Paul Y. Engineering Group Limited (the “Company”, together with its
subsidiaries, the “Group”) is committed to maintaining high standards
of corporate governance because we believe that is the best way to
enhance shareholder value. The Company places strong emphasis
on an effective board (the “Board"”) of directors (the “Directors”) of
the Company, accountability, sound internal control, appropriate risk-
assessment procedures, and transparency to all shareholders.

The Company complied with all code provisions 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 (the “Hong Kong Stock Exchange”) (the “Listing Rules”)
throughout the year ended 31 March 2011. It also adopted most of the
recommended best practices stated therein.

BOARD OF DIRECTORS

Role

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

The Board has in place a list of decisions that are to be retained for the
Board decision. These matters include:

Corporate strategy;

Financial reporting and control;
Major financial arrangements;
Risk management;

Succession planning;
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Notifiable transactions under Chapters 14 and 14A of the Listing
Rules; and

7. Recommendations to shareholders regarding appointment of
external auditor, dividend payments, capital reorganization and
scheme of arrangement.

The Board has delegated all day-to-day operations and management of
the Company’s business to Management under the leadership of the
Chief Executive Officer of the Company.
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Composition

The Board has a balanced composition of Executive and Non-Executive
Directors to ensure independent viewpoints in all discussions. As at the
date of this report, the Board comprises six Directors, including three
Independent Non-Executive Directors, one Non-Executive Director, and
two Executive Directors. Board members are listed below:

EERTHTEFAIFNTESTZAGREHE
HWRAAN HABE LM NAREEH EF
RERAVEFAX (BR=-UBIIFRTES  —
UFMITEERMUATES) - EERKEFIA
W

Board of Directors
EERH

Independent Non-Executive Directors

Non-Executive Director

BYEHITES FHITES

e James Chiu e Lau Ko Yuen, Tom
(Chairman) (Deputy Chairman)
AR (/) 2SR (5/ERE)

e |ee Chack Fan
E RS

e |ain Ferguson Bruce
e

Executive Directors

HITES

e Chan Fut Yan
(Deputy Chairman)
BREBR(EIF/E)

e \Wong Kam Cheong, Stanley
(Chief Executive Officer)
BB (7T

Biographical information of the Directors is set out on pages 18 to 21 of
this annual report. They are also available on the Company’s website.

Throughout the year ended 31 March 2011, more than one-third of
the Board was made up of Independent Non-Executive Directors, one
of whom had appropriate professional qualifications, or accounting or
related financial management expertise, as required by the Listing Rules.
There is no relationship (including financial, business, family or other
material/relevant relationship) among members of the Board.

Independence of Independent Non-Executive Directors

Each of the Independent Non-Executive Directors has given 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.

The Nomination Committee of the Company is responsible for assessing
the independence of the Independent Non-Executive Directors. As a
good corporate governance practice, every member of the Nomination
Committee abstains from assessing his own independence.

Chairman and Chief Executive Officer

To ensure a balance of power and authority, the positions of Chairman
and Chief Executive Officer of the Company are held by separate
individuals, with segregated duties. The division of responsibilities
between the Chairman and Chief Executive Officer is clearly established
and set out in writing.
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The Chairman of the Company is Ir James Chiu (an Independent Non-
Executive Director and the Chairman of the Audit Committee of the
Company). The Chief Executive Officer is Ir Dr Wong Kam Cheong,
Stanley.

The role of the Chairman of the Company is to oversee the Company’s
strategic direction and the controls applied to its activities. The
Chairman provides leadership for the Board and ensures that the
Company establishes sound corporate governance practices and
procedures. He also encourages all Directors to make a full and active
contribution to the affairs of the Board.

The Chief Executive Officer is responsible for the overall performance of
the Company and plays a leading role in delivering a growth strategy.
He provides leadership for Management, oversees the day-to-day
operations of the Group, and monitors the achievement of Company
objectives set by the Board.

Non-Executive Directors

The Non-Executive Directors were appointed for a term of approximately
three years expiring at the conclusion of the third annual general
meeting from the date of their appointment/re-election, subject to 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.

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
receive at least 14 days' prior written notice of regular Board meetings
and an agenda. The Board papers, including supporting analyses 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 possible in the circumstances.

In order to have an effective Board, Directors are provided with
information on activities and developments in the Group’s business
on a regular and timely basis to keep them apprised of the latest
developments of the Group. In addition, the Directors have full access
to information on the Group and are able to seek independent
professional advice whenever they deem it necessary.

To avoid conflicts of interest, Directors who have declared their material
interests in the proposed transactions or issues to be discussed are not
counted in the quorum of meetings and abstain from voting on the
relevant resolutions.
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Details of Directors’ attendance at Board meetings and Board BEHEENEHEZE - ZT——F=A=1+—"HILEFER
committee meetings during the year ended 31 March 2011 are set out HEEEReENEELEC@R 7 HBERINAT

in the following table:

Meetings attended/held during the year ended 31 March 2011

BE-Z——F=HA=+—HLFERHERTZER

Audit Remuneration Nomination Finance and Disclosures
Board Committee Committee Committee Investr.nent Committee
Committee
BRRIRE

BEER BREER SMZES REZEE® ZE® BEZES
Number of meetings held during 8 4 6 2 2 2
the year
FRETERZRH
Independent Non-Executive Directors
BIUFHTES
James Chiu 8/8 4/4 6/6
R
Lee Chack Fan 6/8 4/4 6/6 2/2
RN
lain Ferguson Bruce 5/8 4/4 2/2 2/2 2/2
HhELT
Non-Executive Director
FHITES
Lau Ko Yuen, Tom 7/8 2/2 2/2
2SR
Executive Directors
BITES
Chan Fut Yan (Note 1) 6/6
BB (Haz1)
Wong Kam Cheong, Stanley 8/8 6/6 2/2
HiRE
Cheung Lee Ming, Andy (Note 2) 2/2 0/0 0/0
RAR (Hat2)
Chief Financial Officer
IS AR
Law Hon Wa, William (Note 3) 2/2 2/2
BEE (Wi3)
Average attendance rate 87.5% 100.0% 100.0% 100.0% 100.0% 100.0%
T HEE

Notes: Kt -

1. Mr Chan Fut Yan was appointed as Deputy Chairman (Executive 1. MEBREEE T EFAA=-+—HRBES
Director) with effect from 31 May 2010. EAEBERE RITES) -

2. Mr Cheung Lee Ming, Andy resigned as Executive Director & Chief 2. RAMRAEEBZZE—ZTFAATNLBRET
Financial Officer with effect from 19 June 2010. He also ceased HITEERVBERRE - WIEBE T —ZFF A
to be a member of the Finance and Investment Committee and +THhBEBTBAARRZHBELARELZES
Disclosures Committee with effect from 19 June 2010. WELZEEKE -

3. Mr Law Hon Wa, William was appointed as Chief Financial Officer 3. BEEAEA T -TF AT LBRESRF
with effect from 19 June 2010. He was also appointed as a B KER B E—ZEFREA=1+—H
member of the Finance and Investment Committee and Disclosures REZTAEARAIZHBERRELZESRIFE
Committee with effect from 31 May 2010. ZEEgKE -
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Minutes of Board meetings and Board committee meetings with
sufficient details of matters discussed are kept in safe custody by the
Company Secretary, and are open for inspection by Directors.

BOARD COMMITTEES

To facilitate the work of the Board, Board committees have been set up
with written terms of reference which clearly define the role, authority,
and functions of each committee. Each Board committee is required
to report their decisions or recommendations to the Board. Details of
Directors' attendance at the Board committee meetings during the year
ended 31 March 2011 are shown on page 26 of this annual report.

The role and function of, and a summary of work done by, each Board
committee during the year ended 31 March 2011 are set out below:

Audit Committee

Composition

The Audit Committee consists of three members, all of whom are
Independent Non-Executive Directors. The current members of this
Committee are Ir James Chiu (Chairman), Professor Lee Chack Fan and
Mr lain Ferguson Bruce. None of them is a partner or former partner of
Messrs Deloitte Touche Tohmatsu, the Company’s external auditor.

Role and Function

The principal duties of the 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 auditor of the Company. This Committee
also meets regularly with the Company’s external auditor to discuss the
audit process and accounting issues.

Summary of Work Done
The following is a summary of the work performed by the Audit
Committee during the year ended 31 March 2011:

1. Review of the annual results of the Group for the year ended 31
March 2010;

2. Review of the interim results of the Group for the six months ended
30 September 2010;

3. Review of the Group’s financial information, financial reporting
system, internal control procedures, and financial and accounting
policies and practices;

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

5. Recommendation to the Board to re-appoint the external auditor at
the 2010 annual general meeting;
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6. Review of the external auditor's independence and objectivity and
the effectiveness of the audit process, and review of policy on
engaging the external auditor to supply non-audit services;

7. Review of the audit plan for the financial year ended 31 March
20171,

8. Review of the Company’s systems of financial controls, internal
control and risk management;

9. Review the adequacy of resources, qualifications and experience of
staff of the Company’s accounting and financial reporting function,
and their training programmes and budget;

10. Review of internal/external auditor’s significant findings and
recommendations, and monitoring of the subsequent
implementation;

11. Review of the effectiveness of the internal audit function of the
Company;

12. Approval of the 2012 internal audit plans;
13. Review of the continuing connected transactions; and
14. Meeting with the external auditor, in the absence of Management.

Remuneration Committee

Composition

The Remuneration Committee consists of three members, the majority
of whom are Independent Non-Executive Directors. The current
members of this Committee are Ir James Chiu (Chairman), Ir Dr Wong
Kam Cheong, Stanley and Professor Lee Chack Fan.

Role and Function

The Remuneration Committee has been established to ensure there
is a formal and transparent procedure for setting policy on the
remuneration of Executive Directors and for fixing the remuneration
packages for all Directors. This 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.

Summary of Work Done
The following is a summary of the work performed by the Remuneration
Committee during the year ended 31 March 2011:

1. Review of emoluments of Executive Directors and Senior
Management; and

2. Review of year end bonus of Executive Directors and Senior
Management.
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Remuneration Policy

The Company ensures that the remuneration offered is appropriate for
the duties, in line with market practice and pay levels, 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 is determined with reference to market
competitiveness, job responsibilities, and performance of the Company
and the individual. Details of the emoluments of Directors during the
year ended 31 March 2011 are set out on page 92 of this annual report.

Nomination Committee

Composition

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

Role and Function

The Nomination Committee was established to ensure there is a formal,
considered and transparent procedure for the appointment of new
Directors to the Board. The duties of this 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
to be nominated for directorships.

The terms of reference of the Nomination Committee were revised in
March 2011 in the light of the proposed amendment of the Listing
Rules (as set out in the Consultation Paper on Review of the Code on
Corporate Governance Practices and Associated Listing Rules, issued by
the Hong Kong Stock Exchange in December 2010 (the “Consultation
Paper”)), to assign a new role to this Committee to review the
effectiveness of the Directors.

Summary of Work Done
The following is a summary of the work performed by the Nomination

Committee during the year ended 31 March 2011:

1. Review of the structure, size and composition (including the skills,
knowledge and experience) of the Board,;

2. Assessment of the independence of the Independent Non-Executive
Directors; and

3. Review of the Company’s policy on nomination of Directors.
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Nomination Procedure

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

Appointments of new Directors are first considered by the Nomination
Committee. In considering the appointment of a Director, this Committee
applies criteria such as professional and educational background, relevant
experience, and qualifications. The recommendations of this Committee
are then put to the Board for consideration and approval. Thereafter,
all Directors appointed to fill casual vacancy are subject to election by
shareholders at the first general meeting after their appointment.

Management and the Company Secretary liaise with the newly appointed
Directors to acquaint them with their duties and responsibilities as
Directors and the business operations of the Company. A package of
orientation materials setting out their duties and responsibilities under
the Listing Rules, Companies Ordinance, and other relevant regulatory
requirements of Hong Kong is also provided to each newly appointed
Director.

Details on legal and regulatory changes are also provided to all Directors
in the discharge of their duties.

Finance and Investment Committee

Composition

The Finance and Investment Committee consists of three members.
The current members of this Committee are Mr lain Ferguson Bruce
(Chairman), Ir Dr Wong Kam Cheong, Stanley and Mr Law Hon Wa,
William.

Role and Function

The Finance and Investment Committee is mainly responsible for
making recommendations to the Board on matters relating to investing
in assets, evaluating the budgets of all key expenditures, reviewing
financial performance against forecast, and considering dividend
payout.

Summary of Work Done
The following is a summary of the work performed by the Finance and
Investment Committee during the year ended 31 March 2011:

1. Review and evaluation of actual-to-budget results for the year
ended 31 March 2010 and for the six months ended 30 September

2010 (including budget of all key expenditures);

2. Review of financial performance against forecast;
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3. Discussion on changes in accounting standards which may affect
the Company’s financial statements for the year ended 31 March
2010 and for the six months ended 30 September 2010; and

4. Consideration of the payment of the 2010 final dividend and 2011
interim dividend.

Disclosures Committee

Composition

The Disclosures Committee consists of three members. The current
members of this Committee are Mr lain Ferguson Bruce (Chairman),
Mr Lau Ko Yuen, Tom and Mr Law Hon Wa, William.

Role and Function

The Disclosures Committee is mainly responsible for overseeing
disclosures to shareholders, the public, and relevant statutory
authorities, and for overseeing compliance with any applicable legal
requirements for disclosure.

Summary of Work Done

The work done by the Disclosures Committee during the year ended
31 March 2011 included the review of the content of announcements
relating to the annual results of the Group for the year ended 31 March
2010, and the interim results of the Group for the six months ended 30
September 2010.

Corporate Governance Committee

Establishment

The Corporate Governance Committee was established in March 2011
in the light of the proposed amendment of the Listing Rules (as set out
in the Consultation Paper) in order to further strengthen the Company’s
corporate governance.

Composition

The Corporate Governance Committee consists of three members, the
majority of whom are Independent Non-Executive Directors. The current
members of this Committee are Ir James Chiu (Chairman), Mr Lau Ko
Yuen, Tom and Mr lain Ferguson Bruce.

Role and Function

The Corporate Governance Committee is mainly responsible for
developing and regularly reviewing the Company’s compliance with
legal, regulatory and corporate governance standards and makes
recommendations to the Board.

Summary of Work Done

Since the Corporate Governance Committee was newly established, no
meeting of this Committee was held during the year ended 31 March
2011.
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Executive Committee

Composition

The current members of the Executive Committee are Ir Dr Wong Kam
Cheong, Stanley (Chairman), Mr Chan Fut Yan and Mr Law Hon Wa,
William.

Role and Function
The Executive Committee is mainly responsible for handling the
management and operations of the day-to-day business of the Group.

Management Functions

The division of responsibilities between the Board and Management are
clearly set out in writing to ensure that there is a segregation of duties
with clear accountability.

The Board, under the leadership of the Chairman of the Company,
has delegated all the day-to-day operations and management of the
Company’s business to Management, who is under the leadership of
the Chief Executive Officer of the Company. Management is required to
report to the Board on their decisions or recommendations.

DIRECTORS’ SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions
by Directors of Listed Issuers (the “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 2011.

The Company has also adopted a code of conduct governing securities
transactions by employees who are likely to be in possession of
unpublished price-sensitive information in relation to the Group.

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, 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 financial statements of the Group are
published in a timely manner.

The statement by the external auditor of the Company regarding their
reporting responsibilities of the financial statements of the Group is set
out in the Independent Auditor’s Report on pages 53 and 54 of this
annual report.
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EXTERNAL AUDITOR

At the Company’s Annual General Meeting held on 3 September 2010,
shareholders approved the re-appointment of Messrs Deloitte Touche
Tohmatsu as the Company’s external auditor for the financial year
ended 31 March 2011.

The fees paid to the external auditor for audit and non-audit services
for the year ended 31 March 2011 (and the comparative figures for the
year ended 31 March 2010) are as follows:

SNEE X BER
RIZ-ZFNAZARTZARARRBFRE
bORERBEBREY cBERSSHAMITA/AR
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B o

BEe_2—F-A=Z+—HLFE(RHEFHE—
T-TEZA=Z+—HItFEEZHFTHR) © ERA
NAINEZBREN 2 BRI B RS 2 B AT

N

2011 2010

—F——F —F-%F

HK$’000 HK$'000

T FET

Audit fee ZEHEH 3,643 3,313
Non-audit services fees FZRE RIS E

Interim review fee IR B A 680 630

Tax services TSRS 239 213

Provident fund audit NEESIZE 16 17

935 860

The Audit Committee of the Company is responsible for approving
the remuneration and terms of engagement of the external auditor
and ensuring the continuing objectivity and independence of the
external auditor. The Audit Committee of the Company has resolved to
recommend the re-appointment of Messrs Deloitte Touche Tohmatsu
as external auditor of the Company. This resolution has been endorsed
by the Board and is subject to final approval and authorization by the
shareholders at the 2011 Annual General Meeting.

INTERNAL CONTROL AND RISK MANAGEMENT
Introduction

The Board acknowledges its responsibility for the Company’s system
of internal control and for reviewing its effectiveness. In meeting its
responsibility, the Board seeks to increase risk awareness across the
Company’s business operations and has put in place policies and
procedures which provide a framework for controls and management
of risks.

The Board is also committed to managing risks and monitoring its
business and financial activities in a manner which enables it to
maximize profitable business opportunities, avoid or reduce risks
which can cause loss or reputational damage, ensure compliance with
applicable laws and regulations, and enhance resilience to external
events.
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Internal Control

The Company has had in place an integrated internal control
framework, issued by COSO (the Committee of Sponsoring
Organizations of the Treadway Commission) in the United States,
in complying with Code Provisions of Listing Rules. Internal control
is defined as a process designed to provide reasonable assurance
regarding the achievement of objectives in relation to the following:

e Effectiveness and efficiency of operations;
e Reliability of financial reporting; and
e Compliance with applicable laws and regulations.

The Company’s internal control framework is divided into five inter-
related components: control environment, risk assessment, control
activities, monitoring and information & communication. It serves as
criteria for the effectiveness of the internal control system in supporting
the achievement of the separate but overlapping operational, financial
reporting and compliance objectives.

The following diagram depicts the comprehensive nature of the

Company'’s internal control framework and illustrates how effective
monitoring affects the collective effectiveness of all five components of

~

internal controls:

L

CONTROL

VIRONMEN

B IRIR

N

CONTROL

ACTIVITIES
15

The Board has overall responsibility for the Company’s system of
internal control and assessment of risks. The responsibility of day-to-day
management of operational risks and the implementation of mitigation
measures lies with Management.
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Built into our system are checks and balances such that no single
party can “monopolise” a transaction, activity or process to conceal
irregularities. Hence, Management has undertaken the following
additional checks and balances procedures:

e A clear functional organizational structure was set up with well-
defined lines of authority, accountability and responsibilities. Each
division clearly understands their scope of business and authorities
delegated by Management;

e A "Business Policy and Quality Management” directive was issued
by Management to address various important aspects in enhancing
prudence in managing and conducting business as a listed
company;

e A "Project and Cost Management System” has been developed in
order to enhance the Company’s project management system and
cost management system;

e A monthly reporting system on the performance of works
contracts, and actual financial performance results against budgets
to Management was well established. The Board reviews the
Company’s operation and financial performance on a quarterly
basis;

e Management reviews with each division on monthly basis to ensure
that progress payments and final payments shall be received within
a reasonable time. In parallel, accounts department also issues a
summary of overdue trade receivable to each division regularly to
assist the divisional heads to chase all outstanding payments and
consequently to improve the Company’s cashflow position;

e The Board reviews annually, in particular, adequacy of resources,
qualifications, experience of staff, training programme and budget
of the Company’s accounting and financial reporting function as
required under the Listing Rules;

e The Audit Committee assesses and monitors the effectiveness of
internal control system in detecting fraud and other irregularities by
reviewing the work of the internal corporate audit department and
its findings; and

e The Company is aware of controlling price-sensitive information and
its obligations under the Listing Rules.

The Board conducted a review of the effectiveness of the Company’s
internal control systems during the year ended 31 March 2011, and
was not aware of any significant issues that would have adverse impact
on the effectiveness and adequacy of the internal control system of
the Group. Such review covers all material controls, including financial,
operational and compliance controls, risk management functions,
adequacy of resources, qualifications and experience of staff of the
Group’s accounting and financial reporting function, and their training
programmes and budget.
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Risk Management

The Company has established an enterprise risk management
framework to identify potential events that may be affecting the
Company, to manage risks within its risk appetite and to provide
reasonable assurance regarding the achievement of the Company’s
objectives. It comprises of three lines of defence to provide
Management, Audit Committee and the Board with the confidence
that the Company is managing its risks and they are:

[ By B B

AAFERY —ECXRBELER - APHRAE
FEARPZEESN MHBEBRRAR  BEXK
AAF B RBHAERRE o WAEZRS =BREK -
NETEEE ERZZBESREEZRYARRILE
ERBHOEDSD  DHIE

First line of
defense
E—BHR

Second line of CORPORATE
defense OVERSIGHT FUNCTIONS functional oversight
E_EBHR AR BEBEE EBRE - BERREFHIE

Third line of
defense
EZEBHR

This enterprise risk management framework will enable the Company
to have the following potential benefits:—

e Greater likelihood of achieving business objectives;

e Higher share prices over the longer term;

e Reduction in management time spent “fire fighting”;

e Increased likelihood of change initiatives being achieved,
e More focus internally on doing the right things properly;
e Better basis for strategy setting;

e Achievement of competitive advantage;

e Fewer sudden shocks and unwelcome surprises; and

e Early mover into new business areas.

Furthermore, the Company enhanced the tender estimating procedures
to identify, control and report on major tendering and estimating risks,
including unfamiliarised countries, nature of works, buildabilities and
technical feasibilities, changes in tender requirements, unreasonable
basis of costs analysis and insufficient information for Management
determining final tender sum.
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Risk Assessment

During the year ended 31 March 2011, Management and internal
corporate audit department carried out the following risk assessment
exercises for the Company’s operations and their progress and findings
are reported to the Audit Committee of the Company quarterly:

e Setting the context of Company’s goals and objectives for our risk
assessment process;

e Reviewing the Company’s key documentation policies and
procedures on strategic-management, core-business, and resource-
management processes;

e |dentifying, assessing and documenting the Company’s high-level
risks, including financial, operational and compliance aspects;

e Performing a walkthrough check of the high-level risks documented
in the risk registers to ascertain whether the control design was
effective in addressing the respective risk;

e |dentifying and documenting any deviations from the enterprise
risk-management framework and providing potential improvement
opportunities for any inconsistencies or gaps;

e Conducting technical field audit to help in locating lacunae and
deficiencies in site organisation structure and contract management
aspects; and

e Preparing an annual risk-based internal audit plan which details the
internal auditing works for the next fiscal year.

Internal Audit

The independent internal corporate audit department monitors
compliance with management policies and procedures and with
regulatory requirements, and conducts testing on the effectiveness of
internal control measures. The head of the internal corporate audit
department reports directly to the Audit Committee of the Company on
audit and internal control matters. A full set of internal audit reports will
also be provided to the external auditor.
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The majority of key operational controls have been tested for their
effectiveness by the internal corporate audit department and a review
of the internal control system will be performed at least annually. The
testing determines the extent to which operational procedures and
controls are being properly followed and implemented in the Company.
Based on the results of the tests, division heads are able to prove to
Management that internal controls are working as intended or that
necessary corrections have been made where control weaknesses
were found. Management has adopted all the recommendations and
established clear timelines for implementation. Progress will be reported
to the Audit Committee of the Company and the Board on quarterly
basis.

Using risk-assessment methodology and taking into account the
dynamics of the Company’s activities, the internal corporate audit
department delivers its annual audit plan for next fiscal year which is
approved by the Audit Committee of the Company. Under the approved
Internal Corporate Audit Charter by the Board, the internal corporate
audit department has unrestricted access to information and complete
freedom to draw independent conclusions in their audit.

Any significant internal audit findings are discussed with respective
division heads to have actions agreed and subsequently followed up,
in order to ensure that the risks are mitigated. Whilst the enterprise
risk-management framework is designed to identify and manage
risks that could adversely impact the achievement of the Company’s
business objectives, they do not provide absolute assurance against

misstatement, errors, losses or fraud.

INVESTOR RELATIONS AND SHAREHOLDER RIGHTS

In order to enhance shareholder and investor understanding of the
Group’s business, the Company has established several communication
channels with shareholders and investors, including (i) printed copies
of corporate documents (including but not limited to annual reports,
interim reports, circulars and notices of shareholder meetings);
(i) general meetings where shareholders can offer comments
and exchange views with the Board; (iii) the Company’'s website:
www.pyengineering.com; and (iv) the Company’s share registrar with
whom shareholders register their shares.

Shareholders are encouraged to attend all general meetings of the
Company, where the Chairman of the Company, Directors, and the
external auditor are available to answer questions on the Group’s
businesses. In order to conduct the general meetings in a transparent
manner, it has been the Company’s practice to conduct poll voting at
general meetings since 2005, way ahead of poll voting being made
mandatory for all general meetings effective on 1 January 2009.
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The most recent shareholders’ meeting of the Company was the special

general meeting held on 6 May 2011. The major item discussed was
approval of annual caps for continuing connected transactions, and
100% of the votes cast were in favour of this resolution. The results of
the poll voting have been published on the websites of the Company
and the Hong Kong Stock Exchange.

Details of the interests of Directors and shareholders in the shares of the
Company are shown on pages 43 and 50 of this annual report.

OTHER CORPORATE INFORMATION

Memorandum and Articles of Association

There were no changes to the Company’s memorandum and articles of
association during the year ended 31 March 2011.

Key Corporate Dates
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Events

EX

Announcement of 2011 interim results

A —F——FPHEE

Announcement of 2011 annual results

M= E——ERE R

2011 annual general meeting

—E—FERRBFAE

Closure of register of members
ERERRELFE

Payment of 2011 final dividend

Dates

B

26 November 2010
—E-ZEF+—HA=+H
24 June 2011
—E-—FRAZ+HEAE

26 August 2011
—E——FN\A=+<AH

5 to 7 September 2011
—E——FNARBE=ZZE——FNA+H

7 October 2011

R =2 ——FRERE —E——F+AtH
Public Float Capitalisation ABRERTE
The public float capitalisation of the Company was approximately ARARRZE——F=A=+—HBRAREER
HK$95 million on 31 March 2011, and approximately HK$184 million B2 AR A5 R E D R4 /95,000,000 7T K& 49

on the date of this report.

By order of the Board

Mui Ching Hung, Joanna
Company Secretary

Hong Kong, 24 June 2011
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