MANAGING DIRECTOR’S REPORT BEEHKIB®RE

| have pleasure to report to Shareholders the performance of PYI
Corporation Limited (the “Company”) and its subsidiaries (together the
“Group”) for the six months ended 30 September 2005.
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FINANCIAL HIGHLIGHTS MHEE

> Turnover HK$1,792 million +7% > HEH 1,792,000,0005 7T +7%

> Net profit after tax HK$149 million +291% > BRHEEFFEE 149,000,000  +291%

> EPS HK10.9 cents +289% > BREF 10.980  +289%

> Interim DPS HK1.5 cents Unchanged > BRFHKRE 1,57l T

> NAV/S HK$1.75 -15% > BREERE 17587 —15%
REVIEW OF FINANCIAL PERFORMANCE AND B 75 = 3 RAR L B S

POSITIONS

Continuous growth

For the six months period under review, the Group’s consolidated turnover
was approximately HK$1,792 million (2004: HK$1,679 million), representing
an increase of approximately 7% when compared with that of last
corresponding period. The increase was mainly attributable to an increase
in the Group'’s business in treasury investment.

The Group'’s gross profit rose by 60% to some HK$146 million (2004: HK$91
million), representing a gross margin of 8% of the consolidated turnover.
Profit before taxation of some HK$175 million was achieved as compared
to some HK$47 million for the same period last year. The Group's profit
before taxation comprised:

(i) net gain of approximately HK$57 million in construction and other
contracting businesses (2004: HK$47 million),

(i) net gain of approximately HK$34 million in treasury investment
(2004: Nil),

(i) net gain of approximately HK$15 million in property investment
(2004: HK$8 million);

(iv) interest income of approximately HK$18 million (2004: HK$20
million);

(v)  increase in fair value of investment properties of approximately
HK$85 million (2004: Nil);

(vi)  net corporate expenses of approximately HK$31 million (2004:
HK$36 million);

(vii)  finance costs of approximately 6 million (2004 HK$3 million); and

(viii)  net gain of approximately HK$3 million from associates and jointly
controlled entities (2004: HK$11 million).

Profit for the period attributable to shareholders of the Company was
approximately HK$149 million (2004: HK$38 million) and earnings per share
was HK10.9 cents (2004: HK2.8 cents).

When compared with the Group's financial positions as at 31 March 2005,
total assets decreased by 17% to some HK$5,897 million and net current
assets decreased by 57% to some HK$897 million, mainly due to the
payment of a special cash dividend totalling approximately HK$957 million
in July 2005. Consequently, current assets decreased from 2.1 times to 1.5
times of current liabilities. After accounting for the net profit of
approximately HK$149 million net of dividends paid/declared of
approximately HK$978 million, equity attributable to shareholders of the
Company decreased by 25% to some HK$2,373 million, representing
HK$1.75 per share as at 30 September 2005 (31.3.2005: HK$2.32 per
share).
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Net cash inflow from operations was about HK$167 million and outflow in
respect of investing and financing activities was about HK$764 million,
resulting in a net decrease in cash of about HK$597 million for the period
under review.

REVIEW OF OPERATIONS

Port & Infrastructure Development

The rapid economic growth of Mainland China gives rise to a growing
demand on the ports and logistics sector which is now the Group's
business focus, and it is expected to contribute positively to the Group’s
future earnings base.

The development of Yangkou Port progressed well during the period under
review. In September 2005, an official groundbreaking ceremony was held
to signify the commencement of work on the 13-kilometer Yellow Sea
Crossing. On completion, the Yellow Sea Crossing will link the 1 square-
kilometer man-made island and berthing facilities with the 42 square-
kilometer harbour front industrial park. The master planning of the
industrial park is also under way.

Completion of the initial phase of Yangkou Port will align with the opening
of Sutong Bridge, connecting the Yellow Sea with the southern side of the
Yangtze River delta through Nantong. On completion in late 2007, the
Sutong Bridge will link up Suzhou and Nantong and cut by half the
commuting time between Shanghai and Nantong.

In August 2005, the Group announced a proposed 45% investment in
Nantong Port Group at a cost of approximately HK$417 million. This move
fits well into the Group's strategy to develop a comprehensive and
integrated transshipment network on the Yangtze River.

At present, Nantong Port Group owns a total of 4 major terminals which
together operate more than 20 productive berths at Nantong Port, the first
major bulk cargo port in the Yangtze River delta.

In 2004, Nantong Port Group achieved a cargo throughput of
approximately 33 million tonnes. Currently, it is undertaking major
expansion plans, upon completion of which by mid-2006 throughput
capacity will be increased by more than 50%.

The proximity in location and the complementary nature of Nantong Port
and Yangkou Port not only will allow the Group to build up an effective
logistics network but also will offer a comprehensive spectrum of services
to shippers in the Yangtze River delta.

Engineering businesses — Paul Y Engineering

For the period under review, Paul Y. Engineering Group Limited (“Paul Y
Engineering”) and its subsidiaries (the “Paul Y Engineering Group”)
achieved a gross profit of some HK$98 million as compared to some
HK$91 million for the last corresponding period. Net profit after tax
attributable to shareholders of Paul Y Engineering for the period was
approximately HK$46 million as compared to some HK$37 million for the
last corresponding period.
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During the period, the Paul Y Engineering Group secured new contracts
with an aggregate value of approximately HK$1,734 million. At this period
end, the value of work remaining increased by 9% to approximately
HK$4,933 million when compared with that of the last financial year end.
Profile of contracts on hand as at the end of this period is as follows:
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Value of contracts Value of work

on hand remaining

As at 30.9.2005 As at 30.9.2005

HAELESAERE BT LEEE

#30.9.2005 #30.9.2005

HKS$ 'million HK$ million

BEET &8

Building construction BFRETRR 6,096 3,909
Civil engineering TARITRE 2,266 1,024
8,362 4,933

Subsequent to the period end, the Paul Y Engineering Group has secured
further contracts of approximately HK$165 million.

Property investment

During the period under review, approximately HK$15 million (2004: HK$8
million) of the operating profit was contributed from the business of
property investment.

Total value of the Group'’s property portfolio, excluding those self-used
properties, amounted to approximately HK$619 million (31.3.2005: HK$546
million) as at 30 September 2005, equivalent to about 10% (31.3.2005: 8%)
of the total assets of the Group. Included in the property portfolio is mainly
Paul Y. Centre, the Group’s headquarters in Kwun Tong, Kowloon, Hong
Kong. The overall rental rate of Paul Y. Centre has increased when
compared with that of last period and occupancy rate was maintained at a
satisfactory level of around 95% (31.3.2005: 97%) at 30 September 2005.

Treasury investment
During the period under review, HK$34 million (31.3.2005: Nil) of the
operating profit was contributed from the business of treasury investment.

Total value of the Group's investment securities amounted to
approximately HK$58 million (31.3.2005: HK$175 million) as at 30
September 2005, equivalent to about 1% (31.3.2005: 2%) of the total assets
of the Group. Portfolio of high-yield loan receivable amounted to
approximately HK$489 million (31.3.2005: HK$668 million) as at 30
September 2005, equivalent to about 8% (31.3.2005: 9%) of the total assets
of the Group.
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China Strategic

In March 2005, the Company entered into a sale and purchase agreement
with an independent third party in relation to the disposal of 135 million
shares in China Strategic Holdings Limited (“China Strategic”) at HK$0.193
per share. Upon completion of the disposal, the Group’s shareholding
interest in China Strategic will decrease from 29.4% to approximately 14%,
and China Strategic will cease to be an associated company of the
Company.

The disposal is conditional upon, inter alia, the completion of a capital
reorganisation (including, inter alia, a consolidation of two existing shares
into one consolidated share) and a group reorganisation (the “Group
Reorganisation”) involving in specie distribution of certain assets to
shareholders by China Strategic. Hanny Holdings Limited (“Hanny”) has in
turn proposed a voluntary offer (the “Hanny Offer”) to acquire the assets
distributed under the Group Reorganisation. Under this offer, the Company
will be entitled to receive one Hanny share plus HK$1.80 for every 5
consolidated shares of China Strategic.

Currently, the Board continues to favour a possible distribution to
shareholders of a significant portion of the value to be derived from the
divestment of China Strategic. However, given that the requisite court
approval for effecting the proposed capital reorganisation is yet to be
obtained by China Strategic and there is still no definite time frame in
relation to the effective date of the Group Reorganisation currently, the
Board does not consider it appropriate to make any decision regarding the
aforesaid distribution at this stage.

MAJOR EVENT SUBSEQUENT

Disposal of Paul Y. Centre

Subsequent to 30 September 2005, the Group entered into a conditional
sale and purchase agreement with a joint venture company effectively
owned by Lehman Brothers Holdings Inc., Capital Strategic Investment
Limited and Paul Y Engineering for the disposal of Paul Y. Centre (through
disposing 100% of the subsidiaries owning Paul Y. Centre) at an agreed
gross value of HK$780 million. Such agreed value is derived from a yield
rate of 6.28% based on the rental income of approximately HK$49 million
for the year ended 31 March 2005. The disposal constitutes a major
transaction of the Company and is subject to approval by shareholders in
a special general meeting to be convened. Details of this transaction were
set out in an announcement of the Company dated 24 November 2005.
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LIQUIDITY, FINANCIAL RESOURCES, CAPITAL
STRUCTURE AND GEARING RATIO

The Group continues to adopt a prudent funding and treasury policy with
regard to its overall business operations. A variety of credit facilities are
maintained to meet its working capital requirements. During the period
under review, the Group obtained new bank facilities in the amount of
HK$45 million, of which HK$22.5 million were used to finance the purchase
of a property in Hong Kong and the remaining balance for general working
capital purpose. The loans of the Group bear interest at market rates and
are with terms of repayment within five years.

As at 30 September 2005, the Group's total borrowings amounted to
approximately HK$729 million (31.3.2005: HK$831 million), with HK$432
million (31.3.2005: HK$290 million) repayable within one year and HK$297
million (31.3.2005: HK$541 million) repayable after one year. Cash balances
as at 30 September 2005 amounted to approximately HK$672 million
(31.3.2005: HK$1,255 million).

As at the period end, HK$662 million (31.3.2005: HK$765 million) of the
Group's borrowings bore interest at floating rates and were denominated
in Hong Kong dollars, and HK$67 million (31.3.2005: HK$66 million) of the
Group’s borrowings bore interest at a fixed rate and were denominated in
Reminbi. The Group’s gearing ratio was 0.31 (31.3.2005: 0.26) which is
calculated based on total borrowings of HK$729 million (31.3.2005: HK$831
million) and equity attributable to shareholders of the Company of
HK$2,373 million (31.3.2005: HK$3,179 million).

CONTINGENT LIABILITIES

As at 30 September 2005, the Group had contingent liabilities in respect of
outstanding performance bonds on construction contracts of
approximately HK$131 million (31.3.2005: HK$310 million).

PLEDGE OF ASSETS

As at 30 September 2005, certain of the Group'’s properties and investment
securities with an aggregate value of approximately HK$834 million
(31.3.2005: HK$753 million) and the issued shares of certain subsidiaries of
the Company and its benefits under certain construction contracts have
been pledged to banks and financial institutions to secure general credit
facilities granted to the Group.
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COMMITMENTS

As at 30 September 2005, the Group had expenditure contracted but not
provided for in the financial statements in respect of acquisition of certain
property, plant and equipment in an amount of approximately HK$41
million (31.3.2005: HK$91 million in respect of certain property, plant and
equipment and HK$48 million in respect of certain equity investment).

NUMBER OF EMPLOYEES, REMUNERATION
POLICIES AND SHARE OPTION SCHEME

As at 30 September 2005, the Group employed a total of approximately
1,235 full time employees (among which about 1,090 were employed by
Paul Y Engineering) (31.3.2005: 1,163). Remuneration packages comprised
salary and performance-based bonus. Details of the share option scheme
were discussed in the Group’s Annual Report for the year ended 31 March
2005. No share option was granted or exercised during the period under
review.

INTERIM DIVIDEND

The Board has resolved to pay an interim dividend of HK1.5 cents per
share for the six months ended 30 September 2005 (2004: HK1.5 cents per
share) to shareholders whose names appear on the register of members
of the Company as at the close of business on 11 January 2006. The
interim dividend is expected to be paid to shareholders by post on or
around 13 February 2006.

The Board has also proposed that the interim dividend should be satisfied
by way of a scrip dividend of shares, with an option to elect cash in
respect of all or part of such dividend. The market value of the shares to
be issued under the scrip dividend proposal will be fixed by reference to
the average of the close prices of the Company’s shares for the three
consecutive trading days ending 11 January 2006 less a discount of five
per cent. of such average price or to the par value of the shares,
whichever is the higher. The proposed scrip dividend is conditional upon
The Stock Exchange of Hong Kong Limited granting listing of, and
permission to deal in, the new shares. A circular giving full details of the
scrip dividend proposal and a form of election will be sent to shareholders
in due course.

CLOSURE OF THE REGISTER OF MEMBERS

The register of members of the Company will be closed during the period
from 9 January 2006 to 11 January 2006, both dates inclusive, during which
period no transfer of share(s) of the Company will be effected. In order to
qualify for the interim dividend, all transfer of share(s), accompanied by the
relevant share certificate(s) with the completed transfer form(s) with
overleaf or separately, must be lodged with the Company’s branch share
registrars in Hong Kong, Secretaries Limited at its new address at 26th
Floor, Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong Kong
(effective on 3 January 2006, formerly at Ground Floor, Bank of East Asia
Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong), for
registration not later than 4:00 p.m. on é January 2006.
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OUTLOOK

China’s GDP grew 9.4% in the first nine months of 2005, while its consumer
price index rose 2%. China’s central bank sees a continuation of GDP
growth and expects it to surpass 9% for 2005.

The momentum of global economic growth is likely to remain relatively
steady over the next six months, though moderated somewhat by oil-price
volatility and US interest rates rising at a measured pace.

A relatively stable global environment should underpin external demand in
China, thus creating a favourable environment for our ports and
infrastructure business in the Mainland.

Having secured the spearheading position in the Yangtze River delta, the
Group will focus on the development of Yangkou Port as well as the
enhancement of capacity and efficiency of Nantong Port Group. In addition
to the dry bulk operational skill at Nantong Port Group, the Group is
exploring opportunities to invest in liquid bulk terminals in the upper
stream of Yangtze River.

With our well defined business focus and a highly liquid balance sheet, we
are fully committed to redeploying our resources to the ports and logistics
sector in the Mainland and are prepared to maximize the opportunities
that lie ahead.

Tom Ko Yuen Lau

Deputy Chairman & Managing Director
13 December 2005
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