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Corporate Governance Report

TRELBRSE

Paul Y. Engineering Group Limited (the “Company”, together with its subsidiaries,
the “Group”) is committed to maintaining high standards of corporate governance
as we believe that good corporate governance practices and procedures enhance

transparency and improve shareholder value.

The corporate governance principles of the Company emphasise an effective
board (“Board”) of directors (“Directors”) of the Company, sound internal control

and transparency to all shareholders.

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 Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (“Listing Rules”) throughout the year
ended 31 March 2006.

Board of Directors

Role

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 has delegated all the day-to-day operation and management of the
Company’s business to the management, and focus its attention on matters
affecting the Company’s overall strategic policies, finances and shareholders
including financial reporting and control, major financial arrangement, and

recommendation and declaration of dividend.

Composition

The Board has a balanced composition of Executive and Non-Executive Directors
to ensure the inclusion of independent viewpoints in all discussions. The Board
currently comprises seven Directors, including three Executive Directors, one Non-
Executive Director and three Independent Non-Executive Directors. Details of
composition of the Board are set out on page 127 of this annual report.
Biographical information of all the Directors are set out on pages 20 to 23 of this

annual report.

More than one-third 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.
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Chairman and Chief Executive Officer/Managing Director

The positions of the Chairman and the Chief Executive Officer/Managing Director
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 Chief Executive Officer/Managing Director are clearly established

and set out in writing.

The Chairman of the Company is Ir James Chiu. Ir Chiu become Chairman of the
Company with effect from 17 March 2006 to fill the vacancy caused by the
resignation of Ir Ronald James Blake. The Chairman of the Company is an
Independent Non-Executive Director. His role is to oversee the Company’s strategic
direction and controls applied to its activities. The Chairman provides leadership
for the Board and ensures that the Company establishes sound corporate
governance practices and procedures and he encourages all Directors to make a
full and active contribution to the affairs of the Board. With the assistance of the
Company Secretary, he is responsible for approving the agenda for each Board
meeting, taking into account, where appropriate, any matters proposed by
Directors for inclusion in the agenda. With the support of the Executive Directors
and the Company Secretary, the Chairman is also responsible for ensuring that all
Directors are properly briefed on issues arising at Board meetings and that they

receive adequate, complete and reliable information in a timely manner.

The Chief Executive Officer of the Company is Mr Mok Yat Fan, Edmond. Mr
Mok was appointed as Executive Director & Chief Executive Officer of the Company
with effect from 1 June 2006, to fill the vacancy caused by the resignation of the
former Managing Director of the Company, Ir Wong Wing Hoo, Billy. The Chief
Executive Officer/Managing Director is responsible for the overall performance of
the Company and play a leading role in delivering a growth strategy. He provides
leadership for the management and oversees the implementation of the

Company’s objectives set by the Board.

Non-Executive Director

The term of 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. 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.

Independent Non-Executive Director

Each of the Independent Non-Executive Directors has made an annual confirmation
of independence to the Company pursuant to Rule 3.13 of the Listing Rules. The
Company is of the view that all Independent Non-Executive Directors meet the
independence guidelines set out in Rule 3.13 of the Listing Rules and are

independent in accordance with the terms of the guidelines.
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Meetings

The Board meets regularly and at least four times a year. Regular Board meetings
are usually scheduled at the beginning of the year to give all Directors adequate
time to plan their schedules to attend. Directors are provided with information on
activities and developments in the Group’s business on a timely basis. In addition,
the Directors have full access to information on the Group and are able to seek

independent professional advice whenever deemed necessary by the Directors.

Directors receive at least 14 days prior written notice of regular Board meetings
and an agenda. The Board papers, including supporting analysis and relevant
background information are normally sent to all Directors at least 3 days before
the Board meeting. For other Board meetings, Directors are given as much notice

as is reasonable and practicable in the circumstances.

The Board held eight meetings during the year ended 31 March 2006. Details of
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Directors’ attendance at these Board meetings are set out in the following table: TNRGH-EFHRLEEERERZFABEHRN
E%

Attendance
Directors = HERE
Independent Non-Executive Directors BYFHITES
James Chiu, OBE, JP (Chairman) (Note 1) HTES » oBE - P (E/E) (HizET) -/
Lee Chack Fan, SBS, JP 855 0 SBS P 6/8
lain Ferguson Bruce lain Ferguson Bruce 7/8
Ronald James Blake, OBE, JP (Former Chairman) (Note 2) E1R%E - oBe P (FIEE) (FiFE2) 7/8
Non-Executive Director FHTES
Lau Ko Yuen, Tom (Deputy Chairman) 2= R (BIEE) 7/8
Executive Directors HITES
Mok Yat Fan, Edmond (Chief Executive Officer) (Note 3) R—N (FrEcsa#t) (Hi7t3) -/-
Kwan Chi Ping, Edgar (Chief Operating Officer) (Note 3) BaT (2iERE) (WiF3) /-
Lee Hon Chiu ESE 8/8
Wong Wing Hoo, Billy, /P (Former Managing Director) (Note 4) &7 » Jp (B FAE4FFE) (Hfat4) 8/8
Notes: Bt -
(1) Appointed as a Director on 17 March 2006. () MZZEERF=-RT+LAEZTAES -
(2)  Resigned as a Director on 17 March 2006. 2 RIZZRF=ZATLHEIES-
(3)  Appointed as a Director on 1 June 2006. B) R-ZEERNENA—AEZATAES-
(4)  Resigned as a Director on 30 April 2006. (4) MRIEEZRFNA=ZF+HBEIES-
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Audit Committee

Role and Function

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
also meets regularly with the Company’s external auditors to discuss the audit
process and accounting issues.

Composition

The Audit Committee currently comprises three Independent Non-Executive
Directors, Ir James Chiu (Chairman of the Committee), Professor Lee Chack Fan
and Mr lain Ferguson Bruce.
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Meetings =f
The Audit Committee held two meetings during the year ended 31 March 2006. BEREEEREESTF=-A=1+—HLHF
Details of the attendance of each member of the Audit Committee at these ERRTMASH BERZEeKEEEZEEH
meetings are set out in the following table: ZABEEHRN TR

Attendance
Members of the Audit Committee EREEEHE HERE
James Chiu, OBE, JP (Chairman of the Committee) (Note 1) WHS > oBE - IP(ZEEESEE) (Ht1) /-
Lee Chack Fan, SBS, JP TE5 0 SBS 0 P 172
lain Ferguson Bruce lain Ferguson Bruce 2/2
Ronald James Blake, OBE, JP EiR%t  oBe - P (FIZEE&F/E) (Hiit2) 2/2

(Former Chairman of the Committee) (Note 2)

Notes:
(1) Appointed as the Chairman of the Committee on 17 March 2006.
(2)  Ceased to be the Chairman of the Committee on 17 March 2006.

Summary of Work

The following is a summary of the work performed by the Audit Committee
during the year ended 31 March 2006:

1. Review of the annual results of the Group for the year ended 31 March
2005;

2. Review of the interim results of the Group for the six months ended 30
September 2005;

3. Review of the Group’s financial reporting system and internal control system;

4. Approval of the remuneration and terms of engagement of the external
auditors;

5. Recommendation to the Board on the re-appointment of the external
auditors at the 2005 annual general meeting; and

6.  Review of the continuing connected transactions.
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Remuneration Committee

Role and Function

The remuneration committee of the Company (“Remuneration Committee”) has
been established to ensure there is a formal and transparent procedure for setting
policy on Executive Directors’ remuneration and for fixing the remuneration
packages for all Directors. The 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.

Composition

The Remuneration Committee currently comprises Ir James Chiu (Chairman of
the 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.

Meetings

The Remuneration Committee held two meetings during the year ended 31 March
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2006. Details of the attendance of each member of the Remuneration Committee E BRITMAEH FTWNEEESKELEZES
at these meetings are set out in the following table: HEENTE:

Attendance
Members of the Remuneration Committee FHEEERE R
James Chiu, OBE, JP (Chairman of the Committee) (Note 1) HEIES - OBE - IP(ZEEEE) (Miat1) -
Mok Yat Fan, Edmond (Note 2) E—m (#aF2) -
Lee Chack Fan, SBS, JP ZIES 0 SBS 0 P 2/2
Ronald James Blake, OBE, Jp E18%E - oBE - P (FIZE & EE) (Hit3) 2/2

(Former Chairman of the Committee) (Note 3)
Wong Wing Hoo, Billy, JP (Note 4) FoKHE P (Mfat4) 2/2
Notes Btat -
(1) Appointed as the Chairman of the Committee on 17 March 2006. (1) RZZEERFZA+LHABEZEAZTEGERE -
(2)  Appointed as a member of the Committee on 7 July 2006. @ B RELtALEREEAZEGKE -
(3)  Ceased to be the Chairman of the Committee on 17 March 2006. (B) RIZEERNF=ZA+LHAMIZESERE -
(4)  Ceased to be a member of the Committee on 30 April 2006. (4) RZIZEZEXRNFUA=THHMIZEEKE -
Summary of Work THEHME
The following is a summary of the work performed by the Remuneration FMZEERBE_T FZA=1+—HItF
Committee during the year ended 31 March 2006: Bz TERELT:
1. Discussion on remuneration packages and salary level of employees 1. AWES (BERTES) 2FHEds RFE
(including Executive Directors); 7J<$'
2. BIEAREBE 2 HMBER: R

2. Formulation of remuneration policy for the Group; and

3. Approval of grant of share options to Executive Directors.

Paul Y. Engineering Group Limited
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Remuneration Policy

The Company ensures that the remuneration offered is appropriate for the duties
and in line with market practice, and pay levels must be competitive and effective
in attracting, retaining and motivating employees (including Executive Directors).
For Non-Executive Directors, the Company ensures that they are sufficiently but
not excessively compensated for their efforts and time dedicated to the Company.
No individual determines his or her own remuneration.

The remuneration of Directors are determined with reference to market
competitiveness, job responsibilities, and performance of the Company and the
individuals. Details of the emoluments of Directors are set out on page 81 of this
annual report.

Nomination Committee

Role and Function

The nomination committee of the Company (“Nomination Committee”) has been
established to ensure there is a formal, considered and transparent procedure for
the appointment of new Directors to the Board. The principal duties of the
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.

Composition

The Nomination Committee currently comprises Professor Lee Chack Fan
(Chairman of the 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.
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Meetings =E
The Nomination Committee held one meeting during the year ended 31 March BEEEeNBE S NF=A=+—AHIF
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¢ ? B HERATE

Attendance
Members of the Nomination Committee REZEENE HERE
Lee Chack Fan, SBS, JP (Chairman of the Committee) I sBS  p(ZEEST)E) 1”71
Lau Ko Yuen, Tom 25R 1/1
lain Ferguson Bruce lain Ferguson Bruce 171
Summary of Work ITEBE

The following is a summary of the work performed by the Nomination Committee
during the year ended 31 March 2006:

1. Review of the structure, size and composition of the Board; and

2. Nomination of Ir James Chiu as Director.
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Nomination Procedure

The Nomination Committee reviews the structure, size and composition (including
the skills, knowledge and experience) of the Board on a regular basis and make
recommendation to the Board on any proposed changes.

In considering the nomination of a Director, the Nomination Committee applies
criteria such as professional and educational background, relevant experience,
and qualification, and proposes to the Directors suitable candidates for
consideration and approval.

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 Committee), Mr Mok Yat Fan, Edmond and Mr Lee Hon Chiu.

The Finance and Investment Committee held three meetings during the year
ended 31 March 2006. Details of the attendance of each member of the Finance
and Investment Committee at these meetings are set out in following table:
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Attendance

Members of the Finance and Investment Committee BHRREZEENE HERE

lain Ferguson Bruce (Chairman of the Committee) lain Ferguson Bruce (Z& &+ /%) 3/3

Mok Yat Fan, Edmond (Note 1) E—m (K1aF1) -

Lee Hon Chiu FED 3/3
Wong Wing Hoo, Billy, Jp OB

(Former Chairman of the Committee) (Note 2) (ﬁ//;c,% &) (HiaE2) 3/3

Notes:
(1) Appointed as a member of the Committee on 7 July 2006.
2) Ceased to be the Chairman of the Committee on 30 April 2006.

The following is a summary of the work performed by the Finance and Investment
Committee during the year ended 31 March 2006:

1. Review and evaluation of actual to budget results (including budget of all

key expenditures);
2. Recommendation of the acquisition of 25% interest in Paul Y. Centre;
3. Discussion on changes in accounting policies; and

4. Consideration of the payment of 2005 final dividend and 2006 interim
dividend.

Paul Y. Engineering Group Limited
Annual Report 2006

ERNFLACABEREIRZRERE ©
2 RIZEEXNFOA=+HBEIZESLF -

BHRREZRENBE_TEX
BILFEZ THEREMT:

FZR=+—

1. RERFEERFEEBAELTAN (B
FEXEMX2EE):

2. EBWBRECEPLO25%ES:

3. WWEBERZEY

4., BECETRFREBREN —TTNFHH
KB ZIRfTEE



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 Committee), Mr Lau Ko Yuen, Tom and Mr Lee Hon Chiu.

The Disclosures Committee held one meeting during the year ended 31 March
2006. Details of the attendance of each member of the Disclosures Committee

at this meeting are set out in the following table:
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Attendance
Members of the Disclosures Committee HEZEEKE HERE
lain Ferguson Bruce (Chairman of the Committee) lain Ferguson Bruce (Z 8 2+ /&) 11
Lau Ko Yuen, Tom 2lm R 11
Lee Hon Chiu % 11

The work of the Disclosures Committee during the year ended 31 March 2006
includes the review of content of announcements relating to final results of the
Company for the year ended 31 March 2005 and interim results of the Company
for the six months ended 30 September 2005.

Executive Committee

The current members of the executive committee of the Company (“Executive
Committee”) are Mr Mok Yat Fan, Edmond (Chairman of the Committee), Ir
Kwan Chi Ping, Edgar and Mr Lee Hon Chiu.

The Executive Committee is mainly responsible for handling the management

and operation of the day-to-day business of the Group.

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
year ended 31 March 2006.
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Directors’ Responsibility for the Financial Statements

The Directors acknowledge their responsibility for preparing the financial
statements of the Group. With the assistance of the Accounts Department, which
is under the supervision of the Qualified Accountant of the Company, the Directors
ensure that the financial statements of the Group are prepared on a going concern
basis and in accordance with statutory requirements and applicable financial
reporting standards. The Directors also ensure that the publication of the financial
statements of the Group is made in a timely manner.

The statement by the external auditors of the Company regarding their reporting
responsibilities of the financial statements of the Group is set out in the Auditors'’
Report on pages 48 and 49 of this annual report.

External Auditors

For the year ended 31 March 2006, the amount of audit fees payable to the
auditors of the Company, Deloitte Touche Tohmatsu, is approximately
HK$2,732,000 while the total amounts of non-audit service fees paid to the
auditors of the Company for the tax advisory, consultancy, and other reporting
services are approximately HK$300,000.

Internal Control and Risk Management

The Board has overall responsibilities for maintaining and reviewing the system
of internal controls of the Group and has ensured that the Group has in place
appropriate internal control and approval procedures. Management is responsible
for the design and implementation of appropriate internal control systems.

Systems and procedures are in place for each division of the Group to identify,
measure, manage, and control risks. Procedures are revised from time to time to
reflect new or changing risks. Exposure to new or changing risks or operational
deficiencies is closely monitored by the Executive Directors and division heads.

Investor Relations and Shareholders’ Rights

The Company has established different communication channels with shareholders
and investors, including (i) printed copies of corporate documents (including but
not limited to annual report, interim report, circular, announcement, media release
and notice of shareholders’ meeting), (ii) general meetings for shareholders to
raise comments and exchange views with the Board; and (iii) the Company’s
share registrars deal with shareholders for share registration.

Shareholders are encouraged to attend all general meetings of the Company.
The Chairman of the Company, Directors, and external auditors are available to
answer questions on the Group's businesses at the general meetings.

In order to enable the general meetings to be conducted in a transparent manner,
at the 2005 annual general meeting of the Company, the chairman of the meeting
exercised his right under the Company’s Bye-laws to put each resolution to a vote
by way of a poll. Representatives of the share registrars of the Company were
appointed to monitor and count the poll votes cast. All resolutions put to
shareholders at the 2005 annual general meeting passed. The poll results were
published in newspaper and website of the Stock Exchange.

Paul Y. Engineering Group Limited
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Other Corporate Information

Key Corporate Dates

Events

E3

Hitb X T EH

ARNEERT

Dates

B

Announcement of 2006 interim results

DT RERHER

Closure of register of members

EEMERRELTE

Payment of 2006 interim dividend

N — B2 RFRHEE

Announcement of 2006 annual results
NE_ZETRFE2FER

2006 annual general meeting

“ETRFERRBFARE

Closure of register of members

BENERRELTE

Payment of 2006 final dividend

RN Z BB RFREKE

13 December 2005

—FTTRFFTZA+=H

9 January 2006 to 11 January 2006
—EERF-RNBEZZERF—A+—H
13 February 2006

7 July 2006

—EERFEALEAR

6 September 2006

—ZETRFNARA

18 September 2006 to 20 September 2006
ZEEXRFARTNBEZZEZEFNA=FAH
16 October 2006

ZEERFTATARH

Public Float Capitalisation

The public float capitalisation of the Company at 31 March 2006 and the date of
this report were approximately HK$ 188 million and approximately HK$2 14 million

respectively.

By order of the Board

Mui Ching Hung, Joanna

Company Secretary

Hong Kong, 7 July 2006
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