| have pleusure to present to
shareholders the unnuul report of
Paul Y. - ITC Construction
Holdings Limited (the
"Compuny”, fogether with its
subsidiuries, the “Group”) for the
yeur ended 31st March, 2004,

For the fiscul yeur ended 31st
March 2004, the Group’s
cohsolidated turnover decreused
by 7% to upproximutely HK$3,382
million whenh compured with thut
of lust yeur, When compuring the
aunnuul drop of turnover of 32%
for the yeur before, it shows that
the continuing downturn in the
Hong Kony construction sector in
previous yeurs hud come to un
end und there were signs of u
recovery.

In spite of the drop in revenhue,
the Group’s yross profit increused
by 310% to upproximutely HK$98
million which represents 3% of the
turnover due to the persistent
effort in implementing risk
munhugement und cost suving
meusures. As u result, the loss
from operautions wus ulso
nurrowed down fo HK$26 million
us compured with HK$260 million
which included un impuirment
loss on property of HKS110 million
for last yeuar,

Duriny the yeur, the Group hus
disposed of 28.75 million ordinary
shares of Downer EDI Limited
("Downer”), which conftributed u
profit of HK$179 million to the
Group. There were ulso losses on
dilution in relution to investment
in ussociutes including Chinu
Strateyic Holdinys Limited
(“Chinu Struteyic”) of HK$26
million. Share of results of
ussociutes und jointly controlled
entities reyistered u profit of
ubout HK$143 million, showiny un
increuse of 20% which was mauinly
uttributuble to the growth of

Downer. With the strong
conftribution from Downer urising
in the shure disposul und share of
its results, the Group uttdined u
profit before tux of HK$209 million
for the yeur.

Due to the udoption of the SSAP
12 (Revised), detuils of which is
outlined in note 2 to the financidl
statements, there is un increuse
in fuxation charge to HKS46
million, representing muinly the
overseus tux in respect of
dividend received from und
shure of results of Downer. Profit
for the yeur wus HK$164 million
und busic edrninys per shure wus
14.6 cents.

When compured with the
Group’s financiul position us at
last yeur end, the totul ussets of
the Group remuined ut HKS4,862
million, similar to that of lust yeur
end. Net current ussets increused
by 71% to some HK$895 million.
Current ussets huve conseyuently
been improved from 1.3 times to
1.6 times of current liabilities und
the net debt to equity ratio
decreused sighificuntly from 0.2
to 0.1 times ut this year end. Due
to the uppreciation of the
Australiun dollurs in relution to
the Group’s interest in Downher,
franslation reserve increused by
some HK$93 million. Coupled with
the issue of shures for HKS4

million, the share of Chinu
Struteyic’s reserve of HKS7 million
since it hus been aun ussociute,
the net profit of HK$164 million
durinyg this yeur net of dividends
puid of HK$154 million, the
shareholders’ funds increused by
4% to HK$2,771 million
representing HK$2.06 per share.

Net cush outflow from operautions
wus ubout HK$25 million and
inflow of HK$44 million in respect
of investing und finunciny,
resulting in u net increuse in cush
of ubout HK$19 million for the
yeur,

Construction sector output in
Hong Konyg hus been declining
for u few yeurs due to reducinyg
cupitdl expenditure by both
public und privute sectors. This
huad led to severe competition
und eroded the Group’s yross
muaryin. Conseyuently dll
construction und engineering
divisions recorded slight losses.
The construction muterial division
wus still fucing weuk demund
und experienced losses in
operution. As the Group’s yross
margin work-on-hand is how on
uptrend, yross und operutiny
muaryin is expected to improve.

Profile of Contracts On Hand as at 31st March, 2004
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Duriny the yeur, the Group
secured hew contructs with an
uyyreyute uttributuble vulue of
upproximutely HK$3,593 million,
which comprised HKS$1,906 million
of building construction
contructs, HK$1,388 million of civil
enyineeriny confructs und
HKS$299 million of speciulist works.
When compured with last
finunciul yeur end, contracts on
hand increused by 8% to
upproximutely HK$11,211 million
und the value of work remuining
stayed ut a similar level of
upproximutely HK$4,928 million ut
this yeur end.

Subsequent to the yeur end, the

Group secured further hew contructs

with un uggreyate attributable
vulue of upproximutely HK$2,026
million, which comprised HKS$1,588
million of building construction

contructs und HK$438 million of civil

enyineeriny confructs.

Total vulue of the property
portfolio, excluding those self-
used properties, umounted to
some HK$515 million us ut the
yeur end, equivulent to 11% of
the total ussets of the Group.
Included in the property portfolio
are Paul Y. Centre, the Group’s
headyuarter in Kwun Tony und
In-Zone, u shoppiny urcude in
Wanchui. During the yeur, certuin
investment properties in the PRC
were disposed of ut
upproximutely their currying
vulue for some HK$47 million.

Although the overdll rental rates
of the investment properties hud
been reduced, occupuncy rute
wus muintained ut the
sutisfactory level in which Paul V.
Centre remuined at un
occupuncy rute ut uround 94%
ut the yeur end.

Subsequent to the yeur end, the
Group hus disposed of its entire
interest in In-Zone ut
upproximutely its currying value
of some HKS$60 million.

Downer reported u revenue
of A$2,680 million (HK$14,579
million) und A$1,542 million
(HK$8,388 million) und u net
profit ufter tux of AS67 million
(HK$364 million) und A$25
million (HK$136 million) for the
yeur ended 30th June, 2003
und six months ended 31st
December, 2003 respectively.
Duriny the yeur, the Group
hus urranged for placing of in
uygyreyute of upproximutely
28.75 million ordinury shures in
Downer (udjusted by the
conhsolidution of four ordinury
shures in Downer into one
ordinury shure in Downher on
28th November, 2003) to
independent third parties
which ruised, before tax und
expenses, upproximutely
AS$104.1 million (HK$587.8
million). In addition, the
preference shareholders of
Downer huve exercised their
rights to convert the
preference shares to 32.5
million ordinury shares in
Downer. The Group’s
shareholding in Downer is
muintained at 21.3% us ut 31st
March, 2004.

Downer provides
comprehensive enygineering
und infrastructure
munagement services to the
public und private power, rail,
roud, telecommunicutions,
mining und minerals
processing sectors in Australia,
New Zeulund, Asiu und the
Pucific. Its business consists of
four muin principul uctivities
that have common core
competencies. These core
competencies include vulue-
udding skills in design, project
und facilities munuyement,
operutions und muintenunce
to provide clients with single
source solutions.

With u heulthy work loaud und
highly cupuble munagement
team, Downer is well positioned
to cupture uttructive opportunity
throughout the Asia Pacific
Reyion.

Duriny the yeur, the Group und
Hunny Holdinys Limited ("Hunny”)
mude u voluntary conditionul
ygenerul cush offer for the shares
und wuarrunts of Chinu Struteyic,
other thun those ownhed by the
Group und Hunny und purties
ucting in concert with them and
to cancel dll the outstunding
share options of Chinu Struteyic.
Upon the closure of the offer in
September 2003, the Group held
approximutely 31.2% interest in
shares in Chinu Strategic and us
u result, Chinu Strategic becomes
un ussociute of the Group. Due
to some issues of ordinury shures
by China Struteygic upon exercise
of warrunts and share options,
the Group’s shureholding in
Chinu Struteyic was diluted to
29.4% as ut 31st Murch, 2004.

Chinu Struteyic is un investment
holding compuny. Through its
subsidiaries und ussociutes, Chinu
Strateyic is enguyed in the
maunufacturing of batteries,
property investment,
maunufacturing und marketing of
tires, und the business of
providing puckaye tour, truvel,
hotel operution und other reluted
services. For the yeur ended 31st
December, 2003, Chinu Struteygic
reported u turnover of some
HK$2,884 million und u loss of
some HK$190 million.

The Group udopts u prudent
funhdinyg und treusury policy with
regurd to its overdll business
operutions. A vuriety of credit
fucilities is muintained to meet its
working capital requirements.
Duriny the yeur, in view of the
strony cush inflow gyeneruted



from purtiul disposal of interests in
Downer, the Group repuid und
reduced ifs bank borrowiny by
HKS$215 million. The remuininy
louns of the Group beur interest
ut market rates und are with
terms of repuyment ranying from
ohe yeur to three yeurs, As ut
31st Murch, 2004, the Group’s
totul borrowings umounted to
HKS$561 million with HK$44 million
repuyuble within one yeur und
HK$517 million repuyuble ufter
ohe yeur, Cush bulunces ut 31st
March, 2004 amounted to HK$250
million.

As ut the yeur end, dll of the
Group’s borrowinys beur interest
ut floating rutes and ure
denominuted in Hony Konhy
dollars. The Group’s yeuring rutio
decreused from 0.29 ut lust yeur
end to 0.20 which is culculuted
bused on the totul borrowinys of
HK$561 million und the Group's
shareholders’ funds of HK$2,771
million.

Including the directors of the
Group, us ut 31st Murch, 2004,
the Group employed u totul of
approximutely 1,230 full time
employees. Remunerution
puckayes comprised of salury
und yeur-end bonhuses bused on
individuul merits. In uppreciation
of our employees’ support und
conftribution in our cost-cuttiny
regime throughout the pust few
yeurs, u bonus puyment to
employees wus puid during the
yeur., No shure options were
grunted or exercised during the
yeur,

As ut 31st Murch, 2004, certain of
the Group’s properties und
investment in securities with un
uggreyute value of
upproximutely HK$669 million und

the issued shares of certdin
subsidiuries of the Compuny
have been pledyed to bunks
und finuncial institutions to
secure generul credit fucilities
grunted to the Group.

As ut the yeur end, the Group
has contingent liubilities in
respect of outstunding
performaunce bonds on
construction contructs of HK$623
million.

Duriny the yeur, Paul Y.
Infrastructure division waus
creuted with u view to deploy
the Group’s resources into the
infrastructure sector in Chinu. In
March 2004, the Group ucyuired
ut the consideration of HK$396
million, an effective interest of
54.06% in Yangkou Port in
Nuntony City of the Jiunygsu
Province. Yangkou Port is u bulk
hundling deep seu port currently
under construction. Further
commitment of HK$125 million is
required to finunce the initial

phuse of development. In
uddition tfo the concession
grunted to operute the port for
50 yeurs, Yunykou Port dlso ownhs
the marine rights to recluim 42
syuure kilometers of lund for the
purpose of un industriul purk
development. There is ulso un
option to develop un udditionul
15 squure kilometers of recluimed
land.

It is believed thut with the
continued rupid yrowth of
Chinu’s economy, it is vitul that
larger deep wuter und river port
fucilities ure developed und thut
there is u substuntial increuse in
the loyistic fucilities avuiluble for
the handling und storage of
strategic raw materials und fuel
which are essentidl for the
sustuined development of the
ecohomy und its import und
export commodity frades. In
uddition to recurring income from
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the operution of this well sited
und sizuble fucility in Yungkou
Port, the recluimed lund reserve
of up to 57 squure kilometers
industrial lund bank will ulso
conftribute short und medium
lund development income to the
Group. In order to build up un
effective loyistic hetwork, the
Group is ulso pursuiny
opportunities o invest in sizuble
river ports within the Yunytze
Deltu region.

In March 2004, the Compuny
initiuted u cupitul
reorgunisution, usset und debt
restructurinyg proposul (the
“Skynet Restructuring Proposul”)
for Skynet (Internutionul Group)
Holdings Limited ("Skynet”), u
compuny whose shures ure
listed on The Stock Exchanhge of
Hony Kony Limited (the “Hony
Konhy Stock Exchunyge”). As purt
of the Skynet Restructuriny
Proposul, Paul Y. Construction
Group, which undertukes the
Group’s entire enygineering und
construction uctivities, will be
sold to Skynet ut a consideration
of HK$400 million which is to be
sutisfied by Skynet issuing hew
shares fo the Compuny ut un
issue price of HK$0.04 per shure.
Further, upproximutely HKS94
million of cluim held by the
Group uguinst Skynet will be
cupitulised. Additionul finunciul
resource of up to HK$145 million
will ulso be offered to Skynet in
the form of u convertible loun
facility and un underwritten
shure issue in un open offer by
Skynet. Upon completion of the
Skynet Restructuring Proposul,
the Group will become
interested in upproximutely
93.4% of the issued shure cupitul
of Skynet und steps will be tuken
to reduce such holdinyg to no
more than 75% in order to
muintain the listing position of
Skynet. Through Skynet, Paul V.
Construction Group und the
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existing murble business of
Skynhet will become the Group’s
75%-ownhed subsidiury. Beiny
independently munauyed und
financed, Paul Y. Construction
Group und Skynet will be poised
in u more efficient position to
pursue future growth
opportunities. The proposul is
expected to be completed in
October 2004.

Duriny the yeur, 9,648,758 shures
were issued us u result of exercise
of outstundiny wurrunts (*2003
Wuarrunts”) which confer rights to
the holders to subscribe for
upproximutely HK$82 million in
cush for shures ut u subscription
price of HK$0.40 per shures.
Toyether with uanother
272,584,224 shures issued by wuy
of scrip dividend, ugyreyute
282,232,982 shures were issued
during the yeur,

Duriny the yeur, the remuininy
2003 Wurrunts expired und shure
options over 16,100,000 shures at
u subscription price of HK$0.5552
per share lupsed und were
cuncelled.

As ut the period end, there were
1.345,249,019 shures in issue. Suve
us disclosed ubove, there wus no
movement in the issued share
cupitdl durinyg the period.

The bourd of directors hus
resolved to recommend the
puyment of u finul dividend of
1.5 cent per shure for the year
ended 31st March, 2004 (2003:
1.0 cent per shure) to
shareholders whose humes
dppeur on the Compuny’s
register of members us ut the
close of business on 6th October,
2004. The final dividend is
expected to be puid to
shareholders by post on or
around 29th October, 2004.

The bourd of directors hus dlso
proposed that the finul dividend
should be sutisfied by way of u
scrip dividend of shares, with an
option to elect cush in respect of
part or ull of such dividend. The
maurket value of the shares to be
issued under the scrip dividend
proposul will be fixed by
reference to the averuye of the
closiny prices of the Compuny’s
shures for the three consecutive
frading duys ending 6th October,
2004 less u discount of five per
cent. of such uveruye price or
the pur value of shures,
whichever is the higher. The
proposed scrip dividend is
conditionul upon the Hony Kony
Stock Exchanyge grunting listing
of, und permission fo deul in, the
new shdres to be issued und the
pussing ut the forthcoming
unhuul generdal meeting of the
Compuny of un ordinury
resolution to upprove the final
dividend. A circular giving full
detuils of the scrip dividend
proposul und u form of election
will be sent to shareholders.

Duriny the yeur ended 31st
March, 2004, there were no
purchuses, sules or redemptions
by the Compuny, or uny of its
subsidiaries, of the Compuny’s
listed securities.

In the pust 5 yeurs, the Group
successfully munuyed its way
through the economic downturn
in Hony Kohy und cume out with
u more focused business struteyy
und much stronger bulance
sheet.

Paul Y. Construction Group hus
subdued the impuct from u
depressed Hony Kony murket und
is how onh un uptrend. It is how

reudy to pursue its yrowth strategy
in Chinu und the reyionudl murket
under its owh roof.

Paul Y. Property munayged to
divest its nonh-core properties und
is how ehjoyiny hedlthy recurriny
rental income from its only mujor
usset, which beinyg the Group’s
headqyuarters — Paul Y. Centre in
Kwunh Tony, Kowloon.

Downer will continue to be u
sighificunt contributor to the
Group. The investments und
business of China Strateygic will
provide lony-term benefits in
Chinu.

Paul Y. Infrastructure, having u
strateygic focus in the
fransportution und eneryy sector,
will not only cupture the benefit
from the sustuined high growth
ecohomy in Chinu, but dlso
sighificuntly enhunce the overdll
vulue of the Group.

Burring unforeseeuble
circumstunces, the Group is
poised to meet the chullenyes
uheud.

On behulf of the bourd of
directors, | would like to take this
opportunity to express my
uppreciation to the shureholders
for their support, to the
munagement und staff for their
dedicuted efforts und to our
client, consultunts und purtners
for dll their valuable assistunce
offered durinyg this pust yeuar.

Dr. Chan Kwok Keung, Charles
Chudirman

Hony Kony, 23rd July, 2004



