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1. Principal activities

The Hong Kong Aircraft Engineering Company Limited Group is primarily engaged
in the business of commercial aircraft overhaul and maintenance in Hong Kong.
The principal activities of the Group's subsidiary and jointly controlled companies
are set out on page 55.

Since the Group is primarily engaged in the business of maintenance,
modification and repair of commercial aircraft in Hong Kong and overseas,
no further business segmental information has been reported. A geographical
segment analysis of the Group's financial information is provided under note 3.
Financial summaries of the jointly controlled companies are provided under note
13.

2. Statement of principal accounting policies

(a) Basis of preparation
The accounts have been prepared in accordance with the accounting
principles generally accepted in Hong Kong and comply with accounting
standards issued by the Hong Kong Institute of Certified Public Accountants
("HKICPA") and the disclosure requirements set out in the Listing Rules
of the Stock Exchange. There have been no major changes to the principal
accounting policies for 2004.

The HKICPA has issued a number of new and revised Hong Kong Financial
Reporting Standards and Hong Kong Accounting Standards (“new HKFRSs")
which are effective for accounting periods beginning on or after 1st January
2005. The Group has not early adopted these new HKFRSs in the financial
statements for the year ended 31st December 2004. The Group has already
commenced an assessment of the impact of these new HKFRSs but is not yet
in a position to state whether these new HKFRSs would have a significant
impact on its results of operations and financial position.

(b) Basis of consolidation
The consolidated accounts incorporate the accounts of Hong Kong Aircraft
Engineering Company Limited and its subsidiary companies made up to 31st
December.

Turnover and the results of the subsidiary companies are included in the
consolidated profit and loss account and the minarity interests therein are
deducted from the consolidated profit after taxation. Results attributable
to subsidiary company interests acquired or disposed of during the year are
included from the date of acquisition or to the date of disposal as applicable.

Intercompany transactions, balances and unrealised gains on transactions
between Group companies are eliminated upon consolidation.

Minority interests in the balance sheet comprise the outside shareholders’
proportion of the net assets of subsidiary companies.

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

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.

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. In the Company's balance sheet, investments in jointly controlled
companies are stated at cost less provision for any impairment losses.

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. All
goodwill arising before 1st January 2001 was eliminated against revenue
reserve. Goodwill incurred after 1st January 2001 is capitalised in the
balance sheet and is amortised to the profit and loss account on a straight-
line basis over its estimated useful economic life.

Any impairment arising on goodwill is recognised in the profit and loss
account immediately.

Foreign currencies

Foreign currency denominated monetary assets and liabilities and the balance
sheets are translated into Hong Kong dollars 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 revenue reserve.

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.

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.

Fixed assets and depreciation
Fixed assets are carried at cost less accumulated depreciation and
accumulated impairment losses.
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Rates of depreciation are calculated to write off the cost of fixed assets over
the estimated useful lives of the assets.

Depreciation rates in use for fixed assets are as follows:
Leasehold land and associated costs
Buildings and facilities
Equipment, plant and machinery

Lease period
2.5% to 5%
9% to 33%

Motor vehicles, computer software 18% to 20%
Rotable spares 7%
Plant and buildings under construction Nil

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 a fixed asset represents the difference
between the net sales proceeds and the carrying amount of the asset, and is
recognised in the profit and loss account.

Stocks and work in progress

Stocks and work in progress 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.

Accounts receivable

Provision is made against accounts receivable to the extent they are
considered to be doubtful. Accounts receivable in the balance sheet are
stated net of such provision.

Cash and cash equivalents
Deposits and bank balances are carried in the balance sheet at cost.

For the purposes of the cash flow statement, 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.

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. Taxation rates enacted or substantively
enacted by the balance sheet date 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.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EBRBIBERALT

S

B RIREE S E 2 b w68 A 5 M E B

HE o

EEEEFRAZITEXRNT:
AE LR ERRA HEH
BFREE 2.5%%5%
BiE - R R 9% £33%
AE - BREE 18% %£20%
AEEENT 7%
BEAZRERET .

NEEZREESKREMTTREE - AINE-BER
BRUEEEERZEHTHEE -

HEETEERBE NELREFRAREERAE CE
o WEFIABERP

FERATIRE
BERATIREZUMEFHEEFE 2 MARTER
FEMEPZEREANR - ISR FENDRARHER
ARfEEHHERS MERE

) FEWTE

HRARRIRERHIETUER - EEEBERAZIE
WFRE BRI ES ©

RERFLEEY
FRRRITEFEERAICTAEERERT

AREASRER RAERRELSENEREEFRS
BTRIBERBELRABFREZTARRBAR=(EA
WHRZ EEIREIRE - RERITEX °

EFEFHR
EERBNRAEEEREER BB ZTRHELEEE
SRERZIREES B ERERELDEER - EEH
BRATEERERGF AN CEMRNEER/ M 2B E
BT -

FEBBEETIHA R ARERDUEFIEATER 2
Hrr = RIRHMAERD o

EEREDHHBR AR AREEE TR EEME
A - (BA] BRI E R E R 2 BB - 05 AR
AAREERASEE BRI -



(m) Turnover and revenue recognition

Turnover is the aggregate of amounts invoiced to customers. Invoices are
raised either on completion or on stage completion depending on the terms
of individual contracts. For incomplete contract work, revenue recognised
represents cost of work incurred which is valued on the same basis as work
in progress (note i). Total revenue recognised for the completed contract is
equal to the aggregate of 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.

(n) Staff benefits

(i) Retirement benefits

The Company offers either the 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.

Taikoo (Xiamen) Aircraft Engineering Company Limited (“TAECO") pays
contributions to the required statutory retirement scheme for its local
employees. The scheme is operated by the Mainland China government.
Contribution to the scheme is expensed as incurred.

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

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

3. 2HEH
BE+-A=1-ALFERBENERS

Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total

FTENBBEE RPEIR i & E 2 IE 2 B IR8H st

2004 2003 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥EET)
Turnover 1,988 1,987 172 - (7) — 2,153 1,987 #XiEzm
Operating profit 201 108 21 = 222 108 EFEF
Net finance (charges)/income (4) (4) 1 - (3) (4) BAES(RH)/MANFEE
Share of results of jointly

controlled companies 210 213 91 94 301 307 HEAREEXE
Profit before taxation 407 317 113 94 520 411 BREEDREA
Profit attributable to shareholders 342 257 96 88 438 345 RRELEF
Capital expenditure 83 47 33 = 116 47  BEAEX
Depreciation 128 129 16 = 144 129 #HE
Analysis of total assets and total liabilities of the Group by geographical segment at TZA=t-BEEKERGLESHEER
31st December: BREBREZHM
Operating principally Operating in Inter-segment

in Hong Kong Mainland China elimination Total

TENEBEE Reh Bl it 8 IE 2 BRI 85 st

2004 2003 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥EHETT)
Segment assets 2,475 2454 1,189 - (27) - 3,637 2454 HpBEEE
Jointly controlled companies 668 627 50 495 - - 718 1,122 HEQH
Segment liabilities (550) (488) (132) - 27 - (655) (488) HEEME
Long term loan (96) (100) - - - - (96) (100) RHE
Minority interests (5) (5)  (490) - - - (495) (5) PHBRER
Net assets 2,492 2,488 617 495 - - 3,109 2983 EEFH
4. Staff remuneration 4. MEFHH

Total staff remuneration, which includes pension scheme contributions, salaries,
allowances and benefits in kind for 2004 amounted to HK$1,082 million (2003:
HK$1,045 million). Of the five highest paid employees, four (2003: four) were
Directors and details of their remuneration are given in note 5; remuneration
details for the other one (2003: one) employee are:

“EEINEAERRES MR HE  RERENNE
ZHREFHEHBRTRBNAT-EBR(CSZ=FAEY
TRETHEEER) AfRaEHFHET  OH(-TE=F
ANE)RES  HMSRHESIL BT —H(=E2=
FR—R)ZHFHFRMT

Group &8
2004 2003
Allowances & other
Basic salary Bonus benefits Total Total
B e 1AL SRR E AR R st st
(in HK$ Thousand) (B TF )
John Chi Tin Mong 1,356 496 670 2,522 2,920 BRE
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5. Directors’ remuneration 5. XM &
Total number of Directors who served during the year was thirteen (2003: FREREZHELHAT=ACEE=FATA)H
twelve). Their remuneration was as follows: BEmT :
Group &E
2004 2003
Allowances &
Directors’ other benefits
fees*  Basic salary Bonus* BB R Total Total
EEHL" EXFe TEAT* HA3ER @st Bt
(in HK$ Thousand) (BT T)
Executive Directors: ERES:
David Turnbull = 528 492 393 1,413 1,361 EEB
Chan Ping Kit = 2,640 2,225 1,372 6,237 6,521 BRAA G
Charles Bremridge = 367 = 690 1,057 = TR
Marven Bowles = 1,380 1,288 1,222 3,890 5,099 BxiE
Mark Hayman = 1,483 667 1,032 3,182 3,312 BEX
John Paterson = - 1,393 45 1,438 5915 PN
= 6,398 6,065 4,754 17,217 22,208
Non-Executive Directors: FEBES:
Derek Cridland = = = — = = RER
Davy Ho Cho Ying = = = = = = fER
Peter Johansen = - - - — - BIER
Tony Tyler - = = = = = BER
Independent Non-Executive Directors: BUFEKES:
Bob Adams 20 - - - 20 - BRE
Dinty Dickson Leach 160 - = - 160 115 FRE
Lincoln Leong Kwok Kuen 122 - - - 122 80 REE
Dr. Alex Wu Shu Chih 118 - - - 118 85 REEELT
420 - - - 420 280
420 6,398 6,065 4,754 17,637 22,488

* Annual Directors' fees are determined by the Board and for 2004 comprised Director's fee

HK$80,000, fee for serving on Audit Committee HK$50,000 and fee for serving on
Remuneration Committee HK$30,000 respectively.

# Bonus paid to the Executive Directors in the year is based on previous year's results.

John Paterson resigned in 2003, but received a bonus in 2004 based on 2003 results.

"BECESHLHESRAE —TTNFAEESHEEN
NBL  HEERZSEMLSBRAEL  RHUAFMHESS
WeBH =8 -

TERXATRBES2HATIRE LFEZREME - BRE

REZZ=F8E  ERBE-SE=FEXEN_-ZTTEFK

BUAEAL ©
6. Net finance charges 6. MBZHBH
Group &£H
2004 2003
(in HK$ Million) (BHEET)
Finance income 5 5 g N
Interest on long term loan not wholly repayable BARAFAEHEEZ
within five years (note 20) (8) (9) REMERF S (HEE20)
(3) (4)
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7. Taxation 7. RE
Group &£
2004 2003
(in HK$ Million) (BHEET)
The taxation charge comprises: BIEX AT
The Company and its subsidiary companies: ARRAREWBAF
Current taxation — overseas (1) - REARIE —
Deferred taxation (note 15) (23) (22) EIERLIE (FTaE15)
(24) (22)
Share of taxation attributable to jointly controlled
companies: FEfEHIZEA R 2HIA
Hong Kong profits tax (37) (38) BBFEH
Overseas tax (8) (6) BINBLIE
(45) (44)
(69) (66)

No provision for Hong Kong profits tax has been made by the Company for the
year as its assessable profit is wholly absorbed by the tax losses brought forward.
Hong Kong profits tax is calculated at 17.5% (2003: 17.5%) on the estimated
assessable profits for the year. Overseas tax is calculated at tax rates prevailing
in the respective jurisdictions.

Reconciliation between the tax charge and tax at the applicable tax rate:

FARRERBETID %2 BABBASEAER - A
REBRFEERNBRELER - BENBRIULE
B2 ERBEREREES 2 LU E (TR
FRAN 2 TLYE)  HIBAN RS AL EREA R
ZHEIE -

B HEE AR R 2 BIRE R

Group &£
2004 2003
(in HK$ Million) (B¥EETT)
Profit before taxation 520 41 BRBL AR A
Nominal amount at Hong Kong profits tax rate of BREENSHEAIZ TLHEA (C22=FRBIZ2TL
17.5% (2003: 17.5%) (91) (72) BT) R 2EE#
Fffect of different tax rates in overseas jurisdictions 15 9 BIFALERBRTEBRE 2 HE
Non-taxable items 7 9 BARB2EE
Utilisation of previously unrecognised tax losses - 1 BRABAFERER 2HBEE
Over provisions in prior years - 1 BEFEEREREBS
Effect of changes in tax rates - (14) GRS Pk
Total tax charge per accounts (69) (66) RERE 2B WA
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8. Profit attributable to shareholders
Of the profit attributable to shareholders, HK$271 million (2003: HK$115
million) is dealt with in the accounts of the Company.

8. BEEREWHER
BREREMEF S BtERAQABRRBASBE BT
—HET(CEZ=FABE-—RB-—THEET)

9. Dividends 9. KR
Company A
2004 2003
(in HK$ Million) (B EETT)
Interim, paid on 27th September 2004, of HK$0.32 R-ZZENFAA-+LtEEREZHEHRE
per share (2003: HK$0.28 per share) 53 47 BRE®0.32T (C2Z=FRBRBEK0.287T)
Final, proposed, of HK$0.77 per share BRARAREZREBE.TTT
(2003: HK$0.56 per share) 128 93 (ZEE=FASRBH0.567T)
Special, of nil per share (2003: HK$1.00 per share) - 166 KRREERBRET (CE2=FABKRER1.00T)
181 306

At a Board meeting held on 8th March 2005, Directors recommended a final
dividend of HK$0.77 per share. 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 2005.

10. Earnings per share

Earnings per share are calculated by reference to the profit attributable to
shareholders of HK$438 million (2003: HK$345 million) and to the weighted
average of 166,324,850 (2003: 166,324,850) ordinary shares in issue.
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11. Fixed assets 11. BEEE
Group &=
Vehicles, Plant and
Plant,  equipment buildings
machinery  and under
and tools fumiture  Rotable construction
Leasehold BE - N spares @
land  Buildings  juse s AiEE e Total
HELH BgF RIA RARF B RgF e
(in HK$ Million) (B¥EBT)
Cost R{E
At 31st December 2003 21 1,067 952 182 73 9 2304 ZEE=Ft+ZA=t—H#E
Acquisition of a subsidiary company 206 656 278 33 - 54 1,227 BAWEBALARE
Additions and transfers - - 4 14 44 17 116 HEERBER
Disposals = — (25) (27) (3) - (55) W&
At 31st December 2004 227 1,723 1,246 202 114 80 3592 —ZTNH+-_A=+—HEE
Depreciation HE
At 31st December 2003 2 201 423 160 5 - 791 —EE=F+-A=t+—-H#E
Acquisition of a subsidiary company 26 209 147 22 - - 404 BAKEBAR
Charge for the year 2 62 61 13 6 - 144 AXEEFRE
Disposals - - (21) (26) - - (47) HE
At 31st December 2004 30 472 610 169 1" - 1,292 —EZEENE+-_A=+—HZE
Net book value REFE
At 31st December 2004 197 1,251 636 33 103 80 2300 —EZETMNHE+-_A=+—H&E
At 31st December 2003 19 866 529 22 68 9 1513 Z—EE=F+-A=+—H&E
Company A
Vehicles, Plant and
Plant,  equipment buildings
machinery  and under
and tools fumiture  Rotable construction
Leasehold B S spares  mEd
land  Buildings e i e HE Total
HELH BgF RIE REM B Rkigx e
(in HK$ Million) (B HET)
Cost RE
At 31st December 2003 21 1,067 952 182 73 9 2304 Z=ZBE=F+-A=+-—-H#EHE
Additions and transfers - - 30 13 44 (4) 83 WEERER
Disposals - - (21) (25) (3) - (49) &
At 31st December 2004 21 1,067 961 170 114 5 2338 —EENFE+-HA=+-—HEE
Depreciation e
At 31st December 2003 2 201 423 160 5 - 791 —EE=F+-A=+-—H#&E
Charge for the year 1 54 54 13 6 - 128 AREEFE
Disposals - - (18) (24) - - (42) &
At 31st December 2004 3 255 459 149 1 - 877 —EETNE+-A=t+-—H#E
Net book value EERE
At 31st December 2004 18 812 502 21 103 5 1461 —"ZTNFE+-F=+-—-HEE
At 31st December 2003 19 866 529 22 68 9 1513 ZEE=F+-A=+—H#E

Of the leasehold land with the total net book value of HK$197 million (2003:
HK$19 million), HK$18 million is held in Hong Kong by the Company (2003:
HK$19 million) while HK$179 million is held in Mainland China through TAECO
(2003: nil). Both leasehold land are on medium-term leases.
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12.Subsidiary companies

12. HE2F

Company 2 8]
2004 2003
(in HK$ Million) (B¥BHET)
Unlisted shares at cost 268 - FLEmRRE
The principal subsidiary companies are shown on page 55. TEMBLRNNELTAR -
13.Jointly controlled companies 13. £ AT
Group &£ Company 2 =]
2004 2003 2004 2003
(in HK$ Million) (B¥EBT)
Unlisted shares at cost 60 237 35 237 FLEmRRE
Attributable post-acquisition BAREMER
profits 642 829 - -
702 1,066 35 237
Goodwill - (29) HEE
Share of net assets 702 1,037 EiEEEFE
Loans due from jointly
controlled companies 17 86 17 86 HIBENTRBER
Loan due to a jointly
controlled company (1) (1) (1) (1) RELKEQFER
718 1,122 51 322
Dividends received and receivable from jointly
controlled companies 70 33 EWRERAZEATRE

The principal jointly controlled companies are shown on page 55.
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year ended and at 31st December are as follows: Eﬁ%ﬂkuﬁltﬂ? :
HAESL TAECO
BB RES P A Others Total
EEBBAR RETRAR Hith @it
2004 2003 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥HET)
Turnover 4,000 3,636 762 607 393 316 5,155 4,559 =X#A%E
Operating profit 416 437 170 149 69 73 655 659 EFEF
Profit on disposal of a jointly
controlled company? - - - 25 - — - 25  HEHEAREAS
Net finance income/(charges) 2 (7) 3 1 (1) (1) 4 (7) BBWMAI(ZHE)FE
Share of results of jointly
controlled companies 4 1 14 = - = 18 [ VNI S
Profit before taxation 422 431 187 175 68 72 677 678 BRBiALGF
Taxation (73 ©60) (1) (12 (9 (8  (93) (100) BiE
Profit attributable to shareholders 349 351 176 163 59 04 584 578 REREMLER
Dividends (117) - (55 (7)) (36) (29 (208) (66) MRE
Profits retained for the year 232 351 121 126 23 35 376 512 AFEREEF
Funds employed: E5ER:
Long term assets 836 857 873 841 179 177 1,888 1,875 REEE
Current assets 1,150 1,157 351 206 182 170 1,683 1,533 REEE
1,986 2,014 1,224 1,047 361 347 3,571 3,408
Less: current liabilities 499 622 143 77 154 151 796 850 B OREEE
1,487 1392 1,081 970 207 196 2,775 2,558
Financed by: EARR
Shareholders’ equity and loans 1,415 1320 1,081 956 199 177 2,695 2,453 BRER PR R A
Long term liabilities 72 72 - 14 8 19 80 105 REEHE
1,487 1392 1,081 970 207 196 2,775 2,558
Group's shareholding at year end 45.0% 45.0% N/A*  49.6% KERNFR2ER
Group's attributable pre-tax profits & B ELBREE A& R
As jointly controlled companies 190 194 83 87 28 26 301 307 EAREAT
As a subsidiary company - - 16 = - = 16 - EAMBAR
190 194 99 87 28 26 317 307
Less: share of taxation thereon B HEL 2 BiE
As jointly controlled companies (33) (36) (7) (6) (5) (2) (45)  (44) fERLIENT
As a subsidiary company - - (1) - - - (1) - 1ERME A R
(33)  (36) 8 (6 (5) @ (46) (44)
Group's share of profit attributable
to shareholders 157 158 91 81 23 24 271 263 SERERRER
Group's share of funds employed +=A=+-
at 31st December 637 5% - 474 81 54 718 1,122 SEELESER
*On 15th October 2004, the Group's shareholding in TAECO increased from *&#=ZZWF+A+EA ZK’EEH&E%%)T&EIEEW’A
49.6% to 54.6% as a result of acquiring SIA Engineering Company Pte. Limited's ABTHEZEMAGTREIRATAI ZERNE @ &
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13.Jointly controlled companies (cont’d)
The financial results and positions of the jointly controlled companies for the

13. £ L7 (8])
HERRABET-A=T-ALFERSHEZUBRER

remaining 5% shareholding in TAECO. TAECO has been accounted for as a subsi-

diary company thereafter.

*The profit on disposal of a jointly controlled company in 2003 was in respect of
the sale of TAECO's entire shareholding in GE Engine Services (Xiamen) Company

Limited.
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14.Retirement benefits

(a) Overall

Staff employed by the Company before 1st December 2000 were offered a
choice between Hong Kong's Mandatory Provident Fund (“MPF”) and the
defined benefits retirement schemes as described below. Since 1st 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 HK$1,000
per month).

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits
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 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 in Mainland China.

The retirement benefits costs were recognised in the profit and loss account as
described in note 2(n) and were as follows:

14. B&KiE#H

(a) At

R-ZEZE5+_F—HABALNAERZES WEE
SMEBZAHMEAES([BES] FESTHRZRER
HEFTE - BE=TTTF A —AE  FIEHARE
ERFEADTEHE  BRESMARBESEE - RE
ZEtE ) AREREEHEUNEEERARAZED ZEMH
A(ERABABE—F) -

EERBIBERADZ A LEERMEAE  BE
I SRR HB B RR KRR - RRAREREREZ
STEREEZ—URANZEHER  KEBAMEZE
R o

B EEREIRERLDEESRKENFITI DR
BIMERGHEFZEEMR - T8 HRERDAYA
o) Zat B o

EfRALTREIRA S E it {E S 2+ B A it L E 5t 2
RE o

RNIEFIE I EE2(n) TR B SR ER AT

Group &£
2004 2003
(in HK$ Million) (B¥EHETT)
Local Staff Retirement Benefits Scheme 54 90 A fE S RNBRITHE
Expatriate Staff Retirement Benefits Scheme 2 BIMEER MBI &
MPF/statutory schemes 4 3 BESEHE / EERE
60 97

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
EBRBIBERALT



NOTES TO THE ACCOUNTS | /& H Fif i

14.Retirement benefits (cont’d) 14. BHhiE#H ()
(b) Defined benefits retirement schemes (b) RERMBRIFTE
The amount recognised in the profit and loss account was made up as follows: FABRRZHEEENT ¢
Group &M
Local Scheme Expatriate Scheme Total
iR ST E BIMEE & Bt
2004 2003 2004 2003 2004 2003
(in HK$ Million) (BEEET)
Current service cost 82 80 6 6 88 86  AHERKEMR
Interest cost 77 72 5 4 82 76 ASER
Expected return on plan assets (105) (75) (9) (7) (114) (82) ErEIEETEHEZ®R
Net actuarial losses recognised
in current year - 13 - 1 - 14 FEERZBEEBRTFE

Total 54 90 2 4 56 94 HE
Actual gain on plan assets 240 400 22 36 262 436 FEIEEZERNE

The amount recognised in the balance sheet was determined as follows:
Group and Company &£E & 2 &

Local Scheme Expatriate Scheme Total
AibfES S BIMES B Bt

2004 2003 2004 2003 2004 2003

REESBERTEIZBHELT

(in HK$ Million)
At 31st December:
Present value of obligations 1,820 1,574 109 104 1,929 1,678
Fair value of plan assets (1,979) (1,756) (160) (150) (2,139) (1,906)
Net assets (159) (182) (51) (46) (210) (228)
Unrecognised actuarial

(losses)/gains (3) 24 14 8 11 32
Assets recognised in the

balance sheet (162) (158) (37) (38) (199) (196)

Movement in the assets recognised in the balance sheet:
Group and Company EE KR A&l

(B EET)
t=ZA=t—R&%:
BEERE
AEEEZAFE
EEFE

AERBE(BB) R

EREERERTRACEE

EREESBERTRAZEELS

Local Scheme Expatriate Scheme Total
AifE S5TE BIMEESTE st
2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥BHET)
Assets at 1st January (158) (117) (38) (39) (196) (156) —B—H&EEE
(Increase)/decrease due to: (EmyELER
Total expense - as shown above 54 90 2 4 56 94 Mm% - mt5l
Contributions paid (58)  (131) (1) (3) (59) (134) EBfEXR
Assets at 31st December (162) (158) (37) (38) (199) (196) +=ZA=1+-—H&EEE
Principal actuarial assumptions for the year: AEETERERRE
2004 2003
Discount rate 4.25% 5%  BRRE
Assumed rate of return on plan assets 6% 6% RRFEEERHRE
Assumed rate of future salary increases 4% 4%  BERARIEHE
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15.Deferred taxation 15. BERIE

The movements on the net deferred tax liabilities account are as follows: FEERESEFHERAZEHNOT ¢
Group & &
Net deferred
tax
liabilities/
Deferred tax Deferred (assets)
liabilities tax assets  JEEFIEEE
IEERIEEE EERIBEE /(EE)FE
Accelerated Retirement
tax benefit Tax
depreciation assets Others losses
IEFIBINE BARSEE Hith BkEE
(in HK$ Million) (B¥BET)
At 1st January 2003 147 25 (3) (51) 118 —ZZ=5-A—H&#E
Charged/(credited) to
profit and loss account 8 9 (6) 11 22 REZRRPZHE/GRER)
At 31st December 2003 155 34 (9) (40) 140 ZZEZE=F+"B=+—H#E
Acquisition of a subsidiary
company = - - (5) (5) BAKELR
Charged/(credited) to
profit and loss account (2) 1 1 23 23 RERRPZH/IGEER)
At 31st December 2004 153 35 (8) (22) 158 —ZZNH+-_A=1+—H#&#E
Company 28]
Net deferred
Deferred tax Deferred tax liabilities
liabilities tax asset EERIEEE
EERIBEE BRI EE FEE
Accelerated Retirement
tax benefit Tax
depreciation assets Others losses
IEFIBEE RN EE Hith RISEE
(in HK$ Million) (B¥BEET)
At 1st January 2003 147 25 (3) (51) 118 —ZEZE=5-A—H#E
Charged/(credited) to
profit and loss account 8 9 (6) 11 22 RERIRPZHE/IGR)
At 31st December 2003 155 34 (9) (40) 140 =ZE=F+-B=+-H#&E
Charged/(credited) to
profit and loss account (2) 1 1 29 29 REBEHREPIZHEI(RE)
At 31st December 2004 153 35 (8) (11) 169 —ZZTNH+-_A=1+—H#&#E

Deferred tax is calculated in full on temporary differences under the liability EEFBENRAEEENERZEREE - BEEHE
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2003: ERERAZREARIZ TLHEAE(CEE=ERADR
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the TEHE)  BMEEHEAREAEEEEHREA 2B E
respective jurisdictions. FE -
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16.Stocks and work in progress
Stocks and work in progress are stated at the lower of cost, calculated on a
weighted average basis, and net realisable value.

16. FREXRIR
FERAREIREAMEFHEEFHE 2 AL ZRF
ERMERZBEEAR

Group &£E& Company 2 &)
2004 2003 2004 2003
(in HK$ Million) (BEEETT)
Carrying amounts at
net realisable value: BAR R S EREZ REE
Stocks 63 28 26 28 7E
Work in progress 1 2 1 2 AEIRE

The remaining balances are carried at cost.

17.Debtors and creditors

The credit terms given to customers vary and are generally based on their
individual financial strengths. Credit evaluations of debtors are performed
periodically to minimise any credit risk associated with receivables.

The aged analysis of debtors and creditors under six months was as follows:

R T A BN Bl LU A AR o

17. B R ERE
BRTEENEERGETER  —REFHEERN 2HBE
NME  AREERHERAEERTME  USBRER
FEYHERBNEERR o

SRERERAEA 2 BYIRERBNREZ2MAT :

Group £H Company 28]
2004 2003 2004 2003
Debtors 98% 98% 99% 98% R
Creditors 98% 98% 95% 98% FETBRIE
18.Share capital 18. &
Company 28]
2004 2003
Number of Number of
shares in HK$Million shares in HK$Million
BRHHE BEEET RHHE BEEET
Authorised: EERA
Ordinary shares of HK$1.00 each BREEEE1.00TEER
At 31st December 210,000,000 210 210,000,000 210 +t=A=+—-R#&EK
Issued and fully paid: BITRBERA
Ordinary shares of HK$1.00 each BREERE1.00TEER
At 31st December 166,324,850 166 166,324,850 166 +TZ=A=t—-B#&H

During the year under review, no purchase, sale or redemption of the shares
of the Company has been effected by the Company on the Hong Kong Stock
Exchange.
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19.Reserves 19. fiEfm
Capital redemption
Revenue reserve reserve Total
W e EAREE st

2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥EHETT)
Group £5
At 1st January 2,798 2,992 19 19 2,817 3011 —FA—A#HE
Profit attributable to shareholders 438 345 - - 438 345 BREREMLEF
Previous year's final dividend paid (93) (76) - - (93) (76) EBNLEEXRHRE
Previous year's special dividend paid (166)  (416) - = (166) (416) EBRELFERRIRE
Current year's interim dividend paid (53) (47) - - (53) (47) ENXEESTHKRE
At 31st December 2,924 2,798 19 19 2,943 2817 +ZHA=+—H#&ZEHE
The Company 1,917 1,961 19 19 1,936 1,980 AAH
Subsidiary companies 365 8 - - 365 8 MEAH
Jointly controlled companies 642 829 - - 642 829 HEAQF

2,924 2,798 19 19 2,943 2,817
Company A
At 1st January 1,994 2,418 19 19 2,013 2437 —HB—R#E
Profit attributable to shareholders 271 115 - - 271 115 BREREER
Previous year's final dividend paid (93) (76) - - (93) (76) EBNLEEXRHRE
Previous year's special dividend paid (166)  (416) - = (166) (416) ERNLFEHBIRE
Current year's interim dividend paid (53) (47) - - (53) (47) BNEAFEEHHRE
At 31st December 1,953 1,994 19 19 1,972 2013 +=ZA=+—H&EEHE

Distributable reserves of the Company at 31st December 2004, calculated under
section 79B of the Hong Kong Companies Ordinance, amounted to HK$1,953

million (2003: HK$1,994 million).

The revenue reserve includes HK$128 million (2003: HK$259 million)
representing the recommended final dividend for the year under review (note 9).
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20.Long term loan 20. REAMER
Group and Company
EER AT
2004 2003
(in HK$ Million) (B¥EET)
At 1st January 104 107 —B—-B&%
Repayment during the year (4) (3) NEFREER
At 31st December 100 104 tTZRA=+—R#&E&
Maturity profile: ERHR
Repayable within one year 4 4 R—EREER
Repayable between one and two years 4 4 R—FEMFAEE
Repayable between two and five years 16 15 RREZEREREE
Repayable after five years 76 81 RAFRER
100 104
Amount due within one year included under
current liabilities (4) (4) FIARE S EE T AR —FREERE
96 100

The loan is provided by a subsidiary of Cathay Pacific Airways Limited, is ZEERHESMEERARZ-—RHELARME L&
unsecured, interest bearing at 8.35% per annum and is repayable by equal semi- B FRRREAZNE=0 2= \FxAUH
annual instalments to June 2018. E2¥FHREEE -
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21. Notes to the consolidated cash flow statement
(a) Reconciliation of operating profit to cash generated from operations

21. GERENERME
(a) ERENREXEE A SH K

Group £H
2004 2003
(in HK$ Million) (B¥HET)
Operating profit 222 108 ST
Depreciation 144 129 nE
Loss on disposal of fixed assets 5 = HEBEEEERE
Decrease in promissory note - 2 R
Increase in retirement benefit assets (3) (40) BIEFIEEEM
Decrease in stocks and work in progress 12 34 FERRTIRED
(Increase)/decrease in debtors and prepayments (97) 74 JE U R 7 £ BRTE (455 0m) Rk 2>
Increase/(decrease) in creditors and accruals 34 (54) FEAS R FESTBRIEIZ AN/ (R 2>)
Cash generated from operations 317 253 HEELCES
(b) Analysis of changes in financing (b) HMEZB DT
Group &£ &
Long term Minority
loan interests Total
REER DER RS #st
(in HK$ Million) (B¥BHET)
At 31st December 2002 107 5 112 —EE_F+-_A=+—H#&E
Repayment of term loan 3) = 3) EERBMEN
At 31st December 2003 104 5 109 —EE=F+-H=+—H%E
Acquisition of a subsidiary company - 502 502 BAREAH
Dividends paid to minority interests - (25) (25) NFLERFERZRE
Minority interests’ share of profits - 13 13 DY 2 FE( R R
Repayment of term loan (4) - (4) EERBER
At 31st December 2004 100 495 595 “EEMFE+ZR=T—HEE
(c) Analysis of deposits and bank balances () TZR=1+—REEZERRRITEEINT
at 31st December Group &£
2004 2003
(in HK$ Million) (B¥BHET)
Cash and cash equivalents RERREEEY
— Short term deposits and bank balances 527 408 - BHERRRTER
Deposits maturing after three months 49 12 B={E A EHEX
576 420

(d) The net assets acquired and the net cash inflow in respect of the purchase of
the 5% interest in TAECO is analysed as follows:
As at 15th October 2004

(d) RBAEMALREIRAAEI 2 IREZBAEE
FERAESRAFEIFTMOT

—EENF+ATREBHEE
(in HK$ Million) (B¥EET)
Net assets acquired: BABEFE :
Long term assets 855 REEE
Current assets 366 RBEE
1,221
Less: current liabilities (115) B RBEE
1,106
Satisfied by: WABR
Cash 58 HE
Analysis of net cash and cash equivalents on acquisition: BAZRERASZEWTEIN
Cash consideration 58 RERE
Deposits and bank balances in subsidiary acquired (222) BAKE LB 2 FRRBTER
Less: deposits maturing after three months 22 B B= {8 A ESER
Net cash inflow on acquisition (142) BAZRERANEHE
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22.Capital commitments 22, BFEHRE
Group &4 Company A7
2004 2003 2004 2003
(in HK$ Million) (BMEET)
Contracted for but not provided
in the accounts 117 21 11 21 BTN EREREREER
Authorised by Directors but not
contracted for 482 13 336 13 FESEF/MAEBRITN
The Group's share of capital
commitments of jointly controlled LA REAEEEE LR
companies not included above: DR ZERMERENT
Contracted for but not
provided in the accounts 8 13 BETRBREREREERE
Authorised by Directors but
not contracted for 2 5 KREBFHAEBRTH
23.Lease commitments 23, HEXAE

At 31st December 2004, future aggregate minimum lease payments under non-
cancellable operating leases were as follows:

Group and Company

“EREMETZA=T-RAAE  RAUHHEXREER
ZARREHEXHATNT :

EERDF
2004 2003
(in HK$ Million) (B¥EET)
Land and buildings: T REF:
Leases expiring: AR
— Within one year 44 49 — —£R
— After one year but within five years 167 193 — —F&RRER
— After five years 351 456 — IF%
562 698

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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24.Related party transactions

The Group has a number of transactions with its related parties. All trading
transactions are conducted on normal commercial terms in the ordinary and
usual course of business. 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:

24. FREAETEZ D
REBEETEBEALRS - IEXSUER-—REE
BUEUREEFLERFTET - XAEEZEARKREE
HEREMEFHBECRZBEREREHBENT ¢

Jointly controlled Other related
companies parties Total
ot HIEAT HtERIEAL st
FE 2004 2003 2004 2003 2004 2003
(in HK$ Million) (B¥EBT)
Revenue from provision of services: REREMEZBA :
*Line maintenance and total
care package charges for ‘OEBERMEGRAAWEZIME
AHK Air Hong Kong Limited - - 5 1 5 1 HEERSEEEZERKE
Other revenue a 145 234 1,145 1,033 1,290 1,267 Hitlg A
145 234 1,150 1,034 1,295 1,268
Purchases b 3 1 43 49 46 50 BE
Debtors at 31st December C 206 163 TZR=t—-BE&ESERKIRE
Creditors at 31st December C 18 10 TZR=t—B&EERMRE

Note:
a. Revenue from jointly controlled companies mainly came from services to HAESL and TAECO (before
15th October 2004{

concerning the formation of HAESL. Services to TAECO related principally to the stationing of a
working team of average 148 people in TAECO and the provision of management services.

Revenue from other related parties comprised mainly maintenance, inventory management and
logistics support charges for Cathay Pacific Airways Limited and Hong Kong Dragon Airlines

Limited.

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

. Services to HAESL included engine component repairs and the provision of
certain administrative services charged at cost based on the agreement with Rolls-Royce plc

if 3

a BEEAAREBEMSZUAZIERAATEMEEDREERS
RARBEMAAREIRAR(CEENFE+ATERAREZRE - &
EEMCRDMLEBREAARHBREERLIRBHEE  RES
HEGRGAARKUEEMERIRECRB LRI 2 HERBEK
RERMZETIBRRY AEPALTRBEIBLAARRZBBEIESR
EEMAALRBIBAARE-BYY-BNETNAZIENEZER
RELEERS o

BEMEBEATREREAEZUATEANERNEERAAREENEE
RARBEBZA&LE BREREREYZEE -

b. BARAABECREEIEAAEEMEZRDREBRBEAAXMZR

} BEfEAERA.
Purchases from other related parties related to: 2004 2003 BHEEBEEALEEZRES |
(in HK$ Million) (BMEET)
Costs payable to John Swire & Sons (H.K.) Limited (“JSSHK")
on services agreement: RREBROBENLERERAR( [EEALER] XNZEA
- Service fees 7 3 - %
- Share of administrative services 3 1 - HSAHRH
- Expenses reimbursed at cost 12 12 - BRARZEA
22 16
* Property insurance placed through SPACIOM, a captive insurance *O-REAERAERLA2ERE 2B A RRBRAASPACIOM
company wholly owned by Swire Pacific Limited 4 3 RR2HERE
Spares purchases from Cathay Pacific Airways Limited 17 30 HEEMEERATBE R
43 49

¢. These outstandings are reflected in “debtors and prepayments” and “creditors and accruals”
respectively in the consolidated and company balance sheets.

*These transactions fall under the definition of “connected transactions” or “continuing
connected transactions” in Chapter 14A of the Listing Rules and the Company has complied with

the disclosure requirements in accordance therewith. The other transactions including those under

the Old Agreement with JSSHK are not connected transactions or continuing connected

transactions which give rise to any disclosure or other obligations under Chapter 14A of the Listing

Rules. Details of the transactions are in the report of the Directors on pages 23 to 29.

25.Subsequent event

In January 2005, the Company has signed an agreement with the Airport Authority
Hong Kong to build a new hangar at Hong Kong International Airport and to
extend the existing franchise agreement to July 2031. The hangar construction is
expected to be completed before the end of the first quarter of 2007. The lease
extension results in an increase of the estimated useful life of the Company’s
existing facilities at Hong Kong International Airport, which will reduce the annual
depreciation charges on those facilities for 2005 and beyond by approximately
HK$24 million.
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25. HlEEH
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