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| NDEPENDENT AUDI TORS6 REPORT

The Board of Directors and the Stockholders
China Airlines, Ltd.

We have audited the accompanyirajamce sheets of China Airlines, Ltd. as of December 31, 2011 and
2010 and the related statements of i ncome, c ha
then ended. These financi al Stat emennest. @Qure t
responsibility is to express an opinion on these financial statements based on our audits.

n
h

We conducted our audits in accordance with the Rules Govetmingudit of Financial Statements by
Certified Public Accountants and auditing standayeiserally accepted in the Republic of China. Those

rules andstandards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statementsengation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, based on our audits, the financial statements referred to above present fairly, in all
material respects, the financial position of China Airlines, Ltahfd¥ecember 31, 2011 and 2010 and the
results of its operatianand its cash flows for the years then ended, in conformity théfGuidelines
Governing the Preparation of Financial Reports Sscurities Issuers, requirements of the Business
Accounting Law and Guidelines Governing Business Accounting relevant to financial accounting
standards, and accounting principles generally accepted in the Republic of China.

We have also audited the consolidated financial statemefibioé Airlines, Ltd.and its subidiaries as

of and for the yearsneledDecember 31, 2011 and 2010 on which we have issuedqualified opinion
in our report datetflarch 23, 2012

March 23, 2012

Notice to Readers

The accompanying financial statements are intended only to préserinancial position, results of
operations and cash flows in accordance with accounting principles and practices generally accepted in
the Republic of China and not those of any other jurisdictions. The standards, procedures and practices
to audit sucHinancial statements are those generally accepted and applied in the Republic of China.

For the convenience of readers, theu di t or s 6 raecpmpanyindiaancihl statengenthiave

been translated into English from the original Chinese vergi@pared and used in the Republic of
China. If there is any conflict between the English version and the original Chinese version or any
difference in the interpretation of the two versions, the Chitesguage auditor@report and financial
statements shigbrevail.



CHINAAIRLINES, LTD.

BALANCE SHEETS
DECEMBER 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Notes 2 and 4)
Financial assets at fair value through profitasst current (Notes 2, 5 and
24)
Availablefor-sale financial assetscurrent (Notes 2, 6 and 24)
Derivative financial assets for hedgingurrent (Notes 2, 24 and 25)
Receivables:
Notes and accounts, net (Notes 2, 3 and 7)
Notes and accountgelated parties (Note 26)
Other receivables (Note 8)
Inventories, net (Notes 2 and 9)
Deferred income tax asseteurrent (Notes 2 and 21)
Other current assets

Total current assets

LONG-TERM INVESTMENTS
Financial assets at fair wad through profit or lossnoncurrent (Notes 2, 5
and 24)
Financial assets carried at cosbncurrent (Notes 2, 10 and 24)
Investments accounted for by the equity method (Notes 2 and 11)
Other financial assetsoncurrent

Total longterm investments

PROPERTIES (Notes 2, 12 and 27)

Cost

Land

Buildings

Machinery and equipment

Flight equipment

Furniture

Leased flight ad other equipment

Leasehold improvements
Revaluation incremnt

Total cost and revaluation increment
Accumulated depreciation

Construction in progress and prepayments foimgent (Note 28)
Net properties
INTANGIBLE ASSETS
Conmputer software, net (Note 2)
Deferred pension cost (Note 2)
Net intangible assets
OTHER ASSETS
Deposits (Note 28)
Deferred income tax assetsoncurrent (Notes 2 and 21)
Restricted assetsoncurrent (Notes 26 and 27)
Other assets (Note 2)

Net other assets

TOTAL

The accompanying notes are an integral part of the financial statements.

2011 2010

Amount % Amount %
$ 8,947,397 4 $ 10,796,980 6
3,278,739 2 300,032 -
96,131 - 117,315 -
108,668 - 210 -
9,723,620 5 11,436,458 6
282,809 - 498,212 -
510,901 - 618,392 -
8,587,292 4 6,666,268 3
152,994 - 149,236 -
1,233,952 1 359,831 -
32,922,503 16 30,942,934 15
374,085 - 373,990 -
371,367 - 371,367 -
9,255,182 5 8,779,371 5
12,980 - 13,014 -
10,013,614 5 9,537,742 5
1,688,283 1 1,527,773 1
7,260,091 4 8,108,762 4
4,159,896 2 3,702,290 2
198,271,143 98 191,215,677 94
693,434 - 742,006 -
14,291,735 7 13,901,146 7
996,380 - 1,083,146 -
41,298 - 50,335 -
227,402,260 112 220,331,135 108
92,020,668 45 83,502,436 41
135,381,592 67 136,828,699 67
5,150,783 3 5,364,742 3
140,532,375 70 142,193,441 70
385,726 - 368,886 -
118,271 - 177,407 -
503,997 - 546,293 -
10,521,794 5 11,285,998 6
6,695,423 3 6,625,279 3
660980 - 1,005,944 1
838,910 1 971,719 -
18,717,107 9 19,888,940 10
$ 202,689,596 100 $ 203,109,350 100

LI ABI'LITIES AND STOCKHOLDERSS®

CURRENT LIABILITIES

Shortterm loans (Notes 13 and 27)

Commercial paper (Note 14)

Derivative financial liabilities for hedgingcurrent (Notes 2, 24 and 25)
Accounts payable

Accounts payable to related parties (Note 26)

Accrued expenses (Notes 2 and 26)

Advance ticket sales (Note 2)

Bonds payable current portion (Notes 2, 15, 24 and 26)
Loans and debtscurrent portion (Notes 16, 24 and 27)
Capifal lease obligationscurrent portion (Notes 2 and 17)
Other current liabilities

Total current liabilities

LONG-TERM LIABILITIES, NET OF CURRENT PORTION

Derivative financial liabilities for hedgingnoncurrent (Notes 2, 24 and 25)
Bonds payable noncurrent (Notes 2, 15, 24 and 26)

Loans and debtsnoncurrent (Notes 16, 24 and 27)

Capital lase obligations noncurrent (Notes 2 and 17)

Total longterm liabilities

OTHER LIABILITIES

Accrued pension costs (Notes 2 and 18)
Deferred profits on salkeaseback (Note 2)
Others

Total other liabilities

Total liabilities

STOCKHOLDERS' EQUITY

Capital stock, NT$10.00 par value; authoriz&j200,000 thousand shares;
issued and outstanding},631,622 thousand shares
Capital surplus
Retained earnings
Legal reserve
Special reserve
Unappropriated earnings (accumulated deficit)
Total retained earnings
Other equity
Cumulative translation adjustments
Net loss not recognized as pension cost
Unrealized valuation loss dimancial instruments
Unrealized revaluation increment
Company shares held by subsidiaries reclaskifito treasury stock
Total other equity

Total stockholders' equity

TOTAL

EQUI

2011 2010

Amount % Amount %
$ - - $ 1,100,000 1
- 1,249,625 1
47,076 - 68,745 -
536,479 - 308,087 -
965,595 1 1,069,857 1
12,253,634 6 12,355,106 6
8,771,281 4 8,649,819 4
12,200,000 6 3,500,000 2
18,047,762 9 17,253,668 8
1,185,639 1 1,060,208 -
1,774,466 1 1,791,031 1
55,781,932 28 48,406,146 24
25,325 - 50,834 -
16,550,000 8 22,750,000 11
69,385,610 34 66,951,428 33
1,135,067 1 2,232,749 1
87,096,002 43 91,985,011 45
6,378,717 3 6,646,911 3
5,312,853 3 6,129,557 3
1,061,014 - 1,279,025 1
12,752,584 6 14,055,493 7
155,630,518 77 154,446,650 76
46,316,224 23 46,316,224 23
422,101 - 392,822 -
799,630 - - -
5,162,071 3 - -
(1,772,32) 1) 7,996,300 4
4,189,380 2 7,996,300 4
(1,598,197 @) (3,370,03} )
(2,325,183 (D) (2,621,973 Q)
50,010 - (64,422 -
41,298 - 50,335 -
(36,559 - (36,559 -
(3,868,627 (2) (6,042,646 3)
47,059,078 23 48,662,700 24
$ 202,689,596 100 $ 203,109,350 100



CHINA AIRLINES, LTD.

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars ExceptEarnings (Loss)Per Share)

2011 2010
Amount % Amount %
REVENUES (Notes 2 and 26)
Passenger $ 80,825,429 61 $ 75,721,475 55
Cargo 46,388,470 35 56,758,861 41
Others 5,026,570 4 5,660,124 4
Total revenues 132,240,469 100 138,140,460 100
COSTS (Notes 9, 22 and 26)
Flight operations 83,461,996 63 71,7%,622 52
Terminal and landing fees 18,894,391 14 19,233,440 14
Passenger services 7,904,359 6 8,492,098 6
Aircraft maintenance 11,882,485 9 10,458,699 7
Others 2,872,199 2 3,573,222 3
Total costs 125,015,430 94 113,554,081 82
GROSS PROFIT 7,225,039 6 24,586,379 18
OPERATING EXPENSES (Notes 22 and 26)
Marketing and selling 6,178,062 5 7,126,596 5
General and administrative 2,611,841 2 2,694,728 2
Total operating expenses 8,789,903 7 9,821,324 7
OPERATING INCOME (LOSS) (1,564,864 (1) 14,765,055 11
NONOPERATING INCOME AND GAINS
Interest income 159,157 - 109,043 -
Investment income recognized under the equity
method (Notes 2 and 11) 662,566 1 905,588 1
Dividend income (Note 2) 97,529 - 187,712 -
Gain on disposal of properties, net (Note 2) 41,505 - 7,148 -
Gain on sale of availabler-sale financial assets
(Notes 2, 6 and 24) - - 118,139 -
Valuation gain oriinancial instruments, net (Notes
and 5) 6,057 - 343,945 -
Foreign exchange gain, net 189,217 - - -
Others 541,251 - 500,575 1
Total nonoperating income and gains 1,697,282 1 2,172,150 2
NONOPERATING EXPENSES AND LOSSES
Interest expense (Note 26) 2,244,708 2 2,655,929 2
(Continued)



CHINA AIRLINES, LTD.

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2011 AND 2010
(In Thousands of New Taiwan DollarsExceptEarnings (Loss)Per Share)

2011 2010
Amount % Amount %
Foreign exchange loss, net (Note 2) - - 691,284 1
Impairment loss (Notes 2 and 12) - - 579,015 -
Others 235,944 - 1,390,866 1
Total nonoperating expenses and losses 2,480,652 2 5,317,094 4
PRETAX INCOME (LOSS) (2,348,234 2 11,620,111 9
INCOME TAX EXPENSE (BENEFIT) (Notes 2 and
21) (393,963 (2) 998,017 1
NET INCOME (LOSS) $ (1,954,273 (1) $ 10,622,094 _ 8
2011 2010

Before Tax After Tax BeforeTax After Tax

EARNINGS(LOSS) PER SHARE (New Taiwan
dollars; Note 23)

Basic $ (0.5) $ (042 $ 253 $ 231
Diluted $ (0.5) $ (042 $ 251 $ 2.29
The accompanying notes are an integral part of the financial statements. (Concluded)



CHINA AIRLINES, LTD.

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2011AND 2010
(In Thousands of New Taiwan Dollars)

Unrealized Company Shares
Retained Earnings (Accumulated Deficit) (Notes 2 and9) Valuation Gain Held by
Unappropriated Cumulative Net LossNot or Loss on Unrealized Subsidiaries
Capital Stock Issued and Outstanding Earnings Translation Recognized as Financial Revaluation Reclassified ino Total
Shares Capital Surplus (Accumulated Adjustments Pension Cost Instruments Increment Treasury Stock Stockholders'
(In Thousands) Amount (Notes2 and 19 Legal Reserve Special Reserve Deficit) Total (Note 2) (Note 2) (Note 2) (Notes 2 and 2) (Notes 2, B and 20) Equity

BALANCE, JANUARY 1, 2010 4,572,249 $ 45,722,490 $ 629,150 $ - $ - $ (4,034,019 $ (4,034,019 $ (130,209 $ (1,550,809 $ (162,52 $ 830471 $ (36,559 $ 41,267,999
Unrealized revaluation increment transferred to retained earnings - - - - - 780,136 780,136 - - - (780,136) - -
Accumulated deficit offset against reserve and capital surplus

Capital surplus - - (628,089 - - 628,088 628,088 - - - - - -
Translation adjustments on investments in shares of stocks - - - - - - - (257,319 - - - - (257,319
Translation adjustments on a foreign operating entity - - - - - - - (2,982,51) - - - - (2,982,511
Conversion of convertible bonds 59,373 593,734 391,866 - - - - - - - - - 985,600
Net income in 2010 - - - - - 10,622,094 10,622,094 - - - - - 10,622,094
Change in unrealized valuation loss on availdbtesale financial asset: - - - - - - - - - (147,213 - - (147,213
Change in unrealized gain on cash flow hedging financial instrumen - - - - - - - - - 246,694 - - 246,694
Change in net loss not recognized as pension cost - - - - - - - - (1,040,773 - - - (1,040,773
Unrealized loss on financial instruments of equitgthod investees - - - - - - - - - (1,377) - - (1,377)
Net loss not recognized as pension cost of equiyhod investees - - - - - - - - (30,399 - - - (30,399
Adjustment due to nonproportional subscription for new shares issu

an investee - - (106) - - - - - - - - - (106)
BALANCE, DECEMBER 31, 2010 4,631,622 46,316,224 392,822 - - 7,996,300 7,996,300 (3,370,031 (2,621,973 (64,422 50,335 (36,554 48,662,700
Appropriation of the 2010 earning

Legal reserve - - - 799,630 - (799,630 - - - - - - -

Special reserve - - - - 5,162,071 (5,162,079 - - - - - - -

Cash dividends NT$0.4 per share - - - - - (1,852,649 (1,852,649 - - - - - (1,852,649
Translation adjustments on investments in shares of stocks - - - - - - - 78,226 - - - - 78,226
Translation adjustments on@réign operating entity - - - - - - - 1,693,608 - - - - 1,693,608
Cash dividends received by subsidiaries for holding the Company's

shaes - - 1,156 - - - - - - - - - 1,156
Compensation recognized for employee stock options - - 28,123 - - - - - - - - - 28,123
Net loss in 2011 - - - - - (1,954,27) (1,954,273 - - - - - (1,954,273
Change in unrealized valuation loss on availdbtesale financial asset: - - - - - - - - - (17,583 - - (17,583
Change in unrealized gain on cash flow hedging financial instrumen - - - - - - - - - 124,072 - - 124,072
Revaluation increment transferred to other income on disposal of

revalued assets - - - - - - - - - - (9,037 - (9,037
Change in netdss not recognized as pension cost - - - - - - - - 348,467 - - - 348,467
Unrealized gain on financial instruments of equitgthod invetees - - - - - - - - - 7,943 - - 7,943
Net loss not recognized as pension cost of equiyhod investees - - - - - - - - (51,677 - - - (51,677
BALANCE, DECEMBER 31, 2011 4,631,622 $ 46,316,224 $ 422,101 $ 799,630 $ 5,162,071 $ (1,772,32) $ 4,189,380 $ (1,598,197 $ (2,325,184 $ 50,010 $ 41,298 $ (36,559 $ 47,059,078

The accompanying notes are an integral part of the financial statements.



CHINA AIRLINES, LTD.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided t
(used in) operating activés:
Deferred income taxes
Depreciation and amortization
Allowance for doubtful accounts
Gain on sale of availabfer-sale financial assets
Compenation cost of employee stock options
Valuation gain on financial instruments, net
Investment income recognized under the equity method
Cash dividends received from equityethodinvestees
Loss on inventories, properties and idle properties
Gain on disposal of properties
Impairment loss on land
Gain on disposal of idle properties, net
Amortization of deferred profit on saleaseback
Amortization of deferred credits
Net changes in operating assets and liabilities:
Financial assets and liabiliieneld for trading
Notes and accounts receivable
Notes and accounts receivablelated parties
Other receivables
Inventories
Other current assets
Accounts payable
Accounts payablerelated parties
Accrued expenses
Advance ticket sales
Other current liabilities
Accrued pension cost
Other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds of the disposal of availafile-sale financial assets
Acquisition of investments accounted for by the equity method
Investees' return of capitalnvesiments accounted for by the equity
method
Increase in other financial assetsoncurrent
Acquisition of properties
Proceeds of the disposal of properties
Increase in computer software
Proceeds of the disposal of idle properties

2011 2010

$ (1,954,27} $ 10,622,094
(458,618 989,409
10,403,689 10,054,254
72,017 38,000
- (118,139

28,123 -
(6,057 (343,945
(662,569 (905,589
436,190 361,322
298,396 226,438
(41,505 (7,148
- 579,015
(75,159 (16,493
(629,707 (659,18)
(66,419 (66,413
(2,972,74% (2,393,648
1,640,821 524,547
215,403 (17,323
109,726 (33,160
(2,047,68) (1,351,000
(874,12) (127,939
228,393 (421,652
(104,262 (18,516
(7,949 987,512
121461 339,929
(16,569 406,545
139,409 456,134
(177,667 874,636
3,598,342 19,979,695
- 181,914
(200,000 (24,597
- 10,000
- (1,147
(5,762,96% (5,206,61)
218,310 7,585
(58,430 (57,148
93,165 28,775

(Continued)



CHINA AIRLINES, LTD.

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars)

2011 2010
Decrease in refundable deposits 764,204 1,200,278
Increase in deferred charges (23,430 (28,417
Decrease (increase) in restricted assets 344,964 (212,713
Net cash used in investing activitie (4,624,182 (4,102,08)
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in sheterm loans (1,100,000 (3,000,000
Decrease in sheterm bills payable (1,249,62% (1,399,13%
Proceeds of longerm debt 17,476,748 7,118,705
Repayments of lorterm debt and capital lease obligations (16,518,938 (19,106,367
Issuance of bonds payable 6,000,000 8,650,000
Repayment of bonds payable (3,500,000 (2,880,000
Increase in guantee deposits received 26,070 21,678
Decrease in deferred profits on skaseback (186,997 -
Cash dividends (1,852,649 -
Net cash used in financing activities (905,39} (10,595,11%
EFFECT OF EXCHANGE RATE CHANGES 81,648 (12,869
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (1,849,583 5,269,627
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 10,796,980 5,527,353
CASH AND CASH EQUIVALENTS, END OF YEAR $ 8,947,397 $ 10,796,980
SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid $ 2267516 $ 2,709,735
Less: Capitalized interest 75,309 76,655
Interest paid (excluding capitalized interest) $ 2192207 $ 2,633,080
Income tax paid $ 67,179 70,970
NONCASH FINANCING ACTIVITIES
Current portion of longerm loans and debts $ 18,047,762 $ 17,253,668
Current portion of capital lease obligations $ 1185639 $ 1,060,208
Current portion of bonds payable $ 12,200,000 $ 3,500,000
Conversion of convertible bonds $ - 985,600
The accompanying notes are an integral part of the financial statements. (Concluded)



CHINA AIRLINES, LTD.

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2011AND 2010
(In New Taiwan Dollars, Unless Stated Otherwise)

1. ORGANIZATION AND OPERATIONS

China Airlines, Ltd. (the ACompanyo) was founde
Exchange. The Company primarily provides air transport services for passengers and cargo. Its other
operations include (a) mail services; (b) ground services and routine aircraft maintenance; (c) majol
maintenance of flight equipment; (d) communications and datzepsing services to other airlines; (e) sale

of aircraft parts, equipment and entire aircraft; and (f) lease of aircraft.

The major stockholders ofi¢ Companyarethe China Aviation Development Foundati¢8@ADF) andthe
National Development Fun(NDF), Executive Yuan. As of December 31, 2011 and 2QX0ADF and
jointly held 39.10% and 11.22%espectivelyof the Compang shares. The Company had 10,57%hd
10,492employees as ddecember 312011 and 2010, respectively.

2. SIGNIFICANT ACCOUNTING POL ICIES

The accompanying financial statements have been prepared in conformity with the Guidelines Governing
the Preparation of Financial Reports by Securities Issuers, the Business Accounting Law, Guideline:
Governing Business Accounting and accountinggples generally accepted in the Republic of China.
Significant accounting policies are summarized as follows:

Foreign Currencies andForeign Operations

The Company maintains its accounts and expresses its financial statements in New Taiwan dollars
Nonderivative breigncurrency transactiorere recorded in New Taiwan dollars at the rates of exchange in
effect when the transactions occur. Exchange differences arisingHemsattiement oforeign-currency
monetary assets atidbilities are recognied in profit or lossn the settlement period.

At the balance sheet date, foreigurrency monetary assets and liabilities are revalued using prevailing
exchange rates and the exchange differences are recognized in profit or loss.

At the balance sheettk,foreigrncurrencynonmonetary assefsuch as equity instrumentaind liabilities

which are measured at fair value, asvaluedusing prevailing exchange rate. For a nonmonetary
financial asset with the changes in fair value recognized as an adjustmet 0 st ockhol der s«
di fferences are recognized as an adjustment to
fair value through profit or loss, exchange differences are recognized in the income statement.
Foreigrcurreny nonmonetary assets and liabilitidst are carrie@t costare reported using the historical
exchange rate on the date of transaction.

Equity-method investments in foreign subsidiaries/affiliates are recorded in New Taiwan dollars using the
rates of &change in effect on acquisition dates. On the balance sheet date, the investments and the relats
equity in net income or net loss are restated at the prevailing exchange rates and \aeayhtgesl rates,

respectively, and resulting differencesarerdcerd as tr ansl ati on adj ust ment
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