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(in HKS Million)
Turnover

Net operating profit

Share of after-tax results of jointly controlled
companies

- Hong Kong Aero Engine Services Limited

- Other jointly controlled companies

Profit attributable to the Company’s shareholders
Net cash generated from operating activities
Net cash inflow before financing activities

Total equity

(number of shares in 000)
Average number of shares in issue

(in HKS)
Earnings per share attributable to the Company’s
shareholders (basic and diluted)

Interim and final dividends per share

Equity attributable to the Company's shareholders
per share

Note: Additional financial information of the Group's jointly
controlled companies is presented on page 49.

2008

4,901

1,017

397
65

1,138
1,064
54

5,900

166,325

6.84

3.18

29.83

2007

4,619

1,000

338
61

1,073
1,024
843

4,894

166,325

6.45

3.08

26.51

+17.5
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Hong Kong International Airport
EBERKS

HAECO provides line maintenance for about 70 airlines. It also
performs heavy maintenance in two hangars which hold six
wide-body aircraft fully docked.

BRIRANETRMEARRHINIRERT - YN WE
BRERETREZETE  ZRMEREATANRE2EE
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Hangar 1
FHE

Hangar 2

~
~
Hangar 3A _ N
(under construction) == -
F-ARE (ER) S o
~7
~
~
~

Hong Kong Tseung Kwan O
EBRERIXN
HAESL overhauls Rolls-Royce Trent, and 524 engines, and is constructing an

additional component repair extension. HAECO has a 7,000-square metre
facility performing component overhaul and training.

BERMERDRECRE AR ARSI BRI Ro24H S| EETAET
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HAESL Engine Test Cell

. s HAESL Phase 4 Workshop
EEMEEBRBERBRRSILAES

EEMEEDH
BERBRRAENHTS

HAESL Phase 5 Component
Overhaul Workshop
(under construction)

HAECO Component
Overhaul & Training Centre

BETRBHERERENTL EEMEED K
BERBRARZTAM
RETS (BE)

HAESL Administration

Building HAESL Workshop
BRMEE DS BRMEE I
PR RETHRAE BERBAR TS
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Xiamen
B

TAECO has five hangars holding ten wide-body aircraft fully docked and
a training centre. Its sixth hangar is under construction.

TAECO has approvals to handle a wide variety of aircraft types. It specialises
in heavy maintenance on Boeing 747 aircraft including passenger to
freighter conversions. It also provides line maintenance at a number of
airports in Mainland China.

Taikoo (Xiamen) Landing Gear Services Limited operates a landing gear
overhaul facility next to TAECO's hangars.

Taikoo Engine Services (Xiamen) Company Limited is upgrading its engine
overhaul facility for recommencement of operations scheduled for 2010.
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i It has the right to service GE90 engines for a period of 22 years.
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BAKE (ER) %% Landing Gear Workshop
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TEXL Engine Test Cell
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= STAECO provides line and base maintenance to Shandong Airlines and specialises in

. performing heavy maintenance and passenger to freighter conversions for Boeing 737
aircraft for other airlines. Its four hangars can fully dock seven Boeing 737 aircraft.

A fifth hangar is under construction.
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Hangar 1
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Hangar 5
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(in HKS Million)

Turnover

Net operating profit

Share of after-tax results of jointly controlled companies
Profit attributable to the Company’s shareholders
Dividends

Net assets employed:
Non-current assets
Net current assets/(liabilities)
Net cash and bank balances
Less: non-current liabilities

Financed by:
Equity attributable to the Company’s shareholders
Minority interests

(in HKS)
Results per share:
Earnings attributable to the Company's shareholders
Interim and final dividends
Special dividend
Equity attributable to the Company's shareholders

Interim and final dividend cover - times

Number of staff:
HAECO
TAECO
HAESL
Other subsidiary and jointly controlled companies
in which HAECO and TAECO own at least 20%

Turnover

HKSM % EE T

5,000
4,500

4,000

3,500

3,000 I
-

2,500
2,000

1,500

1,000

500

0

99 00 01 02 03 04 05 06 07 08

HAECO /T2
W TAECO BPIAARBEIERF

Hong Kong Aircraft Engineering Company Limited Annual Report 2008

1999 2000 2001 2002 2003
1,938 1,874 1,983 2,118 1,992
- 262 127 276 104

61 134 197 227 263

59 400 312 465 345

81 106 108 539 306
1,773 1,708 1,636 1,597 1,513
746 897 1,064 1,142 1,155
103 19 125 547 420
(113) (110) (107) (104) (100)
2,509 2,514 2,718 3,182 2,988
2,504 2,509 2,713 3,177 2,983
5 5 5 5 5
2,509 2,514 2,718 3,182 2,988
0.32 2.40 1.87 2.80 2.07
0.57 0.61 0.65 0.74 0.84
- - - 2.50 1.00
13.53 15.02 16.30 19.10 17.93
0.73 3.79 2.88 3.78 2.46
3,561 3,460 3,445 3,399 3,297
1,390 1,614 1,792 1,870 1,927
558 621 668 683 678
258 281 316 362 499
5,767 5,976 6,221 6,314 6,401

Profit attributable to the Company’s shareholders
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2004 2005 2006 2007 2008

(B¥EET)
2,134 3,121 3,844 4,619 4,901 EXBE
219 508 779 1,000 1,017 EETRR
256 261 330 399 462 B ARARRB & EE
438 618 847 1,073 1,138 A RREMEF
181 266 790 512 529 RE
FRREERE
3,229 3,495 4,063 4,716 6,230 ERBEE
64 45 (212) (38) (165) RBEE/(RE) FE
576 877 834 767 603 ReFERBITER
(265) (319) (338) (551) (768) B ERBAE
3,604 4,098 4,347 4,894 5,900
BARR
3,109 3,512 3,665 4,409 4,961 RERRIEH S
495 586 682 485 939 LYRE R
3,604 4,098 4,347 4,894 5,900
()
BR=R&E:
2.63 3.72 5.09 6.45 6.84 ARIRR MR
1.09 1.60 2.25 3.08 3.18 R R ERR B
- - 2.50 - - B RIRE
18.69 21.12 22.04 26.51 29.83 ARRR B
2.42 2.32 2.26 2.10 2.15 BAYHER KRR S L RER
ET#E:
3,343 3,757 4,356 4,523 4,861 B2
2,250 2,945 4,098 5,086 5,268 EMAGREIREANF
689 750 805 844 908 BEMEEDRE IKHW’
BRIEREMAAREIERAREEES
599 731 859 1,245 1,701 MK EROEMMNEREEAR
6,881 8,183 10,118 11,698 12,738
Earnings attributable to the Company’s Number of staff
shareholders and interim & final dividends per share SETIHHE
ARARRELESREFAINSERIHERRERE
HKS BT
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Results

HAECO reported a profit attributable to shareholders in 2008 of HKS1,138
million, an increase of 6% on the profit of HK$1,073 million in 2007,
driven primarily by heavy airframe maintenance operations in Hong Kong
and engine overhaul work within Hong Kong Aero Engine Services Limited
("HAESL"). Despite relative weakness in the aviation industry, demand
in general for the Group's services continued to be strong in 2008. The
heavy airframe maintenance facilities in both Hong Kong and Xiamen
have been at near capacity for much of the year although there were
some signs of softening in the second half.

Your Directors have recommended a final dividend for 2008 of HK$2.25
per share which, together with the interim dividend of HK$0.93 per share
paid on 23rd September 2008, results in a total distribution for the year
of HK$3.18 per share.

Investments

The Group continues to invest in a number of projects in order to underpin
long-term growth. In Hong Kong, construction of the Company’s third
hangar is progressing well and the opening is scheduled for the middle
of 2009. Taikoo (Xiamen) Aircraft Engineering Company Limited (“TAECO")
opened a new training centre in December 2008 and is expected to open
its sixth hangar in the first half of 2010. HAESL is constructing an additional
component repair extension which is due to open in 2010. A landing
gear overhaul facility in Xiamen was opened in June 2008, and a specialist
advanced composite repair facility is expected to commence operations
in early 2010.

In June, the Group acquired an 85.01% shareholding from General Electric
in Taikoo Engine Services (Xiamen) Company Limited (“TEXL"), a Xiamen-
based engine overhaul facility, with an exclusive globally branded service
partnership covering GE90 engines for a period of 22 years. The facility
is now being upgraded with first engine induction expected for the second
quarter of 2010. In November, the Group acquired a 49% shareholding
in Taikoo Sichuan Aircraft Engineering Services Company Limited which
will provide heavy airframe maintenance services at Chengdu International
Airport. The first hangar is scheduled to commence operations in the
second half of 2010.

Hong Kong Aircraft Engineering Company Limited Annual Report 2008
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The Group continues to look at other opportunities to expand its aviation
maintenance and repair services.

Staff

The Group continues to invest significantly in the recruitment and training
of engineering staff to cope with anticipated growth in business. Its total
headcount increased by 9% to 12,738 at the end of 2008.

On behalf of the shareholders, | would like to thank all staff for their hard
work and continuing support.

Outlook

The HAECO Group's underlying businesses have shown themselves to
be resilient so far in the face of a bleak general aviation outlook. In this
it has been assisted by a strong and diversified customer base, a solid
balance sheet and prudent financial management. The Group will not be
immune from the sharp deterioration in aviation market conditions and
a slowdown in demand for the Maintenance, Repair and Overhaul business
in 2009 is anticipated. The Group will endeavour to contain costs over
the next twelve months while continuing to deliver quality services to its
customers.

Christopher Pratt
Chairman
Hong Kong, 10th March 2009
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The Company's profit attributable to its shareholders comprises:

2008

(in HKS Million)
HAECO Hong Kong operations 420

Share of:

TAECO 275
HAESL and SAESL 397
Other subsidiary and jointly controlled companies 46
1,138

HAECO Hong Kong Operations

The Company's Hong Kong operations comprise heavy airframe maintenance
in its hangars, line maintenance at the passenger and cargo terminals at
Hong Kong International Airport, component overhaul at Tseung Kwan
0 and inventory technical management services.

The operations in Hong Kong achieved satisfactory growth in 2008, mainly
attributable to continuing strong demand for heavy airframe maintenance
services. The heavy airframe maintenance division provides a comprehensive
range of scheduled maintenance checks, modifications and overhaul work
on a wide variety of aircraft types. It competes on price, availability of
space, turnround time and quality of workmanship with other Maintenance,
Repair and Overhaul facilities worldwide. Sold manhours increased from
2.53 million in 2007 to 2.65 million in 2008. Approximately 64% of the
division's work was for airlines based outside Hong Kong.

Construction of the third heavy maintenance hangar in Hong Kong is
progressing well, with an opening scheduled for mid-2009. Space has
also been provided for further expansion on an adjacent site to be built
at a later date.

Line maintenance experienced modest growth in activities linked with
the level of aircraft movements at Hong Kong International Airport. The
average number of movements handled by HAECO was 274 per day in
2008, 3% up from 266 per day in 2007.

The component overhaul division occupies 7,000 square metres of
workshop space at Tseung Kwan O. The Company has been continuing
to invest to enhance capabilities in this area of business, with component
repair activity totalling 0.26 million manhours in 2008, 8% up from 0.24
million in 2007.

Hong Kong Aircraft Engineering Company Limited Annual Report 2008
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The Company provides inventory technical management services for
rotable spares for various aircraft, including Airbus A300-600F, A320-200
and A330-300 as well as Boeing 747-200F aircraft.

Total headcount for the Hong Kong operations increased by 7% during
the year, reaching 4,861 at the end of 2008.

Taikoo (Xiamen) Aircraft Engineering Company Limited
TAECO performs heavy airframe maintenance and passenger to freighter
conversions using five wide-body double bay hangars at Xiamen Gaoqi
International Airport. It also performs line maintenance operations in
Beijing, Shanghai and Xiamen, handling an average of 44 movements
per day during the year.

TAECO's revenue enjoyed satisfactory growth in 2008, with sold manhours
increasing from 3.87 million in 2007 to 4.07 million in 2008. However,
the company reported a reduction in profitability, with profit attributable
to the Company’s shareholders down by 9% to HK$275 million, due to
margin erosion from Renminbi appreciation combined with cost inflation
in Mainland China. The passenger to freighter conversion business softened
in the second half of 2008, with eight Boeing 747-400 passenger to
freighter conversion aircraft completed during the year and two in progress
at the year-end. Heavy airframe maintenance business remained firm
with Cathay Pacific Airways, Japan Airlines and All Nippon Airlines ranking
among the significant customers.

An agreement had been signed with Airbus in March 2008 for TAECO to
create a qualified cabin completion centre in Mainland China for Airbus
corporate and business aircraft. The company opened a new training
centre in December 2008 and is expected to open its sixth hangar in the
first half of 2010. At the end of 2008, TAECO's headcount totalled 5,268,
compared to 5,086 at the end of 2007.

Hong Kong Aero Engine Services Limited

HAESL (45% owned) repairs and overhauls Rolls-Royce engines and engine
components at its facility at Tseung Kwan O. Demand continued to be
strong throughout the year and the business operated at close to maximum
capacity, handling 223 engine equivalents in 2008 compared to 224 in
2007. Singapore Aero Engine Services Pte. Limited (“SAESL"), in which
HAESL has a 20% interest, also had a strong year with satisfactory increases
in both turnover and profitability. The Group’s share of the after-tax profit
of HAESL including its interest in SAESL rose by 17% from HK$338 million
to HK$397 million.
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Review of Operations
XK EOE

HAESL opened an engine-build extension in March 2008, with an added
3,000 square metres of workshop space. It is constructing an additional
component repair extension which is due to open in 2010.

Other Principal Subsidiary and Jointly Controlled
Companies

The Group's other principal subsidiary and jointly controlled companies
comprise:

HAECO ATE Component Service Limited (100% owned), which provides
computerised testing of components.

Singapore HAECO Pte. Limited (100% owned), which handles line
maintenance at Singapore’s Changi Airport.

Taikoo Engine Services (Xiamen) Company Limited (75.01% owned
by HAECO and 10% by TAECO), which overhauls commercial aero
engines. The facility is being upgraded with first engine induction
expected for the second quarter of 2010.

Taikoo (Xiamen) Landing Gear Services Company Limited (50% owned
by HAECO and 10% by TAECO), which opened its landing gear overhaul
facility in Xiamen in June 2008.

Dunlop Taikoo (Jinjiang) Aircraft Tyres Company Limited (28% owned
by HAECO and 9% by TAECO), which will provide tyre services for
commercial aircraft. Commencement of operations is planned for
the second quarter of 20009.

Goodrich Asia-Pacific Limited (49% owned), which refurbishes carbon
brakes and overhauls wheel hubs at Fanling, in Hong Kong.
Goodrich TAECO Aeronautical Systems Limited (35% owned by TAECO),
which overhauls fuel control systems and pumps in Xiamen.
Honeywell TAECO Aerospace (Xiamen) Company Limited (25% owned
by HAECO and 10% by TAECO), which overhauls auxiliary power
units and other rotables.

Taikoo (Shandong) Aircraft Engineering Company Limited (30% owned
by HAECO and 10% by TAECQ), which provides a heavy maintenance
service at Jinan for Boeing 737 and other narrow-body aircraft. It
also provides Boeing 737 passenger to freighter conversions.
Taikoo Spirit AeroSystems (Jinjiang) Composite Company Limited
(33.8% owned by HAECO and 8.7% by TAECO), which will undertake
composite material aeronautic parts/systems repair, manufacturing
and sales. Commencement of operations is planned for the last quarter
of 2009.

All those companies in operation produced improved results with the
exception of Goodrich TAECO Aeronautical Systems Limited which reported
a decline in profit due to less repair work and Taikoo (Xiamen) Landing
Gear Services Company Limited (“TALSCO") which was in its first year
of operation. In August 2008, the Group sold its 35% shareholding interest
in IN-Services Asia Limited to its joint venture partner, Intertechnique
Hong Kong Limited, at a profit of HK$39 million.

Hong Kong Aircraft Engineering Company Limited Annual Report 2008
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Review of Operations
XK EOE

Financial Review

(in HKS Million)
Consolidated profit and loss account

Turnover
The increase in turnover comprised a 4% increase
for the Company's Hong Kong operations and a 10%
increase for TAECO.

Operating profit
The increase in operating profit was driven primarily
by the growth in turnover and by improved margins
of the Company’s Hong Kong operations.

Share of after-tax results of jointly controlled
companies
The increase in share of after-tax results of jointly
controlled companies was attributable to profit
increases in HAESL and SAESL.

Profit for the year
The increase in profit for the year was mainly due
to heavy airframe maintenance operations in Hong
Kong and engine overhaul work within HAESL and
SAESL, partially offset by a reduction in profitability
in TAECO.

Consolidated balance sheet

Non-current assets
The net increase of HK$1,514 million during the year
was due principally to HK$894 million relating to
acquisition of a subsidiary company and HKS$721
million capital expenditure, partially offset by HK$305
million depreciation and amortisation.

Net current assets
Net cash and bank balances
Other current assets
Other current liabilities
Net current assets

The decrease in net current assets was mainly due
to increases in short-term loans within subsidiary
companies in Mainland China and payables for hangar
construction in Hong Kong.

Hong Kong Aircraft Engineering Company Limited Annual Report 2008
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Change

2008 2007 #i7
4,901 4,619 +6
1,010 979 +3
462 399 +16
1,350 1,315 +3
6,230 4,716 +32
603 767 21
999 1,037 -4
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%

(B%BET)

RERER

ZRER
EREEEN  BRARNEREN
FHERAD 2T REMA S RE
TRRAMNEBERAD 2T -

B

BREREN TERARDAAL
LS EL DY
PHRFAH

FElE IR RRHIL XA
FBHEARDARBEEEEN =
AREEMERDREEREAF
RETMBMEZGREERT AR
i SR AR o

AR 7l
AREBMBM - TEREBBAOE
FREBERGERBENEEDH
BERBE DM INRME B
BERBARMNSIERNETRE B
A REFIRERE TR RGN =
WA o

GREERMER

FRBDEE
FREMFRAERTRRE-—TH
BET TERERNERE KN
BRREENEE \EATOEE
T RAEBtE-T-BEER
ERX - BOKREE=-BTLAE
T E B HEHAE -

nPEERE

ReFRRBRTER
HttREEE

HEpRea s

nEBEERE

RBEEFEND  TRRPERA
wHBARNERERREERRE
TR 0 JB N SROBE AT o



2008
(in HKS Million)
Consolidated balance sheet (continued) 768
Non-current liabilities

The net increase of HK$217 million was mainly due

to increases in long-term loans to finance the purchase
of intangible assets.

Consolidated cashflow statement
Net cash generated from operating activities 1,064

HK$465 million was generated by HAECO's own
operations and HK$603 million by TAECO.

Capital expenditure 1,228
Capital expenditure during 2008 included HK$318
million on new hangars and HK$515 million on
purchases of intangible assets.

Dividends received from jointly controlled companies 381
Dividends received in 2008 comprised HK$343 million
from HAESL and HKS$38 million from other jointly
controlled companies.

Liquidity and Financing

At 31st December 2008, the Group had surplus funds, less short-term
loans, of HKS603 million and long-term loans of HK$388 million. In addition,
committed banking facilities amounted to HKS$1,229 million, of which
HKS615 million remained undrawn.

Currency Fluctuations

The Group's income is substantially in HK dollars and US dollars and is
matched by expenditure in the same currencies. The exception to this is
TAECO which has substantial Renminbi expenditure. TAECO reduces its
exposure to changes in the exchange rate of the Renminbi against the
US dollar by retaining surplus funds in Renminbi and by selling US dollars
and HK dollars forward for Renminbi. At 31st December 2008, TAECO
had sold forward a total of US$121 million and HK$368 million to fund
part of its Renminbi requirement for 2009 and 2010.
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Corporate Governance Practices

The Board is committed to a high standard of corporate governance and

has adopted the Code on Corporate Governance Practices (the “Code”)

promulgated by The Stock Exchange of Hong Kong Limited. It has complied
throughout the year with all the mandatory code provisions and with all
the recommended best practices with the following exceptions:

* Independent Non-Executive Directors representing one-third of the
Board (Section A.3.2 of the Code).

« quarterly reporting (Section C.1.4 of the Code) which the Board considers
would provide little information of additional value to shareholders
while increasing administrative costs and pressure to focus on short-
term results rather than long-term value creation.

« establishing a nomination committee (Section A.4.4 of the Code) as
the Board considers it is in the best interest of the Company and
potential new appointees that they collectively review and approve
the appointment of new directors.

Investor Relations

All communications for shareholders including reports, announcements
and the results of polls of shareholders at shareholder meetings are
posted on the Company’s website: www.haeco.com. Printed copies of
the Annual and Interim Reports are also sent to all shareholders. Briefings
for the investment community are held shortly after the interim and final
results announcements.

The Company’s 2008 Annual General Meeting was held on 6th May 2008
and the minutes were posted on the Company’s website. This meeting
was open to all shareholders and members of the press. The votes of
the Annual General Meeting were taken by poll and the poll results were
posted on the websites of the Stock Exchange and the Company.

Key shareholder dates for 2009 are set out on the inside front cover of
this report.

From information publicly available to the Company and within the
knowledge of its Directors, at least 25% of the Company’s total issued
share capital has been held by the public at all times.

Board of Directors
The Company is governed by a Board of Directors which is responsible
for directing and supervising its affairs. This Board is accountable to
shareholders for the development of the Group with the goal of
maximising long-term shareholder value, while balancing broader
stakeholder interests.
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The Board is also responsible for the integrity of financial information
and the effectiveness of the Group's systems of internal control and risk
management processes. The Directors acknowledge their responsibility
for the preparation of the accounts of the Company, its keeping of fair
and accurate accounting records and its compliance with the Hong Kong
Companies Ordinance. The Board has, with the assistance of its Audit
Committee and the Swire Group Internal Audit, conducted a review of
the effectiveness of the Group’s systems of internal control including the
adequacy of the resources, qualifications and experience of the staff of
the Company’s accounting and financial reporting function, and their
training programmes and budget.

The Board comprises the Chairman, five other Executive Directors, and
nine Non-Executive Directors. The roles of Chairman and Chief Executive
Officer are segregated and are not performed by the same person. All
Directors are subject to re-election by shareholders every three years.
New Directors, being individuals who are suitably qualified and expected
to make a positive contribution to the performance of the Board, are
identified by existing Directors and proposed to the Board for appointment.
A Director appointed by the Board is subject to election by shareholders
at the first general meeting after his or her appointment.

The Non-Executive Directors bring independent judgement on issues of
strategy, performance, risk and people through their contribution at Board
and Committee meetings. The Board considers that four of the nine
Non-Executive Directors are independent in character and judgement
and fulfil the independence guidelines set out in Listing Rule 3.13. The
Company has received from each of its Independent Non-Executive Directors
an annual confirmation of his independence pursuant to Listing Rule 3.13
and the Company still considers all its Independent Non-Executive Directors
to be independent.

The Chairman ensures that the Directors receive accurate, timely and
clear information. Directors are encouraged to update their skills, knowledge
and familiarity with the Group through their initial induction, ongoing
participation at Board and Committee meetings, and through meeting
key members of management.

All Directors have access to the services of the Company Secretary who
regularly updates the Board on governance and regulatory matters. Any
Director wishing to do so in the furtherance of his or her duties, may
take independent professional advice through the Chairman at the
Company’s expense. The availability of professional advice extends to the
Audit and Remuneration Committees.

The Company has arranged appropriate insurance cover in respect of
legal actions against its Directors and Officers.
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Corporate Governance
LEER

Minutes of Board meetings are taken by the Company Secretary and, together
with any supporting Board papers, are available to all Board members.

The Board has three sub-committees: an Executive Committee, an Audit
Committee and a Remuneration Committee. The Audit and Remuneration
Committees have terms of reference which accord with the principles set
out in the Code and minutes are taken by the Company Secretary. The
work of these Committees is reported to the Board.

All Directors disclose to the Board on their first appointment their interests
as a director or otherwise in other companies or organisations and such
declarations of interests are updated annually. When the Board considers
any proposal or transaction in which a Director has a conflict of interest,
the Director declares his or her interest.

Directors’ Securities Transactions

The Company has adopted a code of conduct (“the Securities Code™)
regarding Directors’ securities transactions on terms no less exacting than
the required standard set out in the Model Code for Securities Transactions
by Directors of Listed Issuers (“the Model Code”) contained in Appendix
10 to the Listing Rules. A copy of the Securities Code is sent to each
Director of the Company first on his or her appointment and thereafter
twice annually, one month before the date of the Board meetings to
approve the Company's half-year results and annual results, with a reminder
that the Director cannot deal in the securities and derivatives of the Company
until after such results have been published, and that all his or her dealings
must be conducted in accordance with the Securities Code.

Under the Securities Code, Directors of the Company are required to notify
the Chairman and receive a dated written acknowledgement before dealing
in the securities and derivatives of the Company, and, in the case of the
Chairman himself, he must notify the Chairman of the Audit Committee
and receive a dated written acknowledgement before any dealing.

On specific enquiries made, all the Directors of the Company have
confirmed that they have complied with the required standard set out
in the Securities Code.

Directors’ interests as at 31st December 2008 in the shares of the Company
and its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance) are set out on page 29.

Executive Committee

The Executive Committee comprises five Executive Directors, one Non-
Executive Director who chairs its meetings and two senior executives of
the Company’s jointly controlled companies and customers. It is responsible
to the Board for overseeing the day-to-day operation of the Company.
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Audit Committee

The Audit Committee assists the Board in discharging its responsibilities
for corporate governance, financial reporting, and corporate control. The
Committee consists of three Non-Executive Directors, two of whom including
the Chairman, LK.K. Leong, are independent. With the exception of R.E.
Adams, who was appointed as a member of the Committee on 7th May
2008, all the remaining members served for the whole of 2008. In addition,
J.S. Dickson Leach served as Chairman of the Committee until his retirement
on 6th May 2008 and L.K K. Leong was elected Chairman of the Committee
with effect from 7th May 2008. At the invitation of the Committee, the
Director Finance, Manager Internal Audit of John Swire & Sons (H.K.)
Limited, and representatives of the external auditors regularly attend its
meetings. The Committee also meets regularly with the external auditors
without the presence of the Company’s management.

The terms of reference of the Audit Committee follow the guidelines set
out by the Hong Kong Institute of Certified Public Accountants and are
available on the Company’s website.

The Audit Committee met three times in 2008 and in March 2009. Each
meeting receives written reports from the external and internal auditors
covering matters of significance arising from the work conducted since
the previous meeting. The work of the Committee included the following
matters:

« reviewing HAECO management's assessment of the effectiveness of
its system of internal control including financial, operational and
compliance controls. This assessment was based on completing control
self assessment questionnaires.

+ reviewing HAECO management's assessment of the effectiveness of
its risk management functions. This involved the compilation of registers
of the risks involved in managing the business and actively managing
the mitigation of these risks. Registers are kept both for enterprise
wide risks which are monitored by Executive Directors and for specific
risks which are monitored by departmental managers.

 reviewing the 2007 annual, 2008 interim and annual financial
statements.

« after reviewing the independence of the external auditors,
PricewaterhouseCoopers, and the policy on their conducting non-audit
work, recommending their appointment to the Board, for the approval
by shareholders. Approving the 2008 audit plan and the auditors’
remuneration.

« approving the annual internal audit programme, reviewing progress
against the programme and discussing matters arising. The Company’s
internal audit coverage is provided by a combination of its own internal
section and visits by Swire Group Internal Audit.

« reviewing the Company’s compliance with regulatory and statutory
requirements.
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Corporate Governance
LEER

Audit Committee meetings are usually held a few days before Board
meetings with the results of the Audit Committee’s work being reported
to and considered at the Board meeting.

Remuneration Committee

The Remuneration Committee makes recommendations to the Board on
the Company’s policy and structure for remuneration of Directors and
senior management. It comprises three Non-Executive Directors, two of
whom - R.E. Adams and L.KK. Leong - are Independent Non-Executive
Directors. It is chaired by P.A. Johansen.

Under the Services Agreement between the Company and John Swire &
Sons (H.K.) Limited, which was considered in detail and approved by the
Independent Non-Executive Directors of the Company, staff at various
levels, including Executive Directors, are seconded to the Company. Those
staff report to and take instructions from the Board of the Company but
remain employees of the John Swire & Sons Limited (“Swire”) group.

In order to be able to attract and retain international staff of suitable
calibre, the Swire group provides a competitive remuneration package.
This comprises salary, provident fund, housing, leave-passage and education
allowances and, after three years’ service, a bonus related to the profit
of the overall Swire group. The payment of bonuses on a group-wide
basis enables postings to be made to group companies with different
profitability profiles.

Although the remuneration of these executives is not entirely linked to
the profits of the Company, it is considered that, given the volatility of
aviation related businesses, this has contributed considerably to the
maintenance of a stable, motivated and high-calibre senior management
team in the Company. Furthermore, as a substantial shareholder of the
Company, it is in the best interest of Swire to see that executives of high
quality are seconded to and retained within the Company.

A number of Directors and senior staff with specialist skills are employed
directly by the Company on similar terms with the principal exception that
their bonuses are paid by reference to the results of the Company alone.

The Remuneration Committee has reviewed this policy and the levels of
remuneration paid to Executive Directors and Officers of the Company.
At its meeting in November, the Committee considered a report prepared
for it by Mercer Human Resource Consulting Limited, an independent
firm of consultants, which confirmed that the remuneration of the Company’s
Executive Directors and Officers was in line with comparators in peer
group companies. The Committee approved individual remuneration
packages to be paid in respect of 2009.
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No Director takes part in any discussion about his or her own remuneration. ~ SEZU RS2 EEHELR T HM T

The number of meetings held by the Board and Committees duringthe  EZRREZEERAFERMERNERRELER
year and the attendance of Directors who are members of these bodies ~ ZZFEZESHEZHLFEZN TRAT
is set out in the table below.

Meetings Attended/Held
SHLERY BITRE
Executive Audit Remuneration
Board Committee Committee Committee
Directors %% EEC) WITZE® EEZE® HMZE®
Executive Directors EHKEE
CD. Pratt B4 E 6/6
PK. Chan BR/mf 6/6 8/9
AKW. Tang B4 11 1/1
J.C.G. Bremridge ¥ 6/6 9/9
M. Hayman 58X 6/6 9/9
M.M.S. Low 2|53 6/6 9/9
M.J.A. Sathianathan (note 1) Y &F 7 (& 1) 5/6 8/9
Non-Executive Directors #EHES
M. Cubbon Z8i§ 6/6
C.P. Gibbs % 6/6
D.C.Y. Ho faj#%& 6/6 7/9
P.A. Johansen &E% 6/6 3/3 3/3
AN. Tyler (note 2) ZEBE (Fi: 2) 4/5 7/7
Independent Non-Executive Directors BYFEHES
RE. Adams &% 6/6 2/2 2/2
J.S. Dickson Leach (note 3) Z{&{z (HizE3) 2/2 1/1 1/1
LKK. Leong 2B 5/6 3/3 2/3
AKY. Lam #EF 6/6
D.CL. Tong E-F# 6/6
Notes: 1. M.J.A. Sathianathan retired on 31st January 2009. Mis : 1. AEER-ZTNFE-A=+—HEE-
2. AN. Tyler resigned with effect from 1st October 2008. 2. ZEBR T NF+HA—BREHE -
3. J.S. Dickson Leach retired on 6th May 2008. 3L FEER-ST\GERANHER -
External Auditors SNEE A% B R

The remuneration of the Group's external auditors is HKS1.6 million for ~ SESNEZHEAMGIRMEEE M4 BB ZEZSE
statutory audit fees as disclosed in note 4 to the accounts and HK$0.3 ~ AAAE—FA+EL  BiEEEMRERHEERN
million for other assurance and tax advisory services. The auditors’ statement ~ BN ERMARES=TET - ZHMFERREE
regarding their reporting responsibilities is included in their audit report ~ FT{ERIER - ERE=+—BERZERER

on page 31.
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Environment

The Group closely monitors the impact of its operations on the environment
and makes every effort to reduce the extent of this impact. Its facilities
incorporate systems to minimise the effect of effluents on the environment.
It has an ongoing programme to reduce energy and resource usage, and
to recycle waste where practicable. It also participated in a Swire group
study on greenhouse gas emissions. Both the Company and TAECO have
published the comprehensive environmental reports on their Hong Kong
and Mainland China operations respectively which are available on
their websites.

Health and Safety

The Group is committed to conducting its business in a manner which
protects the health and safety of its employees, customers, business
associates and the general public. Its safety management system includes
setting targets and monitoring performance. Extensive safety training is
carried out and safety audits are conducted annually to ensure statutory
requirements are met and to improve safety management performance.

Staff and Human Resources
The Group's headcount was:

2008 2007

HAECO 4,861 4,523

TAECO 5,268 5,086

HAESL 908 844

Other subsidiary and jointly controlled

companies in which HAECO and TAECO

own more than 20% 1,701 1,245

12,738 11,698

Community Relations

During the year the HAECO Group and its staff made charitable donations
of HKS7 million. This included HKS$3.2 million to Hong Kong charities
through The Swire Group Charitable Trust, HK$3.7 million for Wenchuan
earthquake relief and HK$53,000 raised in the 24-hour Pedal Kart Grand
Prix for charitable causes in Hong Kong.

HAECO is an active member of the Hong Kong International Airport
community. It co-operates with the Airport Authority to promote safety
and environmental protection at the airport and make presentations to
overseas delegations.
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Executive Directors

PRATT, Christopher Dale’, CBE, aged 52, has been Chairman and a
Director of the Company since August 2006. He is also Chairman of John
Swire & Sons (H.K.) Limited, Swire Pacific Limited and Cathay Pacific
Airways Limited, and a Director of Swire Properties Limited, The Hongkong
and Shanghai Banking Corporation Limited and Air China Limited. He
joined the Swire group in 1978 and in addition to Hong Kong has worked
with the group in Australia and Papua New Guinea.

CHAN, Ping Kit, aged 63, has been Deputy Chairman since August 2001.
He first joined the Company in 1966 and resigned as Deputy Chief Engineer
(Maintenance) in June 1990. He rejoined in December 1992 as General
Manager (Base Maintenance & China Operations) and was appointed a
Director in November 1993 and Managing Director in July 1998. He was
Chief Executive Officer from August 2001 until October 2008 and has
contracted to work for Taikoo (Xiamen) Aircraft Engineering Company
Limited, a subsidiary of the Company, as Executive Chairman for a term
of three years until 31st October 2011

TANG, Kin Wing Augustus’, aged 50, has been a Director and Chief
Executive Officer of the Company since October 2008 and November
2008 respectively. He joined the Swire group in 1982 and worked with
Cathay Pacific Airways Limited in Hong Kong, Malaysia and Japan. He
was an Executive Director of Cathay Pacific Airways Limited from January
2007 to September 2008.

BREMRIDGE, John Charles Godfrey”, aged 52, has been Chief Operating
Officer since September 2004. He joined the Swire group in November
1985 and in addition to Hong Kong, has worked with the group in the
United Kingdom, Japan, Australia, Korea and Bahrain. He was Regional
Manager Middle East, India and Africa of Cathay Pacific Airways Limited
before joining the Company.

HAYMAN, Mark, aged 48, joined the Company in October 2001 and has
been Director Engineering since February 2002. He was previously General
Manager Engineering Planning and Technical Supplies of Cathay Pacific
Airways Limited. He joined the Swire group in 1987.

LOW, Mei Shuen Michelle®, aged 48, has been Director Finance since
March 2007. She was previously Finance Director of Swire Pacific
Limited - Trading & Industrial Division, and The China Navigation Company
Limited. She joined the Swire group in August 1987.
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Directors and Officers
EERESR

Non-Executive Directors

CUBBON, Martin®, aged 51, has been a Director of the Company since
August 2006. He is also Finance Director of Swire Pacific Limited and a
Director of John Swire & Sons (H.K.) Limited, Swire Properties Limited
and Cathay Pacific Airways Limited. He joined the Swire group in 1986.

GIBBS, Christopher Patrick, aged 47, has been a Director of the Company
since January 2007. He is also Engineering Director of Cathay Pacific
Airways Limited and a Director of Hong Kong Aero Engine Services Limited.
He joined Cathay Pacific Airways Limited in 1992.

HO, Cho Ying Davy’, aged 61, has been a Director of the Company since
September 1999. He joined the Swire group in 1970 and has worked
with the group in Hong Kong and Taiwan. He is also a Director of Swire
Pacific Limited and John Swire & Sons (H.K.) Limited.

JOHANSEN, Peter André#*, aged 66, has been a Director of the Company
since July 1984 and is Chairman of the Remuneration Committee. He
joined the Swire group in 1973 and worked in Hong Kong, Japan and
the United Kingdom before retiring from John Swire & Sons Limited on
31st December 2008. He is also a Director of Swire Pacific Limited.

SWIRE, Merlin Bingham", aged 35, has been a Director of the Company
since January 2009. He joined the Swire group in 1997 and has worked
with the group in Hong Kong, Australia and Mainland China. He was
Director and Chief Executive Officer of Taikoo (Xiamen) Aircraft Engineering
Company Limited, a subsidiary of the Company, from May 2006 until
June 2008. He is a Director and shareholder of John Swire & Sons Limited
and Swire Pacific Limited.

Independent Non-Executive Directors

ADAMS, Robert Ernest#*, aged 65, has been a Director of the Company
since October 2004. He is the Managing Director of LF Asia Investments
Limited, a member of the Li & Fung group. He previously was an Executive
Director of CITIC Pacific Limited.

LAM, Kwong Yu Albert, SBS, aged 64, has been a Director of the Company
since May 2006. He had more than 41 years of service with the Government
of the Hong Kong Special Administrative Region and had been Director-
General of Civil Aviation since October 1998 until his retirement in April
2004. He is also an Executive Director of K. Wah International Holdings
Limited, an Independent Director of New World First Bus Services Limited,
and an Independent Non-Executive Director of China Southern Airlines
Company Limited.

Hong Kong Aircraft Engineering Company Limited Annual Report 2008
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LEONG, Kwok Kuen Lincoln#*, aged 48, has been a Director of the
Company since March 2003 and is Chairman of the Audit Committee.
He is also Finance and Business Development Director of MTR Corporation
Limited and a Non-Executive Director of Tai Ping Carpets International
Limited.

TONG, Chi Leung David, aged 38, has been a Director of the Company
since May 2006. He is also a Director of Sir Elly Kadoorie & Sons Limited,
Director of CLP Power Hong Kong Limited, Deputy Chairman of Hong
Kong Business Aviation Centre Limited and a Non-Executive Director of
Tai Ping Carpets International Limited.

Alternate: The Hon. Sir Michael David KADOORIE

Executive Officers

CHAN, Ching Summit’, aged 43, joined the Swire group in 1988 and
has worked with the group in Hong Kong and Singapore. He was appointed
Commercial Director of the Company in February 2009.

CHI, Tin Mong John, aged 64, joined the Company in 1962. He was
appointed Director and Chief Operating Officer of Taikoo (Xiamen) Aircraft
Engineering Company Limited, a subsidiary of the Company incorporated
in the People’s Republic of China, in September 1996.

HEALY, Patrick, aged 43, joined the Swire group in 1988 and has worked
with the group in Hong Kong, Germany and Mainland China. He was
appointed Director and Chief Executive Officer of Taikoo (Xiamen) Aircraft
Engineering Company Limited, a subsidiary of the Company incorporated
in the People’s Republic of China, in July 2008.

Secretary
FU, Yat Hung David", aged 45, has been Company Secretary since January
2006. He joined the Swire group in 1988.

Notes:

# Member of the Audit Committee

* Member of the Remuneration Committee

+ Employees of the John Swire & Sons Limited group
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The Directors submit their report and the audited accounts for the year
ended 31st December 2008, which are set out on pages 33 to 79. Details
of the following items are set out in the accounts as follows:

EXREREBE_TTN\FT_A=1t—HL=FE
MHEEREERERE - ZAFRAFINE=1T=R
EFLTNE - AR TAEBATOFERATAER
FRERAN

Page
¥
Results ¥4& Consolidated profit and loss account #3418z 33
Principal activities EZ %% Note 1 Btz 1 38
Interest & Note 8 Pigzr8 44
Dividends f& & Note 11 BgEEN 45
Fixed assets EEEE Note 13 PifzE13 46-47
Share capital A Note 24 PiiaE24 59
Reserves f#ff Note 25 Pif5E25 60
Commitments and contingencies & ¥ KA EE Note 29, 30 and 31 Kiz¥29 * 30 %31 62
Continuing connected transactions #&RER 5 Note 33 P EE33 64-66
Ten-year financial summary TEHBHE

Aten-year financial summary of the results and of the assets and liabilities
of the Group is shown on pages 4 and 5.

Donations

During the year the Company and its subsidiary companies made donations
for charitable purposes totalling HKS5 million.

Agreement for services

The Company has an agreement for services with John Swire & Sons
(H.K.) Limited ("JSSHK"), the particulars of which are set out in the section
on continuing connected transactions.

As directors/employees of the John Swire & Sons Limited (“Swire”) group,
Charles Bremridge, Martin Cubbon, Davy Ho, Michelle Low, Christopher
Pratt, Merlin Swire and Augustus Tang are interested in the JSSHK Services
Agreement (as defined below). Peter Johansen was interested as a
shareholder, director and employee of Swire. Tony Tyler was interested
as a director and employee of the Swire group.

Particulars of the fees paid and expenses reimbursed for the year ended
31st December 2008 are set out in note 33 to the accounts.
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Major customers and suppliers (significant contracts)

61% of sales and 42% of purchases during the year were attributable to
the Group's five largest customers and suppliers respectively. 41% of
sales were made to the Group's largest customer, Cathay Pacific Airways
Limited (“CX") and its wholly owned subsidiary Hong Kong Dragon Airlines
Limited ("KA"), while 26% of purchases were from the largest supplier,
Aero-Inventory (U.K.) Limited which is a wholly owned subsidiary of Aero
Inventory plc.

In respect of the Company's transactions with CX and KA:

1. (Xand its controlling shareholder Swire Pacific Limited are interested
as substantial shareholders of the Company;

2. Charles Bremridge and Michelle Low were interested as shareholders
of CX;

3. Christopher Gibbs as employee of CX;
Martin Cubbon, Davy Ho and Christopher Pratt as directors of CX;
and

5. Tony Tyler as shareholder of CX and as director of CX and KA.

Save as disclosed above, no Director, any of their associates or any
shareholder who, to the knowledge of the Directors, owns more than 5%
of the Company's issued share capital (other than in respect of CX) has
an interest in the customers or suppliers disclosed above.

Continuing connected transactions

The Independent Non-Executive Directors, who are not interested in any

connected transactions with the Group, have reviewed and confirmed

that the continuing connected transactions as set out in note 33 have
been entered into by the Group:

(@) in the ordinary and usual course of business of the Group;

(b) either on normal commercial terms or, if there are not sufficient
comparable transactions to judge whether they are on normal commercial
terms, on terms no less favourable to the Group than terms available
to or from (as appropriate) independent third parties; and

(c) inaccordance with the relevant agreement governing them on terms
that are fair and reasonable and in the interests of the shareholders
of the Company as a whole.

The Auditors of the Company have also reviewed these transactions and

confirmed to the Board that:

(@) they have been approved by the Board of the Company;

(b) they are in accordance with the pricing policies of the Group (if the
transactions involve provision of goods or services by the Group);

(c) they have been entered into in accordance with the relevant agreements
governing the transactions; and

(d) they have not exceeded the relevant annual caps disclosed in previous
announcements.

TEEERUED (EEEH)

FN - FENIATFREEFSRERARHERR
AZAT—REBEASZNTZ - RENEAKP
ERMZzARAR ([ARMzE]) REE2EWBRAE
EMEERRR ([BEMZ]) HAREEERD 2N
T MBI ZZtTANRERIREEZAEERD
Aero-Inventory (U.K.) Limited - #2775 Aero Inventory
plc W EMBAF -

BRI ERERMZE REEMENR S

. BEMEREERBRRASEOBERABER/L
AIEBBRAEFEME
ERE R BIXE RERMEBR AN E
BREFESEEMEZREENEME
- MERKALEFREEMEES AN G
BE R

5. HEBRERERMEBRRERERMZEREEMRE
Es-

BERFEES SEF EREALLAAETE
REARENES 2 AAADEARKORE (B5
BRI HEBAEE EXBBENEFLEERY
i -

EEBETHREI DL EEFAMNEREOBILIE

FBEF CERUIBRAMIIBIANKERERS

TS ERRIATIRARTAL :

(@) ZEXHREBNAEXRS

b) ZEXHRB—REBERFET  AETHRER
MR ZTPRENHABZEX SO ERREE R
BIER - NEKENS  ZEXZ0EXTER
BYF=FARGRER (RBABERME) 0K
ook

(O ZREXHEREABHHEOGERMET  XHE
RORFEE  YARNAARBROBENE -

REREMNEBRGAERS  UREZRHER -

(@) ZEXHCEBRARNEZRUE

b) ZERXFLRBEEOEERRMAET (WRHH
hmEBREE MRS

(O ZERZIBRESARBAIZNHEMET R

d) ZEXFHLERBZAMTENRSMBRENTH
FEEER -

EARRIRERAR _ST/\FHESE



Directors’ Report
EER®BE

Directors

The names of the present Directors are listed on pages 23 to 25. Augustus
Tang was appointed as a Director on 1st October 2008 and Chief Executive
Officer on 1st November 2008. Merlin Swire was appointed on 1st January
2009. All the remaining Directors served throughout the year and still
hold office at the date of this report.

In addition, J.S. Dickson Leach served as a Director until his retirement
on 6th May 2008 and Tony Tyler served as a Director until his resignation
on 1st October 2008. M.J.A. Sathianathan served throughout the year
2008 as a Director and retired on 31st January 2009.

The Hon. Sir Michael Kadoorie served as Alternate Director to David Tong
during the year.

Article 93 of the Company's Articles of Association provides for all Directors
to retire at the third Annual General Meeting following their election by
ordinary resolution. In accordance therewith P.K. Chan, Davy Ho and
Lincoln Leong retire at the forthcoming Annual General Meeting of the
Company and, being eligible, offer themselves for re-election. Augustus
Tang and Merlin Swire, having been appointed to the Board under Article
91 since the last Annual General Meeting, also retire and offer themselves
for election.

Each of the Directors has entered into a letter of appointment, which
constitutes a service contract, with the Company for a term of up to three
years until his retirement under Article 91 or Article 93 of the Articles of
Association of the Company, which will be renewed for a term of three
years upon each election/re-election. No Director has a service contract
with the Company that is not determinable by the employer within one
year without payment of compensation (other than statutory
compensation).

Fees totalling HKS1.5 million were paid to the Independent Non-Executive

Directors during the year; they received no other emoluments from the
Company or any of its subsidiary companies.
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Directors’ interests

At 31st December 2008, the registers maintained under Section 352 of
the Securities and Futures Ordinance (“SFO") showed that the following
Directors held beneficial interests in the shares of Hong Kong Aircraft
Engineering Company Limited and Taikoo (Xiamen) Aircraft Engineering
Company Limited, its associated corporation (within the meaning of Part
XV of the SFO):

Hong Kong Aircraft Engineering Company Limited

Capacity
BBREIREARARA BEHH
The Hon. Sir Michael David Kadoorie (Alternate Director) Trust
AeREERL (RES) 5%
D.C.L. Tong Personal
ER fEA
Taikoo (Xiamen) Aircraft Engineering Company Limited Capacity
ERAGREIRERARA BESH
Controlled
PK. Chan corporation
BRI LR
Notes:

1. The Hon. Sir Michael David Kadoorie is one of the beneficiaries and the founder of
a discretionary trust which ultimately holds these shares.

2. The shares are held by Kin Kuen Development Company Limited in which P.K. Chan
holds a 30% interest.

Other than as stated above, no Director or Chief Executive of the Company
had any interest or short position, whether beneficial or non-beneficial,
in the shares or underlying shares and debentures of the Company or
any of its associated corporations (within the meaning of Part XV of
the SFO).

Neither during nor prior to the year under review has any right been
granted to, or exercised by, any Director of the Company, or to or by the
spouse or minor child of any Director, to subscribe for shares, warrants
or debentures of the Company.

At no time during the year did any Director, other than as stated in this
report, have a beneficial interest, whether directly or indirectly, in a
contract to which the Company, or any of its associated corporations
was a party, which was of significance and in which the Director's interest
was material.

At no time during the year was the Company, or any of its associated
corporations, a party to any arrangements to enable the Directors of the
Company to acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate.
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Directors’ Report
EER®BE

Directors’ interests in competing business

None of the Directors and their respective associates has any competing
interests which need to be disclosed pursuant to Rule 8.10 of the
Listing Rules.

Substantial shareholders’ and other interests

The register of interests in shares and short positions maintained under
Section 336 of the SFO shows that at 31st December 2008 the Company
had been notified of the following interests in the shares of the Company
held by substantial shareholders and other persons:

Number of Percentage of

shares issued capital

] BEETRAB AL

1. Cathay Pacific Airways Limited 45,649,686 27.45
BRMZEER AR

2. Swire Pacific Limited 101,397,903 60.96
AEROBRAT

3. John Swire & Sons Limited 101,397,903 60.96

REALEEARLA

Notes: At 31st December 2008:

(1) Swire Pacific Limited was interested in 55,748,217 shares of the Company as beneficial
owner and was also deemed to be interested in the 45,649,686 shares of the Company
directly held by Cathay Pacific Airways Limited by virtue of Swire Pacific Limited's
interest of approximately 39.98% in Cathay Pacific Airways Limited;

(2) John Swire & Sons Limited (“Swire”) and its wholly owned subsidiary John Swire &
Sons (H.K.) Limited are deemed to be interested in the 101,397,903 shares of the
Company, in which Swire Pacific Limited was interested, by virtue of the Swire group's
interests in shares of Swire Pacific Limited representing approximately 38.15% of the
issued share capital and approximately 56.52% of the voting rights.

Auditors

A resolution for the re-appointment of PricewaterhouseCoopers as
Auditors of the Company is to be proposed at the forthcoming Annual
General Meeting.

By order of the Board
Christopher Pratt

Chairman
Hong Kong, 10th March 2009
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Independent Auditor’s Report
B2 RS

To the shareholders of Hong Kong Aircraft Engineering
Company Limited
(incorporated in Hong Kong with limited liability)

We have audited the consolidated financial statements of Hong Kong Aircraft
Engineering Company Limited (the “Company”) and its subsidiaries (together,
the “Group”) set out on pages 33 to 79, which comprise the consolidated and
Company balance sheets as at 31st December 2008, and the consolidated
profit and loss account, the consolidated statement of changes in equity and
the consolidated cash flow statement for the year then ended, and a summary
of significant accounting policies and other explanatory notes.

Directors’ responsibility for the financial statements

The directors of the Company are responsible for the preparation and the true
and fair presentation of these consolidated financial statements in accordance
with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute
of Certified Public Accountants, and the Hong Kong Companies Ordinance.
This responsibility includes designing, implementing and maintaining internal
control relevant to the preparation and the true and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or
error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit and to report our opinion solely to you, as a
body, in accordance with section 141 of the Hong Kong Companies Ordinance
and for no other purpose. We do not assume responsibility towards or accept
liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. Those
standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance as to whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditor’s judgement, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and true and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial statements.

HEBRBIBRARAARR
(REBEMRINERAR)

AEEE CATER [8M)) EBRIERE=1T=R
EFLTNAEARBIBARRAA ([ERR]) kE
WEAR (ATAEIERE]) NESRBERE - IR
ARBERREER_ZZNFT_A=T—ANEAR
AREEARREREZEZHLFRNGS BER &6
BaZPRNGRRENER  URETESHHRHER
R E AP R o

EERMBBRRARENRR
ERAESARRRBALASHMASRANBTEME
RELHREBECRAEG]) BEREEMNAFH5IH
ZEEAMBRE - GAERERG  BERREEERR
REEBMAFHI BRI RRABBO RIS - A
BHEHRERAFERRRFRBRMEHNERERR
i BENRAEENSHER  REERTELAE
MEsHERT

REMHERE
FPNEERBRERMNEZE LSSV BRERES
BR - URREE(ARIGH) F14 RERZBRRE
& BRIz AREREEWE S - R ERAEE
MRS AEFEMALE EFEREFEE -

ZAEREEE G MASRANBTEETERETE
%o EURIBREMETEEAL  YRELMTE
% WREBENSHBEREEL I FEEMEASER
BRdt -

BERSRMTRFAERE BV BERRMBSRLEE
ERMEREE - FMEE MR FIRNZEE R HIE
BEFEERRFRERMEFNBRRFBEENER
AR - EHEZERERE  ZHHEBEZRF
REREEM AT RIS HRABORPES - A
REHEENERER - B IR R R R EE SR
RERER - BRTEAFEESMRAN SRR
BEMERFAELNET AN AEE - URFHEMER
REOBRIIFI

BERBIRERAR ST N\FREE 3]



Independent Auditor’s Report
BY R RE

We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view
of the state of affairs of the Company and of the Group as at 31st December
2008 and of the Group’s profit and cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards and have been
properly prepared in accordance with the Hong Kong Companies
Ordinance.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 10th March 2009
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Consolidated Profit and Loss Account

for the year ended 31st December 2008
BE-_ZT \F+-A=t—HIEE

Note ffz+ 2008 2007
(in HKS Million) (E®EET)
Turnover 4,901 4,619 L
Operating expenses: EXREX:
Staff remuneration and benefits 5 (1,965) (1,833) BB E B R B A
Cost of direct material and job expenses (1,208) (1,160) EEMHMBRARIMERS
Depreciation, amortisation and impairment 13 (305) (258) hE  BERRE
Insurance and utilities (101) (90) Rig & ABRY
Operating lease rentals - land and buildings (116) (82) EXHERS — THRETF
Repairs and maintenance (154) (136) B3 R #EE
Other operating expenses (134) (112) Hit B %X
(3,983) (3,671)
Other gains - net 7 92 31 HitbBF — F8
Operating profit 1,010 979 e
Net finance income 8 7 21 g L N L
Net operating profit 1,017 1,000 EXFRA
Share of after-tax results of jointly
controlled companies 15 462 399 BEREARRBEES
Profit before taxation 1,479 1,399 BB A E A
Taxation 9 (129) (84) BE
Profit for the year 1,350 1,315 RERF
Attributable to: [ 3
The Company's shareholders 10 1,138 1,073 NERE
Minority interests 212 242 DEBR
1,350 1,315
Dividends 8=
Interim - paid 155 146 RHE— B
Final - proposed 374 366 AH — Bk
11 529 512
Earnings per share attributable to the AERRELEZREF
Company'’s shareholders (basic and diluted) 12 HK$6.84 HK$6.45 (EXxR#EE)

The notes on pages 38 to 67 and the principal accounting
policies on pages 68 to 79 form part of these accounts.
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Consolidated Balance Sheet

REEERREX

at 31st December 2008
—TTN\E+_A=+—HEE

Note fifzF 2008 2007
(in HKS Million) (BEEET)
ASSETS AND LIABILITIES EEREE
Non-current assets FRBEE
Property, plant and equipment 13 4,197 3,397 ME - BER&E
Leasehold land and land use rights 13 326 238 ME 3 R+ i A
Intangible assets 13 545 2 EMEE
Jointly controlled companies 15 910 801 HIERTF
Retirement benefit assets 17 211 168 BREEE
Deferred tax assets 18 32 8 ERETRBEE
Derivative financial instruments 19 9 102 MTHESRTE
6,230 4716
Current assets REEE
Stocks of aircraft parts 20 130 103 RESHEFE
Work in progress 20 195 190 AELR
Trade and other receivables 21 625 685 B 5 R E A WGRIR
Derivative financial instruments 19 49 59 THESRBMTE
Deposits and bank balances 28(b) 892 876 FRRIBITET
1,891 1,913
Current liabilities REEE
Trade and other payables 22 1,112 1,017 B 5 REMERTIE
Taxation 45 58 HIE
Derivative financial instruments 19 7 - THESRMITE
Short-term loans 23 289 109 HEEX
1,453 1,184
Net current assets 438 729 REEEFE
Total assets less current liabilities 6,668 5,445 EEAERRBERE
Non-current liabilities FRBEE
Receipt in advance 27 90 101 AU HE
Deferred tax liabilities 18 272 226 ELEHEAE
Long-term loans 23 388 - REER
Other payables 22 - 224 H A B FIA
Derivative financial instruments 19 18 - THEEMIA
768 551
NET ASSETS 5,900 4,894 BEEFE
Equity attributable to the Company’s shareholders NERRELES
Share capital 24 166 166 R
Reserves 25 4,795 4,243 i
4,961 4,409
Minority interests 26 939 485 SBRRER
TOTAL EQUITY 5,900 4,894 A

The financial statements have been approved by the Board
of Directors and signed on their behalf by:

Christopher Pratt
Lincoln Leong
Directors

Hong Kong, 10th March 2009

The notes on pages 38 to 67 and the principal accounting
policies on pages 68 to 79 form part of these accounts.
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Company Balance Sheet

AEEERER

at 31st December 2008
—TT\E+_A=+—HEE

Note fsF 2008 2007
(in HKS Million) (B¥EET)
ASSETS AND LIABILITIES BEERERE
Non-current assets krRaEE
Property, plant and equipment 13 2,339 2,028 ME - BER&E
Leasehold land 13 16 17 METH#
Intangible assets 13 1 2 EVEE
Subsidiary companies 14 750 364 {SyE=RNE
Jointly controlled companies 15 94 64 HIEQTR
Retirement benefit assets 17 211 168 BREEE
Dividend receivable - 291 R AR B
3,411 2,934
Current assets mEEE
Stocks of aircraft parts 20 69 52 REZHEFE
Work in progress 20 99 88 AELE
Trade and other receivables 21 547 598 B 5 K& i YR
Dividend receivable 88 88 R AR B
Deposits and bank balances 307 712 ERRBITER
1,110 1,538
Current liabilities nEEE
Trade and other payables 22 693 624 B 5 REMEMTIR
Taxation 18 58 BIE
711 682
Net current assets 399 856 REEEFE
Total assets less current liabilities 3,810 3,790 EELERRBEE
Non-current liabilities FRBEAR
Receipt in advance 27 90 101 BRUYIE
Deferred tax liabilities 18 215 213 BREVIEAE
305 314
NET ASSETS 3,505 3,476 EERE
Equity attributable to the Company’s shareholders AERREL R
Share capital 24 166 166 R
Reserves 25 3,339 3,310 f#
TOTAL EQUITY 3,505 3,476 BREE

The financial statements have been approved by the Board
of Directors and signed on their behalf by:

Christopher Pratt
Lincoln Leong
Directors

Hong Kong, 10th March 2009

The notes on pages 38 to 67 and the principal accounting
policies on pages 68 to 79 form part of these accounts.

HHHREMEZTRHAE  Lh TRA
IRREERES:

#3

HeH

28R

&5 “EEAFZATH
HE=TN\RESN TRk

FERTNEZFLTNAENTIESHEK
KOBURE N —#D °

ERERBRIBRERAR _ST/\GFHES

35



Consolidated Cash Flow Statement
GERERER

for the year ended 31st December 2008
BE_ZT)\F+_A=t—ALEE

Note f13* 2008 2007
(in HKS Million) (B EET)
Operating activities EEEK
Cash generated from operations 28(a) 1,193 1,070 BEEENRS
Interest paid (11) (5) BERHME
Interest received 19 27 B KA S
Taxation paid (137) (68) BERHE
Net cash generated from operating activities 1,064 1,024 EXELENRESTH
Investing activities REXYK
Purchase of property, plant and equipment (713) (760) BEME  BERR
Purchase of intangible assets (515) - EEEVEE
Sale of property, plant and equipment 41 23 HEME - BB KRR
Sale of shareholdings in jointly controlled
companies 86 - HE R E R R RE
Acquisition of a subsidiary company 32(b) (218) 6 BA—ZXWBRA
Purchase of shareholdings in jointly controlled
companies (67) (15) BE LN AR E
Loans repaid by staff - 5 EEREBEXN
Loans advanced to a jointly controlled company - (11) FTHREQRIER
Loans advanced to a third party (13) - TE=FER
Loans repaid by a third party 2 - FZRREEER
Dividends received from jointly controlled
companies 381 313 BRI ERAIRE
Net decrease in short-term deposits other than BREeRREFEMINEE
cash and cash equivalents 6 258 FORDFE
Net cash used in investing activities (1,010) (181) REXBRANEESFE
Net cash inflow before financing activities 54 843 MEXBANASRATFE
Financing activities MEEK
Capital contribution from minority interests 35 47 LEREEE
Proceeds from short-term loans 189 45 REETMERIE
Repayment of short-term loans (90) - EERBER
Proceeds from long-term loans 388 - REETAMERIE
Dividends paid to the Company's shareholders (521) (412) BERFRRIRREARE
Dividends paid to the minority interests (33) (288) ENTLEBRRENRE
Net cash used in financing activities (32) (608) BMELBTANESFE
Net increase in cash and cash equivalents 22 235 ReERASEEMEMER
—A—BEENREkREE
Cash and cash equivalents at 1st January 859 623 B
Translation adjustment - 1 BE i, 92
TZRA=+-BEENEER
Cash and cash equivalents at 31st December 28(b) 881 859 BeZEY

The notes on pages 38 to 67 and the principal accounting
policies on pages 68 to 79 form part of these accounts.
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Consolidated Statement of Changes in Equity
REERBER

for the year ended 31st December 2008
BE_ZT)\F+_A=t—HALLEE

2008 2007

(in HKS Million) (CEE®ESET)
Total equity at 1st January 4,894 4,347 —A-BEENRERES
Changes in cash flow hedges Reme s

- recognised during the year (68) 165 — RAFNHER

- deferred tax recognised 6 (13) — BRERIEER A
Exchange differences (4) 3 BE 3 =52
Net (expense)/income recognised directly in equity (66) 155 BEERNERERN (Ax) /[ RAFE
Profit for the year 1,350 1,315 AEmF
Total recognised income for the year 1,284 1,470 AEERBRARRE
Changes in cash flow hedges Reme i gs

- transferred to profit and loss account (52) (12) — EREELR
Dividends paid to the Company's shareholders (521) (412) B FRRIREARE

BRETVE/ (ENHMERT) D&

Dividends cancellation/(paid and payable to) minority interests 224 (546) R SR 2 O R B
Minority interests arising on new subsidiary company 36 47 FHBAREEN P BRFER
Capital contribution from minority interests 35 - PEBRETE
Total equity at 31st December 5,900 4,894 TZA=T—BEERNERET
Total recognised income for the year attributable to: EIEARFERRRALZE

The Company’s shareholders 1,102 1,163 NGIER

Minority interests 182 307 DER R

1,284 1,470

The notes on pages 38 to 67 and the principal accounting RE=FTNEZEEATLENMERHEE
policies on pages 68 to 79 form part of these accounts. ATNEEELTAEMNEEGHBEY
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Notes to the Accounts
iR B M &

1. Principal activities

The Hong Kong Aircraft Engineering Company Limited Group is primarily
engaged in the business of commercial aircraft overhaul, modification and
maintenance in Hong Kong and Mainland China. It does not have other
significant activity so no further business segmental information has been
reported. A geographical segment analysis of the Group's financial information
is provided under note 4.

The principal activities of the Group's subsidiary and jointly controlled companies
are set out on page 67. Financial summaries of the jointly controlled companies
are provided under note 15.

2. Financial risk management

(a) Financial risk factors
The Group's activities are exposed to a variety of financial risks: including
foreign exchange risk, interest rate risk, credit risk and liquidity risk. The
Group's overall risk management programme focuses on the unpredictability
of financial markets and seeks to minimise potential adverse effects on
the Group’s financial performance. The Group uses derivative financial
instruments to hedge certain risk exposures, principally foreign exchange
risk using forward contracts. It is the Group’s policy not to enter into
derivative transactions for speculative purposes.

(i) Foreign exchange risk
The Group is exposed to foreign exchange risk arising from various
currency exposures, primarily with respect to the US dollar and
Renminbi. Foreign exchange risk arises from future commercial
transactions, recognised assets and liabilities and net investments
in foreign operations that are denominated in a currency that is not
the entity’s functional currency.

The Group Treasury's risk management policy is to hedge not more
than 100% of anticipated cash flows (mainly in operating and capital
expenditure) in each major foreign currency for the subsequent 36
months, provided that the cost of the foreign exchange forward or
derivative contract is not prohibitively expensive in comparison to
the underlying exposure.

At 31st December 2008, if the HK dollar had weakened/strengthened
by 5% against the Renminbi with all other variables held constant,
total equity would have been HKS15 million (2007: HK$29 million)
higher/lower, arising mainly from the movement in the cash flow
hedge reserve caused by fair value changes on the derivative financial
instruments.

(1) Interest rate risk
As the Group has no significant interest-bearing assets and liabilities,
the Group's income and operating cash flows are substantially
independent of changes in market interest rates.
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2. Financial risk management (continued) 2. MBEREE &)

(a) Financial risk factors (continued) (a) BBEBRREZ (#)
(i) Interest rate risk (continued) (i) FIEEE (%)

The Group's interest rate risk arises from borrowings. Borrowings
issued at variable rates expose the Group to cash flow interest rate
risk. Borrowings issued at fixed rates expose the Group to fair value
interest rate risk. During 2007 and 2008, the Group’s borrowings
were at variable rates and were denominated in HK dollar and
US dollar.

(i) Credit risk

Credit risk is managed on group basis. Credit risk arises from cash
and cash equivalents, derivative financial instruments and deposits
with banks and financial institutions, as well as credit exposures to
customers, including outstanding receivables and committed
transactions. For banks and financial institutions, generally only
independently rated parties with a rating not lower than “A" are
accepted. The Group has policies in place to evaluate credit risk
when accepting new business and limit its credit exposure to any
individual customer.

(iv) Liquidity risk

The Group maintains sufficient cash and adequate undrawn committed
revolving credit facilities to reduce liquidity risk and to allow for
flexibility in meeting funding requirements.

Management monitors rolling forecasts of the Group's liquidity
reserves (comprising undrawn borrowing facilities and cash and
cash equivalents) on the basis of expected cash flow. The undiscounted
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payment profile of financial liabilities is outlined as follows: Rt -
2008
More than More than
Within 1 1 year but 2 years but
year or on less than less than
demand 2 years 5 years More than
—FR —FNE MENE 5 years
RIREK BORME BLRAF AENE
(in HKS Million) (BB ET)
Group %8
Bank loans 289 - 388 - RITEN
Trade and other payables 1,112 - - - B 5 REMEMTIR
Derivative financial liabilities TEMBEENEE
at notional value 197 318 - - BE
1,598 318 388 -
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Notes to the Accounts
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2. Financial risk management (continued) 2. MBEBREE 1)
(a) Financial risk factors (continued) () BBEBREZ (#)
(iv) Liquidity risk (continued) (v) wHESEE ()
2007
More than More than
Within 1 1 year but 2 years but
year or on less than less than
demand 2 years 5 years More than
—FR —FE MENAE 5 years
RIREK BLRBEF BLREF AFE
(in HKS Million) (CE#E=ET)
Group L
Bank loans 109 - - - RITERN
Trade and other payables 1,017 102 122 - B 5 REMERN IR
1,126 102 122 =
2008
More than More than
Within 1 1 year but 2 years but
year or on less than less than
demand 2 years 5 years More than
—%R —&Ep GE = 5 years
FIREK BLRMEF BLREF AFEE
(in HKS Million) (E®aET)
Company AT
Trade and other payables 693 - - - B 5 REMERFTIE
2007
More than More than
Within 1 1 year but 2 years but
year or on less than less than
demand 2 years 5 years More than
—FR —FE MEN E 5 years
RIREK BLRREF BLREF AFME
(in HKS Million) (CE¥EET)
Company NG|
Trade and other payables 624 - - - B9 REMENTIE
Note: Forward foreign exchange contracts are included in the derivative financial aF iHMI\E/\iﬁ@%&ﬁiﬁﬁk%fﬁzW * BORE
liabilities to reduce the Group’s exposure to changes in exchange rates. B 2 2 B A £ (B A D LB
(b) Capital risk management (b) ,éfZKﬂ BB I8
The Group's objectives when managing capital are to safeguard the BEREEMBEE =R RREEEE 1t

Group's ability to continue as a going concern in order to provide returns
for shareholders and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital.

The Group monitors capital on the basis of the gearing ratio. This ratio
is calculated as net debt divided by total equity. Net debt is calculated
as total borrowings (including “current and non-current borrowings” as
shown in the consolidated balance sheet) less deposits and bank balances.
Total equity is calculated as “equity attributable to the Company’s
shareholders” plus “minority interests” as shown in the consolidated
balance sheet. The Group had no net debt during the year.
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2.
(©

3.

Financial risk management (continued)

Fair value estimation

The fair value of financial instruments traded in active markets (such as
trading and available-for-sale securities) is based on quoted market
prices at the balance sheet date. The quoted market price used for
financial assets held by the Group is the current bid price.

The fair value of financial instruments that are not traded in an active
market (for example, over-the-counter derivatives) is determined by using
valuation techniques. The Group uses a variety of methods and makes
assumptions that are based on market conditions existing at each balance
sheet date. Other techniques, such as estimated discounted cash flows,
are used to determine fair value for the remaining financial instruments.
The fair value of forward foreign exchange contracts is determined using
quoted forward exchange rates at the balance sheet date.

The carrying value less estimated credit adjustments of trade receivables
and payables are assumed to approximate their fair values. The fair value
of financial liabilities for disclosure purposes is estimated by discounting
the future contractual cash flows at the current market interest rate that
is available to the Group for similar financial instruments.

Critical accounting estimates and judgements

The Group makes estimates and assumptions as appropriate in the preparation
of the accounts. These estimates are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable
under the circumstances and will, by definition, seldom equal the related
actual results. The estimates and assumptions that have a significant effect
on the carrying amounts of assets and liabilities are discussed below:

(a)

(b)

Impairment of assets

The Group tests at least annually whether goodwill and other assets that
have indefinite useful lives have suffered any impairment. Other assets
are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of the asset exceeds its recoverable
amount. The recoverable amount of an asset or a cash-generating unit
has been determined based on value-in-use calculations. These calculations
require the use of estimates.

Income taxes

The Group is subject to income taxes in various jurisdictions. Judgement
is required in determining the provision for income taxes. There are
many transactions and calculations for which the ultimate tax determination
is uncertain during the ordinary course of business. Where the final tax
outcome is different from the amounts that were initially recorded, such
differences will impact the income tax and deferred tax provisions in the
period in which such determination is made.

2. BBRAKBER @
() ATERME

REBTS FRSNLRTA (MEERAHNE
E%)  HATERREERBEREEANTSRE
ESERENMKEENRTEREBIIEATS
WIE o

WIHRERMH EXBFNERTE (WGHMTET
) HRFERUGBENEZRET - RERBE—X
Wk NEERBERGEENTHELSERE
HRR - HtbEE (MEA RS RERTE) AR
HipeMTAMNAVEET - REINERNNAF
HARAEERARGEANENMHEXERE -

B o R IR L EN AN REER R EERE
HERRABENFERAE - EAREEN HBER
ENAFERRERERBASRTANRITHSH
RHRKENATRERRMMGE

3. EEGREERAM
SEERRRANBETREERELAEERRR - 1t
EREDRBEBELRIAMERZMEL  EEXE
REZFENTHRREFAMERGENGE - MERE
ZUARSBNYERD BEROERLERES - BHE
ERBERREFEEYENMERBRRN TR
(@ EERE
SEE)BFHRERAMTASHERNEEE
A NEERAHERE - At EEREBR A
RESCBREREERDE R EBERERE
Rl - BERREEL BN ARDHFREER
BEFENAEE - RSAEAREELGE -

(b) FEH
SEREZERAEERAMNMEH - KETHE
REER  FRELHE - ERBEHBERT - &
SR REERLRANGTEIEREETE © MK
RUBEERENGCEBETR  AEREZERE
EELRATREY EMEHLERMSHEE

BERBIRERAR_ZZNFREE 41



Notes to the Accounts

ik B M=

4. Segment information
Reporting by geographical segment for the year ended 31st December:

Operating
principally Operating in

4. PEEHR
BET-A-t+—ALLEERMENERS

Inter-segment

in Hong Kong ~ Mainland China elimination Total
FERNBEELE RPEMMEE HEZEEKH @5t
2008 2007 2008 2007 2008 2007 2008 2007
(in HKS Million) (B&EET)
Turnover 3,133 3,022 1,768 1,597 - - 4901 4619 EEAFE
Inter-segment sales 88 84 4 4 (92)  (88) - - DB HEHESE
3221 31006 1,772 1601 (92) (88) 4,901 4619
Operating profit 493 414 517 565 1,000 979 EXEF
Net finance income/(charges) 9 11 2 10 721 BB/ (EH) FE
Share of after-tax results of jointly controlled JEAG 1A RIRR i 12
companies 418 363 4 36 462 399 5
Profit before taxation 920 788 559  6ll 1,479 1399  BRTAT& A
Profit for the year 865 746 485 569 1,350 1315 AE&F
Profit attributable to the Company's shareholders 866 746 272 327 1,138 1,073 RelREEN A
Capital expenditure 484 294 385 439 869 733 EAMHZ
Depreciation 150 140 133 111 283 251 B
Amortisation 2 2 6 5 8 7 HH
AERAEHRE
Impairment of rotable spares - provision 14 - - 14 - — £
Impairment of stocks - provision 4 - - 18 4 18 GFERE— %4
REAMMe — EE
Auditors’ remuneration - statutory audit fees 1 1 1 - 2 1 ZEER

Analysis of net assets and equity of the Group by geographical segment at 31st December:

Operating

principally Operating in
in Hong Kong ~ Mainland China
FENEREE RPEMmEE

TZA=t-BREEERNENBEEFERERHDN :

Inter-segment
elimination Total
P FHEH Bt

2008 2007 2008 2007

2008 2007 2008 2007

(in HKS Million) (B¥FET)
Segment assets 3356 3357 3,088 2,041  (157) (454) 6,287 4944 HEEE

Jointly controlled companies 678 648 232 153 - - 910 801 HEAF

Deferred tax assets - - 32 8 - - 32 8§ ELEHEEE
Deposits and bank balances 320 729 563 147 - - 892 816 BFRKRBITERE
Total assets 4363 4734 3915 2349  (157) (454) 8,121 6,629 EELE

Segment liabilities 789 750 595 1,046  (157) (454) 1,227 1342 SHBEEE

Deferred tax liabilities and taxation 233 271 84 13 - - 317 284 EEBBEERKE
Borrowings - - 677 109 - - 677 109 f&RK

Total liabilities 1,022 1,021 1,356 1,168  (157) (454) 2,221 1,735 GFEHHE

Net assets 3,341 3713 2,559 1,181 - - 5900 4894 EEFE

Equity attributable to the Company's shareholders 3,336 3,707 1,625 702 - - 4961 4409 ADRRREHED
Minority interests 5 6 934 479 - - 939 485 ADEBRER
Total equity 3341 3713 2,559 1,181 - - 5900 489 RneE

5. Staff remuneration and benefits

Total staff remuneration and benefits including pension scheme contributions,
salaries, allowances, benefits in kind and staff benefit administration costs for
2008 amounted to HKS1,965 million (2007: HKS1,833 million). Of the five highest
paid employees, four (2007: four) were Directors and one (2007: one) was an
Executive Officer. Details of their remuneration are given in note 6.
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6. Directors’ and executive officers’ remuneration
Total number of Directors who served during the year was seventeen (2007:
seventeen) and total number of Executive Officers who served during the
year was three (2007: two). Their remuneration was as follows:

Group B

6. EZRTHAEME
FREFESHARH AT LA (CTRLFATL
A)  MERERTRABRARHAIAZA (22
FBZA) - HBEMT :

Cash B& Non Cash JH &
Allowances,
gratuities, Bonus paid
Basic salary/ and  Refirement toretirement  Housing
Directors' benefits schemes benefits & other
fees? 285~ contributions A benefits 2008 2007
EX%e/  Bous Blek  BAEE  RGHE EER Total  Total
Esng A = #3 WA HuER CH
(in HKS Thousand) (BEF)
Executive Directors: ERESE:
Christopher Pratt 529 478 19 224 138 341 1,729 1328 H#LE
Augustus Tang (from 1st October 2008) 639 - 194 - - - 833 - HRK(A-2INETA-AE)
Chan Ping Kit 3,666 4,040 3,471 12 - 16 11205 7986  BRIGHE
Charles Bremridge 1,500 1,102 446 636 825 1,939 6,448 5279 EBE
J Robert Gibson (to 6th March 2007) - 235 - - - - 235 1,790 LN (Z=2TtE=AKA)
Mark Hayman 1,859 1,159 911 - - 24 3953 3667 HEX
Michelle Low (from 6th March 2007) 1,560 714 570 = = 39 2883 1614 BIEH (A-TTLE=AXBR)
Ashokumar Sathianathan 1,651 1,027 540 12 - 16 3246 3,116 Y&
11,404 8,755 6,151 884 963 2,575 30,532 24,780
Non-Executive Directors: FEBES:
Martin Cubbon - - - - = = = - 3k
Christopher Gibbs ke
(from 1st January 2007) = = = = = = = - (A=FTtF-A—-Bi)
Davy Ho - - - - = - = - fUER
Peter Johansen - - - - - - - - RERH
Tony Tyler (to 30th September 2008) - - - - = = = - EEB (z-EENEAA=+A)
Independent Non-Executive Directors: BUFEKES !
Robert Adams 369 - - - - - 369 100 #ExE
Dinty Dickson Leach (to 6th May 2008) 149 - - - - - 149 230 ZEfS (Z=22\ERAKA)
Albert Lam 300 = = = = = 300 100  #AEF
Lincoln Leong 421 - - - - - 21 205 RERE
David Tong 300 - - - - - 300 100 BT
1,539 = = = = - 1,539 735
2008 total 12,943 8,755 6,151 884 963 2,375 32,071 —ET )\ FEH5t
2007 total 10,005 8,263 3,945 320 761 2,221 25515 BT LEFRAGT
Executive Officers: THAS :
John Chi 1,797 925 875 12 = 1,712 5321 3991 #&EXR&
Patrick Healy (from 1st July 2008) 605 - 333 257 - 591 1,786 - BUE (h-EE\FtA-Bk)
Merlin Swire (to 30th June 2008) 390 328 50 165 327 410 1,670 1,440 jEshfR (Z-2TN\FAE=1H)
2,792 1,253 1,258 434 327 2,713 8,777 5,431
2008 total 2,792 1,253 1,258 434 327 2,713 8,777 —EEN\FHEL
2007 total 2,258 1,062 460 130 164 1,357 5,431 e et
Notes: Bt zE

a. Annual Directors’ fees are determined by the Board and for 2008 comprised Director’s
fee of HK$300,000 (2007: HK$100,000), fee for members serving on Audit Committee
of HKS$75,000 (2007: HK$75,000) and fee for members serving on Remuneration
Committee of HK$30,000 (2007: HKS30,000) respectively. The fee for Chairman of
Audit Committee is HK$100,000 (2007: HK$100,000) and fee for Chairman of Remuneration
Committee is HK$40,000 (2007: HK$40,000).

b. Bonuses paid to the Executive Directors and Executive Officers in the year are based

on previous years' results.

AL BENESHEMESRANE  —TT/\FRBEEHERR =T
En (C22LFRRRTEL) LEBGRREERENEEY
tEITRL (CRRLFRBRLELT L)  REFHZES
KEMEBR=8L (C22LFRAR=ET) - BREEEIR
BeA% 8L (C2TLFERERTEL)  FHEZELEH
ERENBET (CZTLFRERDET) -

b. FAXNTEBEERTRARNEATIRE LFENEREME °
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7. Other gains - net
Group 5B

7. HtBF — 38

2008

2007

(in HKS Million)
Net foreign exchange gains 58
Fair value (losses)/gains on financial derivative instruments:

Forward foreign exchange contracts not qualified as

(E¥EET)
27 SNE 2 717 58
fTEERIAAYE (BR) /&M :

THEERRSREL P IAN

cash flow hedges (4) 4 EHIMNES L
Profit on sale of jointly controlled companies 38 - HEHERAET
92 31
8. Net finance income BB A FE
Group &2
2008 2007
(in HKS Million) (BEEET)
Interest income: MEBWA -
Deposits and bank balances 18 27 BRRRITHER
Interest expenses: MEXH
Bank loans (11) (6) RITER
7 21
9. Taxation 9. HIE
Group 52
2008 2007
(in HKS Million) (BEEET)
Current taxation: TR -
Hong Kong profits tax 53 55 BEBMNEH
Overseas tax 86 38 AN
139 93
Deferred taxation (note 18): EERE (MaE18) -
(Increase)/decrease in deferred tax assets (24) 4 EREBIHEE (& 7]11)/‘7?2/ 2
Increase/(decrease) in deferred tax liabilities 14 (13) EREBIEE EE M/ O
129 84

Hong Kong profits tax is calculated at 16.5% (2007: 17.5%) on the estimated
assessable profits for the year. Overseas tax is calculated at tax rates prevailing
in the respective jurisdictions.

Share of after-tax results of jointly controlled companies is stated after taxation
charge of HK$83 million for the year (2007: HK$72 million).
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9. Taxation (continued)
Reconciliation between the tax charge and tax at the applicable tax rate:

9. HIHE (8
IR 37 1 B3 FA 7 2R M TR B

Group &£E
2008 2007
(in HKS Million) (BEEET)
Profit before taxation 1,479 1,399 B 250 Al A
Nominal amount at Hong Kong profits tax rate of 16.5% BREBNGHEAD 2 TN (ZF
(2007: 17.5%) 244 245 ZLERBAZTLHT) FTENESE
Share of after-tax results of jointly controlled companies (76) (70) R REARRTIGER
Effect of different tax rates in overseas jurisdictions 8 (59) BINEEEERTRBR XA E
Non-taxable items (24) @) A 0 IE B
Unused tax losses not recognised 7 - AR RATIEER
Qver-provisions in prior years ) (3) Al B A R Eﬁ
Effect of changes in tax rates (20) - BHEY BN E
Others (8) (22) H A
Total tax charge per accounts 129 84 AR B PR BIA S st

10. Profit attributable to the Company’s shareholders
Of the profit attributable to the Company’s shareholders, HKS550 million

10. 2 AR REG R

ARBEREEENT AEAREITERL (Z2FLFR

(2007: HKS1,387 million) is dealt with in the accounts of the Company. B ENTLHET) BEAERARERER -
11. Dividends 1. RE
Company A7
2008 2007
(in HKS Million) (B¥EET)
RZZEZENENLAZT=ABREH
Interim, paid on 23rd September 2008, of HK$0.93 per RERE - BREEE0.937T
share (2007: HK$0.88 per share) 155 146 (ZZTLFRERHEK088T)
Final, proposed, of HK$2.25 per share (2007: HK$2.20 RIERAREBRER2257T
per share) 374 366 (ZZEZLFAERBE2.207T)
529 512

At a Board meeting held on 10th March 2009, Directors recommended a
final dividend of HKS2.25 per share for the year ended 31st December 2008.
Together with the interim dividend of HKS0.93 per share paid on 23rd September
2008, this makes a total dividend for the year of HKS3.18 per share. Subject
to shareholders’ approval of the final dividend at the Annual General Meeting
on 12th May 2009, payment of the final dividend will be made on 15th May
2009 to shareholders registered at the close of business on the record date,
12th May 2009.

The proposed dividend is not reflected as dividend payable in these accounts,
but will be accounted for as an appropriation of the revenue reserve for the
year ending 31st December 2009.

The register of members will be closed from 6th to 12th May 2009, both dates
inclusive, during which period no transfer of shares will be effected. In order
to qualify for the entitlement of the final dividend, all transfer forms accompanied
by the relevant share certificates must be lodged with the Company’s share
registrars, Computershare Hong Kong Investor Services Limited, 17th Floor,
Hopewell Centre, 183 Queen’s Road East, Hong Kong, for registration not
later than 4:30 p.m. on Tuesday, 5th May 2009.

EXRR_ZTNF-ATRETNEERAGL 2
BREHE-_FENFT A=+ BLREREEK
B2 ER—TFNFAAZT=RRENTH
BRESRER0IT  AFEHAREFREEI 8T - £
ARAREMERRN_ZZNFRAT - HBRNK
RBFAELEB BR_TTEAFRATHRRET
R BEH - B-SFNAFAA T - BRDEREERA
RIIBREMHRE -

REBREAERERAFRRBENEE - BRIIAEE
“ETAFT A=t HIEFENREREERE -

BRREFFERN _ZENFAAANRET_A B
EEMX  BERE - ANAEREERERE  ME
BFRBERAAREREAR _STNAFAARA (B
H-) TFER=1T2RELRANRO BLREE BT RE
FELARAA WA ARBEERAKER-/\=RaM
bt
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12. Earnings per share (basic and diluted)

Earnings per share are calculated by reference to the profit attributable to
the Company's shareholders of HKS1,138 million (2007: HKS1,073 million)
and to the weighted average of 166,324,850 (2007: 166,324,850) ordinary
shares in issue.

13. Property, plant and equipment, leasehold land and land
use rights and intangible assets
Group £E

12. 8RERN (RXREE)
BRAFNDREARDRREGEMNEE T —R=TN\E
EL (CEZLFERBRTRET=ZAET) kEETT
HO 0 #E T 39 Bz f0 BX B 166,324,850l (ZEE L F R
166,524,8508%) LBREE -

13.9%  BEKHZE HELHR L
EREREVEE

Property, plant and equipment %1% « BiE k& &

Vehicles, Plant and
Buildings Plant, equipment buildings
and  machinery and under

building  andtools  furniture  Rotable construction
faclities ~ #ifs RE spares  EERH)
i

Intangible

assets -

computer

software,

Leasehold  goodwill and
land and technical
land use licences
rights EREE —
MELTH EREG-

EFR e e s B Total  Rtit BER
BERm  RIA  REM BEf REF @ ERE BT
(in HKS Million) (BEEET)
Cost RE
At 31st December 2006 3,246 850 186 252 75 4,609 245 10 Z22RET-A=T-BEE
Exchange differences 3 1 - - 1 5 1 - EBEER
Acquisition of a subsidiary
company - 22 1 - - 23 - - BA-ZRWBAF
Additions and transfers 143 130 16 74 33 695 38 - EEBEREE
Disposals (4) (10) (8) (71) - (93) - - HE
At 31st December 2007 3,588 993 195 255 408 5,239 284 10 —EStF+-f =+—RALE
Exchange differences (8) (3) - - ) (13) ) (1) EXESR
Acquisition of a subsidiary
company 234 18 1 - - 353 81 537 BA-ZHEAR
Additions and transfers 326 299 30 16 170 841 20 8§ HEREH
Disposals (5) 1) (12) 9) - (47) - - HE
At 31st December 2008 3,935 1,386 214 262 576 6,373 383 554 ZBENF+ZAZ+-AKE

Accumulated depreciation,
amortisation and

impairment RENE  BERAE
At 31st December 2006 886 534 160 41 - 1,621 41 6 ZTENFTZA=+-RALE
Exchange differences 1 1 - - - 2 - - ERES
Acquisition of a subsidiary

company - 9 1 - - 10 - - BA-ZFWBAF
Charge for the year 129 84 14 24 - 251 5 2 AEEHE BERAE
Disposals ) 8) (8) (24) - (42) - - HE
At 31st December 2007 1,014 620 167 41 - 1,842 46 8 ZERLET_A=t-REE
Exchange differences (3) ") (1) - - (6) - - ERES
Acquisition of a subsidiary

company 27 46 - - - 73 4 - BA-ZRWBAF
Charge for the year 145 108 9 35 - 297 7 1 AEEHE #HEIAE
Disposals - (16) (12) ) - (30) - - ME
At 31st December 2008 1,183 756 163 74 - 2,176 57 9 ZEENF+-R=t+-H&E
Net book value RERE
At 31st December 2008 2,752 630 51 188 576 4,197 326 545 —ZBENF+ZA=t+-HEE
At 31st December 2007 2,374 373 28 214 408 3,397 238 2 —TTHF+-A=+—HEE

46 Hong Kong Aircraft Engineering Company Limited Annual Report 2008



13. Property, plant and equipment, leasehold land and land

use rights and intangible assets (continued)

Company ‘A 8]

13.9%  BEKHZE HELHR L

CHAEREBEEE @)

Property, plant and equipment %1% « BB k& &

Vehicles, Plant and
Buildings Plant, equipment buildings Intangible
and  machinery and under assets -
bulding  andtools  funiture ~ Rotable construction computer
faclities ~ FifE AE spares  EEAH) Leasehold software
BFR e R g BE Total land EFEE—
BFRE  RIE  RER  BAEHF  RETF w HELH  BEEH
(in HKS Million) (EgEET)
Cost RE
At 31st December 2006 2,127 412 150 252 25 2,966 21 10 ZZEE GF+-A=1+—HKE
Additions and transfers 44 80 6 74 90 294 - - HEEREE
Disposals (4) (5) 5) (71) - (85) - - HE
At 31st December 2007 2,167 487 151 255 115 3,175 21 10 —2Z+E+-A=+—H&E
Additions and transfers 15 56 17 16 380 484 - - HEREE
Disposals (5) (4) 9) (9) - (27) - - HE
At 31st December 2008 2,177 539 159 262 495 3,632 21 10 —ZEB\F+-A=+-HEE
Accumulated depreciation,
amortisation and
impairment ZRNE  BERAE
At 31st December 2006 560 313 130 41 = 1,044 4 6 “EERFT_A=+—AKE
Charge for the year 75 33 6 24 - 138 - 2 AEEHE BHEIAE
Disposals ) (4) (5) (24) - (35) - - HE
At 31st December 2007 633 342 131 41 - 1,147 4 8§ ZETLEFT-A=T—-RHEE
Charge for the year 77 40 9 35 - 161 1 1 AFEHE  BHKAE
Disposals - (4) 9) ) - (15) - - HE
At 31st December 2008 710 378 131 74 - 1,293 5 9 ZEBENF+-A=+-HKE
Net book value REFE
At 31st December 2008 1,467 161 28 188 495 2,339 16 1 ZEEN\E+-A=1-HEE
At 31st December 2007 1,534 145 20 214 115 2,028 17 2 “ETLF+-_fA=t+-RAKE

Plant and buildings under construction are mainly related to construction of
the third hangar at Hong Kong International Airport by the Company and
the sixth hangar at Xiamen, Mainland China by TAECO which is scheduled
to open in the first half of 2010.

Of the leasehold land and land use rights with net book value of HK$S326
million (2007: HK$238 million), HKS16 million relates to a leasehold land
held in Hong Kong by the Company (2007: HK$17 million) while HKS310
million relates to land use rights held in Mainland China by TAECO, TALSCO
and TEXL (2007: HKS221 million). Both leasehold land and land use rights
are held on medium-term leases.

HEhamELETIERABEARANEEERRSEE
ME=EHE  UWREFAGREIERARRTEAL
EFEZNE EARE RN -_T-TFL¥F
RA -

EEFERBE=_E_TRAEL (CT2TLEREK -
BE=FNEERL) ORET R FERAED  BE—
TARBEL (CERLFRER—TLABT) ERAR
EERANEEL RN MEK=E—TEL (Z2F
tERBE_FB-_T-BET) BEBEMAALREIE
AR BAAGTRERECRE LA REMAALEDH
RAIRFEAM AR T EAEEE - BELRL
ERES AR BBAORE -
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14. Subsidiary companies 14. B AT
Company 7]
2008 2007
(in HKS Million) (BEEET)
Unlisted shares at cost 738 352 I EmRRE
Loan due from a subsidiary company 12 12 MERRAIKREEER
750 364
The principal subsidiary companies are shown on page 67. FEMBLRRBIRE A TR
Loan due from a subsidiary company is unsecured and interest free MEBARKESERYEER HEFNXAT (ZZZ
(2007: LIBOR plus 0.5% per annum). The loan is repayable at various dates tga«;iﬂ}:g{ﬁ%{ SIREFENETEES) - HE
Upitar201Ts PN TRASEEE-_F——%F
15. Jointly controlled companies 15. HEQF
Group &£ Company ‘2 a]
2008 2007 2008 2007
(in HKS Million) (B¥E&ET)
Unlisted shares at cost 130 120 92 62 I EMRRE
Attributable post-acquisition reserves 777 678 BAREERES
Share of net assets 907 798 BIHBERE
Loan due from a jointly controlled
company 3 3 2 2 HERAIAREERESH
910 801 94 64
Dividends received and receivable
from jointly controlled companies 381 312 362 285 EURERLAERFRE
The principal jointly controlled companies are shown on page 67. FEAERAFIREATLE
Loan due from a jointly controlled company is unsecured and carries interest  #tim QAR A EB SR L EER - HENZAHHETH
rate at LIBOR plus 0.6% per annum (2007: LIBOR plus 0.6% per annum). Sir s AR (-2 7t$E’J$7’HJ$7%1ﬁ%( 577

The loan is repayable in 2009. Tﬁ %j] _|_1Ig¥£) 4A<th hi%‘*i
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15. Jointly controlled companies (continued) 15. £ELQF (4)
The Group's share of the results and assets and liabilities of the jointly controlled EEEGABEADBET _A=1T-—HILFEENEER

companies for the year ended and at 31st December are as follows: BEBEBENT
HAESL
S U Others Total
BIERB AR HAth Bt
2008 2007 2008 2007 2008 2007
(in HKS Million) (B&EET)
Turnover 3,342 2,774 360 331 3,702 3,105 LERER
Operating expenses (2,918)  (2,408) (283) (262) (3,201)  (2,670) EERY
Operating profit 424 366 77 69 501 435 R
BBA (Zi)
Net finance income/(charges) - 1 (1) - ) 1 A
Share of after-tax results FEfG AR
of jointly controlled companies 45 35 - - 45 35 e
Profit before taxation 469 402 76 69 545 471 BR A% A
Taxation (72) (64) (11) (8) (83) (72) i1
Profit for the year 397 338 65 61 462 399 AE T
Dividends paid 343 267 38 45 381 312 ERRE
Funds employed: fiRES :
Non-current assets 423 403 189 109 612 512 FRBEE
Current assets 761 662 164 153 925 815 MENEE
1,184 1,065 353 262 1,537 1,327
Current liabilities (484) (416) (114) (82) (598) (498) mEAE
Non-current liabilities (29) (28) - - (29) (28) ERBEE
671 621 239 180 910 801
Financed by: BARNR
Shareholders’ equity and loans 671 621 239 180 910 801 REERRER
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16. Financial instruments by category

The accounting policies for financial instruments have been applied to the
line items below:

Group 5B

16. ZBEHAINERMT R
SBMTASHBRCEMRTIIAR :

Company ‘2 a]

Loans and Loans and
receivables receivables
S0 Derivatives Total EXK
eI IR fTHETA wst e IE
(in HKS Million) (BE¥BET)
At 31st December 2008 “EENE+ZA=+—-HEE
Assets BE
Derivative financial instruments - 58 58 - fTHEemITE
Trade receivables 323 = 323 201 B Z WA
Deposits and bank balances 892 - 892 307 ERRBITER
Total 1,215 58 1,273 508 5t
Other financial Other financial
Derivatives liabilities Total liabilities
TETE HtUBAE gt HEthMBAas
(in HKS Million) (B&EET)
At 31st December 2008 “EENE+ZA=+—-H#EE
Liabilities &
Receipt in advance - 90 90 90 BRFE
Derivative financial instruments 25 - 25 - TESRMIA
Borrowings - 289 289 - fiEr 5K
Total 25 379 404 90 o
Loans and Loans and
receivables receivables
=594 Derivatives Total =594
FE YRR TETAE Bt JEWRIE
(in HKS Million) (¥ BET)
At 31st December 2007 “EEtLE+- A=+ -HEE
Assets BE
Derivative financial instruments - 161 161 - fTHEEmIE
Trade receivables 303 - 303 197 B F WA
Deposits and bank balances 876 - 876 712 ERRBIER
Total 1,179 161 1,340 909 s
Other financial Other financial
liabilities Total liabilities
Hin A& BE  HMMBERE
(in HKS Million) (B&EET)
At 31st December 2007 —ZEEtE+RA=1+-H#&EE
Liabilities &
Receipt in advance 101 101 101 W RIE
Borrowings 109 109 - &K
Total 210 210 101 st

Note: Derivatives include assets at fair value through profit and loss of HKS2 million (2007:
HKS4 million) and liabilities at fair value through profit and loss of HKS6 million
(2007: nil).

The derivative financial instruments, the deposits and bank balances are
placed with banks which have credit ratings not lower than “A” in compliance
with the financial risk management policy. The trade receivables are transacted
with those customers whose ratings in the opinion of the Directors are reasonable
and acceptable. Based on historical experience, the unrecoverable rate is less
than 0.1% of turnover.

50 Hong Kong Aircraft Engineering Company Limited Annual Report 2008

i STETABREATEIARRENEEER — A8
(CZRLFRERNAEET) - REQATEIARREER
HEBEERABBT (CETLFRT) -

TESRTA  FRERTEFHIREVBEREER
REMNMEEFRTER TA] B3RTT - BHRRFIATY
HEZARTRABERAIRINEPETISMEL -
BREAELR  FAARENERIRNEREEEN LT
A



17. Retirement benefits 17. RGBT

(@) Overall (a) #itt
Staff employed by the Company before 1st December 2000 were offered R-ZSEEE+ - —HEEARERANES 7
a choice between Hong Kong's Mandatory Provident Fund (“MPF") and BELNESEHREEATES (8BS ) kT
the defined benefits retirement schemes as described below. Since 1st MR RIEREE - | = ging A—AH

December 2000, all new staff employed unless specially approved by
the Company have been enrolled in the MPF scheme in which both the
Company and staff are required to contribute 5% of the staff's relevant
income (capped at HKS$1,000 per month).

The Hong Kong Aircraft Engineering Company Local Staff Retirement
Benefits Scheme (“Local Scheme”) provides resignation and retirement
benefits to its members upon their cessation of service with the Company.
The Company meets the full cost of all benefits due by the Scheme to
members, who are not required to contribute to the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement
Benefits Scheme (“Expatriate Scheme”) is for staff employed on expatriate
terms. However, both members and the Company contribute to
the Scheme.

TAECO's local staff are covered by a statutory scheme and a defined
contribution scheme in Mainland China. Local staff of other subsidiary
companies operated in Mainland China are covered by a statutory scheme.
Local staff employed by Singapore HAECO Pte. Limited are covered by
the Central Provident Fund in Singapore.

The retirement benefits (income)/expenses were recognised in the profit
and loss account as described in note 21 under principal accounting
policies and were as follows:

T
£ ENABESRFERRFALLE  TAH
MARER S - REEZEE - AR REEHAMN
EEBBBANES ZARR (ERATAEK—
T e

BERBIRARARNOANMES RIKEME S
(I BATE|]) - AEF S 8RR R AR
FARRER - RRAEKBREZSTZERN—
DREANNEHER  KEBAMZLTIIER

A B - E\;‘%W%I&*ﬁlﬂﬁﬂﬁéUMEﬂ?r?‘J
(MMgsMERR ) IAREIMERIGTEENESR
MR o T8 - ﬁﬁé&@ﬂﬁ?ﬁﬁﬂ%ﬁﬁ%ﬂﬁﬁ °

FF%E%&%I%“"TE’J“@E%xEPIWiTE A
EEE R —BRTEERMENGERE - HtbET
Wﬂﬂ%%@ﬂ’\ﬂﬁ%’&ﬂﬂ’ﬂ?.?imﬁ!éx/iiﬁ?réﬂﬁ
B - Singapore HAECO Pte. Limited B2 A /) & 1 /& 8 5%
IR P RRBERE -

MEBeFHRE2 B
SEFERPRERNT

RIAEHN (BA) /5

Group &£E
2008 2007
(in HKS Million) (BEEET)
Local Scheme (32) ) il &5
Expatriate Scheme (11) ) BIMEE
MPF, statutory and other defined contribution schemes 54 26 MiES AT NEMA T E ARG E
11 17
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17. Retirement benefits (continued) 17. EKEF 2)

(b) Defined benefits retirement schemes (b) RERAKBAEE
The amount recognised in the profit and loss account was made up as follows: m KM EENT

Group KB

Local Scheme Expatriate Scheme Total

AifE B3l BIMEEEE st

2008 2007 2008 2007 2008 2007
(in HKS Million) (EEEET)
Current service cost 101 97 5 5 106 102 AERBEER
Interest cost 76 77 4 4 80 81 FEER
Expected return on

plan assets (193) 71) (15) (13) (208) (184) S EIE ETE A B R

Net actuarial gains (16) (5) (5) (3) (21) (8) BE T8
Total (32) Q) (11) @) (43) 9) ok
Actual return on plan assets (962) 437 (81) 35 (1,043) 472 FEEENERER

The amount recognised in the balance sheet was determined as follows:

Group and Company &E R AR

NEERBERTHEDOSRBMT :

Local Scheme Expatriate Scheme Total
AitE Bt 5ME BT E st
2008 2007 2008 2007 2008 2007
(in HKS Million) (B¥EET)
At 31st December: TZA=t—-B#&E:
Fair value of plan assets 1,735 2,808 142 231 1,877 3,039 FEEERNATE
Present value of obligations ~ (1,790)  (2,203) (115) (131) (1,905)  (2,334) E&E’Ufﬁﬁ
Net (liabilities)/assets (55) 605 27 100 (28) 705 )| EEFE
Unrecognised actuarial ﬂiﬁﬁuﬁ* B/
losses/(gains) 212 (480) 27 (57) 239 (537) (Yezs)
Assets recognised in the REERERT
balance sheet 157 125 54 43 211 168 BRNEE

Movement in the assets recognised in the balance sheet:

Group and Company &E R AR

NEEABRRTHANEEEZE

Local Scheme Expatriate Scheme Total
AifE B3l BIMEBEE Bt
2008 2007 2008 2007 2008 2007
(in HKS Million) (B¥EET)
Assets at 1st January 125 121 43 36 168 157 —R—R&HEE
Increase due to: EINRR :
Total expense -
as shown above 32 2 11 7 43 9 BHRX — mE3
Contributions paid - 2 - = - 2 B [t 2k
TZH=+—H
Assets at 31st December 157 125 54 43 211 168 HEEE
Principal actuarial assumptions for the year: AEEEERERR :
Group and Company B &2 F
Local Scheme Expatrlate Scheme
At S5t BIMERETE
2008 2007 2008 2007
Discount rate 5.30% 3.50% 5.30% 3.50% BRI =
Expected rate of return on plan assets 7.00% 7.00% 7.00% 7.00% G BB E R E
Expected rate of future salary increases 3.61%  4.00% 3.01%  4.00% BEARRIEHE
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17. Retirement benefits (continued)
(b) Defined benefits retirement schemes (continued)

17. BRER ()

() 7

RERKEMEE ()

The movement in the fair value of plan assets of the year is as follows: REEHEEEALEEE T -
Group and Company & B R A 7]

Local Scheme Expatriate Scheme Total

AifEEE 2 BIMEBEHE st

2008 2007 2008 2007 2008 2007
(in HKS Million) (EgEET)
At 1st January 2,808 2,477 231 199 3,039 2,676 —A—B&#%H
Employer contributions - 2 - - - 2 EEHEK
Employee contributions - - 3 3 3 EEHX
Expected return on

plan assets 193 171 15 13 208 184 TEEEREER

Benefits paid (111) (108) (1) (6) (122) (114) RENE R
Actuarial (losses)/gains (1,155) 266 (96) 22 (1,251) 288 BE (BE) /W&
At 31st December 1,735 2,808 142 231 1,877 3,039 +_H —t+—RKE

The major categories of plan assets as a percentage of total plan assets are
as follows:

BEBABERAIGEEENE DR :

Group and Company &E R AR

Local Scheme Expatriate Scheme

AifE B a2l BIME B &2l

2008 2007 2008 2007
Equities 67% 73% 67% 72% PR A 25
Bonds 32% 27% 32% 27% &5
Cash and others 1% - 1% 1% He RHEM
Total 100% 100% 100% 100% @

Allowing for current market condition, a range of potential returns may be
expected for the Schemes’ invested assets. Based on the Schemes” benchmark
asset allocation of 70% in equities and 30% in bonds and cash, and allowing
for administration fees and other expense charged to the Schemes, the
Company has decided to adopt a long-term return of 7.0% per annum.

Expected employer contributions for the year ending 31st December 2009
are HK$124 million for Local Scheme and nil for Expatriate Scheme.

Other disclosures are as follows:

ERFR/HTHER - BHSHAEERENEE
AR BRI EEDR - ERZHEINEENE
ERRADZETHREARE L BOZ=1TN
NMEFERE L MEBHFEAHTRERR
HRAX  RAIRERMAEFAEN ZLOREE

ERBE_ZTAFT_A=1T—HLFE EIH
TS EMENRRAEE B -THEEL -
maEsME B A BIPERHRRAART -

HtyRBEERIT -

Group and Company £ &2 7]

Total 25t

2008 2007 2006 2005 2004
(in HKS Million) (BgagEr)
Fair value of plan assets 1,877 3,039 2,676 2,315 2,139 AEEENLNTE
Present value of obligations (1,905)  (2,334)  (2,155)  (2,052)  (1,929) BEERRE
(Deficit)/surplus (28) 705 521 263 210 (B8 B#
Experience gains/(losses) on NO}? FEAERTKE/
scheme liabilities 11 (11) 87 LB (B18)
Experience (losses)/gains on AEEERE (BE)/
scheme assets (1,251) 288 276 76 148 Wi
Note: This information is not reported as it is not readily available and is not required Biek: AARABRZHIEER - Bt &R0 &SR
by the Accounting Standards. ERD T8RS o
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18. Deferred taxation 18. BRI
The movements on deferred taxation are as follows: EEFIENEEH T

Group &E

Provisions
1
(in HKS Million) (B¥EET)
Deferred tax assets BRFIEEE
At 31st December 2006 12 “RERET A=+ R#EE
Charged to profit and loss account (4) RIB B S 88
At 31st December 2007 8 —ETHETA=1+—-REE
Credited to profit and loss account 24 R E&ERT R
At 31st December 2008 32 —EEN\F+-A=t—-HEE
Group &M
Accelerated  Retirement
tax benefit
depreciation assets
INRFEE BRE Others Total
e BE Hit Bt
(in HKS Million) (B¥EZT)
Deferred tax liabilities BEEFIEEE
At 31st December 2006 200 3] (5) 226 ZEERFTA=T—R&E
Charged/(credited) to
profit and loss account 17 (1) 9) (13) KRR [ (BER)
Charged to equity - - 13 13 PR %
At 31st December 2007 217 10 M 226 ZETHFT A=+ —HEE
Acquisition of a subsidiary company - - 37 37 BA-—ZRMEBAR
Charged to profit and loss account 2 - 12 14 ISR
Credited to equity - - (5) (5) Rz EC R
At 31st December 2008 219 10 43 272 —EEN\FE+_A=1+-HEKE
Company 2 7]
Accelerated  Retirement
tax benefit
depreciation assets
INERFEIE BRe Others Total
nE BE Hit Bt
(in HKS Million) (BEEET)
Deferred tax liabilities BEEFHIERE
At 31st December 2006 200 3] (5) 226 “EEAEF-ASt—REE
Charged/(credited) to
profit and loss account 17 1) 9) (13) REZRERZHE [ (RR)
At 31st December 2007 217 10 (14) 213 “ETLFT A=+ —HEE
Charged to profit and loss account 2 - - 2 PR T X
At 31st December 2008 219 10 (14) 215 —EENF+ZA=1+—H#&

Deferred tax is calculated in full on temporary differences under the liability ~— EERBENEBEEEIRERZE2HHE - BHEEH
method. The tax rate used in respect of Hong Kong deferred tax is 16.5% EENBERRANNEARS 2 TSN (Z22+EAR
(2007: 17.5%). Overseas deferred tax is calculated using tax rates prevailing 4> ++%%) « BINECFIBEAIR S A A ERFTIRA
in the respective jurisdictions. BB R Y o
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18. Deferred taxation (continued)

Deferred tax assets are recognised for tax losses carried forward to the extent
that realisation of the related tax benefits through future taxable profits is
probable. The Group has unrecognised tax losses of HKS47 million (2007:
HKS10 million) to carry forward against future taxable income. Tax losses of
HKS24 million will expire in 2013, HKS2 million will expire in 2028 and HKS21
million have no expiry date (2007: no expiry date).

19. Derivative financial instruments

18. EREBIE ()
BRANBEEBROEEHELSE - ReEABRET
BETREBAREREFERE S SRR - €05
BENTLABTNARIRERR (ST LFABYE
—FET) ALEEEATERRRA - B - TNEE
THREEEEN -E—ZFIH BE_BEINR
EBBAR T N\FHY mES-_T-EBTHH
EEENENEE (CTRLEREA) -

19. 5T &M I A

Group £E
Assets & EE Liabilities & &
2008 2007 2008 2007

(in HKS Million) (BEEET)
Forward foreign exchange contracts EHINES A

- cash flow hedges 56 157 19 - —REeREHH

- not qualified as cash flow

hedges 2 4 6 - — I RHeERREREHRTA

Total 58 161 25 = fBEt
Less: non-current portion: A EREED
Forward foreign exchange contracts = HIE & 4

- cash flow hedges 9 102 18 - — Re S
Current portion 49 59 7 - nEE S

The full fair value of a hedging derivative is classified as a non-current asset
or liability if the remaining maturity of the hedged item is more than 12
months and, as a current asset or liability, if the maturity of the hedged item
is not more than 12 months.

Forward foreign exchange contracts
The notional principal amounts of the outstanding forward foreign exchange
contracts at 31st December 2008 were HKS1,363 million (2007: HKS1,606
million).

The hedged highly probable forecast transactions denominated in foreign
currency are expected to occur at various dates during the next 36 months.
Gains and losses recognised in the cash flow hedge reserve in equity
(note 25) on forward foreign exchange contracts as of 31st December
2008 are recognised in the profit and loss account in the period or
periods during which the hedged forecast transaction affects the profit
and loss account. This is generally within 3 years from the balance sheet
date unless the gain or loss is included in the initial amount recognised
for the purchase of fixed assets, in which case recognition is over the
lifetime of the assets.

The maximum exposure to credit risk at the reporting date is the fair value
of the derivative assets in the balance sheet.

MR hIRE MRS RREA T @A HHITETR
E’JiiﬁlﬁﬂﬁA%&’\*ﬁﬁéFum@Jéﬁj@fﬁ1£ R uE b
BHANBRAIRTZEA  $HITATANZHAFE
E‘J%ﬁ”*ﬁ?%m%bﬁizﬁﬁfa C

ERINESD
R-ZZENF+-A=1+—R HAETEHINE
AHNEEASBREB T =BAT=BET (=
TELEREBTABEREET)

POMNEEHERE A MBA A R ENBHR S - B
HMRAR=TEARERLRET - R=F
FNAFt-_A=1—RB REHNESHNEST
RERELPHBRD BN LEE (HFE25) R
(%) BENBRERTER - £% (5) BR - %Y
HANBERRSHBRRRERTE S RAKER

BR=%E BEBNABECEBREERBERET
ﬁFMWJ%%W ERERT  BIRBENS®

/tr1>
—Hch-
=]
off
m
=
ﬂim

rmiEERRABITEEEREERABRAN
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Notes to the Accounts

R B M aE
20. Stocks and work in progress 20. FERRZEIR
Stocks and work in progress are stated at the lower of cost, calculated ona 5% Rk R T2 iR A A FI 5 E g p A B A 25
weighted average basis, and net realisable value. SEAE M E h B £ ABE o
Group & Company A7l
2008 2007 2008 2007
(in HKS Million) (B EET)
Carrying amounts at net realisable AR 2B E/EMIREE
value: Stocks 91 61 63 42 7E
The remaining balances are carried at cost. ER T AR R RIARK AR ABR o
21. Trade and other receivables 21. EZ REMEKFR

The credit terms given to customers vary and are generally based on their & TFEPHEEHRHFTEMER - —RIIREE 5008
individual financial strength. Credit evaluations of trade receivables are ~ HE&NME - SEEHRE FHRKFIEETEETMHE -

performed periodically to minimise credit risk associated with receivables. PORE SRR BOEERR -
Group £E Company A
2008 2007 2008 2007
(in HKS Million) (BEEET)
Trade receivables - BHRENFIE —
in HK dollars 102 82 102 82 BT
in US dollars 209 219 99 115 ETT
in other currencies 12 2 - - Hn B
323 303 201 197
Less: Provision for impairment
of receivables (20) (22) (19) (19) B EWFIEREERE
303 281 182 178
Amounts due from subsidiary
companies - - 99 69 FE LSS /B A 7] 50R
Amounts due from jointly
controlled companies 12 11 7 9 JE LS S 1% A B R
Amounts due from related parties 152 163 136 139 FEW B R A T 50R
Other receivables and prepayments 158 230 123 203 H o JEUGRIE R A KR
625 685 547 598

The fair values of trade receivables and other receivables are not materially ZoREWSIER E M ERZEN A TEELEAETE
different from their book values. The amounts due from subsidiary companies, EASR - MEBLAR KA RIRABEATKEED
jointly controlled companies and related parties are unsecured, interest free  Famifgm o RIRFEEHESMES -

and on normal trade credit terms.

The ageing analysis of these trade receivables is as follows: L EE HRKFBNRERSTIT
Group &8 Company A &]
2008 2007 2008 2007
(in HKS Million) (B¥EET)
Current 137 157 83 89 ENER
Up to 3 months overdue 105 128 39 101 BT HEA=EA
3 to 6 months overdue 3 17 2 7 BH=Z= A
Over 6 months overdue 78 1 77 - mEERR A A
323 303 201 197

56 Hong Kong Aircraft Engineering Company Limited Annual Report 2008



21. Trade and other receivables (continued)

The above included the receivables due from OASIS Hong Kong Airlines
Limited arising on various services performed by the Group. OASIS Hong
Kong Airlines Limited and OASIS Growth and Income Investments Limited
entered into liquidation on 11th June 2008. In accordance to a consent
summons filed jointly together with the Provisional Liquidator, which was
granted by the court in early May 2008, an amount of HK$86 million from
the net proceeds of aircraft sales had been deposited into a separate bank
account pending determination of the Group's claim by the court.

At 31st December 2008, trade receivables of the Group of HK$20 million
(2007: HKS35 million) and of the Company of HKS$19 million (2007: HKS19
million) were considered impaired and provided for. The impaired trade
receivables relate to customers which are in unexpectedly difficult financial
situations and it was assessed that a portion of the receivables would be
recoverable. The ageing of these receivables is as follows:

21. EZ REMBEWRE @)

B REEREAMEER ARG EEMEEN TR R
B AR ENIE - HREBMEFRAF K Oasis
Growth and Income Investments Limited i ZZZ \F 7%
A+—B#TER - ERER ST N\FRAMETH
ENREE SECEBRREBARAEEERRE R
BRENBRER HERBMEREFET  —ZRH
AENTABETHRECER —EBIMRTS O
F o BREREENERRRELEARRLE

R-ZEN\FT-A=1—H EERRERELZIE
ERENEFRUGERER —_TEL (CTTLFEREY
=ThEER) MARRMELE EEENE S EKRE
AR -—ThRBL (C22LEREK-—THLEER
) © MEMNE BRBTIRY KRB 2 SN SRR
BP - T RRGUAR A YE o 1t % EURIR AR
U

Group &E Company A 7]
2008 2007 2008 2007
(in HKS Million) (BEEET)
Up to 3 months overdue - 25 - 13 BT HEA=EA
3 to 6 months overdue - 10 - 6 BHP=Z= A
Over 6 months overdue 20 - 19 - BHIRE RN E A
20 35 19 19

Movements on the Group's provision for impairment of trade receivables
are as follows:

SEHEZRUTBEREREERNESNT :

Group &2 Company A 7]
2008 2007 2008 2007

(in HKS Million) (BEEET)
At 1st January 22 4 19 1 R—H—H
Provision for impairment

of receivables 1 19 - 19 FBRFEREER
Unused amounts reversed (3) (1) - (1) AREERR
At 31st December 20 22 19 19 R+=A=+—H

The creation and release of the provision for impaired receivables has been
included in cost of direct material and job expenses in the profit and loss
account. Amounts charged to the allowance account are generally written
off when there is no expectation of recovering additional settlement.

The maximum exposure to credit risk at the reporting date is the fair value
of each class of receivable mentioned above. The Group does not hold any
collateral as security.

EUGEREEBNELEED  ERABRRRNER
MRERRTERXET - ABRH P ERDEINNE
o B R ABERE SE - REHEH -

REEENRREERR A LESRAEKEN AT
{# - REYERATMERRESERY -
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Notes to the Accounts
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22. Trade and other payables

2. ESRHEMEMRIE

Group £E Company A &]
2008 2007 2008 2007
(in HKS Million) (BEEET)
Trade payables 133 112 14 23 BHEMNRIE
Amounts due to subsidiary
companies - - 4 6 FER KB A RIA
Amounts due to jointly controlled
companies - 1 - 1 ANE:S NG
Amounts due to related parties 26 25 24 24 Eﬁﬁﬁﬁﬁﬁj\im £
Other payables and accruals 953 1,103 651 570 H fth JE A 5008 K AT BR IR
1,112 1,241 693 624
Less: non-current portion: B ERBED
Other payables - 224 - - H & < 5018
1,112 1,017 693 624
The ageing analysis of trade payables is as follows: BHRNFIANRRAFTWT
Group B Company 27l
2008 2007 2008 2007
(in HKS Million) (BEEET)
Current 124 99 6 10 BN E
Up to 3 months overdue 9 11 8 11 B EA=EA
3 to 6 months overdue - 1 - 1 A=A
Over 6 months overdue - 1 - 1 B ERERR < 8 A
133 112 14 23

The fair values of trade payables and other payables are not materially different
from their book values. The amounts due to subsidiary companies, jointly
controlled companies and related parties are unsecured, interest free and

on normal trade credit terms.

Subsequent to 2007 year end, TAECO cancelled declared dividends of HK$671
million, grouped as other payables under current liabilities and non-current

liabilities respectively at 31st December 2007.

23. Borrowings

féf%J%H%ﬁl@&ﬁﬂw&ﬁ?ﬁﬁEﬁ"%ﬂﬁéﬂﬁﬁ%ﬁ@jﬁﬂ
ERDR - BNWERR  RERFAREBEALHOR
B REER ﬁ%\&h&%%ﬁ%ﬁfﬁﬁﬂ

EFAGRBIEARAN _FTLFEFREMBETRK
EREAELT-AEL ZKER_FTLF+_-A
=T-REEAFNARBABERIERBAEETHE
o R 5RR

23. &

Group £
2008 2007
(in HKS Million) (BEGET)
Short-term loans - in HK dollars 57 109 RHBER — A1
- in US dollars 230 - — =9
- in other currencies 2 - — Hih B
289 109
Long-term loans at amortised cost REBHAANORAER
- in US dollars 388 - — XL
677 109
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23. Borrowings (continued) 23 B (&
The maturity of long-term loans is as follows: E,HHEME’\J,HWEKZDT :
Group &£E
2008 2007
(in HKS Million) (BEEET)
Bank loans (unsecured): BIIER (BER) :
Repayable between 2 and 5 years 388 - MEZRENER

The exposure of Group's borrowings to interests rate changes and the contractual

REER  SEESEERMXECHRRARENE

repricing dates at the balance sheet dates are as follows: FEIERHIT
Group £E
2008 2007
(in HKS Million) (BEEET)
6 months or less 677 109 SN EASAT

Total effective interest rates per annum at the balance sheet date are as

NEE BN ERFENR@EFIT -

follows:
Group £E
2008 2007
HKS 7t USS &7t Others Eft HKS Bt USS =7t Others Eh
(%) (%)
Short-term loans 1.45-5.15 1.70-4.08 504  3.93-6.67 - - RHEN
Long-term loans - 2.50 - - - - REEN
The carrying amounts approximate their fair values. HEmEEATEES
24. Share capital 24, R
Company ‘A #]
2008 2007

Number Number

of shares HKSM of shares HKSM

g 42 BEBRET g 4E) AEBET
Authorised: EERA
Ordinary shares of HK$1.00 each BREEB%1.007T L ER
At 31st December 210,000,000 210 210,000,000 210 +-A=+—HKE
Issued and fully paid: BEITRAEHRA :
Ordinary shares of HKS$1.00 each FREEBE1.00TEBR
At 31st December 166,324,850 166 166,324,850 166 TZA=+—HEE
During the year under review, no purchase, sale or redemption of the shares ~ EBERNFER * AR RENMB A AT REEFBHER

of the Company has been effected by the Company or its subsidiary companies
on the Hong Kong Stock Exchange.

SREE - EHEBEARIERRLS -

EARBIRERAA_TTN\FHREE 59



Notes to the Accounts

ik B M=

25. Reserves 25. &
Capital Exchange Cash flow
Revenue redemption translation hedge reserve
reserve reserve reserve Rene Total
etz BAWE 1 B 5 Fapil= #Et
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
(in HKS Million) (BEEET)
Group 5B
At 1st January 4,132 3471 19 19 11 7 81 2 4243 3499 —H-H#E
Profit attributable to the
Company's shareholders 1,138 1,073 - - - - - - 1,138 1,073 ADARREERS
Previous year's final dividend
paid (366) (266) - - - - - - (366) (266) EFNLFEREKRS
Current year's interim dividend
paid (155)  (146) - = - = - - (155) (146) ERNAEERHRE
Cash flow hedges Bemgdn
- recognised during the year - - - - - - (38) 93 (38) 93 — FRERR
- deferred tax recognised - - - - - - 3 7 3 ) — BB A
- transferred to the profit
and loss account - = - = - = 299 @) (9 () @ —EREZEXE
Exchange differences - = - = ) 4 - = (1) 4 [ERET
At 31st December 4,749 4,132 19 19 10 11 17 81 4795 4243 +tZA=+—R#E
Company NE
At 1st January 3291 2316 19 19 - - - - 3310 2335 —H-B#HE
Profit attributable to the
Company's shareholders 550 1,387 - - - - - - 550 1,387 ADARREER
Previous year's final dividend
paid (366) (266) - - - - - - (366) (266) ENLFERERE
Current year's interim dividend
paid (155)  (146) - - - - - - (155) (146) ERNAFERHKS
At 31st December 3,320 3,291 19 19 - - - - 3339 3310 T-A=t—HEHE

D

WERESEAFERZENRAKRE () BEZE
+TNEET (ZETLEABE=RB T EET) °

The revenue reserve includes HKS374 million (2007: HKS$366 million)
representing the recommended final dividend for the year (note 11).

cl

26. Minority interests 6. DB RELR
Group %2
2008 2007

(in HKS Million) (B¥EET)
At 1st January 485 682 —H—B#&E
Minority interests in new subsidiary company 36 47 REHBARN D ERRER
Capital contribution from minority interests 35 - PEHBRETE
Minority interests’ share of profits 212 242 D BRI TR AR 2 ) 1 5
Dividends cancellation/(paid and payable to) BREBUE/ (BERNMENT) PEMRE

minority interests 224 (546) T HO R S
Exchange translation reserve (3) (1) B 5
Cash flow hedge reserve (50) 61 BemsrrE
At 31st December 939 485 TZA=+—H#&E

60 Hong Kong Aircraft Engineering Company Limited Annual Report 2008



27. Receipt in advance

Advanced payment was received from Cathay Pacific Airways Limited in 2005
for storage services charges up to June 2018. At 31st December 2008, the
current portion included in other payables under current liabilities is HKS11
million (2007: HKS11 million) while the non-current portion is HK$90 million
(2007: HKS101 million).

28. Notes to the consolidated cash flow statement
(@) Reconciliation of operating profit to cash generated from operations

27. R RIE
BERFBNEEMEERARIRN_EES ﬁfﬁﬁﬁiﬁf?
REE-T—N\FXA E’]F%T_HW%%E’\JTEHEEE
ZNF+_A=+—HEE ERERDEEBETEM
ENFBENRSES AEE—T—BET (ZETLFA
BE—T—FET) HﬁéE/@huB‘ﬁlJﬁl’éﬂM¥%i
(CRELFAEE—ET-EET) -

28. GEBERERMT
() EXEMNEEFEFNRSHER

Group 5B

2008 2007
(in HKS Million) (B¥EET)
Operating profit 1,010 979 = 5 A
Depreciation, amortisation and impairment provision 305 258 E BHEIAEES
Other gains - net (34) (18) Hin R — 358
(Profit)/loss on disposal of property, plant and equipment (6) 1 HEME  WEREE (BR) BB
Operating profit before working capital changes 1,275 1,220 Rt 2 EEEBMNEEHEF

Increase in retirement benefit assets (43) (11) BREHEEEM

Increase in stocks and work in progress (32) (33) FERARTIEEM
Decrease/(increase) in trade and other receivables 33 (144) B 5 REM BRI/ ()
(Decrease)/increase in trade and other payables (29) 49 BHREMENTIE (ORD) /B
Decrease in receipt in advance amn (11) FEUWRIE RS

Cash generated from operations 1,193 1,070 EEEENERSE

(b) Analysis of deposits and bank balances at 31st December

(b) TZA=1+—REENERRBITHETIT

Group £E
2008 2007
(in HKS Million) (EEHET)
Cash and cash equivalents 881 859 RekFHeEEY
Deposits maturing after three months 11 17 B =8 A B HBHFER
892 876

The effective interest rates on these deposits of the Group ranged from
0.01% to 4.14% per annum (2007: from 0.88% to 5.19% per annum)
and of the Company ranged from 0.01% to 1.25% per annum (2007:
from 0.88% to 5.19% per annum). These deposits have an average
maturity of 25 days (2007: 30 days) for the Group and 25 days (2007:
24 days) for the Company.

/Ellﬂj—rﬁ TNERFEXEEFEIZTHT—

AZEE—N (ZESLFAMEFEIZEY
)\)\iﬁnZBi%E*h)T\i?' INGIER-3 RSl
REFEICSHE 20— "R (=%
+tFARBFEIZSHN\\ZESZHEE )
TE - ERNSFEFRNTEEBRA=-THA (=2
THER=TRH)  AfARZTHA (Z2ZLF
AZTHA) -
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29. Capital commitments
Group £

29. EAEIE

Company 7]

2008 2007 2008 2007
(in HKS Million) (BEEET)
Contracted but not provided for
in the accounts 459 396 407 129 IEETAVB R FEBRIB A (A
Authorised by Directors but not
contracted for 1,786 1,436 121 618 REZF/IEBRTH
2,245 1,832 528 747
The Group's share of capital
commitments of jointly controlled LT EEEE G LT
companies not included above: NAIMEREENT
Contracted but not provided
for in the accounts 136 19 RETAVBERERIBFR (ELEE
Authorised by Directors but
not contracted for 138 76 REZRIABRTH

Capital commitments mainly relate to the construction of the third hangar
at the Hong Kong International Airport by the Company, and the sixth
hangar by TAECO and engine overhaul facilities by TEXL at Xiamen,
Mainland China.

30. Contingencies

BARETERAMARAIREEERHSAEE=|
BE AREMAAGREIEARMEMARLESK
RAIRPEABEF D A BEZE R EEERSIZEXE

AX I ©

30. REEE

Company A ]

2008 2007
(in HKS Million) (B EET)
Guarantees provided in respect of bank loans of a
subsidiary company 421 - EH—KMERAMNRITETREER
31. Lease commitments 3. HEAE

At 31st December 2008, future aggregate minimum lease payments under
non-cancellable operating leases were as follows:

“EE\FH-A=+TREE RTARHEXHEE
BAARRERE S B@EEMT

Group £E Company A #]
2008 2007 2008 2007
(in HKS Million) (BEEET)
Land and buildings THREF
Leases expiring: MR
Not later than 1 year 99 76 98 75 —ER
Later than 1 year but not
later than 5 years 391 319 390 318 —FRERFN
Later than 5 years 2,340 2,016 2,340 2,016 hFE
2,830 2,411 2,828 2,409
Rotable spares Al 15 B E2
Lease expiring: MR HREERE
Not later than 1 year - 13 - 13 —ER
2,830 2,424 2,828 2,422
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32. Business combinations

On 26th June 2008, the Company and TAECO acquired 75.01% and 10.00%
interests respectively in TEXL, a company that provides overhaul, maintenance
and test services for aircraft engines. The Group's effective shareholding is
80.67%. As part of the transaction the Group also entered into a Branded
Service Agreement for TEXL to acquire a GE-Branded Service Agreement with
the right to maintain GE90 engines for a period of 22 years. The Group's
share of total consideration for the acquisition of TEXL and the GE-Branded
Service Agreement was HK$636 million.

No revenue and loss of HK$23 million were contributed to the Group for
the year from TEXL to 31st December 2008. If the acquisition had occurred
on 1st January 2008, the Group’s consolidated turnover and consolidated
profit for the year would have been increased by HK$18 million and decreased
by HKS11 million respectively.

(@) Details of goodwill and net assets acquired are given below.

3. ¥%E 6t

“EENFAAZHAR AREEMAERBEIRA
AP RBAEPIAGEPRARNES 2t TEEE R
ARz TR EPAREDBARRERRIIEA
5 BERASRS - EEOERRELEH 2N\
At EAR N5 RN RERBHE
BEHSE  BERALEEBRARNRESAE -+ 55k
GEQOZ 52| 1| - SEELBARPALEDRA
ARAEAERRERB G ENERERSENEZTA
BB

E-RTN\FTA=FT B EMALEHRAF
RERLESEETREE  FROBRA/EE T
“HET MKETHR_TTNF—A—H#ET A
FAKENGEEXAB RGN D RIEMEE—
TNRELRRL B —T—BET-

() BERFEEEHEFENT :

(in HKS Million) (B¥BEET)
The Group's share of purchase consideration is as follows: SEEEBEREWMT
Cash paid 227 P&
Deferred consideration 409 BIER(E
636
Fair value of net identifiable assets acquired (606) ARmEEEFEATE
Goodwill 30 B

The goodwill is attributable to TEXL's strong position and profitability in
its market and the significant synergies expected to arise after its acquisition
by the Group.

The assets and liabilities arising from the acquisition are as follows:

BERAEMATEDRARETSABREML
LBMESN - ARBEKERERSEHRERN K
FIREMEL

WEAELNBERAENT

Acquiree’s
carrying
amount
Wl Fair value
FIRRE NFE
(in HKS Million) (B¥EET)
Cash and cash equivalents 21 21 RekBHeEEY
Land use rights 18 77 T
Property, plant and equipment 192 280 Y ER ST
Payables (97) (97) &S 3IE
Deferred tax liabilities - (37) EERIBEEE
Net assets acquired 134 244 FrBEEEFE
Intangible assets acquired 507 507 FrEELEE
641 751
Minority interests (145) DER R
The Group's share of total net assets acquired 606 SEREMBEEFERE
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32. Business combinations (continued)
(b) Details of cash outflow on acquisition are as follows:

3. ¥BE66t )
(b) WBRELANRSTLFBOT

(in HKS Million) (BEEET)
WEEPMALZESEARNR R LR

Outflow of cash to acquire TEXL, net of cash acquired: FrRRE :

The Group's share of cash consideration 227 SEEGERERE

The minority’s share of cash consideration 12 PERREERENE
Total cash consideration 239 ReRBEG
Cash and cash equivalents in TEXL 1) REFIAGZSEAFNRE KRS EEY
Cash outflow on acquisition 218 RERELOR SR

33. Related party and continuing connected transactions

The Group has a number of transactions with its related parties and connected
persons. Details of the remuneration of key management are set out in note
6. All trading transactions are conducted in the normal course of business
at prices and on terms similar to those charged to/by and contracted with
other third party customers/suppliers of the Group. The aggregated transactions
and balances which are material to the Group and which have not been
disclosed elsewhere in the annual report are summarised below:

BEREAIRBFERERS
EEBETHREAIRGRHERS - SERNTEE
BABREMMSTE - RHE65M - AR SHEILE
FEBREFTHT  HERRKHEEBEEME=FE
B/SEFMER/RETTONEEREEEE - £8
MEARABELFRAMEGEENR S BB REH
MWEWMT :

Jointly
controlled Other
companies parties Total
HIERA] Hi A+ st
Note
Wizt 2008 2007 2008 2007 2008 2007
(in HKS Million) (BEEET)
Revenue from provision of services: R RBATFHRA
Cathay Pacific Airways Limited
Group a - - 2,069 1,831 2,069 181 EEMEERAANEE
Other revenue b 99 134 - - 99 134 Hi A
99 134 2,069 1,831 2,168 1,965
Purchases: BEIEA
Costs payable to John Swire & BB R B
Sons (H.K.) Limited under ALEEFRAR
services agreement XfTEE R
- Service fees payable during
the year a 35 33 35 33 — FARNREE
- Expenses reimbursed at cost  a 28 19 28 19 — BREARZEBR
Subtotal a 63 52 63 52 Nt
— Share of administrative
services 3 2 3 2 — DEATHURS
Total 66 54 66 54 st
Property insurance placed through M—RAXGROBRAA
SPACIOM, a captive insurance 2ERENEBERER
company wholly owned by AAISPACIOMIZ (R #) 81 2
Swire Pacific Limited 4 4 4 4 Rpe
Spares purchases from
Cathay Pacific Airways Limited 61 18 61 18 MBEZEMZEABBEESE
Other purchases c 8 8 12 16 20 24 HiEEER
8 8 143 92 151 100
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33. Related party and continuing connected transactions

(continued)

Notes:

d.

These transactions fall under the definition of “continuing connected
transactions” in Chapter 14A of the Listing Rules as detailed in note e.
The other transactions are not connected transactions or continuing
connected transactions which give rise to any disclosure or other obligations
under Chapter 14A of the Listing Rules.

Other revenue from jointly controlled companies mainly came from the
provision to HAESL of engine component repairs and facilities rental on
an commercial arm'’s length basis and of certain administrative services
charged at cost.

Purchases from jointly controlled companies comprised mainly aircraft
component overhaul charges by HAESL.

Amounts due from and due to jointly controlled companies and other
related parties at 31st December 2008 are disclosed in notes 21 and 22
to the accounts.

Continuing connected transactions during 2008:

The Group had the following continuing connected transactions, details

of which are set out below:

(a) Cathay Pacific Airways Limited (“CX”)
The Company entered into a framework agreement (“Framework
Agreement”) with CX on 21st May 2007 for the provision of services
by the Company and its subsidiaries (“HAECO Group”) to the aircraft
fleets of CX and its subsidiaries (“CX Group”). The services comprise
line maintenance, base maintenance, comprehensive stores and
logistics support, component and avionics overhaul, material supply,
engineering services and ancillary services at Hong Kong International
Airport, Xiamen or other airports. Payment is made in cash by CX
Group to HAECO Group within 30 days upon receipt of the invoice.
The term of the Framework Agreement is for 10 years ending on
31st December 2016.

CX is a substantial shareholder and therefore a connected person
of the Company under the Listing Rules. The transactions under
the Framework Agreement are continuing connected transactions
in respect of which an announcement dated 21st May 2007 was
published and a circular dated 5th June 2007 was sent to
shareholders.

For the year ended 31st December 2008, the fees payable by CX
Group to HAECO Group under the Framework Agreement totalled
HKS2,069 million.
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=r
=
HJ

&

ﬁﬁﬁﬁki&% BEXRS (4

WERGHEALTRAETHAZ [HERERS ]
MERER - FERMEeIR - Rt R 5 HRE
TTRAETOARY AT REIBETEBER
MEERX FRITERERS

REABERANBATIEZREREEMELBRE
ERB D RIRH A S EBHEERSE RIZAFEE
RAISRBBES - ARERARERENE TR
s

o

B

L =R
& AR5

RRABENRBEIERRNBEME
RRXMNREEAREERR -

R-ZENF+-A=1—8  #2RQ T&W‘MH
BAARAEEOFAER KERRRAMRARL
HISUR - R B BT EE21 228 -

:gg/\iﬂ'ﬁ%ﬁfﬁkﬁ% 1

SEENTHRERERS - FEA T :

(@) BIFEMmZEBRAA] (f.fﬁﬁf?])
NRAR_ZEELFRA-+—HEREMZ:
VERGE ([EXRBZE]) - aRFAREKREA
A ((BRIEEE]) REEMEREMNEAF
(TBERMZ=EE]) MEKRERS - BERE
BDREREBEBE#S « B E 5 RE Eh
P BEMEE  REAERROGIE B
HRMEANE  DHEE  TRRBREER
%o BEMESEERRABER=1TRA " b
ReTHTHERIREER - ERGENFRA
T EZE-RFT-A=+—Hit-

BREMZEADANTIERR - FHRELETR
RIDARMEEAL - REERGEMETH
RHNFHERER S RRAEHE -_ZTLF
At RAMBHLE  YEK_TFLF

NARAREERRBEERE -

S g?\/\ﬁ‘l-:ﬂ =T-RLEFE - BF
MEEERBERGARINTERTIZEE
B’U%Fﬁ%ﬁ%ﬁﬁ/’%ﬁ%:

TEATLAEET
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33. Related party and continuing connected transactions

(cont

inued)

Notes: (continued)
e. Continuing connected transactions during 2008: (continued)
(b) John Swire & Sons (H.K.) Limited (“JSSHK”)

Pursuant to an agreement dated 1st December 2004, as amended
and restated on 18th September 2008, (“JSSHK Services Agreement”)
with JSSHK, JSSHK provides services to the Company and its
subsidiaries. The services comprise full or part time services of
members of the staff of the Swire group, other administrative and
similar services and such other services as may be agreed from
time to time. They also include advice and expertise of the directors
and senior officers of the John Swire & Sons Limited (“Swire") group
including (but not limited to) assistance in negotiating with regulatory
and other governmental or official bodies, and in procuring for the
Company and its subsidiary, jointly controlled and associated
companies the use of relevant trademarks of the Swire group. No
fee is payable in consideration of such procuration obligation or
such use.

In return for these services, JSSHK receives annual service fees
calculated as 2.5% of the Company’s consolidated profit before
taxation and minority interests after certain adjustments. The fees
for each year are payable in cash in arrears in two instalments, an
interim payment by the end of October and a final payment by the
end of April of the following year, adjusted to take account of the
interim payment. The Company also reimburses the Swire group at
cost for all the expenses incurred in the provision of the services.

The current term of the JSSHK Services Agreement is from 1st January
2008 to 31st December 2010 and is renewable for successive periods
of three years thereafter unless either party to it gives to the other
notice of termination of not less than three months expiring on any
31st December.

Swire is the ultimate holding company of Swire Pacific Limited which
owns approximately 33.52% of the issued capital of the Company
and JSSHK; a wholly owned subsidiary of Swire, is therefore a connected
person of the Company under the Listing Rules. The transactions
under the JSSHK Services Agreement are continuing connected
transactions in respect of which announcements dated 1st December
2004, 7th March 2006 and 1st October 2007 were published.

For the year ended 31st December 2008, the fees payable by the
Company to JSSHK under the JSSHK Services Agreement totalled
HKS35 million and expenses of HK$28 million were reimbursed
at cost.
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34. Principal subsidiary and jointly controlled companies

3. —_EBN\E+ A=+ -HEEMEE

at 31st December 2008 MEARRLERT
Owned by
subsidiary
Place of and jointly
incorporation controlled  Attributable
and operation Owned companies  to the
etz Principal activities Issued share capital directly W@ & itiE  Group
R TEXH EETRA EEEA fAEE  £BE
Subsidiary Companies:
il NG
HAECO ATE Component Service Limited ~ Hong Kong  Aircraft component repair Share capital of HK$2,000,000 100% - 100%
0 services 712,000,000 A& 2
R I B2 R
Singapore HAECO Pte. Limited Singapore  Line maintenance Share capital of SGD1 100% - 100%
I INEY 1B CIIE R0 i N
Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft overhaul Registered capital of 56.6% - 56.6%
Company Limited* EF and maintenance US$41,500,000
EFAGRETIRARAD* A R ERTE 41,500,000 7o it & A&
Taikoo Engine Services (Xiamen) Xiamen Commercial aero engine Registered capital of 75% 10% 80.7%
Company Limited* B overhaul services US$63,000,000
EFAGEDRBRBEERAR* ARSI ERE R 63,000,000 7t 71 & 2
Taikoo (Xiamen) Landing Gear Xiamen Landing gear repair and Registered capital of 50% 10% 55.6%
Services Company Limited** EM overhaul US$13,890,000
EMALREREERBAR DA FEEREERAE 13,890,000 7t it & A
Jointly Controlled Companies:
HENTE
Dunlop Taikoo (Jinjiang) Aircraft Tyres Jm]]ang Tyre services for commercial ~ Registered capital of 28% 9% 33.1%
Company Limited* BL aircraft US$5,000,000
BIBREALGRERRERAA* 78 A R 8 B PR 75 5,000,000 7T =t i & A
Goodrich Asia-Pacific Limited Hong Kong  Carbon brake machining Share capital of HK$9,200,000 49% - 49%
BB and wheel hub overhaul 719,200,000 7T B A
REEHHDHRERAE
Goodrich TAECO Aeronautical Systems Xiamen Aircraft fuel control, flight Registered capital of - 3500 19.8%
(Xiamen) Company Limited** B control and electrical US$5,000,000
EMREAGFMERA R component repairs 5,000,000 T £ & AR
REPORZE I - B E &
RERBHER
Honeywell TAECO Aerospace Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.7%
(Xiamen) Company Limited* B avionic component and other  US$5,000,000
EMERERALGFMARAA aviation equipment repairs 5,000,000 7T it & A
RERE - RE - B R
Hitfn = sk B IS 2 R %
Hong Kong Aero Engine Services Limited# Hong Kong  Commercial aero engine Share capital of HK$200 45% - 45%
BEMELDRECREARR BB overhaul services 200 7T B A
Eibil ElE-INCY S
Singapore Aero Engine Services Singapore  Commercial aero engine Share capital of - 20% 9%
Pte. Limited* EARIIE overhaul services US$54,000,000
HMEMERSREEREERD ARSI ERE RS 54,000,000 7T 55 & A<
Taikoo (Shandong) Aircraft Engmeermg Jinan Heavy maintenance services  Registered capital of 30% 10% 35.7%
Company Limited** it for narrow-body aircraft RMB200,000,000
WERA L R TRARA A B AR EE IR 200,000,000 A X ¥ AT} & A
Taikoo Spirit AeroSystems (Jinjiang) Jinjiang Composite material aeronautic Registered capital of 340 9% 38.7%
Composite Company Limited*# B parts/systems repair, US$8,480,000
BIAGZUHEAMBARD manufacturing and sales 8,480,000 Tl & A
BEMBMZEZH | 25
B2 EREE
Principal subsidiary and jointly controlled companies are those which, inthe ~ FEMBARRARATIREERRARUEELXERE
opinion of the Directors, materially affect the results or assets of the Group. EREETZENNA o
* Equity joint venture incorporated in Mainland China. * AR RHIEMEIHARR A ERE o
* Companies not audited by PricewaterhouseCoopers. + BEREFNESHMESHTMEERN AT
BERRBIRERDA_STN\FREE 67



Principal Accounting Policies
FTESTER

1. Basis of preparation

The accounts have been prepared in accordance with Hong Kong Financial
Reporting Standards (“HKFRS”) and under the historical cost convention as
modified by the revaluation of financial assets (including derivative instruments)
at fair value through profit or loss.

The preparation of accounts in conformity with HKFRS requires the use of
certain critical accounting estimates. It also requires management to exercise
its judgement in the process of applying the Group's accounting policies.
The areas involving a higher degree of judgement or complexity, or areas
where assumptions and estimates are significant to the accounts, are disclosed
in note 3 to the accounts.

In 2008, the Group adopted the following new or revised standards and
interpretations of HKFRS below, which are relevant to its operations. Where
applicable, the 2007 comparatives have been amended as required.

1. wERA
BRE DIRBE BN S REENRKEE KRR AR
8 WRATEIABSENHEEE (BETETL)
MBI BT -

EREEMHRELNRREE  FRELETEEN
Sitfha TREEEEARARENEHBRRBRET
TEHE - P RERRIEEMOEE - LFAERR
R HREAEAY ENER - NREMEIRE -

E-TENF  EERANTHIRELTOE BT
BELAURRE  HSEARRBRAEHLEAN -
WER - SPPLFOLRBEE ERE T

Bk (ERYBRERE

BERBREENFIR — &

HK(IFRIC)-Int 11 HKFRS 2 - Group and Treasury Share

Transactions

Z8g) —REFNE | BREERNRS
BE (ERMBRERE | RESHRRH

HK(IFRIC)-Int 12 Service Concession Arrangements

HK(IFRIC)-Int 14 HKAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their

Interaction

Z8®) —REBENR
4 (ERMBRERE
ZEQ) — RBEUR

BEREAF19% — AT
RHEENRE REESE
KR EAEE R EE

The Group has not early adopted the following new standards or interpretations
that have been issued but are not yet effective. The adoption of such standards
or interpretations would not result in substantial changes to the Group’s
accounting policies.

SEYERARAATEREMEREROHTEA KR
B RaLSESRBEr e RENSH RREKE

Effective for
accounting periods
beginning on or after

KB -

EERZ K

FiRE RSN
ERSIENE | HERRNZE| ~TIAF A8
% (1)
BEEHENES | BRER | “TIAE-A-H
% (1))
BESIENEY | BAREUHE| ~TIAFLA-A
% (B1]) %
TEMBAER | BARRINE| —2EnF—A-A
%1% — BREA | §% — RAN
ERUBRELY | HELA AR
RESEIENE | EHERGEY
EE] DA
BEUBRERY | CRAH | “PEAFLA-E
£3% (84)
TEUBMERN | BEHE | —PEAE-A-H
%05

HKAS 1 (Revised) Presentation of Financial 1st January 2009
Statements

HKAS 23 (Revised) | Borrowing Costs 1st January 2009

HKAS 27 (Revised) | Consolidated and Separate | 1st July 2009
Financial Statements

Amendments to Consolidated and Separate | 1st January 2009

HKFRS 1 - First- Financial Statements -

time adoption of Cost of an Investment in a

HKFRS and HKAS Subsidiary, Jointly Controlled

27 Entity or Associate

HKFRS 3 (Revised) | Business Combination 1st July 2009

HKFRS 8 Operating Segments 1st January 2009

68 Hong Kong Aircraft Engineering Company Limited Annual Report 2008




1. Basis of preparation (continued)

1. wBFRA ()

2. Basis of consolidation

The consolidated accounts incorporate the accounts of the Company and its
subsidiary companies made up to 31st December.

Subsidiary companies are fully consolidated from the date on which control
is transferred to the Group. They are de-consolidated from the date that
control ceases.

The purchase method of accounting is used to account for the acquisition
of subsidiary companies by the Group. The cost of an acquisition is measured
as the fair value of the assets given, equity instruments issued and liabilities
incurred or assumed at the date of exchange, plus costs directly attributable
to the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their
fair values at the acquisition date, irrespective of the extent of any minority
interest. The excess of the cost of acquisition over the fair value of the
Group's share of the identifiable net assets acquired is recorded as goodwill.
If the cost of acquisition is less than the fair value of the net assets of the
subsidiary company acquired, the difference is recognised directly in the
profit and loss account.

Effective for EERAS 2
accounting periods Rine gt ER
beginning on ERNBREEANZE — BT TEA
BEEGT LS | HBRENZR| —STNF-A-H
Improvements to HKFRSs — Amendments to: EH))
HKAS 1 (Revised) | Presentation of Financial 1st January 2009 BRI RARLS | KR “EENF-AA
Statements BEEHENETR | HEREX —EZNE-H—H
HKAS 2 Inventories Ist January 2009 ERRIRAR 65 2§ BER | SREAF-A-H
HKAS 7 Cash Flow Statement 1st January 2009 FhehEiS 9% EBEF —EEAE—F—8
HKAS 16 Property, Plant and Ist January 2009 BBGIRAIRIG| EHEA “EENF-A-A
Equipment (E”D :
: BAGHERENR| GARBUME| —TENF—A—-H
HKAS 19 Employee Benefits 1st January 2009 H%
HKAS 23 (Revised) | Borrowing Costs 1st January 2009 BRI RARING| AECREn | FFAF-A-A
. & @E ‘;&Elﬁ 5 ,éf ), —ZZ — A
HKAS 27 Consolidated and Separate 1st January 2009 ?% i J%%u EW — i
FmanC[al Statements é%@ﬁ”ﬁﬁu 38 L ﬂﬁ/ﬁ? 422ﬂ¢*ﬂ*5
— BEGERE30%| eRTA - BR| _STNFE-A—H
HKAS 31 Interests in Joint Ventures 1st January 2009 nitg
HKAS 36 Impairment of Assets 1st January 2009 BEMBRERN | HEFENEE —FEAFLA-A
_ F5% BEEMA I
HKAS 38 Intangible Assets 1st January 2009 2
HKAS 39 Financial Instruments: 1st January 2009
Recognition and A
r e R A
Measurement . maRA
ﬁf‘* H B N + 5 = o —
HKFRS 5 Non-current Assets Held for | 1st July 2009 Rl A SRl ==
Sale and Discontinued FOREH -
Operations

MEBARGREEHEREEE AR ERAC2EA
AHREERRA - WHRREETIKIE 2 BRI EE R
SR AE B -

SENBREENZARERANMBRRIIE - BEX
AR HEAMBEENATE  METHESITE
TA URMEASAENAE NLEZRERERS
malERKAGE - ERRAGHBRETELNAHZMN
BEE BENIARE ONBEEAREATEE
HNFHE  MAZREMREN D BRRES - LB
BERAMGEERETARMBEEFERNRE A
BEJIK - MBEANERAEANB LR EEFEN
AYE HERRERERSRTHER o
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Principal Accounting Policies

FTEEHRE

2. Basis of consolidation (continued)

Intercompany transactions, balances and unrealised gains on transactions
between Group companies are eliminated upon consolidation. Unrealised
losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred. Accounting policies of subsidiary and
jointly controlled companies have been changed where necessary to ensure
consistency with the policies adopted by the Group.

Minority interests in the balance sheet comprise the outside shareholders’
proportion of the net assets of subsidiary companies. The Group applies a
policy of treating transactions with minority interests as transactions with
parties external to the Group. Disposals to minority interests result in gains
and losses for the Group that are recorded in the profit and loss account.
Purchases from minority interests result in goodwill, being the difference
between any consideration paid and the relevant share acquired of the carrying
value of net assets of the subsidiary company.

3. Subsidiary companies

Subsidiary companies are those companies in which the Group, directly or
indirectly, has an interest of more than half the voting powers or otherwise
has the power to govern the financial and operating policies.

In the Company’s balance sheet investments in subsidiary companies are
stated at cost less provision for any impairment losses. The results of subsidiary
companies are accounted for by the Company on the basis of dividends
received and receivable.

4. Jointly controlled companies

A joint venture is a contractual arrangement whereby the Group and other
parties undertake an economic activity which is subject to joint control and
none of the participating parties has unilateral control over the economic
activity of the entity.

Investments in jointly controlled companies are accounted for by the equity
method of accounting and are initially recognised at cost. The excess of the
cost of investment in jointly controlled companies over the fair value of the
Group's share of the identifiable net assets acquired represents goodwill.
The Group's investments in jointly controlled companies include goodwill
(net of any accumulated impairment losses) arising on acquisitions.

The consolidated profit and loss account includes the Group's share of results
of jointly controlled companies. In the consolidated balance sheet, the
investment in jointly controlled companies represents the Group's share of
net assets. When the Group's share of losses in a jointly controlled company
equals or exceeds its interest in the jointly controlled company, including
any other unsecured receivables, the Group does not recognise further losses,
unless it has incurred obligations or made payments on behalf of the jointly
controlled company. Results reported by jointly controlled companies are
changed where necessary to ensure no material inconsistency with the
accounting policies adopted by the Group.
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4. Jointly controlled companies (continued)

In the Company’s balance sheet, investments in jointly controlled companies
are stated at cost less provision for any impairment losses. The results of
jointly controlled companies are accounted for by the Company on the basis
of dividends received and receivable.

5. Foreign currency translation

Items included in accounts of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates
(“the functional currency”). The consolidated accounts are presented in Hong
Kong dollars, which is the Company's functional and presentation currency.

Foreign currency denominated monetary assets and liabilities and the balance
sheets are translated into Hong Kong dollars, the Group's presentation currency,
at the rates of exchange ruling at the balance sheet date. Foreign currency
transactions during the year are translated at the market exchange rates ruling
at the transaction dates. Exchange differences are reflected in the profit and
loss account except for unrealised differences on net investments in foreign
subsidiary and jointly controlled companies which are taken directly to
reserves.

The balance sheets of foreign subsidiary and jointly controlled companies
denominated in foreign currencies are translated at the rates of exchange
ruling at the balance sheet date whilst the profit and loss accounts are
translated at the weighted average exchange rates during the year. When
foreign subsidiary or jointly controlled companies are sold, such exchange
differences are recognised in the profit and loss account as part of the gain
or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign
entity are treated as assets and liabilities of the foreign entity and translated
at the closing rate.

6. Assets under operating leases

Leases where substantially all the rewards and risks of ownership of assets
remain with the leasing company are accounted for as operating leases.

Payments made and due under operating lease agreements are aggregated
and charged to operating profit evenly over the periods of the respective
leases.

7. Property, plant and equipment
Property, plant and equipment are carried at cost less accumulated depreciation
and accumulated impairment losses. Cost includes expenditure that is directly
attributable to the acquisition of the items.
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Principal Accounting Policies

FTEEHRE

7. Property, plant and equipment (continued)

Subsequent costs are included in the asset's carrying amount or recognised
as a separate asset, as appropriate, only when it is probable that future
economic benefits associated with the item will flow to the Group and the
cost of the item can be measured reliably. All other repairs and maintenance
are expensed in the profit and loss account during the financial period in
which they are incurred.

Rates of depreciation are calculated using the straight line method to allocate
the cost of property, plant and equipment to their residual values over their
estimated useful lives. Depreciation rates in use for property, plant and
equipment are as follows:
Buildings and building facilities 2.5% to 10%
Equipment, plant, machinery and tools 7.3% to 33%
Motor vehicles 18% to 20%
Rotable spares 7%

Plant and buildings under construction Nil

The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, at each balance sheet date.

Where the carrying amount of an asset is greater than its estimated recoverable
amount, an impairment loss is recognised to reduce the asset to its recoverable
amount.

The gain or loss on disposal of property, plant and equipment represents
the difference between the net sales proceeds and the carrying amount of
the asset, and is recognised in the profit and loss account.

8. Intangible assets

(i) Goodwill
Goodwill arising on consolidation represents the excess of cost of
acquisition of subsidiary and jointly controlled companies over the Group’s
share of the fair value ascribed to the separable net assets at the date
of acquisition. Goodwill on acquisitions of subsidiary companies is included
in intangible assets. Goodwill on acquisitions of jointly controlled
companies is included in investments in jointly controlled companies.
Goodwill is tested annually for impairment and carried at costs less
accumulated impairment losses. Any impairment arising on goodwill is
recognised in the profit and loss account immediately. Gains and losses
on the disposal of an entity include the carrying amount of goodwill
relating to the entity sold.

Goodwill is allocated to a cash generating unit for the purpose of
impairment testing. The recoverable amount of a cash generating unit
is determined based on value-in-use calculations.
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8. Intangible assets (continued)

(i) Computer software
Costs associated with developing or maintaining computer software
programmes are recognised as an expense as incurred. Costs that are
directly associated with the acquisition of identifiable and unique software
products controlled by the Group, and that will probably generate
economic benefits exceeding costs beyond one year, are recognised as
intangible assets.

Computer software costs are amortised over their estimated useful life
of five years.

(iii) Technical licences
Separately acquired technical licences are shown at historical cost. Technical
licences acquired in a business combination are recognised at fair value
at the acquisition date. Technical licences have a finite useful life and
are carried at cost less accumulated amortisation. Amortisation is calculated
using the straight-line method to allocate the cost of technical licences
over their estimated useful lives upon available for use.

9. Impairment of assets

Assets that have an indefinite useful life are not subject to amortisation, but
are tested at least annually for impairment and are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount
may not be recoverable. Assets that are subject to amortisation are reviewed
for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment loss is recognised
for the amount by which the asset's carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset's fair value less
costs to sell and value in use. For the purposes of assessing impairment,
assets are grouped at the lowest levels for which there are separately identifiable
cash flows.

10. Financial assets

The Group classifies its financial assets in the following categories: at fair
value through profit or loss, loans and receivables, and available-for-sale.
The classification depends on the purpose for which the financial assets were
acquired. Management determines the classification of its financial assets at
initial recognition.

(i) Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss are financial assets
held for trading. A financial asset is classified in this category if acquired
principally for the purpose of selling in the short-term. Derivatives are
also categorised as held for trading unless they are designated as hedges.
Assets in this category are classified as current assets.
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Principal Accounting Policies

FTEEHRE

10. Financial assets (continued)

(il) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. They
are included in current assets, except for maturities greater than 12
months after the balance sheet date. These are classified as non-current
assets. The Group's loans and receivables comprise “trade and other
receivables” and cash and cash equivalents in the balance sheet.

(iii) Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either
designated in this category or not classified in any of the other categories.
They are included in non-current assets unless management intends
to dispose of the investment within 12 months of the balance sheet
date.

Purchases and sales of financial assets are recognised on the trade-date - the
date on which the Group commits to purchase or sell the asset. Investments
are initially recognised at fair value plus transaction costs for all financial
assets not carried at fair value through profit or loss. Financial assets carried
at fair value through profit or loss are initially recognised at fair value and
transaction costs are expensed in the profit and loss account. Financial assets
are derecognised when the rights to receive cash flows from the investments
have expired or have been transferred and the Group has transferred
substantially all risks and rewards of ownership. Available-for-sale financial
assets and financial assets at fair value through profit or loss are subsequently
carried at fair value. Loans and receivables are carried at amortised cost using
the effective interest method.

Gains or losses arising from changes in the fair value of the “financial assets
at fair value through profit or loss” category are presented in the profit
and loss account within “other (losses)/gains - net” in the period in which
they arise.

The fair value of forward foreign exchange contracts is determined using
forward exchange market rates at the balance sheet date.

The Group assesses at each balance sheet date whether there is objective
evidence that a financial asset or a group of financial assets is impaired.
Impairment testing of trade receivables is described in note 13.
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11. Derivative financial instruments and hedging activities
Derivatives are initially recognised at fair value on the date derivative contract
is entered into and are subsequently remeasured at their fair value. The
method of recognising the resulting gain or loss depends on whether the
derivative is designated as a hedging instrument, and if so, the nature of
the item being hedged. The Group designates certain derivatives as either:
(1) hedges of the fair value of recognised assets or liabilities or a firm
commitment (fair value hedge); (2) hedges of highly probable forecast
transactions (cash flow hedge); or (3) hedges of net investments in foreign
operations.

The Group documents at the inception of the transaction the relationship
between hedging instruments and hedged items, as well as its risk management
objective and strategy for undertaking various hedge transactions. The
Group also documents its assessment, both at hedge inception and on an
ongoing basis, of whether the derivatives that are used in hedging transactions
are highly effective in offsetting changes in fair values or cash flows of
hedged items.

(i) Fair value hedge
Changes in the fair value of derivatives that are designated and qualify
as fair value hedges are recorded in the profit and loss account, together
with any changes in the fair value of the hedged asset or liability that
are attributable to the hedged risk.

(i) Cash flow hedge
The effective portion of changes in the fair value of derivatives that are
designated and qualify as cash flow hedges are recognised in equity.
The gain or loss relating to the ineffective portion is recognised immediately
in the profit and loss account.

Amounts accumulated in equity are recycled in the profit and loss account
in the periods when the hedged item will affect profit and loss (for
instance when the forecast sale that is hedged takes place). However,
when the forecast transaction that is hedged results in the recognition
of a non-financial asset (for example, inventory or property, plant and
equipment) or a liability, the gains and losses previously deferred in
equity are transferred from equity and included in the initial measurement
of the cost of the asset or liability.

When a hedging instrument expires or is sold, or when a hedge no
longer meets the criteria for hedge accounting, any cumulative gain or
loss existing in equity at that time remains in equity and is recognised
when the forecast transaction is ultimately recognised in the profit and
loss account. When a forecast transaction is no longer expected to occur,
the cumulative gain or loss that was reported in equity is immediately
transferred to profit and loss account.
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Principal Accounting Policies

FTEEHRE

11. Derivative financial instruments and hedging activities
(continued)

(iii) Net investment hedge
Hedges of net investments in foreign operations are accounted for similarly
to cash flow hedges. Any gain or loss on the hedging instrument relating
to the effective portion of the hedge is recognised in equity; the gain
or loss relating to the ineffective portion is recognised immediately in
the profit and loss account.

Gains and losses accumulated in equity are included in the profit and
loss account when the foreign operation is disposed of.

(iv) Derivatives that do not qualify for hedge accounting
Certain derivative instruments do not qualify for hedge accounting.
Changes in the fair value of any derivative instruments that do not qualify
for hedge accounting are recognised immediately in the profit and
loss account.

12. Stocks and work in progress

Stocks are stated at the lower of cost, calculated on a weighted average basis,
and net realisable value. Net realisable value is determined on the basis of
anticipated sales proceeds less estimated selling expenses. Work in progress
is evaluated on an individual contract basis with reference to the percentage
of completion based on cost incurred to date.

13. Trade receivables

Trade receivables are recognised initially at fair value and subsequently
measured at amortised cost using the effective interest method, less provision
for impairment. A provision for impairment of trade receivables is established
when there is objective evidence that the Group will not be able to collect
all amounts due according to the original terms of the receivables. Significant
financial difficulties of the debtors, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or delinquency in payments
(more than 3 months overdue) are considered indicators that the trade
receivable is impaired. The amount of the provision is the difference between
the assets’ carrying amount and the present value of estimated future cash
flows, discounted at the original effective interest rate. The carrying amount
of the asset is reduced through the use of an allowance account, and the
amount of the loss is recognised in the profit and loss account. When a trade
receivable is uncollectible, it is written off against the allowance account for
trade receivables. Subsequent recoveries of amounts previously written off
are credited in the profit and loss account.

14. Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, amounts repayable on
demand from banks and financial institutions and short-term liquid
investments which were within three months of maturity when acquired,
less bank overdrafts.
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15. Share capital

Ordinary shares are classified as equity. Incremental costs directly attributable
to the issue of new shares are shown in equity as a deduction, net of tax,
from the proceeds.

Where any Group company purchases the Company’s equity share capital,
the consideration paid, including any directly attributable incremental costs
(net of income taxes) is deducted from equity attributable to the Company’s
equity holders until the shares are cancelled.

16. Trade payables

Trade payables are recognised initially at fair value and subsequently measured
at amortised cost using the effective interest method.

17. Borrowings

Borrowings are recognised initially at fair value, net of transaction costs
incurred. Transaction costs are incremental costs that are directly attributable
to the financial liability, including fees and commissions paid to agents,
advisers, brokers and dealers, levies by regulatory agencies and securities
exchanges, and transfer taxes and duties. Borrowings are subsequently stated
at amortised costs; any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the profit and loss account
over the period of the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an
unconditional right to defer settlement of the liability for at least twelve
months after the balance sheet date.

18. Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities and their
carrying amounts in the accounts. However, if the deferred income tax arises
from initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss, it is not accounted for. Taxation rates
enacted or substantively enacted by the balance sheet date and are expected
to apply when the related deferred income tax asset is realised or the deferred
income tax liability is settled are used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it is probable that future
taxable profit will be available against which the temporary differences can
be utilised.

Deferred taxation is provided on temporary differences arising on investments
in subsidiary and jointly controlled companies, except where the timing of
the reversal of the temporary difference can be controlled and it is probable
that the temporary difference will not reverse in the foreseeable future.
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Principal Accounting Policies

FTEERRE

19. Provisions

Provisions are recognised when the Group has a present legal or constructive
obligation as a result of past events; it is more likely than not that an outflow
of resources will be required to settle the obligation; and the amount has
been reliably estimated.

Where there are a number of similar obligations, the likelihood that an outflow
will be required in settlement is determined by considering the class of
obligations as a whole. A provision is recognised even if the likelihood of an
outflow with respect to any one item included in the same class of obligations
may be small.

20. Turnover and revenue recognition

Turnover represents the aggregated amounts invoiced to customers and
changes in work in progress. Invoices are raised either on completion or
on stage completion depending on the terms of individual contracts. For
incomplete contract work, revenue recognised represents the cost and profit
of work incurred which is valued on the same basis as work in progress.
Total revenue recognised for the completed contract is equal to the aggregated
amounts invoiced for the contract. Finance income is recognised on an
accrual basis. Dividend income is recognised when the right to receive
payment is established.

21. Staff benefits

(i) Retirement benefits
The Company offers either Mandatory Provident Fund (“MPF") or one
of two defined benefit retirement schemes to staff. The latter schemes
are held under trust arrangements and actuarially valued as required
on a regular basis using a prospective actuarial valuation method. They
are funded in accordance with the actuarial recommendation.

The Company's contributions to the MPF are charged to the profit
and loss account as incurred. For the two defined benefit schemes,
retirement benefit costs, which are assessed using the projected unit
credit method, are charged to the profit and loss account. Under this
method, plan assets are measured at fair value; retirement benefit
obligations are measured as the present value of the estimated future
cash flows by reference to market yields on Exchange Fund Notes, which
have terms to maturity approximating the terms of the related liability.
Actuarial gains and losses to the extent of the amount in excess of 10%
of the greater of the present value of the plan obligations and the fair
value of plan assets are recognised in the consolidated profit and loss
account over the expected average remaining service lives of the
participating employees.

The above calculations are performed annually by an actuary or the
administration manager of the schemes.
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21.

(i)

(i

Staff benefits (continued)

Retirement benefits (continued)

TAECO, TALSCO and TEXL pay contributions to the required statutory
retirement scheme for its local employees. The scheme is operated by
the Mainland China government. In addition, TAECO also operates a
defined contribution scheme for employees who have worked for more
than five years. Both the employers and the employees are required to
contribute to the scheme. Contributions to the schemes are charged to
the profit and loss account in the period to which the contributions
relate.

Singapore HAECO Pte. Limited pays contributions to the required statutory
retirement scheme, Central Provident Fund, for its local employees. The
scheme is operated by the Singapore government and contributions to
the scheme are charged to the profit and loss account in the period to
which the contributions relate.

Staff leave entitlements
Costs related to staff annual leave are recognised as the leave accrues
to staff.

22. Dividend distribution

Final dividends are recognised as a liability on approval by the Company’s
shareholders. Interim dividends are recognised as a liability on approval by
the Company's Board.

23. Related parties

Related parties are individuals and companies, including subsidiary and jointly
controlled companies, where the individual, company, or group has the ability,
directly or indirectly, to control the other party or exercise significant influence
over the party in making financial and operating decisions.
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Corporate Information

AEEH

Hong Kong Aircraft Engineering Company Limited

(incorporated in Hong Kong with limited liability)

Registered Office

35th Floor, Two Pacific Place
88 Queensway

Hong Kong

Auditors
PricewaterhouseCoopers

Stock Code

Hong Kong Stock Exchange: 00044
Symbol for ADR Code: HKAEY

CUSIP Reference Number: 438569105

Depositary

The Bank of New York Mellon

BNY Mellon Shareowner Services

P.O. Box 358516

Pittsburgh, PA 15252-8516

USA

Tel: 1-888-BNY-ADRS (Calls within USA - toll free)
1-201-680-6825 (International callers)

E-mail: shrrelations@bnymellon.com

Website: www.bnymellon.com\shareowner

Principal Banker
The Hongkong and Shanghai Banking Corporation Limited

Registrars

Computershare Hong Kong Investor Services Limited
46th Floor, Hopewell Centre

183 Queen'’s Road East

Hong Kong

Website: www.computershare.com

Website

www.haeco.com

For further information about Hong Kong Aircraft Engineering Company

Limited, please contact:

General Manager

Group Public Affairs

Hong Kong Aircraft Engineering Company Limited
35th Floor, Two Pacific Place

88 Queensway

Hong Kong

Tel: (852) 2840-8098

Fax: (852) 2526-9365
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EFSC

Mixed Sources
Product group from well-managed
forests and other controlled sources

Cert no. SGS-COC-003801

www.fsc.org
® 1996 Forest Stewardship Council
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