Corporate Governance

AN g,
B/

1E

Paul Y. Engineering Group Limited (the “Company”, together with its
subsidiaries, the “Group”) is committed to maintaining high standards of
corporate governance. The Company has complied with all code provisions
and, where applicable, the recommended best practices of the Code on
Corporate Governance Practices (“Code on Corporate Governance
Practices”) as set out in Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (“Listing Rules”)
throughout the six months ended 30 September 2006.

Internal Controls

Code provision C.2.1 of the Code on Corporate Governance Practices in
respect of a review of the effectiveness of the Group’s internal controls is
first applicable to the Company for its financial year ending 31 March
2007. The board (“Board”) of directors (“Directors”) of the Company has
already put in place procedures, including seeking external advisory
assistance, to enable the Board to report on code provision C.2.1 in its
2007 Corporate Governance Report.

Board of Directors

The Board is responsible for overseeing the Company’s strategic direction
and the controls applied to its activities, ensuring that management has the
appropriate processes for risk assessment, management, and internal
control over the Company’s day-to-day affairs in place.

The Board currently comprises six Directors, including two Executive
Directors, one Non-Executive Director and three Independent Non-
Executive Directors. Half of the Board is made up of Independent Non-
Executive Directors, one of whom has appropriate professional
qualifications, or accounting or related financial management expertise, as
required by the Listing Rules. Pursuant to the Company’s Bye-laws, all
Directors are subject to retirement from office by rotation at least once
every three years and are eligible for re-election by shareholders.

The Chairman of the Company is an Independent Non-Executive Director.
The positions of the Chairman and the Chief Executive Officer of the
Company are held by separate individuals, with segregated duties to ensure
a balance of power and authority. The division of responsibilities between
the Chairman and the Chief Executive Officer are clearly established and
set out in writing.

The Board meets regularly and at least four times a year. Directors are
provided with information on activities and developments in the Group’s
business on a timely basis.
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Audit Committee

The principal duties of the audit committee of the Company (“Audit
Committee”) include oversight of the Group’s financial reporting system
and internal control procedures, review of the Group’s financial information,
and review of the relationship with the external auditors of the Company.

The Audit Committee currently comprises three Independent Non-
Executive Directors, Ir James Chiu (Chairman of the Audit Committee),
Professor Lee Chack Fan and Mr lain Ferguson Bruce.

The Group’s interim results for the six months ended 30 September 2006
has been reviewed by the Audit Committee and the Company’s external
auditors.

Remuneration Committee

The remuneration committee of the Company (“Remuneration Committee”)
is mainly responsible for making recommendations to the Board on the
Company’s policy and structure for remuneration of Directors and senior
management, and making recommendations on the manpower deployment
plan.

The Remuneration Committee currently comprises Ir James Chiu
(Chairman of the Remuneration Committee), Mr Mok Yat Fan, Edmond and
Professor Lee Chack Fan. The majority of the members of the
Remuneration Committee are Independent Non-Executive Directors.

Nomination Committee

The principal duties of the nomination committee of the Company
(“Nomination Committee”) include reviewing the structure, size and
composition of the Board and if necessary recommending changes. It is
also responsible for identifying individuals suitably qualified to become
members of the Board and selecting, or making recommendations to the
Board on the selection of individuals nominated for directorships.

The Nomination Committee currently comprises Professor Lee Chack Fan
(Chairman of the Nomination Committee), Mr Lau Ko Yuen, Tom and Mr
lain Ferguson Bruce. The majority of the members of the Nomination
Committee are Independent Non-Executive Directors.

Finance and Investment Committee

The finance and investment committee of the Company (“Finance and
Investment Committee”) is mainly responsible for making
recommendations to the Board on matters relating to investment in assets,
evaluating the budgets of all key expenditures, reviewing financial
performance against forecast, and considering dividend payout.

The Finance and Investment Committee currently comprises Mr lain
Ferguson Bruce (Chairman of the Finance and Investment Committee), Mr
Mok Yat Fan, Edmond and Mr Lee Hon Chiu.
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Disclosures Committee

The disclosures committee of the Company (“Disclosures Committee”) is
mainly responsible for overseeing disclosures to shareholders, the public
and relevant statutory authorities, and overseeing compliance with any
applicable legal requirements for disclosure.

The Disclosures Committee currently comprises Mr lain Ferguson Bruce
(Chairman of the Disclosures Committee), Mr Lau Ko Yuen, Tom and Mr
Lee Hon Chiu.

Executive Committee

The executive committee of the Company (“Executive Committee”) is
mainly responsible for handling the management and operation of the
day-to-day business of the Group.

The current members of the Executive Committee are Mr Mok Yat Fan,
Edmond (Chairman of the Executive Committee) and Mr Lee Hon Chiu.

Model Code

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers (“Model Code”) set out in Appendix 10 of the
Listing Rules as its own code of conduct regarding securities transactions
by the Directors.

All Directors have confirmed, following specific enquiry by the Company,

that they complied with the required standard set out in the Model Code
during the six months ended 30 September 2006.

Paul Y. Engineering Group Limited Interim Report 2007

RERES

FARBRBEZE ((REZEG) T EETRERAR
R RRFAEEERBEL ZRE - TEERRYET
ERIBRIE 2 EREDIRE -

5 Z 8 & dlain Ferguson Brucest 4t (IREE B
R ASRTERTERLEEK -

#;HT;?E =

ARRMITEER ((MTREE)TEE

(I BRIEAREE
AREBZEEREE -

ARFRTEEG 2 RERBRE—NEE BTEE
B RFEBEL o

RS

AAREERA_ LR ER T FE L EITAEITES
BEE2RETAI(MRESTR) - FREREZETR
55 2 ERST TR o

AABHEHAEENR  2REFCLER - BER
BE-ZTRFEAA=THIENEANGEETRET
AR E 2 ZER -



