PAUL Y. ENGINEERING GROUPLIMITED (the “Company”)

Terms of Reference

for the Audit Committee

Member ship

11

1.2

1.3

1.4

15

The members of the Audit Committee (the “Men@éy shall be
appointed by the board of directors (the “Directi)of the Company (the
“Board”) from time to time.

Membership shall be confined to non-executiveddors the majority of
which must be independent non-executive Directtire {INED(s)”), and
at least one INED shall be with appropriate pratesd qualifications or
accounting or related financial management expgegssdefined in Chapter
3 of the Rules Governing the Listing of the Se@esiton The Stock
Exchange of Hong Kong Limited (the “Listing Rules”)

The Audit Committee shall consist of not ldstthree Members.

A former partner of the Company’s existing #@undi firm should be

prohibited from acting as a Member for a period. gfear commencing on
the later of (a) the date of his/her ceasing ta Ipartner of the firm; or (b)
the date of his/her ceasing to have any finanotakrest in the firm.

The Chairman of the Audit Committee shall bpaapted by the Board and
must be an INED.

Secretary

2.1

The company secretary of the Company shallesasvthe secretary of the
Audit Committee.

M eetings

3.1

3.2

3.3

Meetings shall be held not less than twicea wad may be convened by
any Member or by the secretary of the Audit Comamitbn the request of a
Member.

Notice may be given in writing or by telephone by facsimile or
electronic transmission or other similar meansnosuch other manner as
the Audit Committee may from time to time determiriéhe external
auditors may request a meeting if they considdrdha is necessary.

The quorum of the Audit Committee shall be amy Members.
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3.4  Meetings can be held in person, by telephonéyorideo conference.
Members may participate in a meeting by meansaufrderence telephone
or similar communication equipment by means of Wwhall persons
participating in the meeting are capable of heaeach other.

3.5 Resolutions of the Audit Committee at any nmggt shall be passed by a
simple majority of votes of the Members present.

3.6 A resolution in writing signed by all the Membeshall be as valid and
effectual as if it had been passed at a meetingeoAudit Committee duly
convened and held.

3.7 Other than that stated herein, all the proms of laws and of the
Company's Bye-laws relating to the proceedingshefBoard shall apply
mutatis mutandis to proceedings of the Audit Cortemsit

3.8  The secretary of the Audit Committee shall udaite the full minutes of
meetings of the Audit Committee to all Members raftifor comments as
soon as reasonably practicable. Final versionsmofutes shall be
prepared and sent to all Members and to all memifettse Board as soon
as practicable.

Attendance at meetings

4.1  Afinancial executive, the external auditord ather members of the Board
or any other persons may be invited to attendrgdlaot of any meetings.

4.2  Only Members are entitled to vote at the mestin

Authority

5.1 The Audit Committee shall have the right to uieg) the Company’s
management to furnish such available informatiomoyn matter relating to
the financial position of the Company and its sdiasies or affiliates, as
may be required for the purposes of performinglitses.

5.2  The Audit Committee is authorised by the Botrdobtain independent
legal or other professional advice if consideredessary to perform its
duties at the expense of the Company.

5.3  The Audit Committee shall be provided with &int resources to perform
its duties.

Responsibility and Powers

The Audit Committee shall have the following resgibilities and powers :



Relationship with the Company’s external auditors

6.1

6.2

6.3

to be primarily responsible for making recomnegions to the Board on
the appointment, reappointment and removal of ttereal auditors, and
to approve the remuneration and terms of engagemknhe external
auditors, and any questions of resignation or disaiiof such auditors;

Note: Listing Rules require an announcement to bkliphed when there is a
change of auditors. The announcement must al$oda@ statement as to
whether there are any matters that need to be Wroug the holders of
securities of the Company.

to review and monitor the external auditorslédpendence and objectivity
and the effectiveness of the audit process in decme with applicable
standard and to discuss with the auditors the eand scope of the audit
and reporting obligations before the audit commsence

to develop and implement policy on the engag¢roean external auditors
to supply non-audit services. For this purposeerma auditors shall
include any entity that is under common controlnevghip or management
with the audit firm or any entity that a reasonadael informed third party
having knowledge of all relevant information woudhsonably conclude as
part of the audit firm nationally or internationallThe Audit Committee
should report to the Board, identifying any mattersespect of which it
considers that action or improvement is needed amdking
recommendations as to the steps to be taken;

Review financial information of the Company

6.4

to monitor integrity of financial statements tife Company and the
Company’s annual report and accounts, half-yeasrtegnd, if prepared for
publication, quarterly reports, and to review siigant financial reporting

judgments contained in them. In this regard, inewing the Company’s

annual report and accounts, half-year report dmtepared for publication,
quarterly reports before submission to the Boah&, Audit Committee

should focus particularly on:

(a) any changes in accounting policies and presti

(b) major judgmental areas;

(c) significant adjustments resulting from the igud

(d) the going concern assumptions and any quatifios;

(e) compliance with accounting standards; and

() compliance with the Listing Rules.



6.5 In regard to 6.4 above:-

(&) Members must liaise with the Board and the Camg{s senior
management and the Audit Committee must meetaat tance a year,
with the Company’s auditors; and

(b) the Audit Committee should consider any siguaifit or unusual items
that are, or may need to be, reflected in suchrte@md accounts and
must give due consideration to any matters thae l@een raised by
the Company’s staff responsible for the accountamgl financial
reporting function, compliance officer (or persarcopying the same
position) or auditors;

Oversight of the Company’s financial reporting syst and internal control
procedures

6.6 to review the Company’s financial controls,emmal control and risk
management systems;

6.7  to discuss with the management the systemtefnial control and ensure
that management has discharged its duty to haveffactive internal
control system including the adequacy of resourcgmlifications and
experience of staff of the Company’s accounting &ndncial reporting
function, and their training programmes and budget;

6.8  to consider any findings of major investigasiaf internal control matters
as delegated by the Board or on its own initiatarel management’s
response;

6.9 where an internal audit function exists, toueasoordination between the
internal and external auditors, and to ensuretti@internal audit function
is adequately resourced and has appropriate stamdihin the Company,
and to review and monitor the effectiveness ofitibernal audit function;

6.10 to review the financial and accounting poBciand practices of the
Company and its subsidiaries;

6.11 to review the external auditors’ managemetiedeany material queries
raised by the external auditors to managementspea of the accounting
records, financial accounts or systems of contnotl ananagement’s
response;

6.12 to ensure that the Board will provide a timegponse to the issues raised
in the external auditors’ management letter;

6.13 to report to the Board on the matters setrotite Terms of Reference; and

6.14 to consider other topics, as defined by tharé.o



7. Reporting procedures
7.1  The Audit Committee shall report to the Boditdraeach meeting.
Remark: “senior management” should refer to thensacategory of persons as referred to in the

Company’s annual report and required to be disatbgeder Appendix 16 to the Listing
Rules.



