Base maintenance at Chep Lap Kok, Hong Kong
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Results

Profit after tax attributable to shareholders for the year was HK$438
million, which represented an increase of 27% from the previous year.

It has been a busy and profitable year for all the Company’s activities.
The Hong Kong operation returned to normal after the shortfall in work
seen during the SARS outbreak in the region the previous year, and has
experienced growth in both line and heavy maintenance. In addition, the
Company has benefited from a reduction in the contributions required to
fund the retirement benefit schemes.

The contribution from subsidiary and jointly controlled companies
continued to grow in 2004. Taikoo (Xiamen) Aircraft Engineering
Company Limited, which became a subsidiary on 15th October 2004,
following the purchase by the Company of SIA Engineering Company
Pte. Limited's 5% shareholding, increased its contribution to attributable
profit from HK$81 million to HK$91 million while that from Hong Kong
Aero Engine Services Limited was HK$157 million (2003: HK$158
million).

Your Directors have recommended a final dividend for 2004 of HK$0.77
per share which, together with the interim dividend of HK$0.32 per share
paid on 27th September 2004, results in a total distribution for the year
of HK$1.09 per share, representing an increase of 30% over the total
ordinary dividends declared for 2003. The dividend cover is 2.42 times.
The total dividends paid and proposed in respect of 2004 amount to
HK$181 million.

Review of Operations

The Company is the sole provider of comprehensive aircraft maintenance
at Hong Kong International Airport. The Company's premises comprise
a single hangar capable of fully enclosing three wide-bodied aircraft,
together with associated workshops and offices, and a five-storey
building at Tseung Kwan O housing component and avionic overhaul
workshops and administration offices. The Company also occupies space
at the airport terminal.
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Maintenance work on landing gear
at Chep Lap Kok, Hong Kong

REBFEGETEZREETE




CHAIRMAN’'S STATEMENT | ¥ B # & &

Line Maintenance

The line maintenance division employs around 1,600 people (2003:
1,600), who provide a comprehensive range of technical and non-
technical services to airlines operating through Hong Kong International
Airport. The Company is the main provider of such services in Hong Kong
and hence the division's performance is primarily related to the number
of flights through the airport. In 2004, the average number of aircraft
handled daily was 223, a 26% increase compared with 2003. To improve
the service provided to freighter customers, the Company is building an
office on the cargo apron that should be open in early 2006.

Base Maintenance

The base maintenance division employs around 1,010 people (2003:
1,020), who provide customers with a comprehensive range of scheduled
maintenance checks and in addition undertake periodic checks,
modifications and overhaul work on a wide variety of aircraft types.
Approximately 50% of the division’s work is for the three scheduled
airlines operating out of Hong Kong: Cathay Pacific Airways, Air Hong
Kong and Dragonair. It competes on price, availability of space, turnround
time and quality of workmanship with other Maintenance and Repair
Organisations worldwide. The hangar was busy throughout the year and
this situation is expected to continue in 2005. Man-hours sold in 2004
were 1.42 million, a 5% increase when compared with 2003. Operating
with the existing shift patterns, the maximum available man-hours is 1.5
million, which includes 0.3 million man-hours of overtime.

The Company is building a second hangar at Hong Kong International
Airport. This will accommodate two wide-bodied aircraft. It is expected to
cost HK$320 million and is scheduled to open in the first quarter of 2007.
Over the next few years, an additional 450 staff will be recruited and by
2010, the new hangar is expected to generate an additional 600,000
man-hours. As a result of the talks with the Airport Authority Hong
Kong associated with the agreement to build a second hangar, the
Company's franchise to provide line and base maintenance services to
Hong Kong International Airport has been extended from July 2018 to
July 2031.
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Component and Avionics Overhaul

The overhaul division occupies a five-storey building at Tseung Kwan O
with more than 7,000 square metres of modern workshop space and
employs around 200 people. Utilisation of these facilities during the year
was reasonable.

Inventory Management

Since 2002, the Company has been providing an inventory management
service for rotable spares. The range of aircraft for which this service is
offered has expanded during 2004 and now includes Airbus 340-600,
340-500, 330-300 and 300-600F. The net book value of these spares at
the year-end was HK$102 million (2003: HK$67 million). This service is
profitable.

Taikoo (Xiamen) Aircraft Engineering Company
Limited (“TAECO")

Each of TAECO's three hangars is capable of fully enclosing two wide-
bodied aircraft; a fourth double-bay hangar is due to open by the end of
2005. Most of TAECO's capacity is taken up by shareholder customers
or their affiliates. Starting in 2005, TAECO will embark on a programme
to convert Boeing 747-400 passenger aircraft to freighters; it currently
holds contracts for thirty-three such conversions through to 2010.
While still only representing about 2.5% of turnover, line maintenance
operations continued to expand and approval has been obtained to start
an operation in Guangzhou. In December 2004, the line maintenance
operations handled about 1,700 flights in Beijing, Xiamen and Shanghai.

Hong Kong Aero Engine Services Limited
("HAESL")

HAESL, in which the Company has a 45% interest, had another good
year, with increased revenue. Profits dropped slightly from 2003.
Throughput of engines and engine equivalents in 2004 was 190, a 6%
increase on 2003. In addition to the work performed on the fleet of
engines used by Cathay Pacific Airways, which accounts for about 40%
of revenue, significant engine work was also carried out for Rolls-Royce
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plc and Emirates Airlines. Singapore Aero Engine Services Pte. Limited
(“SAESL"), in which HAESL has a 20% interest, also had a good year with
increased profitability. This trend is expected to continue in 2005.

Other Jointly Controlled Companies

The Company owns 49% of Goodrich Asia-Pacific Limited, which
refurbishes carbon brakes and overhauls wheel hubs at Fanling, in Hong
Kong. It continued to perform well. The Xiamen based Goodrich TAECO
Aeronautical Systems Limited, in which TAECO has a 35% interest, had
an increase in demand for its services and was profitable.

Taikoo (Shandong) Aircraft Engineering Company Limited (“STAECO"),
in which the Company and TAECO have a combined interest of 30%,
provides a heavy maintenance service for narrow-bodied aircraft, in
particular Boeing 737 aircraft. It is expanding its capacity and capabilities
to meet customers’ projected needs and has signed an agreement with
Pemco Aviation Group under which the companies will jointly market
narrow-bodied passenger aircraft to freighter conversions that will be
undertaken in STAECO's facilities. This company is profitable.

IN-Services Asia Limited, a jointly controlled company in which the
Company has a 35% interest, sells Intertechnique components, and
provides a warranty and repair service to customers. Its revenue has
grown steadily in 2004 and the company is profitable.

EADS SOGERMA HAECO Services Company Limited, a jointly controlled
company in which the Company has a 50% interest, provides
computerised testing of components. Business volume increased in 2004
and the company has become profitable.

Honeywell TAECO Aerospace (Xiamen) Company Limited, a jointly
controlled company in which the Group has an attributable 30% interest,
had a good year, with increased revenue and profitability.
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Engine test cell at HAESL,
Tseung Kwan O, Hong Kong
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Financial Review M%EE
Turnover LR
Note Change
M= 2004 2003 ol
(in HK$ Million) (BEEHET)
The Company and its subsidiary
companies 17 2,153 1,987 8% ARRAREMERR
HAESL 4,000 3,636 10% EEMERDREBRELR
TAECO 3 590 607 -3% EFfALREIRAR
SAESL 1,546 883 75% KM B BREERBE DT
Other jointly controlled companies 502 404 24% Hit £ Z A7)
Total 8,791 7,517 17% met
Notes: 1.As disclosed on the face of the profit and loss account in accordance with reporting MiEE 1. MREBFRAERBERAMEE -
requirements in Hong Kong. 2. HENFEEBERYAELRRA o
2. The whole of the turnover for the jointly controlled companies is included in this table. 3 EMALREIBARE _SENE TS LBELRE
3.TAECO's turnover for 2004 was HK$762 million of which HK$590 million was EBAT-AER HOESFEEATEARARS
attributed to the period ended 14th October 2004 and the remainder HK$172 —EEmEt A+ mE LSS R EL T
million was consolidated in the Group's turnover. Eéf:ﬂ”éﬁ?ﬁé‘%%%%@%‘ézm n .

4. The presentation of the comparative figures has been restated to conform to that for

the surrent vear, 4 HBBFEFEAIIE . UEERIFEZ2IH -

Net Assets BERE

Net assets increased during the year from HK$3,088 million to HK$3,700 FREEFERBE=TENT\BEREMNES
million while working capital increased from HK$383 million to HK$586 B-ttEr MEEELHBEE=BNT=88
million as a result of consolidating TAECO's accounts and an increase  wiZEHERENTFATET  BEEISHEM
in receivables due to more work completed at end of the year. Capital At REIRATZEE  UREEEELIRER
expenditure amounted to HK$116 million, mostly on rotable inventory, T f4 EIBEZA 2  BARRE S A EM — 5

computer systems, tooling, vehicles used on the airfield and construction —FAEEL ABSEARTEEELER - K
of TAECO's fourth hangar. FR>BKES  TH EHREPASREIR

NAENEREZRETRE -
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Net Liquid Funds and Financing

Cash, cash equivalents and short-term deposits increased by
HK$119 million to HK$527 million during the year mainly because of
consolidating TAECO's accounts. The dividend payments of HK$312
million, including the special dividend of HK$166 million for 2003,
during the year were supported largely by the strong operating cash
flow and dividends and shareholder loan repayments from the subsidiary
and jointly controlled companies. The existing deposits and cash
surplus together with the continued strong operating cash flow will be
sufficient to meet its operating, working capital and capital expenditure
requirements forecast for 2005. In addition, the Company has negotiated
loan facilities equivalent to HK$474 million, of which HK$178 million is
subject to renewal during 2005.

Currency Fluctuations
The Group’s income is substantially in HK dollars or US dollars. Operating
costs and capital expenditure of the Company and its Hong Kong based
jointly controlled companies are substantially in those same currencies, as
are those of its subsidiary and jointly controlled companies in Mainland
China, which also use Renminbi.

Environment

The Group recognises that its operations could impact the environment
in which it operates, and it endeavours to monitor and to reduce the
extent to which they do so. When the Company moved to Hong Kong
International Airport and built its facilities in Tseung Kwan 0O, the
Company incorporated systems to minimise the effect of effluents on
the environment. The Group is committed to further reduce energy and
resource usage, and to recycle waste where practicable. In November
last year, the Company was awarded a Certificate of Merit by the Hong
Kong Business Environment Council in recognition of its efforts and
excellence in environmental protection and waste reduction. In 2004, the
Group spent HK$3 million (2003: HK$3 million) on capital and recurring
expenditure to achieve those objectives, and plans to increase this to
HK$4 million in 2005.
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Staff

——

In total, the Group and its jointly controlled companies employed 6,881
staff at the end of 2004, an increase of 7% from the end of 2003.

The strong result for the year reflects the professionalism, hard work and
commitment of all the staff, and on behalf of the shareholders, | should
like to thank them for their continuing support.

Board of Directors
At

| should like to welcome Bob Adams, who joined the Board as an
Independent Non-Executive Director on 1st October 2004. Bob has
experience in a number of businesses, and was a Director of Cathay
Pacific Airways Limited for a number of years. | look forward to working
with him again.

| am sorry to have to report that Dr. Alex Wu Shu Chih died on 10th

January 2005. He served on the Board for 22 years and his experience
and advice will be sorely missed.

Outlook

In 2004, the increase in line maintenance work reflected the continued
expansion of base customers’ fleets and the growth in traffic through
Hong Kong International Airport. An increase in demand for heavy
maintenance in both Hong Kong and Xiamen resulted in high utilisation
of hangars, which were effectively full.

A similar picture is expected for the first half of 2005. There should be
some growth in line maintenance work in Hong Kong, and our hangars
in Hong Kong and Xiamen are expected to continue to benefit from high
utilisation, although growth will be limited until the new facilities come
on line. Heavy maintenance capacity will increase significantly with the
scheduled opening of TAECO's fourth hangar in late 2005 and HAECQ's
second hangar in early 2007.

| look to the future with confidence.
David Turnbull

Chairman
Hong Kong, 8th March 2005
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