REPORT OF THE DIRECTORS I EREEHS

The Directors submit their report and the audited accounts for the year
ended 31st December 2004 which are set out on pages 30 to 55.

Principal activity and results

The Hong Kong Aircraft Engineering Company Limited Group is
primarily engaged in the business of commercial aircraft overhaul and
maintenance. Its operations are carried out principally in Hong Kong and
Xiamen, People’s Republic of China. The results of the Group are set out
in the consolidated profit and loss account on page 30.

Ten-year financial summary
A ten-year financial summary of the results and of the assets and
liabilities of the Group is shown on pages 2 and 3.

Dividends

The Directors recommend the payment of a final dividend of HK$0.77
per ordinary share for the year ended 31st December 2004 which,
together with the interim dividend of HK$0.32 per ordinary share paid
on 27th September 2004 makes a total dividend for the year of HK$1.09
per ordinary share. This represents a total distribution for the year of
HK$181 million. Subject to the approval of the 2004 final dividend by
the shareholders at the Annual General Meeting on 10th May 2005,
it is expected that the dividend will be paid on 20th May 2005 to
shareholders registered on 10th May 2005. The shareholders’ register will
be closed from 3rd May 2005 to 10th May 2005, both dates inclusive.

Reserves
Movements in the reserves of the Company and the Group during the
year are set out in note 19 to the accounts.

Bank and other borrowings

The Company and its subsidiary companies have no bank loans at the
end of the year. The details of other borrowings are shown in note 20 to
the accounts.

Interest
The details of interest are included in note 6 to the accounts.

Accounting policies
The principal accounting policies of the Group are set out in note 2 to
the accounts.

Donations
During the year the Company and its subsidiary companies made
donations for charitable purposes totalling HK$2 million.
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Fixed assets
Movements of fixed assets are shown in note 11 to the accounts.

Share capital

During the year under review, no purchase, sale or redemption of
the shares of the Company has been effected by the Company or its
subsidiary companies (2003: nil). At 31st December 2004, 166,324,850
shares were in issue (31st December 2003: 166,324,850 shares).

Commitments and contingencies

Details of capital commitments of the Group and the Company as at
31st December 2004 are set out in note 22 to the accounts. There are no
contingent liabilities as at 31st December 2004.

Major customers and suppliers (significant
contracts)

74% of sales and 43% of purchases during the year were attributable
to the Group's five largest customers and suppliers respectively. 46% of
sales were made to the Group’s largest customer, Cathay Pacific Airways
Limited, while 20% of purchases were from the largest supplier, Aero
Inventory (U.K.) Limited.

No Director, 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 to Cathay Pacific Airways Limited) has an interest
in the customers or suppliers disclosed above.

Agreement for services

The Company had an agreement for services (“Old Agreement”) with
John Swire & Sons (H.K.) Limited ("JSSHK"). Pursuant to the Old
Agreement, JSSHK provided advice and expertise of the directors and
senior officers of the John Swire & Sons Limited ("“Swire”) group, 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 have
been agreed from time to time.

In return for these services, JSSHK received 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 were
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
reimbursed the Swire group for all the expenses incurred in the provision
of the services at cost. The Old Agreement was terminated on 31st
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December 2004 and replaced by a new agreement (“New Agreement”)
signed on 1st December 2004 also with JSSHK.

The New Agreement took effect from 1st January 2005 and will terminate
on 31st December 2007. However it 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.

The terms of the New Agreement are substantially the same as those of
the Old Agreement. The Directors estimate that the maximum aggregate
annual amount of the service fees and the costs reimbursed to the Swire
group under the New Agreement (excluding those in respect of shared
administrative services) will not exceed HK$30 million.

Swire is the holding company of Swire Pacific Limited (“Swire Pacific”)
which owns approximately 32.5% 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 New Agreement are continuing connected transactions under the
Listing Rules, in respect of which an announcement dated 1st December
2004 was published by the Company.

As directors and employees of the Swire group, David Turnbull, Marven
Bowles, Charles Bremridge, Davy Ho Cho Ying, Peter Johansen and Tony
Tyler are interested in both the Old Agreement and the New Agreement,
and in the case of Peter Johansen also as a shareholder.

Particulars of the fees paid and the expenses reimbursed for the year
ended 31st December 2004 are given in note 24 to the accounts.

Connected transaction

The Company has placed its property all risks insurance (“the Policy”)
for the period 1st April 2004 to 31st March 2005 through Spaciom
Limited (“SPACIOM”), a captive insurance company incorporated in the
Isle of Man and wholly-owned by Swire Pacific. The premium paid by
the Company in respect of the Policy was HK$4,095,092. The Directors
consider that, by placing insurance through SPACIOM, the Company will
better identify, control and manage the risks that the Company confronts
as well as lower its cost of insurance.

This is a connected transaction because of Swire Pacific's shareholding
in the Company as noted above and an announcement dated 16th June
2004 was published by the Company.
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Continuing connected transactions

AHK Air Hong Kong Limited ("AHK")

i) Total Care Package Contract (“the TCP Contract”)

As part of the normal commercial activities of the Company in the
ordinary and normal course of its business, the Company entered
into the TCP Contract with AHK on 9th September 2004. Pursuant to
this contract, the Company provides a total care package for AHK's
fleet comprising initially six Airbus A300-600 freighters for a term of
8 years from 10th September 2004. AHK may extend this for a first
term of 12 months and thereafter for a second term of 18 months. The
service provided includes acquiring an inventory of spares for leasing
to AHK and providing management, logistic support and maintenance
to this inventory.

The Directors estimate that the maximum aggregate annual value (“the
annual cap”) of the TCP Contract will not exceed the amounts set out
below:
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For the year ending 31st December Up to 31st August
BE+-A=t-HLEE BENA=t+—-HBL
2004 2005 2006 2007 2008 2009 2010 2011 2012
(in HK$ Thousand 8% F it)
4,800 17,000 18,300 22,200 33,700 33,700 33,700 33,700 22,500

ii) Line Maintenance Contract (“the LM Contract”)

Pursuant to this contract with AHK dated 9th September 2004,
which is for a term of five years from 12th September 2004, the
Company provides line maintenance services for AHK's fleet at Hong
Kong International Airport. The services provided include routine
maintenance check, non-routine maintenance, actions to address
inbound technical issues, ad-hoc maintenance support, ramp services,
material supplies, tooling supplies, aircraft release and certification,
and aircraft on ground support.

The Directors estimate that the annual cap of the LM Contract will not
exceed the amounts set out below:
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For the year ending 31st December Up to 31st August
BET-A=T-HLEE BENA=1+—-HL
2004 2005 2006 2007 2008 2009
(in HK$ Thousand j&#Fit)
725 5,586 5,947 5,987 6,110 4,125

AHK is a 60% owned subsidiary of Cathay Pacific Airways Limited
(“Cathay Pacific”) which is a connected person of the Company
because of its 27.4% interest in the Company and hence is an
associate of Cathay Pacific and a connected person of the Company
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under the Listing Rules. Both the TCP Contract and the LM Contract
are therefore continuing connected transactions for the Company in
respect of which an announcement dated 13th September 2004 was
published.

The Independent Non-Executive Directors of the Company have
reviewed these transactions and confirmed that they have been
entered into:

i) inthe usual and ordinary course of the Company’s business;

ii) either on normal commercial terms or on terms no more
favourable to AHK than terms available to independent third
parties; and

iii) in accordance with the TCP Contract and LM Contract on terms
that are fair and reasonable and in the interests of the
shareholders of the Company as a whole.

Auditors of the Company have reviewed the transactions and
confirmed to the Board of Directors that:
"At your request, we have agreed to perform the following procedures
and report to you the factual findings resulting from our work:
e the Transactions had received the approval of the Board of
Directors of the Company;
¢ based on the opinion from independent financial advisor the
Transactions were entered under normal business practices and
commercial terms for the Company;
e the Transactions entered into in accordance with the
agreements; and
e the aggregate values of the Transactions (revenues recognised
by the Company from the Transactions) fall within the annual
cap(s) as stated in the Announcement.”

Directors

Of the present Directors whose names are listed on pages 19 to 20,
Charles Bremridge and Bob Adams were appointed on 7th September
2004 and 1st October 2004 respectively. All the remaining Directors
served throughout the year and still hold office at the date of this report.

In addition, Dr. Alex Wu Shu Chih served as a Director during the year
and it is with great sadness that the Directors report his death on 10th
January 2005.

At various times during the year, Chris Gibbs and Dr. The Hon. Michael
Kadoorie served as alternate Directors.

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 Derek Cridland,
Dinty Dickson Leach and Mark Hayman retire at the forthcoming Annual
General Meeting of the Company and being eligible, offer themselves for
re-election.
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Bob Adams and Charles Bremridge, having been appointed to the Board
under Article 91 since the last annual general meeting, also retire and
offer themselves for 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 HK$0.4 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.

Directors’ interests
At 31st December 2004, the register 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:
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Personal Other Total issued capital (%)
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Dr. The Hon. Michael Kadoorie = 3,782,886 " 3,782,886 23 XEEEBEL
(alternate Director) (RES)
Dinty Dickson Leach 124,800 - 124,800 0.1 >EE
* Dr. The Hon. Michael Kadoorie is a beneficiary and the founder of discretionary trust which holds these shares. CRBREEELREERERNZEBETZEBARAIA

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, if any (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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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 2004 the Company
had been notified of the following interests in the shares of the Company
held by substantial shareholders (as defined in the Listing Rules), all
being beneficial interests:
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Number of Percentage of
shares issued capital (%) Remarks

RO EE BETRAE 2 (%) (-
John Swire & Sons Limited
KEALEEBRAR 99,649,103 59.9
Swire Pacific Limited ) Duplication of John Swire & Sons
AEBRBERAF 99,649,103 59.9 ) Limited's holding (see Note)
Cathay Pacific Airways Limited ) HEAALERARAR
EEMEFRDF 45,649,686 27.4 ) ZEREBEE(RME)

Note: At 31st December 2004, the John Swire & Sons Limited group owned directly or indirectly interests
in shares of Swire Pacific Limited representing 29.5% of the issued share capital and 52.9% of
the voting rights; Swire Pacific Limited in turn controlled 46.5% of Cathay Pacific Airways Limited.

In addition, at 31st December 2004 the register of interests in shares
and short positions showed the following interest in the shares of the
Company held in the capacity of investment manager:
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Number of Percentage of
shares issued capital (%)
D& A EBRTRAB (%)
Marathon Asset Management Limited 14,985,730 9.0
Public float SRERE

To the best information and belief of the Directors, at least 25% of the
Company's total issued share capital was held by the public at all times
during the period under review.

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
David Turnbull

Chairman
Hong Kong, 8th March 2005
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