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Highlights
1999 1998
(HK$M) {(HK$M)
DECREASE o
RLESE
Turnover 1,958.2 2,028.2 -3.4% o
| Profit attributable to shareholders 59.4 145.6 -59.200 BRRERESHET
Dividends 81.4 1111 -267% RE
Shareholders’ funds 2,448.1 2,470.1 -09% BERES
Earnings per share HIK$0.32 HK$0.79 -592% SRER
Dividends per share HK$0.44 HK$0.60 -267%  SRERE
Shareholders' funds per share HK$13.23 HK$13.34 09% SERRES
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Ten Year Financial Summary

1999 1998 1997 1996 1995

HK$M HKSM HK$M HKSM HK$M

Turnover 1,959.2 2,028.2 2,375.1 2,461.5 2,3%0.8

Profit attributable to shareholders 59.4 145.6 320.1 494.5 331.3

Dividends 81.4 1M1A 148.2 148.2 148.2
Net assets employed:

Fixed assets 1,772.5 1,894.6 1,057.1 400.7 324.4

Other assets 1,188.5 1,475.6 1,969.5 24283 2,068.0

2,961.0 3,370.2 3,026.6 2,829.0 2,3924

Less: liabilities 394.7 778.6 5848 5549 464.9

Net assets 2,566.3 2,591.6 24418 2,274 19275

Financed by:

Shareholders' funds 2,448.1 2,470.1 2,436.7 2,269.3 1922.9

Minority interest 4.8 53 5.1 4.8 4.6

Long term loan 113.4 116.2 - - -

2,566.3 2,591.6 2,441.8 2,274 19275

HK$ HK$ HKS HK$ HK$

Earnings per share 0.32 0.79 1.73 2.67 1.79

Dividends per share 0.44 0.60 0.80 0.80 0.80

Shareholders’ funds per share 13.23 13.34 13.16 12.25 10.38

Dividend cover - times 0.73 1.31 2.16 3.34 224

Turnover 1990-1999 Profit attributable to shareholders 1990-1999
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1994 1993 1992 1991 1990
HKEM HK$M HKEM HKEM HKEM
2,418.4 2,307.1 2,097.1 1,806.1 1,601.2 A
413.6 447.0 3879 320.6 289.4 B R AL R
174.1 187.0 168.5 150.0 140.7 BE
EEFEER:
366.6 363.9 3731 387.3 381.7 BEEEE
1,813 1,674.1 1,263.0 931.6 762.6 Hi&EE
2,279.7 2,0380 1,636.1 13189 11443
552.1 549.5 407.4 309.0 287.8 A=K
17276 1,488.5 1,228.7 1,009.9 856.5 HEFHE
B RIR:
1,722.7 1,483.1 1,223.1 1,003.7 850.2 BRRES
49 5.4 56 6.2 6.3 LEBERELS
- - - - - RERER
1,727.6 1,488.5 1,228.7 1,009.9 856.5
HK$ HKS HK$ HK$ HK$
2.23 2.41 2.09 1.73 1.56 srRAaEF
0.94 1.01 0.9 0.81 0.76 sSERE
9.30 8.01 6.60 5.42 4,59 ERRRES
2.38 2.39 2.30 214 2.06 BRERELERER
Earnings and dividends per share 1990-1999 Shareholders’ funds 1990-1999
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HAE@@ provides airframe

overhaul, major structural modifications,
refurbishment and painting for many

types of aircraft including B747, L1011,

A320,A330,A340 and B777. A single

three-bay hangar at Hong Kong
International Airport gives a column-free
working area of 15,000 square metres,
allowing it to accommodate three B747-

400 aircraft at one time.
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HAE@@ provides 24-hour-a-

day ramp handling and maintenance
services, including transit servicing
and comprehensive cleaning, at Hong
Kong International Airport, for more
than 60,000 flights annually by more

than 40 major airline customers.
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H A E @ @ DS workshops at

Tseung Kwan O specialise in the overhaul
of mechanical, hydraulic, pneumatic and
fuel system components, as well as a wide
range of avionics components including
electrical, instrument and radio, ranging
from conventional analogue to the most

advanced digital equipment.
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HAESL offers strip, inspection,

repair, build and test capabilities on
Rolls-Royce RB211 and the latest
generation Trent 700 and 800 series
engines, as well as overhaul and test

capabilities on the IAE V2500.
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TA E @ @ offers airframe

overhaul and structural modifications at

its facilities in Xiamen, principally on

B747 aircraft. Its two twin-bay hangars

are each capable of accommodating

two B747-400 aircraft at one time.
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Directors

14

Executive Directors

D M Turnbull, aged 44, has been Chairman of the
Board since September 1995. He was Director and
Managing Director of the Company from January
1990 to December 1993 and rejoined the Board in
March 1995. He is also Deputy Chairman and Chief
Executive of Cathay Pacific Airways Limited and a
Director of Swire Pacific Limited and John Swire &
Sons (H.K.) Limited. He joined the Swire Group in
1976.

P K Chan, aged 54, has been Managing Director
since July 1998. He first joined the Company in 1966
and resigned from the Company as Deputy Chief
Engineer (Maintenance) in june 1990. He rejoined
in December 1992 as General Manager (Base
Maintenance & China Operations) and was
appointed a Director on 2nd November 1993,

A Hoad, aged 36, has been a Director of the
Company since May 1998. He held several senior
management positions with Cathay Pacific Airways
Limited’s Engineering Department prior to joining
the Company.

P A Kilgour, aged 44, has been Director (Finance)
since November 1998. He was General Manager
(Finance) of the Company from Ist January 1995 to
12th November 1998. He joined the Swire Group in
1983,

S K C Lau, aged 57, has been a Director of the
Company since January 1997. He joined the
Company on Ist August 1975 and has previously
held the positions of General Manager (Perscnnel)
from January 1990 to December 1993 and General
Manager {Personnel and Administration) from
January 1994 to December 1996.

Non-Executive Directors

D G Cridland, aged 54, has been a Director of the
Company since May 1998. He is also Engineering
Director of Cathay Pacific Airways Limited and a
Director of AHK Air Hong Kong Limited and
Associated Engineers Limited.

Alternate: C. Gibbs
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] S Dickson Leach** aged 54, has been a Director
of the Company since July 1986. He is also a
Director of CLP Holdings Limited, China Light &
Power Co. Limited, Tai Ping Carpets International
Limited and The Hongkong & Shanghai Hotels,
Limited.

Alternate: M.D. Kadoorie

D CY Ho, aged 52, was appointed a Director in
September 1999. He joined the Swire Group in 1970
and has worked with the Group in Hong Kong and
Taiwan. He is also a Director of Swire Pacific
Limited.

P A Johansen® aged 57, has been a Director since
July 1984. He joined the Swire Group in 1973 and
has worked with the Group in Hong Kong and
lapan. He is also a Director of John Swire and Sons
Limited and Swire Pacific Limited.

] P Paterson, aged 43, has been a Director of the
Company since October 1998. He was previously
General Manager Airports of Cathay Pacific Airways
Limited. He joined the Swire Group in September
1978. He is also Director and Genera! Manager of
Hong Kong Aero Engine Services Limited.

A N Tyler, aged 44, has been a Director of the
Company since December 1996. He joined the
Swire Group in 1977 and has worked in Australia,
the Philippines, Canada, Japan and Europe. He is
a Director of John Swire & Sons (H.K.) Limited,
Director Corporate Development of Cathay Pacific
Airways Limited and a Director of Hong Kong
Dragon Airlines Limited.

Dr. AS C Wu**, cBg, LLD, Ip, aged 79, has been a
Director of the Company since January 1983, He is
also the Chairman of Fidelity Management Limited,
Vice Chairman of Dai Nippon Printing Co., {HK)
Limited and a non-executive Director of a number
of listed companies including Hong Kong Ferry Co.
Limited.

* [ndependent Non-Executive Director
¥ Member of the Audit Committee
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Executive Officers

Secretary

P A Moore, aged 42, has been Company Secretary
since QOctober 1997. He joined the Swire Group in
1989 and has worked with the Group in Hong Kong
and Japan.

Executive Officers

F C H Chan, aged 52, joined the Company in 1967
and was appointed General Manager (Component &
Avionics Overhaul) in December 1996. He is also
Director and General Manager of BFGoodrich
Aerospace Asia-Pacific Limited since September
1996.

] A Hurran, aged 55, has been General Manager
(Commercial) since March 1999. He joined the
Company in 1982 and was appointed General
Manager (Marketing and Business Acquisition} in
fune 1996.

A Sathianathan, aged 52, rejoined the Company in
1992 and was appointed General Manager (Materiel
Management) in August 1998. He was previously
employed by the Company from 1987 to 1989.

P Yu, aged 52, has been General Manager
{Maintenance) since December 1999. He rejoined
the Company as General Manager (Base
Maintenance) in September 1997. He was previously
employed by the Company from 1967 to 1990.
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Chairman’s Statement

Results

The Group's profit attributable to shareholders for the year was HKS59.4 million. This represents
a decrease of 59.2% from that of 1998. Profit attributable to shareholders before restructuring costs,
which were incurred in both 1999 and 1998, decreased by 25.4%.

The Company's operating profitability declined during 1999 as revenues and margins in both
technical and non-technical line maintenance remained under severe competitive pressure. The
Company's airframe heavy maintenance facilities have been reasonably busy, but worldwide rates

for such work have shown some signs of softening in recent months.

A comprehensive restructuring of the Company’s operations was carried out during the fourth
quarter of 1999. This involved the realignment of certain wage and salary structures to meet market
conditions and some reduction in staff numbers in all areas of the Company. As a result,
approximately 720 staff left the Company through a combination of voluntary severance and

involuntary retrenchment.

Contributions from jointly controlled companies improved, with the major portion of the increase

provided by Taikoo (Xiamen) Aircraft Engineering Company Limited (TAECO).

There have been signs in the last few months of an upturn in the airline industry in the Asia-Pacific
region. In due course, this should lead to increased aircraft movements and to improved revenue
oppcrtunities for aviation industry service providers. However, in the short term the competitive

pressures at Hong Kong International Airport are likely to remain intense.

Your Directors have recommended a final dividend for 1999 of HKS0.30 per share which, together
with the interim dividend of HKS0.14 per share paid on 27th September 1999, results in a total
distribution for the year of HKS0.44 per share, a reduction of 26.7% from the total dividend declared
for 1998.

Operations

At the end of 1999 the Company, either directly or through its jeintly-controlled company in Xiamen,
TAECO, had comprehensive maintenance contracts covering twenty-five Boeing 747s, eleven B777s,
fourteen Airbus Industrie A340s and twelve A330s for Cathay Pacific Airways, five A320s, two A321s
and five A330s for Dragonair and three B747s for Air Hong Kong. These contracts cover the provision

of line maintenance and hangar-based maintenance as well as the overhaul of certain components.

The Company maintains a strong position in technical and non-technical line maintenance at Hong
Kong International Airport, where such services are perfermed for more than 40 international

airlines. However, the market is extremely price-sensitive.




EBRBIBEBFTR O

ETRHBEE

AWie pr=
FH< s

AREFIFEBEEBRMABY AT AEENTES > — AN ETFHESZAHTILEZ -
FEFRINER — I B — LI ER R AR E AR > EELBRATRERE S
—+HESN - '

A% RV — FUALFUAE 2 BRI R W+ 2 B I T R T T M S B 1 e 3
B PR T A 2 B0 A TR O BT o RS AR 22 ) 00 e A 2 AR I i — TS
B 3% 45 TR 9 2 TR 2 S SR R IR — TR B -

E—UIIER NS > AL ST T —EARENEHEAN S QREASEFIY
e S LU T B IR+ B AR 7 4 (B R PV B S b BB - BBE > KR
H b B A O R T R R R B A -

B FE RN R B EEAE T EE > M RER A B H PR RE ITEARLE -

EREYA BREMEXLTTHEB R > MRETAM=ERER#fERREL
FER MU BE IR B B AR AU SR HE & o SRTIT > 5 ) PR MR 055 7 S 303 T 75 T R R % o 270 35
FREAOZTF -

FEERERIRE -NLUNILFERBEREASRER 030 7T « ERR—JLILILEILA =
L RHIREZ PR E SRR 014 5T - AFEILIREERERK 044 5T - tE—JLILA
FRERBIRETEEIZ R L -

£

FA—JUILILAE TR IR » AR 40 &) 438 mF8 A R0 P R[] 28 o 20 =) o PR 7y TR T 72 B 415
ZEMMEEEH  REBMEAT RIS 747 BIFRME - +—28 777 BUReHE - +
P58 28 o A T340 5] A340 B FeAEAN 238 A330 BUReHE - MHEMZE A FAEE A320 &Y
FeHE - FHZE A321 BUJREHE - TLZ8 A330 BUAReME - MEERMIZE =28 B747 BIFRAEER HIRTE -
W55 & %9 G115 5 A A1 Bh Ak 18 B B AE 1S K TR RIE IR TS -

A VI TE T v T PR A3 ) 3 0 PR B IR 9 PR A BN A A BROS A FR AR i 7 - R I -
] [0 P A 22 20 IR LR B ARES o SR » T 35 EE AR I8 H U -

BT B IR R A EEHDAY T2 O B EEfT TRRSN - AN FEIIRAREFBEMATZE A F - American
International Airlines - American Trans Air ~ PEIALATZE A& ~ Wb BT HI (B AT ZE 40 &) ~
FERBEANZELT - BPIALZE LT - Polar Air Cargo ~ 38 E S R 8 FLAL 28 4\ B A4 e
AT ROV E B > e RS -

FR > ARNFEEHRERMENEARREGHE -

B - ANAFEHRED

ﬂgn
1]




HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED ANNUAL REPORT 7999

20

In addition to work carried out for Hong Kong based airlines, extensive hangar-based maintenance
work packages were also carried out on aircraft for Evergreen International Airlines, American
International Airlines, American Trans Air, Northwest Airlines, Saudi Arabian Airlines, Philippine

Airlines, Air Macau, Polar Air Cargo, General Electric and Transasia.

Utilisation of the Company's component overhaul facilities during the year was reasonable.

Facilities

The Company is the sole provider of comprehensive aircraft maintenance at Chek Lap Kok. The
Company's premises comprise a single hangar capable of fully enclosing three wide-bodied aircraft,
together with associated backshops, 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.

Jointly controlled companies

TAECQO now operates two hangars, each of which is capable of fully enclosing two B747 aircraft,
having opened the second hangar in April 1999, Capacity was well-utilised during 1999, with the
completion of a number of comprehensive heavy maintenance packages on Cathay Pacific Airways
aircraft. Substantial work has also been carried out for Japan Airlines, Singapore Airlines, All Nippon
Airways, Air New Zealand, Air Hong Kong, South African Airways, Northwest Airlines and Philippine

Airlines. Profit for the year increased over 1998.

Hong Kong Aero Engine Services Limited (HAESL) maintained a similar level of profit in 1999. In
addition to work performed for Cathay Pacific Airways, significant engine work was also carried out
for South African Airways, Emirates Airlines, Rolls-Royce plc, China Southern Airlines and Air
Transat. In March the formation of Singapore Aero Engine Services Pte. Limited, a joint venture
with Rolls-Royce plc and Singapore Airlines Engineering, was announced, and HAESL will have a
20% stake. The joint-venture company will establish a Trent engine overhaul facility in Singapore

complementing the Hong Kong capabilities of HAESL.

Tyre retreading volumes and profits at Bridgestone Aircraft Tire Company (Asia) Limited's Tai Po

facility remained at a similar level to 1998.

BFGoodrich Aerospace Asia-Pacific Limited, which refurbishes carbon brakes at Fanling, continued

to perform very well.

Finance

The Group’s net liquid funds decreased by HKS$330.9 million during 1999 to HKS103.0 million at
the end of the year as a result of final payments on construction of the new facilities at Hong Kong
International Airport and Tseung Kwan O. All of these funds were managed by the Company. Returns

for the year were satisfactory.

L
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Staff
The Company employed 3,710 staff at the end of 1999, including 338 craftsmen and engineering
apprentice trainees for TAECO and 149 full-time HAECO employees who have been seconded to
TAECQO.

1999 was an unsettling year for all staff. | am extremely grateful for the support and understanding

that staff have shown in helping to ensure the Company's future prosperity.

Prospects

The Company has emerged from a very difficult 1999 in an improved competitive position. Whilst
revenue growth is unlikely in the short term as competitive pressures show little sign of easing,
the cost savings that have been implemented should ensure an improvement in core profitability.
The Company continues to enjoy the confidence of customers and maintains an unparalleled
reputation for quality and service, which will enable it to take advantage of new business
oppertunities. TAECO is proving to be very successful and is well placed to secure additional heavy

maintenance contracts, whilst HAESL's future looks encouraging.

D M Turnbull

Chairman

Hong Kong, 7th March 2000
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The Directors submit their report and the audited accounts for the year ended 31st December 1999,
which are set out on pages 31 to 46.

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. The results of the Group are set out in the consolidated profit and loss account on page 31.

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$0.30 per ordinary share for the
year ended 31st December 1999 which, together with the interim dividend of HKS0.14 per ordinary
share paid on 27th September 1999, makes a total dividend for the year of HKS0 .44 per ordinary
share. This represents a total distribution for the year of HKS81.4 million. Subject to the approval
of the 1999 final dividend by the shareholders at the annual general meeting on 16th May 2000, it
is expected that the dividend will be paid on 22nd May 2000 to shareholders registered on 16th
May 2000. The shareholders’ register will be closed from 8th May 2000 to 16th May 2000, both dates
inclusive.

Reserves
Movements in the reserves of the Company and the Group during the year are set out in note 18
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 made donations for charitable purposes totalling
HKS$0.9 million.

Fixed assets
Movements of fixed assets are shown in note 12 to the accounts.

Significant transactions with a related company

Various contracts in relation to the maintenance and overhaul of Cathay Pacific Airways Limited's
aircraft and related equipment, which in total are significant and represented approximately 37%
of the Group's turnover in 1999, exist between the Group and Cathay Pacific Airways Limited. These
contracts have all been concluded on normal commercial terms in the ordinary and usual course
of business of the Group and Cathay Pacific Airways Limited.

Significant investments

Shandong TAECO Aircraft Engineering Limited, is a joint venture with Shandong Airlines. It is 20%
owned by the Company and 10% owned by TAECO. It started to operate on Ist April 1999. It provides
heavy maintenance for B737 aircraft.
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GE Engine Services (Xiamen) Company Limited, TAECO's joint venture with General Electric (GE)
in Xiamen, was incorporated on 26th February 1999 with a registered capital of USS12 million. It is
20% owned by TAECO. The facility is under construction.

In March the formation of Singapore Aero Engine Services Pte. Limited, a joint venture with Rolls-
Royce plc and Singapore Airlines Engineering, was announced, and HAESL will have a 20% stake.
The joint-venture company will establish a Trent engine overhaul facility in Singapore
complementing the Hong Kong capabilities of HAESL.

Share capital
During 1999, no purchase, sale or redemption of the shares of the Company has been effected by
the Company or its subsidiary company.

Agreement for services

Under an agreement between the two parties, the Company reimburses costs and pays fees to John
Swire & Sons Limited in exchange for services provided. This agreement can be terminated by either
party giving not less than 12 months notice to take effect on 31st December 2001 or 31st December
in any subsequent year. As a Director and shareholder of John Swire & Sons Limited, P.A. Johansen
is interested in this agreement.

Major Customers and Suppliers

60% of sales and 29% of purchases during the year were attributable to the Group’s five largest
customers and suppliers respectively. 37% of sales were made to the Group's largest customer,
Cathay Pacific Airways Limited while 12% of purchases were made from the largest supplier,
Dragages et Travaux Publics HK 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.

Directors
The names of the present Directors of the Company are listed on pages 14 to 15.

Of these, D C Y Ho was appointed a Director of the Company on st September 1999

M | Bell and H | Conybeare served as Directors of the Company until their resignation on Ist
September 1999 and 1st January 2000 respectively. In addition, T Begley served as a Director of the
Company until the annual general meeting for 1999 on which date he retired pursuant to Article
93 of the Company's Articles of Association.

At various times during the year, C Gibbs and The Hon Michael Kadoorie were alternate Directors.

Article 93 of the Company’s Articles of Association provides for all Directors to retire at the third
annugl general meeting following their election by ordinary resolution. In accordance therewith
P K Chan, S KC Lau, AN Tyler and Dr. AS C Wu retire this year and being eligible, offer themselves
for re-election.

D C Y Ho having been appointed to the Board under Article 91 of the Articles of Association of the
Company since the last annual general meeting, also retires and, being eligible, offers himself for
election.
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No Director has a service contract that is not determinable by the employer within one year without
payment of compensation (other than statutory compensation).

Corporate governance
The Company has complied throughout the year with the Code of Best Practice as set out in the
Listing Rules (Main Board) of The Stock Exchange of Hong Kong Limited.

Directors’ interests

At 315t December 1999, the interests of the Directors in the shares of the Company, as recorded in
the register maintained under Section 29 of the Securities (Disclosures of Interests) Ordinance (SDI)
were as follows:-

Personal Other

Interests Interests Tota!
The Hon Michael Kadoorie (alternate Director) - 3,782,886* 3,782,886
|.S. Dickson Leach 25,200 - 25,200

* By virtue of the SDI, The Hon Michael Kadoorie and his family were deemed to be interested in 3,782,886 shares in the Company, which are
held via discretionary trusts

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.

Other than as stated above, the Directors of the Company held no interests, whether beneficial or
non-beneficial, in the share capital or warrants of the Company or its associated corporations.

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.

Substantial shareholders

The register of substantial shareholders maintained under Section 16(1) of the SDI shows that at
31st December 1999, the Company had been notified of the following interests, being 10% or more
of the Company’s issued share capital.

Number of Shares

John Swire & Sons Limited 95,950,303

John Swire & Sons (H.K.) Limited 95,950,303 ) Duplications of John Swire
Swire Pacific Limited 95,950,303 ) & Sons Limited's holding
Cathay Pacific Airways Limited 46,019,286 )
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Year 2000

The Company addressed the millennium date change issue (Y2K) as a matter of pricrity. Full details
of the Company’s assessment of the Y2K issue were contained in the Company's interim report
1999, which was published on 10th August 1999. As noted at that time, the Company achieved
compliance on 30th June 1999. A steering committee of executives led by a Director of the Company
directed the activities of a Y2K project office, under the guidance of a Swire Group Programme Office
and external consultants. This process ensured that the Company, its subsidiary and its jointly
controlled companies identified and mitigated any potential adverse effects of any Y2K-related
failures both in internal systems and equipment and in those of critical suppliers. Business
continuity plans were formulated and tested extensively prior to 31st December 1999,

No operational problems attributable to a Y2K-related event have been encountered.

As at 31st December 1999 the Company had incurred total capital expenditure of HKS1.2 million
and had expensed through profit and loss account a total of HK$23.7 million in relation to the
millennium date change issue. Of these amounts, HKS0.1 million and HKS15.5 million related to
capital expenditure and expense through profit and loss account respectively in the year ended
31st December 1999. No further expenditure on this project has been committed or is anticipated.

Subsequent events

In February 2000 the Company signed sale and purchase agreements for the disposal of 12
residential housing units at Twin Bay Villas, Clearwater Bay Road, Sai Kung, New Territories. These
properties were originally acquired in 1970 for the accommodation of expatriate staff. Net sales
proceeds of HKS82 million are expected on completion of these transactions, and a gain on disposal
of the same amount will be recognised in the profiE for the year 2000.

In February 2000 SIA Engineering Company Pte Limited exercised an option to acquire a 10% stake
in HAESL, 5% of which will be purchased from Rolis-Royce plc and 5% of which is to be acquired
from the Company. This transaction is expected to be completed in March 2000. The Company
expects to receive net sales proceeds from the transaction of not less than HK$49.2 million, and a
gain of approximately HKS21.0 million will be recognised in the profit for the year 2000.

Auditors
A resolution for the re-appointment of PricewaterhouseCoopers as auditors of the Company is to
be proposed at the forthcoming annual general meeting. PricewaterhouseCoopers replaced Price
Waterhouse in 1999 following their merger with Coopers & Lybrand.

By order of the Board

D M Turnbull

Chairman

Hong Kong, 7th March 2000
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for the year ended 31st December 1999

Consclidated Profit and Loss Account

EERBIBERL2A — A AALERE D

HREBER

BE-—NANEF _A=+—H1FE

1999 1998
Note HK$000 HK$000 ibExa

Turnover 20 1,959,172 2,028,221 B 2())
Operating expenses: B

Staff remuneration 3 (1,187,096) (1,326,043 EE=En| 3

Cost of direct material/job expenses (263,609) (230,128) HEEMBER TEHEX

Depreciation (105,358) (93,989} e

Operating lease rentals - land & buildings (89,426) (90,877} BWHREHES - T REF

Auditors' remuneration (637) (655} 12 B BTN &

Release of provision for relocation cost - 16,400 FHERIRE R R LR

Changes in work in progress (20,717) 35,841 T LI2EH

Other operating expenses (225,171) (227 445) HAb &R

Company restructuring costs 5 (92,096) (57,424} NEIEHEBEEA 5
Operating (Joss)/profit (24,938) 53,901 B2 (iR SRR
Net finance income 6 25,148 63,358 MW A EER 6
Net operating profit 210 117,259 B RFRR)
Share of results of jointly controlled

companies 71,079 44,778 FE(R S E R4 A B HEAT
Profit before taxation 71,289 162,037 BRBL B 2R
Taxation 7 (11,551) (18,291) TR 7
Profit after taxation 59,738 145,746 BREBLEIBF
Minority interest (298) (180) DB RELS
Profit attributable to sharehoiders 8 59,440 145,566 R R FEAS R 8
Dividends 9 (81,440) (111,054) rRE 9
(Deficit)/Surplus retained for the year 10, 18 (22,000) 34,512 FEERE EE), B 10,18
Earnings per share 1 HK$0.32 HK$0.79 sEREF 11
Dividends per share 9 HK$0.44 HK$0.60 sSRRE 9
The Group had no recognised gains or losses apart from the profit attributable to PRARFEFE(E AR REBARFEY &
shareholders for the year. (1998 : nil) HMBWRIEE o (—ANNFE &)
The notes on pages 35 to 46 form part of these occounts. MBS HEEANREZMFEEBIURE 2 —
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Consolidated Balance Sheet HmEEERERXR
at 31st December 1999 —ANNEF =B+ —HEZE
1999 1998
Note HK$000 HK$000 MizE
Fixed assets 12 1,772,535 1,894,551 BEE&EE 12
Investment in jointly controlled companies 14 521,559 416,564 ERABESQATNRE 14
Deferred items IEEIR B
Staff loans 201,968 209,514 B E B
Promissory note 11,075 - LEES
Deferred taxation (51,609) (49,297) EHERLIE
15 161,434 160,217 15
Current assets MEEE
Stocks of aircraft parts 16 52,276 72,596 R HEE 16
Work in progress 16 33,519 54,236 RIELAE 16
Debtors and prepayments 249,405 288,844 FEUL T TEA BRIE
Amounts due from jointly controlled companies 5,708 - iR EaS I Eeah N E S
Deposits maturing after 3 months 13,716 4647 M={EAEEEFER
Short term deposits and bank balances 89,248 429,265 SEERTF R R ERTIT 1T

453,872 849,588

Current liabilities RERE
Creditors and accruals 279,271 650,937 TR FESTERIE
Term loan due within 1 year 19 2,796 2,577 —FREmZ REER 19
Proposed final dividend 55,527 70,334 ¥R R EART B
Amount due to jointly controlled companies 5514 5,482 FEAT LRI ) & =) 30

343,108 729,330

Net current assets 110,764 120,258 REBEESRE

2,566,292 2,591,590

Financed by: -y

Share capital 17 185,090 185,090 ;1532 17
Reserves 18 2,262,987 2,284,987 =] 18
Shareholders’ funds 2,448,077 2,470,077 BRES

Minority interest 4,800 5,302 D EAR R

Long term loan 19 113,415 116,211 EHEX 19

2,566,292 2,591,580

D M Turnbuil BHE

Alex S CWu EER

Directors R

Hong Kong, 7th March 2000 58 —EREF=A+H

The notes on pages 35 to 46 form part of these accounts, HE=SBEEBO+ B GSEIEERE 2 —
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at 31st December 1999

Company Balance Sheet

FRERABIBAR

7

B oA NnEHET

REEEEER

—ANNEFZA=+—B#&E

1999 1998
Note HK$000 HK$000 Ligza
Fixed assets 12 1,772,535 1,894,551 BEEE 12
Subsidiary company 13 300 300 MR AT 13
Investment in jointly controlled companies 14 403,219 346,901 EHEESATNRE 14
Deferred items EHLEIEH
Staff loans 201,968 209,514 BeEm
Pramissory note 11,075 - HR==
Deferred taxation (51,609) (49,297) IEIERLIE
15 161,434 160,217 15
Current assets REBEE
Stocks of aircraft parts 16 62,276 72,596 RET (LI 16
Work in progress 16 33,519 54,236 k=TI 16
Debtors and prepayments 250,515 288,776 FEUY R FE/TEETE
Amounts due from jointly controlled companies 5,708 - FEUL F RS A TIROE
Deposit maturing after 3 months 1,219 - WM={E A EETFER
Short term deposits and bank balances 87,742 420,597 SEHRTE RN RSRITETE
440,979 836,205
Current liabilities Pk R =Ris
Creditors and accruals 278,375 650,807 FE A~ R FEETERIR
Term loan due within 1 year 19 2,796 2577 —ERER Y RERE= 19
Proposed final dividend 55,627 70334 R EAAR B
Amount due to jointly controlled companies 5514 5482 FET FEE SN T1E0E
342,212 729,200
Net current assets 98,767 107,005 FEBEEBE
2,436,255 2,508,974
Financed by: BRYR -
Share capital 17 185,090 185,090 Rz 17
Reserves 18 2,137,750 2,207,673 =215 18
Shareholders' funds 2,322,840 2,392,763 BREES
Long term loan 19 113,415 116,21 EHEEE 19
2,436,255 2,508,974
D M Turnbull rE
Alex S CWu EEE
Directors R
Hong Kong, 7th March 2000 &FE —EEEFE=-HAEH

The notes on poges 35 to 46 form part of these accounts.
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Consolidated Cash Flow Statement

for the year ended 31st December 1999

mRERERER

EE-NANFFZA=+—HILFE

1999 1998
Note HK$000 HK$000 B 5
Net cash inflow from operating activities 20(a) 20,087 47,773 ERBERATFE 20(3)
Returns on investments and
servicing of finance BERSERBEER N
Interest received 27,010 68,999 B aFLE
Interest paid (9,883) (5,020) BATFLE
Dividends received from jointly
controlled companies 1,77 7,156 B ENCEEL VA Pl $:)
Dividends paid (96,247)  (140,669) ZATAR &
Net cash outflow from: returns on REBEWE R EE H
investments and servicing of finance (77.349) (69,534) Z BB FER
Taxation PR
Hong Kang profits tax 1,202 10,202 EETNSH
Investing activities BERR
Purchase of fixed assets (224,868)  (747,994) BEBETEE
Investment in jointly controlled companies (5.242) - TERBEEHIATZEE
Loans advanced from jointly controlled
companies 1,150 - BE I E NI EN
Loans advanced to “ointly controlled
companies (52,226) (67,410) T HRHESIQTMER
Net decrease in staff loans 7,545 11,035 BB B ERE
Sale of fixed assets 20(b) 1,329 72,860 HEETEE 20(b)
Net (increase)/decrease in short-term w=1E A F 8 2 FERATE R
deposits maturing after 3 months (9,069) 165,452 (B IR AR
Net cash outflow from investing activities (281,380)  (566057) REXBHZRHTFE
Net cash outflow before financing (337,440)  (577,616) BEHZEENLFHE
Financing 20(c) e 20(c)
Term loan borrowed - 120,000 BAREER
Repayment of term loan (2577) {1,212} BB RERERK
Purchase of Company's shares - {1.222) BEIARZFRG
Net cash (outflow)/inflow from financing (2,577) 117,566 BEZRE (T HATFE
Decrease in cash and cash equivalents 20(d) (340,017)  (460,050) HRERBEEZEYRED 20(d)
Effect on net liquid funds BIREE R
Decrease in cash and cash equivalents (340,017)  (460,050) BReRR2SEYRLD
Net increase/(decrease) in short-term BM=EAEEAZ EHTER
deposits maturing after 3 months 9,069 (165452} a0, CRid) 558
Decrease in net liquid funds 20(e) (330,948)  (625502) HEEZFHEL 20(e)

Definitions of cash and cash equivalents and of net liquid

funds are set out in note 2(h) to the accounts.

The notes on pages 35 tc 46 form part of these accounts.

REeERReSEMARRBASERE

EZIFEMNERE Max2(h) o
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(@)

()

{c)

(d)

(e)

{f)

Notes to the Accounts

Principal activities
The Hong Kong Aircraft Engineering Company Limited Group is primarily engaged
in the business of commercial aircraft overhaul and maintenance.

Statement of principal accounting policies

Basis of preparation

The accounts have been prepared in accordance with accounting principles
generally accepted in Hong Kong and comply with accounting standards issued
by the Hong Kong Society of Accountants. The accounts are prepared under the
historical cost convention.

As a result of the adoption of HK SSAP1T and 2 which became effective this year,
certain comparatives have been adjusted or extended accordingly.

Basis of consolidation

The consolidated accounts incarporate the accounts of Hong Kong Aircraft
Engineering Company Limited and its subsidiary company made up to 31st
December,

The results of the subsidiary company are included in the consolidated profit
and loss account and the minority interest therein is deducted from the
consolidated profit after taxation.

Goodwill arising on consolidation, representing the excess of cost of acquisition
of subsidiary and jointly controlled companies over the Company's share of
separable net assets at the date of acquisition, is eliminated against revenue
reserves in the year in which it arises.

Joint ventures/jointly controlled companies

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

The consolidated profit and loss account includes the Group's share of results of
jointly controlled companies. In the consolidated balance sheet, the investment
in jointly controlled companies represents the Group's share of net assets. In the
Company balance sheet, investments in jcintly controlled companies are stated
at cost less provision for permanent diminution in value.

Foreign currencies

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

Assets under operating leases

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

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

Fixed assets and depreciation

Fixed assets are carried at cost less depreciation.

Rates of depreciation are calculated to write off the cost of fixed assets over the
useful lives of the assets.
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The premium for the Tseung Kwan O leasehold land is depreciated from the date
of occupation over the remaining lease period. All buildings at Chek Lap Kok and
Tseung Kwan Q are depreciated over 40 years and facilities over 20 years fram
the date of occupation of the new facilities. Plant and buildings under
construction are not depreciated.

The depreciation rates in use for other assets are as follows:
Equipment, plant and machinery
Motar vehicles

10% to 33%
20%

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

Stocks and work in progress

Stocks and work in progress are stated at the lower of cost, calculated on a
weighted average basis, and net realisable value. Net realisable value is determined
an the basis of anticipated sales proceeds less estimated selling expenses.

Cash and cash equivalents and net liquid funds

Net liquid funds comprise cash at bank and in hand and short-term debt security
investments.

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 liguid investments which were within three months of maturity
when acquired.

Deferred taxation

Provision is made for deferred taxation at current rates of taxation using the
liability method for all material timing differences except where it is considered
that no liability or asset will arise in the foreseeable future.

Turnover and revenue recognition

Turnover is the aggregate of amounts invoiced to customers. Invoices are raised
either on completion or on stage of 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.
Total revenue recognised for the completed contract is equal to the aggregate
of amounts invoiced for the contract. Finance income is recognised on an accruals
basis. Dividend income is recognised when the right to receive payment is
established.

Retirement benefits

The Company provides retirement benefit schemes far its employees, which are
of a defined benefit nature. The schemes, which are held under trust
arrangements, are actuarially valued as required on a regular basis using a
prospective actuarial valuation method. Accordingly the profit and loss account
is charged each year with actuarially determined contributions based on this
valuation.

Related parties

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

(m) Management of currency exposure

The Group's income and expenditure streams are mainly denominated in Hong
Kong and United States Dollars. Forward foreign exchange contracts are used as
required to manage risk associated with movements in exchange rates. These
contracts are all for hedging purposes and are only contracted with financial
institutions of high repute in compliance with internai guidelines which are
reviewed periodically.
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(h}
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3. Staff remuneration

Total staff remuneration for 1999 was HK$ 1,187 million (1998 : HK$ 1,326 million). The
five highest paid employees included four (1998 : four) directors whose remuneration
is shown in note 4. The remuneration of the other one {1998 : one) highest paid

employee comprises:

BEHRBIBEIRLIA —AAERZEDT

3. BEEFMH

—NMANEZBEHFHNSLBE+ BT
BET (—AANFEAEE =B _FTRE
BIL) c AAERFBEREENE (—ANN
FHUR) EF - EHEBMAMHE4 - Atp—F
(—ANNERE—R) ZeFBRE 2 FHaE

1999 1998
HK$000 HK$000
Pension scheme contributions 192 201 Hagr Rerta RN
Salaries, allowances and benefits in kind 2,238 2,266 e RMRTEWRIR
2,430 2,467
1999 1998
HK$000 HK$000
4. Directors' remuneration 4. HEME
Fees 116 77 e
Pension scheme contributions 1,000 1,011 BIRSET IR
Salaries, allowances and benefits in kind 14,782 15,537 e - ERMEREMREE
15,898 16,625

Distribution of Directors' remuneration:

HK$0.0M - HK$1.0M

Over HK$1.0M-HK$1.5M
Over HK$1.5M-HK$2.0M
Over HK$2.0M-HK$2.5M
Over HK$2.5M-HK$3.0M
Over HK$3.0M-HK$3.5M
Over HK$3.5M-HK$4.0M
Over HK$4.0M-HK$4.5M

Number of directors

WEAR

12 16
1 0
0 1
0 i
2 1
0 1
1 0
1 1
17 21

Directors' fees paid to the independent non-executive Directors during the year totalled
HK$ 116,000 (1998 : HK$77,000); they received no other emoluments from the Company

or its subsidiary company.

5. Company restructuring costs

Company restructuring costs represent staff retrenchment costs incurred in 1999 and
1998 in connection with a reorganisation of the Company's operations.

EFEMESOR ¢

BEERIEEE —EET

BE-AEANLIEEE -8R +TET
BE-EOTETUEEEB _BHET
B _EBTA LER% B R +ER
A _HAATETULERS =08
BEZRSETUALERS =FATERT
BEZERATETU EEEBIEET
EBEUAETU EEEBOEA+ET

AEFEAXNTBLIFFEHEET 2O AT
BE+—BRTT (—NAWANFEREE LS
EFR)  REXLB|AEA DB RNEMEB R TR
EREAMLENE -

5 AEEMEAFEBTA
NEEAREBEREADERSREARRRRK
ME— AN FER—ANNESRRZERMER
B -

1999 1998
HK$000 HK$000
6. Net finance income 6. MK AHER
Finance income 35,031 68,378 B U A
Interest on bank overdraft 17) (10) MITEZZFIE
interest on long term loan not wholly
repayable within five years (9,866) (5,010) BANAEASIETEZRBERRE
25,148 63,358




HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED ANNUAL REPORT 71889

1999 1998
Note ~ HK$000 HK$000 (=
7. Taxation 7. Big
The taxation charge comprises: Bt e
The Company and its subsidiary company: RATREMBLE :
Hong Kong profits tax: EAEMSH
Hong Kong profits tax rebate (1,202) - EHEFEHER
Overprovision in prior year - (4,553) EFEEEER
(1,202) (4,553)
Deferred tax 15(c) 2,312 19,358 BIERIE 15(c)
Share of taxation attributable to
jointly controlled companies 10,441 1,486 FE{E HEIE SN B 2 B8
11,551 16,291

Hong Kong profits tax is calculated at 16% (1998 : 16%) on estimated assessable

profits. There is no overseas taxation during the year.

Provision has been made for all significant deferred taxation liabilities.

8. Profit attributable to shareholders

Of the profit attributable to shareholders, HK$11,517,000 (1998 : HK$108,461,000) is dealt

with in the accounts of the Company.

FEEMEH LG ERFEMNAEST 2T
(—ARANEREAZ T §FE - REETE
AEINRIR -

ERMEEABREREREEHLEE -

8. ERERARLAER
AEEEEEMNS  DHEREALERER
BER 11,517,000 (—ANNFREE
108,461,000 7C) °

1999 1998
HK$000 HK$000
9. Dividends 9. BE
Interim paid on 27th September 1999 R—AAAFAAZTHEEEREZPER
of HK$0.14 per ordinary share B BEEEEE 14T (—ARANER
(1998 : HK$0.22) 25,913 40,720 EEE0227T) ©
Final proposed of HK$0.30 per ordinary EERARESEAEREE 30T (—AAN
share (1998 : HK$0.38) 55,527 70,334 FRER038ITT) °
81,440 111,054
1999 1998
HK$000 HK$000
10. (Deficit)/Surplus retained for the year 10, REFERE (FE) RER
(Deficit)/Surplus retained for the year attributed by: FE(EEEFIREE (BE) e
The Company (69,923) (2,593) /NG|
Subsidiary company (754) 269 KR E)
Jointly controlled companies 48,677 36,836 HEE DT
(22,000} 34,512

11. Earnings per share

Earnings per share are calculated by reference to the profit attributable to
shareholders of HK$5%,440,000 (1998 : HK$ 145,568,000 and to the weighted average

185,089,750 (1998 : 185,092,884) ordinary shares in issue.

1. ERER

SR T TR IR AR BR FE (5 5 F1) B 46 59,440,0007T
(—NILNE BB 1455660007T) REZEITE
IIRESEY AR N B E 185,089,750 % (—HANFE
A 185092,884 (%) TiBARETE -




EREARBIBERLE — L AAERED

Net book volue
at 31st December

Cost Depreciation RY+ZA=Z+—-8B2
3 i EEHPE
Balance at Additions  Adjustments Balance at Balance at Charge  Adjustments Balance at
3ist December and and 31st December 31st December for and 31st December
1998 transfers disposals 1999 1998 1999 disposals 1999 1999 1998
1098 REEH HOREE FRRHT 1900FREE 1908 FIREH 1999 FEHY BEREN 1999 LA
HKS000 HK$000 HK$000 HKS$000 HK$000 HKS000 HKS000 HK$000 HK$000 HK$000
12. Fixed assets 12.BEEE
Held by Group and Company: LEOELNTER
Land held in Hong Kong EFERAZ I
- on medium term lease 21,021 - - 20 215 429 - 644 20377 20806 - ERY
Buildings 1,145,000 - [(67,558) 1077442 14285 26,325 - 40,620 1,036822 1,130,705 &F
Plant, machinery and toals 877623 29405 (23939) 883089 195725 56203  (9,132) 242,796 640,293 681,898 EE  ®BRIA
Motor vehicles 90677 11,725  (9679) 92723 61426 10745  (9,666) 62505 30,218 29251 AE
Equipment and furniture 80,068 5762  (8141) 77689 53482 11656 (7871} 57,267 20422 26586 REREE
Plant and buildings under FRPEE R
construction 5305 19,098 - 24403 - - - - 24403 5,305 o
Total held by Group HEBEAF
and Company 2,219,694 65990 (109317) 2176367 325,143 105358  (26,663) 403,832 1,772,535 1,894,551 EARE

As a result of further negotiations with contractors during 1999, the Company
was able to release provisions made in 1998 for the construction costs of new
facilities at Chek Lap Kok and Tseung Kwan O. The net book value amount reversed
amounted to HK$81.1 million. The adjustment has no effect an the profit and
loss account. Also included in disposals were fixed assets with net book value
of HK$0.8 million, which were sold to BFGAAP during the year.

RRFR— AN EREFREE — PR -
BB —ANNFE RFRE AR ERITRE
IRETHMER 2 - BB REDTHES HBEN
F—EB—TEL SEBABHENRYEEE -
HET BEEREARENTEA2EEEE
REBRFEBEDIRAFANLE T BFGAAP

Company
A
1999 1998
HK$000 HK$000
13. Subsidiary company 13. MBS
Shares at cost 300 300 AR (R HRAR A

The Company holds 60% of the 500,000 ordinary shares of HK$1.00 each which have
been issued by its subsidiary company, South China Aero Technology Limited (SCAT) and
fully paid up. South China Aero Technology Limited is an unlisted company incorporated
in Hong Kong engaged in trading of aviation products. Its operations are carried out
principally in Hong Kong.

ALBEEAMBAREEMERMAERLS
CERITREZHSR@MESBS —T2ATER
EBRTESZATIRE - EEMERMAR
RERDEFREZIMZIELTOE  BEME
EReAEBIBREEE -

Group Company
= nE]
1999 1898 1999 1998
HK$000 HK$000 HK$000 HK$000
14, Jointly controlled companies 14. HEEH QF)
Shares at cost - Unlisted 169,233 163,991 169,233 163,991 ARDIRE - FELE™
Attributable post-acquisition profit 122,835 74,158 - - W BB 1% FEAS T
292,068 238,149 169,233 163,991
Share of goodwill eliminated (4,495) (4,495) FEAS R Y
Share of net assets 287,573 233654 FEIREEZRE
Loans due from jointly
controlled companies 235,136 182910 235,136 182910 HEHEHID TR
Loans due to jointly controlled
companies (1,150) - (1,150) - RFEREHIDEER
521,559 416,564 403,219 346,901
Dividends received and
receivable from jointly
controlled companies 11,961 6,456 B U R FEWERES A FIRE

N 8
N[\
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14. Jointly controlled companies {cont’d)
At 31st December 1999, the financial results of material jointly controlled companies

14. REZEHL 7 ()

R—ANANF+A=+—8  =EHEZEH

are as follows: NEZEIREEAEWT ¢
HAESL TAECO
EEMZEIBEIERSE HIFSASRMEIIR
1999 1998 1999 1998
HK$000 HK$000 HK$000 HK$000
Turnover 1431699 596,840 440,786 363,860 LR
Operating profit 110,879 83,934 93,086 56,256 =
Net finance charges {55,353) (30,044) (11,369) (10,224) BRSSP R
Share of results of associates - - (995) (5.159) FEAS BB T AR
Profit before taxation 55,526 53,890 80,722 40,873 R B0 Bl g A
Taxation (16,894) - - - RIR
Profit attributable to sharehalders 38,632 53,890 80,722 40,873 A SR B 5
Net assets employed: BEFBEEE
Long-term assets 797,345 778,877 745759 602437 RHEAEE
Current assets 744,609 365010 160,254 119,931 TMEEE
1,541,954 1,143,887 906,013 722368
Less: current liabilities 666,359 326,368 187,120 157,985 o OREIRE
Net assets 875,595 817519 718,833 564,383 EEBE
Financed by: BAAR
Shareholders' funds and loans 553,201 410,119 503,237 421,081 [RREZ RER
Long-term liabilities 322,394 407,400 215,656 143,292 =HEE
875,595 817519 718,893 564383
The jointly controlled companies which are unlisted are detailed below: FELMZ AEHEHIATIREMT ¢
Owned by
Place of jointly
incorporation  Owned  controlled  Attributable
and operation  directly  companies  to the Group
wRRTE  EE AR
@it mm  LEEE  BDER
AlliedSignal TAECO Aerospace (Xiamen) Company Limited Xiamen EIFS  25% 10% 29% B EASEMER A
BFGoodrich Aerospace Asia-Pacific Limited Hong Kong &%  49% Co- 49% BFGoadrich Aeraspace Asia-Pacific Limited
Bridgestone Aircraft Tire Company (Asia) Limited Hong Kong &%  50% - 50%  Bridgestone Aircraft Tire Company (Asie) Limited
GE Engine Services (Xiamen) Company Limited Xiamen EZF4 - 20% 8% BRERBRDRRK (HPDARAT
Hong Kong Aero Engine Services Limited Hong Kong &#  50% - 50% EEMERDREEREFR LT
Kai Tak Refuellers Company Limited Hong Kong &%  50% - 50% REMEBHERLF
Shandong TAECQ Aircraft Engineering Company Limited Shandong LU 20% 10% 24% IR AERETEZBRLAF
Singapore Aero Engine Services Pte. Limited Singapore 1 K - 20% 10% FEMERBBEERBERAR
Taikoo {Xiamen} Aircraft Engineering Company Limited Xiamen P 42% - 420  EHFIAETREIEBRLF
Lucas TAECO Aerospace (Xiamen) Company Limited Xiamen EIF9 - 35% 15% B E-REASFMERRE




14. Jointly controlled companies {cont'd)

AlliedSignal TAECO Aerospace (Xiamen) Company Limited provides repairs to
aircraft hydraulic, pneumatic, avionic components and other aviation equipment.
BFGoodrich Aerospace Asia-Pacific Limited (BFGAAP) undertakes carbon brake
machining and overhauls wheel hubs.

Bridgestone Aircraft Tire Company (Asia) Limited (BATASIA) retreads aircraft tyres
and sells new aircraft tyres.

GE Engine Services (Xiamen) Company Limited will provide aircraft engine
overhaul services and start operations in the first quarter of 2001.

Hong Kong Aero Engine Services Limited (HAESL) provides commercial aero engine
overhaul services.

Kai Tak Refuellers Company Limited, which provided aircraft refuelling services
at Kai Tak airport, has ceased operations,

Shandong TAECO Aircraft Engineering Company Limited provides heavy
maintenance services for B737 aircraft.

Singapore Aero Engine Services Pte. Limited will provide Trent engine overhaul
services and will be operational in the first half of 2002.

Taikoo (Xiamen) Aircraft Engineering Company Limited (TAECO) operates two
double-bay hangars for aircraft heavy maintenance. The Company has agreed to
acquire a further 3.64% interest in TAECO. The first instalment payment in relation
to this transaction was paid in 1999 and the transaction is expected to be
completed in mid-2000.

Lucas TAECO Aerospace (Xiamen) Company Limited provides repairs to aircraft fuel
contral, flight control and electrical components.

15. Deferred items
{a) The staff loans are secured home purchase loans. The amount expected to be
settled next year is included under debtors and prepayments in current assets.

(b} Promissory note
The promissory note to a third party, which is irrevocable and interest-free,
represents the balance of an instalment payment receivable relating to the sale of
certain items of aircraft spare parts to a third party. The current portion of the
promissory note is included under debtors and prepayments in current assets.

Group and Company

ERERBIBBERAE — A LA FERSOD

14. HETEHLF] (47)
BIFIEHEREFMBR AT SRERE - &IE -
MEZBHREMMERHRESEIRE -
BFGoodrich Aerospace Asia-Pacific Limited (BFGAAP)
BEMEREBA I TERKEHRER -
Bridgestone Aircraft Tire Company (Asia) Limited
(BATASIA) BRI TR 56 R H E TR EAL -
EAEREEERS (P RO IRER
BEBBAIERE - UBR _ZE—FEE—FH
BRIBIE -
BEMTHDG SRS AR D TIRHE AR
HEBEIEIRES -

TERVEHIS IR B R ISR AEM e iak g
RAOBIEEE -
RAERIRITIZERATNAKI7I7ERMIE
HARE IS FRAS o

IR M E SR G ERBER D SIGEANE
SEBEAESERE YR -ZEF_FL¥EEH
BELE o

PR E RS LIZER QTR EIIPE S B E
R HE - BERBARESERS - A2 T
BEHaEBAEPALIRETEE 2 =870
R FREALIERZZEHARER —AARF
X EEHRSBR_BFTEFPRTK
EFfERITRKEFMER QD AR MR GEG
B EERERERTHREBSIERR -

15 3EEIEH

(o) BEEHN3BEHFZBEEELR - 5T
FEBVZHBERAARBEERZERR
FEIIHRA -

fb) FIE
HEBRTE=ZEZTIRERSESHEIVE
ERLERBEHETEHE PE=Z22/EY
SHIT AR - BIRZIRE MO AANRE
BERZEBURIRMTERA -

EMRLQE
1999 1998
HK$000 HK$000 HK$000 HK$000
(c) Deferred toxation (c) IEFEFHIE
At 1st January 49,297 29,939 —A—RAEE
Transfer from/(to) profit and loss By (B HEAREE
Current year charge 46,908 66,517 REEZE
Attributable to a change in
tax rate - (907) RN EREW
Offset of tax loss (44,596) 2,312 (46,252) 19,358 EEETHIEES 1R
At 31st December 51,609 49,297 +=—A=+—84&%H
Provided in the accounts
in respect of: ERRERRBEUTIER -
Accelerated depreciation allowances 146,495 100,492 IRITE R
Offset of tax loss (90,848) (46,252) YL TE A58
Other timing differences (4,038) (4,943) HimrSpgE 3
51,609 49,297

Provision has been made for all significant deferred taxation liabilities.

16. Stocks and work in progress

Stocks and work in progress are stated at the lower of cost, calculated on & weighted
average basis, and net realisable value. The carrying amount of stocks and work in
progress at year end carried at net realisable value is HK$54 million (1998 : HK$59
million) and HK$14 mitlion (1998 : HK$20 million) respectively. The balance is carried
at cost.

EAFAEXEERIER EELEE -

16 FERARIR

7 B RORSE TAZIR LA NE P B AT 2 RS SR
AEIRBENER ZIEEAR - RASFELS
8 ARERFEGEEZFERRETEERRE
SREESRATEEBIT(—NUANFREEA
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Company
D
1999 1998
HX$000 HK$000
17. Share capital 17. R4
Authorised: TEERRA -
210,000,000 ordinary shares of HK$1.00 each 210,000 210,000 SAREEER 1.00 TTE@EAR 210,000,000 A%
Issued and fully paid: RITRBEBIR :
185,089,750 ordinary shares of HK$1.00 each 185,090 185,090 ESIREEEY 1.00 TE AR 185,089,750 A%
in 1998, 104,000 shares were purchased and cancelled. HK—RAANE  BIEE R 104000080815 -
Capital
Revenue redemption
reserve reserve Total
H AR E
W A R B k=)
HK$000  HK$000  HK$000
18. Reserves 18. f#&
Group =5
At 31st December 1997 2,251,637 - 2251537 —Nht+FE+—A=+—8&#%
Surplus retained for the year 34,512 - 34512 AEELRE BER
Purchase of Company's shares BO QARG
- premium paid on purchase {1,118) - (1,118) - EEHE
- transfer between reserves (104) 104 - - REEEER
- dividends for purchased shares
written back 56 - 56 - BEERGIREEE
At 31st December 1998 2,284,883 104 2,284,987 —NANFE+ZA=+—B&H
Deficit retained for the year (22,000) - (22,000) BWEFIRBIPE
At 31st December 1999 2,262,883 104 2,262,987 —NANE+ZA=+—R&E
1999 1998
HK$000 HK$000
Comprising: (=2E =
Revenue reserves WA
The Company 2,133,151 2,203,074 PN
Subsidiary company 6,897 7,651 Mg &l
Jointly controlled companies 122,835 74,158 HEESILF)
2,262,883 2,284,883
Capital
Revenue redemption
reserve reserve Total
B AR
WS R BB #EE
HK$000 HK$000 HK$000
Company AT
At 31st December 1997 2,211,328 - 2,211,328 — At +-—B=+—8#&
Deficit retained for the year (2.583) - (2593)  wEEREBE
Purchase of Company's shares i E/NETIE )
- premium paid on purchase (1,118) - (1,118) - BEERE
- transfer between reserves (104) 104 - - pEipERE
- dividends for purchased shares
written back 56 ~ 56 - BERDEREEE
At 31st December 1998 2,207,569 104 2,207,673 —NANE+—_B=+—8&H
Deficit retained for the year (69,923) - (69,923) IREEREYE
At 31st December 1999 2,137,646 104 2,137,750 —NAhhE+ZA=+—8&E

Distributable reserves of the Company at 31st December 1999, calculated under
section 79B of Hong Kong Companies Ordinance, amounted to HK$2,137,646,000

(1998 : HK$2,207,569,000).

RIBEF B R IHEPE T B IEEHE - "aF)
R—AANFETZA=+—HRASEZHESRS
FEHE 2,137,646,000 T (— AN F BEE

2,207,569,000 JT) °




Group and Company

FHaRBEBIRAIRD

| —AANFEEDT

LW R F]
1999 1998
HK$000 HK$000
19. Long term loan 19. REER
Qutstanding at 1st Januaryfinception 118,788 120,000 H—A—B /i ERMEE
Repayment during the year (2,577) (1212) A=
Balance at 31st December 116,211 118,788 +ZA=+T—H#&HE
Maturity profile: JEFEAR ¢
Repayable within 1 year 2,796 2,577 HR—FEREE
Repayable after 1 year but within 5 years 13,783 12,700 R—EEAFREE
Repayable after 5 years 99,632 103,511 REFRER
116,211 118,788
Amount due within one year included under BARBBEETAR—FNA
current liabilities (2,796) (2,577) BRI
113,415 116,211

The loan is provided by Troon Limited, a subsidiary of Cathay Pacific Airways Limited,
to the Company for the construction of storage areas for aircraft spares within the
Company's facilities. The loan is unsecured and repayable over 40 semi-annual
instalments from December 1998 to June 2018, It bears an interest rate of 8.35% per
annum subject to review on the 10th anniversary. During the year, the interest incurred
was HK$9,866,000 {1998 : HK$5,010,000). The loan arrangement constitutes a

transaction with a related party as defined in the HK SSAP20.

REBRREAREMREERAFTZME LA

Troon Limited 2 FARRE] + BAEA D EHY)
RMEANEERM TG ETE - Eilﬁfamiﬁﬁi?ﬁ
B B hAANETZAER—N\FRAS

+EFHER  c FRERAEEHSZNB=R EA
EH T AERELRE - ERFREHERFNESE
#5 9,866,000 7 (— AN\ F AN 5,010,000
o) c MBEIHTEGELE_THAE  ZEE
RPN —TER - EEMEALT IR

1999 1998
HK$000 HK$000
20. Notes to consolidated cash flow statement 20. G ERBRARME
{a) Reconciliation of operating profit to net
cash inflow from operating activities (o) EHEBFIRE KB T A FRLIR
Operating (loss)/profit (24,938) 53,901 B (BR) EF
Depreciation 105,358 93,989 bil
Loss on disposal of fixed assets 232 3,616 HEBEEEERIA
Increase in promissory note (11,075) - HREZZ 0
Decrease/(increase) in stocks and work in progress 31,037  (31,454) FERARFTIZR L EMm
Decrease/{increase) in debtors and prepayments 51,974 (8,457) FE W B IE BRI A (80
Decrease in creditors and accruals (132,501)  (63,822) FEAS B2 FEETRRIEDRL
Net cash inflow from operating activities 20,087 47,773 BEBERAFE

Provisions for construction costs of the new facilities at Chep Lap Kok and Tseung
Kwan O in 1998 have been restated under fixed assets payments in the cash flow

statement.

FEARBERNRERERHAE - NANF
ZRECERSRERFOEEEETRERT
EIFARR -
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20. Notes to consolidated cash flow statement (cont'd)
(b} This included the sale of fixed assets of HK$1.3million to BFGAAP
(1998 : HK$72.2million to HAESL) as described in note 25.

Share capital  Long-term Minority

20 S HEERBRMEE )
(b) BEEIZAIFYEE 25 Br it 41 £ 7 BFGAAP 2 [&

EEEBE —B=+EBT (—AANELE
FEEER RIS AT
=—+E;zT) -

and reserves loan interest Totat
AE 7R R REAER DBAEEE foke)
HK$000 HK$000 HK$000 HK$000
(cJ Analysis of changes in
financing (c) BEZEDH
At 31st December 1997 2,436,731 - 5122 2441853 —ANtEE+ZA=Z+—BEHE
Cash {outflow)/inflow
from financing (1,222) 118,788 - 117,566 BEZIRS Rt IRA
Minority interests' share
of profit - - 180 180 D ERERE 2 FEAE R
Surplus retained for
the year 34,512 - - 34,512 PIEERE BER
Non-cash mavement 56 - - 56 FEIRESINE
At 31st December 1998 2,470,077 118,788 5302 2,594,167 —NANANEFEF+ A=+ —R&EH
Cash outflow from
financing - (2,577) - (2,577) BEZERE R
Minority interests’ share
of profit - - 298 298 DR T PRI
Deficit retained for the year (22,000) - - (22,000) REFRBYE
Dividends paid to minority
shareholders - - (800) (800) T FLOEIRE T IR S

At 31st December 1999 2,448,077 116,211 4,800 2,569,088

—NNANEFE+-_A=+—8&#H

1999 1998
HK$000 HK$000
{d] Analysis of changes in cash and cash equivalents (d) RERB2ZEFYBBLH
At start of the year 429,265 889315 REEHE
Decrease in cash and cash equivalents (340,017} {460,050) R RBEHEBYRL
At end of the year 89,248 429265 REREE
{e) Analysis of changes in net liquid funds (e) ME)ELFERBE D
At start of the year 433,912 1059414 K%&% BR1A ‘
Decrease in net liguid funds (330,948) (625,502) MENE =R
At end of the year 102,964 433,912 EFERBEHE
(f) Analysis of net liguid funds at end of the year (f) FERBRBELFEASHN
Cash and cash equivalents RERBRSSEY
- Deposits and bank balances 89,248 429,265 - FRRRITET
- Depasits maturing after 3 months 13,716 4,647 - B EAETHR
102,964 433912




Group and Company

ERRBIBERLA[ — A AANFERED

KRERAF
1999 1998
HK$000 HK$000
21. Capital commitments 21. E A AN
Contracted for but not provided in the accounts 56,843 42,847 ERTAVBARERIBT(EFLE
Authorised by directors but not contracted for 19,142 30,548 EEERIABRETY

The above commitments include the acquisition of a further 3.64% shareholding in
TAECQ, which is expected to be completed in the middle of 2000.

Amount of capital commitments related to the
Group's interest in jointly controlled companies and
not included in the above are as follows:

A EEEBBARFIAGTREIEE 2=
BE7SPURKAE - TERTIER —ZFRFFHRFR °

SR M AEE S A E 2 A H BME LI s
BEERZERNERIERENT

Contracted for but not provided in the accounts 19,605 61,618 EETHBRERRIB P EEEM
Authorised by directors but not contracted for 23,721 63,017 WMEE BREERETA
Group and Company
RN
1999 1998
HK$000 HK$000
22, Lease commitments 22 MEFARE
At 31st December 1999 commitments under operating —hANRETZA=+—B&H -
leases to make payments in the next year were as follows: FAETFERNZEEREALENT
Land and buildings: EHREF
Leases expiring: THH R
- Within 1 year 606 5016 - —HFR
- After 1 year but within 5 years 747 12,046 - —HFEAFR
- After 5 years 70,773 81,409 - AFE
72,126 98,471
23. Retirement benefits 23 BKER

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits Scheme
provides resignation and retirement benefits to its members, who are employed locally,
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.

Staff employed on expatriate terms are eligible to join another scheme, the Hong Kong
Aircraft Engineering Company Staff Retirement Benefits Scheme. Both members and
the Company contribute to the Scheme.

The two Schemes are defined benefit plans. The latest actuarial valuation was
undertaken as at 1st January 1999 by Watson Wyatt, an independent firm of
actuaries, using the attained age method. The valuation reported that the asset
market valuation as a percentage of the present value of past service liabilities
was 102% for the Local Staff Scheme and 141% for the Expatriate Staff Scheme
assuming a long-term average investment return of 1% higher than the average
salary escalation rate and recommended that the Company contributions should
be set at 14% and 8% of salaries respectively. Based on these percentages the
funding cost charged to the profit and loss account in respect of these Schemes
in 1999 was HK$95,000,000 (1998 : HK$111,000,000).

24, Contingent liabilities

The Company has given guarantees in respect of loan facilities granted to jointly
controlled companies to the extent of HK$107,000,000 {1998 : HK$452,000,000) of
which HK$ 100,000,000 (1998 : HK$324,000,000) was utilised as at 31st December 1999.

FEAMRETIZER LR 2 AH{E SRKFRG
B AEHESMERZ BITHBIRMRAE
o RAVEBEBREBRBESTBAERZ R
Fz&EEA - BEOEMZETBIER -
HEIIMERIEFER 2B B RIRI 2 NS — [t
B - BNEAERE TSR A BB RMERNET
B o BERARHERZITBIHER -
BB BRERABIES - S0
R—ANANAF—A—BZz&FHBEREEHR—
EIB L 2 5 H A F) Watson Wyatt 223 T
EEHE - EREED - BREREZRETEE
wMEmFo s FHEERaTSZ—  AMERER
EIMERBSRKERNHBZEETEERE
BRI EFFEB I BELES AT Z—
BEDREHSZ—ENE+— - WERBLRHMR
EAREAFEZASsZTARESZN - &
HEHDRTFHE  —ANNFRESTTHREA
B R Z (HRUARE N 95,000,000 (— AN
A 111,000,000 7T) ©

24. EBEAEM

AT AERIEH QT2 ERAE REBER
BUERIESE 107,000,000 78 (—ANNE BB
452,000,000 7T) - MEE— A AAE+=—F=
+—H Lk - EAREE 100,000,0005T (—AAN
£ /2 324,000,000 75) B FEHA
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25. Related Party Transactions

The Group has a number of transactions with its related parties. All trading transactions
are conducted on normral commercial terms in the ordinary and usual course of business.
The aggregated transactions and balances which are material to the Group and which

25 FHEBEALTRS
AEREFETERBALRS - MERXSER

Bg

—RE R IARIEFEKIEF THEIT - &

KREZBEARREENLTFRAMEMREZ L

have not been disclosed elsewhere in the annual report are summarised below: M ZBEBRFREBBENT
Jointly Controlled Other Related
Companies Parties Total
HKEEHIDF AEMERMEALT T
1999 1998 1999 1998 1999 1998
Note HK$M HK$M HK$M HK$M HK$M HK$M B 2
Revenue from provisicn
of services a 131.5 1211 917.5 10574 1,049.0 11,1785 RWHERMBETB/B WA a
Purchase of services b 329 26.1 7.1 8.7 40.0 348 BEERS b
Sales of assets ¢ 1.3 72.2 - - 1.3 722 HEEE C
Debtors at 31st December d 76.4 98.0 +ZBE=E+—RZEEBWERIE d
Creditors at 31st December d 8.1 7.6 +o— A=+ —BRERENERIE d
Note: Bz

a.

Revenue from the provision of services to jointly controlled companies comprised mainly
services to HAESL and TAECO. Services provided to HAESL included engine component repairs
charged at normal commercial rates and the provision of certain administrative services
charged at cost based on the agreement with Rolis-Royce concerning the formation of HAESL.
Services provided to TAECO related principally to charges at commercial rates covering the
stationing of a working team of approximately 156 people in TAECO and management services.
Services provided to other jointly controlied companies included component and other
operational support charged at normal commercial rates.

Revenue from the provision of services to other related parties comprised maintenance charges
for the Cathay Pacific Airways fleet, the Dragonair and Air Hong Kong fleets as well as logistic
support and storage charges for Cathay Pacific Airways.

Purchases of services from jointly controlled companies comprised overhaul charges for work
carried out on aircraft components by HAESL and BATASIA.

Purchases of services from other related parties comprised mainty a services fee payable to
John Swire & Sons of HK$0.3 million {1998 : HK$3.0 million) and reimbursement, at cost, of
expenses incurred of HK$6.6 million (1998 : HK$5.4 million).

The fixed assets solc by the Company in 1999 were sold to BFGAAP at normal commercial
value. The fixed assets sold by the Company in 1998 were sold to HAESL at book value prior
to the closure of Kai Tak facilities based on the agreement with Rolls-Royce concerning the
formation of HAESL.

The outstanding amounts at 31st December 1999 due from/to other related parties are
contained respectively in “debtors and prepayments” and “creditors and accruals” in the
consolidated and company balance sheet.

With the exception of the services fee payable to John Swire & Sons Limited as described in
Note b, none of the above refated party transactions constitute a disclosable connected transaction
as defined in the Listing Rules.

26. Subsequent events

(a)

In February 2000 the Company signed sale and purchase agreements for the disposal
of 12 residential housing units at Twin Bay Villas, Clearwater Bay Road, Sai Kung,
New Territories. These properties were originally acquired in 1970 for the
accommodation of expatriate staff. Net sales proceeds of HK$82 million are
expected on completion of these transactions, and a gain on disposal of the same
amount will be recognised in the profit for the year 2000.

In February 2000 SIA Engineering Company Pte Limited exercised an option to
acquire a 10% stake in HAESL, 5% of which will be purchased from Rolls-Royce ple
and 5% of which is to be acquired from the Company. This transaction is expected
to be completed in March 2000. The Company expects to receive net sales proceeds
from the transaction of not less than HK$49.2 million, and a gain of approximately
HK$21.0 million will be recognised in the profit for the year 2000.

a.

MARESARREBEASIBATIEGRELETE
MERDBECRBERUAIRNSRETEEH R
B REENTEDRECRBREZRBEEER -
RERBRRBZHEREHEE - RIBEESER
HSR L EBMEREBBERBIIT I BHRERT
WREBHZETITRERY - REPIRERIBTRER
ZRBETEREMMATAEIREE—EN—81
THRANTENMARERERUBZ ERAREERS
B mECAAZNANRRIREaER - RER
EREBZHBERABEESTE -
EEEEEEALEERBISIRMAREREER
SHY - EENERERNMEBEURBZSERER
BRMEUM 2 EHTERBEERS -

BERZHCRABEZREQENEENEZDHRME
(BERI R BATASIA X I 2 R BRI KIE B A -
EEGCEMEALEBEZBREEERARERASSH
XEE=FTER (—ANANFREBZEET) 2
RBR  REIFSAHEAECMERAEE BN TER
(“ANANERBERBE+TET)

ERRR—NANANEREZEFEEDE - RBH%E
EF BFGAAPHHE « RABR—ANNFHEZEE
BENVERBEESHRFRRNLEEMERBMESR
FAETET 2 Wi - REVERS R R LAREEER
EEMERBRISRBLE -

RE/AXREMEHEEATLZ - ARAAFETZAZT
—REERE S EIRESRFIEN(RAEERM
=l R I2FEERER] 2 [BREREENEER] &
TEN REETRRTE] A e

BRRME L AAREASTEMEROFAXNZRER

D

PEREATZBATER ETRAMAEZAT

HREMBERS -

26. FREEMH

(a)

—ETTRFE_F - ARERTEERE b
B+ EURFRETSREBSHE Y
EEEM - EPERR—NACZTFEALL
tESMER T 2T FT - FRET LS BTAiRig
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TERTEFA - FIMIEERORITE
TREE - BASEBNTZRIMEERED
Sz TR ERBES 2 RBRSETHEAR
BfEA > BB ZABKEREEBA - A
FH AR BN FREFE AR - AR
BITEFTISURIERZ BE T OREELOT A
BoHETRA - MAEE - FT—aEmnl
BRLAZETRRF GNP -




Auditors’ Report

Auditors' report to the shareholders of
Hong Kong Aircraft Engineering Company Limited
(incorporated in Hong Kong with limited liability)

We have audited the accounts on pages 31 to 46 which have
been prepared in accordance with accounting principles
generally accepted in Hong Kong.

Respective responsibilities of directors and auditors

The Hong Kong Companies Ordinance requires the directors to
prepare accounts which give a true and fair view. In preparing
accounts which give a true and fair view it is fundamental that
appropriate accounting policies are selected and applied
consistently.

Itis our responsibility to form an independent opinion, based on
our audit, on those accounts and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with Statements of
Auditing Standards issued by the Hong Kong Society of
Accountants. An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the
accounts. It also includes an assessment of the significant
estimates and judgments made by the directors in the
preparation of the accounts and of whether the accounting
policies are appropriate to the Company's and the Group's
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to cbtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance as to whether the accounts are free from material
misstatement. In forming our opinion we also evaluated the
overall adeguacy of the presentation of information in the
accounts. We believe that our audit provides a reasonable basis
for our opinion.

Opinion

In our opinion, the accounts give a true and fair view, in all
material respects, of the state of affairs of the Company and the
Group as at 31st December 1999 and of the profit and cash flows
of the Group for the year then ended and have been properly
prepared in accordance with the Hong Kong Companies
Ordinance.

PricewaterhouseCoopers

Certified Public Accountants

Hong Kong, 7th March 2000
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Group Profile

Hong Kong Aircraft Engineering Company Limited is engaged in the business of maintenance,
refurbishment and modification of commercial aircraft and the repair and overhaul of aircraft
components. The Company is based principally at Hong Kong International Airport with certain
component and avionics overhaul activities based at Tseung Kwan O. It employs a total of some
3,700 staff in three primary operating divisions and a number of support departments.

Line Maintenance division
The line maintenance division employs around [,500 people. The division consists of a number of
production departments, supported by a planning department and a technical support department.

Line maintenance, avionics and ramp services departments provide a comprehensive range of
technical and non-technical services to airlines operating through the airport. Technical services
offered include routine maintenance, defect rectification and comprehensive repair capability. Non-
technical services offered include aircraft towing, ground power supply, air-conditioning, air starting,
water and toilet servicing, cabin cleaning and aircraft washing.

Base Maintenance division

The base maintenance division employs around 1,250 people. The division has several production
departments, supported by a planning and production control department and a technical services
department.

Aircraft maintenance and avicnics departments perform a full range of scheduled maintenance
checks for customers which rely upon the Company for comprehensive support and in addition
undertake periodic aircraft checks, modifications and overhaul work on a wide variety of aircraft
types. They are assisted by the sheet metal and support services departments which provide
specialist skills in such areas as sheet metal, fabric, carpet, safety equipment, seats, painting and

cabin maintenance.

The planning and production control department plans the work carried out by the division. The
technical services department provides comprehensive technical services to scheduled customers,
It also offers aircraft technical inspection and appraisal service to aircraft owners and operators.

The division operates a single hangar capable of fully enclosing three wide-bodied aircraft side by
side at the western end of Hong Kong International Airport. The facility is used to perform periodic
checks and structural modifications for a wide range of commercial aircraft. Aircraft commonly
serviced are B747 and B777, A320, A330 and A340, and Lockheed TriStar.

Qverhaul division

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 220 people. The division is subdivided
into separate departments for components and avionics overhaul supported by a planning
department and a technical services department. It also operates a purpose-built equipment testing
and calibration centre which is also available to third parties.
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The component overhaul department covers mechanical, hydraulic, pneumatic and fuel system
components. The Company’s capability includes the overhaul of landing gear, brakes, air cycle
machines, fuel control units and integrated drive generators.

The avionics overhaul department is divided into the electrical, instrument and radio workshops
and the automatic test equipment section. These workshops can overhaul certain avionics used
on Boeing and Airbus aircraft.

Support departments
In addition to the normal support activities which include finance, computer services, personnel
and marketing, the Company undertakes a number of specialized support functions.

The quality assurance department sets standards for the performance of work and monitors
operating divisions to ensure compliance.

The training department provides a wide variety of courses for both new recruits and experienced
staff including those required to obtain licences and approvals from various civil aviation authorities
to certify work performed by the Company.

Separate departments maintain the specialized vehicles used in the Company’s business, control
the modification, repairs and maintenance of the Company's buildings and facilities and oversee
the purchase and storage of aircraft spare parts.

Subsidiary and jointly controlled companies

South China Aero Technology Limited is a joint venture with the China National Aero-Technology
Import and Export Corporation, which is owned by the Chinese Government. The company is 60%
owned and trades in aviation products with China.

Taikoo (Xiamen) Aircraft Engineering Company Limited operates two double-bay hangars in
Xiamen, China. The company is 41.8% owned, with other investors comprising Xiamen Aviation
Industry Company Limited, Beijing Kai Lan Technology Development Service Company Ltd., a

Carbon brake
machining at
BFGoodrich Aerospace
Asia-Pacific Limited.
BFGoodrich Aerospace
Asia-Pacific Limited
WBMEED A
PHITRE -
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HONG KONG AIRCRAFT ENGINEERING COMPANY LIMITED ANNUAL REPORT 1999

wholly owned subsidiary company of Civil Aviation Administration of China, Cathay Pacific Airways
Limited, Japan Airlines Company Limited, SIA Engineering Company Pte Limited and Boeing
Commercial Airplane Group.

Hong Kong Aero Engine Services Limited is 50% owned and is a joint venture with Rolls-Royce
plc. It provides commercial aero engine overhaul services at Tseung Kwan O, Hong Kong.

AlliedSignal TAECO Aerospace (Xiamen) Company Limited is a joint venture with Honeywel]
International Incorporation, the merged entity between AlliedSignal and Honeywell formed in 1999.
[t is 25% owned by the Company and 10% owned by TAECO. It provides repairs to aircraft hydraulic,
pneumatic, avionic components and other aviation equipment.

BFGoodrich Aerospace Asia-Pacific Limited is 49% owned and is a joint venture with the B.F.
Goodrich Company. It undertakes carbon brake machining and overhauls wheel hubs in Hong Kong.

Bridgestone Aircraft Tire Company (Asia) Limited is 50% owned and is a joint venture with the
Bridgestone Corporation of Japan for the retreading of aircraft tyres in Hong Kong. It also holds
the Bridgestone tyre agency for aircraft tyres for Asia, with the exception of Japan.

Shandong TAECO Aircraft Engineering Limited is a joint venture with Shandong Airlines. It is 20%
owned by the Company and 10% owned by TAECO. It provides heavy maintenance for B737 aircraft.

GE Engine Services (Xiamen} Company Limited is a joint venture with General Electric Company
Limited and Xiamen Aviation [ndustry Company Limited. {t is 20% owned by TAECO. It will provide
aircraft engine overhaul services and start operations in the first quarter of 2001,

Lucas TAECO Aerospace (Xiémen) Company Limited is a joint venture with TRW Incorporation,
which acquired LucasVarity in 1999. It is 35% owned by TAECO. It provides repairs to aircraft fuel
control, flight control and electrical components.

Singapore Aero Engine Services Pte. Limited is a joint venture with SIA Engineering Company Pte
Limited and Rolls-Royce plc. It is 20% owned by HAESL. It will provide Trent engine overhau)
services and will be operational in the first half of 2002.

Component testing at

AlliedSignal TAECO
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