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2 China Eastern Airfines Corporation Limited Annual Report 2008

Financial Highlights B §%5 &

(Prepared in accordance with International Financial Reporting Standards) (RERSEI R ER RS

20040 2005 2006 2007 2008
Expressed in RMB millions MAREBEHE ZETME ZETRF ZTTRE —TTLFE ZBENE
Restated Restated Restated Restated
BE BE BEm BE
Year Ended 31 December BZ+-BA=+-HLtEE
Revenues EEE 21,328 27,380 37,557 42,534 41,073
Other operating income EA & ¥
and gains REAMFK & 85 245 424 488 672
Operating expenses EETH (20,117)  (27,562)  (40,695)  (42,894)  (56,828)
Operating profit/(oss) mERF/ (BE) 1,206 63 (2,714) 128 (15,083)
Finance income/{cost), net BBRWRA/ (ZH) - 38 (641) (578) (757) 162 (267)
Profit/(loss) before income tax R EiAIFIE,/ (B8 650 (528) (3,338) 378 (15,256)
Profit/{loss) for the year ARRERFEA
attributable to equity EIRERE
holders of the Company wA/ (B58) 385 (418) (3,035) 379 (15,269)
Eamning/(loss) per share AAEERFAA
attributable to L&
equity holders of &/ (B18)
the Company (RMB)? (ARETO 0.08 (0.09) (0.62) 0.08 (3.14)
At 31 December R+=ZB=+-H
Cash and cash equivalents BeRBREEEY 2,114 1,864 1,987 1,655 3,451
Net current liabilities ERBRE (12,472)  (25,548)  (24,588)  (26,098)  (43,458)
Non-current assets FRBEE 35,918 52,106 51,725 57,949 62,652
Long term borrowings, RPER -
including current portion BEREING (10,736)  (12,659)  (14,932)  (14,675)  (15,628)
Obligations under finance leases, MERERE
including current portion BEREBMH (8,662)  (10,588)  (11,949)  (16,452)  (20,809)
Total share capital and reserves AR AN 2 45 5,897 5,561 2,534 2,361 (13,097)
™ The figures for the years ended 31 December 2004, 2005, 2006 and 2007 0 BRECTTNF - ZTTRF - ZETRER
have been restated as a result of the changes of accounting policy. Please IEEAFT AT HOEBRESITEE
refer to Note 2(b) of the Financial Statements for more details. VEE OISR B AV BWEREE20D) -

@ The calculation of earning/(loss) per share is based on the consolidated profit/

(loss) attributable to shareholders and 4,866,950,000 shares in issue.

CCCO06

@ BREF(BR)ERBEFENRREES
AR (B518) Br AT 257 7ARE4,866,950,000

BErE

°
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Summary of Accounting and Business Data &5t EUEERX KB RE

(Prepared in accordance with PRC Accounting Regulations) (18R EARHKFIE &5 EAIER)

PROFIT FOR THE YEAR ENDED 31 DECEMBER 2008 BE-ZEZEN\FE+=-H=+—HL#F
& 8
RMB million
AREBETT
Net Loss HEE (13,928)
Income from Main Operations FREGHE (2,245)
Income from Other Operations H b 5 FE 1,011
iIncome from Investments B WS 106
Net Income outside Business BEINE S FEE 861

MAJOR ACCOUNTING DATA & FINANCIAL INDICATORS

TESHHBENMEER

(Expressed in RMB Million) (ANREBHET)
2007 2008
—EELE CFRNF
Restated
(&5
(Note 1)
(PEE1)
1. Operation Revenue EERA 43,541.23 41,842.36
2. Net (Loss)/Profit % (&518) /FE 603.96  (13,927.66)
3. Total Assets BEE 66,504.48 73,184.01
4. Shareholders’ Equity % R A 3,222.89  (11,065.15)
5. (Loss)/Earnings per Share (RMB) &A% (B518) /Wzs (ARKETT) 0.12 (2.86)

Notes: 7

1. The major accounting data and financial indicators in 2007 are adjusted and 1. —EEREEXEZeHHEMMEEEREC
represented pursuant to the same accounting policies adopted in 2008. TENEENSHHIEORIELARRIES -

2. Calculation of major financial indicators: 2. EFERUBEEHEREANT
Earnings/(loss) per share = net profit/(loss)+total number of ordinary shares SRS (BB = FFH,/ (B8 + FEX
at the end of the year TRARIR D AR L

Net assets per share = shareholders’ equity at the end of the year+total number

of ordinary shares at the end of the year

FRFEE-FEABRRERE - FERTBER

B in e
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Selected Airline Operating Data F E&BEEEHE

For the For the
year ended year ended
31 December 31 December
2008 2007 Change
B=E )
—EENE ZETAE
+ZA=+—-8 +=ZA=+-—H BERE
Capacity EmgEn
ATK (available tonne-kilometres) ] FABE A £ (ATK)
(millions) (B3) 11,642.23 12,085.88 -3.67%
- Domestic routes —BAMmAR 5,658.36 5,383.41 5.11%
— International routes — B MAR 5,294.76 5,971.74 -11.34%
— Regional routes — M@ AR 689.10 730.73 -5.70%
ASK (available seat-kilometres) A A E (ASK)
(millions) (88) 75,964.28 77,717.23 -2.26%
~ Domestic routes — Bl A 4R 47,588.37 46,166.30 3.08%
~ International routes — BER AR 23,813.57 26,476.13 -10.06%
— Regional routes — MR HAR 4,562.34 5,074.80 -10.10%
AFTK (available freight tonne- 7] B EMAA B (AFTK)
kilometres) (millions) (85) 4,805.44 5,091.33 -5.62%
~ Domestic routes — B AfTAR 1,375.41 1,228.42 11.97%
— International routes —BIBR AR 3,151.54 3,588.91 -12.19%
— Regional routes — i [&@ M AR 278.49 274.00 1.64%
Hours flown (thousands) AT NEE (F) 755.17 756.00 -0.11%
Traffic : EnE
RTK (revenue tonne-kilometres) Y8 ABER B (RTK)
(millions) (5#) 7,218.99 7,713.92 -6.42%
— Domestic routes — B AfAR 3,780.27 3,777.51 0.07%
- International routes — BB 4R 3,056.25 3,524.95 -13.30%
- Regional routes — R4 382.46 411.46 -7.05%
RPK (revenue passenger- KB ARE (RPK)
kilometres) (millions) ’ (5%) 53,785.27 57,182.56 -5.94%
— Domestic routes — B4R 35,352.44 35,491.96 -0.39%
— International routes — BB Az 15,374.98 18,385.95 -16.38%
— Regional routes — b & AT AR 3,057.86 3,304.65 -7.47%
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‘Selected Airline Operating Data &+ Z&ESIERE
For the ' For the
year ended year ended
31 December 31 December
2008 2007 Change
BZE 8=
—BENF —EBLF
+=A=+-8 +=ZA=+—H BEEE
RFTK (revenue freight tonne- ~ EEEENI A E (RFTK)
kilometres) (millions) (B&) 2,420.14 2,614.07 -7.42%
— Domestic routes — B AR 621.89 608.66 217%
— International routes — BIRR AR 1,687.45 1,887.85 -10.62%
— Regional routes — b & ATAR 110.80 117.56 -5.75%
Number of passengers carried B BIRE A X
(thousands) (F) 37,231.48 39,161.36 -4.93%
— Domestic routes — B RAAR 30,398.76 31,158.09 -2.44%
— International routes — B AR 4,696.34 5,671.61 -17.20%
— Regional routes — b @A AR 2,136.38 2,331.66 -8.38%
Weight of freight carried (kg) ~ EE&H:E=E (A7)
(millions) =T-, 889.48 940.12 -5.39%
- Domestic routes —E R 463.44 464.42 -0.21%
— International routes — BB AR 350.13 395.89 -11.56%
~ Regional routes — R AAR 75.91 79.82 -4.90%
Load factors BER
Overall load factor (%) REEEE (%) 62.01 63.83 -1.82
— Domestic routes — Bl AfAR 66.81 70.17 -3.36
~ International routes — BB MR 57.72 59.03 -1.31
— Regional routes — Hb @ AR 55.50 56.31 -0.81
Passenger load factor (%) EEE (%) 70.80 73.58 -2.78
— Domestic routes — AR 74.29 76.88 -2.59
— International routes — B A AR 64.56 69.44 -4.88
- Regional routes — b @ AAR 67.02 65.12 1.90
Freight load factor (%) EHEEE (%) 50.36 51.34 -0.98
— Domestic routes — B AR 45.21 49.55 -4.34
— International routes — B4R 53.54 52.60 0.94
~ Regional routes — M [EMAR 39.79 42.91 -3.12
Break-even load factor (%) BESTEHEEER (%) 90.71 67.74 22.97
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Selected Airline Operating Data FE&:BHIERE

For the For the
year ended year ended
31 December 31 December
2008 2007 Change
ES S
—gEN\F  -TTiE
+=ZA=+—-8 +=ZR=+—H BEMEE
Yields and costs W 2% R H B A 5T
Revenue tonne-kilometers yield Y2 AME N B Yz
(RMB) (AE®) 5.38 5.27 2.10%
- Domestic routes — B AR 5.87 5.92 -0.84%
— International routes — B M4z 4.65 4.44 4.73%
- Regional routes — b [R AR 6.41 6.49 -1.23%
Passenger-kilometers yield BiEARNBWE
(RMB) (AR%) 0.62 0.62 0.00%
— Domestic routes — B AR 0.61 0.61 0.00%
— International routes — BIRR A AR 0.66 0.61 8.20%
- Regional routes — & AR 0.64 0.65 -1.54%
Freight tonne-kilometers vield & E 1A 2 Wz
(RMB) (AE®) 2.21 210 5.24%
— Domestic routes — B A AR 1.26 0.97 29.90%
— International routes — B MAR 2.42 2.31 4.76%
— Regional routes — Hb @ AUAR 4.42 4.49 -1.56%
Available tonne-kilometers A WA B ERLACA
unit cost (RMB) (ARX) 4.88 3.57 36.69%

eontn
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Chairman’s Statement

Dear shareholders,

| am pleased to present the report on the operating results
of China Eastern Airlines Corporation Limited (the
“Company”) and its subsidiaries (collectively, the “Group”)
for the year ended 31 December 2008. On behalf of all the
staff of the Group, | would like to extend my sincere thanks

to the shareholders for their support of the Group.

2008 was the year when the world economy turned from flourishing
to weakening, from rising to declining. With the increasing severity
of the global financial crisis triggered by the United States subprime
mortgage crisis, the real economy of developed countries showed
signs of massive recession which has spread rapidly to emerging
economies. This has resulted in a rapid decline in demand on the
international air transportation market which has had a greater

impact on the Group’s international business.

In 2008, the overall PRC economy maintained a steady and relatively
rapid growth momentum. However the country experienced a series
of catastrophic natural disasters and unexpected incidents which,
coupled with the increasing impact of the global financial crisis on
the PRC economy, resulted in a rapid decline in demand on the
domestic air transportation market. However the transportation
capacity in the whole airline industry was still growing rapidly, which
led to relatively intense competition in the domestic air transportation

market. These have a greater impact on the Group’s resullts.

In 2008, in terms of flight take-off and landing statistics, the Group’s
flights accounted for 35.8% and 28.7% of all flights at Hongqiao
Airport and Pudong Airport, respectively. The daily average utilization
rate of aircraft was 9.1 hours, representing a decrease of 0.7 hours

compared to the same period in 2007.

EEZR%EE
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EREROENBRERRETERE  %E
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Chairman’s Statement

In terms of passenger traffic, in 2008 the Group introduced the
“Shanghai-Copenhagen” long-distance international route and
several domestic routes including “Beijing-Dalian”, thus further
enhancing the Group's route network. With the signing of the {8
KRR EE AL E) (Minutes of Conference on Cross-Strait
Charter Flights) and the (UK F %@ %) (Cross-Strait Air
Transport Agreement) between SN =R3{E & (the Association
for Relations Across the Taiwan Straits) and & &8 IFZ REE®
(the Straits Exchange Foundation) on 13 June 2008 and 4
November 2008 respectively, the Group introduced the “Shanghai,
Nanjing, Wuhan, Kunming, Xi’an-Taipei” charter passenger routes
and the “Shanghai-Taipei” charter cargo route, which served to
facilitate cross-strait connection and exchange. The number of
passengers using the transit service was 694.8 thousand in the
year. The “B 75 8 £77 (Eastern Miles) ” frequent flyer program further
expanded, and at present the number of members of the frequent
flyer program is approximately 4.30 million. The “95808” call center
expanded the coverage of the 95808 network in 108 cities
throughout China. As at 31 December 2008, the call center had

commenced operation in 86 cities across the country.

In terms of freight transport, the Group continued to deepen the
one-stop freight transport management system in order to improve
its sale and transportation co-operation models, increase its freight

management level and improve its freight logistics network.

In terms of services, the Group introduced the activities of the “& &
R EE (Welcome the Olympic Games with Gold Medal
Services)” and the “BiE%Z 2 « I[E& - BERBF (Olympic Year of
Safe, Standard and Excellent Service)” to facilitate the Beijing 2008
Olympic Games. In addition, the Group continued to launch the series
activities of “BR 7 2= 1L &8 7 ik (Experience the Air Culture of
China Eastern Airlines)” and further developed the “5 75 ZH R X
{L%E (Air Gourmet Culture Year of China Eastern Airlines)”, which
enhanced the brand and corporate image through value-added flight

CEEIRERBGERAT —FENFEH 9O

SEERHES

BB E —ET)\FAKERET LG
—%N‘*ﬁﬁiﬁﬁ’%ﬁ%ﬁu [t — K&
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,@,ﬂm i pEE—T 7)\¢/\ﬁ+ B+
— AR SERMFERERBEEGEBRRT
RESESHBEBE(SRFNEEE S AL
EYMCBUEFR 7B Bk - AEEMET
(b8 -mR HE- BB #AX-8it]
MERBEEMEN B8 -2ltINEER
HAAR - RE T SEMENEERIR 2
FhRERENIREFE.48EAN  [RFE
BT BIRE IS EREAR - BRAIBIRERT
ElEBE#4308 A ¢ BAREAR[95808] &
2E108 @M M E MO5808E: 4 F M T
B BHEZTT)N\F+-A=+—HHX
X B A 86 1 h 3% b 38

El I¥7J<\/ ! %@m;}lbu\%nﬁ‘*%;é
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Chairman's Statement

services for the passengers. According to the statistics published by
the Civil Aviation Administration of China, the Group leads the industry
in terms of on-time rate with a rate of 84.60% during the year. The
Group was awarded for the 4th time the “ FimEBE 8 (Excellence
Award for Customers’ Satisfaction)” for the category of more than
20 million annual passenger traffic volume from the Civil Aviation
Administration of China’s “lik & &R A (Passengers’ Rating of Civil
Aviation Award)” activity. As the first partner of the World Expo 2010
Shanghal, the Group was awarded the “TFEERAELE (Theme
Practices Star Award)” for 2008 World Expo Star Enterprises by the

Bureau of Shanghai World Expo Coordination in 2008.

In 2008, in the face of a series of domestic catastrophic natural
disasters, the Group made every effort to engage in the rescues.
During the rescue for the “5.12” Wenchuan earthquake in Sichuan
Province, the Group deployed a total of 98 aircraft with 262 special
flights to support the rescue transportation, conveyed 11,800
personnel and casualties, provided 3,445 tonnes of relief supplies
and the Group and its staff donated a total of RMB37,078.7
thousand to the disaster victims, which represented the Group’s

sense of social responsibility and the staff’s valuable dedication.

In respect of technological innovation, the Group has developed,
introduced and adopted a series of advanced technology in 2008,
such as the RNP Precision Navigation, the Extended-range Twin-
engine Operational Performance Standards (ETOPS), the Automatic
Dependent Surveillance — Broadcast (ADS-B) and the Controller
Pilot Data Link Communications (CPDLC). The application of these
new technologies represent the Group’s ability of aggressive
innovation and its core competitiveness. (For details, please refer

to the Company’s 2008 Social Responsibility Report.)

EERWESE
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Chairmn's Staterment % % £ 35 &

In respect of environmental protection, the Group strived to minimize
pollution through stringent control of and reduction in fuel
consumption and implemented direct operating cost control and
management policies to reduce the fuel consumption per hour.
The policies mainly included the implementation of Cost Index (Cl)
operation, fuel-saving flight control, management of Auxiliary Power
Unit (APU) and promotion of Ground Power Unit (GPU), aircraft
weight-reduction, change of operation mode of loading-balance,
optimization of routes so as to fuel saving. (For details, please refer

to the Company’s 2008 Social Responsibility Report.)

Outlook for 2009

The Group would like to caution readers of this report that the
operations of the Company as an air transport enterprise which
performs public service functions, is linked closely to the
development of the political and economic situations, both
internationally and locally. As such, the operation of the Group and
of the whole sector is, to a substantial extent, subject to the risks
associated with geopoalitics and the incidence of unexpected events.
The 2008 annual results announcement of the Group includes (but
is not limited to) certain forward-looking statements, such as those
on the economies of the world including the PRC, and the aviation
market. Such forward-looking statements are subject to many

uncertainties and risks.

In the Group’s opinion, the global economy is currently facing its
worst period from the onset of the financial crisis. The international
financial crisis has not yet bottomed out and there are still significant
uncertainties in the global economic environment. The results of
rescue plans taken up by the western countries remain uncertain.
The Chinese economy is forecasted to achieve its growth target of
8%, but it is still facing great challenges. In 2009, the international
air transportation market is still difficult with insufficient demand.
The Group is of the view that there will be a negative growth in

demand in the international air transportation market in 2009. The
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Chairman’s Statement. EFE R ES

domestic air transportation market might resume its growth, but
the transportation capacity is still far beyond its need. The impact
and challenge to Shanghai and its peripheral regions by the financial
crisis are obvious. However, as the World Expo 2010 Shanghai is
drawing near, this creates new opportunities for the Group. In 2009,
the Group’s operating target is to achieve the total traffic volume of
8,170 million tonne-kilometers, passenger traffic volume of 42.80
million, cargo and mail traffic volume of 950 thousand tonnes,

passenger load factor of 73% and freight load factor of 62.3%.

In view of the current operating environment and the Group’s

position, the Group will focus on the following aspects in 2009:;

1. Implement five major strategies such as hub networking,
brand management, informatization, alliance cooperation

and sophisticated management:

The Company will establish Shanghai complex hub, Xi'an and
Kunming regional hubs, centralise the resources such as routes
and capacity to the hub markets, increase the market share
of the hub markets and key markets and form a control over
the market; benchmark with world-renowned airlines, refine
the service concept, and create its service brand name;
formulate and improve the IT infrastructure, expedite the
establishment of various IT systems; recruit the Chief
Information Officer from around the world and upgrade
management through technical upgrade; strengthen and
deepen the strategic and business cooperation with other
enterprises comprehensively, introduce strategic investors
when appropriate, expedite the joining of airlines alliance, and
promote organizational and work flow reconstruction, fully
realize the sophisticated management in terms of production,

operation and safety.
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‘Chairman’s Statement EHRIFEE

Cost-effectiveness measures:

The Company will strictly control its transportation capacity
growth and optimize its fleet structure while implementing a
thorough reduction in investments, labor costs and other costs
and expenses, streamline the fixed assets and utilize those
non-performing assets, optimize market and enhance marginal

contribution.

Strengthen market control and marketing capability:

The Company will strengthen its market research and enhance
its market anticipation capability; optimize its transportation
capacity, focus on key routes and profitable routes; promote
the route revenue management system and improve the
accuracy of its marketing strategies; strengthen the
establishment of information system and electronic commerce
platform; spare great efforts to develop the marketing of major
customers and frequent travelers; take the opportunity of World

Expo to boost sales.

Stringent control over capital expenditure:

Given the adverse external environment and internal resources
available, the Company will strictly manage its capital

expenditure and reduce some of its equity investments.

On behalf of the board of directors of the Company (the “Board”),
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I would like to express my gratitude to all of the shareholders.

Liu Shaoyong

Chairman

Shanghai, the PRC
15 April 2009
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In 2008, the Group operated approximately 6,090 scheduled flights
per week, serving a total of 21 countries including 134 domestic
and foreign cities, as well as 423 passenger routes and 16 cargo
routes. The passenger routes included 332 domestic routes, 75
international routes and 16 Hong Kong and Macao routes, while
the cargo routes included one domestic route, 14 international
routes and one Hong Kong and Macao route. In addition, the Group
also operated five passenger routes and one cargo route in its
frequent charter flights between mainland China and Taiwan. In
2008, the Group added a total of 19 aircraft to its fleet, including
the purchase of one A320 aircraft and the finance lease of seven
A320 aircraft, five A321 aircraft, one A330-200 aircraft, three A330-
300 aircraft, one B737-700 aircraft and one B737-800 aircraft and
surrendered the lease of two aircraft, including one B737-300
aircraft and one B747F aircraft. As at 31 December 2008, the Group
operated a fleet of 240 aircraft, including 214 passenger jets each

with a seating capacity of over 100 seats and 11 jet freighters.
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The following table sets forth details of our operating fleet as of 31 TRIHTEEZE_ZTEZT/\FT+A=+—
December 2008:

AARSEREFAER

Number of aircraft for the year ended 31 December 2008
BE-BENF+-A=+—HHEEHE
Method of Introduction

SIEFR
Self-owned and Under

No. Model under finance leases operating leases Subtotal
HE BR HBERBEES et ich -1 gt
1 A340-600 5 5
2 A340-300 5
3 A330-300 8 7 15
4 A330-200 2 3 5
5 B737-700 17 15 32
6 B737-800 8
7 A320 47 26 73
8 A319 5 10 15
9 A321 15 15
10 B767-300 3 3
11 MD-90 9
12 B737-300 16 6 22
13 CRJ-200 5
14  EMB-145LR 10 10
15 A300-600R (passenger aircraft) () 7
16 A300-600R (cargo aircraft) (EH#) 3 3
17 MD-11F 6 6
18  B747-400ER 2 2

Total &5 159 81 240

Proportion Lt 4l 66.25% 33.75% 100%

cooil
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REVIEW OF OPERATING RESULTS

The following discussion and analysis should be read together with
our audited financial statements and the accompanying notes
prepared in accordance with International Financial Reporting
Standards (“IFRS”) that are included elsewhere in this annual report.
The financial data presented in this section are derived from our
audited financial statements prepared in accordance with IFRS.

Operational Revenues

Our revenues decreased by 3.43% from RMB42,534 million in 2007
to RMB41,073 million in 2008 (net of the applicable PRC business
tax). Compared to the same period in 2007, the Group’s total traffic
volume decreased by 6.42% to 7,219 million tonne-kilometers
in 2008. Traffic revenues decreased by RMB1,819 million to
RMB38,844 million, representing a 4.47% decrease compared to
the same period in 2007. The decrease was mainly due to the
decline in demand for global air transportation due to the financial
crisis in 2008, and a series of natural disasters and unexpected
incidents, which weakened the demand for domestic travel and
transportation and reduced the incentive for foreign travellers to
visit China.

The Group’s passenger revenues amounted to RMB33,486 million
in 2008, representing a decrease of 4.81% over the same period in
2007, and accounting for 86.21% of the Group’s total traffic
revenues in 2008. The volume of passenger traffic was 53,785
million passenger-kilometers, representing a 5.94% decrease
compared to the same period in 2007.

The Group’s domestic passenger traffic volume (excluding
passenger traffic volume in Hong Kong, Macao and Taiwan routes)
was 35,352 million passenger-kilometers, representing a 0.39%
decrease compared to the same period in 2007. Compared to the
same period in 2007, revenues decreased by 1.70% to
RMB21,389 million, accounting for 63.87% of the Group’s
passenger revenues. The decrease was mainly due to a series of
catastrophic natural disasters and unexpected incidents, coupled
with the increasing impact of the global financial crisis on the PRC
economy, which resulted in a rapid decline in demand on the
domestic air transportation market. However, because the 2008
Olympic Games and other large-scale events were held in China,
the number of passengers carried did not decrease significantly
and the passenger-kilometers yield on domestic routes remained
the same as last year. The Group’s domestic passenger traffic
capacity increased by 3.08% compared to the same period in 2007.
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The passenger traffic volume on the Group's regional routes (Hong
Kong, Macao and Taiwan routes) was 3,058 million passenger-
kilometers, representing a 7.47% decrease compared to the same
period in 2007. Compared to the same period in 2007, revenues
decreased by 8.36% to RMB1,963 million, accounting for 5.86%
of the Group’s passenger revenues. The decrease was mainly due
to intensified competition and reduced capacity which led to a
decrease in revenue per passenger-kilometer on the Hong Kong
routes, which accounted for the largest proportion among the
regional routes. The passenger traffic capacity on the Group’s
regional routes decreased by 10.10% compared to the same period
in 2007.

The Group’s international passenger traffic volume was 15,375
million passenger-kilometers, representing a 16.38% decrease
compared to the same period in 2007. Compared to the same
period in 2007, revenues decreased by 10.15% to RMB10,134
million, accounting for 30.26% of the Group's passenger revenues.
The decrease was mainly due to the decline in demand as a result
of the global financial crisis, as a result of which the Group had to
reduce the number of flights on long-distance routes to Europe
and USA as well as the Korean routes, and the decrease in revenue
as a result of fluctuations of exchange rates. The passenger traffic
capacity on international routes decreased by 10.06% compared
to the same period in 2007.

The Group’s cargo and mail traffic volume was 2,420 million tonne-
kilometers, representing a 7.42% decrease compared to the same
period in 2007. Compared to the same period in 2007, the cargo
and mail traffic revenues decreased by 2.32% to RMB5,358 million,
accounting for 13.80% of the Group’s total traffic revenues in 2008.
The signing of the Air Rights Agreement between China and the
United States and the Trade in Services Agreement between China
and six ASEAN countries in July 2007 removed the restrictions on
China’s entry into foreign freight markets, which boosted the growth
in revenues in the first half of the year. However, the import and
export trading demand was largely inhibited due to the global
financial crisis in the second half of the year, leading to a decline in
traffic volume on principle routes, such as the United States and
Europe routes, where the traffic volume decreased by 20% and
11%, respectively, compared to the same period in 2007.
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Operating expenses

Compared to the same period in 2007, the Group’s total operating
costs increased by 32.49% to RMB56,828 million.

Expenditure on aviation fuel was RMB18,488 million, representing
an increase of 22.30% compared to the same period in 2007. This
was mainly due to a substantial increase in average price of aviation
fuel compared to the same period in 2007. However, the Group
utilized more fuel efficient A330 and A321 aircraft and reduced the
flying hours of A340 and other aircraft which required higher fuel
consumption, contributing to the overall decrease in aviation fuel
consumption. The Group’s total aviation fuel consumption in 2008
was approximately 2.41 million tonnes, representing a decrease of
5.49% compared to the same period in 2007. In 2008, the
expenditure on aviation fuel accounted for 32.53% of the Group’s

total operating costs.

Changes in financial derivatives fair value through profit or loss
resulted in a loss of RMB86,401 million, compared to an income of
RMB84 million during the same period in 2007. The difference was
mainly due to sharp fluctuations in international oil prices in 2008,
which plunged rapidly after their historical high in July. In 2008, the
fair value movements of financial derivatives charged to the income
statement accounted for 11.26% of the Group's total operating
costs, please refer to note 8 of the Financial Statements for more

details.

Takeoff and landing charges were RMB5,280 million, representing
an increase of 2.04% compared to the same period in 2007, mainly
attributable to the increased number of the flights of the aircraft
with higher take-off and landing charges in 2008. Furthermore, the
( RIS W ENEE SR (RHEH2007]1595%) (Civil Aviation
Airport Charges Reform Implementation Plan (Min Hang Fa [2007]
No. 159)) issued by the Civil Aviation Administration of China and

the PRC National Development and Reform Commission in 28
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December 2007 came into effect on 1 March 2008. Despite reduced
charges on international routes according to the policy, the
passenger service fee level was substantially increased, leading to
a considerable increase in the aircraft take-off and landing unit

charges.

Depreciation and amortization was RMB4,782 million, representing
an increase of 1.31% compared to the same period in 2007, mainly
due to the expansion of the scale of the Group’s operations and an

increase in the number of aircraft.

Wages, salaries and benefits expenses amounted to RMB4,545
million, representing an increase of 5.04% compared to the same
period in 2007. This was primarily due to the increase in the number
of staff from 40,477 in 2007 year end to 44,153 in 2008 year end,
as the Group continued to expand its core businesses. However,
the Group experienced a substantial decline in operating
performance in 2008 and, accordingly, the payments of staff
performance bonus were reduced compared to the same pericd
in 2007.

Office, administration and other operating expenses were
RMB3,924 million, representing an increase of 6.28% over the same
period in 2007, primarily due to the increase in overseas crew
expenses, office expenses, travel expenses, value added tax and
custom duty of the operating lease, maintenance expenses and
handling fees of financial institutions under the Group’s business

expansion.

Maintenance costs amounted to RMB3,273 million, representing
an increase of 36.83% over the same period in 2007. This was
mainly due to an increase in aircraft overhaul expenses, a substantial
increase in the number of engines under operating leases sent for
overhaul in 2008 compared to the same period in 2007 and an
increase in repair and maintenance provision relating to the
surrender of aircraft under operating leases which will be expired

and surrendered in 2009.
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Aircraft operating lease expenses were RMB2,735 million,
representing a decrease of 4.07% over the same period in 2007.
This was mainly due to the expiry of operating leases of certain
aircraft in 2007 and appreciation of the Renminbi against the US
dollar.

Impairment losses for assets amounted to RMB2,977 million, mainly
attributable to the Group’s impairment provision for goodwill and
certain aircraft models which are with relatively lower operation
efficiency and which management intend to retire in the near future.

Please refer to note 10 to the Financial Statements for more details.

Selling and marketing expenses were RMB1,563 million,
representing a decrease of 13.43% over the same period of 2007.
This was mainly due to the decrease in agency business handling
fees and distribution system service fees as a result of the decrease
in the number of passengers carried as well as the decrease in
overseas distribution system fees as a result the depreciation of

the US dollar against the Renminbi.

Food and beverage expenses were RMB1,321 million, representing
an increase of 7.35% compared to the same period in 2007. This
was mainly due to an approximately 14% increase of the 2008
food price index compared to the same period in 2007, which
resulted in price increases imposed by certain catering suppliers,
and an improvement in business and first class catering standards
due to the Group’s initiatives to develop premium international routes
and brand image by formulating different catering packages for
different routes and classes. However, this expenditure was partially
offset by the decrease in the numbers of passengers caused by
the macroeconomic environment. The number of passengers
carried decreased by 4.93% from approximately 39,161.4 thousand
in 2007 to approximately 37,231.5 thousand in 2008.
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The amount of civil aviation infrastructure levies payable to the Civil
Aviation Administration of China amounted to RMB770 million,
representing a decrease of 1.51% compared to the same period in
2007, which was primarily due to a decrease in the Group’s overall
flying mileage and number of international and regional flight take-

off and landing in 2008 compared to the same period in 2007.

Other operating leases rentals amounted to RMB369 million,
representing an increase of 26.09% over the same period in 2007,
which was mainly due to the rentals of the newly leased premises
for passenger traffic and freight transport businesses at the

Shanghai Pudong Airport.

Ground services and other charges were RMB269 million,
representing an increase of 19.78% over the same period in 2007,

mainly due to the expansion of the Company’s logistics business.

Insurance premiums amounted to RMB132 million, representing a
decrease of 7.09% over the same period in 2007, mainly due to
appreciation of Renminbi against US dollars, resulting in the
decrease in the payment of insurance premium in, and reduction in

insurance premium rates.

Other Operating Income and other gains

The Group’s other operating income and other gains primarily
includes government subsidies and income from disposal of aircraft
and relevant assets. Other operating income and other gains
increased from RMB488 million in 2007 to RMB6&72 million in 2008,
primarily due to income derived from the disposal of aircraft and
relevant assets of RMB267 million in 2008. There is no such income
in 2007.
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Finance Costs

In 2008, the Group’s finance costs were RMB2,328 million, primarily
due to the interest expense of RMB1,945 million on lcans from
banks and other financial institutions, representing an increase of
19.40% from that in 2007, and the interest expense of RMB651
million on finance lease obligations, representing a decrease of
11.07% from that in 2007. Finance revenue was RMB2,062 million.

Operating Profit/(Loss)

As a result of the above, the Group’s loss attributable to shareholders
for the year ended 31 December 2008 was RMB 15,269 million.

Liquidity and Capital Structure

As of 31 December 2007 and 2008, the Group’s cash and cash
equivalents amounted to RMB1,655 million and RMB3,451 million
respectively. In 2007 and 2008, the net cash generated from the
Group's operating activities amounted to RMB3,080 million and
RMB2,856 million respectively. In 2007 and 2008, the net cash
used in the Group’s investment activities amounted to RMB1,756
million and RMB925 million respectively. In 2007, the net cash
outflow from the Group’s financing activities was RMB1,640 million,
mainly for the repayment of long-term loans, finance leases and
short-term loans. The net cash outflow from the Group’s financing
activities in 2008 was RMB92 million, mainly from the net impact
of inflow from bank loans and repayment of bank loans, finance

lease and interests.

The Group generally operates with net current liabilities. As at 31
December 2008, the Group’s current liabilities exceeded its current
assets by RMB43.458 billion.
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As of 31 December 2007 and 2008, the total amount of the Group’s
short-term loans were RMB 15,189 million and RMB19,474 million,
respectively, and the Group’s long-term loans were RMB14,675
million and RMB15,628 million, respectively. As of 31 December
2007, the Group’s long-term loans payable within two years, from
three to five years and beyond five years were RMB9,232 million,
RMB4,217 million and RMB1,226 million, respectively, as compared
to RMB11,187 million, RMB3,666 million and RMB775 million,

respectively, as of 31 December 2008.

The Group’s lease obligations as of 31 December 2007 and 2008
were RMB16,452 million and RMB20,809 million, respectively. As
of 31 December 2007, the Group’s lease obligations payable within
two years, from three to five years and beyond five years were
RMB4,113 million, RMB4,205 million and RMB8,134 million,
respectively, as compared to RMB3,933 million, RMB6,203 million
and RMB10,673 million, respectively, as of 31 December 2008.

The Group generally finances its purchase of aircraft through leases
and bank loans secured by its assets. As of 31 December 2008,
the total value of the Group’s mortgaged assets amounted to
RMB8,723 million, a decrease of 11.58% from RMB9,865 million
as at the end of 2007.
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CAPITAL EXPENDITURES

We expect our capital expenditures for aircraft and related
equipment, including deposits, through 2015 to be in aggregate
approximately RMB52,534 million, including RMB8,852 million in
2009 and RMB13,174 million in 2010, in each case subject to
contractually stipulated increases or any increase relating to inflation.
Construction of our facilities at the Pudong International Airport
and the purchase of maintenance equipment and other property
and equipment will continue to require additional capital
expenditures in 2009. We plan to finance our other capital
commitments through a combination of funds generated from
operations, existing credit facilities, bank loans, leasing

arrangements and other external financing arrangements.

CRITICAL ACCOUNTING POLICIES

Critical accounting policies are defined as those that are reflective
of significant judgments and uncertainties and potentially result in
materially different results under different assumptions and

conditions.

Our audited consolidated financial statements have been prepared
in accordance with IFRS. Our principal accounting policies are set
forth in Note 2 to our audited consolidated financial statements.
IFRS requires that we adopt the accounting policies and make
estimates that our Directors believe are most appropriate in the
circumstances for the purposes of giving a true and fair view of our
results and financial position. However, different policies, estimates
and assumptions in critical areas could lead to materially different
results. The critical accounting policies adopted and estimates made
in the preparation of these financial statements are identified as

follows:
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(a)

Estimated impairment of property, plant and equipment and
intangible assets

The Group tests whether property, plant and equipment and
intangible assets have been impaired in accordance with the
accounting policy stated in Note 2(n) to the financial
statements. The recoverable amounts of cash generating units
have been determined based on value-in-use calculations.
These calculations use cash flow projections based on financial
budgets approved by management and the key assumption
which are disclosed in Note 18(a).

Revenue recognition

The Group recognises passenger, cargo and mail revenues in
accordance with the accounting policy stated in Note 2(f) to
the financial statements. Unused tickets are recognised in traffic
revenues based on current estimates. Management annually
evaluates the balance in the Sales in advance of carriage
account (“SIAC”) and records any adjustments, which can be

material, in the period the evaluation is completed.

These adjustments result from differences between the
estimates of certain revenue transactions and the timing of
recognising revenue for any unused air tickets and the related
sales price, and are impacted by various factors, including a
complex pricing structure and interline agreements throughout

the industry, which affect the timing of revenue recognition.
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(©)

Frequent flyer programme

The Company operates a frequent flyer programme called
“Eastern Miles” that provides travel awards to programme
members based on accumulated miles. A portion of
passengers revenue attributable to the award of frequent flyer
benefits is deferred and recognised when the miles have been
redeemed or have expired. The deferment of revenue is
estimated based on historical trends of redemptions, which is
then used to project the expected utilisation of these benefits.
Any remaining unutilised benefits are recognised as deferred

revenue.

Depreciation of components related to overhaul costs

Depreciation of components related to airframe and engine
overhaul costs are based on the Group’s historical experience
with similar airframe and engine models and taking into account
anticipated overhauls costs, timeframe between each overhaul,
ratio of actual flying hours and estimated flying hours between
overhauls. Different judgments or estimates could significantly
affect the estimated depreciation charge and materially impact

the results of operations.

Provision for costs of return condition checks for aircraft and

engines under operating leases

Provision for the estimated costs of return condition checks
for aircraft and engines under operating leases is made based
on the estimated costs for such return condition checks and
taking into account anticipated flying hours, flying cycle and
timeframe between each overhaul. These judgments or
estimates are based on historical experience on returning
similar airframe and engine models, actual costs incurred and
aircraft and engines status. Different judgments or estimates
could significantly affect the estimated provision for costs of

return condition checks.
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(f)

Retirement benefits

The Group operates and maintains defined retirement benefit
plans which provide retirees with benefits including
transportation subsidies, social activity subsidies as well as
other welfare. The cost of providing the aforementioned
benefits in the defined retirement benefit plan is actuarially
determined and recognised over the employees’ service period
by utilising various actuarial assumptions and using the
projected unit credit method in accordance with the accounting
policy stated in Note 2(w) to the financial statements. These
assumptions include, without limitation, the selection of
discount rate, annual rate of increase of per capita benefit
payment and employees’ turnover rate. The discount rate is
based on management’s review of local high quality corporate
bonds. The annual rate of increase of benefit payments is
based on the general local economic conditions. The
employees’ turnover rate is based on historical trends of the
Group. Additional information regarding the retirement benefit

plans is disclosed in Note 36 to the financial statements.

Deferred income tax

In assessing the amount of deferred tax assets that need to
be recognised in accordance with the accounting policy stated
in Note 2(k) to the financial statements, the Group considers
future taxable income and ongoing prudent and feasible tax
planning strategies. In the event that the Group’s estimates of
projected future taxable income and benefits from available
tax strategies are changed, or changes in current tax
regulations are enacted that would impact the timing or extent
of the Group’s ability to utilise the tax benefits of net operating
loss carry forwards in the future, adjustments to the recorded
amount of net deferred tax assets and taxation expense would

be made.
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Risk Analysis

Business Continuity

The Group’s accumulated losses were approximately
RMB18.082 billion as at 31 December 2008; its current
liabilities exceeded its current assets by approximately
RMB43.458 billion; and total liabilities exceeded total assets
by approximately RMB12.64 billion.

Against this background, the Board have taken active steps
to seek additional sources of finance and improve the Group’s
liquidity position. At 31 December 2008, the Group had total
undrawn credit facilities of RMB13.5 billion from certain banks.
Since 31 December 2008, the Company has successfully
obtained additional credit facilities in an aggregate amount of
RMB36 billion from certain banks and financial institutions (see
Note 47 — “Post balance sheet events” to Financial Statements
for details). The Board believes that, based on experience to
date, it is likely that these facilities will be rolled over in future
years if required. In addition, a resolution to issue additional
shares to China Eastern Air Holding Company (“CEA Holding”),
the Company’s shareholder, and CES Global Holding (Hong
Kong) Limited (“CES Global”), a wholly owned subsidiary of
CEA Holding, for a total amount of RMB7 billion was approved
in the extraordinary general meeting held on 26 February 2009
(see Note 47 — “Post balance sheet events” to Financial

Statements for detalils).

With the additional credit facilities and approved capital
injection described in the preceding paragraph, and based on
the Group’s history of obtaining finance and its relationships
with its bankers and creditors, the Board considers that the
Group will be able to obtain sufficient financing to enable it to

operate and meet its liabilities as and when they fall due.
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Liquidity Risk

The Group obtains sufficient working capital through business
operations and short-term bank loans. The Group's primary
cash requirements were related to the acquisition and
upgrading of its aircraft and flight equipment as well as debt
repayment. The Group generally finances its purchase of
aircraft through finance leases and bank loans. Due to the
fickle nature of the industry, the Group obtains its flexible fund-
raising measures through maintaining the committed credit
facilities. For years, the Group has arranged, and believes it
will be able to continue to arrange, sufficient credit facilities
from domestic banks or foreign-invested banks in China to
finance its future capital expenditure and fulfill its daily operating

requirements.

Interest Rate Fluctuation Risk

The Group’s total interest-bearing liabilities as of 31 December
2007 and 2008 were RMB46,316 million and RMB55,910
million respectively (including long-term and short-term loans
and finance leases payable), of which short-term liabilities
accounted for 45.42% and 50.85% respectively, and part of
the long-term interest-bearing liabilities were liabilities with
variable interest rates. Both were affected by the fluctuation in

current market interest rates.

The Group’s interest-bearing liabilities were mainly
denominated in US dollars and Renminbi. As of 31 December
2007 and 2008, the Group’s liabilities denominated in US
dollars accounted for 70.42% and 58.04% of the total liabilities
respectively, while the liabilities denominated in Renminbi
accounted for 27.05% and 41.56% of the total liabilities
respectively. The fluctuations in the US dollar and the Renminbi

interest rates significantly affected the Group’s financing costs.
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Exchange Rate Fluctuation Risk

Since 21 July 2005, the PRC government reformed the
Renminbi exchange rate system and established a floating
exchange rate system in which the exchange rate would be
adjusted and managed based on market supply and demand
with reference to a basket of foreign currencies. The fluctuation
in Renminbi exchange rate is affected by the domestic and
international economy, the political situation and the currency
supply and demand of the currency, and thus the Renminbi
exchange rate in the future may therefore be very different

from the current exchange rate.

The Group operates its business in many countries and
territories. The Group generates its revenue in different
currencies, and its foreign currency liabilities at the end of the
period are much higher than its foreign currency assets. The
Group’s major liability item (purchases and leases of aircraft)
is mainly priced and settled in currencies such as US dollars.
In addition, fluctuations in exchange rates will affect the Group’s
costs incurred from foreign purchases such as aircraft, flight
equipment and aviation fuel, and take-off and landing charges
in foreign airports. As of 31 December 2008, the Group’s total
interest-bearing liabilities denominated in foreign currencies
converted to Renminbi amounted to RMB32,674 million, of
which the US dollar liabilities accounted for 99.32%. Therefore,
in the circumstances with large fluctuation in exchange rate,
the exchange loss arising on the translation of foreign currency
denominated liabilities shall be greater, which shall affect the
profitability and development of the Group. The Group usually
uses hedging contracts for foreign currencies to reduce the
risks in exchange rates for foreign currency revenue from ticket
sales and expenses which are to be paid in foreign currencies.
Foreign currency hedging mainly involves the sales of Japanese
Yen or the purchase of US dollars at fixed exchange rates. As
of 31 December 2008, the foreign currency hedging contracts
held by the Group which are still open amounted to a notional
amount of US$121 million (31 December 2007: US$33 million),
‘which will be expired between 2009 and 2017.
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The Group recorded a decrease in net exchange gains during
the reporting period. As of 31 December 2007 and 2008, the
Group’s exchange gains were RMB2,023 million and
RMB1,958 million respectively. Due to the large value of existing
net foreign currency liabilities, the Group’s results will be
adversely affected if the Renminbi depreciates against the US
dollar or the rate of appreciation of the Renminbi against the

US dollar decreases in the future.

Fuel Hedging Risk

In order to control fuel costs, the Group entered into fuel
hedging transactions using financial derivative products linked
to the price of underlying assets such as United States WTI
crude oil and Singapore jet fuel. In the face of continuing
increases in fuel prices, the Group reduced the impact of the
fluctuation in aviation fuel prices through various financial
derivative instruments. For the years 2007 and 2008, the
Company hedged 34.20% and 41.58% of its annual fuel
consumption respectively.

The breakdowns of the Group’s fuel cost are as follow:
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The Group engaged in aviation fuel hedging for the purpose
of locking in aviation fuel costs. By selecting appropriate
instruments, etc., the Group locked in costs within a hedged
price range. However, high fluctuations in aviation fuei prices
exceeding the locked-in price ranges has resulted in the Group
incurring actual realised and unrealised settlement losses. For
details of the principal type of aviation fuel hedging contracts
entered into by the Group, please refer to the Company’s

announcement issued in Hong Kong dated 9 January 2009.

If the oil price decreased or increased by 5% compared to the
closing price as at 31 December 2008, the fair value losses as
at 31 December 2008 would increase or decrease by

approximately RMB500 million.

Policy Impact

In 2006, the National Development and Reform Commission
of the PRC (the “NDRC”), the Civil Aviation Administration of
China and the China Air Transport Association jointly launched
the linkage mechanism for aviation fuel prices and
transportation prices by airline companies. According to the
B 1E[2008]15685% 3 (Fa Gai Jia Ge [2008] No. 1568), the
fuel surcharge standards for domestic passenger routes were
adjusted from 1 July 2008. The surcharges were increased
from RMB60 to RMBB80 per passenger for routes less than
800 km, and from RMB100 to RMB150 per passenger for
routes which are 800 km or more. Since the second half of
2008, the international crude oil prices had decreased
significantly, leading the NDRC and the Civil Aviation
Administration of China to release an announcement on 14
January 2009 to suspend fuel surcharges for domestic

passenger routes with effect from 15 January 2009.
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On 28 December 2007, the Civil Aviation Administration of
China and the NDRC released the Implementing Scheme for
the { RAVEIS I BN E B 175 ) (RHEE[2007]1595%) (Civil
Aviation Airport Charges Reform Implementation Plan (Min
Hang Fa [2007] No. 159)) (the “New Plan”), which was
implemented on 1 March 2008. The New Plan divided airport
charges into three parts: charges related to airline businesses,
charges related to important non-airline items, and other non-
airline charges. The charges related to airline businesses and
important non-airline items shall follow the national guided
prices, in which the standard prices are rarely increased, while
reduction rates can be negotiated between the airport or the
service provider and the users. The New Plan grants the Group

the right to negotiate with the airports on the airport charges.

Human Resources

As of 31 December 2008, the Group had approximately 44,153
employees, a majority of whom worked in the PRC. The
Group’s employee compensation is primarily composed of
basic salary and performance-based bonus. There were no
material labor disputes between the Group and its employees
and the Group did not experience a significant loss of
employees or encounter any major difficulties in recruiting new

employees.
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TAXATION

We are subject to income tax at the rate of 18%. Our effective tax
rate, however, may be higher than the rate of 18% because some
of our subsidiaries were incorporated in jurisdictions where the
applicable income tax rate is 25% rather than 18%. We had carried
forward tax losses of approximately RMB5,380 million and
RMB11,465 million as of 31 December 2007 and 2008, which can
be used to set off against future taxable income between 2009

and 2013, respectively.
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The Board is pleased to present the audited financial report of the

Group for the year ended 31 December 2008.

GROUP ACTIVITIES AND RESULTS

The Company is one of the three largest air carriers in the PRC
based on tonne-kilometres and number of passengers carried in
2008 and is the primary air carrier serving Shanghai, the largest
economic, trading and financial centre of the PRC. The results of
the Group for the year ended 31 December 2008 and the financial
position of the Company and the Group as at that date, prepared
in accordance with IFRS and PRC Accounting Regulations, are set

out in the financial statements.

Details of the Company’s principal subsidiaries are set out in note
22 to the financial statements of the Group prepared in accordance
with [FRS.

The geographical analysis of the Group’s revenue from its business
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is as follows:
PRC Accounting

Regulations IFRS
hEARLA ]2
aarER B ERER
RMB’000 RMB’000
AREFTT AREFT
Domestic s A 24,810,917 24,333,387
Region (Hong Kong, Macao and Taiwan) R (BRE) 2,496,303 2,474,088
International B 14,535,141 14,265,082
Total #st 41,842,361 41,072,557
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