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DO000000000000000 0 Onthe surface, Tuesday
' srejection of Singapore Airlines’  bid to take a 24 per cent stake
In China Eastern Airlines appears to mark a turning point for
Chinese corporate culture and a triumph of market forces.[J [ (I [
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[ O 0 0O 0O 0O O But rather than an unprecedented example of
small investors rejecting a deal that appeared to have the full backing
of the state, Tuesday’ s vote is more likely to reflect a reversal in the
corridors of power following an unrelenting campaign by domestic
rival Air Chinaand asurge in CEA’ sshareprice..J O 0O 0O 0O O O
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OO00000000000 Minority investors, most of them
large fund managers, were emboldened by vocal opposition to the
deal from China National Aviation Corp, Air China’ s parent
company, which promised last week to launch its own higher bid for
CEAIfSIA’ sofferwasrejected 0 U 00 OO0OO0OOOOMO
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JO000000o0O00odooOoobdon Thefact that Air
China’ s parent was allowed to voice any opposition at all was proof
enough to many investors that senior government officials had
changed their minds about the deal. The shift was seen as a either a
move to try to force the Singaporeans to come up with more cash or
a possible change in strategy for the airline industry that would allow
two of the country’ s big three airlinesto merge.” 0O 0O 0O O O
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" “ The approval for the deal was given many months ago and the
central government is clearly no longer happy with the terms,”
according to a banker familiar with the situation. “ Nationalist
sentiment is very strong in China now and the huge gap between SIA
' s offer and the market price means top officials can’ taccept it
and so gave Air Chinathe green light to block it.” 0O 0O 0O 0O O O O
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Do000o00dedO00d0OOOOOOd O The sale of state
assets to foreigners is a delicate issue for the Chinese government and
with CEA’ s Hong Kong-listed share price nearly double SIA’ s
offer and its Shanghai shares trading nearly six times higher, the deal



was facing stiff opposition. 0 D O O O 0o odododon
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000000000 O The view that the government has decided
to change its strategy for overhauling the airline industry was given
credence when former CNAC and Air China chairman Li Jiaxiang
was promoted to head the General Administration of Civil Aviation
of China (CAAC), the Chinese aviation regulator, less than two
weeksago. OO odo(CLSA A ULOUOOUOoOOOn
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“ Whereas his predecessor was more in favour of greater
competition, Mr Li is well known as a supporter of consolidation in
the Chinese airline industry,” said Adrian Lowe, an aviation analyst
at CLSA, aninvestmentbank.J O 0 OO0 odooodon
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Li has publicly put forward a proposal to create a Chinese

“ super-carrier” that can compete with foreign airlines such as SIA.
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DOo00o00o0odododSASAC)L OO O O AirChina
and CEA are both majority owned by the Chinese government
through parent companies which are in turn 100 per cent-owned by
the State-owned Assets Supervision and Administration
Commission (SASAC).0 000000000000 O0OOO
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OJ0000000000000000 Inasign that opposition
to the SIA bid was not unanimous within the government, an
executive at one large CEA shareholder said SASAC had been
applying pressure on some minority shareholders not to oppose the
SIA investment, but CNAC had been sent a conflicting message and
in the end many large shareholders had decided to abstain from the
vote so as notto offendany party. ] O O O 0O 0O OO0 0300 O
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[ CEA held three shareholder meetings on Tuesday in Shanghai
one for holders of Hong Kong-listed H shares, one for holders of
Shanghai-listed A shares and one for holders of both which each
required two-thirds of the minority shares represented on the day to
approvethedeal I 0D 000000 R2% 0000000000
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[1 1 CNAC holds 12 per cent of CEA’ s Hong Kong-listed shares
and thanks to very low turnout at that meeting its vote against the
deal made up more than a third of the shares represented on the day,
allowing it to block the deal single-handedly. 0 O O O O O 0O O O
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[ While the shareholders’ meetings were not quite the democratic
exercise they might appear at first glance, the event was still progress



for Chinese corporate culture, which now has the appearance of
market- orientated procedures. 1 U O O OJAOD O OO OOOO
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[ O O O In the meeting for holders of Shanghai-listed A-shares at
least 50 individual investors showed up and the proceedings were
lively and occasionally boisterous. 1 O O O O OO OOOOO
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said on Tuesday thatit“ will continue to support the building of a
relationship with China Eastern” but analysts say it will be hard for
SIA to come up with a counter-bid quickly, given the difficulties it
had in convincing shareholders to agree to pay HK$3.80 a share and
the fact that Air China has said it will offer a minimum of HK$5 a
share. 100Test 1 U O D OO 000000000 OOOOO
O OO www.100test.com



