NOTES TO THE ACCOUNTS | Bk H I i

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 5.

The principal activities of the Group’s subsidiary and jointly controlled companies
are set out on page 63. Financial summaries of the jointly controlled companies
are provided under note 15.

2. Principal accounting policies

(a) Basis of preparation
The accounts have been prepared in accordance with Hong Kong Financial
Reporting Standards ("HKFRS") and the disclosure requirements set out in
the Listing Rules of the Hong Kong Stock Exchange. The accounts have been
prepared under the historical cost convention.

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.

In 2005, the Group adopted the following new or revised standards and
interpretations of HKFRS below, which are relevant to its operations. The
2004 comparatives have been amended as required, in accordance with the
relevant requirements.

HKAS 1 Presentation of Financial Statements

HKAS 2 Inventories

HKAS 7 Cash Flow Statements

HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors

HKAS 10 Events after the Balance Sheet Date

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 21 The Effects of Changes in Foreign Exchange Rates
HKAS 23 Borrowing Costs

HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial Statements

HKAS 28 Investments in Associates
HKAS 31 Investments in Joint Ventures
HKAS 32 Financial Instruments: Disclosures and Presentation

HKAS 33 Earnings per Share

HKAS 36 Impairment of Assets

HKAS 38 Intangible Assets

HKAS 39 Financial Instruments: Recognition and Measurement

HK-Int 4 Leases — Determination of the Length of Lease Term in respect
of Hong Kong Land Leases

HKAS-Int15  Operating Leases — Incentives
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HKFRS 3 Business Combinations

HKFRS 4 Insurance Contracts
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(b)

Apart from certain presentational changes as set out below, the adoption
of the above new HKFRS standards and interpretations does not have any
material effect on the accounts.

() HKAS 1 “Presentation of financial statements” has affected the
presentation of minority interests, share of net after-tax results of jointly
controlled companies and other disclosures.

(i) The adoption of revised HKAS 17 “Leases” has resulted in a change in
the accounting policy relating to the reclassification of leasehold land
and land use rights from property, plant and equipment to operating
leases. The up-front prepayments made for the leasehold land and land
use rights are expensed in the profit and loss account on a straight-
line basis over the period of the lease or where there is impairment, the
impairment is expensed in the profit and loss account. In prior years,
the leasehold land and land use rights were accounted for at cost less
accumulated depreciation and accumulated impairment.

(iii) Turnover represents the aggregated amounts invoiced to customers
and changes in work in progress. In prior years, turnover included the
aggregated amount invoiced to customers only.

(iv) Certain comparative amounts have been reclassified to conform to the
current year's presentation. The change relates to a more meaningful
reclassification among operating expense categories.

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.

HKAS 19 (Amendment) Actuarial Gains and Losses, Group Plans and Disclosures
HKFRS 7 Financial Instruments: Disclosures
HKFRS-Int 4 Determining whether an Arrangement contains a Lease

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.
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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.

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.

(d) 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. 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
differences from the accounting policies adopted by the Group. No such
adjustment was required for the results reported in these accounts.

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.

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 functional
currency, at the rates of exchange ruling at the balance sheet date. Foreign
currency transactions during the year are translated at the market exchange
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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. 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.

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.

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.

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:

2.5% to 10%
9% to 33%

Buildings and building facilities
Equipment, plant and machinery
Motor vehicles 18% to 20%
Rotable spares 7%
Plant and buildings under construction Nl

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.
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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.

(h) Intangible assets

(i)

()

(k)

(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 company
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 cash-generating units for the purpose of
impairment testing.

(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.

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 (cash-generating units).

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.

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

(m) Borrowings

(n)

(0)

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.

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.

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.
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(p) 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 cost of work
incurred which is valued on the same basis as work in progress (note
j). 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.

(q) 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.

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.
In addition, it operates a defined cost contribution scheme to employees
who work for more than five years. Both TAECO and the employees
are required to contribute 5% of the employee’s relevant income.
Contributions to the schemes are expensed as incurred.

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

(r) 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.
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(s) Related parties
Related parties are individuals and companies, including subsidiary, fellow
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.

3. 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 include the productive life of property,
plant and equipment and the determination of tax.

4. Management of financial risk factors

The Group's activities are exposed to movements of foreign currencies, fair
value interest rate risk, credit risk and liquidity risk. These risks are reviewed
periodically to ensure their impact on the Group's financial performance is
minimised through the use of forwards, options or other appropriate derivative
financial instruments. It is the Group’s policy to use the above derivative
instruments solely for the purpose of financial risk management.

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

Where appropriate the Group uses forward contracts to manage the foreign
exchange risk arising from future commercial transactions and net foreign
currency assets or liabilities.

(i) Fair value interest rate risk
The Group's results and operating cash flows are substantially independent
of changes in market interest rates.

(iii) Credit risk
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 aims to maintain flexibility in funding by keeping sufficient cash
or committed credit lines available.
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5. Segment information

Reporting by geographical segment for the year ended 31st December:

5. 7 HA#H
BE+-ASt-RLEERMEHERS

Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total
TEREBEE R RS E 782 S st
2005 2004 2005 2004 2005 2004 2005 2004
(in HK$ Million) (B EET)
Turnover 2,260 1,973 928 168 (67) (7) 3,921 2,134 #XBHE
Operating profit 300 201 201 21 501 222 EFEF
Net finance income/(charges) 3 (4) 4 1 7 (3) BAHWA /(i) FE
Share of after-tax results of
jointly controlled companies 248 173 19 83 267 256 MEEHEATBRHTEEE
Profit before taxation 551 370 224 105 775 475 BEADEF
Profit for the year 504 342 206 109 710 451 ARFEAF
Profit attributable to the
Company's shareholders 504 342 114 96 618 438 QLERREMEF
Capital expenditure 205 83 341 33 546 116 BAMAHAX
Depreciation 108 126 87 15 195 141 F8E
Amortisation 2 2 5 1 7 3
Impairment of stocks — reversal (6) (4) - - (6) (4) FERE —&E
Auditor's remuneration —
statutory audit fees 1 1 - - 1 1 R¥MHME — EEREER
Analysis of net assets and equity of the Group by geographical segment at 31st ToAZT - RAEEERBELIEEET
December: EREZN DN
Operating principally Operating in Inter-segment
in Hong Kong Mainland China elimination Total
FEREBEE REPEREE P2 B st
2005 2004 2005 2004 2005 2004 2005 2004
(in HK$ Million) (BEHET)
Jointly controlled companies 599 669 72 50 - - 671 719 #HiEAF
Other assets 2,962 2,475 1,439 1,200 (39) (27) 4,362 3,648 EHfEE
Long-term loan - (%) - - - - - (9) REfER
Other liabilities (773) (551)  (201) (143) 39 27 (935) (667) EHiER
Net assets 2,788 2,497 1,310 1,107 - - 4,098 3604 BEBEZHE
Equity attributable to the
Company's shareholders 2,783 2,492 729 617 - - 3512 3,109 ARARFEEER
Minority interests 5 5 581 490 - - 586 495 JDEKEEH
Total equity 2,788 2,497 1,310 1,107 - - 4,098 3604 fEFAE

6. Staff remuneration and benefits

Total staff remuneration and benefits include pension scheme contributions,
salaries, allowances, benefits in kind and staff benefit administration costs for
2005 amounted to HK$1,425 million (2004: HK$1,151 million). Of the five
highest paid employees, four (2004: four) were Directors and details of their
remuneration are given in note 7; remuneration details for the other one (2004:

one) employee are:

6 MAFHRER

“EERFAERKREF MK
BERNTHAANBEFMRENS B TORE=-TH
BEN(CZENFERERT-RBRET-EERD) - IE&S
FRET NEH(CETMERMA)RES  HMESRHE
I BT - R(CEEREA - R)NHHFRNT

2 BNRER

Group &£
Allowances &  Retirement
Basic salary Bonus  other benefits benefits Total
EA%HE AL RETREMER RIKEER #t
(in HK$ Thousand) (BHFIT)
John Chi Tin Mong — 2005 1,494 565 345 12 2,416 EBX&H — -TZIF
-2004 1,356 49 583 87 2,522 — ZEETNF
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7. Directors’ remuneration 7. E5He
Total number of Directors who served during the year was fourteen (2004: FREREZHELTATOACEENFATZA) - H

thirteen). Their remuneration was as follows: BEmT -
Group &8
2005 2004
Allowances &
Directors’ other benefits ~ Retirement
feesa Basic salary BonusP =193 benefits Total Total
EEHE? EXHe FEALD Hipg®l  BIKEER Bt st
(in HK$ Thousand) (B¥FT)
Executive Directors: BERES:
David Turnbull - 398 324 286 83 1,091 1,413 BB
Chan Ping Kit - 2,760 2,533 2,383 143 7,819 6,237 BRImEE
Charles Bremridge - 1,200 306 1,820 252 3,578 1,057 RE
Mark Hayman - 1,536 731 1,008 - 3,275 3,182 =3¢
J Robert Gibson¢ - 488 - 353 - 841 - FApA N
Marven Bowles - 952 1,433 2,333 200 4918 3,890 ExE
John Paterson - - - - - - 1,438 PN
- 7,334 5,327 8,183 678 21,522 17,217
Non-Executive Directors: FEBES:
Derek Cridland - - - - - - - REH
Davy Ho Cho Ying - - - - - - - a5
Peter Johansen - - - - - - - PEE
Tony Tyler - - - - - - - BEB
Independent Non-Executive Directors: BUFERES:
Bob Adams 80 - - - - 80 20 BRIE
Dinty Dickson Leach 160 - - - - 160 160 ERE
Lincoln Leong Kwok Kuen 160 - - - - 160 122 REIE
Dr. Alex Wu Shu Chih? 2 - - - - 2 118 REHEEL
402 - - - - 402 420
2005 total 402 7,334 5,327 8,183 678 21,924 —ETRFEHEG
2004 total 420 6,398 6,065 3,925 829 17,637 —EEMFE
Notes: M5t
a. Annual Directors' fees are determined by the Board and for 2005 comprised Director’s a BENESHSHESRAE  —SZLFEFEESHSE
fee of HK$80,000 (2004: HK$80,000), fee for serving on Audit Committee of BN\BT (CEENELSEE\BT) LEIBRESENS
HK$50,000 (2004: HK$50,000) and fee for serving on Remuneration Committee of BEREL (CESENEREEAER) RECENEES
HK$30,000 (2004: HK$30,000) respectively. HeBe=ET (CEENERBE=ET) -

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

o _ . _ b. FAXN FEBESNIEANRE LFENEENE
¢. Marven Bowles retired in August 2005 and received the emoluments in respect of his B . e B
services as Executive Director in 2005 and 2004. J Robert Gibson was appointed to the c BXBR=FTRFN\ARM TUHRHAM=FTHFR=

Board effective from September 2005. SZMFHARKESHBNGTH - CXEREEMAES
d. Dr. Alex Wu Shu Chih died on 10th January 2005. He was an Independent Non- R E-FRRFEAAREN
Executive Director and received Directors’ fees in 2005 and 2004. d SHBEIR-_ZSRE—F+ARN - SB+E-2EH

ERBUEBES  TWDESHES -
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8. Net finance income/(charges)

S.MBBA/N(XL)SH

Group =
2005 2004
(in HK$ Million) (BIHET)
Finance income 14 5 iE- TN
Interest expenses: MEXH
Long-term loan (note 23) (6) (8) REER (FfaE23)
Short-term bank loans (note 24) (1) - THERITER (MEE24)
7 3)
9. Taxation 9. 1§
Group £E
2005 2004
(in HK$ Million) (BH¥EHET)
Current taxation: REABIE
Hong Kong profits tax 19 - EBFER
Overseas tax 14 1 BB
33 1
Deferred taxation (note 17): ERERIE (FHEE17)
Decrease/(increase) in deferred tax assets 4 (6) RERIEE ERD/(E0)
Increase in deferred tax liabilities 28 29 EERBEEEEM
65 24

Provision for Hong Kong profits tax has been made by the Company of HK$19
million (2004: nil). Hong Kong profits tax is calculated at 17.5% (2004: 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$48 million for the year (2004: HK$45 million).

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

ARCABBNEHELEREE-—TLEER (C2EN
FRT) BRINBRDULFENGTERPUETRB R
BORTLHAFE(CEEONFERAF 2 TLHT) - BIH
BARERAEEEEMRANBERIE

REREARBRAFACHRAFHRAIHBREIOT
NEBRR (CEENFEABBNTAEET)

3 S H EE A R BIR R

Group & &
2005 2004

(in HK$ Million) (B¥BHET)
Profit before taxation 775 475 BRBLATE R
Nominal amount at Hong Kong profits tax rate of BREBNSHER I 2 TEHE

17.5% (2004: 17.5%) 136 83 (CEEMEAE 2 TLHE)SENERE
Share of after-tax results of jointly controlled

companies (46) (45) EEREATRBEES
Effect of different tax rates in overseas jurisdictions (23) (7) BHNREEBETRR RN E
Non-taxable items (2) (7) BARKMNIER
Total tax charge per accounts 65 24 RERB MBI B

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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10. Profit attributable to the Company’s shareholders
Of the profit attributable to the Company's shareholders, HK$574 million (2004:
HK$271 million) is dealt with in the accounts of the Company.

10. 2 %) B BB {5 & %
NERREGENT  BHERARRAARBEERL
THEEL (CZENFRABB-_RLT-BER)-

11. Dividends 11. KR
Company 23]
2005 2004
(in HK$ Million) (B¥HETT)
Interim, paid on 26th September 2005, of HK$0.50 REZZERFNA-+ABERENTHRE
per share (2004: HK$0.32 per share) 83 53 BRAMS0T (CZENFABRAEN0.327T)
Final, proposed, of HK$1.10 per share BORA S R SR 1.10T
(2004: HK$0.77 per share) 183 128 (CEENFEABRER0.77T)
266 181

At a Board meeting held on 7th March 2006, Directors recommended a final
dividend of HK$1.10 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 2006.

12. Earnings per share (basic and diluted)

Earnings per share are calculated by reference to the profit attributable to the
Company's shareholders of HK$618 million (2004: HK$438 million) and to the
weighted average of 166,324,850 (2004: 166,324,850) ordinary shares in issue.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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EZRN-ESRF-ALBEONESRAEL 28
RERFREAEBRBE110T - HIKRETEHZIRE
FRRAERNRE  BEJIREE-EERF+ZA=ZT
—REFENRSRERE

12.ERBF(EXREE)
EREADRELABRREGEANBEAE-TNEET
(CEZTNEABBEUE=T/\GET) REBRTHMET
1IR3 BB 166,324,850/ (= ZEIFE 5166,324,8501%)
LBRETE -
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13. Property, plant and equipment, leasehold land and 13. 9% BERZMH HEIMR LM
land use rights and intangible assets EFRAREREREE
Group &£
Property, plant and equipment 413 - Bi= &4
Vehicles, Plant and
Buildings Plant,  equipment buildings Leasehold  Intangible
and machinery and under land and assets —
building  and tools  furniture ~ Rotable construction land use computer
facilities BE - 58 - spares @@ rights software
2FR Hzs B3 Al = Total Btk EKEE -
BFRIE RIA S3ELN s REgF st + tth {5 FRAE BB
(in HK$ Million) (B¥EHETT)
Cost F&®
At 31st December 2003 1,665 354 179 73 9 2,280 21 3 ZEZE=HF+-A=1+-HZE
Acquisition of a subsidiary
company 656 278 33 - 54 1,021 206 - BAWBLE
Additions and transfers 5 36 7 44 17 109 - 7 RBERER
Disposals - (25) (27) (3) - (55) - - HE
At 31st December 2004 2,326 643 192 114 80 3,355 227 10 ZEEMF+-_A=+—-H#EH
Exchange differences (2) - - - - (2) - - ERES
Additions and transfers 287 101 12 93 53 546 - - EERER
Disposals - (15) (17) - - (32) - - HE
At 31st December 2005 2,611 729 187 207 133 3,867 227 10 —ZETHEHF+-A=+—-HEE
Depreciation and
amortisation TERMH
At 31st December 2003 357 267 159 5 - 788 2 | ZET=F+-A=t+-H&E
Acquisition of a subsidiary
company 209 147 22 - - 378 26 - BAWBELH
Charge for the year 92 31 12 6 - 141 2 1 AEERE
Disposals - (21) (26) - - (47) - - HE
At 31st December 2004 658 424 167 1 - 1,260 30 2 “EENME+-A=1+-HEE
Charge for the year 106 62 11 16 - 195 5 2 AEERE
Disposals - (14) (16) - - (30) - - L&
At 31st December 2005 764 472 162 27 - 1,425 35 4 —EELRF+-A=+—-H#&E
Net book value EESRE
At 31st December 2005 1,847 257 25 180 133 2,442 192 6 —EZHF+-_A=+—-HEH
At 31st December 2004 1,668 219 25 103 80 2,095 197 8 Z—EENE+_A=t+-H&EH
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13. Property, plant and equipment, leasehold land and

13.0% BRERRMK HAELHR LM

land use rights and intangible assets (cont'd) EREREREE(R)
Company &
Property, plant and equipment ¥1% « M= &5
Vehicles, Plant and
Buildings Plant,  equipment buildings Intangible
and machinery and under assets —
building  and tools  furniture  Rotable construction computer
facilities BB SR spares  E@Efr Leasehold  software
BFER g B4 aEE BE Total land BEEE -
BFRIE kIR AR & RgF Bt HELH BREEM
(in HK$ Million) (Bl EET)
Cost F&
At 31st December 2003 1,665 354 179 73 9 2,280 21 3 ZEE=E+-A=1+-—-HFEE
Additions and transfers 5 25 6 44 4) 76 - 7 BERER
Disposals - (21) (25) 3) - (49) - - HE
At 31st December 2004 1,670 358 160 14 5 2307 21 10 =ZZEEE+-A=+-HB&#EH
Additions and transfers 1 27 6 93 78 205 - - RERER
Disposals - (8) (14) - - (22) - - HE
At 31st December 2005 1,671 377 152 207 83 2,490 21 10 —EERF+_A=1+—H#EH
Depreciation and
amortisation HERHEN
At 31st December 2003 357 267 159 5 - 788 2 1 ZEB=H+-H=t+-RKE
Charge for the year 84 24 12 6 - 126 1 1 AEERE
Disposals - (18) (24) - - (42) - - HE
At 31st December 2004 441 273 147 " - 872 3 2 —EEMNE+-—A=1+-H%E
Charge for the year 60 25 7 16 - 108 - 2 REEHRE
Disposals - (8) (14) - - (22) - - HE
At 31st December 2005 501 290 140 27 - 958 3 4 —ETAF+-A=+-HEE
Net book value IR S {E
At 31st December 2005 1,170 87 12 180 83 1,532 18 —EZRFT_A=T—H#EH
At 31st December 2004 1,229 85 13 103 5 1435 18 8 CZEEMF+ZA=+-HEE

Plant and buildings under construction are mainly related to construction of the
cargo apron office and the second hangar at the Hong Kong International Airport
by the Company which are expected to open in the second half and at the end
of 2006 respectively, and the fifth hangar at Xiamen, Mainland China by TAECO
which is scheduled to open in the third quarter of 2007.

0Of the leasehold land and land use rights with net book value of HK$192 million
(2004: HK$197 million), HK$18 million leasehold land is held in Hong Kong by
the Company (2004: HK$18 million) while HK$174 million land use rights is held
in Mainland China through TAECO (2004: HK$179 million). Both leasehold land

and land use rights are held on medium-term leases.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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14. Subsidiary companies 14 MEAR
Company 28]
2005 2004
(in HK$ Million) (B EET)
Unlisted shares at cost 268 268 FLmERERE
The subsidiary companies are shown on page 63. MEBLRSREST=ZE -
15. Jointly controlled companies 15. £ L F
Group &= Company 2 &)
2005 2004 2005 2004
(in HK$ Million) (B EET)
Unlisted shares at cost 60 60 35 35 FLmERERE
Attributable post-acquisition
profits 591 642 FEREAEEA
Share of net assets 651 702 BLEEERE
Loans due from jointly
controlled companies 20 17 19 17 HERRREEER
671 719 54 52

Dividends received and receivable from jointly

controlled companies 318 70 CURERLAEZEATRE
The principal jointly controlled companies are shown on page 63. TEHBRARIINERTZE
Loans due from jointly controlled companies are unsecured and carry interest HEQNAAEEERLEERR  AENXRAZTEMIGRST
rates from nil to LIBOR plus 0.60% per annum (2004: from nil to LIBOR plus H%Tﬁgbu/\ﬂﬁggﬁ( z IEE’JEE*IJ = AEE AR
0.50% per annum). The loans either have no fixed terms of repayment or are TREFREMETEREE)FTE - AERTERETERHR
repayable at various dates up to 2010. RTERBEEE-ZE-TF o
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15. Jointly controlled companies (cont’d)
Share of the financial results and positions of the jointly controlled companies for

the year ended and at 31st December are as follows:

15. 3182 F ()
HERABET A=t -BLFEREENRETEE
BRBBMRROT

HAESL TAECO
EBMEREHK BEPAH Others Total
SRR T RAETRAR Hits st
2005 2004 2005 2004 2005 2004 2005 2004
(in HK$ Million) (B¥BHET)
Turnover 2,124 1,800 N/A* 292 201 139 2,325 2231 ®#xEm
Operating expenses (1,865) (1,613) (216)  (159) (111) (2,024) (1,940) ==mEx%
Operating profit 259 187 76 42 28 301 291  EEF
Net finance income 5 1 1 - - 5 2 BBBRAER
Share of after-tax results of jointly
controlled companies 9 2 6 = - 9 8 BEHHEARRBEXE
Profit before taxation 273 190 83 42 28 315 301 ERBIADER
Taxation (44) (33 () (4) (5) (48) (45 ®E
Profit for the year 229 157 76 38 23 267 256 AFEF
Dividends paid 299 53 - 19 17 318 70 BRRE
Funds employed: EEEM:
Non-current assets 361 376 95 93 456 469 FRBEE
Current assets 504 518 110 81 614 599 RBEE
865 894 205 174 1,070 1,068
Current liabilities (269) (225) (101) (87) (370) (312) RBEE
Non-current liabilities (29) (32 - (5) (29) (37 *RBERE
567 637 104 82 671 719
Financed by: EARRR :
Shareholders' equity and loans 567 637 104 82 671 719 REERRER

*On 15th October 2004, the Group's shareholding in TAECO increased from
49.6% to 54.6% as a result of acquiring SIA Engineering Company Pte. Limited's
remaining 5% shareholding in TAECO. TAECO has been accounted for as a
subsidiary company thereafter. A summary of its financial results and positions
for the year ended and at 31st December 2005 and 2004 are set out on page

64.
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16. 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 (“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 cost
contribution scheme in Mainland China.

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

16. BH&EF

(a) St
R-ZZZE+_F—AAELAAERNES TEES
MEBREHEAES ([BES]) HFERATENRTE
REFGFE - BE=ZEZE+-A—AE IEHFARE
ERFEATHME  BRCSMARESHE - RIEZ
iHE RAREEHVENMEEEBUANES 2EHK (£
RESABYE—TFR) -

EERMIRBRATNAMESRNERE ([FinfE
858l ) RHFIRERBBRABEBRRMAER - 2
AARRERBEZEMEZAN—IRANZHER » K
SBAGZTEIHA o

B FEEREIRERVTDESRMKEFE ([EH
EEE]) DARBIMERKREBNESMR - T8

HERER DA RZET BN o

EMALTREIRAANEREEZ FEALEEH IR
REERHAREBURE o

M EE2(q) it - RABREBNESRPEINT

Group &£E
2005 2004
(in HK$ Million) (B¥EHETT)
Local Scheme 52 54 i & B IR NEFIGHE
Expatriate Scheme 1 2 BIME R IKTER G2
MPF, statutory and other defined contribution
schemes 11 4 BES  FEREMRAEHRRE
64 60
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16. Retirement benefits (cont'd)
(b) Defined benefits retirement schemes

The amount recognised in the profit and loss account was made up as follows:

16. B &R (&)
(b) RERKIBRFE
RESRTRANHBMNT

Group &&
Local Scheme Expatriate Scheme Total
i fES5HE BIMEEFTE Bt
2005 2004 2005 2004 2005 2004
(in HK$ Million) (BMHET)
Current service cost 83 82 5 6 88 88  AHEIRBEAR
Interest cost 88 77 5 5 93 82 FEER
Expected return on plan assets (119) (105) (9) (9) (128) (114)  FrEIEEBEHDR
Total 52 54 1 2 53 56 B
Actual gain on plan assets 189 240 15 22 204 262 FEIEEMNERWE
The amount recognised in the balance sheet was determined as follows: NEEEBRPEINEELOT ¢
Group and Company EE KR A&l
Local Scheme Expatriate Scheme Total
iR E5TE BIMEE & #Et
2005 2004 2005 2004 2005 2004
(in HK$ Million) (B¥HETT)
At 31st December: TZB=+—-B#&&:
Fair value of plan assets 2,137 1,979 178 160 2315 2,139  EEEAEMAFE
Present value of obligations (1,930) (1,820) (122) (109) (2,052) (1,929) EAEWRE
Net assets 207 159 56 51 263 210 EBEFE
Unrecognised actuarial
(gains)/losses (66) 3 (20) (14) (86) (11) AEIBEMWER) BB
Assets recognised in the
balance sheet 14 162 36 37 177 199 REEEBRTEINEE
Movement in the assets recognised in the balance sheet: REEEGBRTEIANEELSS
Group and Company &EE K A 8]
Local Scheme Expatriate Scheme Total
ifES5HE BIMEE & Bt
2005 2004 2005 2004 2005 2004
(in HK$ Million) (BEEET)
Assets at 1st January 162 158 37 38 199 196 —A—R#&EEE
Increase/(decrease) due to: E/CRA)ER -
Total expense — as shown above (52) (54) (1) (2) (53) (56)  #BIx — k3|
Contributions paid 31 58 - 1 31 59  BfER
Assets at 31st December 141 162 36 37 177 199 tZR=t-R#&HEE
Principal actuarial assumptions for the year: AEETERERR
2005 2004
Discount rate 4.25% 4.25%  BRERE
Assumed rate of return on plan assets 6.00% 6.00% ekt EEERRE
Assumed rate of future salary increases 4.00% 4.00%  BEAREHE
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17. Deferred taxation 17. EERE
The movements on deferred taxation are as follows: EERENSEMT
Group &
Provisions 245
(in HK$ Million) (B¥HETT)
Deferred tax assets EEHEEE
At 31st December 2003 - “EE=F+-A=t+-B#&E
Acquisition of a subsidiary company BANBAH
Credited to profit and loss account 6 RERERHTE
At 31st December 2004 11 “EENE+-A=t+-B&E
Charged to profit and loss account (4) REHERPXH
At 31st December 2005 7 ZEZRRETZAZ+-BEE

Group and Company

EERQTA
Accelerated Retirement
tax benefit Tax
depreciation assets losses Others Total
MEBIERE B ARSEE HIEEER Hith st
(in HK$ Million) (B¥EET)
Deferred tax liabilities EEHESE
At 31st December 2003 155 34 (40) (9) 140 =—EE=F+-B=+t—H#E
(Credited)/charged to
profit and loss account (2) 1 29 1 29 FERIRP(RER)/XH
At 31st December 2004 153 35 (11) (8) 169 —EENFE+B=+—-H#E
Charged/(credited) to
profit and loss account 10 (4) A 11 28 RERERPRE/IRE)
At 31st December 2005 163 31 - 3 197 —ZZIF+-A=+-HEE

Deferred tax is calculated in full on temporary differences under the liability
method. The tax rate used in respect of Hong Kong deferred tax is 17.5% (2004:
17.5%). Overseas deferred tax is calculated using tax rates prevailing in the
respective jurisdictions.

18. 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.

EESENRARMEHERER2NE - BREWE
ERARANBERES 2 T LUR(CSENERELZ
+ERE) SMEEREARE D EREA R 2 B
HES

1. FRRXRIE
FERATIREAMEFHEEFENRAETERF
EMETHREEAR

Group 5 Company A &]
2005 2004 2005 2004
(in HK$ Million) (B EHETT)
Carrying amounts at
net realisable value: BART 3R R E G E R IREE

Stocks 40 63 30 26 7E

Work in progress 5 1 5 1 AEIR
The remaining balances are carried at cost. AT HEERRILU A AR o
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19. Debtors and creditors

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

19. B REMIRER

BYEPNEERETIEMER - —RIIVRIEEE R M8
BENTE © REWE S RIETHMETEETEUREEMT
AREVGERENEERR o

Group &£ Company X &)
2005 2004 2005 2004
(in HK$ Million) (BEEETT)
Trade debtors 302 280 213 182 )
Amount due from a subsidiary
company - - 27 18 FEW K S 2 B FE
Amounts due from jointly
controlled companies 13 14 10 11 W HEABFRE
Other receivables 162 118 159 115 Hit e FRIE
477 412 409 326
Trade creditors 58 44 25 33 ENE S iRE
Amount due to a subsidiary
company - - 12 9 e D B
Amounts due to jointly
controlled companies 3 1 3 1 A HEARRE
Other payables 520 438 398 331 Hib I FIE
581 483 438 374

The fair values of trade debtors and other receivables are not materially different
from their book values. The amounts due from/to subsidiary and jointly controlled
companies are unsecured, interest free and on normal trade credit terms.

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

FREZREREMEWTEAARRAELEEAD 5
MERAZARAREEREEIMERAEQATRESR
EEA  2ERREZEZEEHEE -

REERASEANEREZREAREAES REND T
LUN

Group &E Company A &)
2005 2004 2005 2004
Debtors 96% 98% 95% 99% FEWERIE
Creditors 98% 98% 97% 95% FESERIE
20. Share capital 20. B& &
Company 2 &
2005 2004
Number of Number of
shares in HK$Million shares in HK$Million
BRIPBE BREET RIPEE BEEET
Authorised: EERA
Ordinary shares of HK$1.00 each BREERE1.00TEER
At 31st December 210,000,000 210 210,000,000 210 +ZR=+—-H#&E
Issued and fully paid: BITREERAE
Ordinary shares of HK$1.00 each BREERE1.00TEER
At 31st December 166,324,850 166 166,324,850 166 +ZR=+—-H#&E
During the year under review, no purchase, sale or redemption of the shares of FEENFER  DARENBARYEERBHERS

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

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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21. Reserves 21. &R
Capital redemption
Revenue reserve reserve Exchange reserve Total
W ARMERE B @it
2005 2004 2005 2004 2005 2004 2005 2004
(in HK$ Million) (B¥EEBT)
Group £5
At 1st January 2,924 2,798 19 19 - - 2943 2817 —HB—B#E
Profit attributable to the Company's
shareholders 618 438 - - - - 618 438 AEBRREMREF
Previous year's final dividend paid (128) (93) - - - - (128) (93) EBNLEERBRKRE
Previous year's special dividend paid - (166) - - - - - (166) ERNLEEHBIRE
Current year's interim dividend paid (83) (53) - - - - (83) (53) ENEXFEFHRERER
Exchange differences - - - - (4) - (4) - EREE
At 31st December 3,331 2,924 19 19 (4) - 3,346 2943 +ZE=t—H#E
The Company 2,279 1,917 19 19 - - 2,298 1,936 AF
Subsidiary companies 461 365 - - (4) - 457 365 HKIBAF
Jointly controlled companies 591 642 - - - - 591 642 HERF
3,331 2,924 19 19 (4) - 3,346 2,943
Company AL
At 1st January 1,953 1,994 19 19 - - 1,972 2013 —HA—H&#E
Profit attributable to the Company's
shareholders 574 271 - - - - 574 271 DRIRFREMLER
Previous year's final dividend paid (128) (93) - - - - (128) (93) ENLEEREERE
Previous year's special dividend paid - (166) - - - - - (166) BN ELFERHRS
Current year's interim dividend paid (83) (53) - - - - (83) (53) ENFEEFHRE
At 31st December 2,316 1,953 19 19 - - 2335 1972 +ZA=1+—RH&EHE

Distributable reserves of the Company at 31st December 2005, calculated under
section 79B of the Hong Kong Companies Ordinance, amounted to HK$2,316

million (2004: HK$ 1,953 million).

The revenue reserve includes HK$183 million (2004: HK$128 million)
representing the recommended final dividend for the year (note 11).

22. Minority interests

REEEDDRAETOBKIE  ATR-FBEF+=
A=t-BRETARNGBHEABE -t =B TATH
7 (CBEMERBETABETZAER) -

WERBEREAFERZNRARE (FE11) BE—EN
TZEER (CETNFEABE-R=-TN\EER)-

2. BRRER

Group &£E

2005 2004
(in HK$ Million) (B¥HETT)
At 1st January 495 5 —A—B&E
Acquisition of a subsidiary company - 502 BAKBLE
Minority interests' share of profits 92 13 DBRREZENEEER
Dividends paid to minority interests - (25) NFOBRRESNRE
Exchange differences (1) - ERESE
At 31st December 586 495 tTZA=+—R&E

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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23. Long-term loan 23. REIER

Group and Company

EERATA
2005 2004

(in HK$ Million) (B HET)
At 1st January 100 104 —A—B#&E
Repayment during the year (100) (4) EAZiiin*iﬁ
At 31st December - 100 +ZRA=+—R#&EH

The loan was provided by a subsidiary of Cathay Pacific Airways Limited, was
unsecured, interest bearing at 8.35% per annum and was repayable by equal
semi-annual instalments to June 2018. During the year, the Company fully
repaid the balance of the loan.

24. Short-term bank loans

Short-term bank loans denominated in US dollar amounted to HK$15 million
and HK dollar amounted to HK$3 million. They are unsecured, bear interest
at effective interest rates ranged from 4.51% to 4.71% per annum and are
repayable within three months from the balance sheet date. The carrying
amounts approximate their fair values.

25. Receipt in advance

Receipt in advance of HK$133 million (2004: nil) is a prepayment from Cathay
Pacific Airways Limited for storage services charges up to June 2018. At 31st
December 2005, the current portion included in other payables under current
liabilities is HK$ 11 million while the non-current portion is HK$122 million.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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2, ERAMITHR
DETABENNERRTERBEABY -—THRER
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B RERFERXRAIZOME-EES2MEL—
B ’EE(‘iE"ETEli BARER - RERBEAQNTE
R&E

25. AR
AURERBE-—R=T=B8x (CETMERE) NER
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26. Notes to the consolidated cash flow statement
(a) Reconciliation of operating profit to net cash generated from operations

6. FEBARERME
(a) BFRFHEXELNR S FHEYR

Group &
2005 2004
(in HK$ Million) (B¥EHET)
Operating profit 501 222 HERF
Depreciation and amortisation 202 144 WEREH
Loss on disposal of property, plant and equipment 2 5 HENE - BERREER
Operating profit before working capital changes 705 371 LEETRBANEFER
Decrease/(increase) in retirement benefit assets 22 (3) RARSBRERERD/(1EM0)
(Increase)/decrease in stocks and work in progress (16) 12 FERKRZEIR (3BM) R
Increase in debtors and prepayments (73) (97) FEW I T8 15 BRIESE 10
Increase in creditors and accruals 107 34 FE % FERT BRI AE
Increase in receipt in advance 122 - SELVEREEI
Net cash generated from operations 867 317 EEEENREFR
(b) Analysis of changes in financing (b) REZBH D
Group &£
Long-term loan Minority interests
REIER DERRERS
2005 2004 2005 2004
(in HK$ Million) (BHEBETT)
At 1st January 100 104 495 5 —A-BH&E
Acquisition of a
subsidiary company - - - 502 BAKELE
Minority interests’ share
of profits - - 92 13 DR R ELEF
Dividends paid to
minority interests - = = (25) HFOYRREZNR S
Repayment of term loan (100) 4) - - EERBRER
Exchange differences - - (1) - EREH
At 31st December - 100 586 495 t+ZR=+—R&E&
(c) Analysis of deposits and bank balances at 31st December (c) TZAZ+ - REENERRBITEFIN
Group £H
2005 2004
(in HK$ Million) (B¥EHETT)
Cash and cash equivalents BERBELZEEY
— Short-term deposits and bank balances 809 527 - EHERRRTER
Deposits maturing after three months 86 49 B=EARBNER
895 576

The effective interest rates on these deposits of the Group ranged from 0.08%
to 4.23% per annum (2004: from 0.08% to 4.65% per annum) and of the
Company ranged from 1.31% to 4.23% per annum (2004: from 0.15% to 4.65%
per annum); these deposits have an average maturity of 69 days (2004: 59 days)
for the Group and 42 days (2004: 15 days) for the Company.

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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27. Capital commitments for property, plant and equipment

27. ME BEREMHRFEERXIE

Group &£ Company 23
2005 2004 2005 2004
(in HK$ Million) (B EET)
Contracted but not provided for
in the accounts 452 117 366 11 BATRBREREEER
Authorised by Directors but not
contracted for 565 482 133 336 REZR/MAEBRITL
The Group's share of capital
commitments of jointly controlled TR BEAEEEL LR
companies not included above: NEZERMARENT ¢
Contracted but not provided
for in the accounts 1 8 BATRBREREREERE
Authorised by Directors but
not contracted for 14 2 KREBRMABRITY

Capital commitments are mainly related to construction of the cargo apron office
and the second hangar at the Hong Kong International Airport by the Company,
and the fifth hangar at Xiamen, Mainland China by TAECO.

28. Lease commitments
At 31st December 2005, future aggregate minimum lease payments under non-
cancellable operating leases were as follows:

Group and Company

ERMREIERRAANERERRSEENEERE
FRLERFE_ARE  UARBHEFAEREIZQFIRN
FENEFEZNETERE -

28. HAKiE
“ERRFTZAZT-RAE  RAUHBEXEER
MARSREEE HEAENT :

EER AT
2005 2004
(in HK$ Million) (B HETT)
Land and buildings: T REF:
Leases expiring: HAMREE
— Not later than one year 48 44 — TER-F
— Later than one year but not later than five years 219 167 — ZR-FBFZRAF
— Later than five years 1,122 351 — SRAE
1,389 562

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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29. Related party and continuing connected transactions

The Group has a number of transactions with its related parties and connected
persons. Details of its compensation of key management are set out in notes 6
and 7. 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

9. FREATRGENERS

EEEETAHEALRGRBERS - KERTREE
ABBHNBESHE  RINE6RTIE - FERSH
HEREBRFTET  HEKRKHRSEEME=S
&I EErEZ R M AT QN ER RIREE - REN
EARARBELFRAMEHRENIZREREHHE

balances which are material to the Group and which have not been disclosed mE
elsewhere in the annual report are summarised below:
Jointly controlled
companies Other parties Total
Note AT Hig A+ st
(53 2005 2004 2005 2004 2005 2004
(in HK$ Million) (BHBHET)
Revenue from provision of services: REBBFIEGHIBA
Line maintenance and total care BEBERMEFRA AU
package charges for AHK Air Hong M BEEERDEHES
Kong Limited a 28 5 28 5 ERBE
Other revenue b 103 143 1,146 898 1,249 1,041 Hpg A
103 143 1,174 903 1,277 1,046
Purchases: BHEA :
Costs payable to John Swire &
Sons (H.K.) Limited on services REREHREEEBEALER
agreement BRARDXANER
- Service fees paid during the year a 12 6 12 — ERRAREE
- Expenses reimbursed at cost a 16 14 16 14 — REARZER
Subtotal subject to reporting EHERBLBRRETH
cap a 28 20 28 20 et
- Change in accrual for service fees 9 1 9 1 — RBBERRESZD
- Share of administrative services 2 1 2 1 — DRTBRS
Total 39 22 39 22 et
Property insurance placed through
SPACIOM, a captive insurance B-FAALTRHERLAZ
company wholly owned by Swire ERENEBERRIBDH
Pacific Limited 4 4 4 4 SPACIOMIRR MBI E R IR
Spares purchases from Cathay
Pacific Airways Limited 17 17 17 17 HERMERRADEEES
Other purchases C 6 3 3 - 9 3 HitigEI1ER
6 3 63 43 69 46
Balance at 31st December: TZR=+—R#&&:
Debtors and prepayments 13 14 137 153 150 167 e K T8 44 BR 78
Creditors and accruals 3 1 29 16 32 17 FE R T BRIE

HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED
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29. Related party and continuing connected transactions (cont’d)

Notes:

a.

o

o o0

™

f.

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.

. Revenue from jointly controlled companies mainly came from services to TAECO before 15th October 2004 and

HAESL. Services to HAESL included engine component repairs and provision of certain administrative services
charged at cost.

Revenue from other parties comprised mainly maintenance, inventory management and logistics support charges
for Cathay Pacific Airways Limited ("CX").

. Purchases from jointly controlled companies comprised mainly aircraft component overhaul charges by HAESL.
. These outstandings are included in "debtors and prepayments" and “creditors and accruals” respectively in the

consolidated and company balance sheets.

. Continuing connected transactions during 2005:

The Group had the following continuing connected transactions, details of which are set out below:
(a) AHK Air Hong Kong Limited ("AHK")
(i) Total Care Package Contract ("TCP Contract")
Pursuant to the TCP Contract dated 9th September 2004 with AHK, the Company provides a total care
package for AHK's fleet comprising initially six Airbus A300-600 freighters. The service includes acquiring
an inventory of spares for leasing to AHK and providing management, logistic support and maintenance
to this inventory. The term of the contract is for eight years from 10th September 2004. AHK may extend
this for a first term of twelve months and thereafter for a second term of eighteen months.
(if) Line Maintenance Contract ("LM Contract")
Pursuant to the LM Contract with AHK dated 9th September 2004, the Company provides line
maintenance services for AHK's fleet at Hong Kong International Airport. The services 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 term of the LM Contract is for five years from 12th September 2004.
AHK is a connected person of the Company because it is a subsidiary of CX which is a substantial shareholder
of the Company. The transactions under the TCP Contract and the LM Contract are continuing connected
transactions in respect of which announcements dated 13th September 2004 and 16th February 2006 were
published.
For the year ended 31st December 2005, the fees payable to the Company by AHK under the TCP Contract
and the LM Contract totalled HK$21 million and HK$7 million respectively and exceeded the respective
annual caps of HK$17,000,000 and HK$5,586,000. Having accumulated experience in its first full year
of servicing AHK's fleet of new Airbus A300-600 freighters, the Company had a better projection of fees
to be received from AHK and the exceeding of annual caps should not recur. The Company had published an
announcement dated 16th February 2006 for revising the annual caps on the estimated amount of fees
payable by AHK to the Company for 2006-2008 to (i) HK$30,151,000, HK$33,367,000 and HK$40,000,000
respectively under the TCP Contract; and (ii) HK$12,147,000, HK$13,400,000 and HK$13,400,000
respectively under the LM Contract.

(b) John Swire & Sons (H.K.) Limited ("JSSHK")
Pursuant to an agreement dated 1st December 2004 ("JSSHK Services Agreement”) with JSSHK, JSSHK
provides services to the Company and its subsidiaries. The services comprise advice and expertise of the
directors and senior officers of John Swire & Sons Limited (“Swire") group including (but not limited to)
assistance in negotiating with regulatory and other governmental or official bodies, 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.
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 for all the expenses incurred in the provision of the services
at cost.
The term of the JSSHK Services Agreement is from 1st January 2005 to 31st December 2007 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 holding company of Swire Pacific Limited 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 JSSHK Services Agreement are continuing
connected transactions in respect of which announcements dated 1st December 2004 and 7th March 2006
were published.
For the year ended 31st December 2005, the fees paid by the Company to JSSHK under the JSSHK Services
Agreement totalled HK$12 million and expenses of HK$ 16 million were reimbursed at cost.

Continuing connected transactions commencing 2006:

In addition, the Company and its non-wholly owned subsidiary TAECO entered into service agreements (“New
Agreements”) with CX on 10th November 2005 for the provision of services by the Company and TAECO to CX's
aircraft fleet. 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 and/or Xiamen. Payment is made in cash by CX to HAECO/TAECO within thirty days
upon receipt of the invoice. The term of the New Agreements is from 1st January 2006 to 31st December 2007.
(X is a substantial shareholder and therefore a connected person of the Company under the Listing Rules.
The transactions under the New Agreements are continuing connected transactions in respect of which an
announcement dated 10th November 2005 was published and a circular dated 22nd November 2005 was sent to
shareholders.
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30. Principal subsidiary and jointly controlled companies
at 31st December 2005

30, FEMBLARRXELF
R-EZRF+_B=+—-HEE

Owned by
subsidiary
and jointly
Place of controlled
incorporation companies  Attributable
and operation Owned HEBAAR to the
MR Principal activities Issued share capital directly HEPAT Group
fedpiuk e FEX BRITRA HEER wE e
Subsidiary companies:
B :
South China Aero Technology Limited Hong Kong Aviation products trading Share capital of HK$500,000 60% - 60%
ERMmERMARAR &8 MZERES ##500,0007T B A
Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft overhaul and Registered capital of 54.6% - 54.6%
Company Limited* =M maintenance US$41,500,000
EFMALRETIRERAR" REREREE R 41,500,000 T E A&
Jointly controlled companies:
£E2F
EADS SOGERMA HAECO Services Hong Kong Aircraft component repair Share capital of HK$2,000,000  50% - 50%
Company Limited BiE services 782,000,000 7T R A
REIBIHER R
Goodrich Asia-Pacific Limited Hong Kong Carbon brake machining and Share capital of HK$9,200,000  49% - 49%
BB wheel hub overhaul 759,200,000 B A
RERE A RBRAE
Goodrich TAECO Aeronautical Systems ~ Xiamen Aircraft fuel control, flight Registered capital of - 35% 19.1%
(Xiamen) Company Limited* =M control and electrical US$5,000,000
EMREASFMERAF" component repairs 5,000,000% A& A
FREPORIESIE « ZiEGIE
RERBHBE
Honeywell TAECO Aerospace (Xiamen) Xiamen Aircraft hydraulic, pneumatic,  Registered capital of 25% 10% 30.5%
Company Limited* EM avionic component and other  US$5,000,000
EMEEERALFMARAIR" aviation equipment repairs 5,000,000 T & A
RERE - RE - EIHFR
Hitf Z R G EERE
Hong Kong Aero Engine Services Limited  Hong Kong Commercial aero engine Share capital of HK$200 45% - 45%
BEMERBREERBARAR &8 overhaul services BME200TRA
kit ElE INCIT
IN-Services Asia Limited Hong Kong Aircraft component trading Share capital of HK$7,800,000  35% - 35%
&8 and repair services 757,800,00070 B AR
REIIE 5 RIEERS
Singapore Aero Engine Services Pte. Limited ~ Singapore Trent engine overhaul services  Registered capital of - 20% 9%
IR BB ERBERAR 3O3R FRISEI B RIE RS US$54,000,000
54,000,000 TERE R
Taikoo (Shandong) Aircraft Engineering  Shandong Heavy maintenance services Registered capital of 20% 10% 25.5%
Company Limited* iR for narrow-bodied aircraft RMB86,000,000
WRAERETRERAR" B A RIS ARAS 86,000,000 A R¥EEMER

Principal subsidiary and jointly controlled companies are those which, in the

opinion of the Directors, materially affect the result or assets of the Group.

* Equity joint venture registered in Mainland China.
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