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2004 Interim Report

The Board of Directors of China Eastern Airlines Corporation Limited (the “Company”) is pleased to
present the unaudited consolidated financial results of the Company and its subsidiaries (collectively,
the “Group”) for the six months ended 30 June 2004 (which were reviewed and adopted by the Board
of Directors of the Company on 25 August 2004), with comparative figures for the corresponding
period in 2003, as follows:—

FINANCIAL STATEMENTS

A. Prepared in accordance with International Financial Reporting Standards
(“IFRS”)

CONSOLIDATED INCOME STATEMENT
For the six months ended 30 June 2004

Six months ended 30 June 2004 vs 2003
(Unaudited)  (Unaudited)  (Unaudited) Increase/
2004 2003 2004 (Decrease)
Note RMB’000 RMB’000 US$°000 %
(note 14)
Traffic revenues
Passenger 6,837,191 3,705,884 826,077 84.5
Cargo and mail 1,955,581 1,398,192 236,275 39.9
Other operating revenues 479,276 373,632 57,907 28.3
Turnover 2 9,272,048 5,477,708 1,120,259 69.3
Other operating income 3 183,550 10,722 22,177 1,611.9
Operating expenses
Wages, salaries and benefits (755,914) (491,635) (91,331) 53.8
Take-off and landing charges (1,484,032) (944,160) (179,302) 57.2
Aircraft fuel (2,305,524) | (1,390,905) (278,556) 65.8
Food and beverages (346,398) (211,647) (41,852) 63.7
Aircraft depreciation and
operating leases (1,650,166) | (1,349,622) (199,375) 22.3
Other depreciation, amortisation
and operating leases (228,812) (227,948) (27,645) 0.4
Aircraft maintenance (590,140) (610,367) (71,301) (3.3
Commissions (241,739) (181,376) (29,207) 33.3
Office and administration (509,040) (525,873) (61,503) (3.2)
Other (407,372) (296,735) (49,220) 37.3
)

Total operating expenses (8,519,137) (6,230,268 (1,029,292) 36.7
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CONSOLIDATED INCOME STATEMENT
For the six months ended 30 June 2004

Six months ended 30 June 2004 vs 2003
(Unaudited)  (Unaudited)  (Unaudited) Increase/
2004 2003 2004 (Decrease)
Note RMB’000 RMB’000 US$’000 %
(note 14)
Operating profit/(loss) 936,461 (741,838) 113,144 (226.2)
Finance costs, net (339,149) (379,068) (40,976) (10.5)
Exchange gain/(loss), net 2,351 (2,400) 284 (198.0)
Share of results of associates
before taxation 8,989 (34,295) 1,086 (126.2)
Profit/(loss) before taxation 608,652 (1,157,601) 73,538 (152.6)
Taxation 4 (75,143) (52,966) (9,079) 419
Profit/(loss) after taxation 533,509 (1,210,567) 64,459 (144.1)
Minority interests (53,648) (41,818) (6,482) 28.3
Profit/(loss) attributable to
shareholders 479,861 (1,252,385) 57,977 (138.3)
Earnings/(loss) per share
- Basic 5 RMB0.099  (RMB0.257) US$0.012
- Diluted 5 N/A N/A N/A




Non-current assets
Fixed assets
Construction in progress
Lease prepayments
Investments in associates
Goodwill and negative goodwill
Advances on aircraft and fight equipment
Other non-current assets

Current assets

Flight equipment spare parts less
allowance for obsolescence

Trade receivables less allowance for
doubtful accounts

Prepayments and other receivables

Short-term investments

Short-term deposits with an associate

Cash and bank balances

Current liabilities
Trade payables
Sales in advance of carriage
Other payables and accrued expenses
Current portion of obligation
under finance leases
Current portion of long-term bank loans
Notes payable
Tax payable
Short-term bank loans

Net current liabilities

Total assets less current liabilities

Capital and reserves

Minority interests

Obligations under finance leases
Long-term bank loans

Other long-term liabilities

(Unaudited)

30 June

2004

Note RMB’000

8 28,461,497
199,952

895,108

637,585

37,403

1,877,921
2,446,409
34,555,875

544,616

9 1,466,816
878,252

10 270,350
58,845

1,497,775
4,716,654

11 87,705
982,465
4,799,289

1,685,152
1,906,806
431,908
158,260
5,153,542
15,205,127

(10,488,473)

24,067,402

6,901,559

788,148
5,552,724
8,827,918
1,997,053

24,067,402

(Audited)

31 December
2003
RMB’000

26,838,903
219,788
847,319
626,084

38,505
2,239,893
2,364,947

33,175,439

552,172

1,325,677
1,262,173

214,241
1,477,409
4,831,672

109,242
926,453
4,299,989

1,692,084
2,250,734
756,490
106,113
4,631,918
14,773,023

(9,941,351)

23,234,088

6,382,151

522,713
5,408,802
8,972,189
1,948,233

23,234,088

(Unaudited)
30 June
2004
US$’000

(note 14)

3,438,791
24,159
108,149
77,035
4,519
226,895
295,581
4,175,129

65,802

177,224
106,113
32,664
7,110
180,965
569,878

10,597
118,704
579,862

203,604
230,385
52,184
19,121
622,665
1,837,122

(1,267,244)

2,907,885

833,864
95,226
670,894
1,066,612
241,289

2,907,885
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES

SHAREHOLDERS’ EQUITY
For the six months ended 30 June 2004

(Unaudited)

Balance at 1 January 2004
Net gains not recognised in the

income statement

- Unrealised gains on cash flow hedges
Profit attributable to shareholders

Balance at 30 June 2004

Balance at 1 January 2003
Net gains not recognised in the

income statement

- Unrealised gains on cash flow hedges
Loss attributable to shareholders

Balance at 30 June 2003

IN
Share Other Retained

capital reserves profits Total
RMB’000 RMB’000 RMB’000 RMB’000
4,866,950 1,013,242 501,959 6,382,151
- 39,547 - 39,547

- - 479,861 479,861
4,866,950 1,052,789 981,820 6,901,559
4,866,950 1,004,655 1,507,498 7,379,103
- 687 - 687
- - (1,252,385)  (1,252,385)
4,866,950 1,005,342 255,113 6,127,405




CONDENSED CONSOLIDATED CASH FLOW STATEMENT

For the six months ended 30 June 2004

(Unaudited)

Net cash from operating activities
Net cash used in investing activities
Net cash from financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at 1 January
Exchange adjustment

Cash and cash equivalents at 30 June

Analysis of the balances of cash and cash equivalents

Cash and bank balances

Short-term deposits with an associate

Less: short-term deposits with original
maturities over three months

2004 Interim Report

Six months ended 30 June

2004 2003 2004
RMB’000 RMB’000 US$000
(note 14)

1,907,785 433,808 230,503
(2,058,908) (4,108,334) (248,763)
43,753 2,924,819 5,287
(107,370) (749,707) (12,973)
1,582,780 1,944,525 191,236
(2,864) 5,048 (346)
1,472,546 1,199,866 177,917
30 June 30 June 30 June
2004 2003 2004
RMB’000 RMB’000 USs$000
(note 14)

1,497,775 1,137,486 180,965
58,845 96,956 7,110
(84,074) (34,576) (10,158)
1,472,546 1,199,866 177,917




NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of preparation and accounting policies

The unaudited consolidated interim financial statements comprise the consolidated financial
statements of the Company and all its subsidiaries (the “Group”) at 30 June 2004 and of
their results for the six months ended 30 June 2004. All significant transactions between
and among the Company and its subsidiaries are eliminated on consolidation.

The unaudited consolidated interim financial statements have been prepared in accordance
with International Financial Reporting Standards (“IFRS”) (in particular, International
Accounting Standard 34 “Interim Financial Reporting”). This basis of accounting differs in
certain material respects from that used in the preparation of the Group’s interim financial
statements in the People’s Republic of China (“PRC”), which are prepared in accordance
with the accounting principles and the relevant regulations applicable to PRC joint stock
limited companies (“PRC Accounting Regulations”). Differences between PRC Accounting
Regulations and IFRS on the unaudited consolidated profit attributable to shareholders
for the six months ended 30 June 2004 and on the unaudited consolidated net assets at
30 June 2004 are set out in Section C.

In addition, IFRS differs in certain material respects from the generally accepted accounting
principles in the United States of America (“U.S. GAAP”). Differences between IFRS and
U.S. GAAP on the unaudited consolidated profit attributable to shareholders for the six
months ended 30 June 2004 and on the unaudited consolidated net assets at 30 June
2004 are set out in Section D.

The accounting polices used in the preparation of these unaudited consolidated interim
financial statements are consistent with those used in the annual audited financial
statements for the year ended 31 December 2003. These unaudited consolidated interim
financial statements should be read in conjunction with the Group’s financial statements
for the year ended 31 December 2003.



The Group is principally engaged in the provision of domestic, Hong Kong Special
Administrative Region (“Hong Kong”) and international passenger, cargo and mail airline
services. Turnover comprises revenues from airline and related services net of sales tax.
Civil aviation infrastructure levies, which were netted off against gross revenue in previous
years/periods, were included in the operating expenses for the six months ended 30 June
2004, to reflect the change in the charge basis in accordance with the related new policy
promulgated by the PRC government. The turnover and segment results by geographical
segments are analysed as follows:—

(Unaudited) For the six months ended 30 June
Other
Domestic Hong Kong Japan countries (*) Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
2004
Traffic revenues
- Passenger 3,703,267 1,047,235 657,213 1,429,476 6,837,191
- Cargo and mail 145,533 245,381 349,079 1,215,588 1,955,581
3,848,800 1,292,616 1,006,292 2,645,064 8,792,772
Other operating revenues 454,290 6,533 5,086 13,367 479,276
Turnover 4,303,090 1,299,149 1,011,378 2,658,431 9,272,048
Segment results 23,438 118,725 246,786 363,962 752,911
Unallocated income 183,550
Operating profit 936,461
2003
Traffic revenues
- Passenger 1,941,028 571,988 403,411 789,457 3,705,884
- Cargo and mail 102,647 165,346 266,249 863,950 1,398,192
2,043,675 737,334 669,660 1,653,407 5,104,076
Other operating revenues 365,076 - 2,466 6,090 373,632
Turnover 2,408,751 737,334 672,126 1,659,497 5,477,708
Segment results (691,986) (39,441) 36,572 (57,705) (752,560
Unallocated income 10,722
Operating loss (741,838)

*

include United States of America, Europe and Asian countries other than Japan
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3.

Other operating income

(Unaudited)
For the six months
ended 30 June
2004 2003
Note RMB’000 RMB’000
Lease benefit upon termination @) 98,921 -
Government subsidy () 52,630 =
Rental income from operating

subleases of aircraft 20,858 10,722
Gain on disposal of aircraft and engines 11,141 -
183,550 10,722

Upon satisfaction of certain lease termination conditions (including exercising the
purchase option to acquire the aircraft and maintaining normal use of the aircraft)
and settlement of the related aircraft lease obligation, the Company received a lease
benefit of RMB98,921,000 upon termination of the lease in January 2004.

The government subsidy is granted by the local government to the Company in
consideration of the relocation of the Company’s international flights and related
facilities from Honggiao Airport to Pudong International Airport.

Taxation

@)

Taxation is charged to the consolidated income statement as follows:-

Provision for PRC income tax — current period
Deferred taxation
Share of tax attributable to associates

(Unaudited)
For the six months
ended 30 June

2004 2003
RMB’000 RMB’000
(60,067) (32,057)
(13,471) (18,343)
(1,605) (2,566)
(75,143) (52,966)




2004 Interim Report

(i) Pursuant to a preferential tax policy granted by the central government to
Pudong, Shanghai, the Company is entitled to a reduced income tax rate of
15% with effect from 1 July 2001.

(i)  Two major subsidiaries of the Company, namely China Cargo Airlines Co.,
Ltd. and China Eastern Airlines Jiangsu Co., Ltd. (“CEA Jiangsu”) are subject
to a reduced income tax rate of 15% and the standard PRC income tax rate of
33% respectively.

(b) The Group operates international flights to certain overseas destinations. There
was no material overseas taxation for the six months ended 30 June 2004 as there
exists double tax relief between PRC and the corresponding jurisdictions (including
Hong Kong).

Earnings/(loss) per share

The calculation of earnings/(loss) per share is based on the unaudited consolidated profit
attributable to shareholders of RMB 479,861,000 (2003: loss of RMB1,252,385,000) and
4,866,950,000 (2003: 4,866,950,000) shares in issue during the period. No information in
respect of diluted earnings per shares is presented as the Company has no potential
dilutive ordinary shares.

Dividends

The Board of Directors of the Company does not recommend the payment of an interim
dividend for the six months ended 30 June 2004 (2003: Nil).

Profit appropriation

No appropriations from retained profits were made to the statutory reserves during the six
months ended 30 June 2004. Such appropriations will be made at the year end in
accordance with the PRC regulations and the Company’s Articles of Association.
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Fixed assets

(Unaudited)

Valuation
At 1 January 2004
Transfer from construction in progress
Additions
Disposals

At 30 June 2004

Accumulated depreciation
At 1 January 2004
Charge for the period
Disposals

At 30 June 2004

Net book value at 30 June 2004
Net book value at 31 December 2003

Buildings,

Aircraft other fixed

and flight  assets and
equipment equipment Total
RMB’000 RMB’000 RMB’000
33,119,644 4,262,701 37,382,345
- 115,241 115,241
2,489,148 132,682 2,621,830
(48,549 (36,230) (84,779)
35,560,243 4,474,394 40,034,637
9,270,902 1,272,540 10,543,442
917,514 157,496 1,075,010
(19,379) (25,933) (45,312)
10,169,037 1,404,103 11,573,140
25,391,206 3,070,291 28,461,497
23,848,742 2,990,161 26,838,903




10.

11.

Trade receivables less allowance for doubtful accounts
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The credit terms given to trade customers are determined on individual basis, with the

credit period ranging from half to three months.

As at 30 June 2004, the aging analysis of the trade receivables were as follows:—

(Unaudited) (Audited)

30 June 31 December

2004 2003

RMB’000 RMB’000

Less than 31 days 884,719 853,303
31 to 60 days 334,440 348,159
61 to 90 days 20,494 28,094
Over 90 days 227,163 96,121
1,466,816 1,325,677

Short-term investments

Short-term investments are valued at market value at the close of business or the balance
sheet date by reference to stock exchange quoted bid prices.

Short-term investments are classified as current assets because they are expected to be
realised within twelve months of the balance sheet date.

Trade payables

As at 30 June 2004 and 31 December 2003, all trade payables were current balances and
aged within 30 days.
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12. Commitments and contingent liabilities
(@ Capital commitments

The Group had the following capital commitments:—

(Unaudited) (Audited)
30 June 31 December
2004 2003
RMB’000 RMB’000
Authorised and contracted for:—

— Aircraft and related equipment 5,728,963 7,668,801
— Other 366,038 358,415
6,095,001 8,027,216

Authorised but not contracted for:—
— Aircraft and related equipment 723,000 723,000
— Other 1,017,633 1,122,526
1,740,633 1,845,526
7,835,634 9,872,742

The above commitments mainly include amounts for the acquisition of eight A-320,
four A-321 and one A-340 aircraft for delivery between 2004 and 2005.

In addition, during the six months ended 30 June 2004, the Board of Directors of the
Company has approved the acquisition of 20 A330-300 between 2006 and 2008.
As at the date of this report, the detailed terms and prices are still under negotiation
with the supplier, the potential capital expenditure has not been included in the

above commitments.




(b)

Operating lease commitments

2004 Interim Report

The Group had commitments under operating leases to pay future minimum lease

rentals as follows:—

(Unaudited) (Audited)
30 June 2004 31 December 2003
Aircraft and Aircraft and

flight Land and flight Land and

equipment buildings equipment Buildings

RMB’000 RMB’000 RMB’000 RMB’000

Within one year 1,259,710 49,135 1,063,619 49,532

In the second year 1,438,208 8,040 1,134,669 12,284
In the third to fifth year

inclusive 3,806,866 16,039 2,735,477 24,413

After the fifth year 1,950,839 3,684 1,145,355 11,206

8,455,623 76,898 6,079,120 97,435

Contingent liabilities

As at 30 June 2004, the Group had provided a guarantee to a bank in respect of
bank facilities granted to Nanjing Lu Kou International Airport Company (“Lu Kou
Airport”). The guarantee is set to expire in 20 October 2004 with the final maturity of
the bank facilities loan. The Group’s maximum exposure to the guarantee is
RMB150,000,000 which is only payable if Lu Kou Airport defaults in the repayments
of its bank loan when they fall due. However, default by Lu Kou Airport is considered
remote and therefore no liability was recorded by the Group at the time of the

guarantee.
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13. Related party transactions

The following is a summary of significant transactions carried out in the normal course of
business during the period:-

(Unaudited)
For the six months
ended 30 June
2004 2003
Nature of transaction Related party RMB’000 RMB’000
(i) With CEA Holding or companies
directly or indirectly held by
CEA Holding:-
Source of food and beverages Shanghai Eastern Air Catering 57,444 43,851
Co., Ltd.
Repair and maintenance Shanghai Eastern Union 19,464 11,981
expenses payable for aircraft Aviation Wheels & Brakes
and engines Overhaul Engineering Co., Ltd.
Handling charges of 0.1% to Eastern Aviation Import & 12,230 11,488
0.2% on purchase of aircraft, Export Co., Ltd.
flight equipment, flight
equipment spare parts and other
fixed assets, and repair of aircraft
Purchase of aviation equipment Shanghai Eastern Aviation 12,212 1,330
Equipment Manufacturing
Corporation
Lease rental charges for - China Eastern Airlines 243,216 -
operating lease of aircraft Northwest Co., Ltd.
(“CEA Northwest Airlines”)
- China Eastern Airlines 56,212 -
Yunnan Co., Ltd.
(“CEA Yunnan Airlines”)
- Nanjing Airlines Co., Ltd. 22,348 -
Inflight hygiene and cleaning Shanghai Eastern General 10,676 -

services expenses

Service Co., Ltd.
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(Unaudited)
For the six months
ended 30 June
2004 2003
Nature of transaction Related party RMB’000 RMB’000
(i) With CEA Holding or companies
directly or indirectly held by
CEA Holding:- (Cont’d)
Commission expenses on air - CEA Northwest Airlines 6,771 2,705
tickets sold on behalf of the - CEA Yunnan Airlines 10,959 1,358
Group at rates ranging from 3%
to 9% of value of tickets sold
Commission income on - CEA Northwest Airlines 25,053 -
carriage service provided by - CEA Yunnan Airlines 39,490 -
other airlines with air tickets sold
by the Group at rates ranging from
3% to 9% of value of tickets sold
(ii) With its associates
Lease rental income from China Eastern Airlines Wuhan 20,858 10,722
operating lease of aircraft Co., Ltd. (“CEA Wuhan Airlines”)
Commission expenses on air CEA Wuhan Airlines 5,667 3,237
tickets sold on behalf of the
Group at rates ranging from 3%
to 9% of value of tickets sold
Commission income on carriage CEA Wuhan Airlines 18,843 11,303

service provided by other
airlines with air tickets sold by
the Group at rates ranging from
3% to 9% of value of ticket sold

14. Convenient translation

The unaudited consolidated financial statements have been prepared in Renminbi (“RMB”),
the national currency of the PRC. Translations of amounts from RMB into United States
dollars (“US$”) solely for convenience have been made at the rate of US$1.00 to RMB8.2767
being the average of the buying and selling rates as quoted by People’s Bank of China at
the close of business on 30 June 2004. No representation is made that the RMB amounts
could have been or could be converted into US$ at that rate or at any other rate on

30 June 2004 or any other date.
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Prepared in accordance with the People’s Republic of China (the “PRC”)

Accounting Regulations

Consolidated Balance Sheet

Assets
Total Current Assets

Net Long-term Investments

Total Fixed Assets

Total Intangible Assets & Other Assets
Deferred Tax Debits

Total Assets

Liabilities & Shareholders’ Equity
Total Current Liabilities

Total Long-term Liabilities

Deferred Tax Credits
Total Liabilities

Minority Interests

Total Shareholders’ Equity

Total Liabilities & Shareholders’ Equity

(Unaudited) (Audited)
30 June 31 December
2004 2003
RMB’000 RMB’000
7,634,020 6,879,037
703,316 1,278,547
27,689,100 26,936,488
1,442,819 1,460,284
133,145 133,123
37,602,400 36,687,479
17,694,450 16,107,937
12,941,560 14,531,149
287,255 258,799
30,923,265 30,897,885
837,065 562,680
5,842,070 5,226,914
37,602,400 36,687,479




Consolidated Profit and Loss Account

Items

. Revenue from Main Operations:
Less: Revenue for Civil Air Infrastructure
Construction Fund

Revenue from Main Operations, net
Less: Main Operating Cost
Business Taxes and surtaxes

Il Profit from Main Operations
Add: Revenue from Other Operations
Less: Operating Expenses
General & Administrative Expenses
Financial Expenses

lll. Profit/(Loss) from Operations
Add: Income from Investment
Subsidy Income
Non-operating Income
Less: Non-operating Expenses

IV. Total Profit/(Loss)
Less: Income Tax
Minority Interest (for consolidated statements)

V. Net Profit/(Loss)
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(Unaudited)
For the six months
ended 30 June

2004 2003
RMB’000 RMB’000
9,170,592 5,472,992
- 137,186
9,170,592 5,335,806
7,340,190 5,513,481
243,853 119,248
1,586,549 (296,923)
364,568 229,859
660,669 419,200
462,521 464,955
343,966 388,558
483,961 (1,339,777)
11,748 (9,705)
53,000 29,200
193,899 2,320
3,355 14,216
739,253 (1,332,178)
92,392 60,824
64,394 28,163
582,467 (1,421,165)
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Notes (Principal Accounting Policies, Accounting Estimations and

Consolidation of Financial Statements):

1.

Accounting Policies Applied

The company and its subsidiaries follow the Accounting Standards for Business Enterprises
and Accounting Regulations for Business Enterprises and its supplementary regulations.
Since 1 January 2003, the company and its subsidiaries also follow the Accounting
Treatment for Civil Aviation Industry.

Accounting Period

The Company adopts the Gregorian calendar year as its accounting period, i.e., from 1
January to 31 December each year.

Base Currency
The Company adopts Renminbi (“RMB”) as its base currency.
Principle and Basis of Accounting

The Company adopts accrual method of accounting. All items are recorded at actual cost
upon acquisition. If impairment occurs, a provision for impairment will be made according
to “Accounting Regulations for Business Enterprises”.

Translation of Foreign Currencies

Foreign currency transactions are translated into RMB at the middle exchange rate issued
by the People’s Bank of China at the beginning of the month. Monetary assets and liabilities
in foreign currencies are translated into RMB at the middle exchange rate prevailing at the
end of each period. The differences between RMB equivalents and carrying amounts are
treated as exchange differences. Exchange differences of specific borrowings related to
the acquisition or construction of a fixed asset should be capitalized in the period in which
they are incurred when the relevant fixed asset being acquired or constructed is not ready
for its intended use. Exchange differences during preparation period are included in long-
term amortization charges, which will be accounted as current profit and loss of the month
during which formal operation starts. Exchange differences in normal operations are
included in the exchange gains and losses of the current period.



Cash equivalents are short term (with a holding period of less than three months), highly
liquid investments that are readily convertible into known amounts of cash and which are
subject to an insignificant risk of changes in value.

Consolidation Scope: According to “Notice on the Distribution of ‘Provisional
Regulation on Consolidation of Financial Statements’” (1995) issued by Ministry of
Finance and regulations of CKZ(96) No. 2 “Answer to Questions about Consolidation
Scope”, the consolidation scope of the Company includes all subsidiaries under
control and associated companies under joint control, except those companies that
have already been closed down, merged, declared in the process of liquidation or
bankruptcy, intended to be sold in the new future or have an insignificant influence
on consolidation.

Consolidation Method: The consolidated financial statements are prepared on the
basis of the financial statements of the Company and its subsidiaries within
consolidation scope and other relevant information. The equity investment and the
corresponding portion of the owner’s equity of the invested entities, the claims and
liabilities, as well as all material transactions between or among them have been
eliminated. The financial statements of the associate companies are consolidated in
proportion.

The initial cost of a current investment is the total price paid on acquisition, deducting
cash dividends which have been declared but unpaid at the time of acquisition or
unpaid interest on bonds that have been accrued. Cash dividends or interests during
holding period are offset against the carrying amount of investments upon receipt.
On disposal of a current investment, the difference between the carrying amount
and the sale proceeds is recognized as an investment gain or loss of the current
period.

The current investment is recorded at the lower of cost and market value. The
provision for impairment of current investment is made at the excess of carrying
amount over the market value on an individual item basis and will be accounted as
current profit and loss.
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g

Accounting Method for Bad Debts

(1)

The Company adopts allowance method for bad debts. At the end of each accounting
period the company analyses the recoverability of receivable items (including
accounts receivable and other receivables) and makes allowance for bad debts
according to the aging method and analysis result. Allowance for bad debts is not
made for the items that are surely to be recovered. If there is enough evidence
proving the uncollectibility of an account receivable then allowance is made at a
higher ratio or at the full carrying amount of the account. The allowance for remaining
accounts receivable shall refer to the following ratios.

Aging Ratio
Within 1 year 3%o
In the second year 5%
In the third year 10%
In the forth year 15%
In the fifth year 20%
Over 5 years 40%

The company adopts following standards in determination of bad debts:

a. When the debtor is bankrupt or dead, the accounts receivable that are unable
to be recovered even after liquidation of the debtor’s bankrupt estate or legacy.

b. When the debt is overdue due to the default of the debtor and there is obvious
evidence proving the uncollectibility of the accounts.

The bad debt loss should be approved by Board of Directors. The bad debts will
first offset against the allowance that has already been made. If the allowance for
bad debts is not enough to compensate the losses the difference will be charged
into income statement of the current period.



The inventory of the Company mainly comprises high-price rotables, aircraft consumables,
common appliances, aircraft supplies and low-price consumables. The inventory is
recorded at planned price and the difference between planned price and actual cost is
recorded in ‘Materials Cost Variance’. The amortization of high-price rotables is made
evenly over 5 years starting from the next month of acquisition according to the adjusted
actual cost. Other inventory such as aircraft consumables is charged to cost according to
the adjusted actual cost when put into use. The maintenance costs for high-price rotables
are recognized as current period expenses immediately when occurred.

Provision for impairment of aircraft consumables is made at the end of each period
according to the average useful life of corresponding aircraft and average discount rate in
previous disposals. Considering the characteristics of high-price rotables, no provision
for impairment is made unless the corresponding aircraft have all been sold and it is highly
possible that the net realizable value will be lower than the carrying amount during future
disposals.

(1)  Long-term equity investment (including stock investment and other equity investment)
is recorded at the actual cost after deducting cash dividends which have been
declared but unpaid at the time of acquisition or at the price agreed upon by relevant
parties. The equity method is applied wherever the Company can control, jointly
control or has significant influence over the investee enterprise (usually when the
Company holds 20% or more voting capital of the investee enterprise or holds less
than 20% of the voting capital but has significant influence over the investee
enterprise). Otherwise, the cost method is applied. When equity method is adopted,
the difference (referred to as “equity investment difference”) between the initial
investment cost and the Company’s share of owners’ equity of the investee enterprise
should be amortized evenly over a period of 10 years and charged into corresponding
year’s profit and loss account.

(2) Long-term debt investment (including bond investment and other debt investment)
is recorded at actual cost. The difference between actual cost and the nominal
value of a bond investment is recognized as premium or discount. Interest from
investment on bonds should be accrued periodically. The accrued interest revenue
from investment on bonds, after adjustments of the amortization of premium or
discount, should be recognized as investment income of the period.



The long-term investment is recorded at the lower of carrying amount and recoverable
amount at the end of each period. If the recoverable amount of a long-term investment
is lower than its carrying amount as a result of a continuing decline in market value
or deterioration in operating conditions of the investee enterprise, the Company
shall make provision for impairment on long-term investment on an individual item
basis and charge into the current period.

Fixed assets refer to those tangible assets whose useful life is over 1 year, with a
high unit price and can be held physically to realize its benefits during the course of
use. Fixed assets are recorded at actual acquisition cost. Fixed assets held under
financial lease are recorded at net contract price and other actual incidental cost
incurred. The corresponding long-term liabilities are determined by the total financing
amount stipulated in such financing contracts as lease agreement and loan agreement
signed by the Company and lessor. The financing expenses are apportioned during
the course of leasehold at actual interest rate.

If no impairment has occurred, the depreciation is provided on a straight-line basis
according to the following useful lives and estimated residual value.

Useful lives Residual value rate
Aircraft and engines attached 20 years 5%
Standby engines 20 years 0%
Buildings 15-35 years 3%
Vehicles and electronic devices 5-6 years 3%
Other Equipment 5-20 years 3%

When impairment occurs, the depreciation is provided on an individual item basis
based on the net book value after deducting impairment and residual useful lives.

Fixed asset is recorded at the lower of carrying amount and recoverable amount at
the end of each period. If the recoverable amount of a fixed asset is lower than its
carrying amount as a result of continuing decline in market value, technology
obsoleteness, damage or idleness, the Company shall make provision for impairment
of fix assets at the end of the period on an individual item basis and charge to the
current period.



Construction-in-progress is accounted for on an individual item basis at the actual
cost. Upon completion and readiness for use, the cost of construction-in-progress
is to be transferred to the account of <Fixed Assets>. Interests incurred in connection
with specific borrowings and relevant exchange differences for the purpose of
construction-in-progress, should be capitalized as part of the cost when the project
is not ready for intended use. Interests incurred and exchange differences after the
project is ready for use should be recognized as current period expenses.

Construction is recorded at the lower of carrying amount and recoverable amount
at the end of each period. The Company shall make provision for impairment of
construction-in-progress at the excess of the carrying amount over its recoverable
amount on an individual item basis and charge to the current period.

The intangible assets of the Company refer to non-monetary long-term assets without
physical substance held for the purpose of rendering service, rental to others or for
administrative purposes. The intangible assets of the Company mainly include land
use right and premise use right. The intangible assets are recorded at actual
acquisition cost and amortized over its expected useful life under straight-line method.

The intangible asset of the Company is recorded at the lower of carrying amount
and recoverable amount at the end of each period. The Company shall make provision
for impairment of intangible asset at the excess of the carrying amount over its
recoverable amount on an individual item basis and charge to the current period.

Long-term amortization charges refer to the expenses that will be amortized after formal
operation or the amortization period is over one year. Long-term amortization charges of
the Company are mainly uniform cost. All long-term amortization charges are amortized
evenly over its estimated beneficial period except organization cost, which will be charged
to the profit and loss account of the month during which formal operation starts.



The overhaul expenses refer to maintenance of D criteria and higher grade of aircraft
owned by the Company or held under finance lease or operating lease. The overhaul
expenses of self-owned aircraft and aircraft held under finance lease are charged into the
current profit. The overhaul expenses of aircraft under operating lease are accrued
according to lease contract or at a certain percentage for different types of aircraft. The
actual overhaul expenses will offset against the accrued amount. The other daily
maintenance expenses of aircraft and engines will be charged into the current profit and
loss account.

Interest expenses incurred for the purpose of acquiring a fixed asset should be included
in the cost of the relevant fixed asset before the asset has reached its expected usable
condition. The interest expenses incurred after the fixed asset has reached its usable
condition are accounted for as finance expenses. Interests incurred during operation are
directly accounted for as financial expenses.

(1) The Company’s revenue from rendering transportation service of passengers, cargo
and mails is recognized upon delivery of the service with uplifted coupons as
evidence.

The commission income from other carriers in respect of sales made by the Company
is recognized upon billing by other carriers.

Ground service income is recognized as other operating revenue upon rendering of
services.

(2)  The interest income and royalty arising from the use by others of the assets held by
the Company is recognized when it is probable that the economic benefits associated
with the transaction will flow to the Company and the amount of the revenue can be
measured reliably.

Tax effects of taxable temporary timing differences are recognized as deferred income
tax liabilities. Tax effects of deductible temporary timing differences are recognized as
deferred income tax assets.
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Significant differences between IFRS and PRC Accounting Regulations

The Group’s accounting policies, which conform with IFRS, differ in certain respects from PRC
Accounting Regulations. Differences between IFRS and PRC Accounting Regulations which
have significant effects on the unaudited consolidated profit/(loss) attributable to shareholders
and the unaudited consolidated net assets are summarised as follows:—

Consolidated profit/(loss) attributable to shareholders

For the six months

ended 30 June
2004 2003
RMB’000 RMB’000
As stated in accordance with PRC Accounting Regulations 582,467 (1,421,165)
Impact of IFRS and other adjustments:-
Difference in depreciation charges of flight equipment
due to different useful lives 144,574 239,622
Difference in depreciation charges and gain/(loss)
on disposals of aircraft due to different useful lives (84,030) (103,506)
Provision for overhaul expenses (143,804) 64,827
Reversal of additional charges of flight equipment spare
parts arising from the revaluation surplus of such assets 3,089 811
Provision for post-retirement benefits (11,267) (19,568)
Interest accrued on instalments payable for acquisition
of a passenger carriage business (4,805) (5,059)
Time value difference on provision for staff housing
allowances 3,640 -
Amortisation of goodwill (2,828) (2,828)
Amortisation of negative goodwill 1,726 1,726
Tax adjustments 11,833 7,858
Others (20,734) (15,103)
As stated in accordance with IFRS 479,861 (1,252,385)
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Consolidated net assets

As stated in accordance with PRC Accounting Regulations
Impact of IFRS and other adjustments:-

Difference in depreciation charges of flight equipment
due to different useful lives

Difference in depreciation charges and gain/(loss)
on disposals of aircraft due to different useful lives

Provision for overhaul expenses

Reversal of additional charges of flight equipment spare
parts arising from the revaluation surplus of such assets

Provision for post-retirement benefits

Loss on sale of staff quarters

Provision for staff quarter allowance

Time value on instalments payable for acquisition of
a passenger carriage business

Goodwill

Negative goodwill

Unrealised losses on cash flow hedges

Revaluation deficit of fixed assets

Reversal of revalued amount for land use rights

Tax adjustments

Others

As stated in accordance with IFRS

30 June 31 December
2004 2003
RMB’000 RMB’000
5,842,070 5,226,914
1,360,009 1,215,435
1,654,007 1,738,037
(926,104) (782,300)
(39,654) (42,743)
(575,050) (563,783)
24,373 24,373
24,367 20,727
23,335 28,140
82,000 84,828
(44,597) (46,323)
(38,332) (77,879)
(68,367) (68,367)
(361,832) (366,269)
(107,849) (119,682)
53,183 111,043
6,901,559 6,382,151




Significant differences between IFRS and U.S. GAAP
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The Group’s accounting policies, which conform with IFRS, differ in certain respects from U.S.
GAAP. Differences between IFRS and U.S. GAAP which have significant effects on the unaudited
consolidated profit/(loss) attributable to shareholders and the unaudited consolidated net assets

are summarised as follows:—

Consolidated profit/(loss) attributable to shareholders

For the six months ended 30 June

2004 2003 2004
RMB’000 RMB’000  US$’000 (*)
As stated under IFRS 479,861 (1,252,385) 57,977
U.S. GAAP adjustments:—
Reversal of difference in depreciation charges
arising from revaluation of fixed assets 52,195 54,370 6,306
Loss on disposal of aircraft and related assets 242 - 29
Other 576 13,856 4l
Deferred tax effect on U.S. GAAP adjustments (8,274) (10,727) (1,000)
As stated under U.S. GAAP 524,600  (1,194,886) 63,383
Basic and fully diluted earnings/(loss)
per share under U.S. GAAP RMB0.108  (RMBO0.246) US$0.013
Basic and fully diluted earnings/(loss) per American
Depository Share (“ADS”) under U.S. GAAP RMB10.78 (RMB24.55) USD1.30
Consolidated net assets
30 June 31 December 30 June
2004 2003 2004
RMB’000 RMB’000  US$°000 (*)
As stated under IFRS 6,901,559 6,382,151 833,854
U.S. GAAP adjustments:—
Reversal of net revaluation surplus of fixed assets (908,873) (908,873) (109,811)
Reversal of difference in depreciation charges
and accumulated depreciation and gain/loss on
disposal arising from the revaluation of fixed assets 743,672 691,235 89,851
Others 36,547 35,971 4,416
Deferred tax effect on U.S. GAAP adjustments 951 9,225 115
As stated under U.S. GAAP 6,773,856 6,209,709 818,425
* Translation of amounts from RMB into US$ have been made at the rate of US$1.00 to

RMB8.2767 being the average of the buying and selling rates as quoted by People’s Bank
of China at the close of business on 30 June 2004.
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Capacity

ATK (available tonne-kilometres) (millions)
— Domestic routes

- International routes

- Hong Kong routes

ASK (available seat-kilometres) (millions)
— Domestic routes

- International routes

- Hong Kong routes

AFTK (available freight tonne-kilometres) (millions)
- Domestic routes

- International routes

- Hong Kong routes

Hours flown (thousands)

Traffic

RTK (revenue tonne-kilometres) (millions)
- Domestic routes

- International routes

- Hong Kong routes

RPK (revenue passenger-kilometres) (millions)
- Domestic routes

- International routes

- Hong Kong routes

RFTK (revenue freight tonne-kilometres) (millions)
- Domestic routes

- International routes

- Hong Kong routes

Number of passengers carried (thousands)
- Domestic routes

- International routes

- Hong Kong routes

SELECTED AIRLINE OPERATING DATA

For the six months ended 30 June

2004 2003 Change
3,312.94 2,110.58 56.97%
1,222.77 808.74 51.19%
1,759.38 1,122.11 56.79%

330.79 179.73 84.05%
19,985.52 13,043.96 53.22%
10,147.83 6,560.78 54.67%

7,374.61 4,997.76 47.56%
2,463.08 1,485.42 65.82%
1,514.24 936.62 61.67%
309.47 218.27 41.78%
1,095.67 672.31 62.97%
109.11 46.04 136.98%
174.84 110.16 58.71%
1,990.10 1,185.49 67.87%
77713 434.96 78.67%
1,030.83 658.78 56.48%
182.14 91.75 98.52%
12,603.14 6,774.21 86.05%
6,877.42 3,637.83 89.05%
4,310.46 2,471.45 74.41%
1,415.26 664.93 112.84%

861.87 578.95 48.87%

161.07 109.31 47.35%

645.28 437.35 47.54%

59152 32.29 71.94%
8,290.88 4,396.08 88.60%
6,044.28 3,117.82 93.86%
1,235.52 764.87 61.53%
1,011.08 513.39 96.94%



Weight of freights carried (kg) (millions)
- Domestic routes

— International routes

- Hong Kong routes

Load factor

Overall load factor (%)
- Domestic routes

- International routes
- Hong Kong routes

Passenger load factor (%)
- Domestic routes

- International routes

- Hong Kong routes

Freight load factor (%)
- Domestic routes

- International routes
- Hong Kong routes

Break-even load factor (%)
Yield and costs

Revenue tonne-kilometers yield (RMB)
- Domestic routes

- International routes

- Hong Kong routes

Passenger-kilometers yield (RMB)
- Domestic routes

- International routes

- Hong Kong routes

Freight tonne-kilometers yield (RMB)
- Domestic routes

- International routes

- Hong Kong routes

Available tonne-kilometers unit cost (RMB)

2004 Interim Report

For the six months ended 30 June

2004 2003 Change
310.81 192.31 61.62%
129.14 88.21 46.40%
143.64 80.76 77.86%

38.03 23.34 62.94%

60.07 56.17 3.90 points

63.55 53.78 9.77 points

58.59 58.71 -0.12 points

55.06 51.05 4.01 points

63.06 51.93 11.13 points

67.77 55.45 12.32 points

58.45 49.45 9.00 points

57.46 44.76 12.70 points

56.92 61.81 -4.89 points

52.05 50.08 1.97 points

58.89 65.05 -6.16 points

50.88 70.13  -19.25 points

58.14 68.56  -15.20 points

4.42 4.31 2.55%
4.95 4.70 5.32%
3.54 3.53 0.45%
710 8.04 -11.69%
0.54 0.55 -1.82%
0.54 0.53 1.89%
0.48 0.48 0.30%
0.74 0.86 -13.98%
2.27 2.42 -6.05%
0.90 0.94 -3.78%
242 2.58 -6.17%
4.42 5.12 -13.69%
2.57 2.95 -12.88%
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MANAGEMENT DISCUSSION AND ANALYSIS

Review of operations

As at 30 June 2004, the Group operated a total of 229 routes, of which 164 were domestic routes, 15
were Hong Kong routes and 50 were international routes (including 13 international cargo routes).
The Group operated approximately 3,890 scheduled flights per week, serving 88 domestic and foreign
cities. At present, the Group is operating 100 aircraft, including 92 passenger jet aircraft each with a
capacity of over 100 seats, 6 jet freighters and 2 CRJ200 aircraft for feeder routes.

During the first half of 2004, the global economy experienced a marked recovery, while China’s national
economy continued to maintain strong growth. The excellent macroeconomic environment led to a
continuous rise in the demand for air transport. In addition, Shanghai strengthened its position as the
country’s economic and financial centre. The Group seized this opportunity to take a number of
effective measures, such as widening the scope of its business development activities, exploiting
more market potential and improving the precision of route designs. These measures have led to
striking results.

During the first half of the year, focusing on the development of Shanghai’s function as a transport
hub, the Group made extensive changes to its route structure and summer schedule by rationally
allocating its transport capacity. The Group substantially increased its scheduled flights at Hongqgiao
and Pudong Airports. By 30 June 2004, the Group’s scheduled flights accounted for 41.1% and
31.1% of all scheduled flights at Honggiao Airport and Pudong Airport, respectively. The average
daily aircraft utilization rate reached 9.8 hours, an increase of 2.6 hours compared to the same period
last year.

In terms of passenger traffic, the Group successfully introduced new international routes for scheduled
flights, such as Shanghai — London — Shanghai and Shanghai — Vancouver — Shanghai, in order to
enhance the function of the Shanghai airports as the Group’s passenger hub. It established a total of
23 new domestic and international sales offices, as well as electronic ticketing sales points in 20
domestic cities. In doing so, the Group started to realise the integration of its marketing systems
centred around its departure system, electronic ticketing system, frequent flier system and reservation
system. The Group actively developed its transfer and connection operations by rationally allocating
flights and introducing differently fares for connecting flights to meet the needs of different travellers,
thus effectively increasing its market share.



In terms of freight transport, we smoothly completed the remodelling of two MD11 passenger aircrafts
into freighters in December 2003 and one MD11 passenger aircraft into a freighter in February 2004,
thus further increasing the capacity of our high-yielding cargo routes operating between China and
other regions such as those between China and the U.S.A., Japan, South Korea and Europe. By
consolidating the operations of our own cargo administration department with those of our subsidiary,
China Cargo Airlines Co., Ltd., we established a strong China Eastern logistics platform that will form
the basis for the expansion of our cargo business.

In terms of service, we continued to promote our special service brands, such as “China Eastern
Express”, “China Shuttle” and “China Eastern Transfer”. We introduced localised, more customer-
friendly services for different types of travellers. In June this year, we officially introduced our China
Eastern Customer Service Scheme to the public at large. Under this scheme, we will devote all efforts
to flight scheduling, assurance and maintenance and enhance our non-regular flight services.

In the first half of 2004, the traffic volume of the Group totalled 1,990 million tonne-kilometres, an
increase of 67.87% from the same period last year, while total traffic revenues amounted to RMB8,793
million, an increase of 72.27% compared to the same period last year.

The Group’s passenger traffic volume during the period was 12,603 million passenger-kilometres, an
increase of 86.05% from the same period last year. Compared to the same period last year, passenger
revenues increased by 84.50% to RMB6,837 million, accounting for 77.76% of the Group’s total
traffic revenues.

The Group’s domestic passenger traffic volume during the period was 6,877 million passenger-
kilometres, an increase of 89.05% from the same period last year. Compared to the same period last
year, the passenger load factor increased by 12.32 percentage points to 67.77% and the revenues
increased by 90.79% to RMB3,703 million, accounting for 54.16% of the Group’s total passenger
revenues. Average yield per passenger-kilometre amounted to RMBO0.54 during the period, an increase
of 1.89% compared to the same period last year. This was principally a result of the increased pricing
level due to a strong demand in the domestic passenger transportation.

The Group’s international passenger traffic volume during the period was 4,310 million passenger-
kilometres, an increase of 74.41% from the same period last year. Compared to the same period last
year, the passenger load factor increased by 9.00 percentage points to 58.45% and the revenues
increased by 74.93% to RMB2,087 million, accounting for 30.52% of the Group’s total passenger
revenues. Average yield per passenger-kilometre amounted to RMBO0.48 during the period, an increase
of 0.30% compared to the same period last year.



The passenger traffic volume on the Group’s Hong Kong routes during the period was 1,415 million
passenger-kilometres, an increase of 112.84% from the same period last year. The passenger load
factor was 57.46% and the revenues increased by 83.09% to RMB1,047 million, accounting for 15.32%
of the Group’s total passenger revenues. Average yield per passenger-kilometre amounted to RMBO0.74
during the period, a decrease of 13.98% compared to the same period last year. This was principally
a result of various promotions offered by the Company with a view to maintaining the Company’s
market share, which was primarily due to intense competition.

There has been a significant increase of import and export trading activities since China’s accession
to the World Trade Organization, or WTO. To meet the increasing demand for cargo transportation,
the Group completed the remodelling of two MD11 passenger aircrafts into freighters in December
2003 and one MD11 passenger aircraft into a freighter in February 2004. In addition, the Group
completed the expansion project of the warehouse in Pudong Airport for cargo transportation, which
resulted in a significant increase in the capacity of the Group’s cargo transportation. During the first
half of 2004, the Group’s cargo traffic volume increased by 48.87% to 862 million tonne-kilometres.
Compared to the first half of last year, freight revenues increased by 39.86% to RMB1,956 million,
accounting for 22.24% of the Group’s total traffic revenues. Average yield per freight tonne-kilometre
of cargo and mail amounted to RMB2.27, a decrease of 6.05% compared to the same period last
year.

Compared to the first half of last year, the Group’s operating costs increased by 36.74% to RMB8,519
million during the same period this year, which was principally as a result of increases in salary costs,
aircraft depreciation and operating lease expenses, take-off and landing charges and aviation fuel
expenses.

The salary costs were RMB756 million, an increase of 53.76% from the same period last year, which
was principally as a result of an increase of the number of staff due to the expansion of our fleet. In
particular, the number of our staff increased by approximately 10% in the first half of 2004 compared
to the same period in 2003. In addition, the Company introduced a compensation system that is
linked to profit to provide incentives to our staff. Moreover, the reduction of staff compensation in the
first half of 2003 due to the outbreak of SARS contributed to the relatively large increase of salary
costs in the first half of 2004.

Aircraft depreciation and operating lease expenses were RMB1,650 million, an increase of 22.27%
from the same period last year. The Group had a net increase of thirteen aircrafts in operation as a
result of finance lease and operating lease. Aircraft depreciation expense increased by 28.16% and
operating lease expense increased by 15.61% in the first half of 2004 compared to the same period in
2003.



The takeoff and landing charges were RMB1,484 million, an increase of 57.18% from the same period
last year, which was principally as a result of a significant increase of the number of takeoffs and
landings. In the first half of 2004, the number of flights for our domestic, international and Hong Kong
routes increased by 78.67%, 51.90%, and 65.09%, respectively, compared to the same period last
year.

In the first half of 2004, international aviation fuel price continued to increase as a result of the instability
in the Middle East. In the same period, the weighted average domestic and international fuel prices
paid by the Group increased 9.54%. Expenditure on aviation fuel was RMB2,306 million, an increase
of 65.76% compared to the same period last year. During the same period, consumption of aviation
fuel increased by 51.35% compared to the same period last year, which was principally as a result of
significant increase in cargo transportation.

As a result of the foregoing, during the six months ended 30 June 2004, the Group’s profits attributable
to shareholders under IFRS were approximately RMB480 million. The profits per share were
approximately RMB0.099.

The Group finances its working capital requirements through a combination of funds generated from
its business operations and short-term bank loans. As at 30 June 2004, the Group had cash and cash
equivalents of RMB1,473 million, most of which were denominated in Renminbi. Net cash inflows
generated by the Group’s operating activities in the first half of 2004 were RMB1,908 million, an
increase of 339.78% compared to the same period last year.

The Group’s primary cash requirements in the first half of 2004 were for acquisitions of, and
improvements in, aircraft and flight equipment and for payment of related indebtedness. The Group’s
net cash outflow in investment activities was RMB2,059 million in the first half of 2004.

The Group’s net cash inflow generated from financing activities was RMB44 million, primarily from
long-term and short-term bank loans.

The Group generally operates with a working capital deficit. As at 30 June 2004 the Group’s current
liabilities exceeded the Group’s current assets by RMB10,488 million, and the long-term debt to equity
ratio was 1.81:1. For years the Group has arranged, and it believes it will be able to continue to
arrange, short-term loans through domestic banks in China or foreign-funded banks to meet its working
capital requirements.



The Group generally finances its purchases of aircraft through leases secured by its assets. As at 30
June 2004, the total value of the Group’s mortgaged assets had decreased by 2.62% from RMB9,735
million as at the end of 2003, to RMB9,480 million.

As at 30 June 2004, the Group had 18,326 employees, the majority of whom were working in mainland
China. The wages of the Group’s employees essentially consist of basic salaries and bonuses. The
Group has never been involved in any material labour-related disputes with its employees, nor has it
ever experienced a substantial reduction in the number of its employees. The Group has never
encountered any difficulty in recruiting new employees.

Other than the information disclosed herein, the information related to other matters set out in paragraph
32 of Appendix 16 to the Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited (the “Listing Rules”) relating to the Group has not changed materially from the information
disclosed in the Company’s 2003 annual report.

The Group would like to caution readers of this report that the Company’s 2004 interim report contains
certain forward-looking statements, e.g. descriptions of the Company’s work plans for the second
half of 2004 and forward-looking statements on the global and Chinese economies and aviation markets.
Such forward-looking statements are subject to numerous uncertainties and risks, and actual events
may be different from the Group’s forward-looking statements.

Globalisation is increasing the interdependence of countries’ economies. More importantly, it is leading
to an increasing boom in trading and economic exchanges. Following China’s accession to the WTO,
the total volume of its trade imports and exports has increased rapidly at a rate surpassing growth in
GDP for the same period. As globalisation and China’s trading activities as a WTO member intensify,
China will become more deeply involved in a broadening range of activities in international economic
and technical co-operation and competition. China’s economy is entering a new arena in which to
develop. The main force behind China’s economic development used to be government policy, but
this situation is changing to a condition where it is fuelled by both government policy and market
dynamics. The steep increase in foreign trade and consumption will continue to bring about rapid
increases in the passenger and cargo volumes of the domestic air transport sector.



Regionally, the Yangtze River Delta has become of the country’s urban communities with the fastest
economic growth rates. In 2003, the passenger volume, cargo and mail volume and takeoffs and
landings in the Yangtze River Delta already accounted for 19.6%, 30.8% and 15.8% of the respective
national totals. Shanghai is the main base of the Group’s operations. It increasingly functions as a
city that both attracts economic activity from, and generates economic activity in, the region of which
it is the centre. As a result, the hub function of its airports will become even more obvious. To utilise
the favourable opportunities arising from the strong demand on the market, the Group will continue to
introduce three Airbus A320 medium-haul passenger aircraft, two Airbus A321 medium-haul passenger
aircraft and one Airbus A340-600 long-haul passenger aircraft. These aircrafts will be delivered and
put into operations during the second half of the year. The Group expects that it will continue to
benefit from the continuing growth in demand in the local transport market.

Progress in “open skies” agreements is accelerating. The Chinese government plans to gradually
liberalize access to Shanghai’s aviation market in order to encourage and attract more foreign air
carriers. The Group can be anticipated to face stiff competition from Chinese and foreign carriers in
its operations in Eastern China, particularly in the Shanghai market. As the most important carrier
based in Shanghai, we will make efforts to steadfastly increase the Group’s market share in the Shanghai
region and to adjust and optimise its route network. The Group will provide products and services
that meet customer demand, and it will increase its investment in its operational base. Opportunities
and challenges will be met head-on.

After long deliberations, China’s Ministry of Finance issued new measures for the collection of
contributions to the fund for the construction of civil aviation base facilities. The measures became
effective on 1 April 2004. The Group believes that the new measures will effectively reduce the amount
of contributions payable by it. In addition, China’s accession to the WTO is not only leading to reductions
in the cost of aviation fuel, lower customs duties on the import of aviation materials, etc. It also
involves granting foreign investors access to the computerised reservation system and civil aircraft
maintenance sectors, which is expected to further reduce our unit operating cost.

In view of the current operating environment in the market and the Group’s actual situation, the Group
will make every effort in the second half of 2004 to ensure flight safety, improve its services and
management, and seize opportunities to increase its market share and boost its earnings. Specifically,
the Group will do the following:

1. We will continue to improve our safety management system and strengthen safety supervision.
We will use our Airline Operation Control (AOC) system to strengthen our non-regular flight
services in order to improve the on-time rate of our scheduled flights.

2. Decisions on the adjustment of transportation capacity will be made on the basis of route
profitability. We will actively co-operate with the efforts to develop Shanghai into an aviation
hub and ensure that we play a dominant part in those efforts. We will strengthen code-sharing
with other carriers so as to optimise our transfer and connection capabilities.



We will make full use of our earnings management system to flexibly adjust transportation prices
in line with changes in the market. We will strengthen revenue management, determine rational
seat allocation ratios for group and individual passengers on scheduled flights and improve the
sales outlets for each route. We will develop special products such as “ticket + hotel”
arrangements and continuously develop new air tourism packages, so as to expand our service
area.

We will continue to improve our cargo operations system and strengthen the management of
our cargo revenues in each region. We will formulate more flexible sales policies aimed at
different routes and customers, so as to raise our freight load factor and yield.

We will strictly implement our procedures for comprehensive budget management and rigorously
control the payment of controllable expenses. We will avoid risk and reduce capital costs through
effective management of aviation fuel and foreign exchange risks. We will strengthen the
examination and supervision of the enterprises in which we invest and ensure that we obtain a
return on our investments.

As at 30 June 2004, details of aircraft on order which are scheduled to be delivered and put in service
are as follows:

Year to be delivered Type of aircraft Number of aircraft

Second half of 2004 A320

2005

A321
A340-600
A320
A321
B737-800

W N o= N W

As at the date hereof, the Directors are not aware of any aircraft which are subject to options exercisable
by the Company during a period of not less than 12 months from 30 June 2004.

In July 2000, the Stock Exchange, pursuant to Rule 14.04(8) of the Listing Rules which were in force
immediately prior to 31 March 2004, granted a waiver to the Company from strict compliance with
certain provisions of Chapter 14 of the Listing Rules then in force and applicable. The waiver applied
to acquisitions and disposals of aircraft, and the details of the waiver were set out in the Company’s
2003 annual report.



MATERIAL MATTERS

Dividends

2004 Interim Report

The Board of Directors does not recommend payment of interim dividend for the six months

ended 30 June 2004.

Share capital

There was no change in the Company’s share capital since 31 December 2003. As at 30 June

2004, the Company’s share capital structure was as follows:

Number of shares

Approximate
percentage of total
share capital (%)

1. A shares
(1) Unlisted State-owned

legal person shares
(2) Listed shares
2. H shares
3.  Total number of shares

Substantial shareholders

3,000,000,000

300,000,000
1,566,950,000
4,866,950,000

61.64
6.17
32.19
100.00

So far as the Directors are aware, each of the following persons, not being a Director, chief
executive, Supervisor or member of the Company’s senior management, had, as at 30 June
2004, an interest and / or short position in the Company’s shares or underlying shares (as the
case may be) which would fall to be disclosed to the Company and The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) under the provisions of Divisions 2 and 3 of Part XV
of the Securities and Futures Ordinance (the “SFO”), or was otherwise, as at 30 June 2004,
interested in 5% or more of any class of the then issued share capital of the Company, or was
otherwise, as at 30 June 2004, a substantial shareholder (as defined in the Listing Rules) of the

Company:
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Name of Nature of
shareholder shares held
China A shares (unlisted
Eastern State-owned
Air Holding legal person
Company shares)
HKSCC
Nominees

Limited (Note) ~ H shares

Note:

Number of
shares held

3,000,000,000

1,478,767,363

As at 30 June 2004
Approximate Approximate
percentage of  percentage of
shareholding in  shareholding in
the Company’s  the Company’s
total issued total issued
share capital A shares
61.64% 90.91%
30.38% -

Interest

Approximate
percentage of
shareholding in
the Company’s
total issued

H shares

94.37%

Short
position

See Note 1

Based on the information available to the Directors as at 30 June 2004 (including such information
as was available on the website of the Stock Exchange) and so far as the Directors are aware
and understand, as at 30 June 2004:

1. Among the 1,478,767,363 H shares held by HKSCC Nominees Limited, Morgan Stanley
International Incorporated had an interest in an aggregate of 104,122,000 H shares of the
Company (representing approximately 6.64% of its then total issued H shares). According
to the information as disclosed in the website of the Stock Exchange and so far as the
Directors are aware and understand, Morgan Stanley International Incorporated, which
was (or its directors were) accustomed to act in accordance with the directions of Morgan
Stanley, held its indirect interest in the Company as at 30 June 2004 in the manner as

follows:

(@ 89,874,000 H shares, representing approximately 5.736% of the Company’s then
total issued H shares, were held by Morgan Stanley Investment Management
Company in the capacity of beneficial owner. Morgan Stanley Investment
Management Company was ultimately 100% held by Morgan Stanley Asia Pacific
(Holdings) Limited, which, in turn, was 90% held by Morgan Stanley International

Incorporated;

(b) 390,000 H shares, representing approximately 0.025% of the Company’s then total
issued H shares, were held by Morgan Stanley Asset & Investment Trust Management
Co., Limited, which was 100% held by Morgan Stanley International Incorporated;



() 262,000 H shares, representing approximately 0.017% of the Company’s then total
issued H shares, were held by Morgan Stanley & Co International Limited. Morgan
Stanley & Co International Limited was ultimately 100% held by Morgan Stanley
Group (Europe). Morgan Stanley Group (Europe) was approximately 98.30% held
by Morgan Stanley International Limited, which, in turn, was 100% held by Morgan
Stanley International Incorporated; and

(d) 1,296,000 H shares, representing approximately 0.083% of the Company’s then
total issued H shares, were held by Morgan Stanley Capital (Luxembourg) S.A.,
which was approximately 93.75% held by Morgan Stanley International Incorporated.

According to the information as disclosed in the website of the Stock Exchange and so far
as the Directors are aware and understand, as at 30 June 2004, Morgan Stanley International
Incorporated also had a short position in 12,300,000 H shares of the Company (representing
approximately 0.78% of its then total issued H shares).

Among the 1,478,767,363 H shares held by HKSCC Nominees Limited, J.P. Morgan Chase
& Co. had an interest in an aggregate of 142,066,031 H shares of the Company (representing
approximately 9.07% of its then total issued H shares). Out of the 142,066,031 H shares,
J.P. Morgan Chase & Co. had an interest in a lending pool comprising 2,091,331 H shares
of the Company (representing approximately 0.13% of its then total issued H shares).
According to the information as disclosed in the website of the Stock Exchange and so far
as the Directors are aware and understand, J.P. Morgan Chase & Co. held its interest in
the Company in the manner as follows:

(@ 2,091,331 H shares in a lending pool, representing approximately 0.133% of the
Company’s then total issued H shares, were held by JPMorgan Chase Bank in the
capacity as custodian corporation/approved lending agent, which was 100% held
by J.P. Morgan Chase & Co.;

(b) 1,138,700 H shares, representing approximately 0.073% of the Company’s then
total issued H shares, were held in the capacity as beneficial owner by J.P. Morgan
Whitefriars Inc., which was ultimately 100% held by J.P. Morgan Chase & Co.; and

() 138,836,000 H shares, representing approximately 8.860% of the Company’s then
total issued H shares, were held in the capacity as investment manager by JF Asset
Management Limited. JF Asset Management Limited was approximately 99.99%
held by J.P. Morgan Fleming Asset Management (Asia) Inc., which, in turn, was
ultimately 100% held by J.P. Morgan Chase & Co..
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Save as disclosed above, according to the records of HKSCC Nominees Limited and other
information available to the Directors as at 30 June 2004, the other H shares held by HKSCC
Nominees Limited were held by it on behalf of a number of other persons, and to the knowledge
of the Directors, none of such persons individually held 5% or more of the then total issued H
shares of the Company as at 30 June 2004.

Save as disclosed above and so far as the Directors are aware and understand, as at 30 June
2004, no other person (other than the Directors, chief executives, Supervisors or members of
senior management of the Company) had an interest or short position in the Company’s shares
or underlying shares (as the case may be) which would fall to be disclosed to the Company and
the Stock Exchange under the provisions of Divisions 2 and 3 of Part XV of the SFO and as
recorded in the register required to be kept under section 336 of the SFO, or was otherwise a
substantial shareholder (as defined in the Listing Rules) of the Company.
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Shareholding interests of the Directors, chief executives, Supervisors and

senior management

The shareholding interests of the Directors, chief executives, Supervisors and senior management
of the Company as at 30 June 2004 are as follows:

Number of listed

Capacity in which

A shares held - the A shares
Name Position personal interest were held
Ye Yigan Chairman 0 -
Li Fenghua Director, President 0 =
Wan Mingwu Director, Vice President 0 -
Cao Jianxiong Director 2,800 (Note 1) Beneficial owner
Zhong Xiong Director 2,800 (Note 1) Beneficial owner
Luo Zhuping Director, Company Secretary 2,800 (Note 1) Beneficial owner
Hu Honggao Independent Non-executive Director 0 -
Peter Lok Independent Non-executive Director 0 -
Wu Baiwang Independent Non-executive Director 0 -
Zhou Ruijin Independent Non-executive Director 0 -
Xie Rong Independent Non-executive Director 0 -
Li Wenxin Chairman of the Supervisory Committee 0 =
Ba Shengji Supervisor 2,800 (Note 1) Beneficial owner
Yang Xingen Supervisor 0 -
Yang Jie Supervisor 0 -
Liu Jiashun Supervisor 0 -
Wu Yulin Vice President 2,800 (Note 1) Beneficial owner
Wu Jiuhong Vice President 0 -
Yang Xu Vice President 1,000 (Note 2) Beneficial owner
Zhou Liguo Vice President 0 =
Zhang Jianzhong  Vice President 0 -
Luo Weide Chief Financial Officer 0 -
Note 1: representing approximately 0.000933% of the Company’s total issued listed A shares

as at 30 June 2004

Note 2: representing approximately 0.000333% of the Company’s total issued listed A shares

as at 30 June 2004




Save as disclosed above, as at 30 June 2004, none of the Directors, chief executives, Supervisors
or members of the Company’s senior management and their respective associates had any
other interest or short position in the shares, underlying shares and/or debentures (as the case
may be) of the Company and/or any of its associated corporations (within the meaning of Part
XV of the SFO) which was required to be notified to the Company and the Stock Exchange
pursuant to the provisions of Divisions 7 and 8 of Part XV of the SFO (including any interest and
short position which any of such Directors, chief executives, Supervisors or members of the
Company’s senior management and their respective associates were taken or deemed to have
under such provisions of the SFO) and as recorded in the register required to be kept by the
Company pursuant to section 352 of the SFO, or which was otherwise required to be notified to
the Company and the Stock Exchange pursuant to the then Model Code for Securities
Transactions by Directors of Listed Companies as set out in Appendix 10 to the Listing Rules
then in force (which shall be deemed to apply to the Supervisors to the same extent as it applied
to the Directors).

Repurchase, sale or redemption of securities

During the six months ended 30 June 2004, neither the Company nor any of its subsidiaries had
purchased, sold or redeemed any of its securities (the word “securities” having the meaning
ascribed to it in the Listing Rules).

Compliance with the Code of Best Practice

None of the Directors of the Company is aware of any information which would reasonably
indicate that the Group is not, or was not for any part of the six months ended 30 June 2004, in
compliance with the Code of Best Practise as set out in Appendix 14 to the Listing Rules.

Material litigation and arbitration

The Group was not involved in any material litigation or arbitration during the six months ended
30 June 2004.
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8. Changes in the members of the Board of Directors

Mr. Chen Quanxin’s term of office has expired and he no longer serves as a Director of the
Company.

After nomination at the third meeting of 2004 of the third Board of Directors of the Company,
and after consideration and adoption of a resolution by the 2003 Shareholders’ General Meeting,
Mr. Luo Zhuping was appointed as a Director of the Company.

At the second ordinary meeting of 2004 of the third Board of Directors of the Company held on
5 April 2004, it was decided to appoint Mr. Zhou Liguo as Vice President of the Company.

At the 23rd meeting of the third Board of Directors of the Company held on 2 June 2004, it was
decided to appoint Mr. Zhang Jianzhong as Vice President of the Company.

9. Miscellaneous

On 28 April 2004, the Company entered into the Contract for the Sale of 24 Spare Engines and
the Contract for the Lease of 17 Spare Engines with an independent third party. Details of the
transactions can be found in the Company’s announcement dated 4 May 2004 and the circular
dated 25 May 2004.

The Audit Committee of the Company has reviewed with the management of the Company the
accounting principles and practices accepted by the Group and has discussed with the Directors
matters concerning internal controls and financial reporting of the Company, including a review of the
unaudited interim financial statements of the Company for the six months ended 30 June 2004.

By order of the Board of Directors

China Eastern Airlines Corporation Limited
Ye Yigan

Chairman

Shanghai, the People’s Republic of China
25 August 2004 é:: x
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Ye Yigan (Chairman, Non-executive Director)
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Wan Mingwu (Vice President, Executive Director)
Cao Jianxiong (Non-executive Director)

Zhong Xiong (Non-executive Director)

Luo Zhuping (Executive Director)

Hu Honggao (Independent Non-executive Director)
Peter Lok (Independent Non-executive Director)
Wu Baiwang (Independent Non-executive Director)
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