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PYl is very well-positioned to
benefit from the increasing bulk
cargo throughput in the Yangtze
River Region. 77
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The six months ended 30 September 2006 were a period of strong REESEBRARREMBAR
performance for PYI Corporation Limited and its subsidiaries. A=+HIEAERZRIREE -

Financial Highlights B 3 Z

Turnover 4] $1,706 million E&7T -5%

NPAT P& 58 P (35 $232 million BE&7T +55%

EPS - Basic R EAEF 16 cents il +47%

Interim DPS SR HARR S 1.5 cents 1l 0%

Special DPS SRR S 22.2 cents {li -68%

NAV/S GREEFE $1.74 ¢ -1%
Review of Financial Performance and Positions B 2R 3R R AR B B
For the six months period under review, the Group recorded a HEZZZAXFNLA=ZTHILEANER  REBS
consolidated turnover of about $1,706 million (2005: $1,792 million), A EETBN1706EBIT(ZETRHF 1 1792187T)

representing a decrease of about 5% when compared with that of last REAFRBPEATHLL 5% BRI 2T ERHA
corresponding period. The decrease was mainly attributable to the RASEEBREEB . T -
decrease in the Group's business in treasury investment.

Note: Bl
Unless otherwise specified, all figures in this report are expressed in Hong Kong MIERHER - TRIRREZAMERTHUELIIR -
dollars.
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The Group's gross margin percentage slightly decreased by 1% to some
$121 million (2005: $146 million), representing a gross margin of 7% of
the consolidated turnover. Profit before taxation of some $254 million
was achieved as compared with some $215 million for same period last
year. The Group's profit before taxation comprised:

(i) netgain of about $33 million in construction and other contracting
businesses (2005: $57 million);

(i) net gain of about $75 million in treasury investment (2005: $34
million);

(i) net gain of about $1 million in property investment (2005: $100
million, of which $85 million was attributed to an increase in fair
value of investment properties);

(iv) interest income and other income of about $23 million (2005: $97
million);

(v) negative goodwill arising on acquisition of interest in an associate
engaged in the operation of Nantong Port Group of about $145
million (2005: Nil);

(vi) gain on disposal of interest in an associate of about $5 million (2005:
Nil):

(vii) net corporate expenses of about $54 million (2005: $70 million);

(viii) finance costs of about $7 million (2005: $6 million); and

(ix) net gain of about $33 million (2005: $3 million) from associates
and jointly controlled entities.

Net profit for the period attributable to the shareholders of PYI was
about $232 million (2005: $149 million) and basic earnings per share
was 16.0 cents (2005: 10.9 cents).

When compared with the Group’s financial positions as at 31 March
2006, total assets increased by 9% to about $6,515 million and net
current assets decreased by 36% to about $823 million. This was mainly
attributed to the Group's further capital injection into the developing
projects of the port and infrastructure development business segment.
Consequently, current assets decreased from 1.7 times to 1.4 times
of current liabilities. After accounting for net profit of about $232
million net of dividends paid/declared of about $348 million, equity
attributable to shareholders of PYI decreased by 1% to about $2,547
million, representing $1.74 per share as at 30 September 2006 (31.3.2006:
$1.86 per share).

Net cash inflow from operating activities was about $163 million,
and net cash outflow in respect of investing and financing activities
was about $177 million, resulting in a net decrease in available
cash and cash equivalents of about $14 million for the period
under review.
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Review of Operations

Port & Infrastructure

The Group has developed a clear strategy to become a regional port
player, focusing on bulk cargo, infrastructure and logistics in the Yangtze
River region. Concentrating on this area of rapid growth, the Group
expects its investments in ports and related facilities to drive future
business development.

Rapid economic growth in China, combined with booming
international trade, has resulted in increasing demand for raw materials,
fertilizers, construction materials, foodstuffs and fuel. In turn, this
demand is creating strong growth in the country’s ports and logistics
sector - especially in the Yangtze River region.

Development of Yangkou Port, the Group's flagship deep sea port
project located at the mouth of the Yangtze River, is progressing well.
In April 2006, PYI raised its stake in the Yangkou Port project to 75%,
underscoring its commitment in developing the port into a trans-
shipment hub in the Yangtze River region. In May 2006, the Group
entered into collaboration with PetroChina for conducting preliminary
engineering works for the development of a liquefied natural gas (LNG)
receiving station at the port.

Nantong Port Group, in which the Group acquired a 45% stake, has
been growing strongly. Expansion of the Langshan Terminal was
completed in July 2006, effectively increasing throughput capacity by
an impressive 54% to nearly 50 million tonnes.

In May 2006, the Group acquired Minsheng Gas, the business of a
mature liquefied petroleum gas (LPG) operator located in Wuhan with
proven logistics and operational capabilities. In addition to a market
share of about 40% in Wuhan's LPG market, Minsheng Gas also gives
the Group a foothold in the fast growing oil and gas logistics sectors in
Central China. With a large business stream in converting motor vehicles
to LPG, Minsheng Gas is effectively creating its own market and driving
demand; while simultaneously supporting national environmental
protection policies encouraging the use of LPG as energy.

The acquisitions of Nantong Port Group and Minsheng Gas have
provided the Group with professional expertise and on-the-ground
operational experience in both dry and liquid bulk cargo operations,
which in turn complement the development of the Yangkou Port
project. The strategic locations of these investments and the synergy
derived from their operations represent key components of the Group's
vision to become a regional port player.

WIC) PYI Corporation Limited Interim Report 2007
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Armed with it the strategy of continued organic growth supplemented
by future strategic acquisitions, the Group is very well-positioned to
benefit from booming demand for distribution, transportation and
logistics services in the Yangtze River region.

Paul Y Engineering

Paul Y. Engineering Group Limited, an international engineering
services group, celebrated its 60 years of excellence in building Hong
Kong in November 2006. Established in 1946, Paul Y Engineering
provides integrated solutions to its clients via its three core business,
management contracting, project management and facilities
management. It continues to build on solid foundations to improve the
quality and recurring nature of contract margins.

The Paul Y Engineering Group achieved gross profit of $82 million
during the period under review (2005: $98 million). Net profit
attributable to shareholders rose by 18% to $54 million (2005: $46
million).

The management contracting division remains the major contributor of
profit to the Paul Y Engineering Group, while the project management
and facilities management divisions have developed sustainable
momentum. During the period under review, new construction
contracts amounting to $117 million were secured. As at the period
end, the value of contracts on hand was $8,535 million and the value of
work remaining was $4,614 million. Subsequent to the period end, the
division has secured further contracts of $4,131 million.

Property Development & Investment

Property investment contributed about $1 million (2005: $100 million,
of which $85 million was attributed to an increase in fair value of
investment properties) to operating profit for the six months ended 30
September 2006.

After the disposal of Paul Y. Centre in the prior financial year, the Group
still holds one property, namely M. Bux Tower, an industrial building
located in Kwai Chung, Hong Kong with a book cost of $78 million as at
the period end (31.3.2006: $78 million). The value of this property was
equivalent to about 1% of the Group’s total assets as at 30 September
2006.

In order to capture the increasing demand in property market, PYl has
commenced property development activity at Yangkou Port.
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Treasury Investment

The treasury investment business contributed about $75 million (2005:
$34 million) towards operating profit during the six months ended 30
September 2006.

Total value of the Group’s investment securities portfolio amounted to
about $113 million as at 30 September 2006 (31.3.2006: $162 million),
representing about 2% of the Group's total assets.

Material Acquisition and Disposal

Acquisition of 45% equity interest in Nantong Port Group
On 12 August 2005, the Group entered into a conditional agreement to
invest an amount of about RMB435 million in Nantong Port Group. As at
30 September 2006, the Group had completed its capital contribution
and held a 45% interest in Nantong Port Group. Nantong Port Group
is a core port enterprise owning four major terminals at Nantong
Port. Being a major port located in Nantong, Jiangsu Province, China,
Nantong Port situates at a position close to the mouth of the Yangtze
River. It is also a category one national port open to foreign trade and a
hub port of the country.

Acquisition of a further 7.4% indirect interest in Yangkou
Port project

During the current period, the Group further increased its indirect
interest in the Yangkou Port project from 67.6% to 75% by acquiring
the remaining 9.9% interest of Global Achiever Limited, an investment
holding company of the Yangkou Port project subsidiaries, held by a
minority shareholder at a consideration wholly satisfied by the issue of
68.5 million new shares of PYl at an issue price of $2.45 each.

Acquisition of assets by Minsheng Gas

To further pursue liquid bulk terminal opportunities and enhance its
capabilities in this business sector, on 12 May 2006, the Group entered
into an asset acquisition agreement to acquire assets related to a liquid
bulk logistics business in Wuhan, PRC, including LPG storage facilities,
terminal and jetty, filing stations and equipment. The consideration
payable by the Group for the acquisition was RMB470 million,
comprising RMB350 million in cash and RMB120 million in convertible
note of PYl at a conversion price of $4.25 per share. The LPG terminal
in Wuhan not only provides the Group with a new operating skill base,
but also an initial foothold in Central China.
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Divestment in China Strategic

During the current period, the Group completed its disposal of
a 15.32% interest in China Strategic Holdings Limited at a cash
consideration of $26 million. The remaining 62 million consolidated
shares of China Strategic were classified as investment held for trading
as at 30 September 2006.

Major Subsequent Event

Disposal of M. Bux Tower

Subsequent to the period under review, in November 2006, the
Group entered into an agreement to sell M. Bux Tower, an industrial
building located in Kwai Chung, Hong Kong, for the sum of $98 million
in cash. The sale price represented a premium of about $20 million
over book value. The disposal of M. Bux Tower marks the completion
of the Group’s divestment programme, allowing it to focus its future
business on developing its regional port strategy in the Yangtze
River region.

Liquidity and Capital Resources

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
and committed capital expenditures. The loans of the Group bear
interest at market rates and are with terms of repayment ranging from
one year to five years. To minimize the adverse impact of exchange
rate and interest rate fluctuation on the Group’s earnings, assets and
liabilities, the Group continues to manage the fluctuation exposures on
specific transactions.

As at 30 September 2006, the Group's total borrowings amounted to
about $876 million (31.3.2006: $688 million), with $462 million (31.3.2006:
$523 million) repayable within one year and $414 million (31.3.2006: $165
million) repayable after one year. Out of the Group’s total borrowings
of about $876 million as at 30 September 2006, about $282 million was
non-recourse to the Group (excluding the Paul Y Engineering Group).
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As at 30 September 2006, $366 million (31.3.2006: $404 million)
of the Group's borrowings bore interest at floating rates and were
denominated in HKS, $441 million (31.3.2006: $142 million) bore
interest at floating rates and were denominated in RMB, and $69
million (31.03.2006: $142 million) bore interest at a fixed rate and were
denominated in RMB. The Group’s gearing ratio was 0.34 (31.3.2006:
0.27), which is calculated based on the total borrowings of $876 million
(31.3.2006: $688 million) and the Group’s shareholders’ fund of $2,547
million (31.3.2006: $2,571 million).

Cash balances as at 30 September 2006 amounted to about
$705 million (31.3.2006: $785 million), of which about $49 million
(31.3.2006: $119 million) has been pledged to banks to secure
general credit facilities granted to the Group. At the period end, the
Group has a net debt position (being cash balances net of bank
borrowings) of $44 million (31.3.2006: net cash of $313 million).

During the current period, PYl issued 68.5 million new ordinary shares
as consideration for acquiring a further 7.4% indirect interest in the
Yangkou Port project.

In addition, the Group has contracted to pay for the consideration of
acquiring the LPG assets and business in Wuhan as to RMB350 million
in cash and RMB120 million by way of the issuance of a zero coupon,
3-year HKS convertible note of PYI at a conversion price of $4.25 per
share. The issuance of this convertible note was conditional upon the
fulfilment of certain conditions as stated in the acquisition agreement,
some of which had not been completed as at 30 September 2006. The
Group also negotiated a 7-year bank term loan in principal amount of
RMB300 million as the primary facility to finance this acquisition. As at
30 September 2006, the Group utilised the said bank term loan in an
aggregate amount of RMB253 million.
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Contingent Liabilities

As at 30 September 2006, the Group has contingent liabilities in
respect of guarantee in favour of a bank for banking facilities given to
an associate of about $9 million (31.3.2006: $9 million), which was non-
recourse to the Group (excluding the Paul Y Engineering Group).

The Group has provided rental guarantee in favor of the purchaser of
Paul Y. Centre. Under this rental guarantee, the Group has guaranteed
that the net rental for each of the three years commencing from 20
January 2006 would not be less than $48 million. The Group is entitled
to receive 30% of any excess of the net annual rental of the guaranteed
period received over $48 million. In the opinion of the directors, the fair
value of the liabilities in relation to this rental guarantee arrangement is
insignificant as at 30 September 2006.

Pledge of Assets

As at 30 September 2006, certain of the Group's properties, plant
and equipment, land and sea use rights, properties held for sale,
bank deposits, investment held for trading with an aggregate value
of about $725 million (31.3.2006: $319 million) and benefits under
certain construction contracts have been pledged to banks and
financial institutions to secure general credit facilities granted to the
Group. About $49 million (31.3.2006: $76 million) of the pledged
assets as at 30 September 2006 were pledged to secure credit
facilities which were non-recourse to the Group (excluding the Paul Y
Engineering Group).

Commitments

As at 30 September 2006, the Group has expenditure contracted for
but not provided for in the consolidated financial statements in respect
of the acquisition of certain property, plant and equipment, project
under development and equity investment in the amount of about $372
million (31.3.2006: $92 million).

Human Resources

At the end of the period under review, the Group employed a total
of about 1,536 full-time employees (31.3.2006: 1,294 employees),
among them 1,220 were employed by Paul Y Engineering (31.3.2006:
1,190 employees). Remuneration packages consisted of salary as well
as performance-based and equity-based bonuses. PYl has already
implemented three share-related incentive schemes to provide
alternative means to motivate employees and promote their loyalty
in line with the Group's business strategy. Such schemes benefited PY!
staff both in Hong Kong and the Mainland.
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Interim Dividend

The Board has resolved to pay an interim dividend of 1.5 cents per share
for the six months ended 30 September 2006 (2005: 1.5 cents per share)
to shareholders whose names appear on the register of members of PYI
as at the close of business on 10 January 2007. The interim dividend is
expected to be paid to shareholders by post on or around 9 February
2007.

The interim dividend will be paid in cash, with shareholders being
offered an opportunity to re-invest in PYI by receiving PYI shares in lieu
of 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 closing prices of PYI shares for the
three consecutive trading days ending 10 January 2007 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 to be issued.

Closure of the Register of Members

The register of members of PYI will be closed during the period from
8 January 2007 to 10 January 2007, both dates inclusive, during which
period no transfer of share(s) of PYI 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 PYI's share registrars in
Hong Kong, Secretaries Limited at 26/F, Tesbury Centre, 28 Queen’s
Road East, Wanchai, Hong Kong, for registration no later than 4:00 p.m.
on 5 January 2007.

Outlook

It appears that China will continue steaming ahead with strong
growth which sets to remain steady for the remaining six months
ending 31 March 2007. Such growth, coupled with increasing levels
of international trade, has spiked demand for essential raw materials,
construction materials and energy resources.

The Group's business in bulk cargo and ports infrastructure is directly
benefited from this booming demand as Mainland China increases its
appetite for the resources necessary to support its continued growth.

To strengthen its strategic position in the Yangtze River region, PYl is
focusing on the ongoing development of its flagship project at Yangkou
Port, as well as leveraging its operations at Nantong and Wuhan for
maximum synergies, cross-business opportunities and economies
of scale.
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Having acquired operational expertise in both dry and liquid bulk
cargo, PYl is exploring opportunities for further acquisitions in order to
increase our critical mass in the Yangtze River region. In the remainder
of this financial year, it is crucial for PYI to secure the development of an
LNG import facility in Yangkou Port as well as to pursue acquisitions of
strategic port assets in the Yangtze River region.

PYl is fully committed to deploying its professional capabilities and
operational resources to participate in China’s ports and logistics sector,
and to achieve our vision of becoming the major bulk cargo port

investor and operator in the Yangtze River region.

Yours faithfully,

Tom Lau
Deputy Chairman & Managing Director

Hong Kong, 14 December 2006
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