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Consolidated profit and loss account 
for the year ended 31st December 2003  

Note 2003 2002

(in HK$ Million)

Turnover 2(l) 1,987 2,078

Operating expenses:
Staff remuneration 3 (1,045) (1,040)

Cost of direct material/job expenses (480) (367)

Depreciation 10 (129) (126)

Operating lease rentals – land & buildings (50) (55)

Auditors’ remuneration (1) (1)

Changes in work in progress 1 (50)

Other operating expenses (174) (236)

Movements in doubtful debt and stock

  obsolescence provisions (1) 70

Operating profit 108 273

Net finance (charges)/income 5 (4) 3

Net operating profit 104 276

Share of results of jointly controlled companies 12 307 262

Profit before taxation 411 538

Taxation 6 (66) (73)

Profit after taxation 345 465

Minority interest – –

Profit attributable to shareholders 7 345 465

Dividends
Interim – paid 47 47

Final – proposed 93 76

Special – proposed 166 416

8 306 539

Earnings per share 9 HK$2.07 HK$2.80

Dividends per share 8

Interim HK$0.28 HK$0.28

Final HK$0.56 HK$0.46

Special HK$1.00 HK$2.50

Total HK$1.84 HK$3.24

The notes on pages 33 to 51 form part of these accounts.
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Note 2003 2002

(in HK$ Million)

Fixed assets 10 1,513 1,597

Investment in jointly controlled companies 12 1,122 1,070

Deferred items
Staff loans 5 5

Promissory note 16 – 2

Retirement benefit asset 13 196 156

Deferred taxation 14 (140) (118)

61 45

Current assets
Stocks of aircraft parts 15 33 68

Work in progress 15 70 69

Debtors and prepayments 16 202 273

Amounts due from jointly controlled companies 15 11

Deposits and bank balances 20(d) 420 547

740 968

Current liabilities
Creditors and accruals 16 329 385

Term loan due within one year 19 4 3

Amount due to jointly controlled companies 15 6

348 394

Net current assets 392 574

3,088 3,286

Financed by:

Share capital 17 166 166

Reserves 18 2,817 3,011

Shareholders’ equity 2,983 3,177

Minority interest 5 5

Long term loan 19 100 104

3,088 3,286

David Turnbull
Dinty Dickson Leach
Directors

Hong Kong, 9th March 2004

The notes on pages 33 to 51 form part of these accounts.

Consolidated balance sheet 
at 31st December 2003  
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Note 2003 2002

(in HK$ Million)

Fixed assets 10 1,513 1,597

Subsidiary company 11 – –

Investment in jointly controlled companies 12 322 499

Deferred items
Staff loans 5 5

Promissory note 16 – 2

Retirement benefit asset 13 196 156

Deferred taxation 14 (140) (118)

61 45

Current assets
Stocks of aircraft parts 15 33 68

Work in progress 15 70 69

Debtors and prepayments 16 202 273

Amounts due from jointly controlled companies 15 11

Deposits and bank balances 407 534

727 955

Current liabilities
Creditors and accruals 16 325 380

Term loan due within one year 19 4 3

Amount due to jointly controlled companies 15 6

344 389

Net current assets 383 566

2,279 2,707

Financed by:

Share capital 17 166 166

Reserves 18 2,013 2,437

Shareholders’ equity 2,179 2,603

Long term loan 19 100 104

2,279 2,707

David Turnbull
Dinty Dickson Leach
Directors

Hong Kong, 9th March 2004

The notes on pages 33 to 51 form part of these accounts.

Company balance sheet 
at 31st December 2003  
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Note 2003 2002

(in HK$ Million)

Operating activities
Cash generated from operations 20(a) 253 400

Interest paid (9) (9)

Interest received 6 49

Net cash inflow from operating activities 250 440

Investing activities
Purchase of fixed assets (47) (87)

Sale of fixed assets 2 –

Investment in jointly controlled companies – (1)

Loans advanced to jointly controlled companies (11) (20)

Loans repaid by jointly controlled companies 188 –

Dividends received from

  jointly controlled companies 33 40

Net decrease in staff loans – 171

Net decrease/(increase) in short-term deposits

  maturing after three months 60 (60)  

Net cash inflow from investing activities 225 43

Financing activities
Repayment of term loan (3) (3)

Repurchase of Company’s shares – (1)

Dividends paid to shareholders (539) (117)

Net cash outflow from financing activities (542) (121)

(Decrease)/increase in cash and cash equivalents (67) 362

Cash and cash equivalents at 1st January 475 113

Cash and cash equivalents at 31st December 20(c) 408 475

The notes on pages 33 to 51 form part of these accounts.

Consolidated cash flow statement 
for the year ended 31st December 2003  
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Note 2003 2002

(in HK$ Million)

Total equity at 1st January 3,177 2,830

Profit attributable to shareholders 18 345 465

Repurchase of own shares

– premium paid on repurchase 18 – (1)

Dividends paid 18 (539) (117)

Total equity at 31st December 2,983 3,177

The notes on pages 33 to 51 form part of these accounts.

Consolidated statement of changes in equity 
for the year ended 31st December 2003
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1. Principal activities
The Hong Kong Aircraft Engineering Company Limited Group is primarily engaged

in the business of commercial aircraft overhaul and maintenance in Hong Kong.

The principal activities of the Group’s jointly controlled companies are set out

on page 51.

The Company is engaged in the business of maintenance, modification and

repair of commercial aircraft in Hong Kong. No further business segmental

information has therefore been reported.

The Group’s jointly controlled companies, all of which are engaged in the same

business as the Company, operate both in Hong Kong and overseas. Financial

summaries of the jointly controlled companies are provided under note 12.

2. Statement of principal accounting policies
(a) Basis of preparation

The financial statements have been prepared in accordance with the

accounting principles generally accepted in Hong Kong and comply with

Statements of Standard Accounting Practice (“SSAP”) issued by the Hong

Kong Society of Accountants (“HKSA”) and the disclosure requirements set

out in Appendix 16 of the Listing Rules of The Stock Exchange of Hong Kong

Limited.

The only major change in accounting policies for 2003 is the adoption of

SSAP 12 “Income Taxes” issued by the HKSA. The impact of SSAP 12 on the

Group’s result is minimal other than restating some comparatives for deferred

taxation as a similar method was used in previous years.

(b) Basis of consolidation
The consolidated accounts incorporate 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.

Intercompany transactions, balances and unrealised gains on transactions

between Group companies are eliminated upon consolidation.

(c) Subsidiary company
A subsidiary is a company in which the Group has an interest of more than

one half of the voting powers or otherwise has the power to govern the

financial and operating policies.

(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.

Notes to the accounts 

1. 

12

2. 
(a)

16

12

12

(b)

(c)

(d)
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The consolidated profit and loss account includes the Group’s share of results

of jointly controlled companies. In the consolidated balance sheet, the

investment in jointly controlled companies represents the Group’s share of

net assets. In the Company’s balance sheet, investments in jointly controlled

companies are stated at cost less provision for permanent diminution in

value, if any.

(e) Goodwill
Goodwill arising on consolidation represents the excess of cost of acquisition

of subsidiary and jointly controlled companies over the Group’s share of

the fair value ascribed to the separable net assets at the date of acquisition.

All goodwill arising before 1st January 2001 was eliminated against revenue

reserve. Goodwill incurred after 1st January 2001 is capitalised in the balance

sheet and is amortised to the profit and loss account on a straight-line base

over its estimated useful economic life.

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

account immediately.

(f) Foreign currencies
Foreign currency denominated monetary assets and liabilities and the

balance sheets, are translated into Hong Kong dollars at the rates of

exchange ruling at the balance sheet date. Foreign currency transactions

during the year are translated at the market exchange rates ruling at the

transaction dates. Exchange differences are reflected in the profit and loss

account except for unrealised differences on net investments in foreign jointly

controlled companies which are taken directly to revenue reserve.

The balance sheet of foreign 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.

(g) 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.

(h) 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 estimated useful lives of the assets.

(e)

(f)

(g)

(h)
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Any land premium payable on acquisition of leasehold land is depreciated

from the date of occupation over the remaining lease period. Buildings

associated with the activities carried out under the franchise agreement

with the Airport Authority are amortised over the period of that franchise,

that is, 20 years. Other buildings are amortised over 40 years. Facilities are

depreciated over 20 years from the date of occupation. Plant and buildings

under construction are not depreciated.

Where the carrying amount of an asset is greater than its estimated

recoverable amount, an impairment loss is recognised to reduce the asset

to its recoverable amount.

The depreciation rates in use for other assets are as follows:

Equipment, plant and machinery 10% to 33%

Motor vehicles, computer software 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.

(i) 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.

(j) 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.

(k) Deferred taxation
Under SSAP 12, deferred taxation is provided in full, using the liability method,

on temporary differences arising between the tax bases of assets and

liabilities and their carrying amounts in the accounts. Taxation rates enacted

or substantively enacted by the balance sheet date are used to determine

deferred taxation.

Deferred tax assets are recognised to the extent that it is probable that

future taxable profit will be available against which the temporary

differences can be utilised.

Deferred taxation is provided on temporary differences arising on

investments in subsidiaries 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.

:

10% 33%

20%

(i)

(j)

(k)
12
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In prior year, deferred taxation was accounted for at the current taxation

rate in respect of timing differences between profit as computed for taxation

purposes and profit as stated in the accounts to the extent that a liability or

an asset was expected to be payable or recoverable in the foreseeable

future.

(l) Turnover and revenue recognition
Turnover is the aggregate of amounts invoiced to customers. Invoices are

raised either on completion or on stage completion depending on the terms

of individual contracts. For incomplete contract work, revenue recognised

represents cost of work incurred which is valued on the same basis as work

in progress. Total revenue recognised for the completed contract is equal

to the aggregate of amounts invoiced for the contract. Finance income is

recognised on an accrual basis. Dividend income is recognised when the

right to receive payment is established.

(m) Staff benefits
(i) Retirement benefits

The Company offers either the Mandatory Provident Fund (“MPF”) or

one of two defined benefit retirement schemes to staff. The latter

schemes are held under trust arrangements and actuarially valued as

required on a regular basis using a prospective actuarial valuation

method. They are funded in accordance with the actuarial

recommendation.

The Company’s contributions to the MPF continue to be 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.

(ii) Staff leave entitlements

Costs related to staff annual leave are recognised as the leave accrues

to staff.

(n) 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 indirectly, to control the other party or exercise

significant influence over the party in making financial and operating

decisions.

(l)

(m)
(i)

 (ii)

(n)
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3. Staff remuneration
Total staff remuneration for 2003 was HK$1,045 million (2002: HK$1,040 million).

The five highest paid employees included four (2002: four) directors whose

remuneration is shown in note 4. The remuneration of the remaining one (2002:

one) highest paid employee comprises:

2003 2002

(in HK$ Million)

Salaries, allowances and benefits in kind 3 3

4. Directors’ remuneration
2003 2002

(in HK$ Million)

Pension scheme contributions 2 3

Salaries, allowances and benefits in kind 21 21

23 24

Number of directors

Distribution of Directors’ remuneration:

HK$0.0M – HK$1.0M 9 8

Over HK$1.0M – HK$1.5M 1 2

Over HK$1.5M – HK$2.0M – –

Over HK$2.0M – HK$2.5M – 1

Over HK$2.5M – HK$3.0M – 1

Over HK$3.0M – HK$3.5M 1 –

Over HK$3.5M – HK$4.0M – –

Over HK$4.0M – HK$4.5M – 1

Over HK$4.5M – HK$5.0M – –

Over HK$5.0M – HK$5.5M 1 –

Over HK$5.5M – HK$6.0M 1 1

Over HK$6.0M – HK$6.5M – 1

Over HK$6.5M – HK$7.0M 1 –

14 15

Directors’ fees paid to the independent Non-Executive Directors during the year

totalled HK$0.3 million (2002: HK$0.1 million); they received no other emoluments

from the Company or its subsidiary company.

5. Net finance (charges)/income
2003 2002

(in HK$ Million)

Finance income 5 12

Interest on long term loan not wholly repayable

within five years (note 19) (9) (9)

(4) 3

3. 

4

4. 

5. 

19
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6. Taxation
Note 2003 2002

(in HK$ Million)

The taxation charge comprises:

The Company and its subsidiary company:

Deferred taxation 14 (22) (38)

Share of taxation attributable to

jointly controlled companies:

Hong Kong taxation (38) (32)

Overseas taxation (6) (3)

(44) (35)

Group total (66) (73)

No provision for Hong Kong profits tax has been made for the year as the

Company’s assessable profit is wholly absorbed by the tax losses brought forward.

Hong Kong profits tax is calculated at 17.5% (2002: 16%) as a result of an increase

in profits tax rate in respect of the fiscal year 2003/04. Overseas taxation is

calculated at tax rates prevai l ing in the respective jur isdict ions.

Provision has been made for all deferred tax liabilities and assets.

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

2003 2002

(in HK$ Million)

Profit before taxation 411 538

Nominal amount at Hong Kong profits

tax rate of 17.5% (2002 : 16%) (72) (86)

Effect of different tax rates in local jurisdiction 9 9

Net non-taxable income/non-deductible expenses not

subject to taxation 9 4

Utilisation of previously unrecognised tax losses 1 –

Over provisions in prior years 1 –

Effect of changes in tax rates (14) –

Total tax charges per accounts (66) (73)

7. Profit attributable to shareholders
Of the profit attributable to shareholders, HK$115 million (2002: HK$277 million) is

dealt with in the accounts of the Company.

6. 

7. 
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8. Dividends
2003 2002

(in HK$ Million)

Interim, paid on 22nd September 2003,

of HK$0.28 per share (2002: HK$0.28) 47 47

Final, proposed, of HK$0.56 per share (2002: HK$0.46) 93 76

Special, proposed, of HK$1.00 per share (2002: HK$2.50) 166 416

306 539

At a Board meeting held on 9th March 2004, Directors recommended a final

dividend and a special dividend of HK$0.56 and HK$1.00 per share respectively.

The proposed dividends are not reflected as dividend payables in these

accounts, but will be accounted for as an appropriation of the revenue reserve

for the year ending 31st December 2004.

9. Earnings per share
Earnings per share are calculated by reference to the profit attributable to

shareholders of HK$345 million (2002: HK$465 million) and to the weighted average

of 166,324,850 (2002: 166,329,738) ordinary shares in issue.

10. Fixed assets
Group and Company

Land held in
Hong Kong – Total held

on medium Plant, Equipment by Group
term lease machinery and and

and tools Motor furniture Company
Buildings vehicles

(in HK$ Million)

Cost

At 31st December 2002  21 1,067 1,003 116 66 2,273

Additions and transfers – – 39 1 7 47

Disposals – – (12) (3) (1) (16)

At 31st December 2003 21 1,067 1,030 114 72 2,304

Depreciation

At 31st December 2002 2 147 379 91 57 676

Charge for the year – 54 59 11 5 129

Disposals – – (10) (3) (1) (14)

At 31st December 2003 2 201 428 99 61 791

Net book value

At 31st December 2003 19 866 602 15 11 1,513

At 31st December 2002 19 920 624 25 9 1,597

8. 

0.28

0.28

0.56

0.46

1.00

2.50

0.56 1.00

9. 

166,324,850

166,329,738

10. 
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11. Subsidiary company
The Company holds 60% of the 500,000 issued and paid ordinary shares of

HK$1.00 each, totalling HK$300,000 (2002: HK$300,000) in South China Aero

Technology Limited (“SCAT”).

Principal activity of the subsidiary is set out on page 51.

12. Jointly controlled companies
Group Company

2003 2002 2003 2002

(in HK$ Million)

Unlisted shares at cost 237 237 237 237

Attributable post-acquisition profits 829  600 – –

1,066 837 237 237

Goodwill (29) (29)

Share of net assets 1,037 808

Loans due from jointly controlled companies 86 263 86 263

Loans due to jointly controlled companies (1) (1) (1) (1)

1,122 1,070 322 499

Dividends received and receivable from

jointly controlled companies 33 40

HK$94 million or 31% of the Group’s share of the pre-tax results of the jointly

controlled companies (2002: HK$76 million or 29%) was contributed by companies

operating in Mainland China while the remaining amounts were contributed by

companies operating in Hong Kong.

The principal jointly controlled companies are shown on page 51.

11. 

12. 
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12. 12. Jointly controlled companies (cont’d)

The financial results of the jointly controlled companies at 31st December are as

follows:
HAESL TAECO

Others Total

2003 2002 2003 2002 2003 2002 2003 2002

(in HK$ Million)

Turnover 3,636 3,356 607 583 316 272 4,559 4,211

Operating profit 437 403 149 160 73 49 659 612

Profit on disposal of a jointly

controlled company – – 25 – – – 25 –

Net finance (charges)/income (7) (20) 1 – (1) (2) (7) (22)

Share of results of jointly

controlled companies 1 (8) – (11) – – 1 (19)

Profit before taxation 431 375 175 149 72 47 678 571

Taxation (80) (62) (12) (7) (8) (7) (100) (76)

Profit attributable to

shareholders 351 313 163 142 64 40 578 495

Dividends – – (37) (39) (29) (43) (66) (82)

Surplus/(deficit) retained

for the year 351 313 126 103 35 (3) 512 413

Funds employed:

Long-term assets 857 819 841 838 177 141 1,875 1,798

Current assets 1,157 1,211 206 187 170 138 1,533 1,536

2,014 2,030 1,047 1,025 347 279 3,408 3,334

Less: current liabilities 622 666 77 103 151 151 850 920

1,392 1,364 970 922 196 128 2,558 2,414

Financed by:

Shareholders’ equity

  and loans 1,320 1,307 956 908 177 111 2,453 2,326

Long-term liabilities 72 57 14 14 19 17 105 88

1,392 1,364 970 922 196 128 2,558 2,414

Group’s weighted average %

shareholding in the year 45.0% 45.0% 49.6% 49.6%

Group’s attributable

pre-tax profits 194 169 87 74 26 19 307 262

Less: share of taxation thereon (36) (28) (6) (3) (2) (4) (44) (35)

Group’s share of profit

attributable to shareholders 158 141 81 71 24 15 263 227

Group’s share of funds

employed at 31st December 594 588 474 447 54 35 1,122 1,070

The profit on disposal of a jointly controlled company is the profit on the disposal

of TAECO’s entire shareholding in GE Engine Services (Xiamen) Company Limited

during the year.
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13. 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 benefit 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.

The Hong Kong Aircraft Engineering Company Local Staff Retirement Benefits

Scheme provides resignation and retirement benefits to its members upon

their cessation of service with the Company. The Company meets the full

cost of all benefits due by the Scheme to members, who are not required to

contribute to the Scheme.

Similarly, the Hong Kong Aircraft Engineering Company Staff Retirement

Benefits Scheme is for staff employed on expatriate terms. However, both

members and the Company contribute to the Scheme.

Actuarial valuations of the two defined benefit schemes are performed

annually by Watson Wyatt Hong Kong Limited, an independent qualified

actuary, using the projected unit credit method.

The retirement benefits costs recognised in the profit and loss account were

as follows:

2003 2002

(in HK$ Million)

Local Staff Retirement Benefits Scheme 90 47

Expatriate Staff Retirement Benefits Scheme 4 1

MPF Scheme (@5% of staff’s relevant income

capped at HK$1,000/month) 3 3

97 51

13. 
(a)
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13. Retirement benefits (cont’d)

(b) Defined benefits retirement schemes
The amount recognised in the profit and loss account was made up as

follows:
Local Scheme Expatriate Scheme Total

2003 2002 2003 2002 2003 2002

(in HK$ Million)

Current service cost 80 71 6 5 86 76

Interest cost 72 86 4 5 76 91

Expected return on plan assets (75) (110) (7) (9) (82) (119)

Net actuarial losses recognised in

current year 13 – 1 – 14 –

Total 90 47 4 1 94 48

Actual gain/(loss) on plan assets 400 (110) 36 (10) 436 (120)

The amount recognised in the balance sheet was determined as follows:

Group and Company 
Local Scheme Expatriate Scheme Total

2003 2002 2003 2002 2003 2002

(in HK$ Million)

At 31st December:

Present value of obligations 1,574 1,460 104 95 1,678 1,555

Fair value of plan assets (1,756) (1,244) (150) (112) (1,906) (1,356)

Net (asset)/liability (182) 216 (46) (17) (228) 199

Unrecognised actuarial gains/(losses) 24 (333) 8 (22) 32 (355)

Asset recognised in the balance sheet (158) (117) (38) (39) (196) (156)

Movement in the asset recognised in the balance sheet:

Group and Company 
Local Scheme Expatriate Scheme Total

2003 2002 2003 2002 2003 2002

(in HK$ Million)

Asset at 1st January (117) (99) (39) (40) (156) (139)

(Increase)/decrease due to:

Total expense – as shown above 90 47 4 1 94 48

Contributions paid (131) (65) (3) – (134) (65)

Asset at 31st December (158) (117) (38) (39) (196) (156)

Principal actuarial assumptions for the year:

2003 2002

Discount rate 5% 5%

Assumed rate of return on plan assets 6% 6%

Assumed rate of future salary increases 4% 2% for 2004 and

4% thereafter

2004 2% 4%

13. 
(b) 
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14. Deferred taxation

Group and Company
Net Deferred

Deferred Tax Tax Liability
Deferred Tax Liability  Asset

Accelerated
Tax Retirement Tax

 Depreciation Benefit Asset Others Losses

(in HK$ Million)

At 1st January 2002 147 22 – 89 80

Charge/(credited) to

profit and loss – 3 (3) (38) 38

At 31st December 2002 147 25 (3) 51 118

Charge/(credited) to

profit and loss 8 9 (6) (11) 22

At 31st December 2003 155 34 (9) 40 140

Deferred taxation is calculated in full on temporary differences under the liability

method using a principal taxation rate of 17.5% (2002: 16%).

15. 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.  The carrying amount of stocks

and work in progress at year end carried at net realisable value is HK$28 million

(2002: HK$40 million) and HK$2 million (2002: HK$7 million) respectively. The

remaining balance is carried at cost.

14. 

15. 
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17. Share capital

Company 
2003 2002

Number Number
of shares HK$M of shares HK$M

Authorised:

Ordinary shares of HK$1.00 each

At 31st December 210,000,000 210 210,000,000 210

Issued and fully paid:

Ordinary shares of HK$1.00 each

At 1st January 166,324,850 166 166,451,450 166

Shares repurchased and cancelled – – (126,600) –

At 31st December 166,324,850 166 166,324,850 166

During the year under review, no purchase, sale or redemption of the shares of

the Company has been effected by the Company on the Hong Kong Stock

Exchange. In 2002, 126,600 shares were repurchased at an aggregate

consideration of HK$1.5 million and subsequently cancelled.

17. 

1.00

1.00

126,600

16. Debtors and creditors
The credit terms given to customers vary and are generally based on their

individual financial strengths.  Credit evaluations of debtors are performed

periodically to minimise any credit risk associated with receivables.

Debtors included a promissory note from a third party, the final repayment date

of which is in 2004, and which is irrevocable and interest-free.

Group and Company

2003 2002

(in HK$ Million)

Amount due within one year included under

current assets 2 2

Amount due over one year included under

deferred items – 2

2 4

As at 31st December 2003, 98% of debtors (97% as at 31st December 2002) and

98% of creditors (99% as at 31st December 2002) were aged under six months.

16. 
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18. Reserves
Capital

Revenue reserve redemption reserve Total

2003 2002 2003 2002 2003 2002

(in HK$ Million)

Group
At 1st January 2,992 2,645 19 19 3,011 2,664

Profit attributable to

shareholders 345 465 – – 345 465

Repurchase of own shares

– premium paid on

   repurchase – (1) – – – (1)

Previous year’s final dividend

paid (76) (70) – – (76) (70)

Previous year’s special

dividend paid (416) – – – (416) –

Current year’s interim

dividend paid (47) (47) – – (47) (47)

At 31st December 2,798 2,992 19 19 2,817 3,011

The Company 1,961 2,384 19 19 1,980 2,403

Subsidiary company 8 8 – – 8 8

Jointly controlled companies 829 600 – – 829 600

2,798 2,992 19 19 2,817 3,011

Company
At 1st January 2,418 2,259 19 19 2,437 2,278

Profit attributable to

shareholders 115 277 – – 115 277

Repurchase of own shares

– premium paid on

   repurchase – (1) – – – (1)

Previous year’s final dividend

paid (76) (70) – – (76) (70)

Previous year’s special

dividend paid (416) – – – (416) –

Current year’s interim

dividend paid (47) (47) – – (47) (47)

At 31st December 1,994 2,418 19 19 2,013 2,437

Distributable reserves of the Company at 31st December 2003, calculated under

section 79B of the Hong Kong Companies Ordinance, amounted to HK$1,994

million (2002: HK$2,418 million).

The revenue reserve includes HK$259 million (2002: HK$492 million) representing

the recommended final dividend and special dividend for the year under review

(note 8).

18. 

79B

8
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19. Long term loan
Group and Company

2003 2002

(in HK$ Million)

At 1st January 107 110

Repayment during the year (3) (3)

At 31st December 104 107

Maturity profile:

Repayable within one year 4 3

Repayable between one and two years 4 4

Repayable between two and five years 15 14

Repayable after five years 81 86

104 107

Amount due within one year included under

current liabilities (4) (3)

100 104

The loan is provided by a subsidiary of Cathay Pacific Airways Limited, is

unsecured, interest bearing at 8.35% per annum and is repayable by equal semi-

annual instalments to June 2018.

19. 
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20. Notes to the consolidated cash flow statement
(a) Reconciliation of operating profit to cash generated from operations

2003 2002

(in HK$ Million)

Operating profit 108 273

Depreciation 129 126

Receipt on sale of business to a jointly

controlled company – 7

Decrease in promissory note 2 2

Increase in retirement benefits asset (40) (17)

Decrease in stocks and work in progress 34 52

Decrease/(increase) in debtors and prepayments 74 (83)

(Decrease)/increase in creditors and accruals (54) 40

Net cash generated from operations 253 400

(b) Analysis of changes in financing

Long-term Minority
loan interest Total

(in HK$ Million)

At 31st December 2001 110 5 115

Repayment of term loan (3) – (3)

At 31st December 2002 107 5 112

Repayment of term loan (3) – (3)

At 31st December 2003 104 5 109

(c) Analysis of changes in cash and cash equivalents

2003 2002

(in HK$ Million)

At 1st January 475 113

(Decrease)/increase in cash and cash equivalents (67) 362

At 31st December 408 475

(d) Analysis of deposits and bank balances at
31st December
Cash and cash equivalents

– Short term deposits and bank balances 408 475

Deposits maturing after three months 12 72

420 547

20. 
(a)

(b)

(c)

(d)
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21. Capital commitments
Group and Company

2003 2002

(in HK$ Million)

Contracted for but not provided in the accounts 21 23

Authorised by Directors but not contracted for 13 18

The Group’s share of capital commitments of jointly

controlled companies not included above:

Contracted for but not provided in the accounts 13 95

Authorised by Directors but not contracted for 5 10

22. Lease commitments
At 31st December 2003, the Group had future aggregate minimum lease

payments under non-cancellable operating leases as follows:

Group and Company

2003 2002

(in HK$ Million)

Land and buildings:
Leases expiring:

– Within one year 49 53

– After one year but within five years 193 205

– After five years 456 538

698 796

21. 

22. 
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23. Related Party Transactions
The Group has a number of transactions with its related parties.  All trading

transactions are conducted on normal commercial terms in the ordinary and

usual course of business. The aggregated transactions and balances which are

material to the Group and which have not been disclosed elsewhere in the

annual report are summarised below:

Jointly Other
Controlled Related
Companies Parties Total

Note
2003 2002 2003 2002 2003 2002

(in HK$ Million)

Revenue from provision

of services a 234 177 1,034 1,083 1,268 1,260

Purchase of services b 1 3 49 76 50 79

Debtors at 31st December c 163 166

Creditors at 31st December c 10 28

Note:
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 Rolls-Royce plc concerning the
formation of HAESL. Services provided to TAECO related principally to charges at
commercial rates covering the stationing of a working team of 148 people on average
in TAECO and management services. Services provided to other jointly controlled
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, Dragonair and Air Hong Kong fleets as well as
logistic support and storage charges for Cathay Pacific Airways.

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

Purchases of services from other related parties comprised:

2003 2002

(in HK$ Million)
Spares purchased from Cathay Pacific Airways Limited 30 55
Property insurance placed through SPACIOM,

a captive insurance company wholly owned by
Swire Pacific Limited 3 –

Services fee payable to John Swire & Sons (H.K.) Limited 3 8
Reimbursement, at cost, of expenses incurred, payable to

John Swire & Sons (H.K.) Limited 13 13
49 76

c. The outstanding amounts at 31st December 2003 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 insurance premium payable to SPACIOM and the services fee
payable to John Swire & Sons (H.K.) Limited Group as described in note b, none of the
above related party transactions constitute a discloseable connected transaction as defined
in the Listing Rules.

23. 

a.

b.

SPACIOM

c.

b SPACIOM
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Owned by
Place of jointly
incorporation controlled Attributable
and operation Owned companies to the

Principal activities directly Group

Subsidiary Company:

South China Aero Technology Limited Hong Kong Aviation products trading 60% – 60%

Jointly Controlled Companies:

EADS SOGERMA HAECO Services Hong Kong Aircraft component repair 50% – 50%

Company Limited services

Goodrich Asia-Pacific Limited Hong Kong Carbon brake machining and 49% – 49%

wheel hub overhaul

Goodrich TAECO Aeronautical Systems Xiamen Aircraft fuel control, flight – 35% 17.3%

(Xiamen) Company Limited control and electrical

component repairs

Honeywell TAECO Aerospace (Xiamen) Xiamen Aircraft hydraulic, pneumatic, 25% 10% 30%

Company Limited avionic component and other

aviation equipment repairs

Hong Kong Aero Engine Services Limited Hong Kong Commercial aero engine 45% – 45%

overhaul services

In-Services Asia Limited Hong Kong Aircraft component trading 35% – 35%

and repair services

Singapore Aero Engine Services Pte. Limited Singapore Trent engine overhaul services – 20% 9%

Taikoo (Shandong) Aircraft Engineering Shandong Heavy maintenance services 20% 10% 25%

Company Limited (formerly named for B737 aircraft

Shandong TAECO Aircraft Engineering B737

Company Limited)

Taikoo (Xiamen) Aircraft Engineering Xiamen Aircraft heavy maintenance 49.6% – 49.6%

Company Limited

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

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

Principal Subsidiary and Jointly Controlled Companies 
at 31st December 2003  



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 28 to 51 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.

It is our responsibility to form an independent opinion, based on our audit,

on those accounts and to report our opinion solely to you, as a body, in

accordance with section 141 of the Hong Kong Companies Ordinance,

and for no other purpose. We do not assume responsibility towards or

accept liability to any other person for the contents of this report.

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 judgements made by the directors in the

preparation of the accounts and of whether the accounting policies are

appropriate to the circumstances of the Company and the Group,

consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain 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 adequacy 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 of the state of affairs

of the Company and the Group as at 31st December 2003 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, 9th March 2004
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