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Based on a solid footing
on the Yangtze region,
we are now set to enlarge
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aging Director’s Report

Our operations are performing well with strong growth trends.
We are on track with our Yangtze Strategy.

FREBXBHRERS

Dear Shareholders,

It is my pleasure to report that the Group achieved strong financial
results for the year ended 31 March 2007. Consolidated turnover
increased by 35% to HK$4,782 million and net profit surged by 24%
to HK$346 million when compared with last year, with earnings per
share reaching HK23.6 cents. We also achieved a 12% return on your
equity and a total shareholder return of 38% for the year. Please refer
to the Financial Review at pages 26 to 29 for a full review on financial

performance and position.

Having developed a clear strategy to focus on bulk cargo, infrastructure
and logistics in the Yangtze River region, the Group has achieved
significant progress as those businesses are taking shape. Our operations
are performing well with strong growth trends, and we are on track with
our Yangtze Strategy. | am pleased to provide you with more information
on our strategic development and achievements to date.

Sustaining the Yangtze momentum

In today’s global economy, ports are fast becoming the modern day
transport and logistics hubs. Nowhere is that truer than on the Yangtze
River, the Mainland’s largest and busiest inland waterway and a region
that accounts for over 30% of the Mainland's GDP.
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PYlis focused on bulk cargo port infrastructure and logistics operations
along this “Golden Waterway.” An integrated port and logistics network
is vital to the economic growth of the Yangtze region. Our aim is to
build up a network of bulk cargo ports along the Yangtze, in order to
rationalize operation costs, enhance overall service quality, and utilize

port assets more effectively.

The ports sector is a key driver of economic growth and social benefits,
and it is evident that China is enacting favourable policies to induce
growth in this area. PYI will continue our growth strategy with more
port investments in the Yangtze River Delta where over 70% of the
Yangtze regional throughput volume derives, as well as in other
opportunities in the upstream of the Yangtze. The Yangtze Economic

Region is our springboard for sustainable growth.

Review of operations
Yangkou Port
Early in this year under review, confident of the development prospects
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we further increased our stake in the Yangkou Port project by 7.4%
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to 75%. The consideration was satisfied by the issue of 68.5 million

new PYI shares at a fair price of HK$2.913 each to the vendor.

Preceding PetroChina’s commitment for the LNG facilities, we already
commanded a jump start of construction on the man-made island (Sun
Island) and the Yellow River Crossing, the capital expenditure for which
has been estimated at about RMB1,650 million. For this year, capital
expenditure of about RMB168 million was incurred. All capital works

PY| adds its own touch of
management expertise,
corporate culture and
international perspective to
stay ahead of competition.
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are progressing on time and within budget. We have signed a lease
agreement for the Yellow Sea Crossing with the local government as
well as an off-take agreement for the land on the Sun Island. That will
give rise to a stable income stream, which led to the ultimate financial
closure of the 7-year RMB960 million syndicated loan with eight major
domestic banks in July 2007.

In December 2006, PYI increased its stake from 75% to 100% in
Jiangsu Wanhua Real Estate Development Co., Ltd., a property
subsidiary for the port project, at a consideration based on net asset
value of US$625,000. This move allowed PY! to further capitalize on
the property development opportunities in Yangkou Port and to streamline
our operational structure in that regard. Catering for market demand
around Yangkou Port, a low density residential development of about
65,000 sg m of floor area is already underway with completion scheduled
by mid 2008.

This year is particularly rewarding for our greenfield development at
Yangkou Port. In December 2006, when PetroChina entrusted PYI to
manage, build and transfer part of the Sun Island for a liquefied natural
gas (LNG) facility at Yangkou Port, that finally underscored the technical
viability of the development. When the syndication loan was secured
to finance the construction of the infrastructural components, it marked
another milestone attesting the commercial viability of Yangkou Port.
The land on the Sun Island is scheduled to be transferred to PetroChina
before the end of 2007, and the Yellow Sea Crossing is scheduled for
completion by the end of 2008.

KT - SEEM T BRNFETHEABHEERR 5
ME] T KR5S T B o WEEAKET K
BEMAIIR - BULIMER SR B 52007 F7 A NAK
FERIRITRI L FHN.6BARBIREER -

2006511 A » RENIHEERFMEREFRAR
(BBOBEERLZ MENBLAR) ZERH75%1E
E100% * RIBETIZE EFE625,0003 T AFLERT
o N BROREGUE—SERFABZMETRE
g WEBEERE - AEFNSRE2EER -
IR IFE) T EZEEEELY65,000F 5K 2 BBREEE
BE - FEHBR2008F 5 ©

Kiﬁ'%ﬁﬁﬁu%ﬁmm?ﬁﬁﬁﬁzﬁamﬁ
SAEEE - 2006128 - R ARMETRERFD
%Wm&k%%ﬁ SHEHEITE LR « ERMBRZ—EH
AIEEMEBRTIR - RETUIEB 2 HMTa 17 o 5t
E@RmaUSREER - EREEF OB 2T
MBS ERA] o FHRALSS 2 T 7R2007 F IR ATE
A - EFARE ISR 2008 F EATTTAK ©

REEMARAT 2007EH >

'

19



Managing Director’s Report 52 KIEREE

Master planning for the 42 sq km land bank is underway with partial
completion expected by the end of 2007.

Nantong Port Group
Nantong Port is a category one port open to foreign trade and a major
hub port situated in the Yangtze River Delta.

It has taken us nine months to conduct our capital injection in various
stages. Our RMB435 million investment for 45% interest in Nantong
Port Group was finally completed at the end of September, 2006.
Throughout that period, PYI was fully involved in the daily operations
of Nantong Port Group through our nominated general manager and
financial controller as well as three board members. Nantong Port
Group performed extremely well with profitability in 2006 increased by
300% over the previous year, and further growth of 50% is forecasted
for the year of 2007.

In July 2006, Phase 3 of Langshan Terminal was commissioned for
trial run targeting a certification of an annual throughput capacity of
13 million tonnes. With further equipment expansion, the capacity can
reach 30 million tonnes. This terminal is currently the largest and most
modern of its kind on the Yangtze dedicated for iron ore shipments.
With this terminal coming into play, throughput of bulk cargo increased
by 13% to 44 million tonnes and that of containers increased by 28%
to 320,000 TEUs in 2006.

In this year under review, a net profit of RMB5 million up to 31 December
2006 has been recognised by PYI. Since the financial year end of PYI

lags that of Nantong Port Group by three months, the full year’s results

The Yangtze

Economic Region is our
springboard for sustainable
growth.
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of Nantong Port Group ending on 31 December will be
recognised by PYl in future years.

When the 8,206-metre Suzhou-Nantong Bridge over the
Yangtze River is completed in 2008, there will be a direct
link between Nantong and Suzhou leading to the newest
convergence of the north side of the Delta with the south.
The enhanced traffic network will be a further boost to
the already thriving business environment in Nantong in
the years to come.

Hubei Minsheng LPG

The Group reached a milestone with its acquisition of
Minsheng LPG terminal in Wuhan, which is situated at
the mid-stream of the Yangtze. The infrastructure and
logistics related assets in Wuhan include the largest LPG
river terminal and storage tank farm in Central China, as
well as a mature logistics network for the household,
automotive and industrial sectors. This acquisition was
completed in September 2006.

The acquisition consideration of RMB470 million payable
by the Group was financed as to RMB300 million by a
7-year term loan, RMB120 million by the issue of 3-year
zero coupon convertible bonds of PYI (at a conversion
price of HK$4.25/share) and the balance of RMB50 million

by internal resources.

This newly acquired LPG distribution business contributed
HK$3 million to the Group’s operating profit in this year
under review. There was an additional HK$4 million
contribution to the Group’s pre-tax profit due to a discount

on acquisition of the LPG distribution business and assets.

Having occupied a market share of about 40% in Wuhan,
Minsheng Gas provides the Group with not only a new
operating skill base but also access to the oil and gas
distribution sector in Central China.

Paul Y. Enginnering
Paul Y. Engineering Group Limited is an international

engineering services group with 60 years of experience
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in the construction industry and a reputation for expertise and
professionalism. The Group is expanding into fee-based income streams
by leveraging its experience in project and facilities management-
building business and shareholder value through integrated engineering
solutions from inception, implementation to delivery for infrastructural

and property development.

Paul Y. Engineering performed well last year with net profit of HK$113
million, representing a growth of 12% on a revenue of HK$4,359 million.
A gain of HK$72 million was derived from the revaluation of its 25%
investment in Paul Y. Centre. Balance sheet was very strong with a
net cash position of HK$172 million. Operating cash flow was at a
satisfactory level when compared with its EBITDA of HK$124 million.
A final dividend of HK5.5 cents/share was declared, which represents
a pay-out ratio of 47% for the year. Order book stood at HK$12,078
million, with value of remaining contract amounting to over HK$6,872
million, as at the financial year end. Subsequent to that, an additional

HK$500 million value of new contracts were secured.

Treasury investment

Our treasury investment business performed well and contributed some
HK$174 million towards operating profit this year. As at the year end,
total value of the Group’s portfolio of marketable security amounted to
about HK$156 million, equivalent to about 2% of the Group’s total
assets. Portfolio of high-yield loans receivable amounted to some
HK$469 million, equivalent to 6% of total assets of the Group. As the
Group redeploys more financial resources to finance our investments
in the Yangtze region, its investment portfolio and hence treasury

operations will decrease in due course.

Property development and investment

Property investment contributed HK$14 million to our operating profit
for this year. As mentioned above, a gain of HK$72 million was achieved
through the contribution of an associate of Paul Y. Engineering following
a revaluation of its 25% investment in Paul Y. Centre. M. Bux Tower
was sold in December 2006 at HK$98 million. Subsequent to the
financial year end, Paul Y. Engineering sold its entire investment in Paul
Y. Centre. These disposals marked the completion of the Group’s exit
from the Hong Kong property market. All future property activities of
the Group will be carried out in association with its ports facilities in
the Yangtze region.
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Divestment of China Strategic

During the year, the Group completed disposal of about 15.32% interest
in China Strategic Holdings Limited at a cash consideration of HK$26
million, with the remaining 62 million shares held in its investment

portfolio.

Special dividend

With the completion of the Group’s divestment in China Strategic, we
declared an in-specie special dividend equivalent to HK22.2 cents/share
or a total of about HK$326 million to our shareholders.

Major subsequent events

Issuance of convertible notes

In April and June, 2007, pursuant to the acquisition of the Minsheng
business and assets, PY! issued a total of HK$121.52 million of
convertible notes to the vendor in partial satisfaction of the consideration
payable. These 3-year zero coupon notes are convertible into shares
of PYI at HK$4.25/share. Redemption amount will be 114.167% of

par value at maturity.

Disposal of 25% interest in Paul Y. Centre

In March 2007, a 25% owned associate of Paul Y. Engineering entered
into a conditional agreement for the disposal of Paul Y. Centre located
at 51 Hung To Road, Kwun Tong, Kowloon, Hong Kong at a consideration
of HK$1,150 million. The disposal was completed in June 2007.
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Syndicated loan for Yangkou Port FOEZIREER

In July 2007, the Group, through its 75% owned subsidiary Jiangsu 200757 R BIBEEB 5% Em 2 ¥ QAR AR
Yangkou Port Development and Investment Co., Ltd., entered into a BHERAREN\HAMERITET —HIEARE - &
7-year project loan facility agreement for RMB960 million with a syndicate HF BB ERpE - UFRBRARRITAMA R
of eight domestic banks in Nanjing. This syndicated loan, bearing the ARERERELERNE - AERERFOBREIZR
current Renminbi long-term loan benchmark interest rate as announced BrESRE—RIABNEBEI4THIRENALS

by the People's Bank of China, will be used to fund construction of ERERHE o
the 13 km Yellow Sea Crossing and the 1.4 sq km man-made island
at Yangkou Port. BE
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China's track record of strong economic growth looks set to remain RRME - BEM PR IRTR KRG - REMATE

steadly for the coming financial year ending 31 March 2008. This organic BEADEREBTHEETE -
growth, coupled with increasing levels of international trade, has spiked

demand for essential raw materials, construction materials and energy =FRBMEREFBTENESNERKR A A
resources. RO - BRARIERARRNE - THE BRI
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PY!'s business in bulk cargo and ports infrastructure is directly benefited FOBEE 2RBRASER IAEERE ZHFE

from this booming demand as China increases its appetite for the 2o BETHMEMEREBE  HEREEKRKRN
resources necessary to support its continued growth. FOBCEE -

Three years of our greenfield development efforts at Yangkou Port have
paid off. PetroChina’s proposed LNG facility at Yangkou Port confirms
our faith in the site for the sustainable development of our port-related
business. Spearheading our network, the success of the Yangkou Port
project will increase our competitive edge in securing future prospects
along the Yangtze region. Extracting value from land and property
development will be our main focus in Yangkou Port.

An integrated port and logistics
network is vital to economic
growth of the Yangtze region.
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In addition to the flagship development at Yangkou Port, PYl is leveraging
its operations at Nantong Port and Minsheng Gas for maximum
synergies, cross-business opportunities and economies of scale. To
these elements, PYI adds our own touch of management expertise,
corporate culture, and international perspective to stay ahead of
competition. Based on a solid footing on the Yangtze region, we are

now set to enlarge our critical mass.

The Group is fully committed to deploying its professional capabilities
and operational resources to transform 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.

In closing, | would like to express my profound appreciation to our
Chairman for his great leadership, to our board members for their
valuable guidance, to our business partners and shareholders for their
patience and generous support, and to our colleagues in Hong Kong
and the Mainland for their loyalty, dedication and contributions to the

success of PYI.

Yours faithfully,

Tom Lau

Managing Director

Hong Kong, 20 July 2007
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