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Dear Shareholders,

I am pleased to present to you the annual report of Paul Y. Engineering
Group Limited for the year ended 31 March 2006.

This year marks Paul Y. Engineering’s 60th anniversary. We celebrate this
milestone amidst a Hong Kong's economy that shows continued strength,
with overall business sentiment demonstrating marked improvement, and
prices beginning to rise after several years of deflation. The positive market
conditions are largely a result of the territory’s close economic ties to a
booming Mainland market. Against this background, the Group continues
to demonstrate its market leadership in providing the highest quality in

engineering and construction services.

This year saw the Group formally launch a new business line, Facilities
Management, in addition to our core Management Contracting and Project
Management services. This extension of our offering is a natural progression
for Paul Y. Engineering, as we continue to evolve into an integrated
engineering and construction services provider — always looking to identify

and deliver new sources of value to our clients.
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The Group continues to demonstrate
its market leadership in providing the
highest quality in engineering and
construction services.
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| am delighted to welcome our new Executive Director & Chief Executive
Officer Mr Edmond Mok and new Executive Director & Chief Operating
Officer Ir Edgar Kwan to the Board. The Board now comprises three
Independent Non-Executive Directors, one Non-Executive Director and three

Executive Directors.

Financial Performance and Dividend

I 'am also pleased to report that we have attained a net profit of
HK$101 million and a return on equity in excess of 27%. Cash, bank balances
and deposits have stood strong at HK$381 million. The Board has resolved
to propose to declare a final dividend of 5.0 HK cents per share, which
together with the interim dividend of 3.0 HK cents per share, is equivalent

to a payout ratio of approximately 46% for this financial year.

Future Prospects

Mainland China, where we got our start 60 years ago, continues to be the
dominant economic force in the region and should remain so for the
foreseeable future. China’s prosperity not only helps power smaller economies
in Asia, it has also fuelled a boom in domestic demand for a broad range of
products and services. From our perspective, the growing awareness of and
appreciation for high quality construction and engineering services represent
a tremendous business opportunity, and we see China becoming an

increasingly large and important part of our business.

The Group has also been actively participating in other markets, such as
Macau, South East Asia and the Middle East. New projects in these markets
are underway, and we continue to explore business opportunities in the

broader international arena.

Appreciation

On behalf of the Board of Paul Y. Engineering, | wish to express our deepest
appreciation to former Chairman, Ir James Blake, for his service to the Group.
His commitment to the highest standards of professionalism and service has
played a major role in Paul Y. Engineering’s past success, and positions us
well for the future. | would also like to thank former Managing Director
Ir Billy Wong for his dedication and contribution over the years. May | take
this opportunity to wish both of them every success in their future

endeavours.
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We celebrate our 60th anniversary with a
strong momentum. Our strategy for
professional and quality offerings
continues to deliver rewarding results to
our clients as well as providing stable
returns to our shareholders.

I would also like to express our appreciation to shareholders, clients and consultants
for their ongoing support and, in particular, to our employees who continually
devote themselves to creating value for our shareholders and business associates.

Their dedication and hard work are the corestone of the Group’s success.

2006 is shaping up to be a remarkable year for Paul Y. Engineering, as we celebrate
both our 60th anniversary and a new corporate identity which reflects our
commitment to achievement. We rightly take pride in what we have built over
the past six decades. We have played a major role in shaping Hong Kong’s skyline
and its world-class infrastructure. Looking ahead, Paul Y. Engineering will continue

to seek opportunities, deliver value and strive for excellence.

James Chiu, OBE, JP

Chairman

Hong Kong, 7 July 2006
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