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REPLY TO THE REGULATORY LETTER ON 2018 PERFORMANCE FORECAST CORRECTION
HAINAN AIRLINES HOLDING COMPANY LIMITED

The board of directors of the Hainan Airlines Holding Company Limited and its entire directors
guarantee that there is no significant omission, fictitious description or serious misleading of information in
this announcement and they will take both individual and joint responsibilities for the truthfulness, accuracy
and completeness of the content.

The Hainan Airlines Holding Company Limited (hereinafter referred to as the Company) received the
Regulatory Letter on the 2018 Performance Forecast Correction of the Company recently issued by the
CSRC (the document of Shang Zheng Gong Han [2019] No. 0375, hereinafter referred to as the Regulatory
Letter). The Company pays high attention to the Regulatory Letter and actively organizes relevant
departments to carefully collate and check the information related. Following is the reply to inquires of the
CSRC:

LINQUIRY:

Please carefully check the reasons for the inaccurate pre-performance forecast, and explain the reasons
and basis for the net profit of -RMB 500 million yuan to RMB 500 million yuan disclosed previously, as
well as the internal decision-making procedures performed at the time and relevant responsible person.

REPLY: The Company immediately organizes the related personnel of the managements and the
financial department and the Board office to carry out careful self-examination on the disclosure workflow
of the Pre-announcement on 2018 Performance Forecast. According to the self-examination, the financial
department of the Company completed the preliminary accounting work of the fiscal year of 2018 by
the end of January of 2019 and calculated the 2018 performance in accordance with the financial report
management process of the Company. The preliminary calculation result showed that the net profit
attributable to shareholders would decrease by more than 50% compared with the previous year, and there
might even be losses in the year of 2018. The office of the board of directors was informed of above-
stated profit forecast and determined that it had reached the conditions for issuing the annual performance
forcecast subject to the Clause 11.3.1 of the Rules Governing the Listing of Stocks on SSE. Then it worked
together with the financial department of the Company to complete the 2018 Performance Forecst in
accordance with the Listed Companies-Guidelines for the Format of Interim Announcements No. 27/28,
and submitted to the Company’s leaders for approval. The Chief Financial Officer examined the accuracy
and rationality of the cause of change of the performanc forecast, the secretary of the Board of Directors
examinted the accuracy and completeness of content. Finally, the chairman checked and approved to submit
it for disclosure application after the closing on January 30 of 2019.

Before the performance forecast on January 31 of 2019, the Company was uable to fully communicate
withe Audit & Risk Committee and the Auditors on the annual financial report. The disclosure workflow
of the perfomance forecast is not perfect enough, and its preciseness and effectiveness need to be further
improved. After the announcement of the performance forecast, the Company basically completed the 2018
annual financial accounts in Mid-late March of 2019, and found four items which were not given overall
considerations and took enormous impact on the 2018 performance forecast. Therefore, the Company
disclosed the CORRECTION ANNOUNCEMENT ON 2018 PERFORMANCE FORECAST subject to the
regulations of Clause 11.3.3 of the Rules Governing the Listing of Stocks on SSE (that is “After the listed
company disclosed the performance forecast and later expected significant differences of the performance
in the report period from the disclosed performance forecst, the Correction Annouoncement on Performance
Forecast shall be published in a timely manner.”). Before the performance forecast disclosure, the convenor
of the Audit Committee summoned all members of the Audit Committee, chairman, management and
annual report auditors to discuss the adjusted 2018 performance forecast and reasons, and give clear
suggentions for improvement and requirements on the annnual reports including the financial report to
ensure the truthfulness, accuracy and rationality of the preparation and disclosure of follow-up periodial
reports on March 26 of 2019.

While preparing the previous performance report, certain items involved in judgement and estimation
in the process of performance measurement, which were carried out on the basis of information as of the
end of January of 2019 and resulted in innsufficient or indiscreet or untimely analysises and judgements as
listed below:

(D It’s not been completely observed that, as of December 31 of 2018, the decline of fair value to cost
of partial equity of listed companies held by the Company exceeded 50% or sustained for more than 12
months (that is impairment loss). The Company did not accrue provisions for impairment of cumulative
differences between fair value and initial investment cost. Meanwhile, 2018 annual financial statements
of partial unlisted equity investment units had not been received by the Company at the time of previous
performance forecast, and was unable to identify signs of impairment of certain unlisted equity investments
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and conduct appropriate investment impairment assessment test, and further caused that the Company was
unable to accrue provisions for impairment accordingly.

(2) While the previous performance forecast was disclosed, the Company was still actively negotiate
with the leasing company on the matter concerning the responsibility of bearing the interest on the
importation of the aircraft concerning pre-transfer period of purchase ranking, and considered that there’s
still possibility that above-mentioned aircraft import-related capitalized interest would be recovered,
therefore it was not transferred-in and accounted as disposal loss of current assets.

(3) While the previous performance forecast was disclosed, the market departments of the Company
had applied for government subsidies based on related subsidy policies and actual flight operation, and it’s
considered that above-mentioned subsidies would be received and recognized and accounted it. However
there is a difference between the actual amount of subsides received and the former estimates.

(@) While the previous performance forecast was disclosed, the Company measured the return on
investment to joint ventures according to the original estimation report of related managements of the joint
ventures. However the difference between the estimation report of the joint ventures and the final account
statements caused the difference in the recognized return on investment.

II. INQUIRY: Please verify the reasons and rationality of impact on the financial statements caused by
the insufficiently estimated matters in the previous period, since the reasons of the performance forecast
correction involve in the items of assets impairment, loss of capitalized interests, subsidy income, etc.

REPLY:

A.Assets impairment

(D Equity of listed companies: As the end of 2018, the Company held the equity of the Xinsheng
Feixiang, the Xinghang Finance & Investment and the Binhai Agricultural Commercial Bank, which
were accounted as financial assets available for sale. According to the Accounting Standards for Business
Enterprises, there’re public quotations or assessment parameters for such financial assets available for
sale as a public market parameter. Therefore, it shall be measured as the fair value. The changes shall be
accounted into other comprehensive income.

According to the regulations of the Guidelines of the CSRC and the Accounting Standards for Business
Enterprises, the objective evidences of signs of impairment of financial assets shall include that there’s
severe or non-termporary decline in the fair value of equity instruments investment (The decline of the
fair value to the cost at period end reached or exceed 50%, or the duration of continuous decline reached
or exceeded 12 months.). As of December 31 of 2018, the decline of fair value to cost of above-mentioned
equity investment reached or exceeded 50% or sustained for more than 12 months (As of December 31
of 2017, the decline had not reached 50% and the duration of continuous decline had not exceeded 12
months). Therefore it’s judged as a serious decline or non-temporary decline, the provision for impairment
of difference between the fair value and the initial investment cost shall be accrued. The Company
accrued provisions for impairment of financial assets available for sale for above-mentioned three equity
investments.

While the previous performance forecast was disclosed, above-mentioned equity investment of the
Company were measured subject to the changes in fair value and book value and accounted into other
comprehensive income. It’s not been completely observed that, as of December 31 of 2018, the decline of
fair value to cost of partial equity of listed companies held by the Company exceeded 50% or sustained
for more than 12 months. Therefore the impairment effect was not taken into consideration in the formerly
diclosed 2018 performance forecast.

(2) Equity of non-listed companies: The Company held the equity of non-listed companies such as the
Haihang Airport Group as the financial assets available for sale, and accounted on the cost. According
to the Accounting Standards for Business Enterprises, the signs of impairment of financial assets shall
include there’re major adverse changes in the technical, market, economic or legal environments in which
the debtor operates, and the investor of the quity instruments may not be able to recover the investment
cost. After the Company awared of the changes in the operation status and final accounting statements of
the relevant equity investment units, recognized that there’re impairment signs of impairment of certain
non-listed equity investment units that the operation performance declined in 2018 (There’s no sign of
impairment in 2017.). The Company engaged the independent evaluator to implement fair value assessment
on related investments. According to the preliminary nent result, the d value of partial equity
investment is lower than its book value, therefore it’s necessary to accrue provisions for impairment of
related investments.

While the previous performance forecast was disclosed, the Company was unable to acquire the 2018
annual financial statements of certain non-listed equity investment units to recognize the impairment signs
and implement impairment assessment tests, therefore the impairment effect was not recognized.

B.Capitalized interest on transfer of aircraft purchase ranking

In the second half of 2018, the Company transfered aircraft purchase ranking positions of A330, B787

and B737MAX to the third party leasing company, which shall lease the operation of the aircraft to the
Company at the fair value of market. Since the leasing company acquired the purchase ranking of aircraft
and income in advance, the Company considered that the leasing company shall bear the interest on the
importation of the aircraft concerning pre-transfer period of purchase ranking (which had been accounted
into aircraft capitalized interest of the projects under construction), and has been discussing and negotiating
with the leasing company. As of the announcement date of the updated performance, the negotiation result
is that the leasing company would not bear the interest on the importation of the aircraft concerning pre-
transfer period of purchase ranking. According to the Accounting Standards for Business Enterprises,
if a sale and leaseback transaction was recognized as a operation leasing, and such sale and leaseback
transaction reached at the fair value, the difference between the sale price and book value of the assets shall
be accounted into current gain & losses. Based on above reason, the Company recognizes the accumulated
capitalized interest corresponding to the transfer of the aircraft purchse ranking as the current assets
disposal loss.

While the previous performance forecast was disclosed, the Company still considered that there’s still
possibility that above-mentioned aircraft import-related capitalized interest would be recovered, therefore it
was not transferred-in and accounted as disposal loss of current assets.

C.Subsidy income

In order to implement the Belt and Road national strategy, the Company opened multiple international
air-routes, and accrued subsidy income subject to government policies. As of the announcement date of
the updated performance, the accrued subsidy income of certain air-routes and other subsidies have not be
transferred in as expected, and formal subsidy agreements were not signed yet. Therefore the recognition
conditions are not reached. The Company offset the accrued, but not received subsidy income.

While the previous performance forecast was disclosed, the Company considered that above-mentioned
subsidies would be received and recognized it based on the related subsidy policy and actual flight
operation status.

D.Investment income

The Company holds equity of several joint ventures. According to the Accounting Standards for
Business Enterprises, above mentioned equity shalll be accounted in the equity method and investment
income accrued. While the previous performance forecast was disclosed, the Company measured the
return on investment to joint ventures according to the original estimation report of related managements
of the joint ventures. Presently, the formerly recognized investment income shall be adjusted and reduced
according to the final account statements of the joint ventures.

1. INQUIRY: The annual auditor shall carefully verify the correction items of the performance forecast
and conscientiously perform audit duties and issue audit reports prudently. The Company shall actively
cooperate the work of the annual auditor and disclose the annual financial and operating situation truely.

REPLY: The Comapny has fully communicated on the content and requirements of the Regulatory
Letter with the annual auditor of the Company, the PricewaterhouseCoopers Zhong Tian Accounting Firm
(Special General Partnership). In respect of the correction items of the performance forecast, the annual
auditor is carefully verifying the related facts and implementing auditing procedure. For areas concerning
fair value assessment and other major judgements and estimates, the annual auditor has already arranged
its internal evaluation experts to examine the evaluation reports of the third party engaged by the Company.
The annual auditor would strictly implement auditing procedure and perform audit duties and issue audit
reports prudently subject to the auditing standards while it verify the financial statements concerning the
correction items of the performance forecast.

In consideration of the large workload of 2018 annual report audit, the personnel input in the 2018
auditing work has been increased already, especially input of senior staff, managers and partners. In
addition, the Company postponed the completion time of the annual report from March of 2019 to April
of 2019, so to ensure that the Company and the annual auditors would have sufficient time to guarantee
the true, accurate and complete disclosure of the 2018 Annual Report. The Company would actively
communicate with the accountants as in the past and fully cooperate with the work of the annual auditor,
and reflect and disclose the 2018 annual financial and operation situation of the Company fairly and truely.

We solemnly declare that the designated information disclosure medias of the Company are the China
Securities Journal, Shanghai Securities News, Securities Times, Securities Daily, Hongkong’s Wen Wei
Po and the website of the SSE (www.sse.com.cn). All information of the Company shall be subject to the
information disclosed in the above-mentioned designated medias. We kindly remind the investors to make
prudent decisions and pay attention to the investment risks.

Board of Directors
Hainan Airlines Holding Company Limited
April 12,2019




