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In 2006, we operated a total of 423 routes, of which 299
were domestic routes, 19 were Hong Kong routes (including
1 cargo route) and 105 were international routes (including
31 international cargo routes). We operated approximately
5,650 scheduled flights per week, serving a total of 136
foreign and domestic cities. In 2006, the Group added 27
aircraft to its fleet, including the finance lease of three
A319 aircraft, two A321 aircraft, six B737-700 aircraft, one
B747F freighter and four EMB145 aircraft, and the operating
lease of one B737-700 aircraft, three A330-200 aircraft and
seven A330-300 aircraft. As at 31 December 2006, the Group
operated a fleet of 205 aircraft, including 182 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 TRINETHEZZTEX
of our operating fleet as of 31 FH+A=1T—HAXKE
December 2006: HEX R TR E R

As of 31 December 2006
BE-BERET-A=T-HHEKEA
Number of
Aircraft Number of
Owned and  Aircraft

under under Total Planned Additions*
Finance Operating Number of Aol EEE
Leases Leases  Aircraft 2007 2008
BER  KEH
MEHE g agy

A340-600 5 - 5 = =
A340-300 5 - 5 - —
A330-300 = 7 7 5 3
A330-200 = 3 3 1 1
A300-600 9 = 9 = =
A310 = = = = =
A321 6 - 6 4 5
A320 37 26 63 2 8
A319 3 10 13 2 2
MD-90 9 - 9 = =
MD-82 - — = = =
B737NG = = = = =
B737-800 - 7 7 - 1
B737-700 14 15 29 2 1
B737-300 13 10 23 - —
B767-300 3 = 3 = =
B787 - — — - 4
EMB145 7 — 7 3 =
CRJ-200 5 - 5 = =
A300F 1 1 2 - —
B747F 1 2 3 1 -
MD-11F 6 - 6 = =
Total B 124 81 205 20 25
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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 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.

Revenues. Our revenues increased by 36.55% from RMB27,454
million in 2005 to RMB37,489 million in 2006 (net of the
applicable PRC business tax). This increase was primarily
due to an increase in our capacity resulting from our
acquisition of the assets and liabilities relating to the
aviation business of CEA Northwest and CEA Yunnan and our
acquisition of other aircraft.

Traffic revenues increased by 39.68% from RMB25,820 million
in 2005 to RMB36,065 million in 2006. Our average daily
aircraft utilization rate was 9.4 hours in 2006, which was
the same as in 2005.

Passenger revenues, which accounted for 84.40% of our total
traffic revenues in 2006, increased by 45.97% from
RMB20,853 million in 2005 to RMB30,440 million in 2006,
primarily due to an increase in the number of passengers
carried and the passenger yield rate.
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Our domestic passenger revenues (excluding Hong Kong
passenger revenues), which accounted for 62.24% of our
total passenger revenues in 2006, increased by 65.64% from
RMB11,439 million in 2005 to RMB18,947 million in 2006.
This increase was primarily driven by our domestic passenger
transportation business. Compared to 2005, our domestic
passenger traffic increased (as measured in revenue
passenger-kilometers, or RPKs) by 54.22% in 2006. Our
domestic passenger load factor decreased from 73.82% in
2005 to 73.26% in 2006. Our domestic passenger yield
increased from RMBO0.56 in 2005 to RMB0.61 in 2006 per
passenger-kilometer primarily as a result of the rise in average
air fares.

Hong Kong passenger revenues, which accounted for 8.20%
of our total passenger revenues in 2006, increased by 0.12%
from RMB2,495 million in 2005 to RMB2,498 million in 2006.
Hong Kong passenger traffic (as measured in RPKs) increased
by 7.22% in 2006, compared to 2005. We increased the
passenger capacity on our Hong Kong routes by 7.68% in
2006. Our Hong Kong passenger load factor increased from
62.10% in 2005 to 63.39% in 2006. Our Hong Kong passenger
yield decreased from RMB0.76 in 2005 to RMBO0.71 in 2006
per passenger-kilometer, reflecting decreases in air fares.
International passenger revenues, which accounted for
29.55% of our total passenger revenues in 2006, increased
by 30.00% from RMB6,920 million in 2005 to RMB8&,995
million in 2006. This increase was primarily due to an increase
in our international passenger traffic resulting from increases
in our capacity and in our international passenger load factor.
An increase in our international passenger yield also
contributed to the increase of our international passenger
revenues. Our international passenger traffic (as measured
in RPKs) increased by 20.75% in 2006, compared to 2005.
Our international passenger capacity increased by 12.99% in
2006, compared to 2005. Our international passenger load
factor increased from 65.16% in 2005 to 69.64% in 2006.
Our international passenger yield increased from RMB0.54 in
2005 to RMB0.58 in 2006 per passenger-kilometer, reflecting
increases in air fares.
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We generate cargo and mail revenues from the transportation
of cargo and mail on our designated cargo aircraft as well as
from the carriage of cargo and mail on our passenger aircraft.
Revenues from cargo and mail operations, which accounted
for 15.60% of our total traffic revenues in 2006, increased
by 13.26% from RMB4,967 million in 2005 to RMB5,625
million in 2006. Our cargo and mail traffic (as measured in
revenue freight tonne-kilometers, or RFTKs) increased by
13.57% from 2,152 million RFTKs in 2005 to 2,444 million
RFTKs in 2006. Our cargo and mail capacity (as measured in
available freight tonne-kilometers, or AFTKs) increased by
17.11% from 4,033 million AFTKs in 2005 to 4,723 million
AFTKs in 2006. Cargo yield decreased from RMB2.31 in 2005
to RMB2.30 in 2006 per cargo tonne-kilometer primarily due
to fare decreases resulting from intensified market
competition.

Our other operating revenues are primarily generated from
airport ground services and ticket handling services. Airport
ground services include loading and unloading of aircraft,
aircraft cleaning and ground transportation of cargo and
passenger luggage for aircraft flying to or from Honggiao
Airport and Pudong International Airport. We are currently
the principal provider of airport ground services at both
Honggiao Airport and Pudong International Airport. Our other
operating revenues decreased by 12.85% from RMB1,634
million in 2005 to RMB1,424 million in 2006. The main
reason for the decrease was that in 2005, the Group received
rental income of RMB183 million from operating subleases
of aircraft, while the Group did not receive rental income in
2006.

Operating Expenses. Our total operating expenses increased
by 47.75% from RMB27,685 million in 2005 to RMB40,905
million in 2006 primarily due to our business expansion and
a significant increase in aviation fuel expenses resulting
from increased fuel prices. Our total operating expenses as a
percentage of our revenues increased from 100.84% in 2005
to 109.11% in 2006.
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Aviation fuel expenses increased by 53.10% from RMB8,889
million in 2005 to RMB13,609 million in 2006. This increase
was primarily a result of rising fuel prices and our business
expansion in 2006. In 2006, we consumed a total of
2,346,400 tonnes of aviation fuel, representing an increase
of 23.91% compared to 2005. Compared to 2005, the weighted
average fuel prices paid by the Group in 2006 rose to
RMB5,780 per tonne and increased by approximately 33.56%.
Aviation fuel expense accounted for 33.27% of our total
operating expenses in 2006, as compared to 32.11% in 2005.

Aircraft depreciation and operating lease expenses increased
by 32.71% from RMB5,255 million in 2005 to RMB6,974
million in 2006. The increase was mainly due to the
introduction of additional aircraft which were primarily
financed by way of finance or operating leases, resulting in
a larger increase in depreciation and operating lease
expenses. The number of the aircraft operated by us increased
from 180 as of 31 December 2005 to 205 as of 31 December
2006. Other depreciation, amortization and operating lease
expenses increased by 17.42% from RMB666 million in 2005
to RMB782 million in 2006 primarily due to the addition of
operating premises and ancillary facilities resulting from the
expansion of our operations and an increase in the number
of our branches.

Wages, salaries and benefits increased by 47.35% from
RMB2,359 million in 2005 to RMB3,476 million in 2006,
primarily due to a significant increase in the number of our
employees following the expansion of our core business
operations. The total number of our employees increased by
31.03% from 29,301 as of 31 December 31 2005 to 38,392
as of 31 December 2006.

Take-off and landing charges, which accounted for 12.20%
of our total operating expenses in 2006, increased by 34.15%
from RMB3,719 million in 2005 to RMB4,989 million in 2006
primarily due to the expansion of our business and the
increase in the number of our flights, while partially offset
by a decrease in the average take-off and landing charges
resulting from an increase in the number of domestic flights.
The number of our flights increased from approximately 211
thousand in 2005 to approximately 340 thousand in 2006.
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Aircraft maintenance expenses increased by 91.26% from
RMB1,384 million in 2005 to RMB2,647 million in 2006. The
main reason for the increase was that more aircraft were
delivered for repair as a result of the continuous expansion
in the Group’s fleet size.

Commission expenses increased by 35.77% from RMB970
million in 2005 to RMB1,317 million in 2006 primarily due
to the increase in the number of tickets sold by agents as a
result of the Group’s market expansion.

Food and beverage expenses increased by 21.60% from
RMB977 million in 2005 to RMB1,188 million in 2006. This
increase was primarily due to a 44.26% increase in the
number of passengers carried from approximately 24.29
million in 2005 to approximately 35.04 million in 2006.

Office, administration and other expenses increased by
41.12% from RMB2,444 million in 2005 to RMB3,449 million
in 2006 primarily due to the Group’s business expansion,
resulting in increases in flight training expenses and branch
office expenses.

SITA ticket reservation system charges increased by 43.15%
from RMB292 million in 2005 to RMB418 million in 2006
primarily due to an increase in the price of overseas
distribution systems and an increase in the number of
passengers the Group carried.

Insurance costs increased by 8.05% from RMB149 million in
2005 to RMB161 million in 2006.

Ground services and other charges increased by 39.66% from
RMB116 million in 2005 to RMB162 million in 2006 primarily
due to an increase in our flights.

Civil aviation infrastructure levies increased by 49.36% from
RMB466 million in 2005 to RMB696 million in 2006.

Valuation deficit represents the deficit of RMB1,035 million
arising on the revaluation relating to certain aircraft and
related equipment. No such valuation deficit arose in 2005.
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Other Operating Income. The Group’s other operating income
was primarily generated from government subsidies and fair
value gains on financial instruments held by us. The net
amount of our other operating income increased from RMB245
million in 2005 to RMB424 million in 2006 primarily due to
an increase in government subsidies from RMB193 million in
2005 to RMB462 million in 2006. See Note 6 to our audited
consolidated financial statements.

Finance Costs. The Group’s finance costs increased by 24.19%
from RMB707 million in 2005 to RMB878 million in 2006
primarily due to increased finance lease obligations from
RMB325 million in 2005 to RMB544 million in 2006,
representing an increase of 67.38%, and interest expenses
of RMB1,646 million on loans from banks and other financial
institutions, representing an increase of 52.83% from
RMB1,077 million in 2005. However, the above amounts were
partly offset by the recognition of a net carrying exchange
gain of RMB888 million arising on the retranslation of US
dollar liabilities.

Net Loss. As a result of the foregoing operating results, the
net loss attributable to shareholders was RMB3,313 million
in 2006, as compared to a net loss of RMB467 million in
2005.

Property, Plant and Equipment. The Group had approximately
RMB40,050 million of fixed assets as of 31 December 2006,
including aircraft, engines and flight equipment with a value
of approximately RMB35,793 million. Property, plant and
equipment are initially recognized at cost and are
subsequently stated at revalued amount, being their fair
value at the date of revaluation less any subsequent
accumulated depreciation.

Valuation of property, plant and equipment is affected by
market conditions and global economic factors that are not
within our control.

The determination of fair value requires significant judgment,
including judgment on valuations by our management and/
or by independent professional appraisers. Our Directors have
reviewed the carrying value of our property, plant and
equipment as of 31 December 2006 based on the valuations
conducted by independent valuation. A valuation deficit of
RMB1,035 million for certain aircraft and related equipment
was resulted from the revaluations. Except for the asset
with the valuation deficit, the revalued amounts of the other
assets are not materially different for the carrying amounts.
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LIQUIDITY AND CAPITAL RESOURCES

We typically finance our working capital requirements through
a combination of funds generated from operations and both
short and longer term bank loans. As a result, our liquidity
could be adversely affected to the extent there is a significant
decrease in demand for our services or if there is any delay
in obtaining bank loans. As of 31 December 2005 and 2006,
we had cash and cash equivalents of RMB1,864 million and
RMB1,987 million, respectively. In 2005 and 2006, our net
cash inflows generated from operating activities were
RMB1,952 million and RMB1,339 million, respectively, while
our net cash outflows used in investment activities were
RMB10,369 million and RMB1,679 million, respectively. In
the past two years, our primary cash requirements for
investment activities were related to our acquisitions and
upgrades of aircraft and flight equipment, and debt
repayments.

In 2005 and 2006, payment of advances on aircraft and
flight equipment were RMB9,073 million and RMB7,669
million, respectively, while additions of aircraft and flight
equipment were RMB7,751 million and RMB4,561 million,
respectively. We financed the additions to our aircraft fleet
and flight equipment primarily through lease arrangements,
bank loans and funds generated from operations. Funds
generated from disposal of older aircraft and flight equipment
and other fixed assets and equipment (including by way of
exchange) totaled RMB33 million and RMB328 million in
2005 and 2006, respectively. Our net cash inflow generated
from financing activities was RMB421 million in 2006,
primarily from proceeds from bank loans.

Pursuant to certain of our finance or operating leases, we
are required to indemnify the lessors against any withholding
or similar taxes that may be imposed on the lessors by
taxing authorities in China with regard to payments made
under such leases. Pursuant to a regulation issued in 2000
by the State Tax Bureau of China, lease payments made by
Chinese airlines to foreign enterprises in respect of lease
arrangements entered into prior to 1 September 1999 are
exempt from the payment of any withholding tax. Withholding
tax payable in respect of the lease arrangements entered
into on or after 1 September 1999 are charged to our income
statement as incurred.
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We generally operate with a working capital deficit. As of 31
December 2006, our current liabilities exceeded our current
assets by RMB24,792 million. In comparison, our current
liabilities exceeded our current assets by RMB25,572 million
as of 31 December 2005. The increase in our current liabilities
in 2006 was primarily due to an increase in borrowings for
payment of advances on aircraft and flight equipment. Short-
term loans outstanding totaled RMB13,711 million and
RMB13,176 million as of 31 December 2005 and 2006,
respectively. Long-term bank loans outstanding totaling
RMB12,659 million and RMB14,932 million as of 31 December
2005 and 2006, respectively. Long-term loans payable within
two years, from three to five years and beyond five years
were RMB5,894 million, RMB7,560 million and RMB1,478
million, respectively, as of 31 December 2006, as compared
to RMB5,533 million, RMB5,517 million and RMB1,609 million,
respectively, as of 31 December 2005. Total lease obligations
outstanding under our finance leases as of 31 December
2005 and 2006 were RMB10,588 million and RMB11,853
million, respectively. Our lease obligations payable within
two years, from three to five years and beyond five years
were RMB4,745 million, RMB2,602 million and RMB4,506
million, respectively, as of 31 December 2006, as compared
to RMB4,998 million, RMB3,014 million and RMB2,575 million,
respectively, as of 31 December 2005.
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We have, and in the future may continue to have, substantial
debts. As of 31 December 2005 and 2006, our long-term
debt to equity ratio was 3.4 and 7.7, respectively. The interest
expenses associated with these debts might impair our future
profitability. We expect that cash from operations and bank
borrowings will be sufficient to meet our operating cash
flow requirements, although events that materially affect
our operating results can also have a negative impact on
liquidity. We have entered into credit facility agreements
with certain Chinese banks to meet our future working capital
needs. We have arranged, and we believe that we will
continue to be able to arrange, short-term bank loans with
domestic and foreign-funded banks in China as necessary to
meet our working capital requirements. However, our ability
to obtain financing may be affected by our financial position
and leverage and credit ratings, as well as by prevailing
economic conditions and the cost of financing generally. If
we are unable to obtain financing for a significant portion
of our capital requirements, our ability to acquire new aircraft
and to expand our operations may be adversely affected.

CAPITAL EXPENDITURES

Our aircraft orders as of 31 December 2006 included
commitments to acquire 45 aircraft to be delivered in 2007
and 2008. We expect our capital expenditures for aircraft
and related equipment, including deposits, through 2010 to
be in aggregate approximately RMB61,764 million, including
RMB14,894 million in 2007 and RMB18,845 million in 2008,
in each case subject to contractually stipulated increases or
any increase relating to inflation. We generally finance our
purchase of aircraft through finance leases and bank loans
secured by our assets. As of 31 December 2006, the total
value of our mortgaged assets increased by 6.13%, from
RMB9,074 million as of 31 December 2005 to RMB9,630
million as of 31 December 2006. Construction of our facilities
at the Pudong International Airport and the purchase of
maintenance equipment and other property and equipment
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will continue to require additional capital expenditures in
2007. 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:

Estimated impairment of goodwill - We test annually whether
goodwill has been impaired in accordance with the accounting
policy stated in Note 2(l) to our audited consolidated
financial statements. The recoverable amounts of cash
generating units have been determined based on value-in-
use calculations. These calculations require the use of
estimates (see Note 14 to our audited consolidated financial
statements). In 2006, after reviewing the business
environment as well as our objectives and past performance,
management concluded that there was no material impairment
of goodwill.

Estimated impairment of property, plant and equipment -
We have made substantial investments in tangible long-lived
assets. We conduct impairment reviews of these assets
whenever events or changes in circumstances indicate that
their carrying amounts may not be recoverable.
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Determining whether an asset is impaired requires significant
judgment, including our estimates of the future cash flows
attributable to the asset and the appropriate discount rate.
If different judgments or estimates had been utilized, material
differences could have resulted in the amount and timing of
the impairment charge, if any.

Property, plant and equipment - We had approximately
RMB40,050 million of fixed assets as of 31 December 2006,
including aircraft, engines and flight equipment with a value
of approximately RMB35,793 million. As discussed in Note
2(k) to our audited consolidated financial statements,
property, plant and equipment is initially recognized at cost
and is subsequently stated at revalued amount less
accumulated depreciation. Independent valuations are
conducted at least every five years or sooner if considered
necessary by our Directors. In the intervening years, our
Directors review the carrying value of property, plant and
equipment from time to time and make adjustments if the
carrying value is materially different from fair value. Their
recorded value is impacted by management judgment,
including valuations performed by the management and/or
independent professional valuers, estimates of useful lives,
residual value and impairment charges. If different judgments
or estimates had been utilized, material differences could
have resulted in carrying values and related depreciation
charges. Our directors reviewed the carrying value of our
Company’s fixed assets as of 31 December 2006 and are of
the opinion that, except for the asset with the valuation
deficit, the carrying amount of the fixed assets is not
materially different from the estimated fair value.

Fair value estimation - The carrying amounts of our current
financial assets, including cash and cash equivalents, trade
receivables, prepayments, other receivables, amounts due
from related companies and current financial liabilities
including trade payables and note payables, other payables
and accrued expenses and amounts due to related companies,
approximate their fair values due to their short maturities.
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Revenue recognition - As discussed in Note 2(e), passenger,
cargo and mail revenues are recognized as traffic revenues
when the transportation services are provided. The value of
unused passenger tickets is included in current liabilities as
sales in advance of carriage. Unused tickets are recognized
in traffic revenues based on current estimates. Management
periodically evaluates the balance of the sales in advance of
carriage account 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, the timing of recognizing
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.

Maintenance and overhaul costs - In respect of aircraft under
operating leases, we have the responsibility to fulfill certain
return conditions under relevant leases. In order to fulfill
these return conditions, major overhauls are required to be
conducted on a regular basis. Accordingly, the present value
of estimated costs of major overhauls for aircraft under
operating leases are provided at each balance sheet date.
The provision in each period is estimated using historical
major overhaul costs incurred during each overhaul and the
estimated period between overhauls using the ratios of actual
flying hours/cycles and estimated flying hours/cycles between
overhauls. Differences between the estimated cost and the
actual cost of the overhaul are included in the income
statement in the period of overhaul.

In respect of aircraft and engines owned by our Company or
held under finance leases, costs of overhaul are capitalized
as a component of property, plant and equipment and are
depreciated over the appropriate maintenance cycles. When
each overhaul is performed, its cost is recognized in the
carrying amount of the item of property, plant and equipment
and is depreciated over the estimated period between
overhauls, on a straight-line basis. Upon completion of an
overhaul, any remaining carrying amount of the cost of the
previous overhaul is derecognized and charged to the income
statement.
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Retirement benefits - We participate in defined contribution
retirement schemes organized by the municipal governments
of respective provinces. We also operate and maintain defined
retirement benefit plans which provides retirees with benefits
including transportation subsidies, social activity subsidies
as well as other welfare. As discussed in Note 2(h) to our
audited consolidated financial statements, the cost of
providing the aforementioned benefits in the defined
retirement benefit plans is actuarially determined and
recognized over the employees’ service period by utilizing
various actuarial assumptions and using the projected unit
credit method. These assumptions include, without limitation,
the selection of discount rate, annual rate of increase of per
capita benefit payment and employee turnover rate. The
discount rate is based on management’s review of local high
quality corporate bonds. The annual rate of increase of benefit
payment is based on the general local economic conditions.
The employee turnover rate is based on historical trends in
our Company. See Note 32 to our audited consolidated
financial statements for additional information regarding the
retirement benefit plans.

Deferred taxation - While deferred tax liabilities are provided
in full on all taxable temporary differences, deferred tax
assets are recognized only to the extent that it is probable
that future taxable profit will be available against which the
temporary differences can be utilized. In assessing the
amount of deferred tax assets that need to be recognized,
we consider future taxable income and ongoing prudent and
feasible tax planning strategies. In the event that our
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 our ability to utilize the tax benefits of
net operating loss carried forward in the future, adjustments
to the recorded amount of net deferred tax assets and
taxation expense are made.

Current tax - We make provision for current tax based on
the estimated income tax liabilities. The estimated income
tax liabilities are primarily computed based on the tax filings
as prepared by our Company and based on management’s
interpretation of relevant tax rulings.
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FOREIGN CURRENCY TRANSACTIONS

We have debts denominated in U.S. dollars, Japanese yen or
Euro in addition to our debts denominated in Renminbi. We
generate a significant amount of foreign currency revenues,
including U.S. dollar, Japanese yen, Euro, Korean won, Hong
Kong dollar, Singapore dollar, Australian dollar, and Thai
Baht, from ticket sales made in overseas offices. Pursuant to
current foreign exchange regulations in China, we may retain
our foreign currency earnings subject to the approval of
SAFE. We have also designated certain personnel to manage
the foreign currency risks through derivative financial
products such as forward foreign exchange contracts and
interest rate swaps. We use interest rate swaps to reduce
risks related to changes in market interest rates. As of 31
December 2006, the notional amount of the outstanding
interest rate swap agreements was approximately US$631
million, compared to US$661 million as of 31 December
2005. These interest rate swap agreements will expire between
2007 and 2016. In addition, we use currency forward
contracts to reduce risks related to changes in currency
exchange rates in respect of ticket sales and expenses
denominated in foreign currencies. As of 31 December 2006,
the notional amount of the outstanding currency forward
contracts was approximately US$33 million, compared to
US$92 million as of 31 December 2005. This decrease in the
notional amount of the outstanding currency forward
contracts was primarily due to the cancellation or early
termination of certain currency forward contracts in 2006.

Pursuant to IFRS, our monetary assets and liabilities
denominated in foreign currencies are required to be
translated into Renminbi at the year end at exchange rates
announced by the People’s Bank of China. The net exchange
gains or losses are recognized and reflected in the income
statement for the relevant year. Any fluctuation of the
exchange rates between Renminbi and foreign currencies
may materially adversely affect our financial condition and
results of operations. Primarily due to an appreciation of
Renminbi against certain foreign currencies including the
U.S. dollar, Japanese yen and Euro following the measures
introduced by the PRC government in July 2005 to reform
the Renminbi exchange rate regime, we recognized a net
exchange gain of RMB888 million in 2006, compared to a
net exchange loss of RMB415 million in 2005.

IERXS
REERNEBRBRARKGERIN - EHE
7T~ BILSBTERS o AR - ANEER
RN SHE R ESBIEETT « A
7T~ BT -~ 32T - B - #ThnsUT R
AHEETT - RHKFLANEE SEERI
LA o IRIEFR B B AR INE BS B X
B NEEKHARINEEEBRE - A
LARBBINEIA - REBBZEFIMAE
BEETINERBINERTIE  FE2
BIRRAAINES R MM RiEHE S 0T
EEMBINENRRETER - AEE
1) R ) 2 4 H 2R PR B T 355 1 RO B A
FRER - HE T NF+_A=1
—H - AEEFEEHEFREBETHESEE
BARK6.31EERTT  MEE—ZTTRF
T A=T—HOHNEEFEHERETE
% 56.611837T - LA RIZEAAE
TETLEF T NFHH e
AN - AREERBRBERRIIA RREE
B e 22 g B GNP LA R ZB LA IINES 37 R
EEERAEENEXESRR - BE—
TERF+_A=+—H AEEE%
REARETHNESEAKRNL0.33EE
T mEER-_EERF+_-_A=+—H
MEKRIASRIENEEA0.92EXE
TC o ARBEEKRAGFEIE TR
PHEFERAR ST NFAEETUH
SIRAIAR I T REEERIFAR -

REBEBRMHHRELER - ARBAINE
BEMINERBEOFTEFERREDE
ARBITRIESINE S ARBERBE
BARE  BEXBRENAREFENERD
RAFERRER © Eltt - NEBE R
AN R KA T BE R B A RIS SN
HERFENER TN E - F£HER
R -_ZETAF L AREARBEXY
RHIE - ARBEBEERT BTk
BUTHEANRETINETE - At » —F
TRFAKERINE L HFR R BAR
#8.8818 7L - M _TZTAFAELEAIN
PE R R S ARE4.15ETT ©

30

China Eastern Airlines Corporation Limited Annual Report 2006




Review of Operations and

Management’s Discussion and Analysis

FHOENEEBHNWED T

TAXATION

We are subject to income tax at the rate of 15%. Our effective
tax rate, however, may be higher than the rate of 15%
because some of our subsidiaries were incorporated in
jurisdictions where the applicable income tax rate is 33%
rather than 15%. We had carried forward tax losses of
approximately RMB3,011 million and RMB5,782 million as of
31 December 2005 and 2006, which can be used to set off
against future taxable income before 2010 and 2011,
respectively.
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