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DISCLOSEABLE AND CONNECTED TRANSACTIONS

ACQUISITION OF CNAC MACAU

AND

CAPITAL RESTRUCTURING OF SINOBEST

Summary:
The Board announces that on 8 February, 2002, Skylink, a wholly-owned subsidiary of the Company, has entered into the Acquisition Agreement with CNAC Group in relation to the acquisition of the entire equity interest in, and the shareholder's loan of approximately MOP 134.3 million (about HK$130.4 million) due from, CNAC Macau for an aggregate consideration of HK$665.0 million. Upon completion of the CNAC Macau Reorganisation and the payment of a final dividend in respect of the financial year ended 31 December, 2001, the assets of CNAC Macau will consist of (i) a 51% interest in Air Macau, a Macau-based airline; (ii) a 26% direct interest in MASC Ogden, a ground handling service company which operates at the Macau International Airport; and (iii) a 20% direct interest in MARCCO, a recently formed company with an intention to provide aircraft conversion and maintenance services at the Macau International Airport.

Under the Acquisition Agreement and as part of the consideration for the Acquisition, the Company will also procure that Sinobest undergoes a capital restructuring so that the entire effective interest in the share capital of Sinobest will be vested in CNAC Group and that the Company assigns the shareholders' loans owing from Sinobest and Prosperoad in the amounts of approximately HK$303.8 million and approximately HK$3.3 million respectively to CNAC Group. The Sinobest Group holds the entire investment property portfolio of the Group.

The consideration payable to CNAC Group for the Acquisition of HK$665.0 million will be partially offset by the consideration of HK$600.0 million as a result of the Restructuring. The balance of HK$65.0 million will be satisfied by a cash payment by Skylink which will be funded by the Group's internal resources.

As CNAC Group is a shareholder of the Company interested in approximately 70.1% of the Company's issued share capital, the Acquisition and the Restructuring constitute connected transactions for the Company under the Listing Rules and require independent Shareholders' approval at an extraordinary general meeting of the Company. In addition, the Acquisition and Restructuring constitute discloseable transactions for the Company under the Listing Rules.

A circular containing, inter alia, details of the Acquisition and Restructuring, the independent valuation of the properties held by the Sinobest Group, advice from the independent financial adviser, recommendation of the independent board committee and notice convening an extraordinary general meeting to approve the Acquisition and Restructuring will be sent to the Shareholders as soon as practicable.

The Board is pleased to announce that on 8 February, 2002, Skylink has entered into the Acquisition Agreement with CNAC Group.

THE ACQUISITION AGREEMENT

Terms of the Acquisition Agreement

Date:
8 February, 2002

Purchaser:
Skylink Global Limited, a wholly owned subsidiary of the Company

Vendor:
CNAC Group

Assets to be acquired:
shares in the total amount of MOP 10,000,000 in CNAC Macau, representing the entire issued share capital of CNAC Macau; and

the shareholders' loan of approximately MOP 134.3 million (about HK$130.4 million) due from CNAC Macau to CNAC Group

Consideration:
HK$665.0 million

Information on CNAC Macau

CNAC Macau was incorporated with limited liability in Macau in 1993 as an investment holding company with a focus on aviation and aviation-related businesses in Macau. Prior to the completion of the Acquisition Agreement, CNAC Macau would have completed the CNAC Macau Reorganisation which involves, inter alia, the transferring of certain assets, liabilities and businesses from CNAC Macau to CNAC Group or as it may direct. Upon completion of the CNAC Macau Reorganisation and the payment of a final dividend in respect of the financial year ended 31 December, 2001, CNAC Macau's assets will consist of (i) a 51% interest in Air Macau, a Macau-based airline; (ii) a 26% direct interest in MASC Ogden, a ground handling service company which operates at the Macau International Airport; and (iii) a 20% direct interest in MARCCO, a recently formed company with an intention to engage in the provision of aircraft conversion and maintenance services at the Macau International Airport.

The following sets out the simplified organisation structure of CNAC Macau upon completion of the CNAC Macau Reorganisation:
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The table below sets out the unaudited pro forma combined profit before and after taxation for CNAC Macau, prepared in accordance with IAS, for the two years ended 31 December, 2000 and 2001. The unaudited pro forma financial information has been prepared as if the group structure as set out above had been in existence throughout the two years ended 31 December, 2000 and 2001:


2001

2000

Pro forma combined profit before taxation

- (MOP million)
141.2

163.2

- (HK$ million)
137.1

158.4

Pro forma combined profit after taxation

- (MOP million)
115.9

148.8

- (HK$ million)
112.5

144.5

Pro forma combined minority interest

- (MOP million)
36.2

55.1

- (HK$ million)
35.1

53.5

Pro forma combined net profit

  - (MOP million)
79.7

93.7

  - (HK$ million)
77.4

91.0

As at 31 December, 2001, the unaudited pro forma combined net asset value of CNAC Macau was approximately MOP 273.1 million (about HK$265.1 million).

Upon Completion, CNAC Macau will become a wholly owned subsidiary of the Company and the financial results of CNAC Macau and Air Macau will be consolidated while the financial results of MASC Ogden and MARCCO will be equity accounted for in the consolidated results of the Group.

Information on Air Macau
History and development of Air Macau
Air Macau was established in Macau with limited liability in 1994 and commenced commercial operation in November 1995 as the home based carrier in Macau. As a controlling shareholder, CNAC Macau is responsible for the day to day management of Air Macau. The other shareholders of Air Macau include SEAP-Servicos, Administracao e Participacoes, Limitada and Sociedade de Turismo e Diversoes de Macau (STDM). There are currently ten members on Air Macau's board of directors of which six are representatives from CNAC Macau. It is the Company's intention to continue the appointment of the existing representatives to the board of Air Macau.

As Macau's home-based carrier, Air Macau aims to promote Macau as a world city for tourism and business, to build Macau as another southern gateway city to China mainland, to complement Hong Kong, Shenzhen, Guangzhou, and Zhuhai airports, and to facilitate the development of the Pearl River Delta.

Operation
Under a concession agreement entered into between Air Macau and the Macau Government in 1995, Air Macau was granted a 25-year exclusive right to operate as Macau's home based carrier. The concession right will expire in 2020 and will be subject to re-negotiation with the Macau Government for renewal.

The main activity of Air Macau is the operation of international air services and programme charter services. Air Macau's passenger and cargo services currently operates more than 150 flights (including charter flights) per week flying regularly between Macau and 13 destinations in Asia which are Beijing, Guilin, Haikou, Kunming, Nanjing, Ningbo, Chengdu, Shanghai, Xiamen, Bangkok, Manila, Taipei and Kaohsiung. Air Macau operates a fleet of nine aircraft including five Airbus A321s, three Airbus A320s, and one Boeing 757. Furthermore, Air Macau has sales offices and agents in 21 countries and territories with a workforce of approximately 680 staff at the end of 2001. In addition to its flight services, Air Macau also has a 15% interest in MASC Ogden. The interest in MASC Ogden is held as a long-term investment.

Since the commencement of operation in 1995, Air Macau has matured into a regional airline which plays an important role in the development of Macau. The growth of Air Macau over the past three years can be shown from the following operation statistics from each of the three years ended 31 December, 1999, 2000 and 2001:


2001

2000

1999

Number of trips
14,175

11,811

10,197

Flying hours
20,975

17,953

15,663

Available seat kilometre (ASK) (million)
2,693

2,333

1,999

Passengers uplifted
1,707,654

1,547,847

1,273,558

Passenger load factor
71%

75%

70%

Cargo/Mail uplifted (tons)
20,753

19,480

16,290

Cargo load factor
55%

61%

57%

Future plans
It is the intention of Air Macau to expand its capacity by increasing the frequency of its flights and the development of new routes while continuing to provide safe, reliable, and quality services. Air Macau is planning to expand its flight services to Chongqing, Zhangjiajie, Xi'an, and Singapore in the near future bringing Air Macau's total destination cities to 17 by the end of 2002. Furthermore, Air Macau plans to commence all-cargo flight services in 2002. Air Macau will take delivery of two new Airbus A319s passenger aircraft in June and August 2002 respectively and another three Airbus passenger aircraft in early 2003. The acquisitions of new aircraft are expected to be financed by operating leases.

Financial information
The table below sets out the audited results of Air Macau, prepared in accordance with the IAS, for each of the three years ended 31 December, 1999, 2000 and 2001:


2001

2000

1999

Operating revenue

- (MOP million)
1,667.5

1,496.0

1,260.7

- (HK$ million)
1,619.0

1,452.5

1,223.9
Profit before taxation

- (MOP million)
86.2

108.8

35.2

- (HK$ million)
83.7

105.6

34.1

Profit attributable to shareholders

- (MOP million)
76.0

105.6

51.6

- (HK$ million)
73.8

102.5

50.1

As at 31 December, 2001, the audited net asset value of Air Macau was approximately MOP 571.2 million (about HK$554.6 million). Based on the information available to the Company, the Directors believe that Air Macau is able to satisfy the profit record requirements of Rule 8.05 of the Listing Rules as stipulated in the Company's prospectus dated 8 December, 1997.

Information on MASC Ogden
MASC Ogden was incorporated with limited liability in Macau in 1994 to provide ground handling services for passengers, ramp, cargo handling and aircraft line maintenance at the Macau International Airport. MASC Ogden commenced operations upon the start of aircraft movements in November 1995. CNAC Macau and Air Macau are interested in 26% and 15% of the issued share capital of MASC Ogden respectively. Other shareholders of MASC Ogden include Menzies Aviation Group Services (Asia Pacific) LLC, Inc. and Evergreen Airways Service (Macau) Limited.

Operation
MASC Ogden entered into three sub-concession agreements with Macau International Airport Company in 1994 in which MASC Ogden will have the rights to provide aircraft maintenance, cargo, mail and ground handling services at the Macau International Airport for a period of 19 years (of which the first 16 years will be on an exclusive basis) upon signing of the sub-concession agreements.

As at 31 December, 2001, MASC Ogden has entered into service agreements with airlines (for scheduled flights) from 14 different countries/regions for the provision of maintenance services to 17 different types of aircraft.

Furthermore, MASC Ogden has a 15% equity interest in MARCCO, which is being held as long-term investment. The details of MARCCO is described below.

Financial information on MASC Ogden

The table below sets out the audited profit before and after taxation for MASC Ogden, prepared in accordance with IAS, for the two years ended 31 December, 1999 and 2000:


2000

1999

Profit before taxation

- (MOP million)
167.2

129.4

- (HK$ million)
162.3

125.6

Profit after taxation

- (MOP million)
140.0

113.2

- (HK$ million)
135.9

109.9

As at 31 December, 2000, MASC Ogden had an audited net asset value of approximately MOP 175.7 million (approximately HK$170.6 million).

Information on MARCCO
MARCCO was incorporated with limited liability in Macau in 2001. CNAC Macau and MASC Ogden respectively hold 20% and 15% equity interest in MARCCO. MARCCO was formed with an intention to provide aircraft conversion and maintenance services at the Macau International Airport. The operation of MARCCO has yet to commence and the company is still at a preliminary stage of developing its operating plan.

Financial information on MARCCO
As at 31 December, 2001, MARCCO had a registered capital of MOP 0.1 million and an unaudited net liabilities of approximately MOP 0.5 million (approximately HK$0.4 million).

The Restructuring
Under the Acquisition Agreement and as part of the consideration for the Acquisition, the Company will procure that Sinobest undergoes a capital restructuring so that the entire effective interest in the share capital of Sinobest will be vested in CNAC Group and that the Company assigns the shareholders' loans owing from Sinobest and Prosperoad in the amounts of approximately HK$303.8 million and approximately HK$3.3 million respectively to CNAC Group at Completion.
Information on the Sinobest
Sinobest was incorporated in Hong Kong with limited liability in 1991. The principal business of Sinobest is property investment. The properties held by Sinobest and its wholly-owned subsidiary Prosperoad include:

(i)
Office on 34th Floor, United Centre, No. 95 Queensway, Central, Hong Kong.

(ii)
Shops 27 and 28 on Ground Floor and Shop 34 on 1st Floor, Mirador Mansion, Nos. 56-64 and 54A-64A and 64B Nathan Road, Nos. 1A-1H and 1J Mody Road, Nos. 3-15 Bristol Avenue, Nos. 1A-9A and Nos. 3-9 Carnarvon Road, Tsimshatsui, Kowloon, Hong Kong.

(iii)
CNAC Group Building, No. 10 Queen's Road, Central, Hong Kong.

The properties above are currently being leased out to various tenants.

According to a preliminary property valuation performed by an independent property valuer, the properties held by Sinobest have a market value of approximately HK$600.0 million as at 31 December, 2001.

Financial information on the Sinobest Group
The table below sets out the unaudited consolidated profit before and after taxation for the Sinobest Group, prepared in accordance with HK GAAP, for the two years ended 31 December, 1999 and 2000 and for the six months ended 30 June, 2001:


Six months

Year ended

Year ended


ended

31 December,

31 December,

(HK$ million)
30 June, 2001

2000

1999

Consolidated profit before taxation
9.6

26.2

39.9

Consolidated profit after taxation
8.8

23.6

35.5

As at 30 June, 2001, Sinobest Group had an unaudited consolidated net asset value of approximately HK$288.0 million and the shareholders' loan of approximately HK$308.1 million.

Consideration and payment terms
The total consideration payable by Skylink under Acquisition Agreement amounts to HK$665.0 million, of which HK$600.0 million will be partially offset by the Restructuring and HK$65.0 million by cash to be paid at Completion. The consideration for the Acquisition has been arrived at after arm's length negotiation taken into consideration the value of Air Macau, MASC Ogden and MARCCO and represents a price earnings multiple of approximately 8.6 times of CNAC Macau's unaudited pro forma combined net profit for the year ended 31 December, 2001. The consideration for the Acquisition represents a premium of approximately 143% to the unaudited pro forma combined net asset value for CNAC Macau for the year ended 31 December, 2001.

The consideration for the Restructuring has been arrived at after arm's length negotiation and having taken into consideration the preliminary valuation of the properties held by Sinobest as at 31 December, 2001 by an independent property valuer.

Conditions of the Acquisition Agreement
Completion is conditional upon, inter alia, the fulfillment or waiver of the following conditions:

(a)
Skylink notifying CNAC Group in writing that it is satisfied with the due diligence investigation with respect to CNAC Macau, Air Macau, MASC Ogden and MARCCO;

(b)
CNAC Group having complied fully with and performed certain pre-completion obligations contained in the Acquisition Agreement;

(c)
the completion of the CNAC Macau Reorganisation;

(d)
the passing by the independent Shareholders of the Company in an extraordinary general meeting of an ordinary resolution approving the Acquisition and the Restructuring in accordance with the requirements of the Listing Rules;

(e)
Skylink having received a legal opinion from its Macau lawyers in relation to, inter alia, CNAC Macau, Air Macau, MASC Ogden and MARCCO; and
(f)
the obtaining of the following consents:

(i)
consent being granted by CNAC Macau in relation to the transfer of the entire issued share capital of CNAC Macau;

(ii)
consent being granted by Bank of China, Hong Kong Branch in relation to the Acquisition pursuant to a loan agreement entered into between Air Macau and Bank of China, Hong Kong Branch regarding the purchase of an aircraft and a guarantee given by CNAC Group in favour of Bank of China, Hong Kong Branch; and

(iii)
all other necessary consents being granted by third parties (if any).

Completion of the Acquisition Agreement
Completion is expected to take place on 25 March, 2002, or such later date as the parties may agree in writing.

ON-GOING CONNECTED TRANSACTIONS
Following Completion, certain transactions entered into by the CNAC Macau and Air Macau constitute connected transactions of the Group. The details of such transactions will be contained in the circular to the Shareholders. Further announcement in respect of such transactions will be made separately. The Company will apply to the Stock Exchange for waivers from strict compliance with the relevant requirements under the Listing Rules in respect of the on-going connected transactions.

REASONS FOR THE ACQUISITION AND RESTRUCTURING
The Directors believe that the Acquisition provides an excellent opportunity to solidify the Group's position as a major aviation conglomerate in the Asia Pacific region and to broaden the Group's income base while allowing the Group to have clearer identity as a pure aviation company.

Aviation and aviation related operations have been the principal businesses of the Group with the Company's 43.29% interest in Dragonair and 50% interest in JASL. It has been the intention of the Group to develop itself into a major aviation group through internal development as well as acquisitions. With the acquisition of CNAC Macau and the disposal of its property interests, the Group will have a clearer identity as a pure aviation company.

Furthermore, the Directors are optimistic about the future of CNAC Macau with the development potential of Macau. Macau has always been a southern gateway city to China mainland. With the commencement of operation of the Macau International Airport in 1995, Macau has become a popular hub for business and leisure travelers to and from China mainland. With the PRC's accession to the World Trade Organisation and the liberalisation of Macau's gaming industry, the number of travelers arriving Macau is expected to increase as a result of the increased economic activities in the region as well as the establishment of new tourist attractions in Macau.

INFORMATION ON THE GROUP
The Group is principally engaged in the provision of air transportation services through Dragonair, airport ground handling services and property investment. For the two years ended 31 December, 1999 and 2000, the Group recorded audited profit attributable to shareholders of about HK$212.0 million and about HK$311.2 million respectively. For the six months ended 30 June, 2001, the Group recorded an unaudited profit attributable to shareholders of about HK$128.9 million. The audited net asset value of the Group as at 31 December, 2000 was HK$2,144.9 million.

GENERAL
As CNAC Group is the controlling shareholder of the Company interested in approximately 70.1% of the Company's issued share capital, the Acquisition and the Restructuring constitute connected transaction for the Company under the Listing Rules and requires independent Shareholders' approval at an extraordinary general meeting of the Company. In addition, the Acquisition and Restructuring constitute discloseable transactions for the Company under the Listing Rules. CNAC Group and its Associates will abstain from voting in relation to the Acquisition and the Restructuring.

HSBC has been appointed as the financial adviser to the Company in respect of the Acquisition and the Restructuring. An independent board committee will be formed to advise the independent Shareholders in relation to the Acquisition and the Restructuring. An independent financial adviser will be appointed to advise the independent board committee in relation the Acquisition and the Restructuring.

A circular containing, inter alia, details of the Acquisition and the Restructuring, the independent valuation of the properties held by the Sinonbest Group, advice from the independent financial adviser, recommendation of the independent board committee and notice convening an extraordinary general meeting to approve the Acquisition and the Restructuring will be sent to the Shareholders as soon as practicable.

Definitions
"Acquisition"
the acquisition of the entire interest in, and the shareholder's loan of approximately MOP 134.3 million (about HK$130.4 million) due from, CNAC Macau

"Acquisition Agreement"
the agreement dated 8 February, 2002 entered into between Skylink and CNAC Group in relation to the Acquisition

"Air Macau"
Air Macau Company Limited, a company incorporated in Macau with limited liability

"Associate(s)"
has the meaning ascribed thereto in the Listing Rules

"Board"
the board of Directors

"Business Day"
any day (other than a Saturday) on which banks are open for business in Hong Kong

"Company"
China National Aviation Company Limited, a company incorporated in Hong Kong with limited liability in February 1997 and the shares of which are listed on the Stock Exchange
"Completion"
completion of the Acquisition Agreement and the Restructuring

"CNAC Macau"
China National Aviation Company (Macau) Company Limited, a company incorporated in Macau, the ultimate shareholder of which is CNAC Group

"CNAC Macau Reorganisation"
the group reorganisation to be undertaken by CNAC Macau which involves, inter alia, the transferring of certain assets, liabilities, and business from CNAC Macau to CNAC Group or as it may direct

"CNAC Group"
China National Aviation Corporation (Group) Limited, a company incorporated in Hong Kong with limited liability and is interested in approximately 70.1% of the issued share capital of the Company

"Director(s)"
the director(s) of the Company

"Dragonair"
Hong Kong Dragon Airlines Limited, an airline operator incorporated in Hong Kong and a 43.29% owned associated company of the Company

"Group"
the Company and its subsidiaries

"HK GAAP"
generally accepted accounting principles in Hong Kong

"Hong Kong"
the Hong Kong Special Administrative Region of the PRC

"HSBC"
The Hongkong and Shanghai Banking Corporation Limited, an exempt dealer under the Securities Ordinance (Chapter 333 of the Laws of Hong Kong) and a licensed bank under the Banking Ordinance (Chapter 155 of the Laws of Hong Kong)

"IAS"
International Accounting Standards
"JASL"
Jardine Airport Services Limited, a company incorporated in Hong Kong engaged in the provision of airport ground handling services

"Listing Rules"
The Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited

"Macau"
the Macau Special Administrative Region of the PRC

"MASC Ogden"
MASC/Ogden-Aviation Services (Macau), Limited, a company incorporated in Macau with limited liability

"MARCCO"
Macau Aircraft Repair and Conversion Company Limited, a company incorporated in Macau with limited liability in July 2001

"PRC"
the People's Republic of China

"Prosperoad"
Prosperoad Property Corp., a company incorporated in the British Virgin Islands with limited liability in January 1997 and a wholly-owned subsidiary of Sinobest

"Restructuring"
the capital restructuring of Sinobest whereby the entire effective interest in the share capital of Sinobest will be vested in CNAC Group and that the shareholders' loans owing from Sinobest and Prosperoad in the amounts of approximately HK$303.8 million and approximately HK$3.3 million respectively to the Company will be assigned to CNAC Group

"Shareholder(s)"
shareholder(s) of the Company

"Sinobest"
Sinobest International Limited, a company incorporated in Hong Kong with limited liability in December 1991 and a wholly-owned subsidiary of the Company
"Sinobest Group"
Sinobest and its subsidiary

"Skylink"
Skylink Global Limited, a company incorporated in the British Virgin Islands with limited liability in January 2002 and a wholly-owned subsidiary of the Company

"Stock Exchange"
The Stock Exchange of Hong Kong Limited

"HK$"
Hong Kong Dollars, the lawful currency of Hong Kong

"MOP"
Macau Patacas, the lawful currency of Macau

In this announcement, except as otherwise indicated, MOP has been translated into HK$ at the rate of HK$1.00 = MOP 1.03 for reference purpose only.

By order of the Board

Kong Dong

Chairman

Hong Kong, 8 February, 2002

"Please also refer to the published version of this announcement in the SCMP"
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