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The directors present their annual report and the audited consolidated financial
statements of Paul Y. Engineering Group Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) for the year ended 31 March
2006.

Principal Activities

The Company is an investment holding company.

The activities of its principal subsidiaries, associates and jointly controlled entities

at 31 March 2006 are set out in note 44 to the consolidated financial statements.

Results and Appropriations

The results of the Group and appropriations of the Company for the year ended
31 March 2006 are set out in the consolidated income statement on page 50 of
the annual report and in the accompanying notes to the consolidated financial

statements.

Major Customers and Suppliers

For the year ended 31 March 2006, the five largest customers and the single
largest customer of the Group accounted for approximately 72% and 26% of
the turnover of the Group, respectively. The aggregate purchases attributable to
the five largest suppliers of the Group during the year were less than 30% of the

purchases of the Group.

As far as the directors are aware, none of the directors, their associates, within
the meaning of the Rules Governing the Listing of Securities on The Stock Exchange
of Hong Kong Limited (the “Hong Kong Stock Exchange”) (the “Listing Rules”),
or those shareholders which to the knowledge of the directors own more than
5% of the Company’s share capital have an interest in any of the five largest

customers of the Group for the year ended 31 March 2006.

Liquidity and Capital Resources

The Group currently maintains a variety of credit facilities to meet its working
capital requirements. At 31 March 2006, the Group’s total borrowings amounted
to approximately HK$292,304,000 with approximately HK$142,304,000
repayable within one year, approximately HK$22,000,000 repayable between
one to two years and approximately HK$ 128,000,000 repayable between two to
five years. Cash, bank balances and deposits at 31 March 2006 amounted to
approximately HK$380,811,000. The Group's current ratio was 1.3 and the Group's
total borrowings to equity ratio was 0.8 at 31 March 2006.
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Property, Plant and Equipment
During the year, the Group spent approximately HK$7,142,000 on property, plant

and equipment to expand and upgrade its operating capacity.

Details of these and other movements in the property, plant and equipment of
the Group during the year are set out in note 16 to the consolidated financial

statements.

Share Capital

Details of movements in the issued share capital of the Company during the year

are set out in note 34 to the consolidated financial statements.

Share Options

Particulars of the share option schemes and details of movements in the share
options of the Company and its holding company during the year are set out in

note 35 to the consolidated financial statements.

Distributable Reserves of the Company

The Company’s reserves available for distribution to shareholders as at 31 March
2006 comprised the accumulated profits of HK$41,330,000 (2005:
HK$45,371,000).
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Directors

The directors of the Company during the year and up to the date of this report

were:

Independent Non-Executive Directors

James Chiu, OBE, JP (appointed on 17 March 2006)
(Chairman)

Lee Chack Fan, sBs, JP

lain Ferguson Bruce

Ronald James Blake, OBE, Jp (resigned on 17 March 2006)

(Former Chairman)

Non-Executive Director

Lau Ko Yuen, Tom (Deputy Chairman)

Executive Directors

Mok Yat Fan, Edmond
(Chief Executive Officer)

Kwan Chi Ping, Edgar
(Chief Operating Officer)

Lee Hon Chiu

Wong Wing Hoo, Billy, /P

(appointed on 1 June 2006)

(appointed on 1 June 2006)

(resigned on 30 April 2006)

(Former Managing Director)

In accordance with Bye-law 86(2) of the Company’s Bye-laws, Ir James Chiu, Mr
Mok Yat Fan, Edmond and Ir Kwan Chi Ping, Edgar retire at the forthcoming
annual general meeting. In addition, in accordance with Bye-laws 87(1) and 87(2)
of the Company’s Bye-laws, Mr Lau Ko Yuen, Tom and Mr lain Ferguson Bruce
retire by rotation at the forthcoming annual general meeting. All retiring directors,
being eligible, offer themselves for re-election at the forthcoming annual general

meeting.

The term of office of the Non-Executive Director is the period from the date of
appointment up to his retirement by rotation at least once every three years and
in accordance with the Company’s Bye-laws. Subject to the Company’s Bye-laws,
the maximum term of engagement of the Independent Non-Executive Directors
is up to the conclusion of the third annual general meeting of the Company from

the date of their appointment.

Directors’ Service Contracts

None of the directors proposed for re-election at the forthcoming annual general
meeting has a service contract with the Group which is not determinable by the
Group within one year without payment of compensation, other than statutory

compensation.
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Directors’ Interests and Short Positions in Shares,
Underlying Shares and Debentures

At 31 March 2006, the interests and short positions of the directors and chief
executives of the Company in the shares, underlying shares and debentures of
the Company or any associated corporation (within the meaning of Part XV of
the Securities and Futures Ordinance (“SFO")), as recorded in the register of the
Company required to be kept under Section 352 of the SFO or as otherwise
notified to the Company and the Hong Kong Stock Exchange pursuant to the
Model Code for Securities Transactions by Directors of Listed Issuers (the “Model

Code") in the Listing Rules were as follows:

(a) Interests and short positions in the shares, underlying shares and

debentures of the Company

EERRO-EHERORES 2ER
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BABRAD B SAEA AR AR (3% RS L
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MHAZ ERAREFETEFR S ZIEETH
(MEESFRI) MARTHE AR B RE BB

ZHERFORBIMT:

(a) RAELDARG HERDREZZERER

HE

Number of underlying
shares (in respect of the

share options (unlisted

equity derivatives))

of the Company held Approximate

FEAAT percentage of

Number of HERD shareholding of

shares of the (BRI E the Company

Long position/ Company held (REMRAE AT

Name of director Capacity short position A AR fTETR)) JRIEZ A

Ezps 5t #E/ %R RHEE L= BAL

Wong Wing Hoo, Billy Beneficial owner Long position - 3,000,000 0.52%
KR BRABA e

Lee Hon Chiu Beneficial owner Long position - 1,500,000 0.26%
TEB BRABA e

lain Ferguson Bruce Beneficial owner Long position 600,219 - 0.10%
BRABA e
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Directors’ Interests and Short Positions in Shares, Underlying
Shares and Debentures (continued)

Interests and short positions in the shares, underlying shares and
debentures of PYI Corporation Limited (“PYI")

EERNKRMD
KxkAE (&)

HERORES ZES

(b) MREEBEERQE ([PY]) 2K 1HE
RORBESZRBRAR

Number of underlying

shares (in respect of the

share options (unlisted

equity derivatives))

of PYI held Approximate

FrEPYI percentage of

Number of HERG shareholding

shares of (FERRERE of PYI

Long position/ PYI held (REMRAE 15PYI

Name of director Capacity short position FriEPYI fTETR) REZHH

BEpA &4 #R/ KA RAHE £ BO

Lau Ko Yuen, Tom Beneficiary of trust Long position 120,000 - 0.01%
2aR EAZHEA e

Lau Ko Yuen, Tom Beneficial owner Long position - 13,000,000 0.94%

fmR

EafEA

A

PYI, the ultimate holding company of the Company, is an associated

corporation, within the meaning of Part XV of the SFO, of the Company.

Save as disclosed above, at 31 March 2006, none of the directors or chief executives
of the Company had any interests or short positions in the shares, underlying
shares and debentures of the Company or any associated corporation (within the
meaning of Part XV of the SFO) as recorded in the register of the Company
required to be kept under Section 352 of the SFO or as otherwise notified to the

Company and the Hong Kong Stock Exchange pursuant to the Model Code.
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Directors’ Rights to Acquire Shares or Debentures

(a)

Share option scheme of the Company

Movements in the share options of the Company granted under the share
option scheme of the Company adopted on 7 September 2005 to the
directors of the Company during the year to subscribe for shares of the

Company are as follows:

EEBRERONEF ZEF
(@) ADE 2B B

FRARBARTNR-_ZZ2RF AL BHERD
BB TARRESR BB
BEARBRMD 2 EEHIAT

Number of shares of the
Company to be issued upon
exercise of the share options
granted during the year and
outstanding at 31.3.2006

RORFRRER

RZZBERE

Exercise price =A=t+-H

per share W RITHREZ

Name of director Date of grant Vesting date Exercise period =R IR A F R

EEpg BEAH BEAS fTEHB e ZEDFARGEE

HKS
BT

Wong Wing Hoo, Billy 3.2.2006 3.2.2006 3.2.2006 - 6.9.2015 0.70 1,000,000
KR

Wong Wing Hoo, Billy 3.2.2006 1.1.2007 1.1.2007 - 6.9.2015 0.85 1,000,000
KR

Wong Wing Hoo, Billy 3.2.2006 1.1.2008 1.1.2008 - 6.9.2015 1.00 1,000,000
KR

Lee Hon Chiu 3.2.2006 3.2.2006 3.2.2006 - 6.9.2015 0.70 500,000
TEH

Lee Hon Chiu 3.2.2006 1.1.2007 1.1.2007 - 6.9.2015 0.85 500,000
TEH

Lee Hon Chiu 3.2.2006 1.1.2008 1.1.2008 - 6.9.2015 1.00 500,000
TEH

4,500,000

The closing price of the Company’s shares on the trading day immediately

before 3 February 2006, being the date of grant of share options, was

HK$0.70.

Particulars of share option scheme of the Company are set out in note 35

to the consolidated financial statements.
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Directors’ Rights to Acquire Shares or Debentures
(continued)

(b)

(0

Share option scheme of PYI

Movements in the share options of PYI granted under the share option
scheme of PYI adopted on 27 August 2002 to a director of the Company
during the year to subscribe for shares of PYI are as follows:

EERERONES ZEF ()

(b)

PYIZ BB IR T &

FERBIFPYNR B -FN\A -+ BER
ZEREA R T AR R I ES ZPYIER
B EPYIR G 2 EB T

Number of shares of

PYI to be issued upon
exercise of the share
options granted during the
year ended 31.3.2005

and outstanding at
31.3.2005 and 31.3.2006
BfTEREZ-ZZTIF

ZA=T-HLFE
RERA-ZZRF
=ZA=+t-8AK
Exercise price ZEZXRF=ZA=t—H
Name of director Date of grant Exercise period per share i RATE 2 BB R AE T
BExps RE B TR BRROTEE BFRTZPYIRGEE
HK$
BT
Lau Ko Yuen, Tom 28.12.2004 28.12.2004 - 26.8.2012 1.24* 6,500,000
£
Lau Ko Yuen, Tom 28.12.2004 28.12.2004 - 26.8.2012 1.50*% 6,500,000
£
13,000,000
* The exercise prices were reduced by HK$0.70 per share pursuant to an ordinary * ERENR-ZZTNF-ATEBERITZPYI

resolution passed by the PYI's shareholders at the special general meeting of
PYI held on 14 February 2006.

Particulars of share option scheme of PYI are set out in note 35 to the
consolidated financial statements.

New share award scheme of PYI

This new scheme adopted by PYI on 23 February 2006 allows PYI to make
bonus payments to eligible persons (including employees, directors,
consultants, advisers and agents of PYI and its subsidiaries) by way of PYI's
shares acquired by and held through an independent trustee until fulfillment
of conditions before vesting.

During the year, 120,000 shares of PYI were awarded to Mr. Lau Ko Yuen,
Tom, a director of the Company, under the said new scheme. These PYI’s
shares, subject to a vesting period until 1 August 2006, are being held by
the trustee, BOCI-Prudential Trustee Limited.
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Directors’ Rights to Acquire Shares or Debentures
(continued)

(d) New share financing plan of PYI

This new plan, adopted by PYl on 14 February 2006, allows eligible
persons (including employees, directors, consultants, advisers and agents
of PYI and its subsidiaries) to borrow funds from PYI to acquire new or
old PYI's shares on a non-recourse basis with the subject shares pledged
to PYI as security subject always to connected transaction and other

relevant provisions under the Listing Rules.

During the year, no financing to directors of the Company has been

provided by PYIl and its subsidiaries under this plan.

Save as disclosed herein, at no time during the year was the Company or any of
its subsidiaries or holding company or any subsidiaries of the Company’s holding
company a party to any arrangements to enable the directors of the Company to
acquire benefits by means of the acquisition of shares in, or debt securities including
debentures of, the Company or any other body corporate, and none of the
directors, chief executives or their spouse or children under the age of 18, had
any right to subscribe for securities of the Company, or had exercised any such

rights during the year.

Directors’ Interests in Competing Businesses

None of the directors of the Company is interested in any business apart from
the Group’s businesses which competes or is likely to compete, either directly or

indirectly, with the businesses of the Group as at 31 March 2006.

The change in details of the directors’ interests in competing businesses previously
disclosed in the annual report of the Company for the year ended 31 March
2005 (“Annual Report 2005") is that Mr Lau Ko Yuen, Tom resigned as the Deputy
Chairman of Downer EDI Limited on 2 November 2005. Downer EDI Limited and
its subsidiaries had a competing business of construction business in Hong Kong

as disclosed in the Annual Report 2005.

Directors’ Interests in Contracts of Significance

Save as disclosed under the section headed “Connected Transactions” below, no
contracts of significance to which the Company or any of its holding companies
or fellow subsidiaries or subsidiaries was a party and in which a director of the
Company had a material interest, whether directly or indirectly, subsisted at the

end of the year or at any time during the year.
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Connected Transactions

During the year, the Group entered into certain transactions which constituted
“continuing connected transactions” or “connected transactions” under the

Listing Rules. Details of such transactions are as follows:

During the period from 1 April 2005 to 21 November 2005, the Group entered

into the following transactions with an associate of PYI:

HEXS
FRAEBETZETRSBEMRAETZ
[BEBAER S X BERS ] B ZFFE
NS

R-EERAFNA—HE-_ZZTRF+—A=+
—BHRE AEEEPYIZE THE R B#ETAT
R

Name of party Nature of transactions Amount
REERB RHME =8
HK$'000
TET
Paul Y. Building Management Construction works charged 283
Limited (“PYBM") by the Group
REMEEEFR LR ([PYBM]) REBEWREETZE
During the period from 1 April 2005 to 20 January 2006, the Group entered into RZZETZAFNHA—HEZZ —A=+AH

the following transactions with certain associates of PYI:

HifE - AN SR B ERPYIE T é‘ﬁ“é“jig AT

Name of party Nature of transactions Amount
AR ERE REME X
HK$'000
TET
Cycle Company Limited Rentals and related building 9,080
and Gunnell Properties Limited management fee charged
("Cycle & Gunnell”) to the Group
EEERARF R REEZAHEE R
Gunnell Properties Limited HEAYEERE

([HE = X Gunnell])

Paul Y. Engineering Group Limited
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PYBM and Cycle & Gunnell are associates, within the meaning of the Listing
Rules, of PYI, a substantial shareholder of the Company, up to 21 November
2005 and 20 January 2006 respectively. Mr Lau Ko Yuen, Tom, a director of the

Company, is also a director of PYI.

Pursuant to Rule 14A.38 of the Listing Rules, the board of directors of the Company
engaged the auditors of the Company to perform certain agreed upon procedures
in respect of the above continuing connected transactions of the Group to assist
the independent non-executive directors of the Company to evaluate whether

such transactions:
1. have received the approval of the board of directors of the Company;

2. were entered into in accordance with the pricing policies of the Group with

reference to similar transactions with independent third parties;

3.  have been entered into in accordance with the terms of the relevant

agreement governing such transactions; and

4. have not exceeded the relevant cap amount for the year ended 31 March

2006 as set out in the circular of the Company dated 30 November 2004.

The auditors of the Company have reported their factual findings on these
procedures to the board of directors of the Company. All independent non-
executive directors of the Company reviewed the continuing connected
transactions as set out above and the Auditors’ Report and confirmed that such

transactions have been entered into:
(i) inthe ordinary and usual course of the business of the Group;

(i) either on normal commercial terms or on terms no less favourable to the

Company than terms available to or from independent third parties; and

(iii)  in accordance with the relevant agreements governing them on terms that
are fair and reasonable and in the interests of the shareholders of the

Company.
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Interests and Short Positions of Substantial Shareholders/
Other Persons Recorded in the Register Kept Under Section
336 of the SFO

At 31 March 2006, so far as is known to the directors and the chief executives of
the Company, the interests and short positions of the substantial shareholders/
other persons in the shares and underlying shares of the Company as recorded in
the register of the Company required to be kept under Section 336 of the SFO

were as follows:

(1) Interests and short positions of substantial shareholders in the shares

RIE = 5 R B R B 58 3361 R 17 2
BRMACEIEERR HitAL
ZEBRKR

RETEAF=A=+—0 RAAAEERIE
I BRI 1R 8% R 1515833616 R 77
ZAATBRMALEZ EBREHHALR
AR ZRG RIBHRG 2 HE AR T

(1) EERRRALTRGREERG 2ERZR

and underlying shares of the Company RE
Number of underlying
shares (in
respect of the
convertible note(s)
(unlisted equity
derivatives)) of the
Company held Approximate
Number of AR percentage of
shares of the ZHEBRH shareholding
Long position/ Company held (EHTRREE of the Company
Name of shareholder Capacity short position FEEALR (FFLmRA HARFREZ
RRE/ 40 af e/ %R i €| fTEIR)) %A BREAL
PYI Interest of controlled Long position 375,826,317 - 64.58%
corporation (Note) ia
REEHEE 2 R
(Hist)
PYI Beneficial owner (Note) Long position - 100,000,000 17.18%
ERBEBA () Be
PYI Treasury Group Limited Interest of controlled Long position 375,826,317 - 64.58%
("PYIT") corporation (Note) e
REEHEE 2 R
(Hist)
Growing Success Limited Interest of controlled Long position 375,826,317 - 64.58%
("Growing Success") corporation (Note) e
REEHER 2 5
(Hizt)
Paul Y. Investments Limited Beneficial owner (Note) Long position 375,826,317 - 64.58%
("PYIL") EREBA (1) HE

Paul Y. Engineering Group Limited
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Interests and Short Positions of Substantial Shareholders/
Other Persons Recorded in the Register Kept Under Section

336 of the SFO (continued)

(1) Interests and short positions of substantial shareholders in the shares

and underlying shares of the Company (continued)

REFSRMEROIEB6MHRRTFZ
BRMAREIETERR HitAL

ZEERRXAE ()

(1)

Note:

PYIL was a wholly-owned subsidiary of Growing Success which was in turn a
wholly-owned subsidiary of PYIT. PYIT was a wholly-owned subsidiary of PYI.
Growing Success, PYIT and PYI were deemed to be interested in the shares in
the Company held by PYIL.

PYI and the Company entered into an agreement for the provision of an
unsecured loan facility of a principal amount of up to HK$100,000,000 to be
made available by PYI to the Company pursuant to which convertible note(s)
will be issued by the Company to PYI upon draw down of the facility in the
principal amount of the facility drawn. Such convertible note(s) are convertible
into shares of the Company at an initial conversion price of HK$1.00 per share,
up to a maximum aggregate principal amount of HK$100,000,000.

(2) Interests and short positions of other persons in the shares and

underlying shares of the Company

)

FTERRRAD ARG RAABERD 2 ER
wE (&

et

PYIL /& Growing Success 2 & EHIB A M
Growing Success Bl A PYIT 22 EHE R
Al PYITRPYI 22 EMEAF o Growing
Success * PYIT K2 PYI #54% /5 PYIL R B 2 7K
RAEIRD PR R o

PYI AR ARIFI A ek - #ELL - PYIAARAR
RIEARS TR ZIE 100,000,000 7470 2 1K
WERRBE  MAQRBRRERBER
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Chelverton Dividend Income Fund Investment manager Long position 35,004,000 6.01%
BB e
0Z Management, L.L.C. Investment manager Long position 30,000,000 5.16%
("OZ Management”) (note) [55~)
BB (f7t)
OZ Master Fund, Ltd. Beneficial owner Long position 29,185,000 5.01%
("0Z Master”) (note) e
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OZ Master, a wholly-owned subsidiary of OZ Management, owned 29,185,000
shares in the Company. OZ Management was deemed to be interested in the
said 29,185,000 shares in the Company held by OZ Master and 815,000 shares
in the Company held by its two direct wholly-owned subsidiaries.

Save as disclosed above, at 31 March 2006, the Company has not been
notified of any interests or short positions in the shares and underlying
shares of the Company as recorded in the register of the Company required
to be kept under Section 336 of the SFO.
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Directors’ Report
EERHEFES

Retirement Benefit Schemes

Information on the Group's retirement benefit schemes is set out in note 39 to

the consolidated financial statements.

Pre-emptive Rights

There are no provisions for pre-emptive rights under the Company’s Bye-laws, or
the laws of Bermuda, which would oblige the Company to offer new shares on a

pro-rata basis to existing shareholders.

Corporate Governance

The Company has complied with all code provisions and, where applicable, the
recommended best practices of the Code on Corporate Governance Practices as
set out in Appendix 14 of the Listing Rules throughout the year ended 31 March
2006.

The Corporate Governance Report is set out on pages 24 to 33 of this annual

report.

Sufficiency of Public Float

Based on the information that is publicly available to the Company and within
the knowledge of the directors of the Company, the Company has maintained
sufficient public float throughout the year ended 31 March 2006 as required
under the Listing Rules.

Purchase, Sale or Redemption of the Company’s Listed
Securities

During the year, neither the Company nor any of its subsidiaries purchased, sold

or redeemed any of the Company’s listed securities.

Donations

During the year, the Group made charitable and other donations of approximately
HK$171,000.

Paul Y. Engineering Group Limited
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Auditors

Messrs. Deloitte Touche Tohmatsu have acted as auditors of the Company for the
past three years. A resolution will be submitted to the annual general meeting to

re-appoint Messrs. Deloitte Touche Tohmatsu as auditors of the Company.

On behalf of the Board

James Chiu, OBE, JP

Chairman

Hong Kong, 7 July 2006
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