China’s civil aviation industry. Since the
establishment of the Company in October 2000, Mr. Zbu had been the General Manager of the Operation
Department, the Customer Service Department and the Technical Management Department of the Company.
Since August 2004, Mr. Zhu has served as the General Manager of the Company. Since October 2004, he
has served as an executive Director of the second Board. Since January 2007 Mr. Zhu has been re-appointed
as an executive Director of the Company’s third Board and the General Manager of the Company. Mr. Zhu
also serves as the Chairman of Cares Hubei Co. Ltd., a subsidiary of the Company.
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Ding Weiping, aged 56, graduated from Beijing Industry Technology University and has over 20 years of
management experience in China’s civil aviation industry. From December 1979 to May 1984, Mr. Ding worked
in General Administration of Civil Aviation of China. From May 1984 to October 1987 he worked in Civil Aviation
Computer Information Centre, currently known as China TravelSky Holding Company, a promoter of the
Company. From October 1987 to August 2000, he served as the Deputy Head of the Information Technology
Room and then as the Vice Chief Engineer of Civil Aviation Computer Information Centre. Mr, Ding was also
the head of the Planning Department of Civil Aviation Computer Information Centre from July 1999 to August
2000. From July 1999 to August 2000, Mr. Ding also served as the Officerin-charge of the Restructuring !
Department of Civil Aviation Computer Information Centre. From October 2000 to August 2004, Mr. Ding had
served as the Deputy Chief Engineer of the Company and General Manager of the Department of Planning
and Development of the Company. From October 2000 to December 2003, Mr. Ding had served as an
executive Director of the first Board and the Secretary of the Board. From December 2003 to January 2007,
he had been an executive Director of the second Board and the Secretary of the Board. In March 2004, Mr.
Ding was appointed by the Board as a member of the Strategic Committee of the second Board. Since October
2000, Mr. Ding has also been the Secretary to the Board and the Company Secretary. Since January 2007,
Mr. Ding has been re-appointed as an executive Director of the Company’s third Board, the Secretary to the
Board and a member of the Strategic Committee. Mr. Ding also holds positions in subsidiaries of the Company,
including a director of each of TravelSky Technology (Singapore) Limited and TravelSky Technology (Japan)
Limited, the Vice Chairman of Aviation Cares of Yunnan Information Co. Ltd, a director of InfoSky Technology
Co. Ltd. and positions in associated companies of the Company, including the Chairman of Dalian TraveiSky
Airport Technology Limited and the Vice Chairman of each of Yunnan TravelSky Airport Technology Limited,
Heilongjiang TravelSky Airport Technology Limited, Shanghai Dongmei Aviation Tourism Online Co. Ltd and
Hebei TravelSky Airport Technology Limited.

gy T e g s g

EIRACTNRS T

Song Jinxiang, aged 59, graduated from Beijing Institute of Aeronautics {currently known as "Beijing
University of Aeronautics and Astronautics”} and has over 20 years of management experience in China's
civil aviation industry. From December 1976 to September 1981, Mr. Song was a technician of General
Administration of Civil Aviation of China. Fram September 1981 to July 1999, he served as the Deputy Head
and then as the Head of the Business Department of Civil Aviation Computer Information Centre. Mr. Song
was the Deputy Chief Economist of Civil Aviation Computer Information Centre from July 1999 to August
2000. Mr. Song was a member of the first Supervisory Committee of the Company from October 2000 to
December 2003. Since December 2003, he has been elected as an executive Director of the second Board.
Since January 2007, Mr. Song been re-appointed as an executive Director of the Company’s third Board. Mr.
Song also holds positions in subsidiaries of the Company, including the Chairman of each of Cares Chongging
Information Technotagy Co. Ltd., Civil Aviation Cares of Xiamen Ltd., Civil Aviation Cares of Qingdao Ltd., Civil
Aviation Cares of Xi‘an Ltd., Civil Aviation Cares Technology of Xinjiang and a director of TravelSky Technology
{Hong Kong) Limited.
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Non-executive Directors

Wang Quanhua, aged 53, is a university graduate and has about 30 years of management experience in

China’s civil aviation industry. He joined China Southern Airlines Company Limited in June 1991. Since June
1988, he had served as the General Manager of the Strategic Planning and Development Department, and
' then as the Assistant to the President and the Vice President of China Southern Air Holding Company, a
promoter of the Company. He has been the Deputy General Manager of China Southern Air Holding Company
since QOctober 2002 and a director of China Scuthern Airlines Company Limited, a company listed on the Main
Board of The Stock Exchange of Hong Kong Limited and a subsidiary of China Southern Air Holding Company
since March 2003. Since December 2003, Mr. Wang has served as a non-executive Director and a Vice
Chairman of the second Board. In March 2004, Mr. Wang was appointed by the Board as a member of the
Strategic Committee of the second Board and the Remuneration and Evaluation Committee. Since January
2007, Mr. Wang has been re-appointed as 2 non-executive Director and a Vice Chairman of the Company's
third Board and @ member of the Strategic Committee and the Remuneration and Evaluation Committee.

Luo Chaogeng, aged 57, joined the civil aviation industry in 1970. Mr. Luo has obtained first class competency
in flight mechanics. Mr. Luo was a flight mechanic of the instructing team of the Lanzhou Civil Aviation
Administration Bureau from August 1970 to August 1972. From September 1972 to March 1989, he was the
flight mechanic of the 8th Civii Aviation Flight Team. From March 1989 1o August 1994, he was the deputy
commissar, commissar and party secretary of the Xian Flight Team of China Northwest Airlines. From August
1994 to October 1996, he was the party secretary of the aircraft maintenance plant of China Northwest
Airlines. From October 1996 to March 1997 he was the party secretary and deputy general manager of the
aircraft maintenance base of China Northwest Airlines. From March 1997 to December 2000, he was the
deputy director of the Civil Aviation Administration Bureau of China Northwest Airlines. From December 2000
to November 2001, he was the general manager of Yunnan Airlines and a director and the deputy party
secretary of Civil Aviation Administration Bureau of Yunan. From November 2001 to September 2002, he was
the general manager and deputy party secretary of Yunnan Airlines. From September 2002 to September
2004, he has also been serving concurrently as the general manager of Yunan Airlines. From September 2004
to October 2006, Mr. Luo was the General Manager and the deputy party secretary of China Eastern Airlines
Corporation Limited, a company listed on the Main Board of the Stock Exchange and a subsidiary of China
Eastern Air Holding Company which is a promoter and a substantial shareholder of the Company. From
September 2002 to the present, Mr. Luo has been the Vice President and a party constitution member of
China Eastern Air Holding Campany. Since June 2007 Mr. Luo has served as a non-executive Director and
a Vice Chairman of the Company’s third Board and the Chief Member (Chairman} of the Strategic Committee.
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Gong Guokui, aged 59, graduated from Capital University of Economics and Business. Mr. Gong has served
in corporate management positions. Mr. Gong had served the General Administration of Civil Aviation of China
of Civil Aviation Management Institute of China for years and possesses nearly 30 years of management
experience in the China’s civil aviation industry. From September 2002 to September 2004, Mr. Gong served
as the vice president of Air China Limited. Since September 2004, Mr. Gong has served as the Deputy General
Manager of China National Aviation Holding Company, a promoter and substantial shareholder of the Company.
Since November 2004, Mr. Gong has served as the Chairman of CNAH Construction and Development
Company Limited, a subsidiary of China National Aviation Holding Company. Since August 2005, Mr. Gong
has served as a non-executive Director and a Vice Chairman of the second Board. Since August 2005, Mr,

Gong was appainted by the Board as a member of the Strategic Cormmittee of the second Board. Since i
January 2007 Mr. Gong has been re-appointed as a non-executive Director and a Vice Chairman of the
Company’s third Board and a member of the Strategic Committee.

Rong Gang, aged 45, is a senior engineer. He holds a master degree in business administration from
Guanghua School of Management, Peking University. He has over 20 years of management experience in
China’s civil aviation industry. From August 1983 to May 19896, Mr. Rong worked in Civil Aviation Computer
Information Centre. From May 1996 to May 1999, he worked in General Administration of Civil Aviation of
China. From May 1999 to October 2002, Mr. Rong served as the Vice President of Civil Aviation Computor
Information Centre (currently known as China TravelSky Holding Company). He has been the Deputy General ;
Manager of China TravelSky Holding Company, a promoter of the Company, since October 2002. He was a
non-executive Director of the first Board. Since December 2003, Mr. Rong has served as a non-executive
Director of the second Board. In March 2004, Mr. Rong was appointed by the Board as a member of the
Strategic Committee of the second Board. Since January 2007, Mr. Rong has been re-appointed as a non-
executive Director of the Company's third Board and a member of the Strategic Committee.
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Zhu Yong, aged 44, is a senior engineer. He graduated from Huazhong Polytechnic University and received
a master degree in engineering from the Beijing University of Aeronautics and Astronautics. Mr. Zhu has over
20 years of management experience in China’s civil aviation industry. From August 1983 to April 1991, Mr.
Zhu was an engineer in General Administration of Civil Aviation of China. He was the Manager of the Computer
Department of the Accounting Centre of China Aviation in May 1991 and the Vice Chief Engineer and the
Manager of the Computer Department of the Accounting Centre of China Aviation in January 1994. He became
the Deputy General Manager of the Accounting Centre of China Aviation in May 1996, and was the General
Manager of the Accouniing Centre of China Aviation from June 2000 to August 2004, From April 2001 to
August 2004, Mr. Zhu was the General Manager of the Company. He has joined the first Board as an executive
Director since May 2001 and has also been a Deputy General Manager of China TravelSky Holding Company, !
a promoter of the Company, since October 2002. From December 2003 to January 2007 he had served as
an executive Director of the second Board. In March 2004, Mr. Zhu was appointed by the Board as a member
of the Strategic Committee of the second Board. Since August 2004, Mr. Zhu has served as the Chairman
of the second Board of the Company. From January 2007 to March 2008, Mr. Zhu has been re-appointed
as a Director and the Chairman of the Company’s third Board and a member of the Strategic Committee.
Since March, 2008, due to other engagement, Mr. Zhu ceased to assume the office of the Chairman and
any executive function of the Company. Mr. Zhu also serves as the Chairman of TravelSky Technology (Hong
Kong) Limited, a subsidiary of the Company and the Chairman of Shanghai Civil Aviation East China Cares
System Integration Co. Ltd., an associated company of the Company.
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Liu Dejun, aged 48, graduated from Chongging University with a master degree in mechanics. Mr. Liu joined
China Southern Airlines Company Limited, a company listed on the Main Board of The Stock Exchange of
Hong Kong Limited and a subsidiary of China Southern Air Holding Company, which is a promoter of the
Company, since September 1993. From then to December 2005, he has worked in China Southern Airlines
Company Limited as a member of senior management in the Sales Department in each of Hubei, Hangzhou
and Beijing, and also in the Passenger Services Department. He possesses over 10 years of operational
management experience in China's civil aviation industry. From December 2005 to March 2007 Mr. Liu has
served as the General Manager of the Computer Centre of China Southern Airlines Company Limited. Since
March 2007, Mr. Liu has taken the rele of General Manager of Planning and Development Department of China
Southern Airtines Company. Since January 2007, Mr. Liu has served as a non-executive Director of the
Company’s third Board.

Xia Yi, aged 49, a senior accountant. Mr. Xia graduated from Shanghai Lixin University of Commerce and
then Macau University of Science and Technology as a postgraduate. He has over 20 years’ management
experience in finance and computer sector. From July 1993 to April 1995, Mr. Xia had served as the Deputy
Head of the Finance Department of China Eastern Airlines. From April 1995 to October 2001, he had served
as the Deputy Head of the Finance Department and the Deputy Chief Accountant of China Eastern Airlines
Company Limited, a company listed on the Main Board of The Stock Exchange of Hong Kong Limited and
a subsidiary of China Eastern Air Holding Company, which is a promoter of the Company. From November
2001 to March 2008, Mr. Xia has been the Assistant to the General Manager of China Eastern Airlines
Company Limited. From March 2006 to March 2008, he has also been the General Manager of Information
Technology Management Department of China Eastern Airlines Company Limited. Since March 2008, Mr. Xia
has served as the General Manager of Hebei branch of China Eastern Airlines Company Limited. Since January
2007 Mr. Xia has served as a non-executive Director of the Company’s third Board.

Song Jian, aged 47, is a postgraduate of Nanjing University of Aeronautics and Astronautics in management
science and engineering. From January 1997 to February 2002, he was the Deputy Head of the Computer
Centre of Air China Limited. From February 2002 to September 2004, he has been the Deputy General
Manager of the Information Technology Centre of Air China Limited. Since September 2004, Mr. Song has
served as the Deputy General Manager of the Information Technology Centre of Air China Limited, a company
listed on the Main Board of The Stock Exchange of Hong Kong Limited and a subsidiary of China National
Aviation Holding Company, which is a promoter of the Company. Since December 2003, Mr. Song has been
elected as a non-executive Director of the second Board. Since January 2007 Mr. Song has been re-appointed
as a non-executive Director of the Company's third Board.
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Independent Non-executive Directors

Yick Wing Fat, Simon, aged 49, graduated from faculty of Business Administration from Chinese University
of Hong Kong. He is currently a managing director of Sinovest Capital Limited, principally engaged in direct
investment and merger and acquisition of enterprises in Hong Kong and China. Ke has served the positions
of senior management of various Hong Kong-based, Taiwan-based and US-based invesiment banks in Hong
Kong and has over 25 years of experience in audit, merger and acquisition, investment banking and direct
investment. He is a Fellow Member of Hong Kong Institute of Certified Public Accountants and Chartered
Association of Certified Accountants in England. He is currently an independent non-executive director and
the Chairman of the audit committee of Shanghai International Shanghai Growth Investment Limited (a
company listed on the Main Board of The Stock Exchange of Hong Kong Limited} and Shenzhen Neptunus
Interlong Bio-Technigue Company Limited {a company listed on the Growth Enterprise Market of The Stock
Exchange of Hong Kong Limited). Mr. Yick is also an independent non-executive director of China- Biotics,
Inc, {a company whase shares are quoted on the Over-the-Counter Bulletin Board market of USA). Since May
2007. Mr. Yick has been appointed as an independent non-executive Director and chairman of the audit
committee of Beijing Centergate Technologies (Holding} Co., Ltd. {a company listed in the Shenzhen Stock
Exchange in China). Since August 2005, Mr. Yick has been appointed as an independent non-executive Director
of the second Board. In August 2005, Mr. Yick was appointed by the Board as a member of the Audit
Committee and the Remuneration and Evaluation Commitiee of the second Board. Since January 2007, Mr.
Yick has been re-appointed as an independent non-executive Director of the Company's third Board and served
as the Chief Member {Chairman) of the Audit Committee and a member of the Remuneration and Evaluation
Committee.

Yuan Yaohui, aged 62, graduated from Beijing Institute of Technology. Mr. Yuan is researcher, a senior engineer
and a representative of the 15th National People’s Congress. In 1995, he was awarded a title of "Model
National Labour” by the State Council. From 1984 to 1997 he served as the Deputy General Manager of
Changhe Aircrait Industries Co., Ltd. of Ministry of Aviation Industry, the General Manager of Changhe Aircraft
Industries Co. Ltd and the Head of Jiangxi Provincial Economic & Trade Commission. From 1997 to 1898,
Mr. Yuan was the Deputy Head of Department of Reform, Regulation and Management of General Administration
of Civil Aviation of China, and the Deputy Head of Department of Planning and Technological Reform of General
Administration of Civil Aviation of China. From 1998 to 2000, he was the Party Secretary and the Vice President
of Air China Company. From 2001 to April 2008, Mr. Yuan was the Head of the Policy and Regulation
Department of General Administration of Civil Aviation of China. Since May 2006, he has served as an

independent director of Shenzhen Airport Company Limited, a company listed on Shenzhen Stock Exchange
and a 5.59% shareholder of Cares Shenzhen Co. Ltd., a subsidiary of the Company. Since December 20086,
Mr. Yuan has served as an independent non-executive director of China Communications Construction
Company Limited, a company listed on the Main Board of The Stock Exchange of Hong Kong Limited. Since
January 2007 Mr. Yuan has served as an independent non-executive Director of the Company’s third Board
and a member of the Audit Committee and the Chief Member {Chairman) of the Remuneration and Evaluation
Committee.
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Chua Keng Kim, aged 52, graduated from the University of Singapore with a Bachelor Degree in Accountancy
with Honours in 1880. Mr. Chua has been a real estate fund manager and consultant for the last 20 years
and has global experience in the US, Europe and Asia. From 1995 to 2004, Mr. Chua was a member of the
board of directors, the Managing Director and the Head oi Investments of Rodamco Asia N.V. which was
then listed on Euronext, the cross-border exchange linking the Amsterdam, Paris and Frankfurt Stock
Exchanges until his retirement from such positions in 2004. From 1988 to 1995, Mr. Chua was with the real
estate arm of the Government of Singapore Investment Corporation, including serving as its first head of
the Hong Kong office. From 1981 to 1988, Mr. Chua was with Esso Singapore including an appointment as
Operations Accounting Supervisor for Esso China Ltd. in Guangzhou, China from 1984 to 1985. Since June
2007, Mr. Chua has served as an independent non-executive Director of the Company's third Board and a
member of the Audit Committee and the Remuneration and Evaluation Committee.

SUPERVISORS

Li Xiaojun, aged 52, is a senior economist. She graduated from People's University of China and has over
20 years of management experience in China’s civil aviation industry. From March 1983 to May 1988, Ms.
Li worked in the Planning Department of the Beijing Bureau of General Administration of Civil Aviation of
China. From May 1988 to December 1997 she held the positions of the Deputy Head and then the Head
of the Planning Department of Air China Limited. Ms. Li was the Head of Enterprise & Institute Personnel
Division of Personnel and Education Department of General Administration of Civil Aviation of China from
December 1997 to August 2000. From October 2000 to August 2004, she had been a Director and the Deputy
General Manager of the Company. She has also been the Deputy Party Secretary of China TravelSky Holding
Company, a promoter of the Company, since October 2002. She was an executive Director of the first Board.
Since December 2003, Ms. Li has served as a Supervisor and the Chairperson of the second Supervisory
Committee, and was re-appointed as a Supervisor and the Chairperson of the third Supervisory Commitiee
in January 2007,

Du Hongying, aged 48, is a senior accountant. She graduated from Xiamen University with a postgraduate
qualification and has nearly 20 years of accounting and finance experience in China’s civil aviation industry.
From August 1982 to January 1985, Ms. Du was a teacher at the Tianjin Civil Aviation College of China. In
January 1985, Ms. Du joined Xiamen Airlines Company Limited, a promoter of the Company and from 1999
to April 2007, she has been warking as the Deputy General Manager of the Planning and Finance Department
of Xiamen Airlines Company Limited. Since April 2007, Ms. Du has served as General Manager of the Training
Centre of Xiamen Airlines Company Limited. She was a Supervisor and Chairperson of the first Supervisory
Committee. Since December 2003, Ms. Du has served as a Supervisar of the second Supervisory Committee.
Since April 2004, Ms. Du has served as the Vice Chairperson of the second Supervisory Committes, and
has been re-appointed as a Supervisor and the Vice Chairperson of the third Supervisory Committee since
January 2007
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Jing Gongbin, aged 33, is a holder of master degree of business administration and graduated from Xiamen
University. In June 1995, Mr. Jing joined China Southern Airlines Company Limited, which is listed on the
Main Board of The Stock Exchange of Hong Kong Limited and is a subsidiary of the Company’s promoter,
China Southern Air Holding Company. From July 2002 to December 2004, he served in the Planning and
Investment Department of China Southern Air Holding Company. From December 2004 to April 2006, he
waorked in the administrative office of China Southern Air Holding Company. From April 2006 1o August 2007,
he has served as the assistant to the head of the Planning and Investment Department of China Southern
Air Holding Company. Since August 2007, Mr. Jing has worked as assistant to the head of Capital Operation
Department of China Southern Air holding Company. Since January 2007, Mr. Jing has served as a Supervisor
of the third Supervisory Committee.

Zhang Yakun, aged 47 graduated from Xi'an Jiaotong University with a master degree and has nearly 20
years of management experience in China's civil aviation industry. From 1983 to 1999, he worked in Yunnan
Management Bureau of General Administration of Civil Aviation of China. From 1999 to 2001, he was the
Deputy Head of the Qperation and Control Centre and then the General Manager of the Information
Technology Department of Yunnan Airlines Company, a former promotor of the Company. From October 2002
to March 2006, he was the Generai Manager of the Infarmation Technology Department of China Eastern
Airlines-Yunnan Company, a branch of a subsidiary of China Eastern Air Holding Campany which is a promoter
of the Company. Since March 2006, he has served as the Deputy General Manager of the Computer
Information Management Department of China Eastern Airlines Company Limited, a company tisted on the
Main Board of The Stock Exchange of Hong Kong Limited and a subsidiary of China Eastern Air Holding
Company, which is a promoter of the Company. Since December 2003, Mr. Zhang has served as a Supervisor
of the second Supervisory Committee, and has been re-appointed as a Superviscr of the third Supervisory
Committee since January 2007

Yu Yanbing, aged 30, graduated from Civil Aviation College of China {currently known as “Civil Aviation
University of China"), majoring in computer science. Mr. Yu joined the Computer Centre of Hainan Airlines
Company Limited, a promoter of the Company, after graduation. Since May 2000, he has worked in HNA
Systems Company Limited. From July 2004 to September 2007, he has been the deputy general manager
of HNA Systems Company Limited. Since September 2007, Mr. Yu has served as the General Manager of
the IT Strategy & Management of HNA Group Company Limited as well as the Chairman and CEQ of HNA
Systems Company Limited. Starting from October 2007, Mr. Yu has also served as the Chairman of Hainan
Baicheng Systems Company Limited. Since January 2008, Mr. Yu has worked as the assistant to Chief

Executive Officer of HNA Group Company Limited. Since January 2007 Mr. Yu has served as a Supervisor
of the third Supervisory Committee.
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INDEPENDENT SUPERVISOR

Rao Geping, aged 60, is a professor and doctorate tutor of the law school of Peking University, the head of the

Institute of International Law of Peking University, the Head of Hong Kong, Macau and Taiwan Law Research Center
| in Peking University, Vice President of Chinese Society of International Law and a member of the Committee for
the Basic Law of Hang Kong Special Administrative Region of the Standing Committee of the MNational People's
Congress of the PRC. He is also a part-time professor in a number of universities in China including Wuhan
University, China Foreign Affairs University and East China University of Politics and Law. Mr. Rao specializes in
areas such as laws of Hong Kong, Macau and Taiwan as well as international law, etc. Mr. Rao also served as
an independent director of Super Shine Co., Ltd., which is listed on the Shenzhen Stock Exchange. Since December
2003, Mr. Rao has served as an independent Supervisor of the second Supervisory Committee, and was re-
appointed an independent Supervisor of the third Supervisory Committee in January 2007

STAFF REPRESENTATIVE SUPERVISORS

Gao Jingping, aged 52, graduated from Peking University. Ms. Gao has nearly 30 years of management
experience in China’s civil aviation industry. From August 1980 to December 1988, she served as the
management of the Computer Office {Computer Station) in General Administration of Civil Aviation of China.
From January 198% to October 2000, she was the engineer and Deputy Chairman of the Labour Union of
China Civil Aviation Computer Information Centre. From October 2000 to December 2004, Ms. Gao was the
Deputy Chairman of the Labour Union of the Company. Since December 2004, Ms. Gao has been the
Chairman of Labour Union of the Company. Since January 2007 she has been a Staff Representative
Supervisor of the third Supervisory Committee.

Wang Xiaomin, aged 46, graduated from Lanzhou University. Ms. Wang has over 20 years of management
experience in China’s civil aviation industry. From July 1983 to December 2000, Ms. Wang served as the
management of the Promotion Department, the Deputy Head of the Quality Control Division and the Deputy
Head of the Integrated Inspectus Division of the Transportation Management Department of General
Administration of Civil Aviation of China. Ms. Wang joined the Company in January 2001 and had held
management positicns in the Marketing Department and the Human Resources Department. Since November
2004, Ms. Wang has been the General Manager of the Human Resources Department of the Company. Since
January 2007, Ms. Wang has been a Staff Representative Supervisor of the third Supervisory Committee.

Zhang Xin, aged 45, has over 20 years of technical experience in China’s civil aviation industry. From QOctober
1881 to December 1288, Mr. Zhang was a graphic designer of General Administration of Civil Aviation of China.
From December 1988 to November 1994, Mr. Zhang was a technician of Civil Aviation Computer Information
Centre. From November 1894 to August 2000, Mr. Zhang was a senior technician of Civil Aviation Computer
Information Centre. He has been working in the Operation Department of the Company since October 2000.
He was a Supervisor of the first Supervisory Committee. Since December 2003, Mr. Zhang has served as
a Staff Representative Superv'isor of the second Supervisory Commitiee. Singe January 2007 Mr. Zhang has
been re-appointed as a Staff Representative Supervisor of the third Supervisory Committee.

COMPANY SECRETARY

Ding Weiping. is also an executive Director and the Secretary of the Board.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

This circular appears for information purposes only and does not conslitute an invitation or offer 10 acquire
purchase or subscribe for the shares of TravelSky Technology Limited.

If you are in doubt as to any aspect of this circular, you should consult an exchange participant or other licensed
securities dealer, a bank manager, solicitor, professional accountant or other professional adviser.

If you have sold or transferred all your shares in TravelSky Technology Limited, you should at once hand this
circular to the purchaser or transferee or to the bank, exchange participant or other agent through whom the sale
was effected for transmission to the purchaser or transferee.

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this circular, makes no
representation as to its accuracy or completeness and expressly disclaims any liability whatsoever for any loss
howsoever arising from or in reliance upon the whole or any part of the contents of this circular

S hERFESEERBEIRAS

TravelSky TravelSky Technology Limited

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

(Stock Code: 0696)

MAJOR AND CONNECTED TRANSACTION

AND
CONTINUING CONNECTED TRANSACTIONS
AND
SPECIAL MANDATE TO ISSUE SHARES
AND
AMENDMENTS TO ARTICLES OF ASSOCIATION .
AND Sg =
NOTICE OF EGM %g : e
Financial Adviser \"J:] = %‘,
(@ BOCI ASIA LIMITED A
. P ‘__::
Independent financial adviser to S M
- O

the Independent Board Committee and the Independent bhareholders '

@, R2HRS & RGR A3 : O

CHINA MERCHANTS SECURITLES « HK +CQL, LTD.

A letter from the Board is set out on pages 1 to 30 of this circular. A letter from the lndependent Board Committee
(as defined in this circular) containing its advice to the Independent Shareholders (as defined in this circular) is
set out on pages 31 to 32 of this circular. A letter from China Merchants, the independent financial adviser, setting
out its advice and recommendation to the Independent Board Commitiee and the Independent Shareholders is set

out on pages 33 to 72 of this circular.

A notice convening the extraordinary general meeting (the "EGM™) of the Company to be held at the conference
room of the Company at Floor 19, South Wing, Park C. Raycom InfoTech Park. No. 2 Ke Xue Yuan South Road,
Haidian District. Beijing, the PRC on 31 July 2008 at 10:00 a.m. is set out on pages 230 to 233 of this circular.
A form of proxy for use at the EGM is also enclosed with this circular, Whether or not you intend to attend and
vote at the EGM. you are requesied to complete and return the enclosed form of proxy in accordance with the
instructions printed thercon to the branch share registrar of the Company in Hong Kong, Hong Kong Registrars
Ltd. at Shops 1712-1716, 17/F, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong, as soon as possible
but in any event by not later than 24 hours before the time appointed for holding of the EGM or any adjournment
thereof. Completion and return of the form of proxy shail not preclude you from attending and voting in person

at the EGM or any adjourned meeting should you so wish.
16 June 2008
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DEFINITIONS

In this circular, the following expressions have the meanings set out below unless the context requires

otherwise:

“ACCA”

“ACCA Continuing
Connected Transactions”

“ACCA Group”
“Acquisition”

“Aggregated Continuing
Connected Transaction™

“Air China”

“Announcement”

“Annual Caps”
“Annual Report 2007

“Articles”
“associate(s)”
*“Board”

“BSP Services”

“Business Day”

“CAAC”

Accounting Centre of China Aviation Limited Company (T E A=
B A RE{L A F), a wholly-owned subsidiary of CTHC

means the ongoing agreements and trading arrangements and the
transactions contemplated thereunder between ACCA and Ya Ka and
the Connected Airlines respectively, details of which are set out in
the paragraphs headed “ACCA Continuing Connected Transactions™
under the section headed “Letter from the Board” in this circular

ACCA and its subsidiaries

the acquisition of (i) the entire registered capital in ACCA and (i1)
the Property pursuant to the Sale and Purchase Agreement

the aggregated continuing connected transactions of the Enlarged
Group as a result of the Acquisition

Air China Limited (¥ I i 2% H 3 A PR A F]), a subsidiary of
China Holding

the announcement of the Company dated 26 May 2008

the maximum aggregate annual value of each continuing connected
transaction, as required by Rule 14A.35(2) of the Listing Rules

the annual report of the Company for the year ended 31 December
2007

articles of association of the Company

has the meaning ascribed thereto under the Listing Rules
the board of Directors

provision of sales data processing and settlement service

a day on which banks are open for business in Hong Kong (excluding
Saturday)

Civil Aviation Administration of China

— i —



DEFINITIONS

“China Holding”

“China Merchants”

“Company”

“Completion”

“Connected Airlines”

“connected person(s)”

“Consideration Shares”

“Continuing Connected
Transactions”

“CTHC"

“Director{sy”

China National Aviation Holding Company (P B S1 2B /A 7D, a
Shareholder and a promoter of the Company. and its subsidiaries

China Merchants Securities (HK) Co., Ltd., the independent financial
adviser to the Independent Board Committee and the Independent
Shareholders in relation to the Acquisition and the Non-exempt
Continuing Connected Transactions (and the applicable Annual Caps)
and a corporation licensed to carry on type 1 (dealings in securities),
type 2 (dealings in futures contracts), type 4 (advising on securities),
type 6 (advising on corporate finance) and type 9 (asset management)
regulated activities under the SFO

TravelSky Technology Limited (4 B B i {5 8 @5 R 034 B2 =),
a company established in the PRC, whose H Shares are listed on the
Stock Exchange and whose American depositary shares are traded on
the over-the-counter market in the United States

completion of the Acquisition

Southern Airlines, Eastern Airlines, Air China, Macau Airlines,
Xiamen Airlines, Hainan Airlines, Shenzhen Airlines, Shanghai
Airlines, Shandong Airlines and Sichuan Airlines, all being connected
persons of the Company

has the meaning ascribed thereto under the Listing Rules

174,491,393 new Domestic Shares to be issued at the issue price of
HK$6.39 per Share for the settlement of the consideration payable
for the Acquisition pursuant to the Sale and Purchase Agreement

means the existing contineing connected transactions between the
Group and CTHC and certain Connected Airlines respectively before
Completion of the Acquisition, details of which are set out in the
paragraphs headed “Continuing Connected Transactions of the
Company” under the section headed “Letter from the Board” in this
circular

China TravelSky Holding Company (*F B R A3 S BB 7)), a
company incorporated in the PRC, holding approximately 22.35% of
the entire issued share capital of the Company as at the Latest
Practicable Date, and a promoter and a substantial Shareholder of the
Company

the director(s) of the Company

— il —




DEFINITIONS

“Domestic Mail Revenue
Accounting and
Settlement Agreement”

“Domestic Shareholders”

“Domestic Shares”

“Eastern Airlines”

“Eastern Holding”

“EGM”

“Enlarged Group”

“Financial Adviser”

“Groupn

“H Shares”

“Hainan Airlines”

“HK$H

an agreement dated 30 July 1997 between ACCA as the service
provider and certain domestic airline companies in the PRC in relation
to the provision of the Domestic Mail Revenue Accounting and
Settlement Services

holders of the Domestic Shares, comprising CTHC, Southern Holding,
Xiamen Airlines, Sichuan Air Group, Eastern Holding, Eastern
Airlines, China Eastern Air Wuhan Company Limited (7 B 3 75 i
2e 3%, %4 FR B11%/22 ), China Holding, Shenzhen Airlines, Shandong
Airlines, Hainan Airlines, China Xinhua Airlines Limited (% Bl #
# i 725 A PR ¥4 4 7), Changan Airlines Limited (R EMZEH R
£/ A1), Shanxi Aviation Industry Company (WU FGATZEFTHEL
A]) and Shanghai Airlines

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

China Eastern Airlines Corporation Limited (‘FEIR AR ERGH
PR\ &), a subsidiary of Eastern Holding

China Eastern Air Holding Company ((FEIE M ZERE 2 #]), a
Shareholder and a promoter of the Company

an extraordinary general meeting of the Company to be convened for
the purpose of considering, among others, by the Independent
Shareholders the Sale and Purchase Agreement and the Non-exempt
Continuing Connected Transactions (including the applicable Annual
Caps), notice of which is set out in this circular

the Company and its subsidiaries after Completion

BOCI Asia Limited, the financial adviser to the Company in respect
of the Acquisition and the Non-exempt Continuing Connected
Transactions and a corporation licensed to conduct type | (dealing
in securities) and type 6 (advising on corporate finance) regulated
activities under the SFO

the Company and its subsidiaries

Hong Kong listed shares of RMB1.00 each in the share capital of
the Company

Hainan Airlines Company Limited (88 M2 R EHRL ), a

Sharehelder and a promoter of the Company, and its subsidiaries

Hong Kong dollars, the lawful currency of Hong Kong

1V e




DEFINITIONS

“Hong Kong”

“IATA”

“IATA Agreement”

L}

“Independent Board Commiitee’

“Independent Shareholders”

“Independent Third Party/(ies)”

“Latest Practicable Date”

“Listing Rules”

“Macau Airlines”

“Non-exempt Continuing
Connected Transactions”

the Hong Kong Special Administrative Region of the PRC

The International Air Transport Association, an association
incorporated in Canada

an agreement dated 27 March 2008 entered into between ACCA as
the service supplier and IATA as authorised by, among other airlines,
the Connected Airlines, in relation to the provision of the BSP
Services to 1ATA

the independent committee of the Board established by the Company
as required by Rule 14A.21 of the Listing Rules, comprising
Mr. Yick Wing Fat, Simon, Mr. Yuan Yachui and Mr. Chua Keng
Kim, all being independent non-executive Directors, to consider the
Acquisition and the Non-exempt Continuing Connected Transactions
(including the applicable Annual Caps) and to opine among others,
as to whether the terms of the Acquisition and the Non-exempt
Continuing Connected Transactions (including the applicable Annpual
Caps) are fair and reasonable and in the interests of the Company
and its Shareholders as a whole

means (a) in relation to the Acquisition, Shareholders other than (i)
CTHC and its associates, and (ii} the Domestic Shareholders (except
CTHC and Shanxi Aviation Industry Company), all being the
Connected Airlines or their respective associates, and (b} in relation
to each of the Non-exempt Continuing Connected Transaction,
Shareholders other than the related Connected Airline who is a party
to the transaction, and its associates, details of which are set out on
page 2 and pages 28 1o 29 respectively

independent third party or parties and its/their ultimate beneficial
owner(s) who isfare independent of the Company and is/are not the
connected person{s) of the Company

12 June 2008, being the latest practicable date prior to the printing
of this circular for the purpose of ascertaining certain information
in this circular

the Rules Governing the Listing of Securities on the Stock Exchange

Air Macau Company Limited (I8 i 25 i -4 FR /2 7)), a subsidiary
of Air China

means the ACCA Continuing Connected Transactions which
require the approval of the Independent Shareholders at the EGM



DEFINITIONS

“PRC”

“Property”

“Property Management Agreement”

“RMB”

“Sale and Purchase Agreement”

“SFO”

“Shandong Airlines”

“Shanghai Airlines”

“Share(s)”

“Shareholder(s}”

“Shenzhen Airlines”

“Sichuan Air Group”

“Sichuan Airlines”

“SITA”

“Southern Airlines”

the People’s Republic of China

a state-owned land use right with site area of 5,332.54 sq.m, and 8
buildings erected thereon with a total gross floor area of 12,003.74
sqg.m. located in No. 11 Dongxing Li, Chaoyang District, Beijing, the
PRC

the agreement between Ya Ka and ACCA dated 3 February 2008 in
relation to the provision of office building property management

services
Renminbi, the lawful currency of the PRC

the sale and purchase agreement dated 5 May 2008 entered into
between CTHC and the Company in relation to the Acquisition

the Securities and Futures QOrdinance (Chapter 571 of the Laws of
Hong Kong)

Shandong Airlines Company Limited (ILIRATZ R BHRLE]), a
Shareholder and a promoter of the Company, and its subsidiaries

Shanghai Airlines Company Limited (LAl ZERHEHRL ), a
Shareholder and a promoter of the Company, and its subsidiaries

the ordinary share(s) in the share capital of the Company, with a
nominal value of RMB1.00 each

the shareholders of the Company

Shenzhen Airlines Company Limited (I 2 FREAL A F]), a
Shareholder and a promoter of the Company, and its subsidiaries

Sichuan Air Group Company (P9 )1| i 25 42 ¥ 2> 7]), a Shareholder
and a promoter of the Company, and its subsidiaries

Sichuan Airlines Company Limited (F)I| il ZERGHRL ), a
subsidiary of Sichuan Air Group

Société Internationale de Télécommunications Aeronautigues

China Southern Airlines Company Limited (PR T ERHBH
FR %> &), a subsidiary of Southern Holding
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DEFINITIONS

“Southern Holding”

3 s

5Q.1.
“Stock Exchange”

“substantial shareholder’

“Xiamen Airlines”

: uYa Kan

u%n

China Southern Air Holding Company (" Bl f 7 fii 22 42 [ /A 5)),
a Shareholder and a promoter of the Company, and its subsidiaries

square meter(s)
the Stock Exchange of Hong Kong Limited
has the meaning ascribed thereto under the Listing Rules

Xiamen Airlines Company Limited (MMAIZEAMR A ), a
Shareholder and a promoter of the Company, and its subsidiaries

Beijing Ya Ka Jing Cheng Property Management Company (b5 52
FREH Y 3 E® F.0), a wholly-owned subsidiary of CTHC

per cent.

|
|
‘ In this circular, certain amounts quoted in RMB should be translated into Hong Kong dollars at the reference

rate of RMB1.00 to HK$1.115 for information purpose only. Such translation should not be construed as a

representation that the relevant amounts have been, could have been or could be, converted at that or any

other rate or at all.

For reference purposes only, the Chinese names of the PRC entities, authorities or facilities have been

translated into English in this circular. In the event of any discrepancies between the Chinese names of these

PRC entities, authorities or facilities and their respective English translations, the Chinese version shall

prevail.

— Vil —
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TravelSky
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TravelSky Technology Limited

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

Executive Directors:

Mr. Xu Qiang (Chairman)
Mr. Zhu Xiaoxing

Mr. Ding Weiping

Mr. Song Jinxiang

Non-executive Directors:
Mr. Wang Quanhua

Mr. Luo Chaogeng

Mr. Gong Guokui

Mr. Rong Gang

Mr. Sun Yongtao

Mr. Liu Dejun

Mr. Xia Yi

Mr. Song Jian

Independent non-executive Directors:

Mr. Yick Wing Fat, Simon
Mr. Yuan Yachui
Mr. Chua Keng Kim

To the Shareholders

Dear Sir/Madam,

(Stock Code: 0696)

Registered office:

18th-20th Floors

South Wing, Park C

Raycom InfoTech Park

No. 2, Ke Xue Yuan South Road
Haidian District

Beijing 100190, PRC

16 June 2008

MAJOR AND CONNECTED TRANSACTION

AND

CONTINUING CONNECTED TRANSACTIONS

AND

SPECIAL MANDATE TO ISSUE SHARES

AND

AMENDMENTS TO ARTICLES OF ASSOCIATION

INTRODUCTION

Acquisition

On 5 May 2008, the Company entered into the Sale and Purchase Agreement with CTHC pursuant to which,
CTHC agreed to sell and the Company agreed to purchase (i) the entire registered capital of ACCA for a
consideration of RMB788 million (equivalent to approximately HK$878.62 million) and (ii) the Property for
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a consideration of RMB212 million (equivalent to approximately HK$236.38 million), amounting to an
aggregate consideration of RMBI billion (equivalent to approximately HK$1.115 billion). The aggregate
consideration will be satisfied by way of the Company issuing and allotting to CTHC or its nominees
174,491,393 new Domestic Shares at a price of HK$6.39 (equivalent to approximately RMBS5.73) per
Consideration Share upon the Completion. The Consideration Shares represent approximately 9.82% of the
existing total issued share capital of the Company and approximately 8.94% of the total issued share capital
of the Company as enlarged by the issue of the Consideration Shares. The issue of the Consideration Shares
is subject to an approval of a specific mandate to be sought from the Independent Shareholders at the EGM.
If the specific mandate is granted at the EGM, the registered share capital of the Company will need to be
increased upon Completion and the Articles will also need to be amended accordingly. The respective
resolutions to approve the amendments to the Articles and the Acquisition at the EGM are inter-conditional
upon each other.

CTHC is a substantial Shareholder of the Company and holds approximately 22.35% of the entire equity
interest of the Company as at the date of the Sale and Purchase Agreement and is therefore a connected person
of the Company under the Listing Rules. As the applicable percentage ratios of the Acquisition exceed 25%
but is less than 100% as defined under Rule 14.07 of the Listing Rules, the Acquisition constitutes a major
and connected transaction for the Company under the Listing Rules and is subject to the requirements of
reporting, announcement and approval of the Independent Shareholders at the EGM which shall be taken on
poll as required under the Listing Rules. The Company will convene an EGM for the purpose of considering
and, if it thought fit, approving, among others, the Sale and Purchase Agreement and the Acquisition as well
as authorising the Directors to issue the Consideration Shares. Under Rule 14A.18 of the Listing Rule, any
connected person of the Company with a material interest in the connected transaction is required to abstain
from voting at the EGM. Accordingly, (a) CTHC and its associates, and (b) the Domestic Shareholders (except
CTHC and Shanxi Aviation Industry Company), all being the Connected Airlines or their réspeclive associates
and who are considered to be interested in the Acquisition by virtue of their business reiationship with ACCA,
will abstain from voting at the EGM on the resolutions approving the Acquisition and the issue of the
Consideratton Shares.

‘Amendment to Articles

Based on 1,776,315,000 Shares in issue as at the Latest Practicable Date, comprising of 1,154,607,000
Domestic Shares and 621,708,000 H Shares, and on the assumptions that no new Shares will be allotted or
issued and no exiting Shares will be repurchased prior to the Latest Practicable Date, upon satisfaction of
the conditions set out in the paragraph headed “Conditions Precedent” below and Completion, the total
number of Domestic Shares to be issued pursuant to the Completion will be 174,491,393 of book value of
RMB1.00 each amounting to RMB1 billion (equivalent to approximately HK$1.115 billion). If the Acquisition
is approved by the Independent Shareholders at the EGM, the registered share capital of the Company will
need to be increased upon Completion and the Articles will be required to be amended accordingly.
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Continuing Connected Transactions

Upon Completion, ACCA will become a wholly-owned subsidiary of the Company. The ACCA Continuing
Connected Transactions will form part of the Continuing Connected Transactions of the Group, which include
(a) the Property Management Agreement, (b) the agreements in relation to the Revenue Accounting Systems
Development and Support Services, and the Passenger and Cargo Revenue Accounting and Settlement
Services, (c¢) Domestic Mail Revenue Accounting and Settlement Agreement and (d) IATA Agreement.
Certain ACCA Continuing Connected Transactions and the Continuing Connected Transactions have been,
and will continue to be, entered into on a recurring basis and on normal commercial terms and in the ordinary
course of business of the Group. Details of which are set out under Part B of the section headed “ACCA
Continuing Connected Transactions” and Part C of the section headed “Continuing Connected Transactions
of the Company” of this letter.

The section heading “Aggregated Continving Connected Transactions of the Enlarged Group” under Part D
of this letter sets out the Annual Caps in respect of each category of the Aggregated Continuing Connected
Transactions . As one or more of the relevant percentage ratios set out in Rule 14.07 of the Listing Rules
in respect of the aggregate fees payable or receivable by the Group for the Non-exempt Continuing Connected
Transactions will, on an annual basis, exceed 2.5%, each of the Non-exempt Continuing Connected Transactions
is conditional on prior approval by the Independent Shareholders at the EGM which shall be taken by poli
in accordance with the requirements of the Listing Rules. Under Rule 14A.18 of the Listing Rule, any
connected person of the Company with a material interest in the Non-exempt Continuing Connected Transactions
is required to abstain from voting at the EGM. Please refer to Part D) of the section headed “Aggregated
Continuing Connected Transactions of the Enlarged Group” of this letter for the parties who will abstain from
voting at the EGM in respect of the Non-exempt Continuing Connected Transactions.

The purpose of this circular is:

1. to provide you with the details of the Sale and Purchase Agreement and the transactions contemplated
thereunder;
2. to set out the advice of China Merchants, the independent financial adviser to the Independent Board

Committee and the Independent Shareholders, in respect of (a) the Acquisition; (b) the terms of the
Non-exempt Continuing Connected Transactions; and (c) the respective Annual Caps for each of the
Non-exempt Continuing Connected Transactions;

3. to set out the recommendation of the Independent Board Committee in respect of items 2(a) to 2(c)
above; and
4. to give you notice of the EGM at which (i) a special resolution will be proposed for the Independent

Shareholders to consider, and if thought fit, to approve, among others, the Acquisition; (ii} a special
resolution will be proposed for the Independent Shareholders to consider, and if thought fit, to appraove
the issue of the Consideration Shares; (iii} an ordinary resolution will be proposed for the Independent
Shareholders to consider, and if thought fit, to approve each of the Non-exempt Continuing Connected
Transactions and the applicable Annual Caps; and (iv) a special resolution will be proposed for the
Shareholders to consider, and if thought fit, to approve the proposed amendments to the Articles.
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PART A

SALE AND PURCHASE AGREEMENT

Date

5 May 2008

Purchaser

The Company

Vendor

CTHC

Assets to be acquired

(i) the entire registered capital of ACCA; and
(ii)  the Property

Consideration

The considerations of the entire registered capital of ACCA and the Property are RMB788 million (equivalent
to approximately HK$878.62 million) and RMB212 million (equivalent to approximately HK$236.38 million)
respectively, amounting to an aggregate consideration of RMB1 billion {equivalent to approximately HK$1.115
billion),

The aggregate consideration shall be settled upon the Completion by way of the Company issuing and allotting
to CTHC or its nominees 174,491,393 new Domestic Shares at a price of HK$6.39 {equivatent to approximately
RMBS5.73) per Consideration Share. The Company considered that the payment of consideration of the
Acquisition was more appropriate by way of the Company issuing the Consideration Shares as opposed to
payment by cash, because based on the related regulations by the State-owned Assets Supervision and
Administration Commission of the State Council and the legal opinion provided by the PRC lawyer of the
Company, cash payment made by the Company for this transaction would trigger the requirement for an open
tender under the applicable PRC laws. The Directors confirmed that all necessary approvals from the relevant
PRC authorities for the issue of Consideration Shares by the Company have been obtained under the
applicable PRC laws. The consideration of ACCA was determined based on arm’s length negotiations between
CTHC and the Company with reference to the consolidated net assets value of ACCA as at 31 December
2007 which amounted to RMB699.4 million (equivalent to approximately HK$779.83 million) and price
earning multiples of comparable companies. The consideration of the Property was determined based on arm’s
length negotiations between CTHC and the Company with reference to the recent available appraisal value
of the Property. The Property is valued by Jones Lang LaSalle Sallmanns Limited, an Independent Third Party,
at approximately RMB208.3 million (approximately HK$232.25 million) as at 31 March 2008 which is valued
by the direct comparison approach assuming sale of the property interests in their existing state with the
benefit of immediate vacant possession and by making reference to comparable salz transactions as available
in the relevant market.




LETTER FROM THE BOARD

The issue price of HK$6.39 per Consideration Share to be issued by the Company was determined after arm’s
length negotiations between the Company and CTHC and was equal to the average closing price of HK$6.39
per H Share as quoted on the Stock Exchange for the last twenty full trading days of the H Shares immediately
before the date of the Sale and Purchase Agreement.

The issue price represents:

i) a discount of approximately 4.48% to the closing price of HK$6.69 per H Share as quoted on the Stock
Exchange on the last full trading day of the H Shares immediately before the date of the Sale and
Purchase Agreement;

(iiy  a discount of approximately 3.33% to the average closing price of HK$6.61 per H Share as quoted
on the Stock Exchange for the last ten full trading days of the H Shares immediately before the date
of the Sale and Purchase Agreement;

(iii) a premium of approximately 2.90% over the average closing price of HK$6.21 per H Share as quoted
on the Stock Exchange for the last thirty full trading days of the H Shares immediately before the date
of the Sale and Purchase Agreement; and

(iv) a premium of approximately 2.57% over the closing price of HK$6.23 per H Share as quoted on the
Stock Exchange as at the Latest Practicable Date.

The Consideration Shares represent approximately 9.82% of the existing total issued share capital -of the
Company and approximately 8.94% of the total issued share capital of the Company as enlarged by the issue
of the Consideration Shares. The Consideration Shares are proposed to be issued pursuant to a specific
mandate to be sought from the Independent Sharcholders at the EGM,

The Censideration Shares will be credited as fully-paid and rank pari passu in all respects with the Shares
in issue as at the date of issue and allotment of the Consideration Shares. There is no special restriction applied
to the subsequent sale of the Consideration Shares compared with the Domestic Shares in issue as at the date
of this letter. The issue of the Consideration Shares for the Acquisition will not result in any change of control
of the Company.

Conditions precedent

The Completion of the Acquisition shall be conditional upon, among other things, the following conditions
precedent being fulfilled or waived:

(a)  approval of the Sale and Purchase Agreement and the transactions contemplated thereunder by the
Independent Shareholders at the EGM;

(b)  approval from all relevant PRC government authorities for the transactions contemplated under the Sale
and Purchase Agreement and compliance with the all PRC laws and requirements for the Acquisition;

(c) the representations and warranties in the Sale and Purchase Agreement being true and correct and not
misleading in any material respects;
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(d) the Company being satisfied with the results of the due diligence investigation in respect of ACCA
and the Property; and

(e}  the Company having obtained a legal opinion issued by a PRC law firm of lawyers in respect of the
legality and enforceability of the Acquisition.

The Company has the right to waive whole or part of the conditions (¢) to (e) above.

Save for condition (a) above, which requires approval from to be approved by the Independent Shareholder
at the EGM, the Company confirmed that all of the other conditions have been fulfiled as at the Latest
Practicable Date.

INFORMATION ON THE COMPANY, CTHC, ACCA AND THE PROPERTY

The Company

The Company is principally engaged in provision of aviation information technology services in the PRC.

CTHC

CTHC is principally engaged in the management of state-owned assets and stated owned equity interests
resulting from investment of the States in the group companies and its invested entities. To the best of
knowledge and belief having made all reasonable enquiries by the Directors, none of Southern Holding,
Eastern Holding and China Holding are party(ies) acting in concert with CTHC.

ACCA

ACCA is principally engaged in the provision of accounting, settlement and clearing services and information
system development and support services to commercial airlines and other aviation companies, The accounting,
setflement and clearing services and system development and support services mainly include (i) passenger and
cargo revenue, mail revenue and airport miscellaneous charges accounting and settlement services; {(ii) BSP
Services and (iii} Revenue Accounting Systems Development and support services to the aviation industry in the
PRC. ACCA is a major service provider in these areas in the PRC.

ACCA is the BSP service provider of IATA BSP data processing service (“BSP DPC”), which is one of three
big recognised BSP DPCs in the world and has become the largest provider of outsourced services and system
products in revenue accounting and settlement in the airline industry of PRC. Its major customers include
20 domestic passenger and cargo airlines, 3 regional and overseas commercial airlines, 47 local airports,
government organisations and IATA.

ACCA has a registered capital of RMB759,785,200 as at the Latest Practicable Date. The audited consolidated
net assets value of ACCA as at 31 December 2007 was approximately RMB699.4 million (equivalent to
approximately HK$779.83 million), which was prepared in accordance with the International Financial
Reporting Standards. The following table sets out the audited consolidated turnover, profit before and after
taxation for each of the two financial years ended 31 December 2007 prepared under the International
Financial Reporting Standards.

— 6 —
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For the financial For the financial
year ended year ended
31 December 2306 31 December 2007
Equivalent to Fquivalent to

RMB'000  HK$'000 RMB'000  HK$'000

Revenues 255,926 285,357 273,485 304,936
Profit before taxation 96,440 107,531 102,854 114,682
Profit after taxation 65,223 72,724 63,808 71,246

Management Discussion and Analysis of the Financial Information of ACCA Group

Investors should read the following discussion and analysis in conjunction with the financial information of ACCA
Group, including notes thereto, as set forth in Appendix Il “Accountant’s Report of ACCA Group” to the circular,
which has been prepared in accordance with the International Financial Reporting Standards (“IFRS™).

(i) Performance analysis for the year ended 31 December 2007 compared to year ended 31
December 2006 and year ended 31 December 2006 compared to year ended 31 December
2005

Revenues of ACCA Group primarily comprise the service fees earned for the provision of accounting
settlement and clearing services, and information system development and support services to commercial
airlines and other aviation companies. ACCA Group’s consolidated revenues for the year ended 31
December 2007 amounted to approximately RMB273.5 million, representing an increase of approximately
6.86% over the prior year. The consolidated revenues for the year ended 31 December 2006 amounted
to approximately RMB255.9 million, representing an increase of approximately 4.16% over the
consolidated revenues for the year ended 31 December 2005 of approximately RMB245.7 million. The
steady increase in revenues was mainly due to the development of new markets and enrolling of new
customers by ACCA. Moreover, expansion of the aviation industry in the PRC also contributed a
positive impact on ACCA’s business.

ACCA Group's consolidated profit attributable to equity owner for the year ended 31 December 2007
amounted to approximately RMB63.9 million, representing a decrease of approximately 2.03% over
the prior year. The decrease was mainly due to the reduction of deferred tax assets in the year ended
31 December 2007 as a result of the reduction in corporate income tax rate to which ACCA is subject
from 33% to 25% from 2008 onwards. The consolidated profit attributable to equity owner for the year
ended 31 December 2006 amounted to approximately RMB65.2 million, representing a substantial
decrease of approximately 47.05% over the consolidated profit attributable to equity owner for the year
ended 31 December 2005 of approximately RMB123.2 million, which includes a one-off reversal of
financial guarantee obligation of approximately RMB67.7 million (please refer to note 12 to the
financial information as set out in the section headed “Accountant’s Report of ACCA” for details).
After elimination of this one-off item, the consolidated profit attributable to equity owner for the year
ended 31 December 2005 reduces to RMBS55.5 million. In general, the net profit margin of ACCA
(excluding the one-off item of reversal of financial guarantee obligation in 2005 as mentioned above)
maintained at a relatively steady level ranging between approximately 23% and 25% during the three
financial years ended 31 December 2005, 2006 and 2007.

7
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(ii)

Liquidity and capital resources

The financial position of ACCA Group is summarized a follows:

As at 31 December 2005 As at 31 December 2006 As at 31 December 2007

(RMB'000) {RMB’(G00) (RMEB'000)
Current assets {a) 1,082,171 893,708 082,426
Total assets (b) 1,204,225 1,034,439 1,114,470
Current liabilities {c) 844,363 605,026 415,096
Total liabilities {d) 855,773 618,386 415,096
Current ratio (a/c) 1.28 1.48 2.37
Gearing ratio (d/b) | 71.1% 59.8% 37.2%

As at 31 December 2007, ACCA Group had net current assets of approximately RMB567.3 million,
The current assets were mainly comprised of accounts receivable of approximately of RMB10.8
million, amounts due from holding company and fellow subsidiaries of approximately RMB20.8
million, other receivables and other current assets of approximately RMB423.3 million and cash
equivalents of approximately RMB527.6 million. The current liabilities were mainly comprised of
accounts payables of approximately RMB3.0 million, other payables and other current liabilities of
approximately RMB346.2 million and income tax payable of approximately RMB63.9 million. Current
ratio has improved from approximately 1.28 to approximately 2.37 and it was mainly due to the
decrease in other payables as a result of that ACCA Group shortened the payment period for the
settlement and clearing services.

The gearing ratio of ACCA Group has greatly improved from approximately 71.7% as at 31 December
2005 to approximately 37.2% as at 31 December 2007 and it was mainly due to the substantial
reduction in other payables from approximately RMB697.6 million as at 31 December 2005 to
approximately RMB302.8 million as at 31 December 2007 as a result of ACCA Group shortened the
payment period for the settlement and clearing services.

ACCA Group had no short-term and long-term bank loans as at 31 December 2005, 2006 and 2007,
and ACCA Group did not use any financial instruments for hedging purposes.

As at 31 December 2005, 2006 and 2007, cash and cash equivalents held by ACCA Group amounted
0 RMBI17.9 million, RMB28.2 million and RMB327.6 million respectively of which all of them were
denominated in RMB.
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(iii) Cash Flows

(iv)

Year ended 31 Year ended 31 Year ended 31
December 2005  December 2006  December 2007

{RMB'000) {RMB’000) (RMB’000)
Net cash generated from/(used in) operating activities (24.396) 37,608 481,095
Net cash generated from/(used in) investing activities 3,299 {29,706} (4,252)
Net cash penerated from financing activities 26,780 2,378 22,590
Net increase in cash and cash equivalents 5,683 10,280 499,433

Net cash generated fromf(used in) operating activities

Net cash used in operating activities of approximately RMB24.4 million for the year ended 31
December 2005, and net cash generated from operating activities of approximately RMB37.6 million
for the year ended 31 December 2006. It is mainly attributable to the increase in working capital in
2006. The net cash generated from operating activities has increased significantly to approximately
RMB481.1 million for the year ended 3! December 2007 and it was mainly due to the termination
of the centralized management of the group’s treasury function by CTHC since October 2007 and ali
bank balances maintained at CTHC were transferred back to ACCA Group.

Net cash generated fromf{used in} investing activities

ACCA Group recorded net cash generated from investing activities of approximatety RMB3.3 million
for the year ended 31 December 2003, and net cash used in investing activities of approximately
RMB29.7 miilion for the year ended 31 December 2006. It is mainly attributable to more office
equipment, electronic equipment, computer software and land use rights were acquired in 2006. As
comparatively less fixed assets were acquired in 2007, the net cash used in investing activities reduced
to approximately RMB4.3 million,

Net cash generated from financing activities

The net cash generated from financing activities were approximately RMB26.8 million, RMB2.4
million and RMB22.6 million respectively for the three years ended 31 December 2005, 2006 and 2007.
The balances represented cash received from the non-core operations of ACCA Group which were
retained by CTHC throughout the three financial years pursuant to the reorganisation of ACCA Group
in October 2007. Since CTHC had waived the obligation of ACCA Group to repay the amount back,
it was classified by ACCA Group as contributions from equity owner.

Charge on Assets

As at 31 December 2003, 2006 and 2007, ACCA Group had no charge on its assets.
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(v) Investments

ACCA Group had no significant investments during the three years ended 31 December 2005, 2006
and 2007. ACCA Group currently has no plan for material investments or capital assets.

(vi) Acquisitions and disposals

ACCA Group had no acquisition and disposal activities during the three years ended 31 December
2005, 2006 and 2007,

{vii) Foreign currency risk

ACCA Group's exposure to foreign exchange risk mainly arises from its accounting settlement and
clearing services as the ACCA Group made payments or collections in foreign currencies on behalf
of its cuostomers.

(viii) Employees and Remuneration Policies

The total number of employees of ACCA Group as at 31 December 2005, 2006 and 2007 was 772,
761 and 775 respectively. The total amount of salaries, allowances and retirement benefits for the
employees of ACCA Group during the three years ended 31 December 2005, 2006 and 2007 was
RMBI108.2 million, RMB97.6 million and RMB109.2 million respectively.

(ix) Contingent Liabilities
As at 31 December 2005, 2006 and 2007, ACCA Group had no material contingent liabilities.
The Property

The Property is located at No. 11 Dongxing Li, Chaoyang District, Beijing, the PRC and comprises of a state-
owned land use right with a site area of approximately 5,332.54 sq.m. and 8 buildings erected thereon with
a total gross floor area of approximately 12,003.74 sq.m.. The Property has obtained the relevant licenses
and land use approvals from the PRC authorities. The expiry date of the land use right is 29 June 2049. The
Property is conveniently located at the hub of the central commercial district of Beijing which is one of the
best sought after locations for many large corporations in the area, The Property has been used as a data centre
by the Company and the Company has been paying a total rental and usage fees amounting to approximately
RMB16.6 million (equivalent to approximately HK$18.51 miltion) for the year ended 31 December 2007 for
renting the Property. The original acquisition cost of the Property by CTHC was approximately RMB189
million (equivalent to approximately HK$211 milkion).

Set out below is the unaudited profit and loss statements on the identifiable net income stream (the “Unaudited
Financial Information™) in relation to the Property for the three years ended 31 December 2007, which are
compiied and derived from the underlying books and records of CTHC, and are prepared using accounting
policies materially consistent with those of the Group.

— 10 —
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Year ended December 31,

2005 2006 2007

RMB’000 RMB'000 RMBE’000

Rental income (Note) 16,649 16,649 16,649
Depreciation charges {6,114) (6,114) (6,114)
Real estate tax and other tax charges {2,548) (2,548) (2,633)
Other expenses (2,604) (3,036) (2,939)
Identifiable net income stream 5,383 4951 4,963

Nate: For the three years ended December 31, 2007, the rental income under operating leases net of any incentives

is recognized on a straight line basis.

The Company’s auditor has carried out the factual finding procedures on the Unaudited Financial Information
in accordance with Hong Kong Standard on Related Services 4400 “Engagements to Perform Agreed-Upon
Procedures Regarding Financial Information™ issued by Hong Kong Institute of Certified Public Accountants,

as follows:
l. Obtained the Unaudited Financial Information from CTHC; and
2. Agreed the Unaudited Financial Information to the underlying books and records of the Property which

have taken into consideration of adjustments required in conformity with the principal accounting
policy of the Group, where appropriate.

As the information based on which the Unaudited Financial Information has been prepared is limited, the
Company’s auditor made no representations on the completeness and accuracy of the information and have
emphasised that the Unaudited Financial Information cannot give a true and fair view of the financial results
attributable to the Property.

As confirmed by the Directors, the Group will continue to occupy the Property for its own use after the
Acquisition and therefore no additional income will be generated upon Completion.

— 11 —
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SHAREHOLDING STRUCTURE

The following is the shareholding structure of the Company immediately before and after the Completion
of the Acquisition:

Current Shareholding Shareholding upon Completion
% of G of
respective respective

class of % of total class of % of total

share share share share

Shareholders Shares capital capital Shares capital capital

CTHC 396,993,000 34.38% 22.35% 571,484,393 43.00% 29.29%
Domestic shares Domestic shares
of RMB1 each of RMBI each

Southern Holding 232,921,000 20.17% 13.11% 232,921,000 17.52% 11.94%
Domestic shares Domestic shares
of RMB1 each of RMBI each

Eastern Holding 218,829,000 18.95% 12.32% 218,829,000 16.46% 11.22%
Domestic shares Domestic shares
of RMBI each of RMBI each

China Holding 178,867,000 15.49% 10.07% 178,867,000 13.46% 9.17%
Domestic shares Domestic shares
of RMBI! each of RMBI each

Other domestics 126,997,000 11.01% 7.15% 126,997,000 9.56% 6.51%
Shareholders Domestic shares Domestic shares
of RMBI each of RMB1 each

Public 621,708,000 100% 35% 621,708,000 100% 31.87%
H Shares H Shares
of RMB1 each of RMB1 each

Total 100% 100%

REASONS FOR AND BENEFITS OF THE SALE AND PURCHASE AGREEMENT

As the operation structure of the Company and ACCA are similar, the Directors believe that the acquisition
of ACCA can provide cost synergies by integrating the research and development resources, data centers,
and market resources of the Company and ACCA, and thus reducing the aggregate operational cost and
general expenditure. On the other hand, as the Company’s principal activities focus on the travel distribution
and sales area while ACCA provides mainly accounting and settlement services, the two businesses cover
both upstream and downstream aviation and strengthen the production line of travel distribution information
technology. Furthermore, since the Company and ACCA are the leading service providers in the respective
areas, the acquisition of ACCA, can enrich the Company’s product and services portfolios to the airlines,
travel agencies, airports and other industry participants, and also enhance the competitiveness of the Company’s
existing core businesses and new businesses to be developed. The Board believes that the acquisition of ACCA
will enhance the Company’s profitability and market position, and is in the interest of the Shareholders.
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At present, the renting of the Property by the Company from CTHC resulted in the Company constituting
a continuing connected transaction and is thereby subject to certain comptliance requirements under the Listing
Rule. The acquisition of the Property will not only reduce the rental expenses of the Company, it will also
reduce the administrative costs required to be spent on the compliance matters of connected transaction. In
addition, the entire Property has been occupied by the Company as data centre. The acquisition of the Property
would result in a more standardised, scientific and effective data centre management.

The Directors (excluding the independent non-executive Directors) are of the view that the Sale and Purchase
Agreement which is on normal commercial terms, was entered into in the ordinary and usual course of
business of the Group. The terms, which are arrived at after arm’s length negotiations, are fair and reasonable
and the entering into of the Sale and Purchase Agreement is in the interest of the Company and the
Shareholders as a whole. The recommendations of the Independent Board Committee and the letter from the
independent financial adviser to the Independent Board Committee and the Independent Shareholders is
included in the sections headed “Letter from the Independent Board Committee” and “Letter from China
Merchants” respectively of this circular.

FINANCIAL EFFECTS TO THE GROUP ARISING FROM THE ACQUISITION

Immediately upon Completion, ACCA will become a wholly-owned subsidiary of the Group. The Acquisition
would bring the following financial effects to the Group:

Assets and Liabilities

Based on the unaudited pro forma financial information on the Enlarged Group set out in Appendix III to
this circular, the unaudited pro forma total assets and liabilities would be approximately RMB6,264.2 million
and RMB948.7 million, representing an increase of approximately 26.5% and 78.2% over the Group’s audited
total assets and liabilities as at 31 December 2007 of approximately RMB4,951.3 million and RMB532.5
million respectively.

Earnings

Assuming the Acquisition had been completed on 1 January 2007, the Group’s consolidated profit attributable
to the equity holders of the Company would be increased to approximately RMB696.8 million (representing
the Group’s profit attributable to the Company’s equity holders of RMB631.0 million, as adjusted by inclusion
of profit attributable to ACCA Group’s equity holders of RMB63.9 million, and net saving resulting (i.e. the
identifiable net income stream) from the acquisition of the Property of RMBS5.0 million after taking into
account of adjustments of increase in depreciation and reduction in taxes totalling RMB3.1 million), representing
an increase of approximately 10.4% over the Group’s audited consclidated profit attributable to equity holders
of the Company for the year ended 31 December 2007 of approximately RMB631.0 million.
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Gearing

As referred to Annual Report 2007, the gearing ratio of the Group was approximately 10.8%. Based on the
unaudited proforma statement of assets and liabilities of the Enlarged Group as set out in Appendix 1I to
the circular, the gearing ratio of the Enlarged Group (being total liabilities of approximately RMB948.7
million divided by total assets of approximately RMB6,264.2 million) will slightly increase to approximately
15.1%.

Working capital

Since the consideration of the Acquisition will be satisfied by the issue of Consideration Shares, it is expected
that there will be no effect on the working capital of the Group immediately after Completion.

BUSINESS PROSPECT OF THE ENLARGED GROUP

The Group is principally engaged in provision of aviation information technology services in the PRC.

After the Acquisition, the Enlarged Group will focus on travel distribution and sales areas in the PRC and
provision of accounting, settlement and clearing services and information system development and support
services to domestic and worldwide airline companies. Estimating the continuous expansion of the aviation
industry in the PRC, the Directors believe that the business of the Enlarged Group will be further enhanced
and the Enlarged Group will continue to maintain its leading position in the provision of aviation information
technology as well as accounting and settlement services in the PRC aviation industry. As at the Latest
Practicable Date, the Company has not identified any investment or business opportunities.

Going forward, the Enlarged Group will continue to look for and capture investment or business opportunities
that have good potential to improve the Group’s profitability and to enhance the Shareholders’ value.

PROPOSED AMENDMENTS TO THE ARTICLES CONSEQUENTIAL TO THE
COMPLETION OF THE ACQUISITION

‘Based on 1,776,315,000 Shares in issue as at the Latest Practicable Date, comprising 1,154,607,000 Domestic
Shares and 621,708,000 H Shares, and on the assumptions that no new Shares are allotted or issued and no
existing Shares are repurchased prior to the Latest Practicable Date, upon satisfaction of the conditions set
out in the paragraph headed “Conditions Precedent” above and Completion, the total number of Domestic
Shares of book value of RMB1.00 each to be issued pursuant to the Completion will be 174,491,393
amounting to RMB1 billion of paid-in capital. If the Acquisition is approved by the Independent Shareholders
at the EGM, the registered share capital of the Company will need to be increased to RMB1,950,806,393
upon Completion and the Articles will be required to be amended accordingly.

— 14 —
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PART B

ACCA CONTINUING CONNECTED TRANSACTIONS

Provisions of property management services

At present, Ya Ka is providing certain property management services to ACCA. It is expected that these
property management services will continue following Completion in accordance with the property management
agreement dated 3 February 2008 signed between ACCA and Ya Ka. Given that Ya Ka is a wholly-owned
subsidiary of CTHC, the transaction contemplated under this agreement will constitute a continuing connected
transaction of the Company under the Listing Rules after Completion. Details of the Property Management
Agreement are as follows:

Date: 3 February 2008
Service: Provision of office building property management services by Ya Ka to ACCA
Duration: 1 January 2008 to 31 December 2008

Payment:  The service fee is calculated on an agreed rate per square metre between two parties and is
settled monthly based on total square metres occupied by ACCA.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.

Provisions of airline services

Prior to the Acquisition, ACCA had entered into various trading arrangements with a number of Connected
Airlines. It is expected that these arrangements will continue after Completion in accordance with market
demands for relevant products and services. Upon Completion, the ongoing arrangements between ACCA
and these Connected Airlines will constitute continuing connected transactions for the Company under the
Listing Rules.

The nature of each of the ongoing transactions between ACCA and these Connected Airlines can be classified
into four categories namely, (i) Systems Development and Support Services; {ii) Passenger and Cargo Revenue
Accounting and Settlement Services; (iii) Domestic Mail Revenue Accounting and Settlement Services and

(iv) BSP Services, all as defined below.

Listed below is the summary of each of the services provided by ACCA to various airline companies:

— 15—
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Type 1 — Systems Development and Support Services

(i)

{ii)

(1)

Revenue Accounting Systems Development and Support Services

Service:

Payment:

Provision of computer system application development and support services to various
airling companies (“Revenue Accounting Systems Development and Support Services”).
The main services provided by ACCA include self-developed computer application
systems in respect of both international and domestic passengers revenue accounting
system, internaiional and domestic cargo revenue accounting system, mail revenue
accounting system, airport miscellaneous charges accounting system, data service system,
international and domestic clearing and settlement system etc. Such system services
mainly include application and operation support, customized development, system
implementation, business research and system development.

The system service fee is charged on a monthly basis and is based on the agreement
stgned between the provider and the users. There are several levels of charge rates based
on transaction volume which are specified in the relevant agreement. The charge amount
is determined by reference to the price and size of the relevant services provided. Charge
rate depends on transaction volume level — the higher the transaction volume, the lower
the rates to be charged by the provider.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.

Oracle financial products support services

Services:

Payment:

Provision of financial products support services, including function solution support and
maintenance of Oracle financial products, customised program revision and program
maintenance, database maintenance services.

Fixed amount of maintenance fee is charged annually.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.

Interiine Data Exchange Services

Service:

Payment:

Mainly include receiving interline outward billing data from various airline companies,
identifying the airlines to be charged for receipt of such services (“Billed Airlines™),
consolidating the data from all of the airline companies on behalf of the Billed Airlines
and delivering the data to such Billed Airlines,

Apart from the one-off membership entrance fee, a fixed annual service fee is also
charged.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.
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Type 2 — Passenger and Cargo Revenue Accounting and Settlement Services

Service:

Payment:

Provision of data capturing, sales reporting control, sales auditing, prorating, uplift processing,
outward and inward billing, accounting, coupon matching, account management and management
information reporting services for passenger and cargo (as the case may be) revenue accounting
and settlement services (“Passenger and Cargo Revenue Accounting and Settlement Services™).

The fees are charged by reference to the rate and rules prescribed in the relevant document issued
by the industry regulatory authorities. The prices of the provision of the services are specified
in the relevant agreement which is based on the calculation of (i) the percentage rate of the total
accounting amount and (ii) the transaction volume times unit price.

The Directors consider that the basis of determination of the service fee above is fair and reasonable,

Type 3 — Domestic Mail Revenue Accounting and Settlement Services

Service:

Payment:

Provision of stock control, sales control, sales audit, uplift revenue pro-ration, accounting
processing, sales and uplift matching, clearing and settlement services (“Domestic Mail Revenue
Accounting and Settlement Services™).

The service fee is based on the rate as set out in the agreement in which ACCA receives payment
of 1.5% handling charges from the Connected Airlines, and such fee is charged by reference
to the relevant documents issued by the industry regulatory authorities.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.

Type 4 — BSP Services

Service:

Payment:

Provision of BSP Services to IATA in the PRC, Hong Kong, Macau and Chinese Taipei. BSP
is a system designed to facilitate and simplify the selling, reporting and remitting procedures
of TATA Accredited Passenger Sales Agents, as well as to improve financial control and cash
flow for the airline companies. ACCA has contracted with IATA to supply such services for
additional territories which is expected to be commenced in January 2010, such services will
include supply of software application support, development and maintenance services,

Fees are charged on the basis of a “Standard Charging Unit” (as defined in the IATA Agreement)
per processing transaction. The Standard Charging Unit payable by IATA is defined in Renminbi
for transactions in the PRC, in Hong Kong Dollars for Hong Kong, Macau and in United Stated
Dollars for other territories, subject to exchange rate fluctuation which will be adjusted in
accordance with the terms of the IATA Agreement.

The Directors consider that the basis of determination of the service fee above is fair and reasonable.
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Summary of transactions between ACCA and the Connected Airlines in respect of various

airline services

The table below summarises the major terms of each of the ongoing transactions between ACCA and the

Connected Airlines:

Airline company Description of transactions

Southern Airlines 1. Revenue Accounting
Systems Development

and Support Services

2. Passenger and Cargo
Revenue Accounting

and Settlement Services

3. Oracle financial

products support services

Eastern Airlines 1. Revenue Accounting
Systems Development

and Support Services

2. Passenger and Cargo
Revenue Accounting

and Settlement Services

Air China 1. Revenue Accounting
Systems Development

and Support Services

2. Passenger and Cargo
Revenue Aceounting

and Settlemeni Services

Macau Airlines . Passenger and Cargo
Revenue Accounting

and Settlement Services

2. Oracle financial

products support services

Agreement with ACCA

Revenue accounting
systems and

settlement agreement

Oracle financial products

support services agreement

Revenue accounting
systems and

seitlement agreement

Revenve accounting
systems and

settlement agreement

Revenue accounting and

settlement agreement

Oracle financial products

support services agreement
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Date of
agreement Duration
15.11.2007 01.01.2007 1o
31.12.2008
01.06.2007 01.07.2006 to
30.06.2008
22.02,2008 01.01.2008 10
31.12.2009
28.02.2008 01.01.2008 to
31.12.2009
31.12.2006 01.01.2007 1o
31.12.2009
15.05.2007 28.02.2007 10
28.02.2008
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Xiamen Airlines

Hainan Airlines

Shenzhen Airlines

Shanghai Airlines

Shandong Airlines

Sichuan Airlines

—

~

b

o]

. Interline Data

Exchange Services

. Passenger and Cargo

Revenue Accounting

and Settlement Services

. Interline Data

Exchange Services

. Passenger and Cargo

Revenue Accounting

and Settlement Services

. Revenue Accounting

Systems Development

and Support Services

. Passenger and Cargo

Revenue Accounting

and Setilement Services

. Interline Data

Exchange Services

. Passenger and Cargo

Revenue Accounting

and Setilement Services

. Revenue Accounting

Systems Development

and Support Services

. Passenger and Cargo

Revenue Accounting

and Settlement Services

. Revenue Accounting

Systems Development

and Suppon Services

. Passenger and Cargo

Revenue Accounting

and Settlement Services

Interline data exchange

agreement

Revenue accounting and

settlement agreement

Interline data exchange

services agreement

Revenue accounting and

seltlement agreement

Revenue accounting
systems and

settlement agreement

Interline data exchange

agreement

Revenue accounting and

setilement agreement

Revenue accounting
systems and

settlement agreement

Revenue accounting
sysiems and

settlement agreement
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26.09.2006

21.12.2007

18.09.2006

04.12.2006

29.01.2008

22.03.2007

19.12.2007

01.12.2007

01.12.2007

01.10.2006 10
3112.2009

(01.01.2008 to

31.12.2010

01.10.2006 to

31.12.2009

01.12.2006 w

30.11.2009

01.01.2008 to
31.12.2010

01.01.2007 to
31.12.2009

01.01.2008 to

31.12.2008

01.01.2007 to
31.12.2009

01.01.2008 1o
31.12.2009
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The Connected Airlines Domestic Mail Revenue Accounting Domestic Mail Revenue 30.07.1997 Effective from
{other than and Settlement Services Accounting and 01.09.1997
Macau Airlines) ' Settlement Agreement with no

fixed term

1ATA as authorised by the  BSP Services IATA Agreement 27.03.2008 27.03.2008 1o
Connected Airlines 31.12.2017

It is noted that the duration of the interline data exchange agreements entered into between ACCA and Xiamen
Airlines and Hainan Airlines respectively, as well as the 1ATA Agreement are longer than 3 years. Please
refer to the section headed “Letter from the China Merchants” of the circular for the advice of China
Merchants as to whether such transactions are fair and reasonable and whether it is normal business practice
for agreements of this type of such duration.

It is also noted that there are no fixed terms in relation to the Domestic Mail Revenue Accounting and
Settlement Services provided by ACCA to the Connected Airlines. In order to comply with Rules 14A.35(1)
of the Listing Rules requirement, ACCA will enter into a separate supplemental agreement with each of the
Connected Airlines pursuant to which a fixed term will be agreed. The Company will issue a separate
announcement (and/or the opinion of the independent financial adviser if the period for such supplemental
agreement(s) is more than 3 years) to disclose, amongst other, the fixed term of the supplemental agreements
between ACCA and the Connected Airlines when such agreements have been entered into.

Proposed Annual Caps for the ACCA Continuing Connected Transactions

Apart from the transactions under the Domestic Mail Revenue Accounting and Settlement Agreement and
the 1ATA Agreement, the Company considers that the ongoing transactions between ACCA and each of the
Connected Airlines among themselves are each, a series of related connected transactions and therefore is
appropriate to aggregate the relevant transactions together and treat them as if they were one transaction for
each of the Connected Airline for the purpose of calculating the proposed caps pursuant to Rule 14A.25 of
the Listing Rules. Set out below are the historical transaction amounts for the three financial years ended
31 December 2007 and the proposed Annual Caps for the three financial years ending 31 December 2010
in respect of each of the ACCA Continuing Connected transactions:

Historical transaction amount

(by reference to each connected person)

for the year ended for the year ended for the year ended
31 December 2005 31 December 2006 31 December 2007
Equivalent to Equivalent to Equivalent 10

RMB 000 HK$°000 RMB'000 HK$'000 RMB'000 HK$'000

Ya Ka 8408 9,375 8,256 9,205 8,343 9.302_

Southern Airlines 23,701 26,427 24,263 27,053 24,804 27,656

Eastern Airlines 46,790 52,171 51,268 57,164 53,506 59,659
— 30 —
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Air China

Macau Airlines

Xiamen Airlines

Hainan Airlines

Shenzhen Airlines

Shanghai Airlines

Shandong Airlines

Sichuan Airlines

Transactions under the
Domestic Mail Revenue

Accounting and

Settlement Agreement

Transactions under
IATA Agreement

Ya Ka

Southern Airlines

Eastern Airlines

Air China

Macau Airlines

Xiamen Airlines

Hainan Airlines

Shenzhen Airlines

Shanghai Airlines

42,563 47458
8,923 9,949
1,778 1,982
2324 2,591
2,155 2,403
9,524 10,619
2,371 2,644

755 842
5,729 6.388
29,781 33,206
(by

44,496

10,137

1,997

1,895

2,482

9.557

4,177

2,185

6,617

35,983

49,613

11,303

2,227

2,113

2,767

10,656

4,657

2,436

1,378

40,121

Proposed Annual Caps

48,032

9.834

1811

1,575

3,771

8,830

2.386

2,132

7,602

44,633

reference to each connected person)

for the year ending
31 December 2008
Equivalent ro
RMB 000 HK$'000

4,990 5,564
29,735 33,155
64,207 71,591
57,639 64,267
11,766 13.119

2,149 2,396

1,866 2,081

4,526 5,046
10,572 11,788

— 721 —

for the year ending
31 December 2009

RMB 000

5,739

35,652

77,048

69,166

14,089

2,555

2215

5430

12,662

Equivalent to
HK3'000

6,399

39,752

85,909

71,120

15,709

2,349

2,470

6,054

14,118

33,556

10,965

2,019

1,756

4,205

9,845

3,218

3,046

8476

49.788

for the year ending
31 December 2010

RMB'000

6,599

42,752

92,458

83,000

16,877

3,042

2,634

6,517

15,171

Equivalent to

HK$'000

1,358

47,668

103,091

92,545

18,818

3,392

2,937

1,266

16,916
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Shandong Airlines 3,463 3,861
Sichuan Airlines 3,279 3,056

Transactions under the
Domestic Mail Revenue
Accounting and
Settlement Agreement 9,503 10,596

Transactions under
IATA Agreement 58,048 64,724

4,156

3,934

11,878

75,464

4,634

4,386

13,244

84,142

4,987

4,721

14,847

98,103

5,561

5,264

16,554

109,385

Given the applicable percentage ratios for each of the ACCA Centinuing Connected Transactions (except

transactions in respect of Eastern Airlines, Air China and TATA Agreement) on an annual basis is Jess than
2.5%, all of the ACCA Continuing Connected Transactions are only subject to the reporting, announcement
requirements set out in Rule 14A.45 to Rule 14A.47 and are exempted from the Independent Shareholders’

approval requirements under the Listing Rules.

The applicable percentage ratios for each of the ACCA Continuing Connected Transactions in respect of
Eastern Airlines, Air China and TATA Agreement, on an annual basis exceeds 2.5%, all of such ACCA
Continuing Connected Transactions are subject to the reporting, announcement and Independent Shareholders’

approval requirements under the Listing Rules.

Historical transaction amount

(by reference to each category of service}

for the year ended
31 December 2005
Equivalent to
RMB 000 HK$'000

Property Management Services 8.408 9,375

Type 1 — Systems Development
and Support Services 77,589 86,512

Type 2 — Passenger and
Cargo Revenue Accounting
and Settlement Services 63,295 70,574

Type 3 — Domestic Mail Revenue
Accounting and Settlement Services 5,729 6,388

Type 4 — BSP Services 29,781 33,206

for the year ended
31 December 2006

RMB'000

8,256

82,284

70,173

6,617

35,983

Equivalent to
HK$ 000
9,205

91,747

78,243

1378

40,121

for the year ended
31 December 2007

RMB'000

8,343

88,173

69,608

7,602

44,653

Equivalent to
HK$'000
9,302

98,313

77,613

8,476

49,788
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Proposed Annual Caps
{by reference to each category of service}

for the year ending for the year ending for the year ending
31 December 2008 31 December 2003 31 December 2010
Equivalent to Equivalent to Equivalent to

RMB 000 HK$'000 RMB'000 HEKS$000 RMB’000 HK$000
Property Management Services 4,990 5,564 5.73% 6,399 6,599 7,358

Type 1 — Systems Development
and Support Services 105,808 117,976 126,968 141,569 152,364 169,886

Type 2 — Passenger and
Cargo Revenue Accounting
and Settlement Services 83,394 92,984 99,939 111,432 119,795 133,571

Type 3 — Domestic Mail Revenue
Accounting and Settlement Services 9,503 10,396 11,878 13,244 14,847 16,554

Type 4 — BSP Services 58,048 64,724 75,464 84,142 98,103 109,385

The Directors (excluding the independent non-executive Directors) believe that the Annual Caps are fair and
reasonable in so far as the Company and the Shareholders are concerned. The recommendation of the
Independent Board Committee, after taking into account the advice of the independent financial adviser, has
been set out in its letter to the Independent Shareholders in this circular.

In the event that the aggregate amounts in respect of the ACCA Continuing Connected Transactions exceed
the proposed Annual Caps in the relevant year as set out above, the ACCA Continuing Connected Transaction(s)
and the Annual Caps would be subject to further review and the Company shall comply with the relevant
provisions of the Listing Rules (where applicable).

The Company noted there were some typographical errors made to the figures as referred to the tables on
page 21 and page 22 of the Announcement. The Company will issue a separate clarification announcement
explaining the discrepancy between the Announcement and this circular in due course.

Basis of the Annual Caps for the ACCA Continuing Connected Transactions

The Board believes that the above proposed Annual Caps are the aggregate values in respect of the transactions
contemplated under each of the ACCA Continuing Connected Transactions over the three financial years
ending 31 December 2010. The amounts of the proposed Annual Caps are determined by reference to the
following:

Continuing connected transactions of ACCA Basis of determination of the Annual Caps
Provision of the property By reference to the average growing rate of the domestic
management services from Ya Ka Consumer Price Index and the estimated annual growth

rate for the property management fee is expected to be
15% per annum for the period from 2008 to 2010. Taking
into account the reduction of the scope of services to be
provided to Ya Ka, the Annual Caps for the provision of
the property management services for the year 2008 to
2010 are expected to be slightly smaller than the historical
transaction amount for the period 2005 to 2007.
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Revenue Accounting Systems
Development and Support Services

Oracle Financial Products Support Services

Interline Data Exchange Services

Passenger and Cargo Revenue
Accounting and Settlement Services

Domestic Mail Revenue Accounting and
Settlement Services

BSP Services

By reference to CAAC’s “Eleventh five-year plan”, the
passenger volume is expected to have a steady growth rate
of 14% annually. ACCA will continue to develop new
products and services, including but not limited to setting
up data exchange platform, providing data service products
and data value-added services. With the number of
passengers expected to increase, the estimated level of
service and scope of services provided by the Group is
estimated to increase by 20% annually based on the future
growth rate of aviation industry and the historical growth
of airline’s business in the recent years.

As fixed amount of annual maintenance fee is charged
under the relevant agreements. It is expected that there
will be no major changes in the level service fee for
the period from 2008 to 2010,

As fixed amount of annual service fee is charged under
the relevant agreement. It is expected that there will be
no major changes in the level of service fee for the
period from 2008 to 2010.

According to CAAC’s “Eleventh Five-year Plan”, civil
aviation transportation volume in the PRC has an
average annual growth rate of 14%. Going forward,
ACCA aims to expand its businesses to domestic
interline accounting; develop sales audit business and
outsourcing business; as well as expand the potential
customer group in settlement market. By reference to
the historical transaction amounts and the estimated
market pricing for the similar services, it is expected
that the annual transportation volume and revenue
accounting amount will increase by approximately 20%.

An annual increment of approximately 20% annually
was recorded from 2005 to 2007. It is estimated that the
steady growth of the air mail business, couple with the
expansion of domestic mail sales system and international
mail revenue accounting service to be carried by ACCA,
will result in an increase in services volume provided by
the Group. On the assumption that no material change in
the fee rate and the market conditions, the estimated level
of services provided by the Group will maintain an annual
growth of approximately 25%.

BSP business in the PRC has recorded a growth of over
21-25% per annum for the period from 2005 to 2007.
According to CAAC’s “Eleventh Five-year Plan”, civil
aviation passenger volume in the PRC is estimated to
have an average annual growth of 14%. By reference to
the market demand for the BSP business and the increasing
growth rate of the civil aviation passenger volume in the
PRC, ACCA is expected to increase the annual growth
rate of BSP services by 30% in the near future.
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PART C

CONTINUING CONNECTED TRANSACTIONS OF THE COMPANY

During the financial year ended 31 December 2007, the Group has continued to carry out various transactions
which constitute continuing connected transactions as defined in the Listing Rules and are required to be
disclosed in accordance with Chapter 14A of the Listing Rules, details of which have been set out in the
Annual Report 2007, The Company has fully complied with the relevant reporting, announcement and/or
independent shareholders’ approval requirements under Chapter 14A with respect to each of the Continuing
Connected Transactions herein described.

Shareholders should also refer to the circulars dated 10 December 2007, 10 October 2007, 7 March 2007
and 7 April 2006 issued by the Company for details in relation to, among others, certain annual caps of the
continuing connected transactions of the Company as described therein, summary of which are set out below:

Continuing Connected Transactions Date of the respective announcement and/or circular
for the year ended 31 December 2007

« transactions between Eastern Holding and I — Announcement: 19 September 2007

the Company
Circular: 10 October 2007

+ transaction between certain airlines and 11 — Announcement; 16 March 2006
the Company in relation to the provision
of various aviation information Circular: 7 April 2006
technology services and
ancillary support provided

« renewal of Shandong Airlines Il — Announcement: 19 November 2007

Services Agreement and
the Sichuan Airline Circular: 10 December 2007
Services Agreement

» provision of data network services IV — Announcement: 13 February 2007
usage fees and membership fees
by the Company to SITA Circular: 7 March 2007
(as defined in the respective
announcement and circular)

— 25—




LETTER FROM THE BOARD

Annual Caps of the Continuing Connected Transactions of the Company

Set out below are the annual caps of the Continuing Connected Transactions of the Company for the three
financial years ending 31 December 2010:

Respective
annouhcement/

circular with

For the year ending For the year ending For the year ending reference
31 December 2008 31 December 2009 31 December 2010 to the
Equivalent to Equivalent to Equivalenr o table above
RMB'000 HK$'000 RMB'000 HK$'000 RMB'000 HK$'000
CTHC 40,000 44,600 40,000 44,600 - — v
Southern Airlines
(including
Xiamen Airlines) 633,000 705,795 — — — — 1
Eastern Airlines 386,604 431,063 302,585 560,382 653,360 728.496 1,11
Air China 388,700 (Note) 433,401 - — — — I, IV
Hainzn Airlines 265,860 206434 — — - — 1
Shenzhen Airlines 135,200 (Note) 130,748 175,760 195,972 — — I, Iv
Shanghai Airtines 189,900 211,739 - — — — 11
Shandong Airlines 45,647 50,896 - — — — I, III
Sichuan Airlines 102,673 114,480 — — — — Ir, HI

Note: A combined annual caps of Air China and Shenzhen Airlines of RMB523.9 million for the year ended 31
December 2008 was shown on the circular of the Company dated 7 March 2007. The breakdown of the proposed
annual caps for each of Air China and Shenzhen Airlines are based on the actual services historically provided
by the Company to (amongst others) Air China and Shenzhen Airlines details of which please refer to the
Company’s circular dated 7 March 2007.
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PART D

AGGREGATED CONTINUING CONNECTED TRANSACTIONS OF THE ENLARGED
GROUP

Following the Completion, ACCA will become a wholly-owned subsidiary of the Company. The ACCA
Continuing Connected Transactions will become part of the Aggregated Continuing Connected Transactions
of the Enlarged Group. As such, the Annual Caps in respect of the ACCA Continuing Connected Transactions
will be aggregated with those of the existing Continuing Connected Transactions to determine whether an
Independent Sharcholders’ approval is required.

The table below sets out the total Annual Caps in respect of the Aggregated Continuing Connected Transactions
for the three financial years ending 31 December 2010.

Whether
Independent
Shareholders’
approval
For the year ending For the year ending For the year ending is required
31 December 2008 31 December 2009 31 December 2010 (Yes/No)
Equivalent to Equivalent to Equivalent to (Note)
RMB'00G HK$'000 RMB'000 HK§'000 RMB'000 HK$'000
CTHC 40,000 44,600 40,000 44 600 - — NO
Ya Ka 4,990 5,564 5,739 6,399 6,599 7,358 NO
Southern Airlines 662,735 738,950 35,652 39,752 42,752 47 668 NO
Eastern Airlines 450,811 502,654 579,633 646,291 745,818 831,587 YES
Air China 446,33% 497,668 69,166 11,120 83,000 92,545 YES
Macau Airlines 11,766 13,119 14,089 15,709 16,877 18,818 NO
Xiamen Airlines 2,149 2,396 2,555 2,849 3,042 3,392 NO
Hainan Airlines 267,726 298,514 2,215 2470 2,634 2,937 NO
Shenzhen Airlines 139,726 153,794 181,190 202,027 6,517 7,266 NG
Shanghai Airlines 200,472 223,526 12,662 14,118 15,171 16,516 NO
Shandong Airlines 49,110 54,758 ;1,]56 4,634 4987 5.561 NG
Sichuan Airlines 105,952 118,136 3,934 4,386 4721 5,264 NG
Transactions under the
Domestic Mail Revenue
Accounting and
Settlement Services 9,503 10,596 11,878 13,244 14,847 16,554 NO
Transactions under
TATA Agreement 58,048 64,724 75,464 84,142 98,103 109,385 YES

Note: The above transactions which require Independent Shareholders’ approval are collectively referred to as the "Non-
exempt Continuing Connected Transactions” for the purpose of this circular.
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Given the applicable percentage ratios for each of the Aggregated Continuing Connected Transactions (except
the transactions carried by Eastern Airlines, Air China and the IATA Agreement) as stated above in the table
marked “No”, on an annual basis are either (i) less than 2.5% or (ii} more than 2.5% but such relevant
Continuing Connected Transactions of the Company (together with their respective annual caps) have already
complied with the independent shareholders’ approval requirement described in Rule 14A.48 and the applicable
percentage ratios for the respective ongoing transactions of ACCA on its own, are less than 2.5%, accordingly,
all the Aggregated Continuing Connected Transactions (except transactions carried by Eastern Airline, Air
China and the IATA Agreement) are only subject to reporting and announcement requirements under Rules
14A.45 to Rule 14A.47 of the Listing Rules,

With reference to the applicable percentage ratios for each of the ACCA Continuing Connected Transactions
as stated under Part B of this letter, the applicable percentage ratios for each of the Aggregated Continuing
Connected Transactions in respect of Eastern Airlines, Air China and the IATA Agreement, as stated above
in the table marked “Yes”, and their transactions contemplated thereunder, on an annual basis is more than
2.5%, such ACCA Continuing Connected Transactions are subject to reporting, announcement requirements
and Independent Shareholders’ approval requirement under Rules 14A.48 of the Listing Rules.

Independent Shareholders’ Approval

As the relevant percentage ratios (as defined in the Listing Rules) applicabie to the proposed Annual Caps
in respect of each the Aggregated Continuing Connected Transactions (excepted that of Eastern Airlines, Air
China and the IATA Agreement) listed in Part D of this letter on an annual basis are either (i) less than 2.5%
or (ii) more than 2.5% but such relevant Continuing Connected Transactions of the Company (together with
their respective annual caps) have already complied with the independent shareholders” approval requirement
described in Rule 14A.48 and the applicable percentage ratios for the respective ongoing transactions of
ACCA on its own, are less than 2.5%, accordingly, all the ACCA Continuing Connected Transactions (except
transactions carried by Eastern Airlines, Air China and the IATA Agreement) are only subject to reporting
and anncuncement requirements under Rules 14A.45 to Rule 14A.47 of the Listing Rules.

As the relevant percentage ratios (as defined in the Listing Rules) applicable to the proposed Annual Caps
in respect of each of the transactions carried out by Eastern Airlines and Air China as well as the IATA
Agreement, and their transactions contemplated thereunder, on an annual basis is more than 2.5%, such ACCA
Continuing Connected Transactions are subject to reporting, announcement requirements and Independent
Shareholders’ approval requirement under Rules 14A 48 of the Listing Rules,

Save for Eastern Airlines, being the party to the relevant agreement, no other parties have material interests
in the relevant Non-exempt Continuing Connected Transaction carried out by Eastern Airlines. Accordingly,
Eastern Airlines and iis associates will abstain from voting at the EGM on the resolution approving the
relevant Non-exempt Continuing Connected Transaction and the applicable Annual Caps.

Save for Air China, being the party to the relevant agreement, no other parties have material interests in the
relevant Non-exempt Continuing Connected Transaction carried out by Air China. Accordingly, Air China
and its associates will abstain from voting at the EGM on the resolution approving the relevant Non-exempt
Continuing Connected Transaction and the applicable Annual Caps.
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Save for IATA, being the party to the IATA agreement, and each of the Connected Airlines, being the parties
receiving the services under the IATA Agreement, no other parties have material interests in the relevant Non-
exempt Continuing Connected Transaction carried under the IATA Agreement. Accordingly, each of the
Connected Airlines and their respective associates will abstain from voting at the EGM on the resolution
approving the relevant Non-exempt Continuing Connected Transaction and the applicable Annual Caps.

REASONS FOR, BENEFITS AND ADVANTAGES OF THE CONTINUING CONNECTED
TRANSACTIONS

After the Acquisition, the Enlarged Group will be principally engaged in provision of aviation information
technology services in the PRC as well as provision of accounting, settlement and clearing services and
information system development and support services to domestic and worldwide airline companies.

The entering into the various continuing connected transactions by the Enlarged Group as mentioned in “Part
B — ACCA Continuing Connected Transactions” of this letter is in the ordinary and usual course of business
of the Enlarged Group. The ACCA Continuing Connected Transactions have been and will be conducted in
the ordinary and usual course of business of the Enlarged Group.

The Directors (including the independent non-executive Directors) are of the view that the ACCA Continuing
Connected Transactions and the respective underlying agreements are entered into in the ordinary course of
business, on normal commercial terms, which were arrived at after arm’s length negotiations and are fair and
reasonable and in the best interests of the Company and the Shareholders as a whole.

INDEPENDENT BOARD COMMITTEE AND INDEPENDENT FINANCIAL ADVISER

The Company has established the Independent Board Committee, consisting of all the independent non-
executive Directors, to advise the Independent Shareholders as to whether the terms of the Acquisition and
the Non-exempt Continuing Connected Transactions (including the applicable Annual Caps) are fair and
reasonable, whether such transactions are in the interests of the Company and its Shareholders as a whole
and to advise Independent Shareholders how to vote at the EGM convened to consider, amongst other, the
proposed Acquisition and the Non-exempt Continuing Connected Transactions.

The Company has appointed China Merchants as the independent financial adviser pursuant to Rule 14A.21
of the Listing Rules, to make recommendations to the Independent Board Commitice and the Independent
Shareholders as to whether the Acquisition and the Non-exempt Continuing Connected Transactions (including
the applicable Annual Caps) are fair and reasonable, whether those transactions contemplated thereunder are
in the interests of the Company and its Shareholders as a whole and to advise Independent Shareholders how
to vote at the EGM.
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GENERAL

Your attention is drawn to the letter from the Independent Board Committee as set out on pages 31 to 32
of this circular which contains its recommendation to the Independent Shareholders as to voting at the EGM.

Your attention is also drawn to the letter from China Merchants, the independent financial adviser to the
Independent Board Committee and the Independent Shareholders, set out on pages 33 to 72 of this circular,
which contains its advice to the Independent Board Committee and the Independent Shareholders in relation
to the Acquisition and the Non-exempt Continuing Connected Transactions (including the applicable Annnal
Caps).

RECOMMENDATION

The Independent Board Committee, having taken into account the advice and recommendation of China
Merchants, is of the view that the Acquisition and the Non-exempt Continuing Connected Transactions
(including the applicable Annual Caps) are in the interests of the Company and the Shareholders as a whole
and the terms of the Acquisition and the Non-exempt Continuing Connected Transactions (including the
applicable Annual Caps) are fair and reasonable so far as the interests of the Independent Shareholders are
concerned. Accordingly, the Independent Board Committee recommends the Independent Shareholders to
vote in favour of the resolutions to be proposed at the EGM to approve the Acquisition and the Non-exempt
Continuing Connected Transactions (including the applicable Annual Caps).

ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in the appendices to this circular.

Yours faithfully,

For and on behalf of the Board of
TravelSky Technology Limited
Xu Qiang
Chairman
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L hERAMERMERBEIIRAE
TravelSky| travelsky Technology Limited

(A joint stock limited company incorporated in the Peaple’s Republic of China with limited liability}

(Stock Code: 0696)
16 June 2008
To the Independent Shareholders

Dear Sir or Madam,

MAJOR AND CONNECTED TRANSACTION
CONTINUING CONN%TZ?‘ED TRANSACTIONS
SPECIAL MANDA?EI')I‘O ISSUE SHARES
AMENDMENTS TO ARATT(II)LES OF ASSOCIATION

INTRODUCTION

We refer to the circular dated 16 June 2008 issued by the Company (the “Circular”), of which this letter forms
part. Terms defined in the Circular shall have the same meanings when used herein unless the context
otherwise requires.

The Independent Board Committee has been established for the purpose of advising the Independent Sharcholders
in connection with the Acquisition and the Non-exempt Continuing Connected Transactions (and the applicable
Annual Caps), details of which are set out in the “Letter from the Board” in the Circular. The Independent
Board Committee comprises all independent non-executive Directors. China Merchants has been appointed
as the independent financial adviser to advise the Independent Board Committee and the Independent
Shareholders regarding the Acquisition and the Non-exempt Continuing Connected Transactions (and the
applicable Annual Caps). Details of the advice from China Merchants together with the principal factors and
reasons taken into consideration in arriving at such advice, are set out on pages 33 to 72 of the Circular.
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RECOMMENDATION

Having taken into account the advice and recommendation of China Merchants, we are of the view that the
Acquisition and the Non-exempt Continuing Connected Transactions (and the applicable Annual Caps) are
in the interests of the Company and the Sharcholders as a whole and the Acquisition and the Non-exempt
Continuing Connected Transactions (including the applicable Annual Caps) are fair and reasonable so far
as the interests of the Independent Shareholders are concerned. Accordingly, we recommend the Independent
Shareholders to vote in favour of the resolutions to be proposed at the EGM to approve the Acquisition and
the Non-exempt Continuing Connected Transactions (including the applicable Annual Caps).

Yours faithfully,
For and on behalf of
the Independent Board Committee of
TravelSky Technology Limited
Yick Wing Fat, Simon
Yuan Yaohui
Chua Keng Kim
Independent non-executive Directors
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The following is the text of the letter of advice from China Merchants to the Independent Board Committee
and the Independent Shareholders, which has been prepared for the purpose of inclusion in this circular.

PR FELE S EA RS 48th Floor,

@ CHINA MERCHANTS SECURITIES (HK) CO,, LTD. One Exchange Square,

e

Central,
Hong Kong

16 June 2008

TravelSky Technology Limited
18th-20th Floors,

South Wing, Park C,

Raycom InfoTech Park,

No. 2, Ke Xue Yuan South Road,
Haidian District,

Beijing 100190,

the PRC

To:  the Independent Board Committee and the Independent Shareholders
of TravelSky Technology Limited

Dear Sirs,
MAJOR AND CONNECTED TRANSACTIONS
CONTINUING CONNI;ZTZ'.}ED TRANSACTIONS
INTRODUCTION

We refer to our appointment as the independent financial adviser to advise the Independent Board Committee
and the Independent Shareholders in respect of the Acquisition, the Non-exempt Continuing Connected
Transactions and the applicable Annual Caps, details of which are contained in the letter from the Board (the
“Letter from the Board”) of the circular dated 16 June 2008 (the “Circular”) issued by the Company to
the Shareholders, of which this letter forms part. Terms used in this letter shall have the same meanings as
those defined in the Circular unless the context otherwise requires.

As referred to in the Letter from the Board, the Acquisition constitutes a major transaction for the Company
under Chapter 14 of the Listing Rules. As at the date of the Sale and Purchase Agreement, CTHC held
approximately 22.35% of the equity interest of the Company. As such, the Acquisition also constitutes a
connected transaction for the Company under the Listing Rules. Accordingly, the Acquisition and the issue
of Consideration Shares are subject to the approval of the Independent Shareholders by way of poll at the
EGM. CTHC and its associates, as weil as the Domestic Shareholders {except CTHC and Shanxi Aviation
Industry Company), all being the Connected Airlines or their respective associates and who are considered
to be interested in the Acquisition by virtue of their business relationship with ACCA, will abstain from voting
at the EGM on the resolutions approving the Acquisition and the issue of the Consideration Shares.

— 33—




LETTER FROM CHINA MERCHANTS

As the relevant percentage ratios applicable to the proposed Annual Caps in respect of each of the transactions
carried out by Eastern Airlines and Air China as well as the IATA Agreement, and the transactions contemplated
thereunder, exceed 2.5% on an annual basis, such ACCA Continuing Connected Transactions are subject to
approval by the Independent Shareholders by way of poll at the EGM.

Save for Eastern Airlines, being the party to the relevant agreement, no other parties have material interests
in the relevant Non-exempt Continuing Connected Transaction carried out by Eastern Airlines. Accordingly,
Eastern Airlines and its associates will abstain from voting at the EGM on the resolution approving the
relevant Non-exempt Continuing Connected Transaction and the applicable Annual Caps.

Save for Air China, being the party to the relevant agreement, no other parties have material interests in the
relevant Non-exempt Continuing Connected Transaction carried out by Air China. Accordingly, Air China
and its associates will abstain from voling at the EGM on the resolution approving the relevant Non-exempt
Continuing Connected Transaction and the applicable Annual Caps.

Save for IATA, being the party to the [ATA agreement, and each of the Connected Airlines, being the parties
receiving the services under the IATA Agreement, no other parties have material interests in the relevant Non-
exempt Continuing Connected Transaction carried under the IATA Agreement. Accordingly, each of the
Connected Airlines and their respective associates will abstain from voting at the EGM on the resolution
approving the relevant Non-exempt Continuing Connected Transaction and the applicable Annual Caps.

It is also noted that the duration of the interline data exchange agreements entered into between ACCA and
Xiamen Airlines and Hainan Airlines respectively, as wetl as the IATA Agreement are longer than three years.
Pursuant to Rule 14A.35(1) of the Listing Rules, we have to explain to the Independent Board Committee
and the Independent Shareholders as te whether such transactions are fair and reasenable and whether it is
normal business practice for agreements of this type to be of such duration.

In our capacity as the independent financial adviser to the independent Board Committee and the Independent
Shareholders, our role is to provide you with an independent opinion and recommendation as to (1) whether the
Acquisition is fair and reasonable so far as the Independent Shareholders are concerned, and in the interests of
the Group and the Shareholders as a whole; (2) whether the Non-exempt Continuing Connected Transactions are
(i) in the ordinary and usual course of business of the Group; (i1) on normal commercial terms; and (ii1) fair and
reasonable so far as the Independent Sharcholders are concerned and in the interests of the Group and the
Shareholders as a whole; and (3) whether the applicable Annual Caps are fair and rcasonable so far as the
Independent Shareholders are concerned and are in the interests of the Group and the Shareholders as a whole.
lo addition, we will explain why longer periods for the interline data exchange agreements eatered into between
ACCA and Xiamen Airlines and Hainan Airlines respectively, as well as the IATA Agreement are required, and
advise whether it is normal business practice for agreements of such type to be of such duration,

BASIS OF OUR OPINION

In formulating our advice and recommendation, we have relied on the accuracy of the information and facts
supplied, and the opinions expressed by the Group, the Directors and the Group’s management to us. We
have assumed that all statements of belief and intention made by the Directors in the Circular were made
after due enquiry. We have also assumed that all information, representations and opinion made or referred
to in the Circular were true, accurate and complete at the time they were made and will continue to be true
at the date of the EGM. We have no reason to doubt the truth, accuracy and completeness of the information
and representations provided to us by the Group, the Directors and the Group’s management, and have been
advised by the Directors that no material facts have been omitted from the information provided by or referred
to in the Circular.
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In rendering our opinion, we have researched, analyzed and relied on information in relation to the Group,
the Acquisition, the Non-exempt Continuing Connected Transactions and the applicable Annual Caps as set
out below:

(i) the Sale and Purchase Agreement;

(ii}  the annual report of the Company for the year ended 31 December 2006 (the “Annual Report 20067);
(iii) the Annual Report 2007;

(iv) the official website of the Company;

(v)  the circular dated 7 April 2006 issued by the Company;,

{vi) the circular dated 10 October 2007 issued by the Company; and

(vii) the Circular,

We have also researched, analyzed and relied on information as set out below:

(1) the report headed “Property Times - Office, Beijing, Q1 2008” published by DTZ, an independent
property valuer, in April 2008 (the “DTZ Report”});

(i)  China Statistical Yearbook 2007 ({H* B &i 51 % & — 20074£)) published by the National Bureau of
Statistics of China (##E A R 3L REHH ),

(iii)  the report headed “Production statistics report for civil aviation airports in 2006” (€20064F K Al #4155
He BE S EF /A #R) ) published on the official website of CAAC on 21 March 2007;

(iv)  the report headed “Production statistics report for civil aviation airports in 2007" ({20074F R i #815
HBEHEHAH)) published on the official website of CAAC on 6 March 2008; and

(v)  the statistics published on the official websites of Air China and Eastern Airlines.

We have assumed such information to be accurate and reliable and have not carried out any independent
verification on the accuracy of such information. Such relevant information provides us with a basis on which
we have been able to formulate our independent opinion.

We consider that we have reviewed sufficient infermation to reach an informed view, to justify our reliance
on the accuracy of the information contained in the Circular and to provide a reasonable basis for our
recommendation. We also consider that we have performed all reasonable steps as required under the Rule
13.80 of the Listing Rules (including the notes thereto) to formulate our opinion and recommendation. We
have not, however, conducted any form of in-depth investigations into the business affairs, financial position
and future prospects of the Group and the parties to the Sale and Purchase Agreement or the Non-exempt
Continuing Connected Transactions, nor carried out any independent verification of the information supplied,
representations made or opinions expressed by the Group, the Directors and the Group’s management.
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion and recommendation regarding the Acquisition, the Non-exempt Continuing
Connected Transactions and the applicable Annual Caps, we have taken into account the following principal
factors and reasons:

L BACKGROUND

1. Information on the Group

The Group is principally engaged in provision of aviation information technology services in
the PRC. As referred to in the Annual Report 2007, being a leading provider of information
technology solutions for the China’s aviation and travel industry, the Group is at a core position
along the value chain of China’s aviation and travel service distribution. While the Group
provides advanced aviation information technology and extended services to the Chinese
commercial airlines, it also distributes commercial airlines products and services to travel
agents, travel service distributors, ticketing offices, corporate clients and individual consumers.

The Group’s turnover for each of the three years ended 31 December 2007 is set out below:

Year ended 31 December

2005 2006 2007

{(RMB'000) (RMB'000) {RMB'000)

(Audited) {Audited) (Audited)

The Group’s turnover 1,496,784 1,711,705 2,001,903

Source: the Annual Report 2006 and the Annual Report 2007

The Group’s information in respect of bookings of seats of commercial airlines of the PRC for
each of the four years ended 31 December 2007 is set out below:

Bookings of seats of commercial airlines of the PRC

Bookings 250,000,000 -

200,000,000

150,000,000

100,000,000

2004 2005 2006 2007 Year

Source: the official website of the Company
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From the year ended 31 December 2005 to the year ended 31 December 2007, (i) the Group’s
audited turnover achieved a compound average growth rate (“CAGR™) of approximately 15.6%
per annum; and (ii) the Group’s total bookings on seats of flights of commercial airlines of the
PRC achieved a CAGR of approximately 16.0% per annum. As advised by the Directors, the
growth in the Group’s turnover and total bookings of seats of flights of commercial airlines of
the PRC were attributable to: (i) the rapid economic growth in the PRC; (ii) the increase of
international trade between the PRC and other countries; and (iii) the growing aviation and
tourist industries in the PRC.

Information on CTHC, ACCA and the Property
CTHC

As referred to in the Letter from the Board, CTHC is principally engaged in the management
of state-owned assets and state-owned equity interests resulting from investment of the State
in the group companies and its invested entities.

ACCA

As referred to in the Letter from the Board, ACCA is principally engaged in the provision of
accounting, settlement and clearing services and information system and support services to
commercial airlines and other aviation companies. The accounting, settlement and clearing
services and system development and support services mainly include: (i) passenger and cargo
revenue, mail revenue and airport miscellaneous charges accounting and settlement services;
(ii) BSP services; and (iii) revenue accounting systems development and support services to the
aviation industry in the PRC. ACCA is a major service provider in these areas in the PRC.

ACCA is also the BSP service provider of IATA BSP data processing service (“BSP DPC™),
which is one of three big recognised BSP DPCs in the world and has become the largest provider
of outsourced services and system products in revenue accounting and settlement in the airline
industry of the PRC. Its major customers include 20 domestic passenger and cargo airlines, three
regional and overseas commercial airlines, 47 local airports, government organisations and
TATA.
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ACCA has a registered capital of RMB759,785,200 as at the Latest Practicable Date. The
following table sets out the summary of results of the ACCA Group for each of the three years
ended 31 December 2007:

For the year ended 31 December
2005 2006 2007
{RMB'000) (RMB'000) {RMB'000)

Revenue ' 245,707 255,926 273,485
Operating profit 63,003 71,362 91,205
Operating profit margin 25.6% 27.9% 33.3%
Financial income 20,775 25,078 11,649

Reversal of provision for

financial guarantee obligation 67,676 — —
Profit before taxation 151,454 96,440 102,854

Taxation (28.264) (31,217 (38,956)

Profit after taxation and attributable
to equity holder of ACCA 123,190 65,223 63,898

Net profit margin 50.1% 25.5% 23.4%

Source: Appendix II 1o the Circular
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The following table sets out the financial position of the ACCA Group as at 31 December 2005,
2006 and 2007:

As at 31 December
2005 2006 2007
(RMB’000) {RMB’000) (RMB’000)
ASSETS

Non-current assets

Property, plant and equipment 116,799 108,845 104,775
Other non-current assets 5,255 31,886 27,269
Sub-total 122,054 140,731 132,044

Current assets
Accounts receivables 12,264 8,081 10,765

Due from holding company and
fellow subsidiaries 588,965 540,675 20,803

Other receivables and

other current assets 463,049 316,779 423,252
Cash and cash equivalents 17,893 28,173 527,606
Sub-total 1,082,171 893,708 982,426
TOTAL ASSETS 1,204,225 1,034,439 1,114,470
LIABILITIES
Current liabilities 844 363 605,026 415,096
Non-current liabilities 11,410 13,360 _—
TOTAL LIABILITIES 855,773 618,386 415,096
EQUITY . 348,452 416,053 699,374

Source: Appendix Il to the Circular
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From the year ended 31 December 2005 to the year ended 31 December 2007, (i) the turnover
of ACCA increased from approximately RMB245.7 million to approximately RMB273.5 million;
(ii) the consolidated operating profit of ACCA increased from approximately RMB63.0 million
to approximately RMB91.2 million; and (iii) the consolidated net profit of ACCA decreased
from approximately RMB123.2 million to approximately RMB63.9 million. The operating
profit margin of ACCA widened from approximately 25.6% for the year ended 31 December
2005 to approximately 33.3% for the year ended 31 December 2007, which demonstrated
ACCA'’s stringent cost control during the three years ended 31 December 2007.

As referred to in the Leiter from the Board, the steady increase in ACCA's revenue was mainly
attributable to the development of new markets and enrollment of new customers, as well as
the expansion of the aviation industry in the PRC. However, as advised by the Group’s
management, the decrease in net profit of ACCA during the year ended 31 December 2007 (as
compared with that for the year ended 31 December 2006) was mainly attributable to (i) the
write-down of deferred tax assets in the year ended 31 December 2007 as a result of the
reduction in corporate income tax rate to which ACCA is subject from 33% to 25% from 2008
onwards; and (i) the decrease of financial income from approximately RMB25.1 miltion for
the year ended 31 December 2006 to approximately RMB11.6 million for the year ended 31
December 2007.

The current ratio of ACCA increased from approximately 1.28 as at 31 December 2005 1o
approximately 2.37 as at 31 December 2007. As advised by the Directors, the improvement of
liquidity of ACCA was mainly attributable to decrease in other payables as the payment period
for the settlement and clearing services of ACCA became shorter,

However, ACCA had other receivables of approximately RMB423 million as at 31 December
2007, which was significant as compared with its turnover for the year ended 31 December 2007
of approximately RMB273 million. As advised by the Directors, such receivables were incurred
as a result of payments made by ACCA on behalf of customer airlines in the settlement and
clearing process. We wish to draw the attention of the Independent Board Committee and the
Independent Shareholders that ACCA had other payables of approximately RMB303 million
as at 31 December 2007, being the amounts collected on behalf of custemer airlines in the course
of ACCA’s settlement and clearing services. As advised by the Directors, under the business
model of ACCA, it is not uncommon for ACCA to incur significant amounts of other receivables
and other payables over the course of its operation of the settlement and clearing services.
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The Property

As referred to in the Letter from the Board, the Property located at No. 11 Dongxing Li,
Chaoyang District, Beijing, the PRC and comprises a parcel of land with a site area of
approximately 5,332.54 sq.m. and eight buildings erected thereon with a total gross floor area
of approximately 12,003.74 sq.m.. The Property has obtained the relevant licenses and land use
approvals from the PRC authorities. The expiry date of the land use right is 29 June 2049.

As advised by the Directors, the Property is conveniently located at the hub of the central
commercial district of Beijing which is one of the best sought after locations for many large
corporations in the area. The Property has been used as a data centre by the Group and the Group
has been paying a total rental and usage fees of approximately RMB16.6 million for the year
ended 31 December 2007 for the leasing of the Property.

Information on Air China, Eastern Airlines, Hainan Airlines, Xiamen Airlines and the
Connected Airlines

Set our below is the relationship of each of Air China, Eastern Airlines, Hainan Airlines, Xiamen
Airlines as well as the Connected Airlines with the Group:

Entities Relationship with the Group

Air China Air China is a subsidiary of China Holding, which in turn is a
Shareholder and a promoter of the Company.

Eastern Airlines Eastern Airlines is a subsidiary of Eastern Holding, which in turn
is a Shareholder and a promoter of the Company.

Hainan Airlines Hainan Airlines is a Shareholder and a promoter of the Company.
Xiamen Airlines Xiamen Airlines is a Shareholder and a promoter of the Company.
Connected Airlines Southern Airlines, Eastern Airlines, Air China, Macau Airlines,

Xiamen Airlines, Hainan Airlines, Shenzhen Airlines, Shanghai
Airlines, Shandong Airlines and Sichuan Airlines, all being connected
persons of the Company.
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Set out below is the information on the number of passengers carried by each of Air China and
Eastern Airlines from 2004 to 2007:

Year ended 31 December

Airlines 2004 2005 2006 2007 CAGR
{in (in (in {in
approximate approximate approximate dpproximate
million) miliion) million) million}
Air China 24.50 27.69 31.50 34.83 12.4%
Eastern Airlines 17.70 24.29 35.02 39.16 30.3%

Source: The official websites of Air China and Eastern Airlines.

Set out below is the information on the revenue passenger kilometers (the “RPK”, being a
measure of passengers, which is expressed as the product of number of paying passengers and
kilometers flown) by each of Air China and Eastern Airlines from 2004 to 2007:

Year ended 31 December
Airlines 2004 2005 2006 2007 CAGR
{in {in {in {in

approximate approximate approximate approximate

million} million) million) million)
Air China 46,644.50 52,404.80 60,322.10 66,986.10 12.8%
Eastern Airlines 27,572.30 36,371.02 50,243.05 57,182.56 27.5%

Source: The official websites of Air China and Eastern Airlines.

Based on the above, we noted that, from the year ended 31 December 2004 to the year ended
31 December 2007, (i) the CAGR of the number of passengers carried by each of Air China
and Eastern Airlines ranged between approximately 12.4% per annum and 30.3% per annum;
and (ii) the CAGR of the RPK of each of the Air China and Eastern Airlines ranged between
approximately 12.8% per annum and 27.5% per annum, We consider that the aforesaid increases
in the number of passengers carried by and RPK of the Air China and Eastern Airlines
demonstrated the growth of the business of these two airlines.
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Economy and aviation industry in the PRC

Based on (i) the report headed “Production statistics report for civil aviation airports in 2007"
(£20074F B il #8 35 4= 7 #E 523D ) published on the official website of CAAC on 6 March
2008; and (ii) the report headed “Production statistics report for civil aviation airports in 2006”
(€20064F B i #3554 = S #H 40 #0) ) published on the official website of CAAC on 21 March
2007, the number of passenger traffic of the PRC airports (measured by number of passengers)
in the PRC increased from approximately 284.4 million for the year ended 31 December 2005
to approximately 387.6 million for the year ended 31 December 2007, representing a CAGR
of approximately 16.7% per annum.

Based on China Statistical Yearbook 2007 (¢ B &5+ 4 # — 20074F) ) published by the National
Bureau of Statistics of China (*F# AR 3L A B @ A Hiwt ), from 2000 to 2006, the PRC’s
Gross Domestic Product increased from approximately RMB9,921 billion to approximately
RMB21,087 billion, representing a CAGR of approximately 13.4% per annum.

Taking into account (i} the robust growth in the passenger traffic of the aviation industry in the
PRC; (ii) the steady growth of the Gross Domestic Product in the PRC; and (iii) the CAGR
of the Group’s turnover of approximately 15.6% per annum from the year ended 31 December
2005 to the year ended 31 December 2007, the Directors expect that the Group’s turnover will
continue to achieve a stable growth in the coming years.

Status of Beijing office property market

Based on the DTZ Report, there was no significant change in market average rental of Beijing
office market as compared with the fourth quarter of 2007. The overall market average sales
price slightly increased by approximately 1.9% in the first quarter of 2008 to approximately
RMB24,111 per sq. m..

In addition, based on the DTZ Report, it is forecasted that new supply of office of 104,000 sq.

m. will enter into the Beijing market. We believe that such supply would be able to meet part
of the demand for Beijing office in the second half of 2008,
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II.

THE ACQUISITION

1. Reasons for and benefits of the entering into of the Sale and Purchase Agreement

As advised by the Directors, the earnings growth of the Group are affected by, among other
things, (i) the growth in the civil aviation industry in the PRC; (ii) the business scale of the
Group; and (iii) the cost control of the Group. We consider that the Acquisition would bring
the following benefits to the Group after Completion:

{a)

(b

{c)

Profitability of ACCA

For the three years ended 31 December 2007, the ACCA Group made net profit after
taxation of approximately RMB123.2 million, RMB63.2 million and RMB63.9 million
respectively. The Directors consider that, given ACCA’s profitability in the three years
ended 31 December 2007, the Acquisition would enable the Group to achieve accretion
in earnings in the future,

Vertical integration

As referred to in the Letter from the Board, the Group’s principal business activities focus
on travel distribution and sales area, whilst ACCA provides mainly accounting and
settlement services. The two businesses cover both upstream and downstream aviation
and the production line of travel distribution information technology. The Directors
consider that the Acquisition would facilitate the Group's vertical integration, which in
turn would improve the Group’s operational efficiency and cost control in the years to
come.

Business expansion with minimum execution and operational risk

The Directors believe that the Acquisition will complement the Group’s existing businesses
by providing its customers with accounting, settlement and clearing services and
information system and support services, As such, with its comprehensive and integrated
services, the Group will be in a better position to serve its customers and broaden its
revenue base. As the business model and mode of operations of the Group and ACCA
are alike, and ACCA is wholly owned by CTHC, a substantial shareholder of the
Company, it seems easier for the Group’s management to understand the mode of
operations of ACCA. Thus, the Directors believe that the Group would not face much
difficulty in running the operations of ACCA. Based on the foregoing, the Directors
believe that, through the Acquisition, the Group would be able to achieve business
expansion with minimum execution and operational risk.

The Directors believe that the above benefits, which are expected to be brought by the Acquisition,
would enable the Group to achieve business expansion and accretion in earnings in the years

1o come.
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However, we wish to draw the attention of the Independent Board Committee and the Independent
Shareholders of the following matters:

(a)  Services agreement with ACCA vs. acquisition of ACCA

The Group could have made use of the processing capacity and other functions of ACCA
by the entering into of ongoing services agreements/transactions between the Group and
ACCA, instead of proceeding with the Acquisition. Notwithstanding that such ongoing
services agreements/transactions would constitute continuing connected transactions for
the Company under Chapter 14A of the Listing Rules, we believe that the relevant costs
to be incurred in connection with the continuing compliance with Chapter 14A of the
Listing Rules, together with the payments to be made by the Group to ACCA under the
ongoing services agreements/transactions, are likely to be smaller than the aggregate
amount of the consideration for ACCA and the possible capital expenditure to be incurred
by ACCA in the years to come.

{6)  Continuation of the leasing of the Property vs. acquisition of the Property

As referred to in the Letter from the Board, the Property has been used as a data centre
by the Group and the Group has been paying a total rental and usage fees of approximately
RMB16.6 million for the year ended 31 December 2007 for the leasing of the Property.
The Group could have made use of the Property by the continuation of the leasing of
it, instead of proceeding with the Acquisition.

The Group could have made use of the functions of ACCA (and the Property) by ways other
than the Acquisition. However, we consider that the entering into of the Sale and Purchase
Agreement is in the ordinary and usual course of business of the Group, and is in the interests
of the Group and the Independent Shareholders as a whole, after taking into account: (i} the
profitability of ACCA, which would enable the Group to achieve accretion in earnings in the
future; (ii) the benefits which are expected to be brought by the vertical integration of the Group
after Completion; and (iii) the minimum execution and operational risk in connection with the
Acquisition.

The basis of the consideration for ACCA

Pursuant to the Sale and Purchase Agreement, the consideration for the entire registered capital
of ACCA and the Property are RMB788 million (equivalent to approximately HK$878.62
million) and RMB212 million (equivalent to approximately HK$236.38 million) respectively,
resulting in an aggregate consideration of RMB1 bitlion (equivalent to approximately HK$1.115
billion).
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{a)

Comparable companies

We have assessed the consideration for ACCA against comparable companies in the
sector in which ACCA is situated (the “Comparable Companies”). We have identified
the following companies listed all over the world which are principally engaged in
transaction processing, technology solutions or marketing of travel, transportation or
leisure related service that are broadly comparable to ACCA. However, we have to point
out that although the analysis of Comparable Companies can reflect current market
conditions in the industry and provide a guideline for valuation, it does nrot include
differences in accounting policies and standards as well as differences in local regulations,
operating environment, business model, taxation and other unique characteristics of
different companies. Although no adjustment has been made in respect of the above
differences, we believe that following analysis of Comparable Companies stil! provides
a meaningful benchmark to assess the consideration for ACCA given that the business
nature of the Comparable Companies are broadly comparable to that of ACCA.

Price fo earnings Price to book
multiple (“PE"}  ratio (“PB") as
a5 at the Latest at the Latest

Company name Stock exchange  Ticker Principle business Practicable Date  Practicable Date
WNS {Holdings) New York WNSUS  Being & shared services 4.1 346
Limited Stock Exchange  Equity center for aitliaes, its
travel service portfolia
includes processes which
suppert air, car, hotel,
marine and packaged
trave| services offered
by its clients,
Kele Consuliants Bombay KALEIN  Being a technology 106 0.38
Limited Stock Exchange  Equity solutions provider
to the travel &
transportation industry.
Viad Corp New York YV US It provides travel and 1596 1.60
Stock Exchange  Equity recreation services in the
United States and Canada,
SYKES Enterprises, NASDAQ SYKEUS It provides customer contact 2098 3
Incorporated Equity management solutions to
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ExlService NASDAQ EXLSUS It provides integrated 1540
Haldings, Ine. Equity outsourcing solutions
and management of
complex iransaction
processing aperations.

Brady PLC London BRY LN ft provides integrated B8
Stock Exchange  Equity solutions sapport to
trading operatioss.

Averape PR
Maximum 4122
Minimum 306

Source: Bloomberg and the official websites of the Comparable Companies

248

19

13

346

0.88

We noted that the PE of the Comparable Companies range from approximately 3.06 to

approximately 41.22 with an average of approximately 20.32 and the PB of the Comparable
Companies range from approximately 0.88 to approximately 3.46, with an average of

approximately 2.13.

Set out below are (i) the net profits after taxation of ACCA,; (ii) net asset values of ACCA,;

and (iii) the relevant ratios as compared to the consideration for ACCA:

Amount

Consideration for ACCA RMB788,000,000
Net profit after taxation of ACCA

for the year ended 31 December 2007 RMB63,898,000

Net asset value of ACCA as at 31 December 2007 RMB699,374,000

Target PE 12.3

Target PB 1.1

(a)

(b}

©

(a)/(b)

(a)/(c)

From the above table, we noted that the ratio of the consideration for ACCA to the net
profit after taxation of ACCA for the year ended 31 December 2007 (the “Target PE”)
amounts to approximately 12.3. The ratio of the consideration for ACCA to the net asset
value of ACCA as at 31 December 2007 (the “Target PB”) amounts to approximately

1.1.
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(i) PE comparison

We noted that the Target PE of approximately 12.3 is lower than the average PE
of the Comparable Companies of approximately 20.32. As such, we are of the view
that the Target PE is favourable as compared with the PE of the Comparable
Companies.

(ii)  PB comparison

The Target PB of approximately 1.1 is lower than the average PB of the Comparable
Companies of approximately 2.13. As such, we are of the view that the Target PB
is favourable as compared with the average PB of the Comparable Companies.

Based on the above, we consider that the consideration for ACCA is fair and reasonable
so far as the Independent Shareholders are concerned.

The basis of the consideration for the Property

As referred to in the Letter from the Board, the consideration of RMB212 million was arrived
at after arm’s length negotiations between the parties to the Sale and Purchase Agreement, and
was determined with reference to the latest appraised value of the Property as set out in the
valuation report (the “Valuation Report”) in Appendix 1V to the Circular.

Set out below is the comparison of the consideration for the Property of RMB212 million and
the capital value of the Property as set out in the Valuation Report:

Amount

(A) Capital value of the Property
as set out in the Valuation Report RMB208,325,000
(B) Consideration for the Property RMB212,000,000
Premium of the consideration for the Property RMB3,675,000
as compared with the valuation amount: (B) - (A) (or approximately 1.8%)

In assessing the fairness and reasonableness of the valuation of the Property, we have reviewed
the Valuation Report as set out in Appendix IV to the Circular. We have also discussed with
the independent valuer on the methodology adopted and assumptions used in arriving at its
valuation of the Property in the Valuation Report. The independent valuer has valued the
Property by the direct comparison approach assuming sale of the property interests in their
existing state with the benefit of immediate vacant possession and by making reference to
comparable sales transactions as available in the relevant market. As advised by the independent
valuer, the above approach is in accordance with the HKIS Valuation Standards on Properties
(1st Edition 2005) published by the Hong Kong Institute of Surveyors. In light of the above,
we are of the opinion that the valuation methodology adopted by the independent valuer is in
line with normal market practice.
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Based on the foregoing and the fact that the consideration for the Property is based on its capital
value as set out in the Valuation Report, we concur with the Directors that the consideration
for the Property is fair and reasonable so far as the Independent Shareholders are concerned.

The terms of the issue of the Consideration Shares

As advised by the Directors, they have considered other alternatives of payment for the
consideration other than the issue of the Consideration Shares. However, the Directors consider
that issue of new Domestic Shares is an acceptable means for satisfying the payment of the
consideration, given that (i) debt financing such as bank borrowings or issue of debt securities
would increase the gearing and finance costs of the Group, which may adversely affect the
earnings of the Group; and (ii) the making of cash payment would reduce the Group’s cash and
bank balances.

As referred to in the paragraph headed “Capital expenditure” of the section headed “Financial
review” of the Annual Report 2007, the Board estimated that the Group’s planned capital
expenditure for 2008 will amount to approximately RMB1,372 million, which will be mainly
for the construction of a new operating center in Beijing, as well as development and gradual
implementation of a new generation of aviation passenger service system and other new
businesses. The sources of funding for the aforesaid capital expenditure will include internal
cash flow generated from the Group’s operations. As such, the Directors consider that it is
beneficial to the Group to minimize the cash outflow in connection with the Acquisition,
including the payment of the consideration for ACCA and the Property.

Since the consideration will be satisfied by way other than cash payment, the Acquisition will
have no impact on the cash and bank position of the Group immediately after Completion. On
the other hand, the issue of the Consideration Shares will strengthen the capital base and
financial position of the Group. In light of the above, we are of the view that it is in the interests
of the Group and the Independent Shareholders as a whole to settle the consideration by the
issue of the Consideration Shares.

(a}  Issue Price of the Consideration Shares

As referred to in the Letter from the Board, the consideration shall be satisfied by issue
of the Consideration Shares at the issue price (the “Issue Price”) of HK$6.39 per
Consideration Share, which was determined after arm’s length negotiation between the
Company and CTHC, with reference to the average closing price for the last 20 full
trading days of the H Shares up to and including 2 May 2008, the last full trading day
of the H Shares on the Stock Exchange prior to the entering into of the Sale and Purchase
Agreement (the “Last Full Trading Day”). The [ssue Price represents:

(i) a premium of approximately 2.57% over the closing price of HK$6.23 per H Share
as quoted on the Stock Exchange on the Latest Practicable Date;

(i)  a discount of approximately 4.48 % to the closing price of HK$6.69 per H Share
as quoted on the Stock Exchange on the Last Full Trading Day;
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(iii) a discount of approximately 5.47% to the average closing price of HK$6.76 per
H Share as quoted on the Stock Exchange for the last 5 trading days up to and
including the Last Full Trading Day;

(iv)  a discount of approximately 3.33% to the average closing price of HK$6.61 per
H Share as quoted on the Stock Exchange for the last 10 trading days up to and
including the Last Full Trading Day; and

(v)  apremium of approximately 2.90% over the average closing price of HK$6.21 per
H Share as quoted on the Stock Exchange for the last 30 trading days up to and
including the Last Full Trading Day.

The chart below shows the daily closing prices of the H Shares traded on the Stock
Exchange from 3 May 2007 (being one year immediately prior to the Last Full Trading
Day) up to and including 2 May 2008, the Last Full Trading Day (the “Review Period”):

Price '©

(HK$) 9 Issue Price = HK$6.39
]

o RN T 7]

o] S W V Mue M
Vv L

Source: Bloomberg

During the Review Period, the Shares were traded with closing prices in the range of
HK$9.35 per Share to HK$5.50 per Share, with an average of closing prices of
approximately HK$7.315 per Share for the Review Period. As indicated from the chart
above, the Issue Price, which was determined by reference to the average closing price
of the H Shares for the last 20 full trading days up to and including the Last Full Trading
Day, is within the range of the closing prices of the Shares traded during the Review
Period.
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(b)

Comparable of the Issue Price with comparable issues

In assessing the fairness and reasonableness of the Issue Price, we have compared the
[ssue Price with other issues of H shares or domestic shares, which have been announced
by companies whose H shares are listed on the main board of the Stock Exchange from
1 June 2007 up to and including the Latest Practicable Date (the “Comparable Issues™),
irrespective of whether such issues proceeded or has proceeded to completion or not. In
this connection, we have, to the best of our knowledge, identified a total of ten Comparable
Issues, details of which are set out as follows:

{Discovnty  {Discount)/

pemium premium

of the issze  of the issue

price (to)over price (toYfover

the average  the average

{Discount)/  closing price  closing price
premium for the last  for the last

of the issue  § consecutive 10 consecutive
price (fo)fover  trading days  (rading days
the closing up to and up to and
price on the  Including the including the
last fall st ol last Full
trading day ~ trading day  trading day
before the before the before the

Date of Stock  Nature of issue Issue respective respective respective
announcement Name of issuer code of H shares price  announcement  announcemenl nnouRcemeat
(HES)
9 August 2007 China National 3323 Placing of new 17.80 (198}% (198% 136%
Building Material H shares
Company Limited
"5 September 007 Shandong Molong 568 Plzcing of new 110 {(5.56)% (230)% (286)%
Petrolenm Machinery H shares

Company Limited

10 September 2007 Zhejiang Yonglong 811 Placing of new (.55 9.841% (1% (3.49%
Enterprises Co., L1d. H shares

10 October 2007 First Tractor 1 Placing of new 195 (3.89)% (4.36)% (1.28)%
Company Limiled H shares

9 November 2007 China Eastem Airlines 670 Subscription for 380 (50.59)% (33.20% {53.09)%
Corporation Limited new H shres
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18 December 2007

19 February 2008

28 Mexch 2008

212 May 2008

30 May 2008

CATIC Shenzhen
Holdings Limited

Tiasjin Tiaalian
Public Uttlities
Compazy Limited

China Communications
Services Carporation

Limited

Zhefiang Glass
Company Limited

Besjing Capital
[nternational
Airpont Co., Ld,

Highest

Lowest

Average

ol Placing of new

H shares
8290 Placing of new

H shares

552 Placing of new

H shares

739 Placing of new

H shases

694 Placing of new

H shares

6.00

3.2

6.05

143

Highest (excluding China Eastern Airlives Corporation Limited}

Lowest (excluding China Eastera Airlines Corporation Limited)

Average (excluding China Easlern Airlines Corporation Limited)

The issue of the Consideration Shares

Source: the website of the Stock Exchange

(6.98)%

0%

(®57)%

(14.18)%

(6.88)%

(0.57%

{50.591%

{(10.82)%

(0.57%

(4.18)%

(6.41)%

448)%

(6.69)%

4%

(0.19)%

(1379)%

(6.76)%

{0.19)%

(53.20)%

(10.1M%

0.19%

(i3.39%

(3.39%

(5.47%

(.10%

(452%

(591)%

{14.35)%

8.70%

1.36%

(510)%

(10.50)%

136%

(1435)%

(6.11)%

(3%

As shown in the above table, the issue prices of the Comparable Issues were set at

discounts to their respective closing prices on the last full trading day immediately prior
to the release of the relevant announcements, with an average of discount of approximately
10.82%. We note that the lssue Price was at a discount of approximately 4.48% to the
closing price of the Shares as at the Last Full Trading Day, which is favourable as

compared with the aforesaid average.
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In addition, as shown in the above table, (i) the issue prices of the Comparable Issues
ranged between a discount of approximately 0.19% and a discount of approximately
53.20% (the “Five-Day Range™), as compared with the average closing price per share
on the Iast five trading days up to and including the last trading day before the respective
announcements; and (ii) the issue prices of the Comparable Issues ranged between a
premium of approximately 2.36% and a discount of approximately 53.03% (the “10-Day
Range”), as compared with the average closing price per share on the last 10 trading days
up to and including the last trading day before the respective announcements.

We noted that (i} the discount of the Issue Price to the average closing price for the five
trading days up 1o and including the Last Full Trading Day of approximately 5.47% was
within the Five-Day Range; and (ii) the discount of the Issue Price to the average closing
price for the 10 trading days up to and including the Last Full Trading Day of approximately
3.33% was also within the 10-Day Range.

We wish to draw the attention of the Independent Board Committee and the Independent
Shareholders that the issue price of H shares of Eastern Airlines (being a connected
person of the Company) was at significant discounts of more than 50% to each of (i)
the closing price on the last full trading day immediately prior to the release of the
relevant announcement; (ii) the average closing price per share on the last five trading
days up to and including the last trading day before the relevant announcement; and (iii)
the average closing price per share on the last 10 trading days up to and including the
last trading day before the relevant announcement. Thus, we consider that the H share
issue of Eastern Airlines, which is in sharp contrast as compared with other cases of the
Comparable Issues, may be an exceptional case for the purpose of assessing the fairness
and reasonableness of the Issue Price.

Shouid we exclude the H share issue of Eastern Airlines, we noted that:

(i) the average discount of the issue prices of the Comparable Issues (save for Eastern
Airlines) to their respective closing prices on the last full trading day immediately
prior to the release of the relevant announcements was approximately 6.41% (the
“Revised Last Day Average”) ;

(if)  the average discount of the issue prices of the Comparable Issues (save for Eastern
Airlines) to the average closing price per share on the last five trading days up
to and including the last trading day before the respective announcements was
approximately 5.39% (the “Revised Five-Day Average”), and

(iii) the average discount of the issue prices of the Comparable Issues (save for Eastern
Airlines) to the average closing price per share on the last 10 trading days up to
and including the last trading day before the respective announcements was
approximately 6.11% (the “Revised 10-Day Average”).
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As illustrated above, we noted that:

(N

(2)

(3)

the Issue Price was at a discount of approximately 4.48% to the closing price of
the Shares as at the Last Full Trading Day, which is favourable as compared with
the Revised Last Day Average;

the 1ssue Price was at a discount of approximately 5.47% to the average closing
price for the five trading days up to and including the Last Full Trading Day, which
is unfavourable as compared with the Revised Five-Day Average; and

the Issue Price was at a discount of approximately 3.33% to the average closing
price for the 10 trading days up to and including the Last Full Trading Day, which
is favourable as compared with the Revised 10-Day Average.

Notwithstanding the unfavourable comparison as illustrated in (2) above, we wish to draw
the attention of the Independent Board Committee and the Independent Shareholders that:

(a)

(b)

the Issue Price was at a discount of approximately 4.48% to the closing price of
the Shares as at the Last Full Trading Day, which was within the range of discounts
of the issue prices of the Comparable Issues (save for Eastern Airlines) to their
respective closing prices on the last full trading day immediately prior to the
release of the relevant announcements, which ranged between a discount of
approximately 0.57% and a discount of approximately 14.18%; and

the Issue Price was at a discount of approximately 5.47% to the average closing
price for the five trading days up to and including the Last Full Trading Day, which
was within the range of discounts of the issue prices of the Comparable Issues
(save for Eastern Airlines) to the average closing price per share on the last five
trading days up to and including the last trading day before the respective
announcements, which ranged between a discount of approximately of 0.19% and
a discount of approximately 13.79%.

Based on the foregoing, we are of the opinion that the Issue Price is fair and reasonable

and in-line with other issues of H shares in the securities market of Hong Kong as

announced by issuers since 1 June 2007,

Having considered the principle factors and reasens above, we consider the Issue Price

is fair and reasonable so far as the Independent Shareholders are concerned.
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Conditions precedent to the Sale and Purchase Agreement

Completion shall be conditional upon, among other things, the following conditions precedent

being fulfilled or waived:

(M)

(ii)

(iii)

(iv)

v)

approval of the Sale and Purchase Agreement and the transactions contemplated thereunder
by the Independent Shareholders at the EGM;

approval from all relevant PRC government authorities for the transactions contemplated
under the Sale and Purchase Agreement and compliance with all PRC laws and regulations
for the Acquisition;

the representations and warranties in the Sale and Purchase Agreement being true and
correct and not misleading in any material respects;

the Company being satisfied with the results of the due diligence investigation in respect
of ACCA and the Property; and

the Company having obtained a legal opinion issued by a PRC law firm of lawyers in
respect of the legality and enforceability of the Acquisition.

The Company has the right to waive whole or part of the conditions (iii}) to {v) above. As referred
to in the Letter from the Board, save for condition (i) above, all the other conditions have been
fulfilled as at the Latest Practicable Date.
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Potential dilution effect on the shareholding interests of the Independent Shareholders
upon Completion

The issue of the Consideration Shares would dilute the interest of the Independent Shareholders
in the issued share capital of the Company. Set out below is the shareholding structure of the
Company as at the Latest Practicable Date and immediately after Completion {(assuming that
there is no other change in the issued share capital of the Company save for the issue of the
Consideration Shares between the Latest Practicable Date and the date of Completion):

As at the Latest
Practicable Date
Percentage of

Immediately
after Completion
Percentage of

Name of Number  total issued Number  total issued
Shareholder Class of Shares of Shares  share capital of Shares  share capital
CTHC Domestic shares 396,993,000 22.35% 571,484,393 29.29%
Southern Holding Domestic shares 232,921,000 13.11% 232,921,000 11.94%
Eastern Holding Domestic shares 218,829,000 12.32%  218.829,000 11.22%
China Holding Domestic shares 178,867,000 1007% 178,867,000 9.17%
Other domestic

Shareholders Domestic shares 126,997,000 2.15% 126,997,000 6.51%
Public H shares 621,708,000 35.00% 621,708,000 31.87%
Total 1,776,315,000 100.00% 1,950,806,393 100.00%

Based on the above, the shareholding interest of the existing Independent Shareholders (as
represented by the public Shareholders) will be diluted from approximately 35.00% to
approximately 31.87% as a result of the issue of the Consideration Shares. As advised by the
Directors, although the aggregate percentage shareholding of the Independent Sharehelders will
be diluted as a result of the Acquisition, it should be noted that there would be favorable impact
on the financial performance of the Group as ACCA is expected to generate new income stream
to the Group.

However, we wish to draw the attention of the Independent Board Committee and the Independent
Sharcholders that, as referred to in the Annual Report 2007, the cash and bank balances of the
Group amounted to approximately RMB3 billion as at 31 December 2007, whilst the Group
had no bank borrowings as at 31 December 2007. The Group couid have considered the
alternative of financing the payment of the consideration by cash, instead of the issue of the
Consideration Shares.
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As referred to in the Letter from the Board, the Company considered that the payment of
consideration for the Acquisition was more appropriate by way of issuing the Consideration
Shares as opposed to payment by cash, because based on the related regulations by the State-
owned Assets Supervision and Administration Commission of the State Council and the legal
opinion provided by the PRC lawyer of the Company, cash payment made by the Company for
this transaction would trigger the requirement for an open tender under the applicable PRC laws.
The Directors confirmed that all necessary approvals from the relevant PRC authorities for the
issue of Consideration Shares by the Company have been obtained under the applicable PRC
laws. Based on the aforesaid, we consider that the issue of the Consideration Shares is acceptable
so far as the interest of the Independent Shareholders is concerned.

Financial impacts on the Group

As referred to in the Letter from the Board, immediately after Completion, ACCA will become
a wholly-owned subsidiary of the Company. As advised by the Directors, the Acquisition would
bring the following financial effects on the Group:

{(a)  Earnings

As referred to in the Annual Report 2007, the Group recorded an audited consolidated
net profit attributable to the Shareholders of approximately RMB631.0 million for the
year ended 31 December 2007, Immediately after Completion, the results of ACCA will
be consolidated into the accounts of the Group.

As referred to in the Letter from the Board, assuming the Acquisition had been completed
on 1 January 2007, the Group’s consolidated profit attributable to the Shareholders would
be increased to approximately RMB696.8 million, representing an increase of
approximately 10.4% as compared with the Group’s audited consolidated profit attributable
to the Shareholders for the year ended 31 December 2007 of approximately RMB631.0
million.

{b)  Net assets value

As referred to in the Annual Report 2007, the audited consolidated net asset value of
the Group as at 31 December 2007 were approximately RMB4,418.7 million, or
approximately RMB2.49 per Share (based on 1,776,315,000 Shares in issue as at 31
December 2007).

Based on the unaudited proforma consolidated statement of assets and liabilities of the
Enlarged Group as set out in Appendix III to the Circular, the consolidated net asset value
of the Group would increase to approximately RMB5,315.6 million immediately after
Completion, or approximately RMB2.72 per Share (based on 1,950,806,393 Shares in
issue as a result of the issue of 174,491,393 Consideration Shares).
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(c)

(d)

Gearing

As referred to in the Annual Report 2007, (i) the Group’s aggregate cash and bank balance
(which comprised cash and cash equivalents and short-term bank deposits) amounted to
approximately RMB3,053.1 million as at 31 December 2007, whilst its bank borrowings
was nil as at 31 December 2007. Based on the aforesaid, the Group's net borrowings to
equity ratio (being bank borrowings less cash and bank balance, expressed as a percentage
of net assets value) was nil as at 31 December 2007.

Based on the unaudited proforma consolidated statement of assets and liabilities of the
Enlarged Group as set out in Appendix III to the Circular, the Group’s bank borrowings
would remain nil immediately after Completion. Based on the aforesaid, the Group’s net
borrowings to equity ratio would remain nil after Completion.

Working capital
Since the Consideration will only be satisfied by the issue of the Consideration Shares,

the Directors expect that there will be no material adverse impact on the Group’s working
capital position immediately after Completion.

Based on the above, the Directors expect that the Acquisition would not bring any material

adverse impact on the Group’s financial position.

Other factors in connection with the Acquisition

In assessing the Acquisition as a whole, we have also considered other factors as set out below:

{a)

Requirement for capital expenditure in respect of the continued improvement of information
technology systems of ACCA

The business of ACCA is highly dependent on the ability of its information technology
(*IT) systems to process a large number of transactions across numerous institutions
and airlines in a timely manner, ACCA's ability to remain competitive will depend in part
on its ability to upgrade its IT systems in a timely and cost-effective manner. As advised
by the Directors, ACCA is making, and intend to continue to make, investments to
improve or upgrade its 1T systems. The Group is required to incur additional capital
expenditure in respect of the continued improvement of IT systems of ACCA.
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{(b)  Realization of objectives in connection with the Acquisition

Through the Acquisition, it is the Group’s intention to achieve a number of objectives,

including but without limitation to achievement of cost savings, improvement of customer

service, improvement of internal process efficiency, enhancement of existing infrastructure

of the Group as well as increase in utilisation of infrastructure assets of the Group.

However, there is no assurance that the Group will be able to achieve the aforesaid

objectives after Completion.

Notwithstanding the above, we consider that the Acquisition is fair and reasonable so far as the Independent
Shareholders are concerned, taking into account the benefits which are expected to be brought by the
Acquisition as detailed in section I1.1 above. Overall, we are of the view that the Acquisition {including the

issue of the Consideration Shares) is on normal commercial terms, is fair and reasonable so far as the

Independent Shareholders are concerned and is in the interests of the Group and the Shareholders as a whole.

III. THE ACCA CONTINUING CONNECTED TRANSACTIONS

1. Background of the Non-exempt Continuing Connected Transactions

As referred to in the Letter from the Board, prior to the Acquisition, ACCA had entered into

various arrangements with a number of connected persons of the Company, including provision

of property management services, systems development and support services, passenger and

cargo revenue accounting and settlement services, domestic mail revenue accounting and

settlement services and BSP services.

As referred to in the Letter from the Board, the ACCA Continuing Connected Transactions in

respect of Eastern Airlines and Air China, as well as the IATA Agreement are subject to the

approval by Independent Shareholders at the EGM by way of poll. Based on the information

in the Letter from the Board, set out below are the details on the Non-exempt Continuing

Connected Transactions:

Other party Date Duration

Type | — System develupment and support services

Revenue accounting systems development and support services

Eastern Airlines 22 February 2008 1 Janvary 2008 to
31 December 2009
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Air China 28 February 2008 1 January 2008 to
31 December 2009

The main products provided by
ACCA include self-developed
computer application systems in
respect of both international and
domestic passengers revenue
accounting system, international
and domestic cargo revenue
accounting system, mail revenue
accounting system, airport
miscellaneous charges accounting
system, data service system,
international and domestic clearing
and settlement system etc. Such
system services mainly include
application and operalion support,
customized development, system
implementation, business research
and system development,

Type 2 — Passenger and cargo revenue accounting and settlement services

Eastern Airlines 22 February 2008 1 January 2008 to
31 December 2009

Air China 28 February 2008 1 Janvary 2008 to
31 December 2009
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Type 4 — BSP services

IATA as authorised 27 March 2008
by the Connected
Airlines

27 March 2008 to
31 March 2017

Provision of BSP Services to IATA
in the PRC, Hong Kong, Macau
and Chinese Taipei. BSP is a
system designed to facilitate and
simplify the selling, reporting and
remitting procedures of [ATA
Accredited Passenger Sales
Agents, as well as to improve
financial control and cash flow for
the airline companies. ACCA has
contracted with [ATA 1o supply
such services for additional
territories which is expected 1o be
commenced in January 2010, such
services will include supply of
software application support,
development and maintenance
services.

Background of the interline data exchange agreements entered into between ACCA and
Xiamen Airlines and Hainan Airlines respectively

It is also noted that the duration of the interline data exchange agreements entered into between
ACCA and Xiamen Airlines and Hainan Airlines respectively, as well as the IATA Agreement

(together, the “Longer Duration Transactions’) are longer than three years. Pursuant to Rule

14A.35(1) of the Listing Rules, we have to explain to the Independent Board Committee and

the Independent Shareholders as to whether such transactions are fair and reasonable and

whether it is normal business practice for agreements of this type to be of such duration.
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Based on the information in the Letter from the Board, set out below are the details on the

interline data exchange agreements entered into between ACCA and Xiamen Airlines and

Hainan Airlines respectively:
Other party Date Duration

Xiamen Airlines 26 September 2006 | Ociober 2006 1o
31 December 2009

Hainan Airlines 18 September 2006 | October 2006 to
31 December 2009

Details

Mainly include receiving
interline outward billing data
from various airline companies,
identifying the airlines to be
charged for receipt of such
services (“Billed Airlines™),
consolidating the data from all
of the airline companies on
behalf of the Billed Airlines and
delivering the data to such
Billed Airlines.

The terms of the Non-exempt Continuing Connected Transactions

Set out below is a summary of the pricing bases for the Non-exempt Continuing Connected

Transactions:

Type Pricing basis

Revenue accounting The system service fee is charged on a monthly basis and is
systems development based on the agreement signed between the provider and the
and support services users. There are several levels of charge rates based on

transaction volume which are specified in the relevant

agreement. The charge amount is determined by reference to
the price and size of the relevant services provided. Charge
rate depends on transaction volume level - the higher the

transaction volume, the lower the rates 1o be charged by the

provider.
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Passenger and cargo The fees are charged by reference to the rate and rules
revenue accounting prescribed in the relevant document issued by the industry
and settlement services regulatory authorities. The prices of the provision of the services

are specified in the relevant agreement which is based on the
catculation of (i) the percentage rate of the total accounting
amount; and (ii) the transaction volume times unit price.

BSP services Fees are charged base on the basis of a “Standard Charging
Unit” (as defined in the IATA Agreement) per processing
transaction. The Standard Charging Unit payable by IATA is
defined in Renminbi for transactions in the PRC, in Hong
Kong Dollars for Hong Kong, Macau and in United Stated
Doltars for other territories, subject to exchange rate fluctuation
which will be adjusted in accordance with the terms of the
IATA Agreement.

To the best knowledge, information and belief of the Directors, ACCA is currently the only
provider in the PRC in respect of accounting, settlement and clearing services and information
system and support services to commercial airlines and other aviation companies. In addition,
the Directors advised that:

(i) the other customers of ACCA for revenue accounting systems development and support
services, as well as passenger and cargo revenue accounting and settlement services
include other domestic airlines in the PRC, being Southern Airlines, Macau Airlines,
Xiamen Airlines, Hainan Airlines, Shenzhen Airlines, Shanghai Airlines, Shandong
Airlines and Sichuan Airlines, all of which are also connected persons of the Company;

(iiy ACCA also provides other airlines (being independent third parties) with services (the
“Similar Services™) which are similar to the revenue accounting systems development
and support services as well as passenger and cargo revenue accounting and settlement
services; and

(iii) ACCA provided BSP services to the members of BSP services, including but not limited
to the Connected Airlines.

In light of the above, save for the Similar Services as mentioned in (ii} above, the Directors
are not aware of any other comparable agreements in the PRC market entered into by third
parties (being parties other than ACCA or the Connected Airlines) to which reference can be
made regarding the pricing bases for the revenue accounting systems development and support
services, as well as the passenger and cargo revenue accounting and settlement services.

We have reviewed the agreements in respect of the Similar Services, and we noted that pricing bases
for the revenue accounting systems development and support services, as well as passenger and cargo
revenue accounting and settlement services, were comparable to the Similar Services. Accordingly, we
consider that the pricing bases of the revenue accounting systems development and support services,
as well as the passenger and cargo revenue accounting and settlement services, are acceptable.
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In respect of the BSP services, based on the information provided by the Group’s management
to us, the pricing bases for the BSP services charged by IATA to the Connected Airlines are
the same as those charged by 1ATA to other members of the BSP services, being airlines which
are independent third parties. As such, we consider that the terms of the BSP services are fair
and reasonable so far as the Independent Shareholders are concerned.

Overall, we consider that the terms of the Non-exempt Continuing Connected Transactions are
(i) in the ordinary and usual course of business of the Group; (ii) on normal commercial terms;
and (iii) fair and reasonable so far as the Independent Shareholders are concerned and are in
the interests of the Group and the Independent Shareholders as a whole.

The period of the Longer Duration Transactions

As referred to in the Letter from the Board, (i) the durations of the interline data exchange
agreements entered into between ACCA and Xiamen Airlines and Hainan Airlines respectively
are 39 months, which is longer than three years; and (ii) the IATA Agreement is from 27 March
2008 to 31 March 2017, which is slightly more than nine years.

As advised by the Directors, the Company has entered into certain airline services agreements
with Hainan Airlines, China Eastern Air Wuhan Company Limited, Shanghai Airlines, Southern
Airlines and Eastern Airlines of more than three years, details of which were set out in the
circulars dated 7 April 2006 and 10 October 2007 issued by the Company (the “Promoters
Airline Services Transactions™). As advised by the Directors, the nature of the services
provided in such transactions related with IT for civil aviation companies, which is comparable
to those of the transactions contemplated under Longer Duration Transactions. As such, we
consider that the aforesaid transactions, being IT services provide by the Group to other airlines
in the PRC, are broadly comparable to the Longer Duration Transactions, and the period of such
transactions are suitable for our assessment of the fairness and reasonableness of the period of
the Longer Duration Transactions.

Set out below is a summary of the terms of the airline services agreement entered between the
Company and the airline services promoters:

Name of airline Date of agreement/ Number of years
services promoter renewal agreement of term of agreement
Hainan Airlines 25 October 2004 Five

China Eastern Air Wuhan

Company Limited 1 November 2004 Five
Shanghai Airlines 5 November 2004 Five
Southern Airlines 23 January 2006 Four
Eastern Airlines 30 June 2007 Four and a half

(counting from the
date of agreement to
31 December 2011)
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As illustrated above, each of Hainan Airlines, China Eastern Air Wuhan Company Limited,
Shanghai Airlines, Southern Airlines and Eastern Airlines has entered into similar arrangements
with the Group of more than three years. As such, we consider that it is not uncommon for the
Group to enter into agreements with airlines in the PRC in relation to provision of IT services
for a period of more than three vyears.

As advised by the Directors, the Group is currently the only provider in the PRC in respect of
the aviation information technology for PRC domestic airlines so far as the Directors are aware.
As such, the Directors are not aware of any other comparable agreements in the PRC market
entered into by independent third parties, to which reference can be made regarding whether
or not duration in excess of three years is within the normal business practice of the industry
in the PRC. In light of the above, we conducted a research of international IT services providers
which have provided IT services to airlines, so that we would be able to assess the fairness and
reasonableness of the period of the Longer Duration Transactions, and formulate our opinion
with regard to whether a term in excess of three years is in line with the normal business practice.

Through our searches via the Internet and Bloomberg, we have, to the best of our knowledge and
information, identified seven international IT service providers which are also engaged in the
business of the Group, i.e. provision of IT services to airline operators. Out of the identified
international IT service providers, we noted that Electronic Data Services Corporation, International
Business Machines Corporation and Satyam Computer Services Limited have provided IT services
to airlines for a term of more than three years (together, the “International IT Transactions™). We
consider that the International IT Transactions are broadly comparable to the Longer Duration
Transactions, and the period of the International I'T Transactions are suitable for our assessment of
the fairness and reasonableness of the period of the Longer Duration Transactions. Set out below
is a summary of the terms of the International IT Transactions:

Year of Term of
IT service provider Principal business activities agreement  Airline agreement
(years)
Electronic Data A global technology services 2006  United Airlines i0
Systems Corporation company and is listed on the
(Note 1) New York Stock Exchange.
It delivers a broad portfolic
of information technology
services to clients in many
different industries.
International Business A global integrated information 2006  Delta Air Seven
Machines Corporation technology provider, with Lines, Inc.

{Note 2} expertise in hardware,
software and services. It is
listed on the New York
Stock Exchange.
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Satyam Computer A global consulting and IT 2006 Qantas Airways Seven
Services Limited services company, and is Limited
{Note 3) listed on the New York

Stock Exchange. It provides
a range of expertise,

such as IT outsourcing

and systems integralion,

Notes:

1. The transaction was disclosed on the website of Electronic Data Systerns Corperation (www.eds.com)
in the article headed “EDS signs contract with United Airlines to upgrade computer systems and
service to reduce IT costs” dated 17 January 2006.

2. The transaction was disclosed on Bloomberg in the article headed “[BM wins 7-year agreement
to run Delta’s reservations system” dated 21 August 2006.

3. The transaction was disclosed on the website of Satyam Computer Services Limited (www.satyam.com}

in the article headed “Satyam wins multi-million dollar Qantas deal” dated 9 November 2006.

As illustrated above, each of Electronic Data Services Corporation, International Business Machines
Corporation and Satyam Computer Services Limited has entered into similar arrangements with
airlines of more than three years. In addition, the longest period of the Longer Duration Transactions,
being the period of the IATA Agreement which would be from 27 March 2008 to 31 December 2017,
is shorter than the iongest period of the International IT Transactions (being 10 years).

We noted that the period of the IATA Agreement, being slightly more than nine years, is longer
than the periods of the Promoters Airline Services Transactions, which ranges between four
years and five years. Notwithstanding the fact that only three international IT service providers
have provided IT services to airlines for a term of more than three years, we consider that the
relatively long duration of the IATA Agreement is acceptable, as the period of the 1ATA
Agreement, being slightly more than nine years, is shorter than the longest period of the
International I'T Transactions (being 10 years).

We also noted that the duration of the interline data exchange agreement entered into between ACCA and Shanghai
Airlines is three years, which is shorter than the durations of the interline data exchange agreements entered into
between ACCA and Xiamen Airlines and Hainan Airlines respectively (being 39 months) by three months, We
consider that such difference between the durations of the interline data exchange agreements is acceptable because:

(i)

(ii)

(iii)

the difference in duration is only three months, which is relatively short as compared with three years;

the interline data exchange agreement entered into between ACCA and Shanghai Airlines, as well as
the interline data exchange agreements entered into between ACCA and Xiamen Airlines and Hainan
Airlines respectively, will all expire on the same date, i.e. 31 December 2009; and

the durations of the interline data exchange agreements entered into between ACCA and Xiamen
Airlines and Hainan Airlines respectively (being 39 months) is shorter than the periods of the Promoters
Airline Services Transactions, which ranged between four years and five years.




LETTER FROM CHINA MERCHANTS

Based on the aforesaid, we consider that (i) the longer period for the Longer Duration Transactions is required
and it is normal business practice for contracts of IT services provided to airlines to be of such duration;
and (ii) the term of the Longer Duration Transactions of more than three years, which would enable the Group
to derive revenue over a longer period, is acceptable.

IV. THE ANNUAL CAPS

1. The applicable Annual Caps for the Non-exempt Continuing Connected Transactions

For the easier reference of the Independent Shareholders, set out below is a summary of the
applicable Annual Caps for the Non-exempt Continuing Connected Transactions for the three
years ending 31 December 2010, as classified by the nature of transactions:

Applicable Annual Caps
2008 2009 2010
{RMB’000) (RMB'000) (RMB’000)

Revenue Accounting Systems
Development and Support
Services to be entered into
by Eastern Airlines 45,931 55,117 66,141

Revenue Accounting Systems
Development and Support
Services to be entered into
by Air China 29,314 35,176 42,212

Passenger and Cargo Revenue
Accounting and Settlement
Services to be entered into _
by Eastern Airlines 18,276 21,931 26,317

Passenger and Cargo Revenue

Accounting and Settlement

Services to be entered

into by Air China 28,325 33,990 40,788
BSP services 58,048 75,464 98,103

Source: information provided by the Group’s management
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The historical transaction amounts of the Non-exempt Continuing Connected Transactions

For the easier reference of the Independent Shareholders, set out below is a summary of the
historical transaction amounts for the Non-exempt Continuing Connected Transactions for the
three years ended 31 December 2007, as classified by the nature of transactions:

Historical transaction amount
for the year ended 31 December
2005 2006 2007
(RMB’000) {RMB'000) (RMB'000)

Revenue Accounting Systems
Development and Support Services
entered into by Eastern Airlines 34,169 35,671 38,276

Revenue Accounting Systems
Development and Support Services
entered into by Air China 21,272 21,625 24,428

Passenger and Cargo Revenue
Accounting and Settlement Services
entered into by Eastern Airlines - 12,621 15,597 15,230

Passenger and Cargo Revenue
Accounting and Settlement Services
entered into by Air China 21,291 22,871 23,604

BSP services 29,781 35,983 44,653

Source: information provided by the Group’s management

The compariscn of historical amount of the Non-exempt Continuing Connected Transactions
for the year ended 31 December 207 and the applicable Annual Caps for the year ending
31 December 2008

Based on the above, we noted that:

(1) the annual cap for the revenue accounting systems development and support services to
be entered into by each of Eastern Airlines and Air China for the year ending 31
December 2008 is higher than the historical transaction amount of the same services for
the year ended 31 December 2007 by 20%;

(ii)  the annual cap for the passenger and cargo revenue accounting and settlement services
to be entered into by each of Eastern Airlines and Air China for the year ending 31
December 2008 is higher than the historical transaction amount of the same services for
the year ended 31 December 2007 by 20%; and

(iii)  the annual cap for the BSP services for the year ending 31 December 2008 is higher than
the historical transaction amount of the same services for the year ended 31 December
2007 by 30%.
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The growth in the Annual Caps

Set out below is a summary of the growth in the Annual Caps, as classified by the nature of

transactions:
Type
Revenue accounting

systems development
and support services

Passenger and cargo
revenue accounting
and settlement services

BSP services

Basis for the growth in caps

By reference to CAAC’s “Eleventh five-year plan”, the
passenger volume is expected to have a steady growth rate of
14% annually. ACCA will continue to develop new products
and services, including but not limited to setting up data
exchange platform, providing data service products and data
value-added services. With the number of passengers expected
to increase, the estimated level of service and scope of services
provided by the Group is estimated to increase by 20% annually
based on the future growth rate of aviation industry and the
historical growth of airline’s business in the recent years.

According to CAAC’s “Eleventh Five-year Plan”, civil aviation
transportation volume in the PRC has an average annual growth
rate of 14%. ACCA aims to expand its businesses to domesiic
interline accounting; develop sales audit business and
outsourcing business; as well as expand the potential customer
group in settlement market. By reference to the historical
transaction amounts and the estimated market pricing for the
similar services, it is expected that the annual transportation
volume and revenue accounting amount will increase by
approximately 20%.

BSP business in the PRC has recorded a growth of over 21-
25% per annum for the period from 2005 to 2007. According
to CAAC’s “Eleventh Five-year Plan”, civil aviation passenger
volume in the PRC is estimated to have an average annual
growth of 14%. By reference to the market demand for the

-BSP business and the increasing growth rate of the civil

aviation passenger volume in the PRC, ACCA is expected to
increase the annual growth rate of IATA services by 30% in
the near future.
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We consider that the applicable Annual Caps for the Non-exempt Continuing Connected
Transactions for the three years ending 31 December 2010 are fair and reasonable so far as the
Independent Shareholders are concerned, taking into account:

(1) the applicable Annual Caps for the Non-exempt Continuing Connected Transactions for
the year ending 31 December 2008 are based on the historical transaction amounts for
the year ended 31 December 2007, and the relevant expected growth rates in the year
ending 31 December 2008;

(ii)  the positive outlook of the aviation industry in the PRC;

(iii)  the historical growth in the Group’s turnover and bookings of seats of commercial airlines
in the PRC; and

(iv) the applicable Annual Caps for the Non-exempt Continuing Connected Transactions
would provide adequate buffer for Group, in case unanticipated revenue is derived from
the Non-exempt Continuing Connected Transactions. Such, in turn, would facilitate the
Group's business growth for the three years ending 31 December 2010,

Based on the aforesaid, we consider that the applicable Annual Caps are fair and reasonable

so far as the Independent Shareholders are concerned, and are in the interests of the Group and
the Shareholders as a whole.

RECOMMENDATIONS

The Acquisition

Before reaching our conclusion and recommendation, we would like to draw your attention to the following
factors in connection with the business operations of ACCA as detailed in sub-section II.8 of this letter, the
impacts of which on the Group’s business operations could not be ascertained as at the Latest Practicable
Date:

(i) requirement for capital expenditure in respect of the continued improvement on the information
technology system of ACCA; and

(i) realization of objectives in connection with the Acquisition.
We also wish to draw the attention of the Independent Board Committee and the Independent Shareholders

that the shareholding interest of the existing Independent Shareholders will be diluted from approximately
35.00% to approximately 31.87% as a result of the issue of the Consideration Shares.
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However, we also noted:
(i) the Sale and Purchase Agreement was negotiated and entered into on normal commercial terms;

(ii)  certain benefits are expected to be brought by the Acquisition as detailed in sub-section I1.1 of this
letter, which the Directors believe would enable the Group to achieve business expansion and accretion
in earnings in the years to come;

(iii) the Acquisition is in the ordinary and usual course of business of the Group;
(iv)  the consideration is fair and reasonable so far as the Independent Shareholders are concerned;
(v)  the profitability of ACCA in the past; and

(vi) the Acquisition will expand the Group’s capabilities in transaction processing, which in turn would
enable the Group to be better-positioned to capitalise on the business opportunities arising and to be
arisen from the growth in civil aviation industry in the PRC.

In addition, we also wish to draw the attention of the Independent Board Committee and the Independent
Shareholders that:

(i) itis beneficial to the Group to minimize the cash outflow in connection with the Acquisition, including
the payment of the consideration for ACCA and the Property, for the reasons as detailed in sub-section
11.4 of this letter; and

(ii)  as detailed in section IL6 of this letter, cash payment made by the Company for this transaction would
trigger the requirement for an open tender under the applicable PRC laws Accordingly, it is essential
for the Group to proceed with the acquisition of ACCA and the Property by the issue of the Consideration
Shares.

Notwithstanding the other factors in connection with the business operations of ACCA as detailed in sub-
section IL.8 of this letter, as well as the dilution in the shareholding interest of the existing Independent
Shareholders as a result of the Acquisition, we are of the view that the advantages which are expected to
be brought by the Acquisition would be instrumental in the achievement of the Group’s business growth. In
addition, we consider that the Acquisition is (i) in the ordinary and usual course of business of the Group;
(i) on normal commercial terms; and (iii) fair and reasonable so far as the Independent Shareholders are
concerned and are in the interests of the Group and the Independent Shareholders as a whole.

Accordingly, we advise the Independent Board Committee to recommend the Independent Shareholders to
(i) vote in favour of the proposed resolutions to approve the Acquisition and the issue of the Consideration
Shares. We also advise the Independent Shareholders to vote in favour of the proposed resolutions to approve
the Acquisition and the issue of the Consideration Shares at the EGM.
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The Non-exempt Continuing Connected Transactions

Having considered the above principal factors and reasons, we consider that the Non-exempt Continuing
Connected Transactions are (1) in the ordinary and usual course of business of the Group; {ii) on normal
commercial terms; and (iii) fair and reasonable so far as the Independent Shareholders are concerned and
are in the interests of the Group and the Shareholders as a whole, and the applicable Annual Caps for the
Non-exempt Continuing Connected Transactions are fair and reasonable so far as the Independent Shareholders
are concerned and are in the interests of the Group and the Shareholders as a whole. In addition, we consider
that the longer periods for the interline data exchange agreements entered into between ACCA and Xiamen
Airlines and Hainan Airlines respectively, as well as the IATA Agreement are required, and it is normal
business practice for contracts of such type to be of such duration.

Accordingly, we advise the Independent Board Committee to recommend the Independent Shareholders to
(i) vote in favour of the proposed resolutions to approve the Non-exempt Continuing Connected Transactions
and the applicable Annual Caps for the Non-exempt Continuing Connected Transactions at the EGM. We
also advise the Independent Shareholders to vote in favour of the proposed resolutions to approve the Non-
exempt Continuing Connected Transactions and the applicable Annual Caps for the Non-exempt Continuing
Connected Transactions at the EGM.

For and on behalf of
China Merchants Securities (HK) Co., Ltd.
Tony Wu
Executive Director
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(A) FINANCIAL SUMMARY

The following is a summary of the audited consolidated income statements of the Company for the
three years ended December 31, 2007 and the consolidated balance sheets of the Company as at
December 31, 2005, 2006 and 2007 with unqualified opinion, as extracted from the relevant annual
reports of the Company.

Consolidated Income Statements

Year ended December 31,

2007 2006 2005

RMB'000 RMB'000 RMB 000

Revenues 2,001,903 1,711,705 1,496,784
Operating expenses (1,344,999) (1,147,896) (951,780)
Operating profit 656,904 563,809 545,004
Financial income, net : 48,696 52,406 38,441
Share of results of associated companies 12,991 11,727 11,312
Profit before taxation 718,591 627,942 394,157
Taxation (69,941) (98,421) (51,063)
Profit after tax 648,650 529,521 543,694

Attributable to:

Equity holder of the Company 630,989 515,587 529,647
Minority interests 17,661 13,934 14,047
648,650 529,521 543,694

Basic earnings per share (RMB) (Note 1) 0.36 0.29 0.30
Cash dividends 230,921 195,395 204,276
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Note 1.

Due to the bonus issue of 888,157,500 new ordinary shares at par value of RMB1 per share to the equity holders
of the Company on basis of one bonus share for one existing share by conversion of reserve amounting tc RMB
888,157,500 into paid in capital in 2007, the number of ordinary shares increased from 888,157,500 to 1,776,315,000.
Ag a resuit, the number of ordinary shares for the years ended December 31, 2006 and 2005 for the purpose
of calculating earnings per share has been adjusied retrospectively for the increase of ordinary shares.

Earnings per share for the years ended December 31, 2007, 2006 and 2005 have been computed by dividing the
profit attributable to the equity holders of the Company, of RMB 630,989,000, RMB 515,587,000, and RMB
529,647,000 respectively, by 1,776,315,000 ordinary shares issued and outstanding.

There were no posential dilutive ordinary shares outstanding during the years ended December 31, 2007, 2006
and 2005.
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Consolidated Balance Sheets

As at December 31,

2007 2006 2005
RMB’ 000 RMB’000 RMB'000
ASSETS
Non-current assets
Property, plant and equipment, net 1,033,148 661,149 728,325
Intangible assets, net 11,824 9,969 13,232
Investments in associated companies 85,996 68,343 53,854
Held-to-maturity financial assets — 100,000 100,000
Other long-term assets 8,881 17.000 20,906
Deferred income tax assets 9,229 — —_
1,149,078 836,461 916,317
Current assets
Inventories 9,241 4,498 3,390
Accounts receivable, net 141,565 84,882 61,516
Due from associated companies 6,308 273 1,227
Due from related parties, net 389,561 300,070 272,991
Prepayments and other current assets 102,399 62,064 48,072
Held-to-maturity financial assets 100,000 — —
Short-term bank deposits 1,843,949 1,884,604 1,947,277
Cash and cash equivalents 1,209,152 1,233,166 856,811
3,802,175 3,569,557 3,191,284
Total assets 4,951,253 4,426,018 4,107,601
EQUITY
Capital and reserves attributable to
equity holders of the Company
Paid-In capital 1,776,315 888,158 888,158
Reserves 1,296,834 2,006,112 1,911,454
Retained earnings
— Proposed final cash dividend 230,921 195,395 204,276
— Others 1,028,659 749,137 584,304
4,332,729 3,898,802 3,588,192
Minority interest 85,997 72,523 61,296
Total equity 4.418,726 3,971,325 3,649,488
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LIABILITIES
Non-Current liahilities
Deferred income tax liabilities 129 — —_

Current liabilities

Accounts payable and accrued liabilities 470,212 359,200 345,000
Due to related parties 39,960 85,442 93,981
Income tax payable 17,054 7,603 17,159
Deferred revenue 5172 2,446 1,973
532,398 454,693 458,113

Total liabilities 532,527 454,693 458,113
Total equity and liabilities 4,951,253 4,426,018 4,107,601
Net current assets 3,269,777 3,114,864 2,733,171
Total assets less current liabilities 4,418,855 3,971,325 3,649,488

(B) AUDITED FINANCIAL INFORMATION OF THE GROUP

Set out below is the audited financial statements together with relevant notes to the financial statements
of the Group as extracted from Annual Report 2007 of the Company.

Consolidated Income Statement
{Amounts expressed in thousands of Renminbi (“RMB”), except per share data)

Year ended December 31,

Note 2007 2006
Revenues
Aviation information technology service 1,601,160 1,395,172
Data network and others 400,743 316,533
Total revenues 5 2,001,903 1,711,705
Operating expenses
Business taxes and other surcharges (65,795) (56,358)
Depreciation and amortisation (243,111) (229,178)
Network usage fees (83,562) (76,529)
Personnel expenses (271,689) (239,743)
Operating lease payments {68,607) (63,658)
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Technical support and maintenance fees

Commission and promotion expenses
Other operating expenses

Total operating expenses

Operating profit

Financial income, net
Share of results of associated companies

Profit before taxation
Taxation

Profit after taxation

Attributable to:
Equity holders of the Company
Minority interest

Earnings per share for profit attributable to

the equity holders of the Company
Basic and diluted (RMB)

Cash Dividends
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(154,459) (99.801)
(248,075) (194,095)
(209,701) (188,534)
(1,344,999) (1,147,896)
656,904 563,809
48,696 52,406
12,991 11,727
718,591 627,942
(69,941) (98,421)
648,650 529,521
630,989 515,587
17,661 13,934
648,650 529,521
0.36 0.29
230,921 195,395
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Consolidated Balance Sheet
{Amounts expressed in thousands of Renminbi ("RMB")}

As at December 31,

Note 2007 2006
ASSETS
Non-current assets
Property, plant and equipment, net 13 1,033,148 661,149
Intangible assets, net 14 11,824 9,969
Investments in associated companies 16 85,096 68,343
Held-to-maturity financial assets 19 — 100,000
Other long-term assets 20 8,881 17,000
Deferred income tax assets 18 9,229 —
1,149,078 856,461
Current assets
Inventories 21 9,241 4,498
Accounts receivable, net 22 141,565 84,882
Due from associated companies 25 6,308 273
Due from related parties, net 23, 38(3) 389,561 300,070
Prepayments and other current assets 26 102,399 62,064
Held-to-maturity financial assets 19 100,000 —
Short-term bank deposits 27 1,843,949 1,884,604
Cash and cash equivalents 28 1,209,152 1,233,166
3,802,175 3,569,557
Total assets 4,951,253 4,426,018
EQUITY
Capital and reserves attributable to
equity holders of the Company
Paid-In capital 31 1,776,315 888,158
Reserves 32 1,296,834 2,066,112
Retained earnings 33
— Proposed final cash dividend 11 230,921 195,395
— Others 1,028,659 749,137
4,332,729 3,898,802
Minority interest 85,997 72,523
Total equity 4,418,726 3,971,325
— 78 —




APPENDIX I

FINANCIAL INFORMATION OF THE GROUP

LIABILITIES
Non-Current liabilities
Deferred income tax liabilities

Current liabilities

Accounts payable and accrued liabilities

Due to related parties
Income tax payable
Deferred revenue

Total liabilities

Total equity and liabilities

Net current assets

Total assets less current liabilities
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470,212 359,200
39,960 85,442
17,054 7,605
5,172 2,446
532,398 454,693
532,527 454,693
4,951,253 4,426,018
3,269,777 3,114,864
4,418,855 3,971,325
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Balance Sheet
(Amounts expressed in thousands of Renminbi (“RMB"))

As at December 31,

Note 2007 2006
. ASSETS
Non-current assets
Property, plant and equipment, net 13 980,578 622,904
Intangible assets, net 14 10,016 7,908
‘ Investments in subsidiaries 15 37,507 37,507
Investments in associated companies 16 27,290 21,790
‘ Held-to-maturity financial assets 19 —_ 100,000
Other long-term assets 20 8,881 16,968
Deferred income tax assets 18 8,062 —
1,072,334 807,077
Current assets
Inventories 21 2,632 2,632
Accounts receivable, net 22 110,242 58,125
Due from subsidiaries, net 24 24,982 22,227
Due from associated companies 25 6,308 273
Due from related parties, net 23, 38(3) 381,573 289,751
Prepayments and other current assets 26 88,640 47,788
Held-to-maturity financial assets 19 100,000 —
Short-term bank deposits 27 1,757,949 1,813,504
Cash and cash equivalents 28 1,111,519 1,147,017
3,583,845 3,381,317
Total assets 4,656,179 4,188,394
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EQUITY
Capital and reserves attributable to
equity holders of the Company

Paid-In capital 31 1,776,315 888,158

Reserves 32 1,299,652 2,062,223

Retained earnings a3

— Proposed final cash dividend 11 230,921 195,395

— Others 852,988 617,713
Total equity 4,159,876 3,763,489
LIABILITIES
Current liabilities

Accounts payable and accrued liabilities 29 442,499 343,753

Due to related parties 30 30,533 74,107

Due to subsidiaries 10,789 2,390

Income tax payable 12,482 4,655

496,303 424,905

Total equity and liabilities 4,656,179 4,188,394
Net current assets 3,087,542 2,056,412
Total assets less current liabilities 4,159,876 3,763,489
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Consolidated Statement of Changes in Shareholders’ Equity
{Amounts expressed in thousands of Renminbi (“RMB"))

Attributable to equity holders Minority

of the Company Interest Total

Paid-In Retained

Note capital Reserves earnings
? Balance at Januvary 1, 2006 888,158 1,911,454 788.580 61,206 3,649,488
Profit for the year — — 515,587 13,934 529,521
Dividend relating to year 2005 — — (204,276) — (204,276)

Dividends payable to minority
shareholders of subsidiaries — - - (2,707) (2,707)
Currency translation differences 32 — 01) — — (701)
Appropriation to reserves 32,33 — 155,359 (155,359) - —
Balance at December 31, 2006 888,158 2,066,112 944,532 72,523 3,971,325
Attributable to equity holders Minority

of the Company Interest Total

Paid-In Retained

Note capital  Reserves earnings
Balance at January 1, 2007 888158 2,066,112 944 532 72,523 3971325
Transfer from reserves 3t 888,157 (888,157) —_ — —
Profit for the year — — 630,989 17,661 648,650
Dividend relating to year 2006 11 — —  (195395) — {195,395

Dividends payable to minority

shareholders of subsidiaries — — —_ (4,187) (4,187)
Currency translation differences 32 — (1,667 — — (1,667)
Appropriation to reserves 32,33 —_ 120,546 (120,546) — —
Balance at December 31, 2007 1.776,315 1,296,834 1,259,580 83,997 4,418,726
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Consolidated Cash Flow Statement

{Amounts expressed in thousands of Renminbi (“RMB”})

Cash flows from operating activities
Cash generated from operations
Refund of enterprise income tax
Enterprise income tax paid

Net cash generated from operating activities

Cash flows from investing activities
Purchases of property, plant,
equipment and intangible assets
Maturities of short-terin bank deposits
Placements of short-term bank deposits
Interest received
Dividends received from associated companies
Proceeds from disposal of property,
plant and equipment
Investments in associated companies

Net cash used in investing activities

Cash flows from financing activities
Dividend paid to group shareholders
Dividend paid to minority shareholders

of subsidiaries

Net cash used in financing activities

Effect of foreign exchange rate changes
on cash and cash equivalents

Net increase (decrease) in cash and
cash equivalents

Cash and cash equivalents at beginning
of the year

Cash and cash equivalents at end of the year
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Note

34

Year ended December 31,

2007

790,232
30,180

(99,772)

720,640

(568,074)
1,743,036
(1,702,381)
64,359

838

661
(5,500)

{467,061)

(252,813)
(3,964)

(256,777)

(20,816)

(24,014)

1,233,166

1,209,152

2006

758,911

(107,973)

650,936

(167,547)
1,859,041
(1,796,368)
64,570

7.970

526
(9,900)

(42,108)

(214,443)
(2,812)

{217,255)

(15,218)

376,355

856,811

1,233,166
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Notes to the Consolidated Financial Statements
(Amounts expressed in thousands of Renminbi ( “RMB”))

1. COMPANY ORGANISATION AND PRINCIPAL ACTIVITIES

TravelSky Technology Limited (the “Company”) was incorporated in the People’s Republic of
China (the “PRC") on October 18, 2000 to engage in the provision of aviation information
technology service and related services in the PRC.

The Company was listed on The Stock Exchange of Hong Kong Limited on February 7, 2001.
The address of its registered office is Floor 18-20, South Wing, Park C, Raycom InfoTech Park,
No. 2, Ke Xue Yuan South Road, Haidian District, Beijing 100190, PRC.

As at December 31, 2007, the Company had direct or indirect interests in the following
subsidiaries and associated companies. All of these subsidiaries and associated companies are
limited liability companies incorporated and operated in the PRC except for TravelSky Technology
(Hong Kong) Limited, TravelSky Technology (Singapore) Limited, TravelSky Technology
(Korea) Limited and TravelSky Technology (Japan) Limited, which are limited liability companies
incorporated and operated in Hong Kong, Singapore, Korea and Japan respectively.

Percentage Issued
Date of of equity and fully
Name incorporation interest held paid capital  Principal activities
Direct  Indirect RMB
Subsidiaries
Hainan Civil Aviation March 2, 1994 64.78% - 6,615,000  Provision of electronic
Cares Co., Lid. travel distribution and
{“Hainan Cares”) ¢argo management
services; and sale and
installation of the related
information systems
Cares Shenzhen April 14, 1995 61.47% - 11,000,000 Provision of electronic
Co., Lud. trave| distribution and
{“Shenzhen Cares”) £argo management

services; and sale and
instalfation of the related
information systems
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Cares Hubei Co., Ltd.
(“Hubei Cares™}

Cares Chongging
Information

Techrology Co., Ltd.
(“Chongging Cares™)

Aviation Cares of
Yunnan Information
Co., Ltd.

{(“Yunnan Cares™)

InfoSky Technology

Co., Ltd. (“InfoSky")

TravelSky
Technology (Hong
Kong) Limited
{*Hong Kong
Company”)

Civil Aviation Cares
of Xiamen Ltd.
(“Xiamen Cares”)

Civil Aviation Cares
of Qingdao Lid.
(“Qingdao Cares™)

July 25, 1997

December 1, 1993

June 15, 2000

September 20, 2000

December 13, 2000

September 14, 2001

January 11, 2002

0% 12.5% 5,000,000
5% — 9,800,000
51% — 2,000,000
51% — 23,149,285
100% — 3182873
51% — 4,000,000
$1% — 2,000,000
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Provision of electronic
travel distribution,
airport passenger
processing and cargo
management Services;
and sale and installation
of the related information
sysiems

Provision of electronic
travel distribution,
airport passenger
processing and cargo
management services;
and sale and installation
of the related information
systems

Computer hardware and
software development
and data network services

Provision of cargo
management Services
ang related software
and technology
development; and
provision of technical
support, training and
consulting services

Commercial services

Computer hardware and
software development
and data network services

Computer hardware and
software development
and data network services
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Civil Aviation Cares July 9, 2002 5% — 5,000,000  Computer hardware and
Techmology of software development
Xi'an Ltd. and data network services

(“Xi’an Cares”)

Civil Aviation Cares August 16, 2002 51% - 5,000,000  Computer hardware and
Technology of software development
Xinjiang Ltd. and data network services

{“Xinjiang Cares™)

TravelSky October 21, 2005 10% — 481,568  Computer hardware and
Technology system consulting services
(Singapore) Limited

(“Singapore Company”)

TravelSky Technology ~ December 28, 2005 100% — 403,677  Compoter hardware and
(Korea) Limited software devefopment
(*Korea Company”) and data neiwork services

TravelSky Technology ~ December 16, 2005 100% - 670,121 Software development and
{Japan) Limited computer equipment
(*Japan Company™) maintenance services

The Company and its subsidiaries are hereinafter collectively referred to as the “Group”.

Percentage Issued
Date of of equity and fully
Name incorporation interest held paid capital  Principal activities
Direct  Indirect RMB
Associated Companies
Shanghai Civil Aviation ~ May 21, 1999 41% - 10,000,000 Computer hardware and
East China Cares software development
System lntegration and data network services
Co., Lid. ("Huadong
Cares")
Shenyang Civil November 2, 1999 46% — 2,000,000  Computer hardware and
Aviation Cares of software development
Northeast China, Ltd. and data network services

{“Dongbei Cares™)
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Aviation Cares of November 28, 1999 4% 2,000,000  Computer hardware and
Southwest Chengdu, software development
Ltd. (“Xinan Cares™) and data network services
Yunnan TravelSky April 1, 2003 40% 6,000,000  Computer hardware and
Airport Technology software development
Limited (“Yunnan and technical consulting
Cares™) services
Heilongjiang TravelSky  April 30, 2003 50% 6,000,000  Computer hardware and
Airport Technology software development
Limited and technical consulting
(*Heilong)iang Cares™) services
Shanghai Dongmes September 28, 2003 50% 24,800,000  E-commerce, Sales of
Aviation Tourism computers and related
Online Co., Limited parts and provision of
(“Shanghai Cares”) network, technical
services and economic
consulting services
Dalian TravelSky January 28, 2005 50% 6,000,000  Computer hardware and
Airport Technology software development
Limited (“Dalian Cares”) and technical consulting
services
Hebei TravelSky April §, 2007 50% 3,000,000  Computer hardware and
Airport Technology software development
Limited (“Hebei Cares") and technical consulting
services
Guangzhou Airport December 24, 2007 0% 20.000,000  Computer hardware and

software development
and technical consulting
services

During the year, the Company and Hebei Airport Administration Group jointly incorporated
Hebei TravelSky Airport Technology Limited {“Hebei Cares”) that provides computer hardware
and software development and technical consulting services. The Company had invested RMB
1,500,000 in cash for a 50% equity interest of Hebei Cares.

In addition, the Company, Guangdong Airport Administration Group and China Southern
Airlines Company Limited jointly incorporated Guangzhou Airport AirSpan Information
Technology Limited (“Guangzhou Cares™) that provides computer hardware and software
development and technical consulting services. The Company had invested RMB 4,000,000 in
cash for a 20% equity interest of Guangzhou Cares.
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2. BASIS OF PRESENTATION

The consolidated financial statements of the Group have been prepared in accordance with
International Financtal Reporting Standards (“IFRS™) and under the historical cost convention,
as modified by the revaluation of financial assets and financial liabilities at fair value through
profit or loss.

The preparation of financial statements in conformity with 1FRS requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of
judgement or complexity, or areas where assumptions and estimates are significant to the
consolidated financial statements are disclosed in Note 4,

(a)  Standards, amendments and interpretations effective in 2007

The following standards, amendments and interpretations are mandatory for accounting
periods beginning on or after January 1, 2007:

. IFRS 7, ‘Financial instruments: Disclosures’, and the complementary amendment
to [AS 1, ‘Presentation of financial statements — Capital disclosures’, introduces
new disclosures relating to financial instruments and does not have any impact on
the classification and valuation of the Group’s financial instruments, or the
disclosures relating to taxation and trade and other payables; and

. IFRIC — Int 10, ‘Interim financial reporting and impairment’, prohibits the
impairment losses recognised in an interim period on goodwill and investments
in equity instruments and in financial assets carried at cost 1o be reversed at a
subsequent balance sheet date. This standard does not have any impact on the
Group’s financial statements,

(b) Standards, amendments and interpretations effective in 2007 but not relevant for
the Group’s operation in 2007

The following standards, amendments and interpretations to existing standards have been
published and are mandatory for the Group’s accounting periods beginning on or after

January 1, 2007 but are not relevant for the Group’s operations in 2007:

. IFRIC — Int 7, ‘Applying the restatement approach under IAS 29, Financial
reporting in hyper-inflationary economies’;

. IFRIC — Int 8, ‘Scope of IFRS 2°; and

. IFRIC — Int 9, ‘Re-assessment of embedded derivatives’.
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(c)

Standards, amendments and interpretations to existing standards that are not yet
effective and have not been early adopted by the Group

The following standards, amendments and interpretations to existing standards have been
published and are mandatory for the Group’s accounting periods beginning on or after
January 1, 2008 or later periods and have not been early adopted by the Group:

. IFRS 8, ‘Operating segments’ (effective from January 1, 2009). IFRS 8 replaces
IAS 14 and aligns segment reporting with the requirements of the US standard
SFAS 131, ‘Disclosures about segments of an enterprise and related information’.
The new standard requires a ‘management approach’, under which segment
information is presented on the same basis as that used for internal reporting
purposes. The Group will apply IFRS 8 from January 1, 2009;

. IAS | (Revised), ‘Presentation and Financial Statements’ (effective from January
1, 2009). IAS | (Revised) requires all owner changes in equity to be presented
in a statement of changes in equity. All comprehensive income is presented in one
statement of comprehensive income or in two statements (a separate income
statement and a statement of comprehensive income). It requires presenting a
statement of financial position as at the beginning of the earliest comparative
period in a complete set of financial statements when there are retrospective
adjustments or reclassification adjustments. However, it does not change the
recognition, measurement or disclosure of specific transactions and other events
required by other IFRSs. The Group will apply IAS | (Revised) from January 1,
2009; and

. IAS 27 (Revised), ‘Consolidated and separate financial statements’ {effective for
the first annual reporting period beginning on or after July 1, 2009). The amendment
requires non-controlling interests (i.e. minority interests) to be presented in the
consolidated statement of financial position within equity, separately from the
equity of the owners of the parent. Total comprehensive income must be attributed
to the owners of the parent and to the non-controlling interests even if this results
in the non-controlling interests having a deficit balance. Changes in a parent’s
ownership interest in a subsidiary that do not result in the loss of control are
accounted for within equity. When control of a subsidiary is lost, the assets and
liabilities and related equity components of the former subsidiary are derecognised.
Any gain or loss is recognised in profit or loss. Any investment retained in the
former subsidiary is measured at its fair value at the date when control is lost. The
Group will apply IAS 27 (Revised) from January 1, 2010.
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(d)

Standards, amendments and Interpretations to existing standards that are not yet
effective and not relevant for the Group’s operations in 2007

IAS 23 (Amendment), ‘Borrowing costs’ (effective from January 1, 2009);

IAS 32 and IAS 1 Amendments, ‘Puttable Financial Instruments and Obligations
Arising on Liquidation” {effective from Januwary 1, 2009),

IFRIC — Int 12, ‘Service concession arrangements’ (effective from January 1,
2008);

IFRIC — Int 11, ‘IFRS 2, Group and treasury share transactions® (effective from
March 1, 2007, but not yet effective for IFRS financial statements for the year
ended December 31, 2007);

IFRIC — Int 13, ‘Customer loyalty programmes’ (effective from July 1, 2008);
IFRS 3 (Revised), ‘Business Combination’ (effective for business combinations
with acquisition date on or after the beginning of the first annual reporting period

beginning on or after July 1, 2009); and

IFRIC — Int 14, *1AS 19, the limit on a defined benefit asset, minimum funding
requircments and their interaction’ (effective from January 1, 2008).

PRINCIPAL ACCOUNTING POLICIES

The principal accounting policies adopted in preparing the financial statements of the Company

and its subsidiaries are set out below. These policies have been consistently applied to all the

years presented, unless otherwise stated.

(a)

Consolidation

The consolidated financial statements include the financial statements of the Company

and all its subsidiaries made up to December 31.

(i)

Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the
Group has the power to govern the financial and operating policies generally
accompanying a shareholding of more than one half of the voting rights. The
existence and effect of potential voting rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another
entity. Subsidiaries are fully consolidated from the date on which control is
transferred to the Group. They are de-consolidated from the date that control
ceases.
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(i)

(iii)

The purchase method of accounting is used for acquisition of subsidiaries by the
Group. The cost of an acquisition is measured as the fair value of the assets given,
equity instruments issued and liabilities incurred or assumed at the date of exchange,
plus costs directly attributable to the acquisition. Identifiable assets acquired and
liabilities and contingent liabilities assumed in a business combination are measured
initially at their fair values at the acquisition date, irrespective of the extent of any
minority interest. The excess of the cost of acquisition over the fair value of the
Group's share of the identifiable net assets acquired is recorded as goodwill. If
the cost of acquisition is less than the fair value of the net assets of the subsidiary
acquired, the difference is recognized directly in the income statement.

Inter-company transactions, balances and unrealised gains on transactions between
group companies are eliminated. Unrealised losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting
policies of subsidiaries have been changed where necessary to ensure consistency
with the policies adopted by the Group.

In the Company’s balance sheet, the investments in subsidiaries are stated at cost
less provision for impairment losses (Note 3(f)). The results of subsidiaries are
accounted for by the Company on the basis of dividends received and receivables.

Transactions and minority interests

The Group applies a policy of treating transactions with minority interests as
transactions with parties external to the Group. Disposals to minority interests
result in gains and losses for the Group that are recorded in the consolidated
income statement. Purchases from minority interests result in goodwill, being the
difference between any consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary,

Associated companies

Associated companies are entities over which the Group has significant influence
but not control, generally accompanying a shareholding of between 20% and 50%
of the voting rights. In the consolidated financial statements, investments in
associates are accounted for using the equity method of accounting and are initialty
recognized at cost. The Group’s investment in associates includes goodwill (net
of any accumulated impairment loss) identified on acquisition.

When the Group’s share of losses equals or exceeds its interest in the associate,
including any other unsecured receivables, the Group does not recognize further
losses, unless it has incurred obligations or made payments on behalf of the

associate.
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Unrealised gains on transactions between the Group and its associated companies
are eliminated 10 the extent of the Group’s interest in the associated companies.
Unrealised losses are also eliminated unless the transaction provides evidence of
an impairment of the asset transferred. Accounting policies of associated companies
have been changed where necessary to ensure consistency with the policies adopted
by the Group.

Dilution gains and losses arising in investments in companies are recognized in
the consolidated income statement.

In the Company’s balance sheet, the investments in associated companies are
stated at cost less provision for impairment losses (Note 3(f)). The results of
associated companies are accounted for by the Company on the basis of dividends
received and receivables,

(b)  Foreign currencies

(i)

(i)

Functional and presentation currency

Items included in the financial statements of each of the Group's entities are
measured using the currency of the primary economic envirenment in which the
entity operates {the “functional currency”). The consolidated financial statements
are presented in Renminbi, which is the Company’s functional and presentation
currency.

Transactions and balances

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and from the translation
at year-end exchange rates of monetary assets and liabilities denominated in
foreign currencies are recognised in the income statement, except when deferred
in equity as qualifying cash flow hedges or qualifying net investment hedges.

Changes in the fair value of monetary securities denominated in foreign currency
classified as available for sale are analysed between translation differences resulting
from changes in the amortised cost of the security and other changes in the
carrying amount of the security. Translation differences related o changes in the
amortised cost are recognised in profit or loss, and other changes in the carrying
amount are recognised in equity.

Translation differences on non-monetary financial assets and liabilities are reported
as part of the fair value gain or loss. Translation difference on non-monetary
financial assets and liabilities such as equities held at fair value through profit or
loss are recognised in profit or loss as part of the fair value gain or loss.
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(c)

(iii) Group companies

The resuits and financial position of all the group entities (none of which has the
currency of a hyperinflationary economy) that have a functional currency different
from the presentation currency are translated into the presentation currency as
follows:

. Assets and liabilities for each balance sheet presented are translated at the
closing rate at the date of that balance sheet;

’ Income and expenses for each income statement are translated at average
exchange rates (unless this average is not a reasonable approximation of
the cumulative effect of the rates prevailing on the transaction dates, in
which case income and expenses are translated at the dates of the
transactions); and

. All resulting exchange differences are recognised as a separate component
of equity.

On consolidation, exchange differences arising from the translation of the net
investment in foreign operations, and of borrowings and other currency instruments
designated as hedges of such investments, are taken to shareholders’ equity. When
a foreign operation is partially disposed of or sold, exchange differences that were
recorded in equity are recognised in the income statement as part of the gain or
loss on sale.

Property, plant and equipment

Property, plant and equipment is stated at historical cost less accumulated depreciation
and accumulated impairment loss. Historical cost of an asset comprises its purchase price
and any directly attributable costs of bringing the asset to its working condition and
location for its intended use. Expenditures incurred after the property, plant and equipment
have been put into operation, such as repairs and maintenance and overhaul costs, are
normally charged to expense in the year in which they are incurred. When the expenditure
results in increase in the future economic benefits expected to be obtained from the use
of the asset and the cost of the asset can be measured reliably, the expenditure is
capitalized.

Depreciation of property, plant and equipment is provided using the straight-line method
over their estimated useful tives, after taking into consideration their estimated residual
value. The estimated useful lives of property, plant and equipment are as follows:

Buildings 20 years
Computer systems and software 3-11 years
Motor vehicles 6 years
Furniture, fixtures and other equipment 5-9 years
Leasehold improvements Over the lease term
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} ' (d)

(e)

The asset’s residual values and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount (Note 3(f)).

Gains and losses on disposals are determined by comparing the proceeds with the
carrying amount and are recognised in the income statement.

Assets under construction are stated at cost, Costs include construction and acquisition
costs, and interest charges arising from borrowings used 1o finance the assets during the
period of construction or installation and testing. No provision for depreciation is made
on assets under construction until such time as the relevant assets are completed and ready
for use.

Intangible assets

Intangible assets mainly represent purchased computer software.

Acquired computer software licences are capitalised on the basis of the costs incurred
to acquire and bring to use the specific software. These costs are amortized on a straight-

line basis over 3 years.

Costs associated with developing or maintaining computer software programmes are
recognised as an expense as incurred.

Research and development costs
Expenditures for research and development are charged against income in the period
incurred except for software development costs which comply strictly with the following

criteria:

. It is technically feasible to complete the intangible asset so that it will be available
for use or sale;

. Management intends to complete the intangible asset and use or sell it;
. There is an ability to use or sell the intangible asset;
. It can be demonstrated how the intangible asset will generate probable future

economic benefits;

. Adequate technical, financial and other resources to complete the development and
to use or sell the intangible asset are available; and

. The expenditure attributable to the intangible asset during its development can be
reliably measured.

— 94




APPENDIX I

FINANCIAL INFORMATION OF THE GROUP

)

()

Capitalized development costs are amortized on a straight-line basis over their expected
useful lives. The period of amortization does not normally exceed 5 years. During the
year ended December 31, 2007, no development costs were capitalized as they did not
meet all the criteria listed above (2006: nil).

Impairment of investments in subsidiaries, associates and non-financial assets

Assets that have an indefinite useful life or have not yet available for use are not subject
to amortisation and are tested annually for impairment. Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognized for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The recoverable amount is the higher
of an asset’s fair value less costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the impairment at each reporting date.

Financial assets

The group classifies its financial assets in the following categories: at fair value through
profit or loss, held-to-maturity financial assets, loans and receivables, and available-for-
sale. The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at their initial
recognition.

(i)  Financial assets ot fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for
trading. A financial asset is classified in this category if acquired principally for
the purpose of selling in the short-term. Assets in this category are classified as
current assets.

(ii)  Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or
determinable payments and fixed maturities that management has the positive
intention and ability to hold to maturity. If the Group were to sell other than an
insignificant amount of held-to-maturity financial assets, the whole category would
be tainted for two full annual reporting periods and reclassified as available-for-
sale. Held-to-marturity financial assets are included in non-current assets, except
for those with maturities less than 12 months from the balance sheet date, which
are classified as current assets. Held-to-maturity investments are carried at amortised
cost using the effective interest rate method.
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(iii) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included in current
assets, except for maturities greater than 12 months after the balance sheet date.
These are classified as non-current assets. Loans and receivables are carried at
amortised cost using the effective interest method.

(iv)  Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in
this category or not classified in any of the other categories. They are included
in non-current assets unless management intends to dispose of the investment
within 12 months of the balance sheet date.

Regular purchases and sales of financial assets are recognised on the trade-date — the
date on which the Group commits to purchase or sell the asset. Investments are initially
recognised at fair value plus transaction costs for all financial assets not carried at fair
value through profit or loss. Financial assets carried at fair value through profit or loss
are initially recognised at fair value and transaction costs are expensed in the income
statements. Financial assets are derecognised when the rights to receive cash flows from
the investments have expired or have been transferred and the Group has transferred
substantially all risks and rewards of ownership. Available-for-sale financial assets and
financial assets at fair value through profit or loss are subsequently carried at fair value.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value
through profit or loss’ category are presented in the income statements in the period in
which they arise. Dividend income from financial assets at fair value through profit or
loss is recognised in the income statements when the Group’s right 1o receive payments
is established.

Changes in the fair value of monetary securities denominated in a foreign currency and
classified as available-for-sale are analysed between translation differences resulting
from changes in amortised cost of the security and other changes in the carrying amount
of the security. The translation differences on monetary securities are recognised in profit
or loss, while translation differences on non-monetary securities are recognised in equity.
Changes in the fair value of monetary and non-monetary securities classified as available-
for-sale are recognised in equity. '

When securities classified as available-for-sale are sold or impaired, the accumulated fair
value adjustments recognised in equity are included in income statements.
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(i)

Interest on available-for-sale securities calculated using the effective interest method is
recognised in the income statements as part of other income. Dividends on available-for-
sale equity instruments are recognised in the income statements as part of other income
when the Group’s right to receive payments is established.

The fair values of quoted investments are based on current bid prices. If the market for
a financial asset is not active (and for unlisted securities), the Group establishes fair value
by using valuation techniques. These include the use of recent arm’s length transactions,
reference to other instruments that are substantially the same, discounted cash flow
analysis, and option pricing models making maximum use of market inputs and relying
as little as possible on entity-specific inputs.

The Group assesses at each balance sheet date whether there is objective evidence that
a financial asset or a group of financial assets is impaired. In the case of equity securities
classified as available-for-sale, a significant or prolonged decline in the fair value of the
security below its cost is considered as an indicator that the securities are impaired. If
any such evidence exists for available-for-sale financial assets, the cumulative loss —
measured as the difference between the acquisition cost and the current fair value, iess
any impairment loss on that financial asset previously recognised in income statements
— is removed from equity and recognised in the income statements. Impairment losses
recognised in the income statements on equity instruments are not reversed through the
income statements. Impairment testing of accounts receivable is described in Note 3(j).

Operating leases (as the lessee)

Leases where substantially all the rewards and risks of ownership of the assets remain
with the lessor are accounted for as operating leases. Rental payments under operating
leases (net of any incentives received from the lessor) are charged to expense based on
the straight-line method over the period of the leases.

Inventories

Inventeries, which principally comprise equipment for sale, spare parts and consumable
items, are carried at the lower of cost or net realizable value. Cost is determined based
on the first-in, first-out (“FIFO”) method and comprises all costs of purchase and other
costs incurred in bringing the inventories to their present location and condition. Net
realizable value is the estimated selling price in the ordinary course of business less the
estimated cost of completion and the estimated costs necessary to make the sale.
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(k)

M

{(m)

Accounts receivable

Accounts receivable is recognized initially at fair value and subsequently measured at
amortized cost using the effective interest method, less provision for impairment. A
provision for impairment of accounts receivable is established when there is objective
evidence that the Group will not be able to collect all amounts due according to the
original terms of receivables. Significant financial difficulties of the debtor, probability
that the debtor will enter bankruptcy or financial reorganization, and default or delinquency
in payments are considered indicators that the accounts receivable is impaired. The
amount of the provision is the difference between the asset’s carrying amount and the
present value of estimarted future cash flows, discounted at the effective interest rate. The
carrying amount of the assets is reduced through the use of an allowance account, and
the amount of the provision is recognized in the income statement. When an accounts
receivable is uncollectible, it is written off against the allowance account for account
receivables. Subsequent recoveries of amounts previously written off are credited against
expense in the income statement.

Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. Cash represents cash
in hand and deposits with banks or other financial institutions which are repayable on
demand. Cash equivalents represent short-term, highly liquid investments which are
readily convertible into known amounts of cash with original maturities of three months
or less and that are subject to an insignificant risk of change in value.

Accounts payables

Accounts payables are recognized initially at fair value and subsequently measured at
amortized cost using the effective interest method.

Taxation
(i) Current income tax

The current income tax charge is calculated on the basis of the tax laws enacted
or substantively enacted at the balance sheet date in the countries where the
Company and its subsidiaries and associates operate and generate taxable income.
Management periodically evaluates positions taken in tax returns with respect to
situations in which applicable tax regulation is subject to interpretation and
establishes provisions where appropriate on the basis of amounts expected to be
paid to the tax authorities.
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(i)

(iii)

Deferred income taxation

Deferred taxation is provided in full, using the liability method, on temporary
differences arising between the tax bases of an asset or liability and its carrying
amount in the consolidated financial statements. Deferred income tax is determined
using tax rates (and laws) that have been enacted or substantially enacted by the
balance sheet date and are expected to apply when the related deferred income
tax asset is realized or the deferred income tax liability is settled. Deferred tax
assets are recognized to the extent that it is probable that taxable profits will be
available against which the deductible temporary differences can be utilized.
Deferred income tax is provided on temporary differences arising on investments
in subsidiaries, associates, except where the timing of the reversal of the temporary
difference is controlled by the Group and it is probable that the temporary difference
will not reverse in the foreseeable future.

Other tax

Other tax liabilities are provided in accordance with the regulations issued by the
PRC government authorities.

(n) Employee henefits

(D

Pension

The full-time employees of the Group are covered by government-sponsored
pension plan under which the employees are entitled to a monthly pension based
on certain formulas. The relevant government agencies are responsible for the
pension liability to these retired employees. The Group contributes on a monthly
basis to these pensicn plans.

Starting from January 1, 2007, the Company implemented an additional
supplementary pension scheme, which is funded through an insurance company.

Under these plans, the Group pays contributions to publicly or privately administered
pension insurance plans on a mandatory, contractual or voluntary basis. The Group
has no further payment obligations once the contributions have been paid. The
contributions are recognised as employee benefit expense when they are due,
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(0)

(ii)  Other Employee benefit

All Chinese employees of the Group participate in employee social security plans,
including medical, housing and other welfare benefits, organized and administered
by the government authorities. Other than the welfare benefits provided by these
social security plans as disclosed, the Group has no material commitments to
employees.

According to the relevant regulations, the premiums and welfare benefit contributions
that should be borne by the Group are calculated based on percentages of the total
salary of employees, subject to a certain ceiling, and are paid to the labor and social
welfare authorities. Contributions to the plans are expensed as incurred.

Provisions

A provision is recognized when the Group has a present obligation (legal or constructive)
as a result of a past event and it is probable (i.e. more likely than not) that an outflow
of resources embodying economic benefits will be required to settle the obligation, and
a reliable estimation can be made for the amount of the obligation. Provisions are not
recognized for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be
required in settlement is determined by considering the class of obligations as a whole.
A provision is recognized even if the likelihood of an outflow with respect to any one
item included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required
to settle the obligation using an estimated current market interest rate that reflects current
market assessments of the time value of money and the risks specific to the obligation.
The increase in provision reflecting the passage of time is recognized as interest expense.
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(P

(q)

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the
rendering of services in the ordinary course of the Group’s activities. Revenue is shown
net of value-added tax, sales discounts and after eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured,
it 1s probable that future economic benefits will flow to the entity and when specific
criteria have been met for each of the Group’s activities as described below. The amount
of revenue is not considered to be reliably measurable until all contingencies relating to
the sale have been resolved. The Group bases its estimates on historical results, taking
into consideration the type of customer, the type of transaction and the specifics of each
arrangement.

* Revenue for aviation information technology services is recognized when the
services are rendered;

. Revenue for data network services is recognized when the services are rendered;

. Sale of equipment is recognized when the significant risks and rewards of ownership
of the goods have been transferred to the buyer;

. Revenue for equipment installation project is recognized by reference to the stage
of completion when this can be measured reliably. The stage of completion is
determined in the proportion that contract costs incurred for work performed to
date bear to the estimated total contract costs. When the outcome of the transaction
involving the rendering of services cannot be estimated reliably, revenue ts
recognized only to the extent of expenses recognized that are recoverable. In the
period in which it is determined that a loss will result from the performance of
the contract, the entire amount of the estimated ultimate loss is charged against
income;

. Interest income is recognized on a time-proportion basis, taking into account the
principal amounts outstanding and the applicable interest rates; and

. Dividend income is recognized when the right to receive payment is established.
Dividend distribution
Dividend distribution to the Company’s equity holders is recognized as a liability in the

Group’s financial statements in the period in which the dividends are approved by the
Company’s shareholders.
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(r}  Share Capital

Ordinary shares are classified as equity. Mandatory redeemable preference shares are
classified as liabilities.

Incremental costs directly attributable to the issue of new shares or options are shown
in equity as a deduction, net of tax, from the proceeds.

Where any Group company purchases the Company’s equity share capital (treasury
shares), the consideration paid, including any directly attributable incremental costs (net
of income taxes,) is deducted from equity attributable to the Company’s equity holders
until the shares are cancelled or reissued. Where such shares are subsequently reissued,
any consideration received (net of any directly attributable incremental transaction costs
and the related income tax effects) is included in equity attributable to the Company’s
equity holders. )

CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The preparation of financial statements in conformity with IFRS requires the Company to make
estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. On an on-going basis, the Company evaluates its estimates based on
historical experience and on various other assumptions that are believed to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates under different assumptions or conditions.

The estimates and assumptions that have a significant risk of causing a material adjustment to
the carrying amounts of assets and liabilities within the next firancial year are discussed below:

(a}  Sales discount

Revenues derived from aviation information technology services and data network services
are recognized net of sales discount. The amount of sales discount is subject to negotiation
with customers. In certain cases, in situation where final agreement has not been reached,
management makes an estimate of the discounts with reference to the status of negotiation
and taking into accounts of historical experiences and industry performance.
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(b)

(c)

(d)

(e)

Depreciation of property, plant and equipment

The property, plant and equipment of the Group are depreciated at rates sufficient to write
off their costs less accumulated impairment Josses and estimated residual values over
their estimated useful lives on a straight-line basis. The Group reviewed the useful lives
periodically to ensure that the method and rates of depreciation are consistent with the
expected pattern of economic benefits from the property, plant and equipment. The Group
estimates the useful lives of the property, plant and equipment as set out in Note 3(c)
based on the historical experience with similar assets, taking into account anticipated
technological changes. The depreciation expenses in the future periods will change if
there are significant changes to these estimates.

Impairment of assets

At each balance sheet date, the Group considers both internal and external sources of
information to assess whether there is any indication that assets are impatred. If any such
indication exists, the recoverable amount of the asset is estimated and an impairment loss
is recognized to reduce the carrying amount of the asset to its recoverable amount.
Accordingly, there will be an impact to the future results if there is a significant change
in the recoverable amounts of the assets.

Fair value

The Group estimates the fair value of its financial assets and financial liabilities including
accounts receivable, prepayments, other current assets, accounts payable, accrued liabilities
and other current liabilities by discounting its future contractual cash flows at the
estimated current market interest rate that is available to the Group for similar financial
instruments. The future values will change if there are changes in the estimated market
interest rate.

Income taxes

The Group is subject to income taxes in both PRC and other jurisdictions. Significant
judgment is required in determining the provision for income taxes. There are many
transactions and calculations for which the ultimate tax determination is uncertain during
the ordinary course of business. The Group recognizes liabilities for anticipated tax audit
issues based on estimates of whether additional taxes will be due. Where the final tax
outcome of these matters is different from the amounts thar were initially recorded, such
differences will impact the income tax and deferred tax provisions in the period in which
such determination is made.

REVENUES

Revenues primarily comprise the service fees earned by the Group for the provision of the

Group’s aviation information technology services and related data network services. A substantial

portion of these revenues was generated from the shareholders of the Company.
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6. T“PROFIT BEFORE TAXATION

Profit before taxation is arrived at after charging (crediting) the following:

2007 2006
RMB 000 RMB'000
After charging:
Depreciation 229,510 218,097
Amortization of intangible assets 7,427 8,409
Amortization of leasehold improvements 6,174 2,672
Loss on disposal of
property, plant and equipment 6,039 83
Provision for impairment of receivables 1,747 10,608
Provision for impatrment of inventory — 106
Cost of equipment sold 53,093 . 25,229
Contributions to defined contribution
pension scheme 40,963 17,921
Auditors’ remuneration 2,616 2,520
Exchange loss 20,816 15,218
Contribution to housing fund 12,439 12,591
Research and development expenses 264,024 234,050
After crediting:
Interest income {69,512) (67,624}
— —
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7. DIRECTORS’, SUPERVISORS’ AND SENIOR MANAGEMENT’S
EMOLUMENTS

(1) Directors’ and supervisors’ emoluments

The following table sets out the emoluments paid to the Company’s directors and
supervisors during the year ended December 31, 2007 (tax inclusive):

Year ended December 31, 2007

Salary of
employee,
Allowances and
Benefits Employer's
(employer's Employees’  contribution to
Name of Director Remuneration Bonus for ~ contribution  Discrefionary pension scheme
and Supervisor for Director Director inclusive) bonuses  for employee Total

RMB'000 RMB 000 RMB'O00 RMB'000 RMB000 RMB'00

Chairman of the Board

Zhu Yong* — - - — - -
Executive Directors

Zhu Xiaoxing - - 20 m 2 508
Ding Weiping - - % 38 il 0
Song Jinxiang — — % 385 b b7

Non-Executive Directors

Wang Quankua* — - — - _ _
Can Jianxiong* {i) - - — — _ _
Luo Chaogeng?* {ii) - - — - — _
Gong Guokui* — - — - — —
Rong Gang* — — - — _ _
Sun Yongtao* (iv) - - - - _ -
Liv Dejun* {iv) - — - _ _ _
Xia Yi* fiv) - - — - - -
Song Jian* - - - - — -

— 105 —




APPENDIX 1 FINANCIAL INFORMATION OF THE GROUP

Independent Non-Executive

Directors
Yick Wipg Fat, Sitnon 120 - - - - 0
Chow Kwok Wah, James (i) 50 — — - - 50
{hua Keng Kim (i) 10 - — —_ - 10
Yuan Yaohui (iv) 120 — - - - 120

Supervisors
Li Xiaojun* - - — - - —
Du Hongying* — - - - - -
Jing Gongbin* {iv} — — - - — _—
Zhang Yakun* - - - - - -
Yu Yanbin* (iv) - - - - - -
Gao Jingping

(Staff Representative

Supervisor) {iv) - - 188 44 i 433
Wang Xiaomin

{Staff Representative

Supervisar) {iv) - — 38 33 2 43
Zhang Xin

{Siaff Representative

Supervisor) — — n 182 A M
Rao Geping (ladependent )

Supervisor) 50 - — - — 50

The following table sets out the emoluments paid to the Company’s directors and
supervisors during the year ended December 31, 2006 (tax inclusive):

Year ended December 31, 2006

Salary of
employee,
Aliowances and
Benefits Employer’s
(employer’s  Employees’ contribution to
Name of Director Remuneration Bonus for  contribution  Discretionary pension scheme
and Supervisor for Director Director inclusive) bonuses  for employee Total

RMB'000 RMB'000 RMB'0 RMB000 RMBO00 RMB 000

Chairman of the Board
Zhu Yong* - - — - - —

Executive Divectors

Zhu Xiaoxing - - 190 i 19 516
Ding Weiping - - 103 391 19 315
Song Jinxiang - - 105 39 19 515
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Non-Executive Birectors

Wang Quanhua* — - - - _ _
Cao Jianxiong* (i} - — - - - -
Geng Guokui* - — - — - —
Rong Gang* - - - - — —
Yang Yatie* (iii) - — - — - _
Li Xizoguang* (iii) - - - - — —
§i Yupei* (iii) - - — - - _

Song Jian* - - - - - -

Independent Non-Executive

Directors
Yick Wing Fat, Simon 90 — - — — %
Chow Kwok Wah, James {i} 9% - - - - 90
Wu Jiapei fiii) 90 - - - - 90
Supervisors

Li Xizojun* - - - - - -
Du Hongying* - - — - — -
Zhang Yakun* - - — - - -
Wang Yonggiang* (i} - — - - - -
Chen Lihong* {iif) - - - — - -
Tan Xigoxu

(taff Representative

Supervisor) fifi) — - % M 19 461
Zhang Xin

(Staff Representative

Supervisor} - — 1 165 19 236
Rao Geping (independent

Supervisor) — — - — - —

* These directors and supervisors are employees of the shareholders of the Company
or their subsidiaries, and obtain emoluments from them. No appropriation has been
made as the directors of the Company considered it is impracticable to apportion
this amount between their services to the Group and the parent of the Company
or their subsidiaries.

1)) Resigned on June 5, 2007

(ii)  Appointed on June 5, 2007

(iii) Resigned on January 9, 2007

(iv) Appointed on January 9, 2007
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During the year ended December 31, 2007, no director had waived or agreed to waive
any emolument (2006: nil). No emolument was paid to any of the directors as an
inducement to join or upon joining the Company or as compensation for loss of office
(2006: nil).

(2)  Five highest paid individuals

The five individuals whose emoluments were the highest in the Group for the year include
three (2006: three) directors whose emoluments are reflected in the analysis presented
above. The emoluments payable to the remaining two (2006: two) individuals during the
year are as follows:

2007 2006

RMB’'000 RMB’000

Basic salaries and allowances 281 277
Bonus 629 666
Retirement benefits 42 38
952 981

The annual emoluments paid during the year ended December 31, 2007 to each of the
directors (included in the five highest paid employees) fell within the band from RMB
nil to RMB | million (2006: from RMB nil to RMB 1 million).

RETIREMENT BENEFITS

All the full time employees of the Group are covered by state-sponsored pension scheme under
which the employees are entitled to an annual pension equal to their basic salaries at their
retirement dates. The PRC government is responsible for the pension liability to these retired
employees. The Group was required to make specified contributions to the state-sponsored
pension scheme at the rate of 20% of the employees’ basic salaries for the year ended December
31, 2007 (2006: 20%). The contributions to the pension scheme made by the Group for the year
ended December 31, 2007 amounted to approximately RMB 21,173,000 (2006: RMB 17,921,000).
This amount was recorded in personnel expenses.

In addition, starting from January 1, 2007, a supplementary defined contribution pension plan
managed by an insurance company was established. The one time entrance contribution and the
annual contributions to this plan made by the Group for the year ended December 31, 2007
amounted to approximately RMB 14,000,000 and RMB 5,790,004 respectively. These amount
were recorded in personnel expenses.

Under these schemes, the Group has no obligation for post-retirement benefits beyond the annual
contributions made.
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10.

HOUSING FUND

All the full-time employees of the Group are entitled to participate in a state-sponsored housing
fund. The fund can be used by the employees for housing purchases, or may be withdrawn upon
their retirement. The Group is required to make annual contributions to a state-sponsored
housing fund equivalent to a certain percentage of each employee’s salary. The contributions
by the Group to the housing fund for the year ended December 31, 2007 amounted to approximately
RMB 12,439,000 (2006: RMB {2,591,000). This amount was recorded in personnel expenses.

The average number of employees in 2007 was 2,629 (2006: 2,388).

TAXATION

Income Tax
2007 2006
RMB 000 RMB 000

Current tax:
PRC enterprise income tax expenses 77,692 98,484
Overseas taxation 1,349 (63)
Deferred tax (9,100} —
69,941 98,421

Taxation of the Group except for Hong Kong Company, Singapore Company, Japan Company,
and Korea Company is provided based on the tax laws and regulations applicable to PRC
enterprises. The Group provides for PRC enterprise income tax on the basis of its income for
statutory financial reporting purposes, adjusted for income and expense items that are not
assessable or deductible for tax purposes.

Under the prevailing PRC income tax law, the Company is subject to enterprise income tax
(“EIT”) at a rate of 33% on the taxable income as reported in its statutory accounts which are
prepared based on the accounting principles and financial regulations applicable to PRC
enterprises. The Company was registered as a new technology enterprise in October 2000 in
Zhongguancun Haidian Science Park and has been approved by the Haidian State Tax Bureau
for an EIT preferential rate of 15%, effective from January 1, 2006.

The Company’s subsidiaries are entitled to different preferential tax rates, ranging from 15%
to 33%. These subsidiaries are located in special economic zones for which the applicable tax
rate is 15%, or designated as “New Technology Enterprise” for which the applicable tax rate
is 15%. In addition, these subsidiaries are entitled to certain reductions in tax rates in their initial

years of operations.
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The above mentioned EIT preferential rates or status currently enjoyed by the Company and
its subsidiaries will be subject to re-assessment in 2008 by the respective local tax bureau in
view of the Corporate Income Tax Law of the People’s Republic of China (“new CIT Law™)
that has became effective on January 1, 2008 as approved by the National People’s Congress
on March 16, 2007. Under the new CIT Law, the statutory corporate income tax rate applicable
to the Company starting from January 1, 2008 will be 25%, replacing the currently applicable
tax rate of 33%.

The reconciliation between the Group’s actual tax charge and the amount which is calculated
based on the weighted average statutory tax rate is as follows:

2007 2006

RMB’000 RMB'000

Profit before taxation 718,591 627,942

Weighted average statutory tax rate 33% 33%
Tax calculated at domestic tax rates applicable

to profits in the respective countries 237,135 207,221

Non-taxable income (450) (450)

Tax refund (i) (30,180) —_

Non-deductible expense 2,830 5,444

Effect of preferential tax rates (139,394) (113,794)

Tax charge 69,941 08,421

(i) Tax refund

The relevant authorities issued a notice dated January 9, 2007 recognising the Company
as an “Important Software Enterprise” in 2006 under the National Planning Layout.
According to the relevant regulations, the Company is entitled to a preferential tax rate
of 10% in the year of recoguition. The Company had already paid EIT at a rate of 15%
for the financial year ended December 31, 2006. The difference between the EIT paid
by the Company over the preferential tax rate of 10% amounting to approximately RMB
30,180,000 had been refunded to the Company in June 2007. The tax refund was offset
against income tax expense in the consolidated financial statements for the year ended
December 31, 2007.

The relevant authorities issued a notice dated February 26, 2008 recognising the Company
as an “Important Software Enterprise” in 2007 under the National Planning Layout. According
to the relevant regulations, the Company is entitled to a preferential tax rate of 10% in the
year of recognition. The Company had already paid EIT at a rate of 15% for the financial
year ended December 31, 2007. According to the related regulation, the EIT paid by the
Company for the financial year ended December 31, 2007 over the preferential tax rate of
10% will be refunded to the Company in the subsequent year. Its impact will be accounted
for in 2008 financial statements accordingly.
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11.

Business Taxes
The Group is subject to business taxes on its service revenues:

Aviation information technology service and data network 3%
Training, technical support service, rental and others 5%

Value — Added Tax (*VAT”)}

The Group’s sales of equipment are subject to Value Added Tax (VAT). The Company and one
of its subsidiaries, InfoSky are certified by the tax authorities as general tax payers, and other
subsidiaries of the Company are small-scale VAT tax payers. The applicable tax rate is 17%
for general tax payers, and 4%-6% for small-scale VAT tax payers.

For general tax payers, input VAT from purchase of equipment for sale can be netted off against
output VAT from sales.

VAT payable or receivable is the net difference between periodic output and deductible input
VAT.

DIVIDENDS AND OTHER DISTRIBUTION

At the annual general meeting and class meetings of the Company held on June 5, 2007, a
resolution was passed for the bonus issue of 888,157,500 new ordinary shares at par value of
RMBI per share to the equity holders of the Company on basis of one bonus share for one
existing share (“Bonus Issue”), by conversion of reserve amounting to RMB 888,157,500 into
paid in capital. As a result, the number of ordinary shares increased from 888,157,500 to
1,776,315,000. The new shares rank pari passu in all respect with the existing shares.

The shareholders in the annual general meeting on June 5, 2007 approved the final dividend
in respect of 2006 of RMB 0.22 per share (RMB 0.11 per adjusted ordinary share after the Bonus
Issue as mentioned in above) amounting to a total of RMB 195,394,650, The amount was
accounted for in shareholders’ equity as an appropriation of retained earnings.

The Board of Directors proposed a cash dividend of RMB 0.13 per share for the year ended
December 31, 2007, amounting lo approximately RMB 230,920,950. The proposed cash dividend
distribution is subject to shareholders’ approval in their next general meeting and will be
recorded in the Group's financial statements for the year ending December 31, 2008.
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12.  EARNINGS PER SHARE

Due to the Bonus Issue as described in note |1, the number of ordinary shares for the year ended
December 31, 2006 for the purpose of calculating earnings per share has been adjusted
retrospectively for the increase of ordinary shares.

Earnings per share for the year ended December 31, 2007 and December 31, 2006 have been
computed by dividing the profit attributable to the equity holders of the Company, of RMB
630,989,000 and RMB 515,587,000, by 1,776,315,000 ordinary shares issued and outstanding.

There were no potential dilutive ordinary shares outstanding during the years ended December
31, 2007 and 2006.

13. PROPERTY, PLANT AND EQUIPMENT, NET

At December 31, property, plant and equipment comprised:

The Group:
Furniture,
Computer fixtures Assets
systems and Motor  and other under  Leasehold

Buildings  sofiware  vehicles equipment construction improvement Total

RMB'000  RMB'000  RMB'000  RMB'000  RMB'O00  RMB000  RMB’000
Cost
As at January 1, 2006 58496 1,324,605 34,242 29,850 181 — 1,473
Purchases 2,10 119,662 5,077 9,245 3,464 14,044 154,202
Transfer upon completion - 484 - - (434} - —
Disposalsfwrite off — (6.114) {1,664) {610 - - {8.388)
As at December 31, 2006 61,206 1,638,637 37,655 38485 3,161 14044 1,793,188
Purchases 49989 545872 1876 5,201 — 5605 614,343
Disposalsfwrite off —  (167.023) {4%0) (342) (161} —  (168217)
As at December 31, 2007 LLI9S 2,017,486 45,040 41,144 3,000 19649 2239514
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Accumulated depreciation
As at January 1, 2006
Charge for the year
Disposalsfwrite off

As at December 31, 2006

Charge for the year
Disposals/write off

As at December 31, 2007

Net book value
As at December 31, 2006

As at December 31, 2007

The Company:

Cost

As at January 1, 2006
Purchases
Disposalsiwrite off

As at December 31, 2006

Purchases
Disposalsfwrite off

As at December 31, 2007

(9.334)  (873.870)  (18558)  (17,287) — — (919,04
{2,892)  (206,368) (4,427) (4,410) - (2,672)  (220,769)
- 5 1,525 543 - - 11
(12,6) (1,074527)  (21460)  (21,154) - 2,672) (1,132,039)
(3,162)  (212,76]) (4,725) (8,862) - (6,174)  {235,684)
- 160,474 433 450 - — 161,357
(15,388) (1,126814) (25752} (29,566} — (8.446) (1,206,366)
48980 564,110 16,195 17,331 .16l 1,372 661,149
95,807 800,672 19,288 13,578 3,000 10,803 1,033,148
Furniture,
Computer fixtures
systems and Motor and other Leasehold

Buildings software vehicles  equipment improvement Totat
RMB000 RMB'000 RMB 000 RMB'060 RMB'000 RMB'000
32,393 1,512,721 20,285 21,228 — 1,587,127
- 118,428 1849 1,553 12,443 142,273

- {5,711 (923) (453) — {7,087
32,893 1,625,438 23211 28,328 12,443 1,722,313
33,590 544,509 6,758 2912 5,140 592,909
— (164,442) — — — (164,442)
66,483 2,005,505 29,969 31,240 17,583 2,150,780
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Accumulated depreciation

As at January [, 2006 (3,716) (864,538) {11,044) (12,555) - (891,873)
Charge for the year (1,595) {205,343) {2,502) (2,857 (2,045) (214,344)
Disposals/write off — 5474 895 439 — 6,808
As at December 31, 2006 (5,31)  (1,064,429) (12,651) {14.973) (2,045} (1,099,409)
Charge for the year {1,395) (211,812} (2814) (7,284) (5,266) (228,771}
Disposalsfwrite off — 157,978 - - — 157978
As at December 31, 2007 (6,906)  (1,118,263) {15,465) (22,257) (7310 (1,170,202)

Net book value
As at December 31, 2006 27582 361,009 10,560 13,355 10,398 622,904

As at December 31, 2007 39,571 887,142 14,504 3,983 10,272 980,578

|
|
|
‘ 14. INTANGIBLE ASSETS, NET

The Group The Company
2007 2006 2007 2006
RMB 000 RMB’000 RMB'000 RMB 000
Cost
As at January 1 53,414 48,268 47,586 44,222
Additions 9,282 5,146 8,855 3,364
As at December 31 62,696 53,414 56,441 47,586
Accumulated
amortization
As at January | (43,445) (35,036) (39,678) (31,772)
Amortization for the year {7,427 (8,409) (6,747) (7,906)
As at December 31 (50,872) (43,445) (46.425) (39,678)
Net book value
As at December 31 11,824 9,969 10,016 7,908
The intangible assets of the Group and the Company represent computer software acquired.
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15. INVESTMENTS IN SUBSIDIARIES

The Group The Company
2007 2006 2007 2006
RMB’000 RMB 000 RMB'000 RMB'000
Investments, at cost: — — 37,507 37,507

A listing of the Company’s subsidiaries is shown in Note 1.

16. INVESTMENTS IN ASSOCIATED COMPANIES

The Group The Company

2007 2006 2007 2006

RMB’ 000 RMB 00} RMB'000 RMB’000

Beginning of the year 68,343 53,854 21,790 11,890

Share of profit 12,991 11,727 — —_
Dividend received from

associated companies (838) (7,138) —_ —

Additional capital
contribution 5,500 9,900 5,500 9,900
End of the year 85,996 68,343 27,290 21,790

A listing of the Group’s associates is shown in Note 1.

The Group’s interest in its principal associates, all of which are unlisted, were as follows:

Profit

attributable

Total to equity

Total assets liabilities Revenues holders

RMB’ 000 RMB 000 RMB'000 RMB 000

2006 84,679 16,336 303,950 11,727
2007 111,321 25,325 346,305 12,991
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17. FINANCIAL INSTRUMENTS BY CATEGORY

The accounting policies for financial instruments have been applied to the line items below:

The Group The Company
2007 2006 2007 2006
RMB’000 RMB 000 RMB'000 RMB’000
Assets as per balance sheet:
Accounts receivable
{Note 22) 141,565 84,882 110,242 58,125
Due from related parties
(Note 23) 389,561 300,070 381,573 289,751
Due from subsidiaries,
net (Note 24} — — 24982 22,227
Due from associated
companies (Note 25) 6,308 273 6,308 273
Short-term bank
deposits {Note 27) 1,843,949 1,884,604 1,757,949 1,813,504
Cash and cash equivalents
(Note 28) 1,209,152 1,233,166 1,111,519 1,147,017
Loans and receivables 3,590,535 3,502,995 3,392,573 3,330,947
Held-to-maturity financial
assets (Note 19) 100,000 100,000 100,000 100,000
Total 3,690,535 3,602,995 3,492,573 3,430,947
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18. DEFERRED INCOME TAX

The Group The Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB'000 RMB’ 000

Deferred tax assets:
— Deferred tax assets to

be recovered after

more than 12 months 6,539 — 6,539 —
— Deferred tax assets

to be recovered

within 12 months 2,690 — 1,523 —

9,229 — 8.062 —

Deferred tax liabilities:
— Deferred tax liabilities
to be settled within
12 months (129) — — —

(129) — — —

The gross movement on the deferred income tax accounts is as follow:

The Group:
Depreciation Provision
and and
Amortization Others Total
RMB'000 RMB’ 000 RMB'000
As at January 1, 2006 and
December 31, 2006 — — —
Charged/(credited) to the
income statement 7,647 1,453 9,100
As at December 31, 2007 7,647 1,453 9,100
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19.

20.

The Company:

Depreciation Provision
and and
Amortization Others Total
RMB’000 RMB’000 RMB'000
As at Janvary 1, 2006 and
December 31, 2006 — — —
Charged/(credited) to the
income statement 7,614 448 8,062
As at December 31, 2007 7.614 448 8,062

HELD-TO-MATURITY FINANCIAL ASSETS

At December 31, the Company and the Group had the following held-to-maturity financial

assets:
Interest rate and maturity 2007 2006
RMB'000 RMB'000
Treasury bonds 3% per annum with maturity
in December 2008 100,000 100,000

As at December 31, 2007, the held-to-maturity financial asset was classified as current assets
as it will be matured within twelve months.

OTHER LONG-TERM ASSETS

At December 31, other long-term assets of the Company and the Group mainly comprised long-
term rental deposits.
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21.

22,

INVENTORIES
The Group The Company

2007 2006 2007 2006
RMB 000 RMB’ 000 RMB 000 RMB’000
Equipment for sale 9,009 4,359 2,632 2,632
Spare parts 77 83 — —
Others 261 162 — —
Total 9,347 4,604 2,632 2,632

Provision for impairment
of inventories (106} (106) —_ _
9,241 4,498 2,632 2,632

No inventories have been pledged as security for borrowings with the Group and the Company.

ACCOUNTS RECEIVABLE, NET

The Group The Company
2007 2006 2007 2006
RMB 000 RMB’ 000 RMB'000 RMB’000
Accounts receivable . 146,390 87,960 113,797 60,997
Provision for impairment
of receivables (4,825) (3,078 (3,555) (2,872)
Accounts receivable, net 141,565 84,882 110,242 58,125

The payment period is normally within six months after the services are rendered.

The carrying amounts of the Group’s accounts receivable approximated its fair value as at
December 31, 2007 because of the short-term maturities of these receivables.

The maximum exposure to credit risk at the reporting date is the fair value of accounts
receivable. The Group does not hold any collateral as security.
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As at December 31, 2007 and 2006, the ageing analysis of the accounts receivable was as

follows:
The Group The Company
2007 2006 2007 2006
RMB’000 RMB'000 RMB'000 RMB 000
Within 6 months 126,837 73,294 108,850 56,190
Over 6 months but
within | year 6,390 4,859 1,490 2,196
Over | year but
within 2 years 4,578 2,083 1,008 1,224
Over 2 years but
within 3 years 1,247 6,598 1,062 265
Over 3 years 7,338 1,126 1,387 1,122
Accounts receivable 146,390 87.960 113,797 60,997
Provision for impairment
of receivables (4,825) (3,078 (3,555 (2,872)
Accounts receivable, net 141,565 84,882 110,242 58,125

As of December 31, 2007, accounts receivable of RMB 8,656,000 (2006: RMB 3,524,000) were
past due but not impaired. These relate to a number of independent customers for whom there
is no recent history of default. The aging analysis of these accounts receivable is as follows:

The Group The Company
2007 2006 2007 2006
RMB'000 RMB'000 RMB 000 RMB 000
Over 6 months but
within 1 year 4,900 2,664 — —
Over 1 year but
within 2 years 3,571 860 —_ —
Over 2 years but
within 3 years 185 — — —
8,656 3.524 — —
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As of December 31, 2007, accounts receivable of RMB 10,897,000 (2006: RMB 11,142,000}
were impaired. The amount of the provision was RMB 4,825,000 as of December 31, 2007
(2006: RMB 3,078,000). It was assessed that a portion of the receivables is expected to be
recovered. The ageing of these receivables is as follows:

The Group The Company
2007 2006 2007 2006
RMB'000 RMB’ 000 RMB'000 RMB 000
Over 6 months but
within | year 1,490 2,195 1,490 2,196
Over 1 year but
within 2 years 1,007 1,223 1,008 1,224
Over 2 years but
within 3 years 1,062 6.598 1,062 265
Over 3 years 7,338 1,126 1,387 1,122
10,897 11,142 4,947 4,807

The movement of provision for impairment of receivables is as follows:

The Group The Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB'000 RMB’000
Balance at beginning
of year 3,078 1,755 2,872 1,557
Provision 1,747 1,323 683 1,315
Balance at end of year 4,825 3,078 3,555 2,872

The carrying amounts of the accounts receivable are denominated in the following currencies:

The Group The Company
2007 2006 2607 2006
RMB'000 RMB’000 RMB’ 000 RMB’'000
RMB 47,353 27,587 26,946 16,722
HKD denominated 7,430 4,112 4,629 2,077
USD denominated 87,502 56,213 78.159 42,198
Others 4,105 48 4,063 —
146,390 87,960 113,797 60,997
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23. DUE FROM RELATED PARTIES, NET

The Group The Company
2007 2006 2007 2006
RMB'000 RMB’000 RMB'000 RMB’000
Within 6 months 377,452 289,133 370,352 279,376
Over 6 months but
within 1 year 10,796 10,889 10,721 10,855
Over | year but
within 2 years 7,055 7,685 5,779 7,157
Over 2 years but
within 3 vears 1,895 5,148 1,858 5,148
Over 3 years 7,028 1,880 7,028 1,880
Due from related parties 404,226 314,735 306,238 304,416
Provision for impairment
of receivables (14,665) (14,665) (14,665) (14,665)
Due from related
parties, net 389,561 300,070 381,573 289,751

These balances are trade related, interest free, unsecured and generally repayable within six
months.

As of December 31, 2007, due from related parties of RMB 12,109,000 (2006: RMB 10,937,000)
were past due but not impaired. These relate 1o a number of customers for whom there is no
recent history of default. The aging analysis of these receivables are as follows:

The Group The Company
2007 2006 2007 2006
RMB’000 RMB'000 RMB’000 RMB 000
Over 6 months but
within | year 10,796 5,110 10,721 5,076
Over | year but
within 2 years 1,276 5,827 — 5,299
Over 2 years but
within 3 years 37 — — —
12,109 10,937 10,721 10,375
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24,

As of December 31, 2007, due from related parties of RMB 14,665,000 (2006: RMB 14,665,000)
were impaired. The amount of the provision was RMB 14,665,000 as of December 31, 2007
(2006: RMB 14,665,000) for the estimated losses resulting from the disagreement on services
and payments. The ageing of the receivable is as follows:

The Group The Company
2007 2006 2007 2006
RMB 000 RMB 000 RMB’000 RMB 000
Over 6 months but
within 1 year — 5,779 — 5,779
Over | year but
within 2 years 5,779 1,858 5.779 1,858
Over 2 years but
within 3 years 1,858 5,148 1,858 5,148
Over 3 years 7.028 1,880 7,028 1,880
14,665 14,665 14,665 14,665

DUE FROM SUBSIDIARIES, NET

The Group The Company
2007 2006 2007 2006
RMB’000 RMB’000 RMB'000 RMB’000
Within 6 months — — 7,111 8,540
Over 6 months but
within | year — — 3,210 2,287
Over | year but
within 2 years — — 5,751 3,783
Over 2 years but
within 3 years — — 2,293 4,813
Over 3 years — — 14,428 10,615
Total : — — 32,793 30,038
Provision for impairment
of receivables — — (7,811) (7,811)
Due from subsidiaries, net — — 24,982 22,227

These balances are trade related, interest free and unsecured.
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25.

DUE FROM ASSOCIATED COMPANIES

These balances are trade related, interest free, unsecured and generally repayable within

one year.

26, PREPAYMENTS AND OTHER CURRENT ASSETS
The Group The Company
2007 2006 2007 2006
RMB'000 RMB’ 000 RMB 000 RMB'000
Advance payments 35,822 13,578 32,460 5,050
Interest receivable 34,046 28,894 34,046 28,804
Prepaid expenses 18,661 13,045 18,661 12,775
Other current assets 13,870 6,547 3,473 1,069
Total 102,399 62,064 88,640 47,788
27. SHORT-TERM BANK DEPOSITS
The Group The Company
2007 2006 2007 2006
RMB'000 RMB'000 RMB’000 RMB’000
RMB 1,666,000 1,601,100 1,580,000 1,530,000
HKD dencminated 177,949 221,034 177,949 221,034
USD denominated —_ 62,470 — 62,470
1,843,949 1,884,604 1,757,949 1,813,504

The annual interest rate on short-term bank deposits ranges from 2.52% to 4.80% (2006: 1.71%
to 4.89%) and these deposits have a maturity period ranging from 6 to 24 months {2006: 6 to
36 months).
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28.

29.

CASH AND CASH EQUIVALENTS

The Group The Company
2007 2006 2007 2006
RMB’ 000 RMB 000 RMB'000 RMB’000
Cash
RMB 60 300 20 110
HKD denominated 34 30 — —_
USD denominated — 1 — —_
Others 5 8 — —
99 339 20 110
Demand deposits
RMB 1,094,216 1,064,720 1,051,485 1,022,124
USD denominated 78,280 109,976 45,797 79,295
HEKD denominated 31,640 55,921 14,217 45,488
Others 4917 2,210 — —
1,209,053 1,232,827 1,111,499 1,146,907
Total cash and cash
equivalents 1,209,152 1,233,166 1,111,519 1,147,017

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

The Group The Company
2007 2006 2007 2006
RMB'000 RMB’000 RMB'000 RMB’000
Accounts payable 180,255 110,142 163,835 96,457
Accrued departure
technology support fee 100,443 55,476 100,442 62,494
Accrued technical
support fee 17,245 27,548 15,902 25,742
Accrued network usage fees 45,113 45,565 45,113 45,565
Accrued bonus and
employee benefit to
employees 49,189 50,557 46,060 47,652
Other taxes payable (i} 30,459 24,282 29,935 22,992
Other liabilities 47,508 45,630 41,212 42,851
Total 470,212 359,200 442 499 343,753
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At December 31, 2007, approximately RMB 141,607,000 of the above balances were denominated
in US dollars (2006: RMB 123,664,000).

The aging analysis of accounts payable and accrued liabilities are as follows:

The Group The Company
2007 2006 2007 2006
RMB’000 RMB'000 RMB’000 RMB’000
Within 6 months 133,228 25,238 124,746 16,059
Over 6 months but
within 1 year 13,078 8,773 11,231 6,758
Over | year but
within 2 years 7,884 55,809 4,630 53,531
Over 2 years but
within 3 years 17,481 754 14,644 541
Over 3 years 8.584 19,568 3,584 19,568
Total accounts payable 180,255 110,142 163,835 96,457
Accrued liabilities and
other liabilities 289,957 249,058 278,664 247,296
Total 470,212 359,200 442,499 343,753
(i) Other taxes payables
The Group The Company
2007 2006 2007 2006
RMB'000 RMB'000 RMB’000 RMB'000
Business tax payable 24,959 17,640 24,034 16,977
VAT payable (977) i67 (73) (126)
Other 6,477 6,475 5,974 6,141
Total 30,459 24,282 29,935 22,992
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30. DUE TO RELATED PARTIES

The Group The Company

2007 2006 2007 2006

RMB’000 RMB’000 RMB 000 RMB’000

Within 6 months 14,069 1,153 14,069 152

Over 6 months but

within 1 year — 50,945 — 50,850
Over 1 year but

within 2 years —_ 11,366 — 10,794
Over 2 years but

within 3 years 5,424 3,116 4934 2,787

Over 3 years 20,467 18,862 11,530 9,524

Total 39,960 85,442 30,533 74,107

These balances comprised mainly dividend payables and service fee payable.

31. PAID-IN CAPITAL

The Paid-In capital as at December 31, 2007 represented 577,303,500 Domestic Shares that were
issued by the Company upon incorporation, 310,854,000 H Shares that were issued by the
Company in February, 2001, and 888,157,500 new ordinary shares due to the Bonus Issue in
June, 2007 as described in Note 11,

2007 2007
Number of shares Amount
'000 RMB'000
Authorized:
Domestic Shares of RMB 1 each 1,154,607 1,154,607
H Shares of RMB 1 each 621,708 621,708
Total shares of RMB | each 1,776,315 1,776,315
Issued and fully paid:
Domestic Shares of RMB 1 each 1,154,607 1,154,607
H Shares of RMB | each 621,708 621,708
Total shares of RMB 1 each 1,776,315 1,776,315
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32, RESERVES

| Statutory  Statutory Discretionary

| Surplus Public Surplus  Currency
| Capital Reserve Wellare Reserve  translation
Surplus Fund Fund Fund differences Total

RMB'000  RMB’000  RMB'000  RMB'000  RMB'000  RMB'000
The Group

Balance as at
January 1, 2006 1,194,956 218,004 207,330 291,614 450y 1,911,454

Transfer from Statutory
Public Welfare Fund — 207,330 {207.330) - - -_

Transfer from
retained earnings — 52,248 — 103,111 —_ 55,359

Currency translation
differences — — — — (701) (701)

Balance as at
December 31, 2006 1,194,956 477,582 — 394,725 (LL151) 2,066,112

Transfer to Paid-In
capital {Note 31) (BR8,15T) — — —_ — (888,157)

Transfer from
retained earnings — 36,847 — 83,699 — 120,546

Currency translation
differences — — — — (1,667) (1,667)

Balance as at
December 31, 2007 306,799 514,429 — 478,424 (2.818) 1,296,834

— 128 —




APPENDIX 1

FINANCIAL INFORMATION OF THE GROUP

The Company

Balance as at
Janwary 1, 2006

Transfer from Statutory
Public Welfare Fund

Transfer from
retained earnings

Balance as at
December 31, 2006

Transfer to Paid-In
capital {Note 31)

Transfer from
retained earnings

Balance as at
December 31, 2007

Statutory  Statatory Discretionary
Surplus Public Surplus  Currency
Capital Reserve Welfare Reserve  translation
Surplus Fund Fund Fund  differences Total
RMB'000  RMB'000  RMB'000  RMB000  RMB'000  RMB'000
1,194,956 215928 205,554 291,528 — 1907966
— 205,554 {205,554) - - —
— 51,478 - 102,779 — 134,257
1,194,956 472,960 — 394,307 — 2,062,223
(888,157 — — — — (888,157)
— 41,469 — 84.117 — 125,586
306,799 514,429 — 478.424 — 1,299,652
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33. APPROPRIATIONS AND DISTRIBUTION OF PROFIT

In accordance with the Company Law of PRC, which was revised on October 27, 2005 and
became effective on January 1, 2006, and the Articles of Association of the Company, the
Company would not make any appropriations to the statutory public welfare fund commencing
from 2006. According to the Circular on corporate accounting treatment following the
implementation of Company Law issued by the Ministry of Finance on March 15, 2006, the
balance of the statutory public welfare fund at December 31, 2005 was transferred into the
statutory surplus reserve fund.

In the year ended December 31, 2007, according to the Company Law of PRC, related regulations,
and the Articles of Association of the Company, the distributable net profit after taxation and
minority interest is distributed in order as follow:

(i) making up cumulative prior years’ losses, if any;

{(ii}  appropriation to the statutory surplus reserve fund;

(iii)  appropriation to the discretionary surplus reserve fund;

(iv) appropriation to the distribution of dividends for ordinary shares.

For the year ended December 31, 2007, the Board’s proposed appropriations to the statutory
surplus reserve fund and discretionary surplus reserve fund were adjusted for the impact of the
new PRC Accounting Standards that became effective on January 1, 2007,

The appropriation to the discretionary surplus reserve fund for the year ended December 31,
2006 was approved in the annual general meeting held on fune 5, 2007, The amount was
accounted for in shareholder’s equity as a distribution of retained earnings in the year ended
December 31, 2007.

The proposed appropriation of RMB 118,337,000 to the discretionary surplus reserve fund for
the vear ended December 31, 2007 is subject to shareholders’ approval at the next general
meeting. Therefore, the amount will be recorded in the Group’s financial statements for year
ending December 31, 2008.

After the appropriations mentioned above, the retained earnings available for distribution as at
December 31, 2007 was approximately RMB 959,553,000 (2006: RMB 787,939,000).

The profit attributable to equity holders of the Company is dealt with in the financial statements

of the Company to the extent of RMB 591,783,000 (2006: RMB 495,029,000) for the year ended
December 31, 2007.
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34. CASH GENERATED FROM OPERATING ACTIVITIES

2007 2006
RMB’000 RMB 000
Profit before taxation 718,591 627,942
Adjustments for:
Depreciation and amortization 243,111 229,178
Loss on disposal of property, plant and equipment 6,039 83
Interest income (69,512} (67,624)
Provision for impairment of receivables 1,747 10,608
Provision for impairment of inventories — 106
Share of results from associated companies (12,991) (11,727)
Foreign exchange loss 19,149 14,517
Decrease (increase) in current assets:
Accounts receivable (58,430) (24,689)
Inventories (4,743) (1,214)
Prepayments and other current assets (5,370) (4.391)
Due from related parties/associated companies (95,526) (36,237)
Increase {decrease) in current liabilities:
Accounts payable and accrued liabilities 33,728 20,153
Deferred revenue 2,726 473
Due to related parties 11,713 1,733
Cash generated from operations 790,232 758,911
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35.

FINANCIAL RISK MANAGEMENT

Financial risk factors

The Group’s activities expose it to a variety of financial risks: market risk (including currency

risk and interest rate risk), credit risk, and liquidity risk. The Group’s overall risk management

programme focuses on the unpredictability of financial markets and secks to minimize potential

adverse effects on the Group's financial performance.

Financial risk management is carried out by the Group’s finance department, following the
overall directions determined by the Board of Directors. The Group’s finance department

identifies and evaluates financial risks in close co-operation with the Group’s operating units.

(i)

(ii)

Foreign currency risk

The Group’s functional currency is RMB. Majority of transactions are conducted in RMB
except certain commercial transactions with foreign airlines and purchases of machinery
and equipment from overseas suppliers The Group manages the foreign exchange risks
by performing regular reviews of the Group’s net foreign exchange exposure.

The Group’s exposure to foreign exchange risk relates principally o its accounts receivables,
cash and cash equivalents, short-term bank deposits and accounts payables denominated
in foreign currencies. Analysis of these assets and liabilities by currency are disclosed
in Notes 22, 28, 27, and 29 respectively.

As at December 31, 2007, if RMB had strengthened/weakened by 5% against US$ and
HK$ with all other variables held constant, which were considered reasonably possible
at each of the dates by management, the profit for the years ended December 31, 2007
would have been approximately RMB 11,651,000 lower/higher, mainly as a result of
foreign exchange losses on translation of US$ and HK$ denominated accounts receivables,
cash and cash equivalents, short-term bank deposits and accounts payables,

Interest rate risk

The Group’s interest-bearing assets are mainly represented by cash and cash equivalents,
bank deposits and treasury bonds. Interest income is approximately RMB 69,512,000
(2006: RMB 67.624,000). Apart from this, the Group's income and operating cash flows
are substantially independent of changes in market interest rates. The interest rates and
maturities of the Group’s short-term bank deposits and treasury bonds are disclosed in
Note 27 and Note 19.

The Group has no significant borrowing and non-current liabilities at December 31, 2007
and do not has significant exposure to changes in interest rates.
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(ii)

(iv)

Credit risk

Credit risk is managed on a group basis. Credit risk arises from cash and cash equivalents,
short-term deposits, accounts receivables, and due from related parties. The carrying
amounts of these current assets represent the Group’s maximum exposure to credit risk
in relation to financial assets.

As a substantial portion of these revenues was generated from the shareholders of the
Company, the amount due from related parties balances are trade related, and the
counterparties mainly comprise the domestic airlines. Most of these domestic airlines are
stated-owned enterprises with good repayment history. Based on historical record, the
repayment period is normally within 6 months and there was no material default of the
balances in the past. Approximately 62% (2006: 60%) of the total amount due from
related parties was due from the top 3 customers of the Group: China Southern Air
Company Limited, China Eastern Air Company Limited, and Air China Limited.

The Group has policies to ensure that the bank balances are placed with the banks with
good reputation and credit quality. The Group also performs evaluation of credit quality
of the banks periodically. Approximately 67% (2006: 66%) of the total bank balances
were concentrated with 4 stated-owned banks as at December 31, 2007.

Liquidity risk

The Group maintains cash and bank deposits to hedge its liquidity risks. Approximately
62% of the total assets are cash and cash equivalents, or short-term deposits as at
December 31, 2007 (2006: 70%), which is adequate to meet its daily operations
requirements. Directors believe the Group has sufficient cash balances as at December
31, 2007 and has no significant exposure to liquidity risk.

Capital risk management

The Group’s objective is to maintain an optimal capital structure and reduce the cost of capital.

The Group reviews and manages its capital structure actively and regularly to ensure optimal

capital structure and shareholder returns, taking into account the future capital requirements of

the Group and capital efficiency, prevailing and projected profitability, projected operating cash

flows, projected capital expenditures and projected strategic investment opportunities.
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36.

37.

Fair value estimation

The Group's financial instruments mainly consist of cash and cash equivalents, short-term bank
deposits, accounts receivables, prepayments, due from associated and related parties, treasury
bonds, accounts payables, and due to related parties,

The carrying amounts of the Group’s financial instruments except for treasury bonds approximated
their fair values as at December 31, 2007 because of the short-term maturities of these instruments.

The treasury bonds that are held to maturity are carried at amortized cost. At December 31,
2007, the market value of the treasury bonds was approximately RMB 100,560,000 (2006: RMB
100,430,000).

SEGMENT REPORTING

The Group conducts its business within one business segment — the business of providing
aviation information technology and related services in the PRC. The Group’s chief decision
maker for operation is considered to be the Group’s general manager, The information reviewed
by the general manager is identical to the information presented in the consolidated income
statement. No segment income statement has been prepared by the Group for the year ended
December 31, 2007 and 2006. The Group also operates within one geographical segment
because its revenues are primarily generated in the PRC and its assets are located in the PRC.
Accordingly, no geographical segment data is presented.

COMMITMENTS

(a) Capital commitments

At December 31, the Group had the following capital commitments:

2007 2006
RMB'000 RMB 000
Authorized and contracted for

~— Computer System 535,720 7,923
— Building 63,437 —

Authorized but not contracted for
— Computer System 661,692 494,680
— Land use right and Building 628,962 —
Total 1,409,811 502,603
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(b)

(c)

The above capital commitments primarily relate to the development of the new generation
aviation passenger service system and the construction of new operating centre in Beijing.

At December 31, 2007, less than RMB | million of the above balance were denominated
in US dollars (2006: Nil).

Operating lease commitments
As at December 31, the Group had the following commitments under operating leases:

2007 2006
RMB 000 RMB'000

Within one year 58,581 17,521

Later than one year but not later
than five years 68,264 46,530

Total 126,845 64,051

Equipment maintenance fee commitments

As at December 31, 2007, the Group had equipment maintenance fee commitments as
of RMB 14,417,000 (2006: Nil),
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38.

RELATED PARTY TRANSACTIONS

Entities are considered to be related if one has the ability to control the other, directly or
indirectly, or has the ability to exercise significant influence over the financial and operating
decisions of the other. Entities are also considered to be related if they are subject to common
control or common significant influence.

Management believes that meaningful information relative to related party disctosures has been
adequately disclosed.

(1)  Related parties
The major related parties of the Company and the Group are as follows:
Name Relationship with the Company

China TravelSky Holding Company (“CTHC”) Shareholder of the Company

China Southern Air Holding Company Shareholder of the Company
China Scuthern Airlines Company Limited Subsidiary of a shareholder of the Company
China Eastern Air Holding Company Shareholder of the Company
China Eastern Airlines Company Limited Subsidiary of a sharcholder of the Company
China National Aviation Holdirg Company Shareholder of the Company
Air China Limited Subsidiary of a shareholder of the Company
Xiamen Airlines Company Limited Shareholder of the Company
China Eastern Airlines Wuhan Shareholder of the Company
Company Limited
Hainan Airlines Company Limited Shareholder of the Company
Shenzhen Airlines Company Limited Shareholder of the Company
Shanghai Airtines Company Limited Shareholder of the Company
Sichuan Airlines Holding Company Shareholder of the Company
Sichuan Airlines Company Limited Subsidiary of a shareholder of the Company
Asta Technology Development Company Indirect wholly owned subsidiary
Limited (“Asia Technology™ of a shareholder of the Company
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(2)

Related party transactions

The following is a summary of significant recurring transactions carried out with the
Group’s related parties,

(i) Revenue for aviation information technology and data network services, the pricing
of which was based on either contractual arrangements or negotiated prices with
these related parties with reference to the pricing standards prescribed by Civil
Aviation Administration of China (“CAAC”) where applicable.

Name 2007 2006

RMB 000 RMB’000
China Southern Airlines Company Limited {a} 347,507 300,552
China Eastern Airlines Company Limited (b} 273,339 246,545
Air China Limited 241,469 226,965
Hainan Airlines Company Limited 146,464 123,533
Shanghai Airlines Company Limited 99,295 79,347
Shenzhen Airlines Company Limited 101,128 78,464

(a)  Included the transaction amount of its subsidiary, Xiamen Airlines Company
Limited.

{b}  Included the transaction amount of its subsidiary, China Eastern Airlines
Wuhan Company Limited.

In the Directors’ opinion, these transactions were carried out with related parties
in the ordinary course of business and on normal commercial terms.

(ii)  Lease of properties from CTHC

For the year ended December 31, 2007, operating lease rentals for lease of
properties from CTHC amounted to RMB 38,608,608 (2006: RMB 38,608,608).
The pricing of operating lease rentals for buildings is based on agreed rates with
CTHC.

(iii) Computer software development services provided by Asia Technology.

For the year ended December 31, 2007, computer software development services
provided by Asia Technology amounted to RMB 18,800,000 (2006: RMB
18,800,000). Asia Technology is an indirect wholly owned subsidiary of CTHC.
The pricing of computer software development service fee is based on contractual
arrangement with Asia Technology.
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(3)

Balances with related parties

Balances due from the related parties mainly comprised:

The Group The Company
Name 2007 2006 2007 2006
RMB' 000 " RMB000 RMB'000 RMB’000

China Southern Airlines

Company Limited (a) 129,108 18,215 126,854 16,516
China Eastern Airlines

Company Limited (b} 67,843 93,685 64,684 92,932
Air China Limited 52,680 77,188 52,667 77,180
Hainan Airlines

Company Limited 45,009 19,847 44973 39,796
Sichuan Airlines

Company Limited 45,487 3,190 45,587 2,640
Shenzhen Airlines

Company Limited 25,482 45,204 23,314 45,126

(a)  Included the transaction balance of its subsidiary, Xiamen Airlines Company
Limited.

(b)  Included the transaction balance of its subsidiary, China Eastern Airlines Wuhan
Company Limited.

The balances with related parties were unsecured, non-interest bearing and generally
repayable within six months.

The balances with related parties primarily arose from the above related party transactions.
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39,

40.

41.

(4)  Amounts due from other major state-owned enterprises

The balances with other major state-owned banks are as follows:

The Group The Company
Name 2007 2006 2007 2006
RMB’000 RMB’ 000 RMB’ 000 RMB’'000
Bank balances 2,058,932 2,064,720 1,880,290 1,912,320

The Group is a state-owned enterprise. In accordance with the revised IAS 24, “Related
Party Disclosures”, state-owned enterprises and their subsidiaries, other than entities
under the Group, directly or indirectly controlled by the PRC government are also defined
as related parties of the Company and its subsidiaries,

The majority of the business activities of the Company and its subsidiaries are conducted with
state — owned enterprises. For the purpose of the related party transactions disclosure in
accordance with IAS 24, the Company and its subsidiaries have established procedures to
determine, to the extent possible, the identification of the ownership structure of its customers
and suppliers as to whether they are state-owned enterprises. However, many state-owned
enterprises have a multi-layered corporate structure and the ownership structures change over

time as a result of transfers and privatization programs. Nevertheless, management believes that
all material related party balances and transactions have been adequately disclosed.

ULTIMATE HOLDING COMPANY

The Directors regard China TravelSky Holding Company established in the PRC as being the
ultimate holding company.

RECLASSIFICATION

Certain comparative figures have been reclassified to conform to the current year presentation.

APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Board of Directors on March 28, 2008,

— 139 —




APPENDIX I FINANCIAL INFORMATION OF THE GROUP

(©)

MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS OF THE GROUP

The following discussion and analysis is extracted from the annual report of the Company for the year
ended December 31, 2007. The financial statements have been prepared in accordance with International
Financial Reporting Standards. The following discussions on the synopsis of historical results do not
represent a prediction as to the future business operations of the Group.

Overview

For the year ended December 31, 2007 (“Year 2007}, profit before taxation of the Group was
approximately RMB718.6 million, representing an increase of approximately 14.4% over that in the
vear ended December 31, 2006 (“Year 2006), Earnings before interests, tax, depreciation and
amortization (EBITDA) reached approximately RMB892.2 million, representing an increase of
approximately 13.0% over that in Year 2006. Profit attributable to equi'ty holders of the Company was
approximately RMB631.0 million, an increase of approximately 22.4% over that in Year 2006 was
mainly due to the increase of operating profit and the refund of income tax.

The basic and diluted earnings per share of the Group in Year 2007 was RMB0.36.
Revenue

The total revenue of the Group in Year 2007 amounted to approximately RMB2,001.9 million,
representing an increase of approximately RMB290.2 million, or 17.0% from approximately RMB1,711.7
million in Year 2006. Such increase was mainly due to the rapid increase in the business volume of
the Company’s aviation information technology services (“AlT services”) and the increase of revenue
from other business such as the distribution of travel products and information technology integration
in 2007. The increase in total revenue is reflected as follows:

. AIT service revenue represented 80.0% of the total revenue of the Group in Year 2007 as
compared to 81.5% in Year 2006. AIT service revenue increased by approximately 14.8% to
approximately RMB1,601.2 million in Year 2007 from approximately RMB1,395.2 million in
Year 2006.

. Data network and other revenue represented 20.0% of the total revenue of the Group in Year
2007 as compared to 18.5% in Year 2006. Data network and other revenue increased by
approximately 26.6% to approximately RMB400.7 million in Year 2007 from approximately
RMB316.5 million in Year 2006.
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Operating Expenses

QOperating expenses for Year 2007 amounted to RMB1,345.0 million, representing an increase of
RMB197.1 million, or 17.2%, from RMB1,147.9 million in Year 2006. The increase in operating
expenses reflected the following:

. Depreciation and amortization expenses increased from RMB229.2 million in Year 2006 by
6.1% to RMB243.1 million in Year 2007, mainly due to that the increase in the capital
expenditure for Year 2007 led the increase of the depreciation and amortization;

. Staff costs increased by 13.3%, primarily due to an increase in the number of employees in order
to support the development of the Group’s business; '

. Technical support and maintenance fees increased by 54.8%, mainly due to the addition of a
large-scale mainframe and network facilities into the Company, which led to corresponding
increase of technical support and maintenance fees;

. Commission and promotion expenses increased by 27.8%, primarily because of business
development such as APP and hotel reservation and the successful execution of marketing plans;
and

. Network usage increased from RMB76.5 million in Year 2006 by 9.2% to RMB83.6 million
in Year 2007 mainly due to the expansion of aviation information technology services,

As a result of the above changes in revenue and operating expenses, the operating profit of the Group
increased by RMB93.1 miltion, or 16.5%, to RMB656.9 million in Year 2007 from RMB563.8 million
in Year 2006.

Enterprise Income Tax

The Company, registered as a new technology enterprise in October 2000 in Zhongguancun Haidian
Science Park, has been approved by the Haidian State Tax Bureau an enterprise income tax rate of
15% was effective from January 1, 2006.

As stated in the Company’s announcement issued on January 31, 2007, the Company was recognized
as one of the “Important Software Enterprises under the National Planning Layout” (“Important
Software Enterprises™) in 2006. According to relevant regulations, recognized Important Software
Enterprises which are not in their tax holiday period are entitled to an EIT preferentiai tax rate of 10%
in the relevant year. Accordingly, the Company, recognized as one of 2006 Important Software
Enterprises is entitled to enjoy the above EIT preferential tax rate in the financial year ended December
31, 2006. The Company has already paid EIT at the rate of 15% for the financial year ended December
31, 2006. According to the related regulations, the EIT paid by the Company for the financial year
ended December 31, 2006 over the preferential tax rate of 109% will be refunded to the Company in
the subsequent year. Its impact was accounted for in 2007 financial statements accordingly.
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In Year 2007, the Company had paid the enterprise income tax for the financial year ended December,
31 2007 at a rate of 15%. As mentioned in the Company’s announcement published on March, 13 2008,
the Company was once again recognized as one of the “Important Software Enterprises” in 2007.
According to the related regulations, the difference between the enterprise income taxes levied at the
rate of 15% and that at the rate of 10% in 2007 will be refunded to the Company in 2008. The refund
will be accounted for in subsequent financial statements when the refund occurs.

Profit attributable to equity holders of the Company

As a result of the above factors, the profit attributable to equity holders of the Company increased
by approximately 22.4% to approximately RMB631.0 million in Year 2007 from approximately
RMB515.6 million in Year 2006.

Dividend

On March 28, 2008, the Board recommended a final cash dividend of RMBO.13 per share for Year
2007, amounting to RMB230,920,950. After the distribution of the above dividend declared, the
retained earnings available for distribution as at December 31, 2007 would be approximately RMB728.6
million (2006: RMB592.5 million).

Liquidity and Capital Structure
The following table summarizes the cash flows of the Group for the years presented:
For the year ended December 31,

2007 2006
(RMB in million) (RMB in million)

Net cash generated from operating activities 720.6 650.9
Net cash used in investing activities 467.1) “42.1)
Net cash used in financing activities (256.8) (217.3)
Effect of foreign exchange rate changes on

cash and cash equivalents (20.8) (15.2)
Net increase (decrease) in cash and cash equivalents (24.0) 376.3

The Group’s working capital for Year 2007 mainly came from operating activities. Net cash inflow
from operating activities amounted to RMB720.6 million,

In Year 2007, the Group had no short-term and long-term bank loans, and the Group did not use any
financial instruments for hedging purposes.

As at December 31, 2007, cash and cash equivalents of the Group amounted to RMB1,209.2 million,

of which approximately 90.5%, 6.5% and 2.6% were denominated in Renminbi, U.S. dollars and Hong
Kong dollars, respectively.
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Held-to-maturity Financial Assets

As at December 31, 2007, the Group held RMB100 million treasury bonds of China with an interest
rate of 3% per annum. The maturity date of the treasury bonds is on December 18, 2008,

Charge on Assets
As at December 31, 2007, the Group had no charge on its assets.
Capital Expenditure

The capital expenditure of the Group amounted to approximately RMB623.8 million in Year 2007,
representing an increase of approximately RMB464.5 million as compared to that of approximately
RMB159.3 million in Year 2006. The capital expenditure of the Group in Year 2007 consisted
principally of purchase of hardware, software and infrastructure in accerdance with the Group’s
business strategies.

The Board estimates that the Group's planned capital expenditure for year 2008 will amount to
approximately RMB,372.0 million, which is mainly for construction of new operating centre in
Beijing and development and gradual implementation of the new generation aviation passenger service
system and other new businesses, The sources of funding for the capital expenditure commitments will
include internal cash flow generated from operations. The Board estimates that the sources of funding
of the Group in year 2008 will be sufficient for its capital expenditure commitments, daily operations
and other purposes.

Exchange Risks

The Group’s foreign exchange risk arises from commercial transactions and recognised assets and
liabilities. Fluctuation of the exchange rates of Renminbi against foreign currencies could affect the
Group’s results of operations.

Gearing Ratio

As at December 31, 2007, the gearing ratio of the Group was approximately 10.8% (2006: 10.3%),
which was computed by dividing the total amount of liabilities by the total assets of the Group as at
December 31, 2007.

Contingent Liabilities

As at December 31, 2007, the Group had no material contingent liabilities.
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Employees

As at December 31, 2007, the total number of employees of the Group was 2,629. Staff costs amounted
to approximately RMB271.7 million for Year 2007, representing approximately 20.2% of the total
operating cost of the Group for Year 2007.

The remuneration of the employees of the Group (including Executive Directors and Staff Representative
Supervisors) includes salaries, bonuses and other fringe benefits. The Group has different rates of
remuneration for different employees (including Executive Directors and Staff Representative
Supervisors), according to their performance, experience, position and other factors in compliance with
the relevant PRC laws and regulations. Currently, none of the Non-executive Directors receive any
remuneration. Nevertheless, any reasonable expenses incurred by the Non-executive Directors during
their service period will be borne by the Company. Independent Non-executive Directors do receive
remuneration from the Company, which is determined by reference to the prevailing market price, and
that any reasonable expenses incurred by Independent Non-executive Directors during their service
period will be borne by the Company.

In Year 2007, the Group continued to provide its employees with opportunities to acquire skills in
relation to the aviation and travel industry, computer technologies and business administration and
provide training on the latest development in areas such as computer technologies, personal development,
laws, regulations and economics.

Basic Medical Insurance Regulation

On February 20, 2001, the People’s Government of the Municipality of Beijing in the PRC promulgated
the “Basic Medical Insurance Regulation for the Municipality of Beijing” (the “Regulation”). Given
the fact that relevant regulations concerning employees’ medical insurance must be applied according
to the policies applicable to the place in which a company is located, the head office of the Company
in Beijing implemented the Regulation from September 1, 2002 onwards. For Year 2007, the Company
incurred a total amount of RMBS§,972,092 (a total amount of RMB7,162,909 was incurred in Year
2006) pursuant to the Regulation. The Board believes that by implementing the Regulation, the
financial position of the Company has not been materially affected.
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(D) INDEBTEDNESS STATEMENT

(E)

(F)

Borrowings

As at the close of business on April 30, 2008, being the latest practicable date for the purpose of
ascertaining certain information relating to this indebtedness statement prior to the printing of this
circular, the Enlarged Group did not have any outstanding bank loans.

Disclaimer

Save as otherwise disclosed herein, and apart from intra-group liabilities, the Enlarged Group did not,
at the close of business on April 30, 2008, have any loans capital issued and outstanding or agreed
to be issued, bank overdrafts, charges or debentures, mortgages, loans, or other similar indebtedness
or any finance lease commitment, hire purchase commitment, liabilities under acceptance (other than
normal trade bills and payables), acceptance credits or any guarantees or other material contingent
liabilities.

WORKING CAPITAL SUFFICIENCY

Taking into account the expected completion of the Acquisition and the internal resources available
to the Enlarged Group, the directors of the Company are of the opinion that the Enlarged Group has
sufficient working capital for its present requirements, that is for at least the next 12 months from the
date of this circular.

MATERIAL ADVERSE CHANGES

The Directors confirm that there has been no material adverse change in the financial or trading position
of the Group since 31 December 2007, the date to which the latest published audited annual financial
statements of the Group were made up.
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The following is the full text of a report, prepared for the purpose of inclusion in this circular, received from
the independent reporting accountants, PricewaterhouseCoopers, Certified Public Accountants.

PRICEAATERHOUSE( COPERS

. PricewaterhouseCoopers
RER KA NEREHR 22{F, Prince’s Building
Central, Hong Kong

June 16, 2008

The Directors
TravelSky Technology Limited

Dear Sirs,

We set out below our report on the financial information (the “Financial Information™) of Accounting Centre
of China Aviation Limited Company " BT 25 5554 [R B (T4 7] (the “Target Company”) and its subsidiaries
(together, the “Target Group™) set out in Sections I to 11l below, for inclusion in the circular of TravelSky
Technology Limited (the “Company” or “TravelSky”) dated June 16, 2008 (the “Circular”) in connection with
the proposed acquisition of the Target Group by the Company (the “Proposed Acquisition™). The Financial
Information comprises the consolidated balance sheets of the Target Group and the balance sheets of the Target
Company as at December 31, 2003, 2006 and 2007, and the consolidated income statements, the consolidated
statements of changes in owner’s equity and the consolidated cash flow statements of the Target Group for
each of the years ended December 31, 2005, 2006 and 2007 (the “Relevant Periods”), and a summary of
significant accounting policies and other explanatory notes.

The Target Company was established in the People’s Republic of China (the “PRC”) on October 26, 2007
as a company with limited {iability under the Company Law of the PRC. Pursuant to a group reorganisation
(the “Reorganisation”™) as described in the Note 1 of Section Il below, the Target Company became the holding
company of the subsidiaries as set out in Note 1(a) of Section II below.

At the date of this report, the Target Company has direct interests in the subsidiaries as set out in Note 1

of Section Il below. All companies now comprising the Target Group have adopted December 31 as their
financial year end date for statutory reporting and/or management reporting purpose.
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For the purpose of the Proposed Acquisition, the directors of the Target Company have prepared the
consolidated financial statements of the Target Group for the years ended December 31, 2004, 2005, 2006
and the ten months ended October 31, 2007 in accordance with the PRC Accounting Standards for Business
Enterprises (the “PRC GAAP”) which were audited by PricewaterhouseCoopers Zhong Tian CPAs Limited
Company &5 #E & 38 K € 5t Bl B8 35 7 A BR 4 6. The consolidated financial statements of the Target Group
for the year ended December 31, 2007 prepared in accordance with PRC GAAP were audited by Zhongrui
Yuehua CPAs Co., Ltd. " 5 £ 3 fr &t A 3015 .

The Financial Information has been prepared based on the audited consolidated financial statements of the
Target Group prepared in accordance with PRC GAAP, after making such adjustments as are appropriate.

RESPONSIBILITY OF DIRECTORS AND MANAGEMENT

The directors and management of the Target Company during the Relevant Periods are responsible for the
preparation and the true and fair presentation of the consolidated financial statements of the Target Company
in accordance with PRC GAAP. The directors of the Company and the Target Company are responsible for
the preparation and the true and fair presentation of the Financial Information in accordance with International
Financial Reporting Standards (“IFRS"). This responsibility includes designing, implementing and maintaining
internal control relevant to the preparation and the true and fair presentation of the consolidated financial
statements and the preparation and the true and fair presentation of Financial Information that are free from
material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies;
and making accounting estimates that are reasonable in the circumstances.

RESPONSIBILITY OF REPORTING ACCOUNTANT

Our responsibility is to express an opinion on the Financial Information based on our examination and to
report our opinion to you. We have examined the audited consolidated financial statement prepared in
accordance with PRC GAAP of the Target Company and its subsidiaries for the Relevant Periods and the
related adjustments in preparing the Financial Information, and carried out such additional procedures as we
considered necessary in accordance with Auditing Guideline 3.340 “Prospectuses and the Reporting Accountant”
issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA™),

OPINION

In our opinion, the Financial Information for the purpose of this report and prepared on the basis set out in
Note 2 of Section II below, gives a true and fair view of the state of affairs of the Target Company and of
the Target Group as at December 31, 2005, 2006 and 2007 and of the Target Group’s results and cash flows
for the Relevant Periods.
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I.  FINANCIAL INFORMATION OF THE TARGET GROUP

CONSOLIDATED INCOME STATEMENTS

Year ended December 31,

2005 2006 2007
Note RMB’000 RMB 000 RMB'000
Revenues 6 245,707 255,926 273,483
Personnel expenses 9 (108,187) (97.612) (109,212)
Business taxes and other surcharges {13,262) (13,536) (14,216)
Depreciation and amortisation (25,068) (24,785) (16,661)
Technical support and maintenance fees (8,579) (9.919) (9,043)
Property management fees (9,197} (9,974) (10,530)
Other income 3,236 _ —
Other operating expenses (21,647) (28,738) (22,618)
Operating profit 63,003 71,362 91,205
Financial income 20,775 25,078 11,649
Reversal of provision for
financial guarantee obligation 12 67,676 — —
Profit before taxation 7 151,454 ' 96,440 102,854
Taxation 11 (28,264) (31,217 (38,956)
Profit after taxation and
attributable to equity holder of
the Target Company 123,190 65,223 63,898
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CONSOLIDATED BALANCE SHEETS

As at December 31,

2005 2006 2007
Note RMB’000 RMB’000 RMB'000
ASSETS
Non-current assets
Property, plant and equipment, net 13 116,799 108,845 104,775
Intangible assets, net 14 1,311 3,675 4,604
Lease prepayments for
land use rights, net 15 — 20,122 19,718
Deferred tax assets 17 3,944 8,089 2,947
Total non-current assets 122,054 140,731 132,044
Current assets
Accounts receivable, net 18 12,264 8,081 10,765
Due from holding company and
fellow subsidiaries 19 588,965 540,675 20,803
Other receivables and
other current assets, net 21 463,049 316,779 423,252
Cash and cash equivalents 22 17,893 28,173 527,606
Total current assets 1,082,171 393,708 982,426
Total assets 1,204,225 1,034,439 1,114,470
EQUITY
Capital and reserves
attributable to equity holders of
the Target Company
Paid-in capital 23 — — 759,785
Reserves — — (62,289
Retained earnings — — 1,878
Owner’s equity before Reorganisation 348,452 416,053 —
Total equity 24 348,452 416,053 699,374
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LIABILITIES
Nen-current liabilities
Supplememtal retirement
benefits obligations

Total non-current liabilities

Current liabilities
Accounts payable
Other payables and
other current liabilities
Supplemental retirement
benefits obligations
Income tax payable

Total current liabilities

Total liabilities

Total equity and liabilities

Net current assets

Total assets less current liabilities

As at December 31,

2005 2006 2007

Note RMB'000 RMB’G00 RMB’000
10 11,410 13,360 —
11,410 13,360 -

25 250 1,513 2,957
26 767,447 544,849 346,213
10 540 560 —
76.126 58,104 65,926

844,363 605,026 415,096

855,773 618,386 415,096

1,204,225 1,034,439 1,114,470

237,808 288,682 567,330

359,862 429,413 699,374
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BALANCE SHEETS

As at December 31,

2005 2006 2007
Note RMB 000 RMB'000 RMB 000
ASSETS
Non-current assets
Property, plant and equipment, net 13 113,783 106,522 103,370
Intangible assets, net 14 1,232 3,675 4,604
Lease prepayments for land use rights, net (] — 20,122 19,718
Investments in subsidiaries 16 6,500 6,500 1,728
Deferred tax assets 17 3,044 8,089 2,947
Total non-current assets 125,459 144,908 138,367
Current assets
Accounts receivable, net 18 9,074 5,842 0,404
Due from holding company and
fellow subsidiaries 19 580,347 530,795 11,003
Due from subsidiary 20 5,441 1,768 —
Other receivables and
other current assets, net 21 462,949 316,366 423,068
Cash and cash equivalents 22 12,786 18,120 521,585
Total current assets 1,070,597 872,891 965,060
Total assets 1,196,056 1,017,799 1,103,427
EQUITY
Capital and reserves attributable to
equity holders of the Target Company
Paid-in capital 23 — — 759,785
Reserves — — (73,104)
Retained earnings — — 4,816
Owner's equity before Reorganisation 340,390 409,295 —
Total equity 24 340,390 409,295 691,497
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As at December 31,

2005 2000 2007
Note RMB 000 RMB'000 RMB 000
| LIABILITIES
‘ Non-current liabilities
Supplemental retirement
benefits obligations 10 11,410 13,360 —
‘ Total non-current liabilities 11,410 13,360 —
Current liabilities
Accounts payable 25 80 577 2,756
Due to subsidiary 10,715 — 4,008
Other payables and
other current liabilities 26 761,867 538,154 339,799
Supplemental retirement
benefits obligations 10 540 560 -
Income tax payable 71,054 55,853 65,367
Total current liabilities 844,256 595,144 411,930
Total liabilities 855,666 608,504 411,930
Total equity and liabilities 1,196,056 1,017,799 1,103,427
Net current assets 226,341 277.747 553,130
Total assets less current liabilities 351,800 422,655 691,497

— 152 —




APPENDIX 11 ACCOUNTANT’S REPORT OF ACCA GROUP

CONSOLIDATED STATEMENTS OF CHANGES IN OWNER’S EQUITY

Owner’s equity after Reorganisation

Owner’s

Paid-in Retained  equity before
capital Reserves earnings Reorganisation  Total equity

{Note 24) (Note 24) {Note 24)

Note RMB'000 RMB°000 RMB'000 RMB'000 RMB000

Balance at January 1, 2005 — — — 198,482 198,482
Profit for the year — — — 123,190 123,190
Contributions from

equity holder of

the Target Company 24 (c) - — - 26,780 26,780
Balance at December 31, 2003 — - — 348,452 348,452
Balance at January 1, 2006 — -— — 348,452 348,452
Profit for the year — — — 65,223 65,223

Contributions from
equity holder of

the Target Company 24 (c) — — — 2,378 2,378
Balance at December 31, 2006 - — — 416,053 416,083
Balance at January 1, 2007 — — — 416,053 416,053
Profit for the year - — 1878 62,020 63,898

Contributions from

equity holder of

the Target Cormpany 24 (c) - — — 219,423 219,423
Transfer to paid-in capital upen

establishment of

the Target Company 759,785 (62.289) —_ (697,486) —

Balance at December 31, 2007 739,785 (62,289) 1,878 — 699,374
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CONSOLIDATED CASH FLOW STATEMENTS

Note

Cash flows from operating activities
Cash generated from operations 27
Income tax paid

Net cash generated
from/(used in) operating activities

Cash flows from investing activities
Purchases of property, plant,
equipment, intangible assets and
lease prepayments for land use rights
Interest received
Proceeds from disposal of property,
plant and equipment

Net cash provided/(used)
in investing activities

Cash flows from financing activities
Contributions from equity holder of
the Target Company 24(c)
Net cash provided in investing activities

Net increase in cash and cash equivalents

Cash and cash equivalents
at beginning of the year

Cash and cash equivalents
at end of the year
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Year ended December 31,

2005 2006 2007
RMB'000 RMB*000 RMB'000
241 90,992 510,803
{24,637) (53,384) (29,708)
(24,396) 37,608 481,095
(6,551) (38,655) (12,287)
9,824 8,780 8,035
26 169 —
3,299 (29,708) {4,252)
26,780 2,378 22,590
26,780 2,378 22,590
5,683 10,280 499,433
12,210 17,893 28,173
17,893 28,173 527,606
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II. NOTES TO THE FINANCIAL INFORMATION

1 The Target Group, its reorganisation and principal activities

(a)

Background of the Target Group

The Target Company was established in the PRC on October 26, 2007 as a limited liability
company under the Company Law of the PRC pursuant to the Reorganisation as set out
in Note 1{b) below. The Target Group is engaged in the provision of accounting,
setilement and clearing services, and related information system development and support
services to commercial airlines and other aviation companies (the “Core Operaticns™).
The Directors of the Target Company regard China TravelSky Holding Company B
B ifE B W2 8 (“CTHC™), a state-owned enterprise established in the PRC as its
parent company and ultimate holding company. The address of the Target Company’s
registered office is Building 12 Xibahe Beili, Chaoyang District, Beijing, the People’s
Republic of China.

As at December 31, 2007, the Target Company has direct interests in the following
subsidiaries that were also established in the PRC as limited liability companies under
the Company Law of PRC:

Place of Percentage
Date of establishment/ of equity Paid-In
Name establishment operation interest held capital  Principal activities Auditor
RMB

Directly held:

Beijing Asia Technology October 30, 2007 Beijing, PRC 100% 16,121,600  Provision of Zhongrui Yuehua
Development information system CPAs Co., Lid.
Company Limited development and WREERINE
CATDC”, R R R related services THE
R ARITELE)

Beijing HangYuan Air October 31, 2007 Beijing. PRC 100% 1,500,000  Provision of Zhongrui Yuehua
Service Limited Company bocking services CPAs Co., Lud.
(“BHYC™, XEHEBHE for travellings HREENTE
REHRITEAT) and hotels 18973

Note: As part of the Reorganisation, ATDC and BHYC were established on October 30, 2007
and October 31, 2007, respectively as limited liability companies under the Company Law
of the PRC.

The Target Group operates mainly in the PRC.
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(b)

Reorganisation of the Target Group

Prior to the Reorganisation, the Core Operations were carried out by the Accounting
Centre of China Aviation H BIffi 25 553 4.0 (the “Accounting Centre”), Beijing Asia
Technology Development Centre 3t 52 £ 4% 7 B 8 0> (the “Development Centre”),
and Beijing Hang Yuan Air Service Centre L5 it B A 25 AR %5 L (the “Service Centre”)
(collectively the “Precedent Entities”), all of them being state-owned enterprises owned
and are controlled by CTHC under the supervision and regulation of State-owned Assets
Supervision and Administration Commission of the State Council.

Pursuant to the Reorganisation, the Target Company and its subsidiaries were established
and continue to engage in the Core Operations.

As part of the Reorganisation, CTHC or its subsidiary retained the following assets that
were unrelated to the Core Operations:

(i) The ownership of certain properties, including car parks and residential properties;
and

(ii)  Equity investments and marketable securities.

In additions, the following liabilities arising from the Core Operations were assumed by
the CTHC upon the completion of the Reorganisation:

(i) Certain long outstanding other payables of approximately RMB174,115,000; and
(ii) The supplemental retirement benefits obligations for retired employees of
approximately RMB 15,550,000 net of the related tax effect of approximately

RMBE3,888,000.

After excluding certain assets and liabilities as set out above, the net assets of the
Precedent Entities are undertaken by the respective entities of the Target Group.

The Reorganisation was completed on October 31, 2007. Accordingly, the Target Company
became the holding company of the companies now comprising the Target Group.
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2 Basis of presentation

Following the Reorganisation, the Core Operations that had been carried out by the Accounting
Centre, the Development Centre and the Service Centre are carried out by the Target Company
and its respective subsidiaries. As the Core Operations and all of these entities comprising the
Target Group are wholly-owned and controtled by CTHC, the Reorganisation has been accounted
for as a reorganisation of businesses under common control in a manner similar to a uniting
of interests.

The Financial Information of the Target Group for the Relevant Periods, have been prepared
on the merger basis as if the Target Company had been the holding company of those companies
comprising the Target Group throughout the Relevant Periods.

The financial information of those assets and liabilities unrelated to the Core Operations as set
out in Note 1{(b) above, has not been inciuded in the Financial Information throughout the
Relevant Periods, as they have distinct and separate management responsible for these assets
and their daily operations, maintained separate accounting records or have been financed
historically as if they were autenomous and they were in dissimilar business and operations as
compared with the Core Operations, and were retained by CTHC or its subsidiaries pursuant
to the Reorganisation.

The Financial Information includes certain other payables and supplemental retirement benefits
obligations as set out in Note [{b) above, which were historically associated with the Core
Operations. These liabilities were assumed by CTHC and were not transferred to the Target
Company. As these liabilities are directly related to the Core Operations, they were included
in Financial Information during the Relevant Periods and were reflected as a contribution from
equity holder upon the completion of the Reorganisation.
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3 Summary of principal accounting policies

The principal accounting policies applied in the preparation of these consolidated financial

statements are set out below. These policies have been consistently applied to all the years

presented, unless otherwise stated.

3.1

Basis of preparation

The Financial Information of the Target Group has been prepared in accordance with
disclosure requirement for the first time adoption of IFRS. The Financial Information has
been prepared under the historical cost convention. IFRS 1, “First-time Adoption of
International Financial Reporting Standards”, has been applied in preparing this Financial
Information. The Financial Information is the first set of the Target Group’s financial
statements in accordance with IFRS.

The directors of the Target Company have prepared the consolidated financial statements
of the Target Company for the year ended December 31, 2007 in accordance with PRC
GAAP. PRC GAAP differs in certain aspects from IFRS. Reconciliations and descriptions
of the effect of the conversion from PRC GAAP to IFRS on the Target Group’s equity
and its profit after tax are as following:

Profit
Total equity after tax for
as at  the year ended
December 31, December 31,
2007 2007
Amounts per PRC GAAP 767,347 60,741
GAAP Adjustments:
Reversal of revatuation of nun-current assets (63,569) 2,468
Recognition of supplemental
retirement benefit obligations — (2,336)
Others — 601
Revenue and expenses cut-off adjustment and
related tax impact (4,404) 2,424
Amounts per IFRS 699,374 63,898

The preparation of financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. It also requires management to exercise its judgement
in the process of applying the Target Group’s accounting policies. The areas involving
a higher degree of judgement or complexity, or areas where assumptions and estimates
are significant to the consolidated financial statements are disclosed in Note 4.
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At the date of this report, the International Accounting Standards Board (“IASB”} has
issued the following new/revised standards or interpretations that are not yet effective.
The Target Group has not early adopted these standards or interpretations.

(a)  Standards, amendments and interpretations to existing standards that are not yet
effective and have not been early adopted by the Target Group

The following standards, amendments and interpretations to existing standards
have been published and are mandatory for the Target Group's accounting periods
beginning on or after January 1, 2008 or later periods and have not been early
adopted by the Target Group:

. IFRS 8, ‘Operating segments’ (effective from January 1, 2009). IFRS 8
replaces IAS 14 and aligns segment reporting with the requirements of the
US standard SFAS 131, ‘Disclosures about segments of an enterprise and
related informartion’. The new standard requires a ‘management approach’,
under which segment information is presented on the same basis as that
used for internal reporting purposes. The Target Group will apply IFRS 8
beginning January 1. 2009; and

. IAS 1 (Revised), ‘Presentation of Financial Statements’ (effective from
January 1, 2009). 1AS 1 (Revised) requires all owner changes in equity to
be presented in a statement of changes in equity. All comprehensive income
is presented in one statement of comprehensive income or in two statements
(a separate income statement and a statement of comprehensive income).
It requires presenting a statement of financial position as at the beginning
of the earliest comparative period in a complete set of financial statements
when there are retrospective adjustments or reclassification adjustments.
However, it does not change the recognition, measurement or disclosure of
specific transactions and other events required by other IFRSs. The Target
Group will apply 1AS 1 (Revised) beginning Januvary 1, 2009.

{(b)  Standards, amendments and Interpretations to existing standards that are not yet
effective and not relevant for the Target Group's operations in 2007

. IAS 23 (Amendment), ‘Borrowing costs’ (effective from January 1, 2009}

. 1AS 27 (Revised), ‘Consolidated and separate financial statements’ (effective
for the first annual reporting period beginning on or after July 1, 2009);

. IAS 32 and [IAS | Amendments, ‘Puttable Financial Instruments and
Obligations Arising on Liquidation® (effective from January I, 2009);
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3.2

. IFRIC 11, ‘IFRS 2, Group and treasury share transactions’ (effective from
March 1, 2007);

. IFRIC 12, ‘Service concession arrangements’ (effective from Januvary 1,
2008);

. IFRIC 13, *Customer loyalty programmes’ (effective from July 1, 2008);

. IFRS 3 (Revised), ‘Business Combination’ (effective for business
combinations with acquisition date on or after the beginning of the first
annual reporting period beginning on or after July 1, 2009);

. IFRIC 14, ‘IAS 19, The limit on a defined benefit asset, minimum funding
requirements and their interaction’ (effective from January 1, 2008); and

. IFRS 2 (Amendment), ‘Share-based payment vesting condition and
cancelations’ (effective from January 1, 2009),

Consolidation

The consclidated financial statements include the financial statements of the Target
Company and all its subsidiaries made up to the same year end.

Subsidiaries are all entities over which the Target Group has the power 10 govern the
financial and operating policies generally accompanying a shareholding of more than one
half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Target
Group controls another entity. Subsidiaries are fully consolidated from the date on which
control is transferred to the Target Group. They are de-consolidated from the date that
control ceases.

Except for the Reorganisation which is regarded as common control transaction and is
accounted for in accordance with the basis set out in Note 2, the purchase method of
accounting is used to account for the acquisition of subsidiaries by the Target Group. The
cost of an acquisition is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their fair values
at the acquisition date, irrespective of the extent of any minority interest. The excess of
the cost of acquisition over the fair value of the Target Group’s share of the identifiable
net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference is recognised directly
in the income statements. '
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3.3

34

Intra-group transactions, balances and unrealised gains on transactions between group
companies are eliminated. Unrealised losses are also eliminated but considered an
impairment indicator of the asset transferred. Accounting policies of subsidiaries have
been changed where necessary to ensure consistency with the policies adopted by the
Target Group.

In the Target Company’s balance sheets, the investments in subsidiaries are stated at cost
less provision for impairment losses. The results of subsidiaries are accounted for by the
Target Company on the basis of dividends received and receivables.

Segment reporting

A business segment is a group of assets and operations engaged in providing products
or services that are subjeci to risks and returns that are different from those of other
business segments. A geographical segment is engaged in providing products or services
within a particular economic environment that is subject to risks and returns thal are
different from those segments operating in other economic environments.

Foreign currency translation
(a)  Functional and presentation currency

Items included in the financial statements of each of the Target Group's entities
are measured using the currency of the primary economic environment in which
the entity operates (the “functional currency”). The conselidated financial statements
are presented in Renminbi, which is the Target Company’s functional and
presentation currency.

(b)  Transactions and balances

Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such transactions and from the translation
at year-end exchange rates of monetary assets and liabilities demominated in
foreign currencies are recognised in the income statements, except when deferred
in equity as qualifying cash flow hedges or qualifying net investment hedges.

Changes in the fair value of monetary securities denominated in foreign currency
classified as available for sale are analysed between translation differences resulting
from changes in the amortised cost of the security and other changes in the
carrying amount of the security. Translation differences related to changes in the
amortised cost are recognised in income statements, and other changes in the
carrying amount are recognised in equity.
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3.5

Translation differences on non-monetary financial assets and liabilities are reported
as part of the fair value gain or loss. Translation difference on non-monetary
financial assets and liabilities such as equities held at fair value through profit or
loss are recognised in income statements as part of the fair value gain or loss.
Translation differences on non-monetary financial assets such as equities classified
as available for sale are included in the available-for-sale reserve in equity.

Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumulated depreciation
and accumulated impairment loss. Historical cost of an asset comprises its purchase price
and any directly attributable costs of bringing the asset to its working condition and
location for its intended use.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated
with the item will flow to the Target Group and the cost of the item can be measured
reliably. The carrying amount of the replaced part is derecognised. All other repairs and
maintenance are charged to the income statements during the financial period in which
they are incurred.

Depreciation on other assets is calculated using the straight-line method to allocate their
cost to their residual values over their estimated useful lives, as follows:

Buildings 30 years
Motor vehicles 6 years
Office equipment ' 4-8 years
Electronic equipment 4-5 years

The asset’s residual values and useful lives are reviewed, and adjusted if appropriate, at
each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the
asset’s carrying amount is greater than its estimated recoverable amount (Note 3.8).

Gains and losses on disposals are determined by comparing the proceeds with the
carrying amount and are recognised in the income statements.

Assets under consiruction are stated at cost. Costs include construction and acquisition
costs, and interest charges arising from borrowings used to finance the assets during the
period of construction or instaliation and testing. No provision for depreciation is made
on assets under construction until such time as the relevant assets are completed and ready
for use.
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3.6

3.7

3.8

Intangible assets
Intangible assets mainly represent purchased computer software.

Acquired computer software licences are capitalised on the basis of the costs incurred
to acquire and bring to use the specific software. Software is amortized on a straight line
basis over 5 years.

Costs incurred in order 1o restore or maintain the future economic benefits that an
enterprise can expect from the originally assessed standard of performance of existing
software systems are recognised as an expense when the restoration or maintenance work
is carried out.

Lease prepayments for land use rights

Lease prepayments for land use rights represent purchase cost of land use rights in the
PRC and are stated at cost less accumulated amortisation and impairment losses. Cost
represents consideration paid for the rights to use the land in the PRC. Amortisation of
lease prepayments for land use rights is calculated on a straight-line basis over the period
of the lease.

Impairment of non-financial assets

Assets that have an indefinite useful life or have not yet available for use are not subject
to amortisation and are tested annually for impairment. Assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not
be recoverable. An impairment loss is recognised for the amount by which the asset’s
carrying amount exceeds its recoverable amount. The recoverable amount is the higher
of an asset’s fair value less costs to sell and value in use. For the purposes of assessing
impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets that suffered
impairment are reviewed for possible reversal of the impairment at each reporting date.
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3.9

Financial assets

The Target Group classifies its financial assets in the following categories: financial

assets at fair value through profit or loss, held-to-maturity financial assets, loans and

receivables, and available-for-sale financial assets. The classification depends on the

purpose for which the financial assets were acquired. Management determines the

classification of its financial assets at initial recognition date.

(a)

(b)

(c)

(d)

Financial asseis at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for
trading. A financial asset is classified in this category if acquired principally for
the purpose of seiling in the short-term. Assets in this category are classified as
current assets,

Held-to-maturity financial assets

Held-to-maturity financial assets are non-derivative financial assets with fixed or
determinable payments and fixed maturities that management has the positive
intention and ability to hold to maturity. If the Target Group were to sell other
than an insignificant amount of held-to-maturity financial assets, the whole category
would be reclassified as available-for-sale. Held-to-maturity financial assets are
included in non-current assets, except for those with maturities less than 12 months
from the balance sheet date, which are classified as current assets. Held-to-
maturity investments are carried at amortised cost using the effective interest rate
method.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market. They are included in current
assets, except for maturities greater than 12 months after the balance sheet date,
which are classified as non-current assets. Loans and receivables are carried at
amortised cost using the effective interest method.

Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either designated in
this category or not classified in any of the other categories. They are included

in non-current assets unless management intends to dispose of the investment
within 12 months of the balance sheet date.
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Regular purchases and sales of financial assets are recognised on the trade-date-the date
on which the Target Group commits to purchase or sell the asset, Investments are initially
recognised at fair value plus transaction costs for all financial assets not carried at fair
value through profit or loss. Financial assets carried at fair value through profit or loss
are initially recognised at fair value and transaction costs are expensed in the income
statements. Financial assets are derecognised when the rights to receive cash flows from
the investments have expired or have been transferred and the Target Group has transferred
substantially all risks and rewards of ownership. Available-for-sale financial assets and
financial assets at fair value through profit or loss are subsequently carried at fair value.

Gains or losses arising from changes in the fair value of the ‘financial assets at fair value
through profit or loss’ category are presented in the income statements in the period in
which they arise. Dividend income from financial assels at fair value through profit or
loss is recognised in the income statements as part of other income when the Target
Group’s right to receive payments is established.

Changes in the fair value of monetary securities denominated in a foreign currency and
classified as available-for-sale are analysed between translation differences resulting
from changes in amortised cost of the security and other changes in the carrying amount
of the security. The translation differences on monetary securities are recognised in profit
or loss; translation differences on non-monetary securities are recognised in equity.

Changes in the fair value of monetary and non-monetary securities classified as available-
for-sale are recognised in equity.

When securities classified as available-for-sale are sold or impaired, the accumulated fair
value adjustments recognised in equity are included in the income statements as ‘gains
and losses from ipvestment securities’.

Interest on available-for-sale securities calculated using the effective interest method is
recognised in the income statements as part of other income. Dividends on available-for-
sale equity instruments are recognised in the income statements as part of other income
when the Target Group’s right to receive payments is established.

The fair values of quoted investments are based on current bid prices. If the market for
a financial asset is not active (and for unlisted securities), the Target Group establishes
fair value by using valuation techniques. These include the use of recent arm’s length
transactions, reference to other instruments that are substantially the same, discounted
cash flow analysis, and option pricing modeils making maximum use of market inputs
and relying as little as possible on entity-specific inputs.
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3.10

3.11

3.12

The Target Group assesses at each balance sheet date whether there is objective evidence
that a financial asset or a group of financial assets is impaired. In the case of equity
securities classified as available-for-sale, a significant or prolonged decline in the fair
value of the security below its cost is considered as an indicator that the securities are
impaired. If any such evidence exists for available-for-sale financial assets, the cumulative
loss - measured as the difference between the acquisition cost and the current fair value,
less any impairment loss on that financial asset previously recognised in income statements
- is removed from equity and recognised in the income statements. [mpairment losses
recognised in the income statements on equity instruments are not reversed through the
income statements. Impairment testing of accounts receivable is described in Note 3.10.

Accounts receivable and other receivables

Accounts receivable and other receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method, less provision
for impairment. A provision for impairment of accounts receivables or other receivables
is established when there is objective evidence that the Target Group will not be able
to collect all amounts due according to the original terms of the receivables. Significant
financial difficulties of the debtor, probability that the debtor will enter bankruptey or
financial reorganisation, and default or delinquency in payments are considered indicators
that the accounts receivable or other receivables is impaired. The amount of the provision
is the difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the effective interest rate. The carrying amount of the
asset is reduced through the use of an allowance account, and the amount of the loss is
recognised in the income statements. When an accounts receivable or other receivables
is uncollectible, it is written off against the allowance account for accounts receivable
or other receivables. Subsequent recoveries of amounts previously written off are credited
in the income statements,

Cash and cash equivalents
Cash and cash equivalents include cash in hand, deposits held at call.
Accounts payables and other payables

Accounts payables and other payables are recognised initially at fair value and subsequently
measured at amortized cost using the effective interest method.
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3.13

3.14

Current and deferred income tax

The current income tax charge is calculated on the basis of the tax laws enacted or
substantially enacted at the balance sheet date in the countries where the Target Company
and its subsidiaries operate and generate taxable income. Management periodically
evaluates positions taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation and establishes provisions where appropriate on the
basis of amounts expected to be paid to the tax authorities.

Deferred income tax is provided in full, using the liability method, on temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the
consolidated financial statements. However, the deferred income tax is not accounted for
if it arises from initial recognision of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither accounting nor
taxable profit or loss. Deferred income tax is determined using tax rates (and laws) that
have been enacted or substantially enacted by the balance sheet date and are expected
to apply when the related defesred income tax asset is realised or the deferred income
tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future
taxable profit will be available against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on investments in
subsidiaries, except where the timing of the reversal of the temporary difference is
controiled by the Target Group and it is probable that the temporary difference will not
reverse in the foreseeable future.

Employee benefits
(i} Retirement benefits
{a) Defined contribution plan

The full-time employees of the Target Group are covered by government-
sponsored pension plan and supplementary pension scheme managed by
insurance company under which the employees are entitled to a monthly
pension based on certain formulas. The relevant government agencies and
insurance company are responsible for the pension liability to these retired
employees. The Target Group contributes on a monthly basis to these
pension plans.

Under these plans, the Target Group pays contributions to publicly or
privately administered pension insurance plans on a mandatory, contractual
or voluntary basis. The Target Group has no further payment obligations
once the contributions have been paid. The contributions are recognised as
employee benefit expense when they are due.
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(ii}

(b)

Defined benefit plan

Prior to October 31, 2007, the Target Group had at its own discretion offered
certain supplemental retirement benefits to employees who had retired
between 1994 and 2007. These discretionary supplemental benefits were
only considered and offered to these employees at the point of their retirement.
These supplemental retirement benefits that an employee would receive on
retirement were usually dependent on one or more factors such as age, year
of services and compensation. These supplemental retirement benefits were
accounted for as a defined benefit pension plan.

The net present value of the future payment regarding these benefits were
fully provided for when the Target Group committed such benefits to its
retiring employees upon their retirement,

The liability recognised in the balance sheet in respect of these supplemental
retirement benefits was the present value of the defined benefit obligations
at each balance sheet date together with adjustments for unrecognised past-
service costs and unrecognised actuarial gains/losses. The defined benefit
obligations are calculated by independent actuaries using the projected unit
credit method. The present value of the defined benefit obligations are
determined by discounting the estimated future cash outflows using interest
rates of government securities which have maturity approximating to the
terms of the related pension liability. Actuarial gains and losses arising from
experience adjustments and changes in actuarial assumptions in excess of
10% of the defined benefit obligations are charged to the income statements
immediately. Past-service costs are recognised immediately in the income
statement,

These supplemental retirement benefits obligations were assumed by CTHC
upon the completion of the Reorganisation (Note 1(b)). The Target Group
will no longer consider and offer any discretionary supplemental retirement
benefits to its employees after October 31, 2007.

Housing funds

Full-time employees of the Target Group are entitled to participate in government-

sponsored housing funds in China. The Target Group contributes on a monthly

basis to these funds based on certain percentages of the salaries of the employees.

The Target Group’s liability in respect of this fund is limited to the contributions

payable in each period.
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3.15

3.16

Provisions

Provisions for legal claims are recognised when: the Target Group has a present legal
or constructive obligation as a result of past events: it is probable that an outflow of
resources will be required to settle the obligation; and the amount has been reliably
estimated.

Where there are a number of similar obligations, the likelihood that an outflow will be
required in seitlement is determined by considering the class of obligations as a whole.
A provision is recognised even if the likelihood of an outflow with respect to any one
item included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required
to settle the obligation using a pre-tax interest rate that reflects current market assessments
of the time value of money and the risks specific to the obligation. The increase in
provision reflecting the passage of time is recognised as interest expense.

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the
rendering of services in the ordinary course of the Target Group’s activities. Revenue is
shown net of value-added tax, sales discounts and after eliminating sales within the Target
Group.

The Target Group recognises revenue when the amount of revenue can be reliably
measured, it is probable that future economic benefits will flow 1o the entity and when
specific criteria have been met for each of the Target Group’s activities as described
below. The amount of revenue is not considered to be reliably measurable until all
contingencies have been resolved. The Target Group bases its estimates on historical
results, taking into consideration the type of customer, the type of transaction and the
specifics of each arrangement. '

. Revenue from the provision of accounting supports, settlement and clearing services
is recognised when the services are rendered;

. Non-proprietary customer’s information system development project revenue is
recognised by reference to the stage of completion when this can be measured
reliably. The stage of completion is determined in the proportion that contract costs
incurred for work performed to date bear to the estimated total contract costs.
When the outcome of the transaction involving the rendering of these services
cannot be estimated reliably, revenue is recognised oniy to the extent of expenses
recognised that are recoverable. In the period in which it is determined that a loss
will result from the performance of the contract, the entire amount of the estimated

ultimate loss is recognised in the income statements;
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3.17

3.18

. Interest income is recognised on a time-proporticon basis, taking into account the
principal amounts outstanding and the applicable interest rates; and

. Dividend income is recognised when the right to receive payment is established.
Government grants

Grants from the government are recognised at their fair value where there is a reasonable
assurance that the grant will be received and the Target Group will comply with all
attached conditions. Government grants relating to specific costs are deferred and
recognised in the income statements over the period necessary to match them with the
costs that they are intended to compensate.

Dividend distribution
Dividend distribution to the Target Company’s equity holders is recognised as a liability

in the Target Group's financial statements in the period in which the dividends are
approved by the Target Company’s directors.

4 Critical accounting estimates and judgements

The Target Group makes estimates and assumptions concerning the future. The resulting

accounting estimates will, by definition, seldom equal the related actual results. The estimates

and assumptions that have a significant risk of causing a material adjustment to the carrying

amounts of assets and liabilities within the next financial year are discussed below.

(a)

Depreciation of property, plant and equipment

The property, plant and equipment of the Target Group are depreciated at rates sufficient
to write off their costs less accumulated impairment losses and estimated residual values
over their estimated useful lives on a straight-line basis. The Target Group reviewed the
useful lives periodically to ensure that the method and rates of depreciation are consistent
with the expected pattern of economic benefits from the property, plant and equipment.
The Target Group estimates the useful lives of the property, plant and equipment as set
out in Note 3.5 based on the historical experience with similar assets, taking into account
anticipated technological changes. The depreciation expenses in the future periods will
change if there are significant changes to these estimates,
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(b)

(c)

(d)

(e)

Impairment of assets

At each balance sheet date, the Target Group considers both internal and external sources
of information to assess whether there is any indication that assets are impaired. If any
such indication exists, the recoverable amount of the asset is estimated and an impairment
loss is recognised to reduce the carrying amount of the asset to its recoverable amount.
Accordingly, there will be an impact to the future results if there is a significant change
in the recoverable amounts of the assets.

Fair value

The Target Group estimates the fair value of its financial assets and financial liabilities
including accounts receivable, due from parent company and fellow subsidiaries, other
receivables and other current assets, accounts payable, other payables and other current
liabilities by discounting its future contractual cash flows at the estimated current market
interest rate that is available to the Target Group for similar financial instruments. The
future values will change if there are material changes in the estimated market interest
rate,

Income taxes and deferred tax

The Target Group is subject to income taxes in PRC jurisdictions. Significant judgment
is required in determining the provision for income taxes. There are many transactions
and calculations for which the ultimate tax determination is uncertain during the ordinary
course of business. The Target Group recognises liabilities for anticipated tax audit issues
based on estimates of whether additional taxes will be due. Where the final tax outcome
of these matters is different from the amounts that were initially recorded, such differences
will impact the income tax and deferred tax provisions in the period in which such
determination is made,

Pension benefits

The present value of the pension obligations depends on a number of factors that are
determined on an actuarial basis using a number of assumptions. The assumptions used
in determining the net cost (income) for pensions include the discount rate. Any changes
in these assumptions will impact the carrying amount of pension obligations.

The Target Group determines the appropriate discount rate at the end of each year. This
is the interest rate that should be used to determine the present value of estimated future
cash outflows expected to be required to settle the pension obligations. In determining
the appropriate discount rate, the Target Group considers the interest rates of Chinese
government bonds that are denominated in the currency in which the benefits will be paid,
and that have terms to maturily approximating the terms of related pension liabilities.

Other key assumptions for pension obligations are based in part on current market
conditions. Additional information is disclosed in Note 10.
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Segmental reporting

The Target Group conducts its businesses within one business segment - the business of providing
accounting, settlement and clearing services, and related information system development and
support services to commercial airlines and other aviation companies in the PRC. The Target Group’s
chief decision maker for operation is the Chairman to the Board. The information reviewed by the
Chairman to the Board is identical to the information presented in the consolidated financial
statements. Therefore, no business segment information has been prepared by the Target Group for
the years ended December 31, 2005, 2006 and 2007. The Target Group also operales within one
geographical segment because its revenues are primarily generated in the PRC and its assets are
located in the PRC, Accordingly, no geographical segment data is presented.

Revenues

Revenues primarily comprise the service fees earned by the Target Group for the provision of
accounting, settlement and clearing services, and related information system development and
support services to commercial airlines and other aviation companies.

Profit before taxation

Profit before taxation of the Target Group is arrived at after charging/(crediting) the following:

Year ended December 31,

2005 2006 2007
RMB’000 RMB'000 RMB’000
After charging:
Depreciation 23.095 23,671 15,062
Amortisation of intangible assets 1,079 1,047 1,195
Amortisation of lease prepayments
for land use rights 894 67 404
Loss on disposal of property,
plant and equipment 56 205 204
Personnel expenses (Note 9) 108,187 97,012 109,212
Auditors’ remuneration 112 112 112
After crediting:
Interest income (9.824) (8,780) (8,035)
Exchange gain, net (10,951) (16,298) (3,614)
Reversal for impairment of
accounts receivable, other receivables
and other current assets (3,937) (929) (2,606)
Reversal of financial
guarantee obligation {Note 2) (67,676) — —
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8 Directors’, supervisors’ and senior management’s emoluments

(1)  Directors’ and supervisors’ emoluments

The following tables set out the emoluments paid to the Target Company’s directors and
supervisors during the years ended December 31, 2005, 2006 and 2007 (tax inclusive):

Year ended December 31, 2005

Salary of
employee,
Allowances Employer’s
and Benefits contribution
{employer’s  Employees’ to pension
Name of Director  Remuneration Boous  contribution Discretionary scheme
and Supervisor for Director  for Director inclusive) bonuses  for employee Total
RMB’000 RMB000 RMB000 RMB'000 RMB'000 RMB'000
Chairman of
the Board
Yongtao Sun¥ — — — — — —
Executive directors
Guohong Du - — 145 11 15 381
Xizochun Yu* - - — — — -
Changyuan Huang* - - - - — —
Qian Li - — 57 194 14 265
Supervisors
Jinsong Li* — - — — — —
Shensheng Xu - - 145 221 15 381
(ian Liu* — - — - — —
Jinsheng Yu — — 131 199 15 345
Yanzhou Hu - — 60 188 15 263
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Year ended December 31, 2006

Salary of
employee,
Allowances Employer’s
and Benefits contribution
{(employer’s  Employees’ to pension
Name of Director Remuneration Bonus  contribution Discretionary scheme
and Supervisor for Director  for Director inclusive} bonuses  for employee Total

RMB'000 RMB'000 RMB 000 RMB'000 RMB 000 RME000

Chairman of
the Board

Yongtao Sun* - - — - - -

Executive directors
Guohong Du - - 134 344 19 547
Xiaochun Yu* — - — — - _

Changyuan Huang* - — — - — -

Qian Li - — 517 25 19 291
Supervisors
Jinsong Li* — — - — — —
Shensheng Xu - - 184 44 19 547
Qian Liu* - — — — - —
Jinsheng Yu - — 162 303 19 434
Yanzhou Hu — — 61 204 19 284
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Year ended December 31, 2007

Salary of

employee,
Altowances Employer’s
and Benefits contribution

{employer’s  Employees’ to pension

Name of Director Remuneration Bonus  contribution  Discretionary scheme
and Supervisor for Director  for Director inclusive) bonuses  for employee Total
RMB’000 RMB’000 RMB 000 RMB'000 RMB000 RMB'000

Chairman of
the Board

Yongtao Sun* - - - — — -

Executive directors
Guohong Dufi) — — 184 266 21 471
Xiaochun Yu* - - — — - —

Changyuan Huang* - — — - — —

Qian Li — - 35 227 2i 303
Supervisors

Jinsong Li* — — - — — —

Shensheng Xu(i) - — 184 266 21 471

Qian Liu* — — — — — -

Jinsheng Yu(i) — — 162 234 U 417

Yanzhou Hu - - 59 7 2 9
* These directors and supervisors are employees of CTHC and receive emoluments from

CTHC. No appropriation has been made as the directors of the Target Company considered
it is impracticable to apportion this amount between their services to the Target Group and
CTHC.

() The employee's discretionary bonus to these directors and supervisors for year ended
December 31, 2007 are subject to the relevant authority’s final approval.

During the Relevant Periods, no director had waived or agreed to waive any emolument.
No director received any compensation for loss of office during the Relevant Periods.
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(2)  Five highest paid individuals
The emoluments for three, three and three of the Directors and supervisors listed in Note
B(1) above were included in the emoluments paid to the five highest paid individuals for
the years ended December 31, 2005, 2006 and 2007, respectively. The amounts paid to
the remaining two, two and two individuals whose emoluments were the highest in the
Target Group during the Relevant Periods are as follows:
Year ended December 31,
2005 2006 2007
RMB’000 RMB 000 RMB'000
Basic salaries and allowances 660 930 792
Retirement benefits 28 38 42
688 968 834
The annual emoluments paid during the Relevant Periods to each director (included in
the five highest paid employees} fell within the band from HKD nil to HKD { million
(approximately RMB nil to RMBO0.9 million).
During the Relevant Periods, no emolument was paid to the five highest paid individuals
{including directors and employees) as an inducement to join or upon joining the Target
Company or as compensation for loss of office.
9 Personnel expenses
Year ended December 31,
2005 2006 2007
RMB'000 RMB'000 RMB 000
Wages, salaries and welfare 90,213 79,912 86,495
Pension costs — defined contribution plans 8,523 9,551 15,201
Supplemental retirement
benefit obligations (Note 10) 3.650 2,510 1,940
Contribution to housing fund 5,801 5,639 5,576
108,187 97,612 109,212
Number of employees 772 761 775

— 176 —




APPENDIX 11 ACCOUNTANT’S REPORT OF ACCA GROUP

10

Supplemental retirement benefits obligations

Prior to October 31, 2007, the Target Group paid, at its management discretion, supplemental
pension and medical benefits to its employees who retired between 1994 and 2007, On October
31, 2007, CTHC, the holding company of the Target Company has assumed the aforementioned
supplemental retirement benefits obligation. The assumption of the retirement benefits obligations
and the related tax effect was recognised as contribution from equity owner. The Target Group
will no longer consider and offer any discretionary supplemental retirement benefits to its
employees after October 31, 2007.

The amounts of supplemental retirement benefits obligations recognised in the balance sheets
are determined as follows:

As at December 31,

2005 2006 2007

RMB'000 RMB’'000 RMB'000

Present value of defined benefit obligations 13,280 15,470 —
Unrecognised actuarial loss {1,330) (1,550) —
Liability on the balance sheet 11,950 13,920 —
Less: current portion (540) (560) —
11,410 13,360 —

The movements of supplemental retirement benefits obligations for the years ended December
31, 2005, 2006 and 2007 are as follows:

As at December 31,

2005 2006 2007

RMB’000 RMB 000 RMB’000

At beginning of the year 8,840 11,950 13,920
For the year

— Past service cost 2,830 1,660 1,560

— Interest cost 380 460 420

— Payment (540) (540) 310

— Actuarial loss/{gain) 440 390 {40)

— Assumed by CTHC (Note 24(c)) — — (15,550)

At end of the year 11,950 13,920 —
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The amounts of supplemental retirement benefits recognised in income statements are as

follows:
Year ended December 31,

2005 2006 2007
RMB’ 000 RMB’000 RMB’000
Past service cost 2,830 1,660 1,560
Interest cost 380 460 420
Actuarial loss/(gain) 440 390 (40)

Total expenses, included
in personnel expenses (Note 9) 3,650 2,510 1,940

The above obligations were determined based on actuarial valuations performed by an independent

actuary, using the projected unit credit method.

The material actuarial assumptions used in valuing these obligations are as follows:

(a)

(b}

(c)

(d)

Discount rates adopted (per annum):

Year ended December 31,
2005 2006 2007

Discount rates adopted 3.50% 3.25% 4.50%

Retirees’ supplementai pension benefit inflation rate: 09%. The amount of the supplemental
pension benefits were determined and offered to the retired employees at the point of
retirement.

Retirees’ supplemental medical benefit inflation rate: 8%. This estimated inflation rate
took into account estimated future changes in the cost of medical services.

Average life expectancy of residents in the PRC: 24.6 years after the retirement age which
is between 50-60 years old.

These supplemental pension benefit and medical benefit paid to retirees are assumed to
continue until the death of the retirees.
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Taxation
Year ended December 31,
2005 2006 2007
RMB'000 RMB 000 RMB’ 000
Current income tax expenses (“EIT”) 27,993 35,362 37,702
Deferred taxation (Note 17) 271 (4,145) 1,254
Taxation charge 28,264 31,217 38,956

The Target Group is subject to PRC enterprise income tax rate of 33%. The Target Group
provides PRC enterprise income tax based on tax law and regulations applicable to PRC
enterprises.

Effective from January 1, 2008, the Target Company and its subsidiaries located in the PRC
shall determine and pay the corporate income tax in accordance with the Corporate Income Tax
Law of the People’s Congress on China (the new “CIT Law”) as approved by the National
People’s Congress on March 16, 2007. Under the new CIT Law, the corporate income tax rate
applicable to the Target Company and its subsidiaries will be 25%.

The reconciliation between the Target Group’s actual tax charge and the amount which is
calculated based on the statutory tax rate is as follows:

Year ended December 31,

2005 2006 2007

RMB 000 RMB 000 RMB 000

Profit before taxation 151,454 96,440 102,854

Statutory tax rate 33% 33% 33%
Tax calculated at domestic tax rates

applicable to profits 49,980 31,825 33,942

Effect of change in tax rate — — 2,187

Income not subject 1o tax (22,333) (1,194} —_

Expenses not deductible for tax purpose 617 586 2,827

Tax charge 28,264 31,217 38,956
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Reversal for financial guarantee obligation

In 1993, the Accounting Centre provided a guarantee to Shandong International Trustee Investment
Company (“SDITIC”) for the borrowings of China Kai Li Industrial Limited Company (“CKLC”)
amounted to approximately RMB72,681,000. In 1995, SDITIC commenced legal proceedings
against CKLC and the Target Company after CKLC has defaulted on its loan repayments. in
2002, the court in the PRC ruled in favour of SDITIC and that the Target Company was liable
for the outstanding loan balance and the related interest and penalty charges. In connection with
the court order, the following assets of the Target Company were frozen:

. An office building located in Xibahe Beili in Beijing in the PRC, with carrying value
of approximately RMB85,350,000 as at December 31, 2004,

. 19 vehicles with carrying value of approximately RMBI1,371,000 as at December 31,
2004,
. The equity investment in Beijing Vantong Real Estate Co., Ltd. with carrying value of

RMB 15,000,000 as at December 31, 2004.

. The equity investment in Beijing Jingrui Real Estate Co., Ltd, with carrying value of
RMB49,600,000 as at December 31, 2004.

. The lease prepayment for a piece of land in Guangdong province, with net book value
of approximately RMB44,816,000 as at December 31, 2004.

At December 31, 2004, the Target Company’s liability arising from this guarantee was
approximately RMB177,423,000 representing the outstanding loan balance of CKLC and the
related interest and penalty charges.

In 2005, SDITIC, CKLC and the Target Company entered into a settlement agreement to settle
the above liability at RMB60,000,000 which resulted in a reduction of the provision for
guarantee loss of approximately RMB117,423,000. The Target Company had subsequently
settled the agreed settlement amount by transferring (i) the equity investments in Beijing
Vantong Real Estate Co., Lid. and Beijing Jingrui Real Estate Co., Ltd (ii) the land use right
in Guangdong in 2005, and a cash payment of RMB1,225,000. The settlement was subsequently
approved by State-owned Assets Supervision and Administration Commission.

The net impact of the settlement of this guarantee obligation of approximately Rmb 67,676,000
was charged to the consolidated income statement for the year ended December 31, 2005,
representing the net impact of the reduction of the provision for guarantee loss and the transfer
of assets as set oul above.

In 2007, court issued an order to release the remaining frozen assets of the Target Company
upon the settlement and closure of the litigation case.
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13  Property, plant and equipment, net

The Target Group:

Motor Office  Electronic
Building vehicles equipment equipment Total
RMB'000 RMB'000 RMB'000 RMB'000 RMB’(00

Cost

As at January 1, 2005 115418 11,444 28,221 101,279 256,362

Purchases — 595 2,146 3,184 5,925

Disposals/write off — (1,350) 311} — {1,661)
As at December 31, 2005 115418 10,689 30,056 104,463 260,626

Purchases — 1,086 3,123 11,882 16,091

Disposals/write off — — (3,530 (4,209) (7,739}
As at December 31, 2006 115418 11,775 29,649 112,136 268,978

Purchases — 464 838 9,832 11,134

Disposals/write off — {2,165) (994) (46) (3,205)
As at December 31, 2007 115,418 10,074 29,493 121,922 276,907

Accumulated depreciation

As at January 1, 2005 (30,094) (9,646) (20,596) (61,975) (122,311)
Charge for the year (3,915) (353) (3,325 (15,302) (23,095)
Disposals/write off — 1,310 269 — 1.579
As at December 31, 2005 (34,009 (8,689) (23,852} (77.277) (143,827
Charge for the year (3,915} (428) (3,719 (15,609 (23,671)
Disposalsfwrite off — — 3,332 4,033 7,365
As at December 31, 2006 (37,924) (9.117) (24,239) (88,853) (160,133)
Charge for the year (3,915) (493) (2,729 (7,925 (15,062}
Disposals/write off — 2,178 841 44 3,003
As at December 31, 2007 (41,839) (7,432) (26,127) (96,734)  (172,132)

Net book value

As at December 31, 2005 81,400 2,000 6,204 27,186 116,799
As at December 31, 2006 77,494 2,658 5410 23,283 108,845
As at December 31, 2007 73,579 2,642 3,366 25,188 104,775
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The Target Company:

Motor Office  Electronic
Building vehicles equipment equipment Total
RMB'000 RMB 000 RMB’000 RMB’000 RMB’000

Cost

As at January 1, 2005 115,418 10,558 23,783 101,103 250,862
Purchases — 595 1,680 3,144 5.419
Disposals/write off — (1,282) (224) — (1,506)
As at December 31, 2005 115,418 9,871 25,239 104,247 254,775
Purchases — %31 3,123 11,879 15,833
Disposals/write off — — (3,530) (4,209) (7,739
As at December 31, 2006 115,418 10,702 24,832 111,917 262,869
Purchases — 472 838 9,826 11,136
Disposals/write off — (2,305} (566) (46) 2,917
As at December 31, 2007 115,418 8,869 25,104 121,697 271,088

Accumulated depreciation

As at January 1, 2005 (30,094) (9,316) (19,050) {61,806) {120,266)
Charge for the year {3,915) (262) 2,711 (15,300} (22,188)
Disposals/write off —_ 1,245 217 — 1,462
As at December 31, 2005 (34,009 (8,333 (21,544) (77,106 (140,992)
Charge for the vear (3,915) (337} (2,863} (15,605) (22,720)
Disposals/write off — — 3,332 4,033 7,365
As at December 31, 2006 (37,924) (8,670) (21,075) (88,678) (156,347)
Charge for the year (3,915 (315 (1,999) (7,910 (14.139)
Disposals/write off — 2,178 546 44 2,768
As at December 31, 2007 (41,839) (6,807) (22,528) (96,544) (167,718)

Net book value

As at December 31, 2005 §1,409 1,538 3,695 27,141 113,783

As at December 31, 2006 77,494 2,032 3,757 23,239 106,522

As at December 31, 2007 73,579 2,062 2,576 25,153 103,370
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At December 31, 2005, the building and certain motor vehicles of the Target Company at a
carrying value of approximately RMB81,419.000 and RMB1,028,000 respectively were frozen
by the court in the PRC. The restriction on these assets was subsequently removed in 2007 in
accordance with the order issued by the court upon the settlement and closure of the related
litigation case. Please refer to Note 12 for more details.

14  Intangible assets, net

The intangible assets of the Target Group and the Target Company represent the cosi of computer
software acquired. The movements are as follows:

The Target Group:

As at December 31,

2005 2006 2007

RMRB'000 RMB'000 RMB'000
Cost
At beginning of the year 45,799 46,354 49,765
Additions 555 3,411 2,221
Disposals/write off — — (2,522)
At end of the year 46,354 49,765 49,464
Accumulated amortisation -
At beginning of the year (43,964) (45,043) (46,090)
Amortisation for the year (1,079} (1.047) (1,195)
Disposals/write off — — 2425
At end of the year (45,043) (46,090) (44,860
Net book value
At beginning of the year 1,835 1,311 3,675
At end of the year 1,311 3,675 4,604
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The Target Company:

Cost

At beginning of the year
Additions
Disposals/write off

At end of the year

Accumulated amortisation
At beginning of the year
Amortisation for the year
Disposals/write off

At end of the year

Net book value
At beginning of the year

At end of the year

As at December 31,

2005 2006 2007
RMB'000 RMB'000 RMB'000
45,799 46,235 49,646
436 3,411 2,221
— — (2,522)
46,235 49,646 49,345
(43,964) (45,003) (45,971)
(1,039) (968) (1,195)
— — 2,425
(45,003) (45,971} (44,741)
1,835 1,232 3,675
1,232 3,675 4,604
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Lease prepayments for land use rights, net

The Target Group and the Target Company:

As at December 31,

2005 2006 2007

RMB’000 RMB'000 RMB’000
Cost
At beginning of the year 52,070 — 20,189
Additions — 20,189 _
Disposals/write off (52,070) — —
At end of the year _ 20,189 20,189
Accumulated amortisation
At beginning of the year (7,254) — (67)
Amortisation for the year (894) (67) (404)
Disposals/write off 8,148 — —
At end of the year —_ (67) 471)
Net book value
At beginning of the year 44 816 — 20,122
At end of the year —_ 20,122 19,718

Land in the PRC mainland is state-owned or collectively-owned and no individual land ownership
right exists. Lease prepayments for land use rights represent the Target Group’s interests in land
which is held on lease with a term of 50 years.

In 2005, the Target Company transferred its land use right to SDITIC. Please refer to Note 12
for more details.

As at the date of this report, the Target Group is in the process of changing registration of the
title certificates for its land use right. The carrying value of the land use right of the Target Group
as at December 31, 2007 was approximately RMB19,718,000. Management of the Target Group
are of the opinion that the Target Group is entitled to lawfully and validly use the land.
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17

Investments in subsidiaries

The Target Company

As at December 31,

2005 2006 2007
RMB’000 RMB'000 RMB'000
Investments, at cost; 6,500 6,500 7,728

The Target Company made an additional capital investment in cash of RMB1,228,000 in its
subsidiary BHYC (Note 1(a)) on October 26, 2007.

Details of the subsidiaries are set out in Note 1 of this section.

Deferred tax assets

The Target Group and the Target Company

As at December 31,

2005 2006 2007
RMB 000 RMB'000 RMB’000
Deferred tax assets:

— Deferred tax assets to be recovered
within 12 months 178 3,680 2,947

— Deferred tax assets to be recovered
over 12 months 3,766 4,409 —
3,944 8,089 2,947
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The movement of deferred tax assets ts as fotlows:

Retirement
benefits Impairment Accrued

obligations of receivables expense Total
RMB'000 RMB'000 RMB’ 000 RMB'000
Balance as at January 1, 2005 2,917 1,298 — 4.215
Charged/(credited) to the income statement 1,027 (1,298) —_ @27
Balance as at December 31, 2005 3,944 — — 3,944
Charged/(credited) to the income statement 650 — 3,495 4,145
Balance as at December 31, 2006 4,594 — 3,495 8,089
Charged/(credited) to the income statement (706) — (548) {1,254)
Charged/(credited) to equity (Note 24(c)) {3,888) — — (3,888}
Balance as at December 31, 2007 — — 2,947 2,947

Accounts receivable, net

The Target Group
As at December 31,

2005 2006 2007
RMB'000 RMB 000 RMB 000
Within 6 months 12,434 8,176 10,453
Over 6 months but within | year — — 366
Accounts receivable 12,434 8,176 10,819
Provision for impairment (170) (95) (54)
Accounts receivable, net 12,264 8,081 10,765
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The Target Company

As at December 31,

2005 2006 2007

RMB’000 RMB'000 RMB'000

Within 6 months 9,140 5,871 9,085
Over 6 months but within 1 year — - 366
Accounts receivable 9,140 5,871 9,451
Provision for impairment (66) (29) 47
Accounts receivable, net 9,074 5,842 9,404

The payment period is normally within six months after the services are rendered.

The carrying amounts of the Target Group’s accounts receivable approximated its fair value at

each balance sheet date because of the short-term maturities of these receivables.

The maximum exposure of accounts receivable to credit risk at the reporting date is the carrying

amounts of the accounts receivable. The Target Group does not hold any collateral as security.

At each balance sheet date, the accounts receivable were mainly denominated in RMB.

The movement of provision for impairment of receivables was as follows:
The Target Group

As at December 31,

2005 2006 2007

RMB 000 RMB 000 RMB (00

At beginning of the year 136 170 95
Provision/(reversal) 34 (75) 41
At end of the year 170 95 54
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The Target Company

As at December 31,

2005 2006 2007

RMB 000 RMB 000 RMB'000

At beginning of the vear 56 66 29
Provision/(reversal) 10 37 18
At end of the year 66 29 47

Due from holding company and fellow subsidiaries

The Target Group

As at December 31,

2005 2006 2007

RMB’000 RMB 000 RMB’000

Due from holding company (a) 579,559 530,206 11,002
Due from fellow subsidiaries (b) 9,406 10,469 09,801
588,965 540,675 20,803

The Target Company
As at December 31,

2005 2006 2007

RMB'000 RMB’ 000 RMB’000

Due from holding company (a) 579,559 530,206 11,002
Due from fellow subsidiaries (b} 788 589 1
580,347 530,795 11,003

(a}  Due from holding company comprises mainly bank balances transferred from the Target
Group to CTHC for the purpose of a centralised management of the group’s treasury
function by CTHC. These balances were interest bearing at the prevailing bank rate. This
centralised management of the treasury function was subsequently terminated in October
2007,

(b}  Due from fellow subsidiaries represents trade balances arising from provision of services.
These balances are unsecured, interest free and generally repayable within six months.
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At each balance sheet date, these balances were denominated in RMB.

These balances approximated its fair value at each balance sheet date because of their short-
term maturities. The maximum exposure to credit risk at the reporting date is the carrying
amount of the receivables, The Target Group does not hold any collateral as security.

Due from subsidiary
These balances mainly comprised dividends receivable from a subsidiary.
Other receivables and other current assets, net

The Target Group

As at December 31,

2005 2006 2007

RMB 000 RMB 000 RMB'000

Other receivables (a) 464,870 300,278 422,929

Other current assets 3,244 20,712 1,969
Other receivables and

other current assets 468,114 320,990 424,898

Provision for impairment {b) (5,065) 4,211 (1,646)
Other recejvables and

other current assets, net 463,049 316,779 423,252

The Target Company

As at December 31,

2005 2006 2007

RMB'000 RMB'000 RMB'000

Other receivables (a) 464,870 300,278 422,929

Other current assets 3,142 20,297 1,783
Other receivables and

other current assets 468,012 320,575 424712

Provision for impairment (b) (5,063) (4,209 (1,644)
Other receivables and

other current assets, net 462,949 316,366 423,068
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(a)

Other receivables

Other receivables represent the payments made on behalf of the customer airlines which
are part of the Target Company’s settlement and clearing services.

i) At each balance sheet date, the aging analysis of other receivables was as follows:
The Target Group and the Target Company

As at December 31,

2005 2006 2007

RMB'000 RMB'000 RMB'000

Within 6 months 463,212 296,843 420,450
Over 6 months but

within | year 1,581 1,720 1,825

Over 1 year but

within 2 years 77 1,692 349

Over 2 years — 23 305

Other receivables 464,870 300,278 422,929

i) Other receivables were denominated in the following currencies:
The Target Group and the Target Company

As at December 31,

2005 2006 2007

RMB’ 000 RMB’000 RMB 000

RMB 257,164 208,088 294,020
UsD 205,707 90,235 127,216
Others 1,999 1,955 1,693
464,870 300,278 422,929

These balances are trade related, interest free, unsecured and generally repayable
within six months.

The carrying amounts of other receivables approximated its fair value at each
balance sheet date because of the short-term maturities of these receivables. The
maximum exposure of other receivables to credit risk at the reporting date is the
carrying amount of the receivables. The Target Group does not hold any collateral
as security.
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(b)  Provision for impairment

The Target Group

At beginning of the year
Reversal

At end of the year

The Target Company

At beginning of the year
Reversal

At end of the year

Cash and cash equivalents

The Target Group

Cash on hand
Cash at bank

Cash and cash equivalents

As at December 31,

2005 2006 2007
RMB’000 RMB’000 RMB 000
5,103 5,065 4,211
(38) (834) (2,565)
5,065 4,211 1,646
As at December 31,
2005 2006 2007
RMB'000 RMB 000 RMB’'000
5,072 5,063 4,209
(9) (854) (2,565)
5,063 4,209 1,644
As at December 31,
2005 2006 2007
RMB'000 RMB'000 RMB’000
25 7 1
17,868 28,166 527,605
17,893 28,173 527,606
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The Target Company

As at December 31,

2005 2006 2007

RMB’000 RMB’000 RMB’000

Cash on hand 1 1 |
Cash at bank 12,785 18,119 521,584
Cash and cash equivalents 12,786 18,120 521,585

At each balance sheet date, all cash and cash equivalents were denominated in RMB.

The annual interest rate on current deposits ranged from 0.72% to 1.71% during the Relevant

Periods.

Paid-In capital

On October 26, 2007, the Target Company was registered as a limited liability company under
the Company Law of the PRC with a registered and fully paid capital of RMB759,785,200.

No dividend was declared by the Target Group during the Relevant Periods.

Owner’s equity

(a)

(b)

As detailed in Note 1(b), upon the establishment of the Target Company on October 26,
2007, the Core Operations and relevant assets and liabilities originally owned by the
Accounting Centre were transferred into the Target Company at a value of RMB759,785,200
as paid-in capital. Pursuant to the Reorganisation, all the then existing capital and
reserves of the Accounting Centre were capitalised and the resulting difference was
charged to capital reserve. [n view of the above changes in form and nature of the capital
reserves of the Accounting Centre, separate classes of reserves, including retained profits,
statutory surplus reserve and statutory public welfare fund of the Accounting Centre prior
to the establishment of the Target Company have not been separately disclosed in the
Financial Information.

As described in Note 2, the Financial Information has been prepared as if the current
group structure had been in existence throughout the Relevant Periods. Qwner’s equity
during the Relevant Periods represents the combined equities of the Core Operation
owned and operated by the companies now comprising the Target Group, after elimination
of the effect of unrealised profit on inter-company transactions.
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(¢)  During the Relevant Periods, the contributions from/distribution to equity owner mainly

comprise the followings:

(1)

(i1}

(1ii)

As detailed in the Note 2, the Non-core Operations were not injected into the
Target Company and have not been included in the Financial Information throughout
the Relevant Periods.

During the Relevant Periods, cash received from the Non-core Operations was
reflected as contributions from equity owner because such cash received formed
an integral part of the working capital of the Core Operations, and the Target
Company has no obligation to repay the amount back to the Non-core Operations.
The transactions with the Non-core Operations have ceased upon the completion
of Reorganisation.

As detailed in Note 1{b), the assumption of the other payables of approximately
RMB174,115,000 by CTHC was recognised as a contribution from equity owner,

As detailed in Note 1(b) and Note 10, the assumption of the supplemental retirement
benefits obligations of approximately RMB15,550,000 net of related tax effect of
approximately RMB3,880,000 by CTHC was recognised as a contribution from
equity owner.

25  Accounts payable

At each balance sheet date, the aging of the accounts payable balance was within one year and

all the accounts payable were denominated in Renminbi.
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Other payables and other current liabilities

The Target Group

Other payables (a)
Accrued payroll
Others

The Target Company

Other payables (a)
Accrued payroll
Others

As at December 31,
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2005 2006 2007
RMB 000 RMB 000 RMB'000
697,579 507,353 302,817
27,338 31,422 37,319
42,530 6,074 6,077
767,447 544,849 346,213
As at December 31,
2005 2006 2007
RMB'000 RMB’000 RMB 000
697,579 507,353 302,817
24,595 27,018 31,778
39,693 3,783 5,204
761,867 538,154 339,799
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fa)  Other payables represent the amaounts collected on behalf of the customer airlines which

are part of the Target Company's settlement and clearing services.
i) At each balance sheet date, the aging analysis of other payables is as foliows:
The Target Group and the Target Company

As at December 31,

2005 2006 2007

RMB’000 RMB'000 RMB'000

Within 6 months 355,215 143,561 183,047

Over 6 months but

within 1 year 14,929 16,920 10,908
Over 1 year but

within 2 years 24,381 19,443 11,108
Over 2 years but

within 3 years 11,817 24,378 13,957

Over 3 years 291,237 303,051 83,797

697,579 507,353 302,817

i) Other payables were denominated in the following currencies:
The Target Group and the Target Company

As at December 31,

2005 2006 2007

RMB’000 RMB’000 RMB 000

RMB 654,129 422,530 173,677
USD 43,416 84,773 105,242
Others 34 50 23,898
697,579 507,353 302,817
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27  Cash generated from operations

Year ended December 31,

2005 2006 2007
RMB’000 RMB’000 RMB’000
Profit before taxation 151,454 96,440 102,854
Adjustments for:
Depreciation and amortisation 25,068 24,785 16,661
Net loss on disposal of property,
plant and equipment 56 205 204
Interest income (9,824) (8,780) (8,035)
Exchange gain (10,951} {16,298) (3,614)
Reversal for impairment of receivables (3,937) 929) (2,606)
Reversal for financial guarantee
obligation, net (67,676) — —
Decrease/(increase) in current assets:
Accounts receivable 6,873 4,258 (2,643)
Due from holding company and
fellow subsidiaries 811 48,290 530,872
Other receivables and other
current assets (42,610) 147.124 (103,908
Increase/(decrease) in liabilities:
Other payables and other liabilities (52,133) (206,073) {20,612)
Supplementai retirement benefits 3,110 1,970 1,630
Cash generated from operations 241 90,992 510,803

28 Earnings per share

No earnings per share is presented as the Target Company is not a company registered with share
capital and the calculation of earnings per share is not applicable.
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Financial risk management

Financial risk factors

The Target Group’s activities expose it to a variety of financial risks: market risk (including
currency risk and interest rate risk), credit risk, and liquidity risk. The Target Group’s overall
risk management programme focuses on the unpredictability of financial markets and seeks to
minimize potential adverse effects on the Target Group’s financial performance.

Financial risk management is carried out by the Target Group’s finance department, following
the overall directions determined by the Board of Directors. The Target Group’s finance
department identifies and evaluates financial risks in close co-operation with the Target Group's
operating departments.

Credit risk

The credit risk of the Target Group arises mainly from the collectability of its accounts and other
receivables, and cash and cash equivalents. The carrying amounts of these balances represent
the Target Group's maximum exposure to credit risk.

The counterparties of these accounts and other receivables are mainly domestic airlines, other
aviation related companies and foreign airlines. During the Relevant Periods, the top 3 customers
namely Air China Limited, China Southern Airlines Company Limited and China Eastern
Airlines Corporation Limited accounted for approximately 66%, 50% and 51% of the totai other
receivables balances at December 31, 2005, 2006 and 2007 respectively. These other receivables
balances arise mainly from the accounting, settlement and clearing services whereby the Target
Company made payments on behalf of these airlines customers. These domestic airlines are
state-owned enterprises and there was no recent history of defaults by them that have resulted
into material bad debts expenses.

The Target Group has policies to ensure that the bank balances are placed with banks with good
reputation and credit quality. During the Relevant Periods, approximately 97%, 98% and 99%
of the Target Group’s bank balances at December 31, 2003, 2006 and 2007 respectively were
placed with the 4 state-owned banks, and other local banks including China CITIC Bank and
Shanghai Pudong Development Bank.
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Foreign currency risk

The Target Group’s exposure to foreign exchange risk mainly arises from its settiement and
clearing services whereby the Target Company made payments or collections in foreign currencies
on behalf of its customers. An analysis of the assets and liabilities by currency are disclosed
in Note 18, 21 and 26 respectively.

At December 31, 2007, December 31, 2006 and December 31 2005, if RMB had weakened/
strengthened by 5% against the USD with all other variable held constant, profit before tax for
the year would have been RMB 8.1 million, RMB 0.2 million and RMB 1.1 million higher/
lower respectively, mainly as a result of foreign exchange gains/losses on translation of USD
denominated other receivables and other payables.

The Target Group performs regular review of its foreign exchange exposure.
Liguidity risk

The Target Group maintains cash and bank balances that are adequate to meet its daily
operations requirements. During the Relevant Periods, the cash and bank balances together with
bank balances managed by CTHC represented approximately 50%, 54% and 47% of its total
assets at December 31, 2005, 2006 and 2007 respectively. The management of the Target Group
believe that the Target Group has sufficient cash and balances during Relevant Periods to meet
its operations requirement and has no significant exposure to liquidity risk.

Interest rate risk

The Target Group’s interest-bearing assets are mainly represented by cash and cash equivalents
and bank balances managed by CTHC. Interest income for the years ended December 31, 2003,
2006 and 2007 was approximately RMB9,825,000, RMB8,780,000 and RMB8,035,000. Apart
from this, the Target Group’s income and operating cash flows are substantially independent
of changes in market interest rates. The interest rates of the Target Group’s interest-bearing
assets are disclosed in Notes 19 and 22.
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Capital risk management
The Target Group defines owner’s equity as the Capital.

The Target Group reviews its capital structure regularly to ensure acceptable returns to its equity
owner and assesses its future capital requirements, if necessary.

Fair value estimation
The Target Group’s tinancial instruments mainly consist of cash and cash equivalents, accounts

receivables, other receivables, due from holding company and fellow subsidiaries, accounts
payable, and other payables,

2005, 2006 and 2007 because of the short-term maturities of these financial assets and financial
liabilities.

|
|
]
|
) The carrying amounts of financial instruments approximated their fair values at December 31,
30 Commitments
{(a) Capital commitments

At each balance sheet date, the Target Group had the following capital commitments:

As at December 31,

2005 2006 2007
RMB’000 RMB 000 RMB 000

Computer system and others
Contracted but not provided for 1,019 2,492 1,383

At each balance sheet date, none of the above commitment balance was dominated in
foreign currencies.

(b)  Operating lease commitments

At each balance sheet date, the Target Group had the following commitments under
operating lease:

As at December 31,

2005 2006 2007
RMB'000 RMB'000 RMB’000
Less than 1 year — — 3,225
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31 Related party transactions

Entities are considered to be related if one has the ability to control the other, directly or
indirectly, or has the ability to exercise significant influence over the financial and operating
decisions of the other. Entities are also considered to be related if they are subject to common
control.

Management believes that meaningful information relative to related party disclosures has been
adequately disclosed.

(a)  Related parties

The major related parties of the Target Company and the Target Group are as follows:

Name Relationship with the Target Company

CTHC Parent of the Target Company

TravelSky Subsidiary of CTHC, parent of the Target Company
Beijing Yaka Jingcheng Subsidiary of CTHC, parent of the Target Company

Property Management
Centre (“Yaka")

(b)  Related party transactions

The following is a summary of significant recurring transactions carried out with the
Target Group's related parties.

(i) Property management service received from Yaka:

Year ended December 31,

2005 2006 2007
RMB’000 RMB'000 RMEB’000
Yaka 8,408 8,256 8,343

(ii)  Rendering computer software development and maintenance service to TravelSky:

Year ended December 31,

2005 2006 2007
RMB'000 RMB’000 RMB’000
TravelSky 15,900 18,800 18,800

The service fees are based on contracted agreements with related parties.
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(c)

{d)

(e)

Balances with related parties
Balances with related parties mainly comprised;

As at December 31,

2005 2006 2007
RMB'000 RMB'000 RMB’ 000
Receivables from related
parties (Note 19):
— TravelSky (a) 8,815 9917 9,801
— CTHC (b) 579,559 530,206 11,002
588,374 540,123 20,803

(a) The balances with related parties primarily arose from the above related party
transactions.

(b)  The details of the balance are set out in Note 19.
Key management compensations

The key management personnel are the Directors of the Target Company. Their
compensations and remunerations are set out in Note 8.

Balances and transactions with other major state-owned enterprises

i} The balances with other major state-owned enterprises comprising mainly state-
owned banks and state-owned aviation companies and airports are as follows:

As at December 31,

2005 2006 2007

RMB'000 RMB'000 RMB 000

Bank balances 17.248 27,719 331,492
Accounts receivable 8,140 4,750 3,462
Other receivables 384,752 207,588 270,210
Other payables (372,126) (277,779) (85,630)
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i) The transactions carried out with other major stated-owned enterprises:

As at December 31,

2005 2006 2007
RMB’000 RMRB'000 RMB’000
Services provided to
state-owned aviation
companies and airports 200,589 208,886 228,152

iii)  The Target Company provided a guarantee to SDITIC, a state-owned enterprise
in 1993. Please refer to Note 12 for details

The Target Group is a state-owned enterprise. In accordance with the revised IAS 24,
“Related Party Disclosures”, state-owned enterprises and their subsidiaries, other than
entities under the Target Group, directly or indirectly controlied by the PRC government
are also defined as related parties of the Target Company and its subsidiaries.

The majority of the business activities of the Target Company and its subsidiaries are
conducted with state-owned enterprises. For the purpose of the related party transactions
disclosure in accordance with 1AS 24, the Target Company and its subsidiaries have
established procedures to determine, to the extent possible, the identification of the
ownership structure of its customers and suppliers as to whether they are state-owned
enterprises. However, many state-owned enterprises have a multi-layered corporate structure
and the ownership structures change over time as a result of transfers and privatization
programs., Nevertheless, management believes that all material related party balances and
transactions have been adequately disclosed.
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I11.

SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared for the Target Company or any of the companies
now comprising the Target Group in respect of any period subsequent to December 31, 2007. Save
as disclosed in this report, no dividend or distribution has been declared, made or paid by the Target
Company or any of the companies now comprising the Target Group in respect of any periods
subsequent to December 31, 2007.

Yours faithfully,

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong
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A. UNAUDITED PRO FORMA STATEMENT OF ASSETS AND LIABILITIES OF
THE ENLARGED GROUP

The following is an illustrative and unaudited pro forma statement of assets and liabilities of the
Enlarged Group, which have been prepared on the basis of the notes set out below for the purpose
of illustrating the effect of the proposed acquisition of the entire equity interest in Accounting Center
of China Aviation Limited Company and a piece of land and a building situated on No. 11 Dongxing
Li, Chaoyang District, Beijing, the PRC, (the “Property™) {collectively, the “Proposed Acquisition™)
as if it had taken place on December 31, 2007. This unaudited pro forma statement of assets and
liabilities has been prepared for illustrative purpose only and because of its hypothetical nature, it may
not give a true picture of the financial positions of the Group had the Proposed Acquisition been
completed as at December 31, 2007 or any future dates.

Unaudited Pro Forma Statement of Assets and Liabilities of the Enlarged Group

Pro forma adjostments

Staterment of Unapdited
Statement of assets and pro forma
assets and liabilities of statement of
liabilities of the the Target assets and
Group as at Group as at Other liabilities of
December 31, December 31, pro forma the Enlarged
2007 2007 adjustments Groop
Note {2) Note (3) Note
RMB'000 RMB'000 RMB'000 RMB'000
ASSETS
Non-current assets
Property, plant and equipment, net 1,033,148 104,775 114,579 “) 1,252,502
[ntangible assets, net 11.824 4,604 — 16,428
Lease prepayments for land
use rights, net — 19,718 63,746 @) 113,464
Investmems in associated
companies 85,99 — — 85,996
Deferred income tax asset 9,229 2947 — 12,176
Other long-term assets 8,881 — — 8,881

Total non-current assets 1,149,073 1,489,447
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Current assets
[nventories
Accounts receivable, net
Due from assaciated companies

Due from related parties, net

Due from holding companies and

fellow subsidiaries
Prepayments and other

current assets
Held-to-maturity financial assets
Short-term bank deposits

Cash and cash equivalents

Total curreni assets

Total assets

LIABILITIES
Non-current liahilities

Deferred income 1ax liabilities

Total non-current liabilities

Current liabilities
Accounts payable and
accrued liabilities
Due 1o refated parties
Income tax payable

Deferred revenue

Total current liabilities

Total liabilities

Net current assets

Total assets less eurrent fiabilities

Statement of
assets and
liabilities of the
Group as at
December 3,
2007

Note (2)
RMB'000

9,241
141,565
6,308
389,561

102,399
100,000
1,843,949
1,209,152

3,802,175

4,951,253

129

129

470,212
39,960
17,054

3172

532,398

s

3,269,777

4,418,855

Pro forma adjustments

Statement of
assets and

liabilities of

the Target
Group as at Other
- December 31, pro forma
2007 adjustments

Note (3}

RMB'000 RMB'000
10,765 —
20,803 (9.800)

423,252 —
527,606 —
349,170 : 10,855
— (9,800}
65,926 —
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Unaudited
pro forma
statement of
assets and
liabilities of
the Enlarged
Group
Note
RMB'000

9,241
152,330
6,308
389,561

(5} 11,003

525,651
100,000
1,843,949
1,736,758

4,774.801

6,264,248

129

129

{6} 830237
3) 30,160
82,980

511

948,549
948,678
L]

3,826,252

5,315,699
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OF THE ENLARGED GROUP

NOTES TO THE UNAUDITED PRO FORMA STATEMENT OF ASSETS AND
LIABILITIES

)

2)

(3)

4

(5

(6)

N

Prior to the Proposed Acquisition, the Target Company was wholly-owned and controlled by China
TravelSky Holding Company (*CTHC™) under the supervision and regulation of Stated-owned Assets
Supervision and Administration Commission of the State Council. The directors of the Company also
regard CTHC as its ultimately holding company. As the Target Company and the Company are ultimate
controlled by CTHC before and after the Proposed Acquisition, for accounting purposes, the proposed
acquisition of the entire equity interests in the Target Company by the Group will be treated as “combination
of entities under common control” and has been accounted for on the basis of uniting of interest method
which is in consistent with the Group's accounting policy. The consideration for the Proposed Acquisition
will be satisfied by the issue of 174,491,393 new demestic shares of the Company at a price of HK$6.39
(RMB5.73) per share, totalling approximately RMB! billion.

The statement of assets and liabilities of the Group is prepared based on the audited consolidated balance
sheet of the Group as at December 31, 2007 extracted from the published annual report of the Company.

The adjustment represents the inclusion of the assets and liabilities of the Target Group as at December
31, 2007 extracted from accountant’s report as set out in the Appendix II to the Circular.

The adjustment represents acquisition of the Property from CTHC at an aggregate consideration of
RMB?208,325,000. The consideration is allocated into building element and land element with amount
of RMB114.579,000 and RMB93,746,000 respectively, by the directors of the Company with reference
to their relative fair values according to the valuation reports issued by Jones Lang LaSalle Sallmanns
Limited. The building element is recognised as a property, plant and equipment and the land element is
recognised as lease prepayment for land use right,

The adjustment represents elimination of the inter-company balances between the Group and the Target
Group as at December 31, 2007.

The adjustment represents accrual of estimated transaction costs of approximately RMB10,855,000. The
transaction costs, including lawyer fees, cost of furnishing information to sharcholders, other professional
fees, and related t1ax charges, are directly attributable to the Proposed Acquisition.

Other than those adjustments mentioned above, no other adjustment has been made to reflect any trading

position or other transactions of the Group and the Target Group entered into subsequent to December
31, 2007.
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OF THE ENLARGED GROUP

REPORT ON UNAUDITED PRO FORMA STATEMENT OF ASSETS AND
LIABILITIES OF THE ENLARGED GROUP

The following is the text of a report received from PricewaterhouseCoopers, Certified Public Accountants,
Hong Kong, for the purpose of incorporation in this circular.

PRICEVWATERHOUSE(QOPERS

BER KEGHERHR 22/F, Prince’s Building
Central, Hong Kong

REPORT ON UNAUDITED PRO FORMA FINANCIAL INFORMATION
TO THE DIRECTORS OF TRAVELSKY TECHNOLOGY LIMITED

We report on the unaudited pro forma financial information set out on pages 205 to 207 under the
heading of “Unaudited Pro Forma Financial Information™ (the “Unaudited Pro Forma Financial
Information™) in Appendix III to the circular dated June 16, 2008 (the “Circular”) of TravelSky
Technology Limited (the “Company”), in connection with the proposed acquisition of Accounting
Centre of China Aviation Limited Company (F B fi 25 £ 5 A FRITAE A ®]) and its subsidiaries and
a piece of land and a building situated on No.1t Dongxing Li, Chaoyang District, Beijing, the PRC
(the “Proposed Acquisition”) by the Company. The Unaudited Pro Forma Financial Information has
been prepared by the directors of the Company, for illustrative purposes oaly, to provide information
about how the Proposed Acquisition might have affected the relevant financial information of the
Company and its subsidiaries (hereinafter collectively referred to as the “Group”). The basis of
preparation of the Unaudited Pro Forma Financial Information is set out on pages 205 to 207 of the
Circular.

Respective Responsibilities of Directors of the Company and the Reporting Accountant

It is the responsibility solely of the directors of the Company to prepare the Unaudited Pro Forma
Financial Information in accordance with rule 4.29 of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited (the “Listing Rules™) and Accounting Guideline 7
“Preparation of Pro Forma Financial Information for Inclusion in Investment Circulars” issued by the
Hong Kong Institute of Certified Public Accountants {the “HKICPA™).

It is our responsibility to form an opinion, as required by rule 4.29(7) of the Listing Rules, on the
Unaudited Pro Forma Financial Information and to report our opinion to you. We do not accept any
responsibility for any reports previously given by us on any financial information used in the compilation
of the Unaudited Pro Forma Financial Information beyond that owed to those to whom those reports
were addressed by us at the dates of their issue.
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Basis of Opinion

We conducted our engagement in accordance with Hong Kong Standard on Investment Circular
Reporting Engagements 300 “Accountants’ Reports on Pro Forma Financial Information in lovestment
Circulars” issued by the HKICPA. Our work, which involved no independent examination of any of
the underlying financial information, consisted primarily of comparing the statement of assets and
liabilities as at December 31, 2007 of the Group with the audited consclidated balance sheet of the
Group as at December 31, 2007, considering the evidence supporting the adjustments and discussing
the Unaudited Pro Forma Financial Information with the directors of the Company.

We planned and performed our work so as to obtain the information and explanations we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the
Unaudited Pro Forma Financial Information has been properly compiled by the directors of the
Company on the basis stated, that such basis is consistent with the accounting policies of the Group
and that the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial
Information as disclosed pursuant to rule 4,29(1) of the Listing Rules,

The Unaudited Pro Forma Financial Information is for illustrative purposes onily, based on the
judgements and assumptions of the directors of the Company, and, because of its hypothetical nature,

does not provide any assurance or indication that any event will take place in the future and may not
be indicative of the financial position of the Group as at December 31, 2007 or any future dates.

Opinion
In our opinion:

(a)  the Unaudited Pro Forma Financial Information has been properly compiled by the directors
of the Company on the basis stated;

(b)  such basis is consistent with the accounting policies of the Group; and

{c)  the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial Information
as disclosed pursuant to rule 4.29(1) of the Listing Rules.

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, June 16, 2008
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The following is the text of a letter, summary of values and valuation certificates, prepared for the purpose
of incorporation in this circular received from Jones Lang LaSalle Sallmanns Limited, an independent valuer,
in connection with its valuation as at 31 March 2008 of the property interests in respect of the Acquisition.

Jones Lang LaSalle Salimanns Limited
22nd Floor Siu On Centre

]ONES LANG 188 Lockhart Road Wanchai Hong Kong
LASALLEO SALLMANNS tel +852 2169 6000 fax +852 2169 6001
16 June 2008

The Board of Directors
TravelSky Technology Limited
18-20/F., South Wing, Park C
Raycom InfoTech Park

No. 2, Ke Xue Yuan South Road
Haidian District

Beijing

The People’s Republic of China

Dear Sirs,

In accordance with your instructions to vatue the properties held by China TravelSky Holding Company
(“CTHC”) and Accounting Centre of China Aviation Limited Company (“ACCA"), a wholly-owned subsidiary
of CTHC, in the People’s Republic of China (the “PRC™), we confirm that we have carried out inspections,
made relevant enquiries and searches and obtained such further information as we consider necessary for the
purpose of providing you with our opinion of the capital values of the property interests as at 31 March 2008
(the “date of valuation”). Pursuant to the Sale and Purchase Agreement dated 5 May 2008 entered into
between CTHC and TravelSky Technology Limited (the “Company”), the Company intends to acquire the
property held by CTHC and entire registered capital of ACCA.

Our valuation of the property interests represents the market value which we would define as intended to
mean “the estimated amount for which a property should exchange on the date of valuation between a willing
buyer and a willing seller in an arm’'s-length transaction after proper marketing wherein the parties had each
acted knowledgeably. prudently, and without compulsion™.

We have valued the properties by the direct comparison approach assuming sale of the property interests in
their existing state with the benefit of immediate vacant possession and by making reference to comparable
sale transactions as available in the relevant market.

Our valuation has been made on the assumption that the seller sells the property interest in the market without
the benefit of a deferred term contract, leaseback, joint venture, management agreement or any similar
arrangement, which could serve to affect the value of the property interest.

No allowance has been made in our report for any charges, mortgages or amounts owing on any of the property
interest valued nor for any expenses or taxation which may be incurred in effecting a sale. Unless otherwise
stated, it is assumed that the property is free from encumbrances, restrictions and outgoings of an onerous
nature, which could affect its value.
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In valuing the property interests, we have complied with all the requirements contained in Chapter 5 and
Practice Note 12 to the Rules Governing the Listing of Securities issued by The Stock Exchange of Hong
Kong Limited; the RICS Valuation Standards (6th Edition) published by the Royal Institution of Chartered
Surveyors; and the HKIS Valuation Standards on Properties (1st Edition 2005) published by the Hong Kong
Institute of Surveyors.

We have relied to a very considerable extent on the information given by the Company and have accepted
advice given to us on such matters as tenure, planning approvals, statutory notices, easements, and particulars

of occupancy, lettings, and all other relevant matters.

We have been shown copies of various title documents including State-owned Land Use Rights Certificates,
Building Ownership Certificates and other title documents relating to the property interests in the PRC and
have made relevant enquiries, Where possible, we have examined the original documents to verify the existing
titles to the property interests and any material encumbrances that might be attached to the property interests
or any lease amendments. We have relied considerably on the advice given by the Company’s PRC legal
advisers — Jingtian & Gongcheng Attorneys at Law, concerning the validity of titles to the property interests.

We have not carried out detailed measurements to verify the correctness of the areas in respect of the properties
but have assumed that the arcas shown on the documents and official site plans handed to us are correct.
All documents and contracts have been used as reference only and all dimensions, measurements and areas
are approximations. No on-site measurement has been taken.

We have inspected the exterior and, where possible, the interior of the properties. However, no structural
survey has been made, but in the course of our inspection, we did not note any serious defects, We are not,
however, able to report whether the properties are free of rot, infestation or any other structural defects. No
tests were carried out on any of the services. '

We have had no reason to doubt the truth and accuracy of the information provided to us by the Company.
We have also sought confirmaiion from the Company that no material factors have been omitied from the
information supplied. We consider that we have been provided with sufficient information to reach an
informed view, and we have no reason to suspect that any material information has been withheld.

Unless otherwise stated, all monetary figures stated in this report are in Renminbi (RMB).
Our valvation is summarized below and the valuation certificates are attached.

Yours faithfully,
for and on behalf of
Jones Lang LaSalle Sallmanns Limited
Paul L. Brown
B.Sc. FRICS FHKIS
Director

Note: Paul L. Brown is a Chartered Survevor who has 25 years’ experience in the valuation of properties in the PRC
and 28 vears of property valuation experience in Hong Kong, the United Kingdom and the Asia-Facific region.
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SUMMARY OF VALUES

Group I — Property interest held by CTHC in the PRC

Capital value
in existing state as at

No. Property 31 March 2008
RMB
1. A parcel of land and 8 buildings located at 208,325,000

No. 11, Dongxing Li
Chaoyang District
Beijing

The PRC

Group II — Property interest held and occupied by ACCA in the PRC

2. A parcel of land and a 15-storey office building located 223,988,000
at Xibahe Beili
Chaoyang District
Beijing
The PRC

Total: 432,313,000
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VALUATION CERTIFICATE

Group I — Property interest held by CTHC in the PRC

Capital value
in existing state

Particulars of as at
No. Property Description and tenure occupancy 31 March 2008
RMB
1. A parcel of land and The property comprises a parcel  The property is 208,325,000
8 buildings located at  of land with a site area of currently leased to the
No. 11, Dongxing Li approximately 5,332.54 sq.m. and Company for office
Chaoyang District 8 buildings erected thereon which and ancillary
Beijing were completed in 2001. production purposes.
The PRC

The buildings have a total gross
floor area of approximately
12.003.74 sq.m.

The buildings mainly include 2
office buildings. a transformer
kiosk, a communication room, a
guard house and 3 warehouses.

The land use rights of the
property have been granted for a
term of 50 years expiring on 29
June 2049 for office use.
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Notes:

Pursuant to a State-owned Land Use Rights Certificate — Jing Chao Guo Yong (1999 Chu) Zi Di No. 00032,
the land use rights of a parcel of land with a site area of approximately 3,332.54 sq.m. have been granted to
Civil Aviation Computer Information Center, the former name of CTHC, for a term of 50 years expiring on 29
Tune 2049 for office use.

Pursuant to a Building Ownership Certificate — Fang Quan Zheng Chao Guo 07 Zi Di No. 00123, 8 buildings
with a total gross floor area of approximately 12,003.74 sq.m. are held by CTHC.

Pursuant to a Tenancy Agreement entered into between CTHC and the Company, the buildings with a total gross
floor area of approximately 12,003.74 sq.m. are leased 1o the Company for a term of 3 years expiring on 31

December 2009 at a to1al annual rental of RMB16,649,145.77.

We have been provided with a legal opinion regarding the property interests by Jingtian & Gongcheng Attorneys
at Law, which contains, inter alia, the following:

(a) CTHC has legally obtained the land use rights of the property and has the legal rights to transfer, mortgage
and lease the land use rights of the property;

(b) CTHC is entitled to transfer, mortgage and lease the buildings without any additional payment save for
taxation; and

(c) The property is not subject to any mortgage and other encumbrances.
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VALUATION CERTIFICATE

Group II — Property interest held and occupied by ACCA in the PRC

No. Property

2. A parcel of land and a
| 5-storey office
building located at
Xibahe Beili
Chaoyang District
Beijing
The PRC

Description and tenure

The property comprises a parcel
of land with a site area of
approximately 4,212.56 sq.m. on
which is constructed a 15-storey
office building with a one level
underground carport which
completed in 1996.

The building has a gross floor
area of approximately 15,509.5

5qQ.m.

The land use right of the property
has been granted for a term of 50
years expiring on 22 November
2056 for office use.

— 215 —

Capital value
in existing state

Particulars of as at
occupancy 31 March 2008

RMB
The property is 223,988,000

currently occupied by
CTHC and its
subsidiary for office
purpose except for
portions of the
property which are
leased to 2
independent third
parties. (see note 3}
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Notes:

Pursuant to a State-owned Land Use Rights Certificate — Jing Chao Guo Yong (2007 Chu) No. 0031, the land
use rights of a parcel of land with a site area of approximately 4,212.56 sq.m. have been granted to Accounting
Centre of China Aviation ("ACCA™), a wholly-owned subsidiary of CTHC, for a term of 50 years expiring on
22 November 2056 for office use.

Pursuant to a Building Ownership Certificate — X Jing Fang Quan Zheng Chao Qi Zi Di No. 559946, a building
with a gross floor area of approximately 15,509.5 sq.m. is held by ACCA.

Pursuant to 2 Tenancy Agreements entered into between ACCA and 2 independent third parties, Level 12 and
Level 13 of the property with a total gross floor area of approximately 1,948.86 sq.m. are both leased for the
same term of 3 years commencing from 1 June 2005 and expiring on 31 May 2008 at a total annual rental of

RMB2,781.095.20.

We have been provided with a legal opinion regarding the property interests by Jingtian & Gongcheng Attorneys
at Law, which contains, inter alia, the following:

() ACCA has legally obtained the land use rights of the property and has the legal rights to transfer, mortgage
and lease the property;

(b) ACCA is entfitled to transfer, mortgage and lease the buildings without any additional payment save for
taxation; and

() The property is not subject to any mortgage and other encumbrances,
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RESPONSIBILITY STATEMENT

This circular includes particulars given in compliance with the Listing Rules for the purpose of giving
information with regard to the Group. The Directors collectively and individually accept full responsibility
for the accuracy of the information contained in this circular and confirm that, having made all
reasonable enquiries, to the best of their knowledge and belief:

(a)  the information contained in this circular is accurate and complete in all material respects and
not misleading;

(b)  there are no other matters the omission of which would make any statement in this circular
misleading; and

(c) all opinions expressed in this circular have been arrived at after due and careful consideration
and are founded on bases and assumptions that are fair and reasonable.

INTERESTS AND SHORT POSITIONS OF DIRECTORS, SUPERVISORS AND
CHIEF EXECUTIVE IN THE SHARE CAPITAL OF THE COMPANY

As at the Latest Practicable Date, the interest or short position in the shares, underlying shares and
debentures of the Company or any of its associated corporations (within the meaning of Part XV of
the SFO) held by the Directors, supervisor or chief executive of the Company which is required to
be notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of Part XV of the
SFO (including interests and short positions which they were taken or deemed to have under such
provisions of the SFO), or any interests required to be entered in the register maintained in accordance
with Section 352 of the SFO, or as otherwise notified to the Company and the Stock Exchange pursuant
to the Model Code for Securities Transactions by Directors of Listed Issuers set out in Appendix 10
to the Listing Rules are as follow:

Number Percentage to the Percentage

and class Capacity of corresponding to the total

Name of Director of shares Holder share capital share capital

{Note 1) {Note 2)

Chua Keng Kim 417,000 H shares Interest of 0.07% 0.02%
of RMB1 each (L) spouse

Notes:
(n (L) — Long position

(2) The percentage to the total share capital is calculated based on the total number of 1,776,315,000 shares
in issue of the Company as at 30 June 2007.
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Save as disclosed above, as at the Latest Practicable Date, the Directors, supervisor or chief executive
of the Company had any interest or short position in any shares, underlying shares and debentures of
the Company or any of its associated corporations (as defined in Part XV of the Ordinance) which
is required to be notified to the Company and the Stock Exchange pursuant to Divisions 7 and 8 of
Part XV of the SFO (including interests and short positions which they were taken or deemed to have
under such provisions of the SFO), or any interests required to be entered in the register maintained
in accordance with Section 352 of the SFO, or as otherwise notified to the Company and the Stock
Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers set
out in Appendix 10 to the Listing Rules.

SUBSTANTIAL SHAREHOLDERS

{a)  As at the Latest Practicable Date, as far as it was known to any Directors, supervisors or chief
executive of the Company, the following entities (other than the Directors, supervisors or chief
executive of the Company disclosed under the paragraph headed “Interests and short positions
of Directors, supervisors and chief executive in the share capital of the Company” above) had
an interest or short position in the respective class of Shares and underlying shares of the
Company which would fall to be disclosed to the Company under the provisions of Divisions
2 and 3 of Part XV of the SFO, or who was directly or indirectly interested in 10% or more
of the nominal value of the respective class of share capital carrying rights to vote in all
circumstances at general meetings of the Company:

Approximate
percentage Approximate
Class and of respective percentage of
no. of class of share total share
Name of Shareholder securities Capacity capital capital
(Note 1) {Note 2)
Platinum Investment 24,686,152 Investment 3.97% 1.39%
Management Limited H shares of Manager
RMB1 each (L)
56,608,700 Trustee 9.11% 3.19%
H shares of  (other than a
RMBI1 each (L)  bare trustee)
Oppenheimer 42,467,220 Investment 9.65% 2.39%
International Small H shares of Manager {Note 3
Company Fund RMBI each (L) and 4)
Matthews 28,239,000 Investment 9.08% 1.59%
International Capital H shares of Manager {Note 3
Management, LLC RMB1 each (L) and 5)
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J.P. Morgan Fleming 22,199,000
Asset Management H shares of
(Asia) Inc. RMBI each (L)

J.P. Morgan Fleming 22,199,000
Asset Management H shares of
Holdings Inc. RMB1 each (L)

JF Asset Management 22,199,000
Limited H shares of

RMBI each (L)

Plantinum 44,309,100
International Fund H shares of
RMBI each (L)

' Prudential PLC 31,810,000
H shares of
RMB1 each (L)

| China TravelSky 396,993,000
| Holding Company Domestic shares
| of RMB1 each (L)

China Southern Air 232,921,000
Holding Company Domestic shares
of RMBI each (L)

43,849,000
Domestic shares
of RMBI each (L)
{(Note 7)
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Eastern Holding 218,829,000 Beneficial 18.95% 12.32%
Domestic shares owner
of RMB1 each (L)
5,317,000 Interest of 0.46% 0.30%
Domestic shares controlied
of RMBI each (L) corporation
{Note 8)
2,600,000 Interest of 0.23% 0.15%
Domestic shares controlled
of RMBI each (L) corporation
(Note 9)
China National 178,867,000 Beneficial 15.49% 10.07%
Aviation Holding Domestic shares owner
Company of RMBI1 each (L)
8,697,000 Interest of 0.75% 0.49%
Domestic shares controlled
of RMB1 each (L) corporation
{Note 10)
Notes:

£y

(2)

(&)

(L) — Long position.

Percentage of total share capital is based on 1,776,315,000 shares of the total issued share capital
of the Company as at the Latest Practicable Date.

The Directors are unable to confirm the shareholding of the relevant substantial shareholders
because those substantial shareholders have not filed any corporate substantial shareholder notice
after the Bonus Issue. Theoretically, the number of Shares held by those substantial shareholders
should increase after the Bonus Issue (with the shareholding percentage remains unchanged).
However, the Directors cannot exclude the possibility that those substantial shareholders have
disposed of any Shares after the Bonus Issue, so that the number of Shares held by those substantial
shareholders before and after the Bonus Issue and as at the Latest Practicable Date remain the
same. The Directors are also unable to ascertain the shareholding of those substantial sharcholders
from the register of holders of H Shares of the Company as the information contained therein may
not reflect the actual beneficial shareholding of the shareholders (i.e. the registered shareholders
may be bare trustee or holding some Shares on behalf of the others and this kind of interest is
noet required to be disclosed under the SFQ),
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S

&)

(6)

M

(8)

(9

(10

Such percentage is shown in the corporate substantial shareholder notice of Oppenheimer
International Small Company Funds, filed on December 6, 2007. However, the number of H shares
held by Oppenheimer International Small Company Funds, stated in such notice was 42,467,220,
which, if correct, represents 13.66% of total H shares of the Company based on the total
310,854,000 issued H shares of the Company. As to the knowledge. the information collected and
belief of the Directors, they are unable to confirm whether such ratio represents the shareholding
ratio of the shareholder after the Bonus Issue. Please also refer to note (3) above,

Such percentage is shown in the corporate substantial shareholder notice of Matthews [nternational
Capital Management deciared and filed on 5 August 2005 at the latest. As to the knowledge, the
information collected and belief of the Directors, they are unable to confirm whether such ratio
represents the shareholding ratio of the shareholder after the Bonus Issue. Please also refer to note
(3) above,

Such percentage is shown in the corporate substantial shareholder notice of this shareholder
declared and filed on 1 April 2003 at the latest. As to the knowledge, the information collected
and belief of the Directors, they are unable to confirm whether such ratio represents the shareholding
ratio of the shareholder after the Bonus Issue. Please also refer to note (3) above.

These shares are held by Xiamen Airlines Company Limited. China Southern Air Holding
Company was deemed to be interested in the shares held by Xiamen Airlines Company Limited
by virtue of the Qrdinance.

These shares are held by Eastern Airlines, a subsidiary of Eastern Holding. Eastern Holding is
deemed to be interested in the shares held by Eastern Airlines by virtue of the SFO.

These shares are held by China Eastern Airlines Wuhan Limited, a subsidiary of Eastern Hoiding.
Eastern Holding is deemed to be interested in the shares held by China Eastern Airlines Wuhan
Limited by virtue of the SFO.

These shares are held by Shandong Airlines Company Limited. China National Aviation Holding

Company was deemed to be interested in the shares held by Shandong Airlines Company Limited
by virtue of the Ordinance.
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(b)

Save as disclosed herein, there was no person or other entity known to the Directors, supervisors
or chief executive of the Company, who, as at the Latest Practicable Date, had an interest or
short position in the respective class of Shares and underlying shares of the Company which
would fall to be disclosed to the Company under the provisions of Divisions 2 and 3 of Part
XV of the SFO, or who was directly or indirectly interested in 10% or more of the nominal
value of the respective class of shares capital carrying rights to vote in all circumstances at
general meetings of the Company.

So far as is known to the Directors, supervisors or chief executive of the Company, as at the
Latest Practicable Date, the following entities (other than the Directors, supervisors or chief
executive of the Company disclosed under the paragraph headed “Interests and short positions
of Directors, supervisors and chief executive in the share capital of the Company” above) were
directly or indirectly interested in 10% or more of the nominal value of the registered capital
carrying the rights to vote in all circumstances at the general meetings of the subsidiaries of
the Company:

Registered Approximate
Capital held by percentage

Name of subsidiary Name of shareholder the shareholder of interest
Hainan Civil Aviation China Southern Air RMB1,505,000 22.74%
Cares Co., Ltd. Holding Company
(5 R AL BLES (PERBEHTME
R A B 7D
Cares Hubei Co., Ltd Wuhan Tinhe RMB625,000 12.50%
(51 4b AL 52 Airport Limited
R A (X T R VAT 5y
HREMEAH)
Cares Hubei Co., Ltd Committee of labour RMB625,000 12.50%
(W3t R B ELEE union of Wubei
FIRAE) Branch of China

Southern Airlines
Company Limited

(B R 7 A ZE R
FIRAR B2 E
LTaZRE)

Cares Hubei Co., Ltd China Eastern Air RMB625,000 12.50%
(3L R AL EE Wuhan Limited
HRARD (P B ITALE BB
FRFELR)
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Cares Hubei Co., Ltd Cares Shenzhen Co., Ltd. RMB625,000 12.50%
(AL RATHLEE (FYI R AT EE
HREFD HRATED

Cares Chongging Air China Limited RMB2,401,000 24.50%

Information Co., Ltd. (B B A AR Ay
(EREMYERER FHRAED
0l A PR /)

Cares Chongqing Chongging Airport RMB2.,401,000 24.50%
Information Co., Ltd. (Group) Limited

(EBERAMHEREE (E B (SR M)

e ATEEY: YN HRLFED

Aviation Cares of China Eastern Airlines RMB980,000 49.00%
Yunnan Information — Yunnan Company
Co., Ltd. (PRRETME
(EHRAHLERE R EBAT)
HRA )

InfoSky Technology Société Internationale de US$1,225,000 49.00%
Company Limited Télécommunications

Aeronautiques Greater
China Holdings Limited

Civil Aviation Cares Xiamen Airlines RMB1,140,000 28.50%
of Xiamen Ltd. Company Limited
(F PR ATHLE (EFAMEARAT)
HIR2FD
Civil Aviation Cares Xiamen International RMB820,000 20.50%
of Xiamen Ltd. Aviation Company Limited .
(BP9 R A LB (BT 1 B B A 2 e LA
WA ) HRAT)
Civil Aviation Cares Qingdao International RMB720,000 36%
of Qingdao Limited Airport Company Limited
(FRHREMEE (F B EAEHEEN
HRAR) H R )
Civil Aviation Cares Shanghai Civil Aviation East RMB260,000 13%
of Qingdao Limited China Cares System
(HRHRAMELE Integration Co., Ltd
AR ED (L ¥ B AL HE TS EE AR AR
RRAREHE)
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Civil Aviation Cares
of Xi’an Ld.
(FE R TR
ARLFD

Civil Aviation Cares
of Xi’an Ltd.
(P& R SR
HRAT)

Civil Aviation Cares
Technology of
Xinjiang Ltd.
(R AL B
B A RITEL T

Civil Aviation Cares
Technology of
Xinjiang Ltd.

(e R AT AR 15 B
B RITIE L)

Shaanxi Airport Management
Group Company

(BRI 5 5

k40 FANET

China Eastern Atrlines
Northwest Company

(PER AL ZE T LA R

China Southern Air
Holding Company
(B B 7 A 2 AR R A W)

Xinjiang Airport Group
Company Limited

(HESE R
HRFEALTA)

RMB850.000 17%
RMB 1,600,000 32%
RMB735,000 24.50%
RMB735,000 24.50%

Save as disclosed above, as at the Latest Practicable Date and so far as is known to the Directors,

supervisors or chief executive of the Company, there was no other entity (other than the

Directors, supervisors or chief executive of the Company disclosed under the paragraph headed

“Interests and short positions of Directors, supervisors and chief executive in the share capital

of the Company” above) who was directly or indirectly, interested in 10% or more of the nominal

value of the registered capital carrying rights to vote in all circumstances at the general meetings

of any subsidiary of the Company.

4. LITIGATION

As at the Latest Practicable Date, neither the Company nor any member of the Group was engaged

in any litigation or arbitration of material importance and no litigation or claim of material importance

was known to the Directors to be pending or threatened by or against the Company or any member

of the Group.

5. SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors had entered or was proposing 1o enter into

a service contract with any member of the Group which is not determinable by the Group within one

year without payment of compensation, other than statutory compensation.
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MATERIAL CONTRACTS

Except for the Sale and Purchase Agreement, there were no material contracts (not being contracts
in the ordinary course of business) entered into by the Group during the period of two years prior to
the Latest Practicabte Date:

COMPETING INTERESTS

None of the Directors and their respective associates (as defined in Listing Rules) has an interest in
a business, which competes or may compete with the businesses of the Company and any other conflicts
of interest which any such person has or may have with the Company.

DIRECTORS INTERESTS IN ASSETS

Save as disclosed, as at the Latest Practicable Date, none of the Directors had any direct or indirect
interest in any assets which had been acquired or disposed of by or leased to any member of the Group
or proposed to be so acquired, disposed of or leased since 31 December 2007, being the date to which
the latest published audited accounts of the Company were made up.

DIRECTORS INTERESTS IN CONTRACTS

Save as the Sale and Purchase Agreement as disclosed herein, there is no other contract or arrangement
subsisting at the Latest Practicable Date in which any of the Directors is materiaily interested in and
which is significant in relation to the business of the Group.
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10.

11.

12.

QUALIFICATIONS OF EXPERTS AND CONSENTS

The following is the qualification of the expert or professional adviser who has given opinion or advice
contained in this circular:

Name Qualifications

China Merchants Licensed corporation to carry out type 1 (dealings in
securities), type 2 (dealings in futures contracts), type 4
(advising on securities), type 6 (advising on corporate
finance) and type 9 (asset management) regulated activities
under the SFO

PricewaterhouseCoopers Certified Public Accountants

Jones Lang LaSalle Sallmanns Ltd. Professional valuers

China Merchants, PricewaterhouseCoopers and Jones Lang LaSalle Sallmanns Ltd. have given and
have not withdrawn their respective written consents to the issue of this circular with the inclusion

herein of their respective letters and reports (as the case may be) and references to their respective
names, in the form and context in which they respectively appear.

INTERESTS OF EXPERTS

As at the Latest Practicable Date, each of China Merchants, PricewaterhouseCoopers and Jones Lang
LaSalle Sallmanns Ltd.:

(a)  did not have any shareholding in any member of the Group or any right (whether legally
enforceable or not) to subscribe for or to nominate persons to subscribe for securities in any
member of the Group; and

(b)  was not interested, directly or indirectly, in any assets which have been acquired or disposed

of by or leased to the Company since December 31, 2007, being the date to which the latest
published audited accounts of the Company were made up.

GENERAL

The English text of this circular shall prevail over the Chinese text in case of inconsistency, but in
relation to the amendments to the Articles, Chinese text shall prevail in case of inconsistency.
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13.

14.

PROCEDURE FOR DEMANDING POLL

Pursuant to Article 73 of the Articles, a resolution put to the vote at a meeting shall be decided on

a show of hands unless (before or after the voting on show of hands) a poll is demanded:

(1)

(1)

(1ii)

by the chairman of such meeting;

by at least two Shareholders present in person or by proxy for the time being entitled to vote
at the meeting; or

by shareholder(s) of the Company present in person or by proxy(ies) and holding 10% or more
shares conferring a right to vote at the meeting on his/her own or in aggregate.

MISCELLANEOUS

(a)

(b}

(c)

The registered office of the Company is located at 18-20th Floors, South Wing, Park C, Raycom
InfoTech Park, No. 2, Ke Xue Yuan South Road, Haidian District, Beijing 100190, PRC and
the place of business of the Company in Hong Kong is located at Rooms 3005-3007, 30th Floor,
Great Eagle Centre, 23 Harbour Road, Wanchai, Hong Kong.

The branch share registrar and transfer office of the Company in Hong Kong is Hong Kong
Registrars Limited, Rooms 1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong.

The company secretary is Mr. Ding Weiping. As at the Latest Practicable Date, the Company
has not yet appointed a qualified accountant. The Company has not identified a suitable
candidate and the Company will issue a separate announcement upon appointment of the
qualified accountant.
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15. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection during normal business hours at
the offices of Mallesons Stephen Jaques located on 37th Floor, Two International Financial Centre,
Central, Hong Kong up to and including 30 June 2008:

(a) the memorandum of association and articles of the Company;

(b)  the annual reports of the Company for the two financial years ended 31 December 2006 and
3t December 2007 respectively;

{c)  the material contracts referred to in the section headed “Material Contracts” in this appendix
and the contracis referred to in this circular including:

(1)  Sale and Purchase Agreement dated 5 May 2008;
(2)  Property Management Agreement dated 3 February 2008 between ACCA and Ya Ka;

(3) Revenue Accounting Systems and Settlement Agreement between ACCA and Southern
Airlines dated 15 November 2007,

(4)  Oracle Financial Products Support Services Agreement between ACCA and Southern
Airlines dated 1 June 2007;

{5}  Revenue Accounting Systems and Settlement Agreement between ACCA and Eastern
Airlines dated 22 February 2008;

(6)  Revenue Accounting Systems and Settlement Agreement between ACCA and Air China
dated 28 February 2008;

(7)  Revenue Accounting and Settlement Agreement between ACCA and Macau Airlines
dated 31 December 2006;

(8)  Oracle Financial Products Support Services Agreement between ACCA and Macau
Airlines dated 15 May 2007,

(9)  Interline Data Exchange Agreement between ACCA and Xiamen Airlines dated 26
September 2006;

(10) Revenue Accounting and Settlement Agreement between ACCA and Xiamen Airlines
dated 21 December 2007;
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(d)

(e)

(N

(2)

(b

M

()

(11) Interline Data Exchange Agreement between ACCA and Hainan Airlines dated 18
September 2006;

(12) Revenue Accounting and Settlement Agreement between ACCA and Hainan Airlines
dated 4 December 2000;

(13) Revenue Accounting Systems and Settlement Agreement between ACCA and Shenzhen
Airlines dated 29 January 2008;

(14) Interline Data Exchange Agreement between ACCA and Shanghai Airlines dated 22
March 2007,

(15y Revenue Accounting and Settlement Agreement between ACCA and Shanghai Airlines
dated 19 December 2007;

(16) Revenue Accounting Systems and Settlement Agreement between ACCA and Shandong
Airlines dated 1 December 2007,

(17) Revenue Accounting Systems and Settlement Agreement between ACCA and Sichvan
Airlines dated 1 December 2007,

(18} Domestic Mail Revenue Accounting and Settlement Agreement dated 30 July 1997; and
(19) 1ATA Agreement dated 27 March 2008;

the written consents referred to under the section headed “Qualifications of Experts and
Consents™ in this appendix;

an accountant’s report of ACCA Group, the text of which is set out in Appendix II to this
circular;

the report on unaudited pro forma financial information of the Enlarged Group, the text of which
is set out in Appendix III to this circular;

a copy of the valuation report of the Property the text of which is set out in Appendix 1V to
this circular;

a copy of this circular,

the letter of recommendation from the Independent Board Committee, the text of which is set
out on pages 31 to 32 of this circular; and

the letter from China Merchants, the text of which is set out on pages 33 to 72 of this circular.
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BN chE RS RRLEIR RERDE)
TravelSky TravelSky Technology Limited

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

(Stock Code: 0696)
NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN THAT the extraordinary general meeting (the “EGM”) of TravelSky
Technology Limited (the “Company”) will be held at the conference room of the Company at Floor 19, South
Wing, Park C, Raycom InfoTech Park, No. 2 Ke Xue Yuan South Road, Haidian District, Beijing, the People’s
Republic of China on 31 July 2008 at 10:00 a.m. to consider and, if thought fit, to pass, with or without
modifications, the following resolutions as ordinary or special resolutions of the Company:

SPECIAL RESOLUTIONS

1. “THAT subject to the passing of resolution number 3 below:

(a)  the sale and purchase agreement dated 5 May 2008 (the ““Sale and Purchase Agreement”) entered
into between China TravelSky Holding Company (“CTHC”) and the Company, a copy of which
has been initialled by the chairman of this meeting for the purpose of identification marked “A”,
pursuant to which CTHC agreed to sell and the Company agreed to purchase (i) the entire
registered capital of ACCA for a consideration of RMB788 million {equivalent to approximately
HK$878.62 million); and (ii) a state-owned land vse right with a site area of 5,332.54 sq.m.
and & buildings erected thereon with a total gross floor area of 12,003.74 sq.m. located in No.
11 Dongxing Li, Chaoyang District, Beijing, the People’s Republic of China, for a consideration
of RMB212 million (equivalent to approximately HK$236.38 million), amounting to an aggregate
consideration of RMB1 billion (equivalent to approximately HK$1.1135 billion) (the “Acquisition™),
and all transactions contemplated thereunder be and are hereby generally and unconditionaily
approved; and

(b)  the directors of the Company (“Directors™) be and are hereby authorised to do all such acts and
things, to sign and execute all such further documents and to take such steps as the Directors
may in their absolute discretion consider necessary, appropriate, desirable or expedient to give
effect to or in connection with the Sale and Purchase Agreement and all other matters incidental
thereto.”

2. “THAT subject to the passing of resolution number 1 above, the Directors be and are hereby generally
and specifically authorised to allot and issue an aggregate of up to 174,491,393 new domestic shares
of book value of RMB1.00 each in the share capital of the Company at a price of HK$6.39 each to
CTHC or its nominee (the “Special Mandate™) as full settlement of the consideration for the Acquisition
upon and subject to the terms and conditions of the Sale and Purchase Agreement being fulfilled. The
Special Mandate is in addition to, and shall not prejudice nor revoke any existing general mandate
granted to the Directors by the sharcholders of the Company or such other general or special mandates
which may from time to time be granted to the Directors prior to the passing of this resolution.”
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“THAT subject to the passing of resolution number 1 above, the Articles of Association of the
Company be altered in the following manner:

(a) in Article 20, by adding the following new sub-article 3:

“Following the allotment and issuance of 174,491,393 domestic shares as approved by the
shareholders of the Company at the EGM convened on 31 July 2008, the Company has a total
issued share capital of 1,950,806,393 shares, of which 1,329,098,393 were domestic shares,
representing 68.13% of the issued share capital of the Company.”

(b) in Article 21, by adding the following new sub-article 4:

“Following the allotment and issuance of 174,491,393 domestic shares as approved by the
shareholders of the Company at the EGM convened on 31 July 2008, the Company has a total
issued share capital of 1,950,806,393 shares, of which 621,708,000 shares were issued to holders
of H shares of the Company, representing 31.87% of the issued share capital of the Company.”

(c)  in Article 24, by deleting the words “RMB1,776,315,000” and substituting therefor the words
“RMB1,950,806.393".

(The above is the English Translation of the Chinese version of the above proposed amendments to
the Articles of Association. Should there be any in consistencies between the English version and the
Chinese version, the Chinese version shall prevail. The amended Articles of Association will be
effective upon registration with the State Administration for Industry and Commerce, the PRC.)”

ORDINARY RESOLUTIONS
“THAT subject to the passing of resolution number 1 above:

(a)  the revenue accounting system and settlement agreement dated 22 February 2008 entered into
between Accounting Centre of China Aviation Limited Company (“ACCA™) as the service
provider and China Eastern Airlines Corporation Limited as the recipient of the service (“Eastern
Airlines Agreement”) in respect of the provision of revenue accounting systems development
and support services and passenger and cargo revenue accounting and settlement services, and
all transactions contemplated thereunder; and

(b)  the Annual Caps (as defined in the circular of the Company dated 16 June 2008 (“Circular™))
for the transactions under the Eastern Airlines Agreement for the three years ending 31
December 2010 as shown in the Circular,

be and are hereby approved and that the Directors be and are hereby authorised to take any step as

they consider necessary, desirable or expedient in connection with the Eastern Airlines Agreement and
the transactions contemplated thereby.”

— 231 —




NOTICE OF EGM

“THAT subject to the passing of resolution number | above:

{a)

G

the revenue accounting system and settlement agreement dated 28 February 2008 entered into
between ACCA as the service provider and Air China Limited as the recipient of the service
(“Air China Agreement”) in respect of the provision of revenue accounting systems development
and support services and passenger and cargo revenue accounting and settlement services, and
all transactions contemplated thereunder; and

the Annual Caps for the transactions under the Air China Agreement for the three years ending
31 December 2010 as shown in the Circular,

be and are hereby approved and that the Directors be and are hereby authorised to take any step as
they consider necessary, desirable or expedient in connection with the Air China Agreement and the
transactions contemplated thereby.”

“THAT subject to the passing of resolution number | above;

(a)

(b)

the agreement dated 27 March 2008 entered into between ACCA as the service provider and
The International Air Transport Assoctiation, as authorised by, among others, Southern Airlines,
Eastern Airlines, Air China, Macau Airlines, Xiamen Airlines, Hainan Airlines, Shenzhen
Airlines, Shanghai Airlines, Shandong Airlines, and Sichuan Airlines (all as defined in the
Circular) (“IATA Agreement”) in respect of the provision of sales data processing and settlement
service, and all transactions contemplated thereunder; and

the Annual Caps for the transactions under the 1ATA Agreement for the three years ending 31
December 2010 as shown in the Circular,

be and are hereby approved and that the Directors be and are hereby authorised to take any step as
they consider necessary, desirable or expedient in connection with the IATA Agreement and the
transactions contemplated thereby.”

Yours faithfully,

For and on behalf of the Board of
TravelSky Technology Limited
Xu Qiang
Chairman

Beijing, the PRC
16 June 2008

Registered office:

18th-20th Floor,

South Wing, Park C

Raymon InfoTech Park

No. 2 Ke Xue Yuan South Road
Haidian District, Beijing 100190
the People’s Republic of China
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Notes:

The register of members of the Company will be closed from | July 2008 to 31 July 2008 (both days inclusive),
during which no share transfers will be effected. Holders of the Company’s H shares and domestic shares whose
names appear on the register of members of the Company at the close of business on 30 June 2008 are entitled
to attend the EGM. Transfer documents of the Company’s H shares must be lodged with the Company’s branch
share registrar in Hong Kong at or before 4:00 p.m. on 30 June 2008 to entitle the transferee to attend the EGM.

A member entitled to attend and vote at the EGM is entitled to appoint one or more than one proxy to attend
and vote instead of him. A proxy need not be a member of the Company.

To be valid, the form of proxy must be duly completed and signed in accordance with the instructions printed
thereon and together with a power of attorney or other authority, if any, under which it is signed or a notarially
certified copy thereof, must be deposited at the branch share registrar of the Company in Hong Kong, Hong Kong
Registrars Ltd. at Shops 1712-1716, 17/F, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong not
less than 24 hours before the time for scheduled for holding the EGM or adjournment thereof.

Completion and return of the form of proxy will not preclude a member from attending and voting in person
at the EGM or any adjournment thereof. If such member attends the EGM, his form of proxy will be deemed
1o have been revoked.

Shareholders who intend to attend the EGM in person or by proxy should return the reply slip for attending the
EGM to the registered address of the Company on or before 11 July 2008 personally or by mail or fax.

As at the date of this notice, the Board comprises:

Executive Directors : Mr. Xu Qiang (Chairman), Mr. Zhu Xiaoxing, Mr. Ding Weiping and

Mr. Song Jinxiang;

Non-executive Directors : Mr. Wang Quanhua, Mr. Luo Chaogeng, Mr. Gong Guokui,
Mr. Rong Gang, Mr. Sun Yongtao, Mr. Liu Dejun, Mr. Xia Yi and
Mr. Song Jian;

Independent non-executive Directors : Mr. Yick Wing Fat, Simon, Mr. Yuan Yaohui and

Mr. Chua Keng Kim.
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