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General

The Company is an exempted company incorporated in Bermuda with
limited liability. Its shares are listed on The Stock Exchange of Hong Kong
Limited (the “Hong Kong Stock Exchange”). Its parent is Paul Y. Investments
Limited, a company incorporated in Hong Kong and its ultimate holding
company is PYI Corporation Limited (“PYI”, formerly known as Paul Y. - ITC
Construction Holdings Limited), a company incorporated in Bermuda with
limited liability. The addresses of the registered office and principal place of
business of the Company are disclosed in the “Corporate Information”

section to the annual report.

The consolidated financial statements are presented in Hong Kong dollars,

which is the same as the functional currency of the Company.

The Company is an investment holding company. The activities of its principal

subsidiaries, associates and jointly controlled entities are set out in note 44.

Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies

In the current year, the Group has applied, for the first time, a number of
new Hong Kong Financial Reporting Standards (“HKFRSs"), Hong Kong
Accounting Standards (“HKASs") and Interpretations (“INTs") (hereinafter
collectively referred to as “new HKFRSs") issued by the Hong Kong Institute
of Certified Public Accountants (the “HKICPA") that are effective for
accounting periods beginning on or after 1 January 2005. The application
of the new HKFRSs has resulted in a change in the presentation of the
consolidated income statement, consolidated balance sheet and
consolidated statement of changes in equity. In particular, the presentation
of minority interests and share of tax of associates and jointly controlled
entities have been changed. The changes in presentation have been applied
retrospectively. In addition, the adoption of the new HKFRSs has resulted in
changes to the Group’s accounting policies in the following areas that have
an effect on how the results for the current and/or prior accounting years

are prepared and presented:
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For the year ended 31 March 2006
ooooooooooooooon

Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(continued)

Share-based payment

In the current year, the Group has applied HKFRS 2 “Share-based Payment”
which requires an expense to be recognised where the Group buys goods
or obtains services in exchange for shares or rights over shares (“equity-
settled transactions”). The principal impact of HKFRS 2 on the Group is in
relation to the expensing of the fair value of share options granted to
directors and employees of the Group, determined at the date of grant of
the share options, over the vesting period. Prior to the application of HKFRS
2, the Group did not recognise the financial effect of these share options
until they were exercised. The Group has applied HKFRS 2 to share options
granted on or after 1 April 2005 (see note 3 for the financial impact). In
relation to share options granted by the Group before 1 April 2005, as
these share options had lapsed before 1 April 2005, no prior period
adjustment has been required.

Business combinations

HKFRS 3 “Business Combinations” is effective for business combinations
for which the agreement date is on or after 1 January 2005. The Group has
not entered into any agreement between the period from 1 January 2005
to 31 March 2005. On 1 April 2005, the Group has applied the transitional
provisions of HKFRS 3. The principal effects of the application of HKFRS 3
to the Group are summarised below:

Goodwill

In previous periods, goodwill arising on acquisitions was capitalised and
amortised over its estimated useful life. In the current year, the Group has
applied the relevant transitional provisions in HKFRS 3. On 1 April 2005,
the Group has eliminated the related accumulated amortisation of
HK$116,285,000 against the cost of such goodwill in the consolidated
balance sheet. The Group has also discontinued amortising such goodwill
from 1 April 2005 onwards and such goodwill will be tested for impairment
at least annually. Goodwill arising on acquisition after 1 January 2005 is
measured at cost less accumulated impairment losses (if any) after initial
recognition. As a result of this change in accounting policy, no amortisation
of goodwill has been charged in the current year (see note 3 for the financial
impact). Comparative figures have not been restated.
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Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(continued)

Owner-occupied leasehold interest in land

In previous periods, owner-occupied leasehold land and buildings were
included in property, plant and equipment and measured using the cost
model. In the current year, the Group has applied HKAS 17 “Leases”. Under
HKAS 17, the land and buildings elements of a lease of land and buildings
are considered separately for the purposes of lease classification, unless the
lease payments cannot be allocated reliably between the land and buildings
elements, in which case, the entire lease is generally treated as a finance
lease. To the extent that the allocation of the lease payments between the
land and buildings elements can be made reliably, the leasehold interests in
land are reclassified to prepaid lease payments under operating leases, which
are carried at cost and amortised over the lease term on a straight line
basis. This change in accounting policy has been applied retrospectively

(see note 3 for the financial impact).

Financial instruments

In the current year, the Group has applied HKAS 32 “Financial Instruments:
Disclosure and Presentation” and HKAS 39 “Financial Instruments:
Recognition and Measurement”. HKAS 32 requires retrospective application.
HKAS 39, which is effective for annual periods beginning on or after 1
January 2005, generally does not permit the recognition, derecognition or
measurement of financial assets and liabilities on a retrospective basis. The
application of HKAS 32 has had no material impact on how financial
instruments of the Group are presented for current and prior accounting
years. The principal effects resulting from the implementation of HKAS 39

are summarised below:
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Application of Hong Kong Financial Reporting
Standards/Changes in Accounting Policies
(continued)

Classification and measurement of equity securities

By 31 March 2005, the Group classified and measured its investments in
equity securities in accordance with the benchmark treatment of Statement
of Standard Accounting Practice (“SSAP") 24 " Accounting for Investments
in Securities”. Under SSAP 24, the Group’s investments in equity securities
are classified as “investment securities” and “other investments” as
appropriate. “Investment securities” are carried at cost less impairment
losses (if any) while “other investments” are measured at fair value, with
unrealised gains or losses included in profit or loss. From 1 April 2005
onwards, the Group has applied the relevant transitional provisions in HKAS
39 to classify and measure its investments in equity securities. Under HKAS
39, the Group’s investments in equity securities are classified as “available-
for-sale financial assets”, which is carried at fair value with changes in fair
values recognised in equity.

On 1 April 2005, the Group’s investment securities with carrying amount
of HK$389,000 were reclassified to available-for-sale investments and were
remeasured at fair value with an increase in fair value of HK$1,521,000
made to the Group’s investment revaluation reserve at 1 April 2005, which
will be released to the consolidated income statement upon disposal or
impairment of the relevant available-for-sale investments (see note 3 for

the financial impact).

Financial assets and financial liabilities other than debt and equity securities

From 1 April 2005 onwards, the Group classifies and measures its financial
assets and financial liabilities other than investments in debt and equity
securities (which were previously outside the scope of SSAP 24) in accordance
with the requirements of HKAS 39. Under HKAS 39, financial assets are
classified as “financial assets at fair value through profit or loss”, “available-
for-sale financial assets”, “loans and receivables” or “held-to-maturity
financial assets”. Financial liabilities are generally classified as “financial
liabilities at fair value through profit or loss” or “other financial liabilities”.
“Financial liabilities at fair value through profit or loss” are measured at fair
value, with changes in fair value being recognised in profit or loss directly.
“Other financial liabilities” are carried at amortised cost using the effective
interest method after initial recognition. The adoption of HKAS 39 has had
no material effect on the Group’s consolidated financial statements.
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Summary of the Effects of the Changes in
Accounting Policies

The financial effects of the changes in accounting policies described above

are summarised as follows:

(a) Effects on the results for the current and prior year:

EfRREHCHERE
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(a) HAFEREFRAZZE:

2006 2005

HK$'000 HK$'000

FHExT oono

Non-amortisation of goodwill ooooo 7,424 -
Recognition of share-based payment odoooooooooooo

as expense (137) -

Increase in profit for the year gooooo 7,287 -

Analysis by line items presented according to their function:

ooooooooooOoooonod

2006 2005

HK$'000 HK$'000

FERT ooo

Decrease in administrative expenses ooooog 7,287 -

In addition to the above, the share of tax of associates and jointly
controlled entities has been reclassified and included in share of results
of associates and jointly controlled entities, respectively. The effects

by line items are as follows:
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2006 2005
HK$'000 HK$'000
TR 0oo
(Decrease) increase in share of oooooooo
results of associates oooooog (217) 565
Decrease in share of results of jointly oooooooog
controlled entities oooo - (171)
Decrease (increase) in taxation gooooooo 217 (394)
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ooooooooooooooon

3. Summary of the Effects of the Changes in 3. ENfBXEBH 2 FEME (&)
Accounting Policies (continued)
(b) Effects on the balance sheet as at 31 March 2005 and 1 April (b)) $R-_EFEFERF=A=+—-HR=-ZF
2005: ERFNF—HzEEEERZE
As at
31.3.2005 As at As at
R-BZRE 31.3.2005 1.4.2005
=A=+-H Effecctof R-ZTHE Effecctof R-ZTRE
HK$'000 HKAS17 =A=+-H HKAS 39 mMA—H
Tign  BEETHER HKS'000  EHEFHER HK$'000
(originally ~ E178z &2 THET EHzFE TERT
stated) HK$'000 (restated) HK$'000 (restated)
(R %513 FEx (=235 TER (RE7)
Effects on assets and liabilities: ~ #E&EHAEF 2 FE
Property, plant and equipment gooooooo 109,717 (24,286) 85,431 - 85,431
Prepaid land lease payments gooooo
- non-current goooo - 23,711 23,711 - 23,711
- current gooo - 575 575 575
Investment securities 0ooo 389 - 389 (389) -
Available-for-sale investments ooooooo - - - 1,910 1,910
110,106 - 110,106 1,521 111,627
Effects on equity: HEECY
Investment revaluation reserve goooono - - - 1,521 1,521
The application of the new HKFRSs had had no effect to the Group’s equity ooooooOoOoooooooooooo
at 1 April 2004. gooooooboooboooooo
The Group has not early applied the following new standards, amendments oo0ooooo0oooooboOo0ooooo
and interpretations that have been issued but are not yet effective and are goooooooooooopoooooo

pertinent to the operations of the Group.
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Summary of the Effects of the Changes in
Accounting Policies (continued)

The directors of the Company anticipate that the application of these
standards, amendments and interpretations will have no material effect to
the results and the financial positions of the Group except for HKAS 39 and
HKFRS 4 (Amendments) “Financial Guarantee Contracts” which require all
financial guarantee contracts to be initially measured at fair value. The
directors consider the impact resulting from this amendment cannot be
reasonably estimated as at the balance sheet date.

HKAS 1 (Amendment)
HKAS 19 (Amendment)
HKAS 21 (Amendment)

HKAS 39 (Amendment)

HKAS 39 (Amendment)

HKAS 39 & HKFRS 4
(Amendments)

HKFRS 7

HK(IFRIC) — INT 4

HK(IFRIC) = INT 7

HK(IFRIC) — INT 8

HK(IFRIC) — INT 9

Capital disclosures’
Actuarial gains and losses, group plans
and disclosures?

Net investment in a foreign operation?

Cash flow hedge accounting of
forecast intragroup transactions?

The fair value option?

Financial guarantee contracts?

Financial instruments: disclosures'

Determining whether an arrangement
contains a lease?

Applying the restatement approach
under HKAS 29 Financial Reporting in

Hyperinflationary Economies?

Scope of HKFRS 24

Reassessment of embedded derivatives®

! Effective for annual periods beginning on or after 1 January 2007.

? Effective for annual periods beginning on or after 1 January 2006.

3 Effective for annual periods beginning on or after 1 March 2006.

4 Effective for annual periods beginning on or after 1 May 2006.

° Effective for annual periods beginning on or after 1 June 2006.
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Significant Accounting Policies

The consolidated financial statements have been prepared on the historical
cost basis, except for certain financial instruments which are measured at

fair values as explained in the accounting policies set out below.

The consolidated financial statements have been prepared in accordance
with HKFRSs issued by the HKICPA. In addition, the consolidated financial
statements include applicable disclosures required by the Rules Governing
the Listing of Securities on the Hong Kong Stock Exchange and by the

Hong Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial statements

of the Company and its subsidiaries made up to 31 March each year.

The results of subsidiaries acquired or disposed of during the year are
included in the consolidated income statement from the effective date of

acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies in line with those used by

other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated

on consolidation.

Minority interests in the net assets of consolidated subsidiaries are presented
separately from the Group's equity therein. Minority interests in the net
assets consist of the amount of those interests at the date of the original
business combination and the minority’s share of changes in equity since
the date of the combination. Losses applicable to the minority in excess of
the minority’s interest in the subsidiary’s equity are allocated against the
interests of the Group except to the extent that the minority has a binding

obligation and is able to make an additional investment to cover the losses.

Business combination

The acquisition of subsidiaries is accounted for using the purchase method.
The cost of the acquisition is measured at the aggregate of the fair values,
at the date of exchange, of assets given, liabilities incurred or assumed,
and equity instruments issued by the Group in exchange for control of the
acquiree, plus any costs directly attributable to the business combination.
The acquiree’s identifiable assets, liabilities and contingent liabilities that
meet the conditions for recognition under HKFRS 3 are recognised at their

fair values at the acquisition date.

Paul Y. Engineering Group Limited
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Significant Accounting Policies (continued)

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated

depreciation and any accumulated impairment loss.

Depreciation is provided to write off the cost of items of property, plant
and equipment over their estimated useful lives using the straight line

method.

An item of property, plant and equipment is derecognised upon disposal or
when no future economic benefits are expected to arise from the continued
use of the asset. Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal proceeds and the
carrying amount of the item) is included in the consolidated income

statement in the year in which the item is derecognised.

Prepaid land lease payments

The up-front payments to acquire leasehold interest in land are accounted
for as operating leases and are stated at cost and amortised over the lease

term on a straight line basis.

Goodwill

Goodwill arising on acquisitions prior to 1 January 2005

Goodwill arising on an acquisition of a subsidiary for which the agreement
date is before 1 January 2005 represents the excess of the cost of acquisition
over the Group’s interest in the fair value of the identifiable assets and
liabilities of the relevant subsidiary at the date of acquisition. Such goodwill
was capitalised and amortised on straight line basis over its estimated useful
life in previous periods. In the current year, the Group has discontinued
amortising such goodwill from 1 April 2005 onwards, and goodwiill is tested
for impairment annually, and whenever there is an indication that the cash

generating unit to which the goodwill relates may be impaired.
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Significant Accounting Policies (continued)

Impairment

For the purposes of impairment testing, goodwiill arising from an acquisition
is allocated to each of the relevant cash-generating units, or groups of
cash-generating units, that are expected to benefit from the synergies of
the acquisition. A cash-generating unit to which goodwill has been allocated
is tested for impairment annually, and whenever there is an indication that
the unit may be impaired. For goodwill arising on an acquisition in a financial
year, the cash-generating unit to which goodwill has been allocated is tested
for impairment before the end of that financial year. When the recoverable
amount of the cash-generating unit is less than the carrying amount of the
unit, the impairment loss is allocated to reduce the carrying amount of any
goodwill allocated to the unit first, and then to the other assets of the unit
pro rata on the basis of the carrying amount of each asset in the unit. Any
impairment loss for goodwill is recognised directly in the consolidated income
statement. An impairment loss for goodwill is not reversed in subsequent

periods.

Capitalised goodwill arising on an acquisition of a subsidiary is presented

separately in the balance sheet.

On subsequent disposal of a subsidiary, the attributable amount of goodwill
capitalised is included in the determination of the amount of profit or loss

on disposal.

Interests in associates

The results and assets and liabilities of associates are incorporated in the
consolidated financial statements using the equity method of accounting.
Under the equity method, investments in associates are carried in the
consolidated balance sheet at cost as adjusted for post-acquisition changes
in the Group’s share of the profit or loss and of changes in equity of the
associates, less any identified impairment loss. When the Group’s share of
losses of an associate equals or exceeds its interest in that associate (which
includes any long-term interest that, in substance, form part of the Group’s
net investment in the associate), the Group discontinues recognising its
share of further losses. An additional share of losses is provided for and a
liability is recognised only to the extent that the Group has incurred legal or

constructive obligations or made payments on behalf of that associate.

Where a group entity transacts with an associate of the Group, unrealised
profits and losses are eliminated to the extent of the Group’s interest in the
relevant associate, except to the extent that unrealised losses provide
evidence of an impairment of the asset transferred, in which case, the full

amount of losses is recognised.
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Significant Accounting Policies (continued)

Interests in jointly controlled entities

Joint venture arrangements that involve the establishment of a separate
entity in which venturers have joint control over the economic activity of
the entity are referred to as jointly controlled entities.

The results and assets and liabilities of jointly controlled entities are
incorporated in the consolidated financial statements using the equity
method of accounting. Under the equity method, investments in jointly
controlled entities are carried in the consolidated balance sheet at cost as
adjusted for post-acquisition changes in the Group’s share of the profit or
loss and of changes in equity of the jointly controlled entities, less any
identified impairment loss. When the Group’s share of losses of a jointly
controlled entity equals or exceeds its interest in that jointly controlled entity
(which includes any long-term interest that, in substance, form part of the
Group's net investment in the jointly controlled entity), the Group
discontinues recognising its share of further losses. An additional share of
losses is provided for and a liability is recognised only to the extent that the
Group has incurred legal or constructive obligations or made payments on
behalf of that jointly controlled entity.

When a group entity transacts with a jointly controlled entity of the Group,
unrealised profits or losses are eliminated to the extent of the Group’s interest
in the relevant jointly controlled entity, except to the extent that unrealised
losses provide evidence of an impairment of the asset transferred, in which
case, the full amount of losses is recognised.

Other intangible assets

On initial recognition, other intangible assets acquired separately other than
from business combinations are recognised at cost. After initial recognition,
other intangible assets with indefinite useful lives are carried at cost less
any accumulated impairment loss.

Gains or losses arising from derecognition of an intangible asset are measured
as the difference between the net disposal proceeds and the carrying amount
of the asset and are recognised in the consolidated income statement when
the asset is derecognised.

Other intangible assets with indefinite useful lives are tested for impairment
annually by comparing their carrying amounts with their recoverable
amounts, irrespective of whether there is any indication that they may be
impaired. If the recoverable amount of other intangible assets is estimated
to be less than its carrying amount, the carrying amount of the other
intangible assets is reduced to its recoverable amount. An impairment loss
is recognised as an expense immediately.

When an impairment loss subsequently reverses, the carrying amount of
other intangible assets is increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not exceed the
carrying amount that would have been determined had no impairment loss
been recognised for those other intangible assets in prior years. A reversal
of an impairment loss is recognised as income immediately.
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Significant Accounting Policies (continued)

Impairment (other than goodwill)

At each balance sheet date, the Group reviews the carrying amounts of its
assets to determine whether there is any indication that those assets have
suffered an impairment loss. If the recoverable amount of an asset is
estimated to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. An impairment loss is recognised
as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount of
the asset is increased to the revised estimate of its recoverable amount, but
so that the increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been recognised
for the asset in prior years. A reversal of an impairment loss is recognised as
income immediately.

Construction contracts

When the outcome of a construction contract can be estimated reliably,
contract costs are recognised as expenses by reference to the stage of
completion of the contract activity at the balance sheet date on the same
basis as contract revenue. When the outcome of a construction contract
cannot be estimated reliably, contract costs are recognised as expenses in
the period in which they are incurred. Variations in contract work and claims
are included to the extent that they have been agreed with the customer.
Provision is made for foreseeable losses as soon as they are anticipated by
management.

Where contract costs incurred to date plus recognised profit less recognised
loss exceed progress billings, the excess is shown as amount due from a
customer for contract work. Where progress billings exceed contract costs
incurred to date plus recognised profit less recognised loss, the excess is
shown as amount due to a customer for contract work.

Revenue recognition

Revenue from a construction contract is recognised on the percentage of
completion method, measured by reference to the value of work certified
during the year.

Project management service income and facilities management service
income are recognised when services are provided.

Dividend income from investments is recognised when the Group's right to
receive payment has been established.

Interest income from a financial asset is accrued on a time basis, by reference
to the principal outstanding and at the effective interest rate applicable,
which is the rate that exactly discounts the estimated future cash receipts
through the expected life of the financial asset to that asset’s net carrying
amount.

Paul Y. Engineering Group Limited
Annual Report 2006
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Significant Accounting Policies (continued)

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets i.e. assets that necessarily take a substantial
period of time to get ready for their intended use or sale, are capitalised as
part of the cost of those assets. Capitalisation of such borrowing costs
ceases when the assets are substantially ready for their intended use or
sale. Investment income earned on the temporary investment of specific
borrowings pending their expenditure on qualifying assets is deducted from

the borrowing costs capitalisation.

All other borrowing costs are recognised as an expense in the period in

which they are incurred.

Retirement benefit costs

Payments to defined contribution retirement benefit schemes are charged
as an expense or capitalised in contracts in progress, where appropriate, as

they fall due.

Leasing

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership to the lessee. All other

leases are classified as operating leases.

Rentals payable under operating leases are charged to profit or loss on a
straight line basis over the term of the relevant lease. Benefits received and
receivable as an incentive to enter into an operating lease are recognised as

a reduction of rental expense over the lease term on a straight line basis.

Taxation

Taxation represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable
profit differs from profit as reported in the consolidated income statement
because it excludes items of income or expense that are taxable or deductible
in other years and it further excludes items that are never taxable or
deductible. The Group’s liability for current tax is calculated using tax rates

that have been enacted or substantively enacted by the balance sheet date.
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Significant Accounting Policies (continued)

Taxation (continued)

Deferred tax is recognised on differences between the carrying amounts of
assets and liabilities in the consolidated financial statements and the
corresponding tax bases used in the computation of taxable profit, and is
accounted for using the balance sheet liability method. Deferred tax liabilities
are generally recognised for all taxable temporary differences and deferred
tax assets are recognised to the extent that it is probable that taxable profits
will be available against which deductible temporary differences can be
utilised. Such assets and liabilities are not recognised if the temporary
difference arises from goodwill or from the initial recognition (other than in
a business combination) of other assets and liabilities in a transaction that
affects neither the taxable profit nor the accounting profit.

Deferred tax is calculated at the tax rates that are expected to apply in the
period when the liability is settled or the asset is realised. Deferred tax is
charged or credited in the consolidated income statement, except when it
relates to items charged or credited directly to equity, in which case the
deferred tax is also dealt with in equity.

Foreign currencies

In preparing the financial statements of each individual group entity,
transactions in currencies other than the functional currency of that entity
(foreign currencies) are recorded in its functional currency (i.e. the currency
of the primary economic environment in which the entity operates) at the
rates of exchanges prevailing on the dates of the transactions. At each
balance sheet date, monetary items denominated in foreign currencies are
retranslated at the rates prevailing on the balance sheet date. Non-monetary
items that are measured in terms of historical cost in a foreign currency are
not retranslated.

Exchange differences arising on the settlement of monetary items, and on
the translation of monetary items, are recognised in profit or loss in the
period in which they arise, except for exchange differences arising on a
monetary item that forms part of the Group’s net investment in a foreign
operation, in which case, such exchange differences are recognised in equity
in the consolidated financial statements.

For the purpose of presenting the consolidated financial statements, the
assets and liabilities of the Group’s foreign operations are translated into
the presentation currency of the Company (i.e. Hong Kong dollars) at the
rate of exchange prevailing at the balance sheet date, and their income
and expenses are translated at the average exchange rates for the year,
unless exchange rates fluctuate significantly during the period, in which
case, the exchange rates prevailing at the dates of the transactions are
used. Exchange differences arising, if any, are classified as a separate
component of equity (the translation reserve). Such exchange differences
are recognised in profit or loss in the period in which the foreign operation
is disposed of.

Paul Y. Engineering Group Limited
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Significant Accounting Policies (continued)

Financial instruments

Financial assets and financial liabilities are recognised on the balance sheet
when a group entity becomes a party to the contractual provisions of the
instruments. Financial assets and financial liabilities are initially measured at
fair value. Transaction costs that are directly attributable to the acquisition
or issue of financial assets and financial liabilities (other than financial assets
and financial liabilities at fair value through profit or loss) are added to or
deducted from the fair value of the financial assets or financial liabilities, as
appropriate, on initial recognition. Transaction costs directly attributable to
the acquisition of financial assets or financial liabilities at fair value through
profit or loss are recognised immediately in profit or loss.

Financial assets

The Group’s financial assets are classified as loans and receivables, and
available-for-sale financial assets. All reqular way purchases or sales of
financial assets are recognised and derecognised on a trade date basis.
Regular way purchases or sales are purchases or sales of financial assets
that require delivery of assets within the time frame established by regulation
or convention in the market place. The accounting policies adopted are set
out below:

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. At each
balance sheet date subsequent to initial recognition, loans and receivables
(including loan receivable, loan to a related company, deferred consideration
receivable, debtors, deposits, amounts due from related companies/
associates/a jointly controlled entity/a fellow subsidiary and bank deposits)
are carried at amortised cost using the effective interest method, less any
identified impairment loss. An impairment loss is recognised in profit or
loss when there is objective evidence that the asset is impaired, and is
measured as the difference between the asset’s carrying amount and the
present value of the estimated future cash flows discounted at the original
effective interest rate. Impairment losses are reversed in subsequent periods
when an increase in the asset’s recoverable amount can be related objectively
to an event occurring after the impairment was recognised, subject to a
restriction that the carrying amount of the asset at the date the impairment
is reversed does not exceed what the amortised cost would have been had
the impairment not been recognised.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either
designated or not classified as any of the other categories. At each balance
sheet date subsequent to initial recognition, available-for-sale financial assets
are measured at fair value. Changes in fair value are recognised in equity,
until the financial asset is disposed of or is determined to be impaired, at
which time, the cumulative gain or loss previously recognised in equity is
removed from equity and recognised in profit or loss. Any impairment losses
on available-for-sale financial assets are recognised in profit or loss.
Impairment losses on available-for-sale equity investments will not reverse
in profit or loss in subsequent periods.
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4,

Significant Accounting Policies (continued)
Financial instruments (continued)

Financial liabilities and equity

Financial liabilities and equity instruments issued by a group entity are
classified according to the substance of the contractual arrangements
entered into and the definitions of a financial liability and an equity
instrument.

An equity instrument is any contract that evidences a residual interest in
the assets of the group entity after deducting all of its liabilities. Equity
instruments issued by the Company are recorded at the proceeds received,
net of direct issue costs.

The Group's financial liabilities (including creditors, amounts due to
associates/a jointly controlled entity/a fellow subsidiary and bank borrowings)
are measured at amortised cost, using the effective interest method,

subsequent to initial recognition.

Derecognition

Financial assets are derecognised when the rights to receive cash flows
from the assets expire or the financial assets are transferred and the Group
has transferred substantially all the risks and rewards of ownership of the
financial assets. On derecognition of a financial asset, the difference between
the asset’s carrying amount and the sum of the consideration received and
the cumulative gain or loss that had been recognised directly in equity is

recognised in profit or loss.

For financial liabilities, they are removed from the Group’s balance sheet
when, and only when, they are extinguished (i.e. when the obligation
specified in the relevant contract is discharged, cancelled or expires). The
difference between the carrying amount of the financial liability derecognised
and the consideration paid or payable is recognised in profit or loss.

Share-based payment transactions

For share options granted to employees of the Group after 7 November
2002 and had not vested on 1 April 2005, the fair value of services received
determined by reference to the fair value of share options granted at the
grant date is expensed on a straight line basis over the vesting period, with
a corresponding increase in equity (share options reserve).

At the time when the share options are exercised, the amount previously
recognised in share options reserve will be transferred to share premium.
When the share options are forfeited after the vesting date or are still not
exercised at the expiry date, the amount previously recognised in share
options reserve will be transferred to accumulated losses.

Paul Y. Engineering Group Limited
Annual Report 2006
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5.

Key Sources of Estimation Uncertainty

In the process of applying the Group’s accounting policies, management
has made various estimates based on past experience, expectations of the
future and other information. The key sources of estimation uncertainty
that may significantly affect the amounts recognised in the consolidated
financial statements are disclosed below:

(a) Estimated impairment of goodwiill

Determining whether goodwill is impaired requires an estimation of
the value in use of the cash-generating units to which goodwill has
been allocated. The value in use calculation requires the Group to
estimate the future cash flows expected to arise from the cash-
generating unit and a suitable discount rate in order to calculate the
present value. Where the actual future cash flows are less than
expected, a material impairment loss may arise. At 31 March 2006,
the carrying amount of goodwill is HK$61,646,000. Details of the
recoverable amount calculation are set out in note 18.

(b) Deferred tax asset

At 31 March 2006, a deferred tax asset in relation to unused tax
losses of HK$697,930,000 has not been recognised in the Group’s
balance sheet due to unpredictability of future profit streams. In cases
where the actual future profits generated are more than expected, a
material deferred tax credit would be recognised in the consolidated
income statement in the period in which the tax losses are utilised.

(c) Construction contracts

The Group's profit or loss arising from construction contract is
determined by reference to the latest available budgets of individual
construction contract prepared by the Group based on management’s
best estimates and judgments. Provision is made for foreseeable losses
as soon as they are anticipated by management.

Financial Instruments and Financial Risk
Management Objectives and Policies

The Group’s major financial instruments include debtors, pledged bank
deposits, short term bank deposits and bank balances, creditors, bank
borrowings, amounts due from (to) related companies/associates/jointly
controlled entities/fellow subsidiaries. The risks associated with these
financial instruments and the policies on how to mitigate these risks are set
out below:

(a) Cash flow interest rate risk

The Group’s bank borrowings and bank deposits are carried at floating
rate based on the market rates and are therefore exposed to cash
flow interest rate risk. The Group currently does not use interest rate
swap to swap its borrowings from floating rates to fixed rates as
management believes that changes in the interest rate will not have
a significant impact on the Group’s financial position. However,
management monitors closely the interest rate exposure and will
consider using interest rate swaps should the need arise.

A FRES 2 EERIR
0000000000000000000
0000000000000000000
D000000000000000000
D00D0D00000000000000
aln

(a) BEZMEFHEE

obooooooooboooooo
gopoooooobooooooboo
ooboooooooboobogoooo
oobooooooooooooboo
gbooooooobooboooooo
ooobooooooooobooobooo
oooooooooooooobood
gooooooooobooobooooo
616460000000 0O000O0OO0O
gooooisd

(b) EEHEBEELEE

gooOooOooooobobboooo
oooO0oo0ooOoooooboooooo
697,930,000 00000O00O0ODO
gbooooooobooboooooo
oboooooooboobboooooo
ooooooocoooooooboo
ooooooo

(c) BHEEHN

oobooooocobooooooboo
ooooooocoooooooboo
gopoooooobooooooboo
gopOoooooooboDbOoOoooo
oooooooooo

TRMIARVBEARBREZERR
BR

gooooboooooobOoOooooo
gooooboooooboooooboo
gbooooboobooooboooooobbooobo
gbooooooobooooboooooboooo
goooobooOoooooobobooooooo
goboooooooooo

(a) HERFEEE

oboooooobooboooooo
oboooobobbobooooooooa
goooooooooooooood
gooooooDOoooooOooboo
oobooooooooooooboo
oboboooobooooooooooo
oboooooobOoooooooo
oobooobooooooo

oooooooooo
20060 O

73



74

Notes to the Consolidated Financial Statements
BEMBHRRERKE

For the year ended 31 March 2006
ooooooooooooooon

6.

Financial Instruments and Financial Risk
Management Objectives and Policies (continued)

(b)

(c)

Currency risk

Foreign currency risk is the risk that the value of a financial instrument
will fluctuate because of changes in foreign exchange rates. However,
group entities mainly transact in functional currency that the exposure

of the Group to foreign currency risk is considered to be minimal.

Credit risk

The Group's principal financial assets are pledged bank deposits, short

term bank deposits, bank balances and debtors.

The credit risk on pledged bank deposits, short term bank deposits
and bank balances is limited because the counterparties are banks

with good reputation.

The Group’s maximum exposure to credit risk in the event of the
counterparties’ failure to perform their obligations is in relation to
the carrying amount of its debtors as stated in the consolidated balance
sheet. In order to minimise the credit risk, management has delegated
a team responsible for determination of credit limits, credit approvals
and other monitoring procedures to ensure that follow-up action is
taken to recover overdue debts. In addition, the Group reviews
regularly the recoverable amount of each individual debtor to ensure
that adequate impairment losses are made for irrecoverable amounts.
In this regard, the directors of the Company consider that the Group’s

credit risk is significantly reduced.

Due to the fact that there are only a few major property developers in
Hong Kong, the Group has significant concentration of credit risk on
a number of customers. In view of their credit standings, good payment
record in the past and long term relationships with the Group, the
directors of the Company consider that the Group’s credit risk is

minimal.

Paul Y. Engineering Group Limited
Annual Report 2006
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Financial Instruments and Financial Risk
Management Objectives and Policies (continued)

(d) Liquidity risk

(e)

The objective of the Group is to maintain a balance between the
continuity of funding and the flexibility through the use of bank
borrowings. In addition, banking facilities have been put in place for

general funding purposes.

Fair value

The carrying amount of the Group’s financial instruments (including
deferred consideration receivable, debtors, loan receivable, pledged
bank deposits, short term bank deposits, bank balances and cash,
creditors, bank borrowings, amounts due from (to) related companies/
associates/jointly controlled entity/fellow subsidiary and loan to a
related company) approximates their fair value due to the short

maturity.

Turnover

Turnover represents the total value of contract work certified and the gross

proceeds received and receivable from project management services in

connection with contract work rendered by the Group, and service income

from building facilities management during the year and is analysed
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as follows:
2006 2005
HK$'000 HK$'000
TR ooo
Revenue from construction contracts oooooo 3,076,154 3,243,913
Project management service income oooooooo 26,776 3,770
Building facilities management service income gooooooooo 6,946 -
3,109,876 3,247,683
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Business and Geographical Segments

Business segments

For management purposes, the Group’s operations are currently organised
into four operating segments, namely building construction, civil
engineering, project management and facilities management.

In the previous year, the Group’s operations were organised into three
segments namely building construction, civil engineering and specialist
works. The specialist works comprised interior decoration, building services,
foundation works and project management in connection with construction
contracts. During the year, management has reorganised the operating
segments by reclassifying the interior decoration and building services works
to building construction segment, and foundation works to civil engineering
segment, and has the project management shown as a separate segment.
Comparative segment information has been restated accordingly.

Business segment information for the year ended 31 March 2006 is
presented below:
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Building Civil Project Facilities
construction  engineering management management Others  Eliminations  Consolidated
BFRE TRIR BREE RiBEE Hit Eaf aa
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ooo goo goo ooo ooo ooo ooo
TURNOVER EXE
External sales oooo 2,219,582 856,572 26,776 6,946 - - 3,109,876
Inter-segment sales gooooo 5,366 60,662 - 4 - (66,069) -
Total oo 2,224,948 917,234 26,776 6,987 - (66,009) 3,109,876
RESULTS E |
Segment results oooo 89,916 30,293 16,049 1,593 - 137,851
Unallocated corporate ooooooo
expenses (43,178)
Other income oooo 14,571
Finance costs oooo (3,315)
Loss on disposal of ooooooooo
subsidiaries (4,456) - - - - - (4,456)
Share of results of associates oooooooo 958 85 1,106 - 629 - 2,778
Share of results of jointly oooooooo
controlled entities oo 1 25 - - - - 26
Profit before taxation ooooo 104,277
Taxation oo (3,19)
Profit for the year oooo 101,081

Inter-segment sales are charged at market price or, where no market price
was available, at terms determined and agreed by both parties.

uooooOooooobooocoOooboooo
oboooboboooocooooooooond
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8. Business and Geographical Segments (continued) 8. EKR#EDI (&)

Business segments (continued) HEHBD B (E)
Building Civil Project Facilities
construction  engineering  management  management Others  Consolidated
=23 tAIR HEER RitEE Hit )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ood goo ood goog ooo ood
ASSETS 13
Segment assets gooo 1,056,702 358,152 45,980 3,639 - 1,464,473
Interests in associates oooooo 6,214 26,152 2,564 - 4,528 39,458
Interests in jointly oooooo
controlled entities oo 234 2,336 - - - 2,570
Unallocated corporate 0oooooo
assets 430,689
Total assets gooo 1,937,190
LIABILITIES oo
Segment liabilities oooo 870,302 340,515 5,283 1,895 - 1,217,995
Unallocated corporate ooooo
liabilities oo 338,951
Total liabilities ooo 1,556,946
OTHER INFORMATION Hip &
Capital additions oooo 3,451 1,369 204 174 2,055 7,253
Depreciation of property, oooooo
plant and equipment goooo 11,354 6,432 75 34 502 18,397

oooooooooo
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8. Business and Geographical Segments (continued)

Business segments (continued)

Business segment information for the year ended 31 March 2005 is

presented below:

8. XBR#MEDH (&)

R A (E)

ooooooOoO0oOoOoobooooooon
ooooooooo

Building Civil Project
construction engineering management Eliminations  Consolidated
BFEE TARIRE EHRER k) e )
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
goo goo goo gooo goo
TURNOVER =
External sales oooo 2,318,792 925,121 3,770 - 3,247,683
Inter-segment sales gooooo 38,460 62,325 - (100,785) -
Total oo 2,357,252 987,446 3,770 (100,785) 3,247,683
RESULTS ¥i5
Segment results gooo 83,087 21,586 1,980 106,653
Unallocated corporate goooooo
expenses (34,723)
Other income pgooo 771
Finance costs oooo (67)
Loss on disposal of interest 00000000
in an associate ooo (15) - - - (15)
Share of results of associates 00000000 6,503 (127) (163) - 6,213
Share of results of jointly gooooo
controlled entities oooo (76) 803 - - 727
Profit before taxation ooooo 79,559
Taxation 0o (1,836)
Profit for the year oooo 77,723

Inter-segment sales are charged at market price or, where no market price

was available, at terms determined and agreed by both parties.
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Business and Geographical Segments (continued)

8. XBRHEDE (&)

Business segments (continued) EHBHE (&)
Building Civil Project
construction engineering management Others  Consolidated
BFEE TARIR HEER Hity o)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ooo ooo ooo ooo ooo
ASSETS gE
Segment assets gooo 864,734 408,131 8,584 - 1,281,449
Interests in associates gooooag 5,098 26,063 1,399 - 32,560
Interests in jointly oooooo
controlled entities 0g 233 9,311 - - 9,544
Unallocated corporate 0ooooooo
assets 353,370
Total assets ooo 1,676,923
LIABILITIES &
Segment liabilities oooo 658,803 478,111 189 - 1,137,103
Unallocated corporate 0ooooooo
liabilities 216,354
Total liabilities ooo 1,353,457
OTHER INFORMATION Hity sl
Capital additions oooo 52,936 1,470 - 73 54,479
Amortisation of goodwill oooo 3,371 - - - 3,371
Depreciation of property, oooooo
plant and equipment goooo 18,866 12,700 - 5 31,571
Geographical segments wEDE

The Group's operations are located in Hong Kong, Macau and the People’s
Republic of China other than Hong Kong and Macau (the “PRC").

The following table provides an analysis of the Group’s turnover by
geographical market, irrespective of the origin of the goods/services:

ooo0ooooooboboooboooooo
oboooooOoOooomoooom

O0000ooo0o000b0O00000000
ooooooooo

2006 2005

HK$°000 HK$'000

FHET ooo

Hong Kong oo 2,686,246 3,165,685
Macau oo 389,050 71,871
PRC oo 34,580 10,127
3,109,876 3,247,683

oooooooooo
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EB¥RED W (&)

HES K ()

gooooboooooooboboooooo
ooobooooooooo

8. Business and Geographical Segments (continued) 8.

Geographical segments (continued)

The following is an analysis of the carrying amount of segment assets and
capital additions, analysed by the geographical area in which the assets are

80

located:
Carrying amount
of segment assets Capital additions
PEEEREE BEARET
2006 2005 2006 2005
HK$'000 HK$'000 HK$000 HK$'000
FExT ooo FExT ooo
Hong Kong oo 1,453,728 1,583,265 7,049 54,091
Macau od 174,715 30,465 - 64
PRC ood 308,747 63,193 204 324
1,937,190 1,676,923 7,253 54,479
9. Other Income 9. HfgA
2006 2005
HK$'000 HK$'000
FHET ooo
Bank interest income oooooa 7.403 412
Other interest income ooooog 6,993 359
Imputed interest income on deferred 00oooooooooooo
consideration receivable 175 -
14,571 771
10. Finance Costs 10. @& B A
2006 2005
HK$'000 HK$'000
FET ooo
Borrowing costs on bank borrowings oooooooooo
wholly repayable within five years ooooooooo 6,000 2,764
Less: Amount capitalised in respect of 00 oooooooo
contracts in progress goooog (2,685) (2,697)
3,315 67
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"M EEZREEME

11. Directors’ and Employees’ Emoluments

(i) Appointed on 17 January 2005 and resigned on 17 March 2006.

(i) Appointed on 17 January 2005.

(i) Appointed on 17 January 2005 and resigned on 30 April 2006.

(iv)  Appointed on 17 March 2006.

(v)  Resigned on 17 January 2005.

(ii)

(iii)

(iv)

(a) The emoluments paid or payable to each of the seven (2005: (a) ENSEMtE(ZEZTRF +=F)
twelve) directors are as follows: EFZCoHMEUT:
Retirement
Salaries benefit Share-based
and other scheme payment
benefits contributions expenses
Name of directors Fees MR BRABRH URGAEBRNR Total
Y e HitEH SRR ZXZHX Rt
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ood ooo goo goood good
2006 ZEERE
Ronald James Blake (note i) BRL () 600 - - - 600
Lau Ko Yuen, Tom (note ii) SR (i) - - - - -
Lee Hon Chiu (note ii) ZEH (Wi - 1,750 75 27 1,852
lain Ferguson Bruce lain Ferguson Bruce 300 - - - 300
(note i) (Kt &ii)
Lee Chack Fan (note i) 5 (Hi) 300 - - - 300
Wong Wing Hoo, Billy (note i)  EX3 (i) - 2,737 54 54 2,845
James Chiu (note iv) BHRE (FHziv) - - - - -
1,200 4,487 129 81 5,897
2005 —ZERF
Ronald James Blake (note i) ooooooid 124 - - - 124
Lau Ko Yuen, Tom (note i) 0oooooio - - - - -
Lee Hon Chiu (note ii) 000o0ooid - 310 16 - 326
lain Ferguson Bruce lain Ferguson Bruce 62 - - - 62
(note i) oooio
Lee Chack Fan (note ii) 0oooooio 62 - - - 62
Wong Wing Hoo, Billy (note iii) 0oo0oooiio - 359 " - 370
Lo Chi Ho, William (note v) 0ooooova - - - - -
To Chi (note v) 00ooovd - 698 10 - 708
Cheung Hon Kit (note v) 0ooooova - - - - -
Ng Wai Hung (note v) 0ooooova - - - - -
Choi Wing Kin (note v) oooooovd - - - - -
Wu Wing Kin (note v) 0ooooovo - 65 - - 65
248 1,432 37 - 1,717
Notes: ooo

goobooooooooooooboo
gooooooooooooo

goooooooooooooo

gooooooooooooooo
gooooooooooooo

goooooooooooooo

gooooooooooooo

oooooooooo
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11. Directors’ and Employees’ Emoluments (continued)

(b) Employees’ emoluments

The five highest paid individuals in the Group for the year included

two directors (2005: two directors) of the Company, details of whose

emoluments as directors are set out in note 11(a) above.

For the year ended 31 March 2005, the aggregate emoluments of

the two directors, including the emoluments before they are being

appointed as directors, are as follows:

1. EEREEME (&)

(b) EEME

gooooooooobooooooo
goooO0oO0ooooO0oooooo0om
Oo0ooooooooooooon@o

gooooooboooooooooo
goooo0oooooooooooo
oooooooooo

2005

HK$'000
0oood

Salaries and other benefits
Discretionary bonus

Retirement benefit scheme contributions

goooooo
gooao
oooooooo

2,936
1,700
114

4,750

The aggregate emoluments of the remaining three (2005: three)

highest paid individuals, who are employees of the Group are as

goOoboooooO0oooocoooooo
goooooobooboboboooooo

follows:
2006 2005
HK$’'000 HK$'000
FHExT ooo
Salaries and other benefits ooooooo 5,482 5,502
Discretionary bonus oooo 990 980
Retirement benefit scheme contributions gooogooo 147 160
Share-based payment expenses ddoo0ooooooooo 21 -
6,640 6,642
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11. Directors’ and Employees’ Emoluments (continued)

(b) Employees’ emoluments (continued)

Their emoluments were within the following bands:

"M EZREEMNE (F)

(b) EEMZ (&)

goooooooo

Number of employees

BEAH
2006 2005
HK$1,500,001 to HK$2,000,000 1,500,0010 O 0O 2,000,0000 O 1 1
HK$2,000,001 to HK$2,500,000 2,000,0010 0 O 2,500,0000 O 1 1
HK$2,500,001 to HK$3,000,000 2,500,0010 00 O 3,000,0000 O 1 1
3 3

During the year, no emoluments were paid by the Group to the five
highest paid individuals, including directors, as an inducement to join
or upon joining the Group or as compensation for loss of office. In
addition, none of the directors has waived any emoluments during

the year.

oooooooooooooobooo

goobOooooooooooooo
gbooooooooobOobooood
ooboboooooooboooooboo
ooooo

oooooooooo
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12. Profit Before Taxation

12. BR%E AT 7

2006 2005
HK$'000 HK$'000
FExT ooo
(restated)
ooogd
Profit before taxation has been arrived oooooooog
at after charging:
Amortisation of goodwiill (included in ooomooooooo
administrative expenses) - 3,371
Release of prepaid land lease payments oooooooog 575 575
Auditors’ remuneration goooo 2,732 1,554
Depreciation of property, plant and ddooooooooog
equipment (note (a) below) 0oooo@o 14,291 30,025
Operating lease rentals in respect of: ooooooo
Premises oagd 10,216 9,848
Plant and machinery ogoooo 1,252 8,614
Staff costs (note (b) below) 00o0ooogd(d 92,134 84,394
Loss on disposal of investments held-for-trading ooooooooooo 3,951 -
Net exchange loss oooooo 184 137
and after crediting: ooooo
Gain on disposal of property, plant and equipment 0000000000000 21,057 731
Notes: oon
2006 2005
HK$°000 HK$'000
FET ooo
(restated)
ooood
(@)  Depreciation of property, plant and equipment: (@) OUOOOoOOOOOOOO
Owned assets ogoog 18,397 31,571
Less: Amount capitalised in respect of 00 0oo00oooooooogo
contracts in progress (4,106) (1,546)
14,291 30,025
(b)  Staff costs: by OCOOOO
Directors’ emoluments (note 11) oDo0oooooilwg 5,897 1,717
Other staff costs: ooooooo
Salaries and other benefits ooooooo 230,463 272,392
Retirement benefit scheme contributions, joooooooooooooon
net of forfeited contributions of [002,818,0000 0
HK$2,818,000 (2005: HK$1,914,000) Ooooooggnor4,000000 6,574 7,749
Share-based payment expense gooooOooooooog 56 -
242,990 281,858
Less: Amount capitalised in respect of contracts in gooooooooooooog
progress (150,856) (197,464)
92,134 84,394
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13. Taxation

13. B 1R

2006 2005
HK$'000 HK$'000
FExT ooo
(restated)
ooooo
The charge comprises: goooooo
Hong Kong Profits Tax: oooooo
Current year oood 4,101 -
(Over)underprovision in prior years Joooooooomoo (2,926) 21
1,175 21
Overseas taxation oooo 3,332 1,166
Deferred taxation (note 33) 0000000330 (1,311) 649
Taxation attributable to the Company jdooduooogooooog
and its subsidiaries 3,196 1,836

Hong Kong Profits Tax is calculated at 17.5% (2005: 17.5%) of the estimated

assessable profits for the year.

Overseas taxation is calculated at the rates prevailing in the respective

jurisdictions.

ooooooOoO0oOoOoobooooooon

00175%100000017.5%00 00

ooo

oobooooOoO0oO0oOooboooooooo

oooooooooo

20060 O

85



Notes to the Consolidated Financial Statements
BEMBHRRERKE

For the year ended 31 March 2006
ooooooooooooooon

13. BiE (&)

obooooooooobooooooboooo
oooooooo

13. Taxation (continued)

The taxation charge for the year can be reconciled to the profit before

taxation per the consolidated income statement as follows:

86

2006 2005
HK$°000 HK$'000
FET ooo
(restated)
gooog
Profit before taxation ooooo 104,277 79,559
Tax at Hong Kong Profits Tax rate gooooooobooogoo 18,248 13,923
Tax effect of share of results of oO0oOooOoooooooo
associates/jointly controlled entities goooooo (490) (1,215)
Tax effect of expenses not deductible oooooooooooog
for tax purpose gooo 2,735 3,811
Tax effect of income not taxable o0ooooooooooo
for tax purpose oooog (9,074) (2,254)
Tax effect of deductible temporary 000ooooooooooo
difference not recognised oo 1,725 2,742
Tax effect of utilisation of deductible 0oooooooooooo
temporary difference previously goooooo
not recognised (9,155) (8,371)
Tax effect of tax losses not recognised oooooooooooog 9,190 2,338
Tax effect of utilisation of tax losses oOooooooooooo
previously not recognised gooo (9,664) (9,238)
Tax effect of different tax rates of oooooooooooo
subsidiaries operating in oooooooooo
other jurisdictions oooo 2,607 79
(Over)underprovision in prior years gooooOoooooog (2,926) 21
Taxation charge for the year ooooooo 3,196 1,836

Details of the deferred taxation are set out in note 33.
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14. Distributions

14. RE DK

2006 2005
HK$’000 HK$'000
TER 000
Dividends recognised as distributions to 000000000000
equity holders of the Company during ooopDbooooo
the current year:
Interim dividend paid for 2006 - 3 cents 00000000000
(2005: Nil) per share 0003000000000 0o 17,391 -
Final dividend paid for 2005 - 6 cents joooooooooo
(2004: Nil) per share 000e00000O00O0O0O OO 34,602 -
51,993 -
Dividends paid: oooooo
Interim dividend paid for 2006 - 3 cents ooooooooooo
(2005: Nil) per share 000300000000 oo 17,391 -
Dividends proposed: gooooo
Final dividend proposed for 2006 — 5 cents 00000000000
(2005: 6 cents) per share 00050000000006000 29,098 34,602

Of the dividends paid during the year, approximately HK$1,784,000 (2005:
Nil) and HK$1,529,000 (2005: Nil) were settled in shares under the
Company’s scrip dividend schemes announced by the directors of the
Company on 22 July 2005 and 13 December 2005, respectively, and were

credited to the accumulated profits of the Company during the year.

The amount of the final dividend proposed for the year ended 31 March
2006, which will be in scrip form with a cash option, has been calculated
by reference to the 581,958,779 issued shares as at the date of this report.

ooooooooonr7g4oo000 00000
oooooon,529.0000000000DOOO
ooooooooooooooooooo
goooooDoooboooooDoooooon
oo0ooobOooooooboocboooo
oooooooooooo

obobooooboooooooboooooo
ooooooooooooooooooo
O00000O581,958, 7790000000
ooo

oooooooooo
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15. Earnings Per Share 15. BRBF

The calculation of the basic and diluted earnings per share attributable to
the equity holders of the Company is based on the following data:

obooOoooooooobooooooooo
oooooooooo

2006 2005
HK$'000 HK$'000
FHET ooo
Profit for the year attributable to equity holders ooooooooooooooo
of the Company and earnings for the purposes 0o0ooooooooog
of basic and diluted earnings per share 100,902 80,006
Number Number
of shares of shares
RIDBE oooo
Weighted average number of ordinary shares godoooooooooooo
for the purposes of basic earnings per share oood 578,268,286 | 435,823,987
Effect of dilutive potential ordinary shares: oooooooooooog
Share options ood 129,624 -
Weighted average number of ordinary shares ooooooooboooooo
for the purposes of diluted earnings per share oood 578,397,910 | 435,823,987

Diluted earnings per share had not been calculated for the year ended 31
March 2005 as no potential ordinary shares were outstanding for that year.

Pursuant to the adoption of new and revised accounting policies as described
in note 2 above, the reported earnings per share for the current year has
been affected. The following table summarises the impact on basic and
diluted earnings per share for the year:

gbooooooooooobooooooo
goooooooooobooobooooDo
goooboooooobooo

o0o0oo0oo020000000000
gboooooooooooooooooo
gooooooooooboooogooo
oo

Impact Impact
on basic on diluted
earnings earnings

per share per share

HERESX HErREE
BRIz & BRIz E

HK$ HK$

oo oo

Figures before adjustments ooooo 0.162 0.162
Adjustments arising from application of new and 00oooooooooooo

revised accounting policies goooooo 0.012 0.012

Reported gogoo 0.174 0.174
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16. Property, Plant and Equipment

16. ME -BWMKRRIE

Furniture,
fixtures and
computer
equipment
Plant and Motor HE -
Buildings machinery vehicles RER Total
By RERER hat:d ERE g
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
ooo gooo ooo ooo ooo
COST oo
At 1 April 2004 oooooooono 739 410,197 21,009 59,235 491,180
Additions oo B 772 1,577 944 3,293
Disposals oo - (27,005) (1,131) (1,284) (29,420)
At 31 March 2005 gooobOooooooo 739 383,964 21,455 58,895 465,053
Translation adjustment oooo 20 - 9 1 40
On acquisition of subsidiaries 0ooooo - - - MM 1M
Additions oo B 4,447 955 1,740 7,142
Disposals oo - (309,615) (5,040) (3,692) (318,347)
Eliminated on disposal of subsidiaries 00ooooooo - (23,667) (286) (23,225) (47,178)
At 31 March 2006 goooocoooocooa 759 55,129 17,093 33,840 106,821
DEPRECIATION oo
At 1 April 2004 ooooocooooo 135 319,950 18,617 33,943 372,645
Provided for the year 000oo 36 24,983 1,337 5,215 31,571
Eliminated on disposals oopooo - (22,342) (1,033) (1,219) (24,594)
At 31 March 2005 ooooooOoooooo 17 322,591 18,921 37,939 379,622
Translation adjustment oooo 2 - 1 5 8
Provided for the year ooooo 22 13,833 841 3,701 18,397
Eliminated on disposals 000oo - (280,813) (5,035) (3,453) (289,301)
Eliminated on disposal of subsidiaries ooooooooo B (15,500) (91) (9,151) (24,742)
At 31 March 2006 ooooooOoooooo 195 40,111 14,637 29,041 83,984
CARRYING VALUES oooo
At 31 March 2006 ooooooOoooooo 564 15,018 2,456 4,799 22,837
At 31 March 2005 goooocoooocooa 568 61,373 2,534 20,956 85,431

The buildings are held under medium-term leases in the PRC.

The above items of property, plant and equipment are depreciated on a

straight line basis at the following rates per annum:

Buildings Over the lease term or fifty years,
whichever is shorter

Plant and machinery 10%

Motor vehicles 20%

Furniture and fixtures 20%

Computer equipment 33", %

gooooocoooooboood

Oo0oobooooooO0oooooooon

ooo

oo

ooooo
oo
goooo
gooo

000000000000
oo

10%

20%

20%

331,%

oooooooooo
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17. AL HES

gbooooooooooboooooboooo
oooboooooooooo

17. Prepaid Land Lease Payments

The Group’s prepaid land lease payments represent leasehold interest in
land in Hong Kong held under medium-term leases and are analysed for

reporting purposes as follows:

2006 2005
HK$'000 HK$'000
FHET ooog
Non-current assets goooo 23,136 23,711
Current assets oooo 575 575
23,711 24,286
18. Goodwill 18. B8
HK$'000
ooog
COST ooog
At 1 April 2004 Jdodoooooo 385,531
On acquisition of subsidiaries ooooood 51,186
At 31 March 2005 Jo00odoooooooo 436,717
Elimination of accumulated amortisation on goooooooooo
adoption of HKFRS 3 (note 2) 030000000000 o20 (116,285)
At 1 April 2005 gooooooooo 320,432
Write off od (258,786)
At 31 March 2006 oooooooooooo 61,646
AMORTISATION AND IMPAIRMENT goooog
At 1 April 2004 Jdodoooooo 371,700
Provided for the year goooog 3,371
At 31 March 2005 Jo00odoooooooo 375,071
Elimination of accumulated amortisation joooooooooo
on adoption of HKFRS 3 (note 2) 030000000000 o?20 (116,285)
At 1 April 2005 gooooooooo 258,786
Eliminated on write off oooog (258,786)
At 31 March 2006 Ogooooooooooo -
CARRYING VALUE gooo
At 31 March 2006 Jooooooooooo 61,646
At 31 March 2005 Jo00odoooooooo 61,646

Paul Y. Engineering Group Limited
Annual Report 2006




18.

19.

Goodwill (continued)

Prior to 31 March 2005, goodwill was amortised over its estimated useful

life ranging from 10 to 20 years.

For the purpose of impairment testing, the carrying amount of goodwill at
31 March 2006 has been allocated to the building construction cash
generating unit ("CGU").

The recoverable amount of the above CGU has been determined based on
value in use calculations. The Group prepares cash flow forecasts derived
from the most recent financial budgets approved by management for the
next two years and extrapolates cash flows for the following eight years
with a steady growth rate of 5%. The rate used to discount the forecast
cash flows is 8%. The value in use calculations is calculated based on the
budgeted gross margin, which is determined using the unit's past

performance and management’s expectations for the market development.

Other Intangible Assets

18. & (&)

gooooooooooooOoboobooo
gobooooooioozo00000

goooooOoOoooooooooooo
goooooooooooboooooboooo
ood

goooooooooobooooboooo
goooobbooooooooooooo
gboooooooooooboooooboooo
ooopooooooos»woooooooo
goobobooooooooobooboooo
80000000000 0000D0ODO
goooooooooobooooboooo
oooooooodo

19. HMBREE

2006 2005
HK$'000 HK$'000
TR ooo

Other intangible assets comprise: ooooooooo
Club membership in Hong Kong, at cost oooooooooooo 7,000 7,000
Motor vehicles registration marks, at cost ooooooooooo 355 -
7,355 7,000

The above intangible assets have indefinite useful lives. The directors are of
the opinion that the club membership and motor vehicles registration marks

worth at least their carrying amounts by reference to latest market prices.

goooooboooooooooooooo
gooooooooboooooooboooo
gobooooooooooo

oooooooooo
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20. Interests in Associates 20. BHE N TFRER
2006 2005
HK$'000 HK$'000
FExT ooo
Cost of unlisted investments in associates jooooooooooooag 34,212 30,312
Share of post-acquisition reserves, Jdooooooooooooo
net of dividends received 5,246 2,248
39,458 32,560
The combined summarised financial information in respect of the Group’s O000o0oooUoooooooooooo
associates is set out below: 0oog
2006 2005
HK$'000 HK$'000
FHExT oono
Total assets oono 200,283 107,672
Total liabilities ooo (90,632) (12,325)
Net assets gooo 109,651 95,347
Group’s share of net assets of associates 000ooooooooooo 39,458 32,560
Turnover ooo 35,435 64,189
Profit for the year oooo 6,118 9,313
Group's share of profit of associates for the year odoooooooooooo 2,778 6,213
Particulars of the Group’s principal associates at 31 March 2006 are set out 00000000000 U0Uoooooo
in note 44. 0oo0ooooooood44d

Paul Y. Engineering Group Limited
92 Annual Report 2006




21. Interests In Jointly Controlled Entities

21. HEEFEBEER

2006 2005
HK$'000 HK$'000
FHET ooo

Cost of unlisted investments in jointly gdoo0oooOoopooopoooo
controlled entities - -

Share of post-acquisition profits, ooooooooooooooo

net of dividends received 2,570 9,544
2,570 9,544

The combined summarised financial information in respect of the Group’s

gbooooooooooboooooboooo

jointly controlled entities is set out below: ooooog
2006 2005
HK$'000 HK$'000
FET ooo
Total current assets goood 9,607 27,409
Total current liabilities goooog (4,466) (8,321)
Net assets gooo 5,141 19,088
Group’s share of net assets of odooooooooo
jointly controlled entities gooo 2,570 9,544
Turnover ooo 5,481 8,021
Profit for the year oooo 62 1,455
Group’s share of profit of jointly controlled entites 00000000000
for the year ooooo 26 727

Particulars of the Group’s principal jointly controlled entity at 31 March

2006 are set out in note 44.

goooooooooooboooooboooo

oo0oO0oooooo0o440
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22.

23.

24,

Available-for-sale Investments/Investment Securities

22 AIHHENRE RERS

2006 2005

HK$’000 HK$'000

FExT ooo

Equity securities listed in Hong Kong ooooooooo 1,064 389
Market value of listed securities goooooo 1,064 1,910

Upon the application of HKAS 39 on 1 April 2005, investment securities
which were previously carried at cost less impairment were reclassified to

available-for-sale investments.

At 31 March 2006, available-for-sale investments are stated at fair value by

reference to bid prices quoted in active markets.

Loan Receivable

The amount is receivable from a shareholder of an associate of the Group
and is secured by shares in the associate held by the shareholder, interest

free and repayable in October 2006.

Loan to a Related Company

The amount represents a loan to Parona Limited, a shareholder of an
associate, in which certain close family members of a director of PYI, have
an interest. The loan is secured by shares in the associate held by Parona

Limited, bears interest at 7% per annum and is repayable in October 2006.

Paul Y. Engineering Group Limited
Annual Report 2006
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25. Deferred Consideration Receivable 25. EWUEZE R E

The consideration receivable is in connection with the disposal of certain
subsidiaries during the year, details of which are set out in note 37. The
amount is unsecured, interest free and repayable by four annual installments
with the final installment due in October 2009. Fair value of the consideration
receivable is determined using an effective interest rate of 3%. The carrying

amount is analysed for reporting purposes as follows:

ooooobooooooboooooo
goooooos37z0co00ooooooooo
ooooooooOoooboooboooooon
goooobboobooooooooboooo
003%000000o0oocooooooo
oo

2006 2005

HK$’000 HK$'000

FHET ooo

Non-current assets goooo 10,223 -
Current assets (included in debtors, Joo0oooooooooo

deposits and prepayments) gooooooo 3,932 -

14,155 -

oooooooooo
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26. Amounts Due from (to) Customers for Contract

26. EW (B EFEHNIREME

Works
2006 2005
HK$'000 HK$'000
FHET ooo
Contracts in progress at the balance sheet date: oooooooooo
Contract costs incurred to date oooooopoooo 42,500,091 40,438,759
Recognised profits less recognised losses ooooooooooo 1,052,894 882,008
43,552,985 41,320,767
Less: Progress billings 00 oooo (43,819,221) | (41,570,777)
(266,236) (250,010)
Represented by: ooog
Amounts due from customers for contract works goooooboooooo 163,379 185,188
Amounts due to customers for contract works gooooooooooo (429,615) (435,198)
(266,236) (250,010)

At 31 March 2006, retentions held by customers for contract works
amounting to approximately HK$396,066,000 (2005: HK$369,874,000)
were included in debtors, deposits and prepayments, of which
HK$151,168,000 (2005: HK$182,588,000) are expected to be recovered

or settled after more than twelve months from the balance sheet date.

Paul Y. Engineering Group Limited
Annual Report 2006

oboooooooooobooooooog
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OO000O000396,066,0000000000
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27. Debtors, Deposits and Prepayments 27. EWERF - FTERBNRIE

The Group's credit terms for its contracting business are negotiated at terms odo0oooo0oooooooooooo
determined and agreed with its trade customers. 0oooooo
Included in debtors, deposits and prepayments are trade debtors of oooooopooooooOoooo
approximately HK$572,694,000 (2005: HK$396,280,000) and their aged 572,694,0000 00 O O 0O 0 00396,280,000
analysis is as follows: 0000000000000 ooooooo
2006 2005
HK$'000 HK$'000
FET ooo
Within 90 days 900 O 504,501 327,311
More than 90 days and within 180 days gooodogi1g8oon 13,703 2,794
More than 180 days 001800 54,490 66,175
572,694 396,280
28. Amounts Due from Related Companies 28. EWEE LN RNRIE
2006 2005
HK$'000 HK$'000
TR 0oo
Associate of ITC Corporation Limited (“ITC") 000ooooooooooo
moooom 331 330
ITC and its subsidiaries oooooopoooo 150 64
Associate of PYI pPYiooooo 1,515 1,515
Parona Limited (note 24) Parona LimitedJ (7 [7 24[] 75 -
2,071 1,909
ITC is a substantial shareholder of PYI. ooooopPyiIDOOOOO
The amounts are unsecured, interest free and repayable on demand. 00000oooooooooooooooo

oooooooooo
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28. Amounts Due from Related Companies (continued)

28. RWEAERXANRE (&)

The aged analysis is as follows: oooooog
2006 2005
HK$'000 HK$'000
TR ooo
Within 90 days 9000 72 64
More than 90 days and within 180 days oooodooi18o0O - 1,075
More than 180 days 001800 1,999 770
2,071 1,909

29. B (FEY) & DR HEE
Gk T VAT EN - PR

obobooooboOoboocoooooooooo

29. Amounts Due From (To) Associates/Jointly Controlled
Entities/A Fellow Subsidiary

The amounts are unsecured, interest free and repayable on demand.

98

The aged analysis is as follows: 0oooooo
Due from Due to
e BARE
2006 2005 2006 2005
HK$'000 HK$'000 HK$'000 HK$'000
TR ooo TR ooo
Within 90 days 900 O 12,254 4,046 18,770 1,879
More than 90 days and ooootooi18onoO
within 180 days 23,462 3,240 - -
More than 180 days 001800 9,818 - 1,642 23,192
45,534 7,286 20,412 25,071

Paul Y. Engineering Group Limited
Annual Report 2006




30. Pledged Bank Deposits, Short Term Bank Deposits and

31.

Bank Balances and Cash

Pledged bank deposits represent deposits pledged to banks to secure general
banking facilities granted to the Group. Deposits amounting to
HK$76,122,000 (2005: Nil) have been pledged to secure general banking
facilities with maturity within one year from the balance sheet date and are

therefore classified as current assets.

The pledged bank deposits and short term bank deposits with maturity
date of less than three months carry floating interest rates ranging from
3.1% to 4.4% (2005: 0.1% to 2.4%) per annum. The bank balances carry
prevailing market rate ranging from Nil to 3.1% (2005: Nil to 0.3%).

Creditors and Accrued Expenses

Included in creditors and accrued expenses are trade creditors of
approximately HK$347,160,000 (2005: HK$235,591,000) and their aged

analysis is as follows:

0. EEHRITER - EHRTHER

31.

RBRTERRRE

goooooooooooboooooboooo
gooobooooooobobooOooo o
76,122,0000 00000000000 0OOO
goobpoooooboooooooboooo
goooooDbOooooooobooboooo

goooooooooooboooooboooo
00000000031%044%0000
000.1%024%00 00000000000
ooooooooos3aooooooo
0 0.3%M

P BR AR FE ST B X

000000000 O00o0Oo347,160,000
00000ooboz23s,59t1.0000 00000
goboooooooooooo

2006 2005

HK$'000 HK$'000

FERT ooo

Within 90 days 9000 312,038 217,410
More than 90 days and within 180 days gooodogi1g8onoO 22,037 1,129
More than 180 days 001800 13,085 17,052
347,160 235,591

oooooooooo
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32. Bank Borrowings 32. RITER
2006 2005
HK$'000 HK$'000
FET ooog
Bank borrowings comprise: poooooo
Bank loans gogo 292,304 180,000
Bank overdrafts ogooo - 6,984
292,304 186,984
Analysed as: oooo
Secured ooo 222,604 180,000
Unsecured oono 69,700 6,984
292,304 186,984
The bank borrowings are repayable as follows: 0oooooooooooo
2006 2005
HK$000 HK$'000
FET ooog
Within one year or on demand gooooodg 142,304 186,984
More than one year, but not exceedingtwoyears 00000 OD0O0O00O0O 22,000 -
More than two years, but not exceeding fiveyears 00000 ODO0O00O0O 128,000 -
292,304 186,984
Less: Amount due within one year o0 oooooooooooo
or on demand shown under current liabilities gooooooono (142,304) (186,984)
Amount due after one year gopoooooo 150,000 -
The Group's bank borrowings carry floating interest rates ranging from O0oU0oU0oO0ooooooooooog
5.02% to0 6.56% (2005: 1.59%) per annum. 5.02%06.56%]1 0 0 0 0 001.59%[M
The bank loans are secured by the Group’s pledged bank deposits of 00ooU0oooooooooooooo
HK$76,122,000 (2005: Nil) and charges on the Group's benefit from certain 76,122,0000 D00 000000 OOOOO
construction contracts. goooooobooooooo

Paul Y. Engineering Group Limited
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33. Deferred Taxation

The following are the major deferred tax (assets) liabilities recognised and

movements thereon during the current and prior years:

Accelerated

33. IEIE R IR

gbooooooooooboooooboooo
oo0ooooooooooooo

Recognition

of

tax contracting
depreciation Tax income
IR E losses EHIRE Total
e HgEE WA TR A&t
HK$'000 HK$'000 HK$'000 HK$'000
gog god gog god
At 1 April 2004 gooooo
oooo 10,463 (6,381) (3,420) 662
Charge (credit) to consolidated gooooo
income statement oooooo 200 1,346 (897) 649
At 31 March 2005 oooooo
oooooo 10,663 (5,035) (4,317) 1,311
On acquisition of subsidiaries oooooo 52 (52) - -
(Credit) charge to consolidated gooooo
income statement gooodo (5,484) 1,712 2,461 (1,311)
On disposal of subsidiaries oooooo (1,418) 1,418 - -
At 31 March 2006 gooooo
oooooo 3,813 (1,957) (1,856) -

For the purpose of balance sheet presentation, certain deferred tax assets

and liabilities have been offset.

At 31 March 2006, the Group had unused tax losses of approximately
HK$697,930,000 (2005: HK$805,598,000) available for offset against future
taxable profits. A deferred tax asset has been recognised in respect of
approximately HK$11,182,000 (2005: HK$28,771,000) of such losses. No
deferred tax asset in respect of the remaining tax losses has been recognised
due to the unpredictability of future profit streams. The unused tax losses

may be carried forward indefinitely.

goooooooboooooobooooo
oooooooo

gboooooobooobooobooobooooo
ooobo0oooegr,930,0000000000
posos,598. 0000 000 O0OOOOODO
goobocooooboooobooooooo
ob11,182,000000000000
287710000 0@MOOOOO0DOOOOOO
gobooooobooooobocbOooboooo
gbooooooooooooooooboonoo

oooooooooo
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34. Share Capital 34. R
Number of Value
shares HK$’000
RHEE BE
FExT
Authorised: JEIE
Ordinary shares of HK$0.02 each at gdoooooooooooo
1 April 2004 0.02000000 7,000,000,000 140,000
Ordinary shares of HK$0.002 each: goooooouuuoogg
Subdivision of 1 share of HK$0.02 into 10 shares J1goooo0u0Uunooooon
of HK$0.002 each o0ooooo.00200000  70,000,000,000 140,000
Ordinary shares of HK$0.50 each: goopooso00noooon
Consolidation of 250 shares of HK$0.002 each 2500 00000.00200000
into 1 share of HK$0.50 goo1oooooo.s5000000 280,000,000 140,000
Increase in authorised share capital gooooo 720,000,000 360,000
Ordinary shares of HK$0.50 each: goopooso0doooon
At 31 March 2005 and 31 March 2006 Jgoooooooooooo
goooooooooo 1,000,000,000 500,000
Issued and fully paid: ERITREE
Ordinary shares of HK$0.02 each at gdoooooooooooo
1 April 2004 oo000000 4,507,099,957 90,142
Ordinary shares of HK$0.002 each: gooooou0uoogg
Reduction of nominal value of shares of HK$0.02 OO0 00000 00.018000
each to HK$0.002 each by the cancellation of goooooouooon
HK$0.018 from each share Oo0oooo.c0200 4,507,099,957 9,014
Ordinary shares of HK$0.50 each: goopooso0doooon
Consolidation of 250 shares of HK$0.002 2500 000goo00000o
each into 1 share of HK$0.50 goo1oooooosocoonoo 18,028,399 9,014
Issue of new shares on Open Offer 0ooooooooog
(as defined below) goooooo 45,070,995 22,536
Issue of new shares on Acquisition 0o0oooooooog
(as defined below) goooooo 400,000,000 200,000
Issue of new shares on Hidden Acquisition OHddenDOOQOOOODOOO
(as defined below) goooooo 113,600,000 56,800
Ordinary shares of HK$0.50 each at 0o0ooooooooooog
31 March 2005 gooso0ooono 576,699,394 288,350
Issue of new shares pursuant to scrip 0o0ooooooooog
dividend schemes 5,259,385 2,629
Ordinary shares of HK$0.50 each at 0o0ooooooooooog
31 March 2006 gooso0ooono 581,958,779 290,979

Paul Y. Engineering Group Limited
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34. Share Capital (continued)

During the year, pursuant to the scrip dividend schemes which were

announced by the Company on 22 July 2005 and 13 December 2005, the
Company issued 3,013,468 and 2,245,917 new ordinary shares of HK$0.50
each to shareholders who elected to receive scrip dividends in respect of
the final dividend for the year ended 31 March 2005 and the interim dividend
for the six months ended 30 September 2005, respectively.

During the year ended 31 March 2005, the following changes in the

Company’s share capital took place:

(a)

Pursuant to special resolutions passed on 22 December 2004, the
Company underwent a capital reorganisation (the “Capital

Reorganisation”) as follows:

the issued share capital of the Company was reduced by
cancelling the paid-up capital to the extent of HK$0.018,
resulting in the reduction in the nominal value of each issued
share from HK$0.02 to HK$0.002, and crediting an amount of
HK$81,128,000 to the share premium account;

an amount of HK$569,771,000 and HK$180,801,000 standing
to the credit of the share premium account and contributed
surplus account, respectively, of the Company was cancelled

and applied to eliminate accumulated losses of the Company;

each authorised but unissued share of HK$0.02 was sub-divided
into 10 shares of HK$0.002 each;

every 250 issued and unissued shares of HK$0.002 each was
consolidated into 1 share of HK$0.50; and

the Company’s authorised share capital was increased from
HK$140,000,000 to HK$500,000,000 by the creation of
720,000,000 new ordinary shares of HK$0.50 each in the

Company.

34. RA (4&)

gbooooobooooooobobooooooo
goooooooooooboooooboooo
o0bb obooobooOs,013,46800
2,24591770000005000000000
goooooooooooboooooboooo
gooooooooooboogooooo
gbooooooobooooboooooboooo
oo

goboooboooooooboooobo
goboooooooooo

(@9 OLOOD0ODOODODODOOOOUOODO
oo0oo00o0obo oobooooboo
oODooooomooooo

O goobooooooooooo
goosboooooboOooon
googo.20ddnoo.ooz20d
gooooooooooao
81,128,0000 O O O OO

O goopooooooobooo
569,771,0000 0000000
goooontso,gsot,000000
gooooooobooooo
0ood

d googooo200000000
ooooootr 0 0DOoDODO
0.0020000O0OO

O g250000000.0020000
gooboooooooogooo
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34. Share Capital (continued)

(b)  Pursuant to ordinary resolutions passed on 22 December 2004, the

Company resolved to issue shares as follows:

- 45,070,995 ordinary shares of HK$0.50 each in the Company
at a price of HK$1.00 each to the then existing shareholders by
way of an open offer (the “Open Offer”) in the proportion of
five offer shares for every two shares held, the net proceeds of
which of HK$44,170,000 were used for general working capital
of the Group;

- 400,000,000 ordinary shares of HK$0.50 each in the Company
at a price of HK$1.00 each to a subsidiary of PYI as consideration
for the acquisition by the Company from PY! of the entire equity
interest in, and shareholder’s loan to, Paul Y Construction Group

(the "Acquisition”); and

- 113,600,000 ordinary shares of HK$0.50 each in the Company
at a price of HK$1.00 each to a subsidiary of PYI as consideration
for the acquisition by the Company from PY! of the entire equity
interest in, and shareholder’s loan to, Hidden Advantage

Investments Limited (the “Hidden Acquisition”).

All the new ordinary shares issued by the Company during both years ranked

pari passu with the then existing shares of the Company in all respects.

35. Share-based Payment Transactions

Share option scheme of the Company

On 7 September 2005, the Company adopted a new share option scheme
(the “Scheme”) for the purpose of providing incentive or reward to any
employees, executives or directors of the Group or any invested entity and
any consultant, adviser or agent of any member of the Group or any invested
entity, who have contributed or will contribute to the growth and
development of the Group or any invested entity (“Eligible Person”). The

Scheme will remain in force for a period of ten years from that date.

Paul Y. Engineering Group Limited
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35. Share-based Payment Transactions (continued)

Share option scheme of the Company (continued)

Under the Scheme, the directors of the Company may at their discretion
grant options to any Eligible Person to subscribe for shares in the Company.
Consideration to be paid on each grant of option is HK$1.00. The directors
of the Company may at their discretion determine the specific exercise
period which should expire in any event no later than ten years from date
of adoption of the Scheme. The exercise price is determined by the directors
of the Company and will be at least the higher of: (i) the subscription price
as is permissible under the Rules Governing the Listing of Securities on the
Hong Kong Stock Exchange (the “Listing Rules”) from time to time; and (ii)

the nominal value of the shares of the Company.

The maximum number of shares that may be issued upon the exercise of all
options to be granted under the Scheme and any other share option
scheme(s) adopted by the Company must not in aggregate exceed 10% of
the total number of issued shares of the Company as at its adoption date,
i.e. 57,669,939 shares of the Company. Subject to the approval of the
shareholders of the Company in general meeting, the limit may be refreshed
to 10% of the total number of shares of the Company in issue as at the
date of approval by the shareholders of the Company in general meeting.
Notwithstanding the forgoing, the maximum number of shares of the
Company which may be issued upon exercise of all outstanding options
granted and yet to be exercised under the Scheme and any other share
option scheme(s) of the Company must not in aggregate exceed 30% of

the total number of shares of the Company in issue from time to time.

The maximum number of shares of the Company in respect of which options
may be granted to each Eligible Person under the Scheme and any other
share option scheme(s) of the Company (including both exercised, cancelled
and outstanding options) in any 12-month period shall not exceed 1% of
the total number of shares of the Company in issue from time to time
unless such grant has been duly approved by shareholders of the Company
in general meeting at which the Eligible Person and his associate (as defined
in the Listing Rules) abstained from voting. Options granted to a substantial
shareholder and/or an independent non-executive director of the Company
or any of their respective associates (as defined in the Listing Rules) in any
12-month period in excess of 0.1% of the total number of shares of the
Company in issue and have an aggregate value exceeding HK$5 million
must be approved by the shareholders of the Company in general meeting

in advance.

35. MR AERIN 2R E (&)

AREZBREE ()
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35. Share-based Payment Transactions (continued)

3. LR AERIF2RZ (H)

Share option scheme of the Company (continued) AR EZEREE ()
Details of the share options granted under the Scheme during the year are 00000000 o0o0o0oU0oUoooUoo
as follows: 0oo
Number of shares of the
Company to be issued upon
exercise of the share options
granted during the year and
outstanding at 31.3.2006
RBE-ZZZXRF
ZA=1+—-HLFE
RHEMR=—B2RF
Exercise price ZSA=+—HERTE
Category Date of grant Vesting date Exercise period per share ZBREBTERET
5l #R B HEH TS SROTEE BRITZEARRRGBEE
HK$
oo
Type | 3.2.2006 3.2.2006 3.2.2006 - 6.9.2015 0.70 1,500,000
oig
Type Il 3.2.2006 1.1.2007 1.1.2007 - 6.9.2015 0.85 1,500,000
gng
Type lll 3.2.2006 1.1.2008 1.1.2008 - 6.9.2015 1.00 1,500,000
gmo
Type IV 9.2.2006 9.2.2008 9.2.2008 - 8.2.2009 0.90 8,000,000
oo
12,500,000
Exercisable at the end of the year goooooo 1,500,000

Paul Y. Engineering Group Limited
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35. Share-based Payment Transactions (continued)

Share option scheme of the Company (continued)

The weighted average exercise price of the above share options is HK$0.882.
No option was exercised, cancelled and lapsed during the year.

These fair values were calculated using the Black-Scholes Option Pricing
Model (the “Model”). The fair values determination as at 3 February 2006
and 9 February 2006 were carried out by RHL Appraisal Limited, an
independent valuer with no connection with the Group. The inputs into

the Model were as follows:

RO AERIG RS (F)

AREZEREE ()

obooooooboooooooo.ss20 00O
oooooopoDooooboDoooooooo

ooooooooooooboooooo
bDoooooooooobooooobooooo
obooooooooobooooooood
obooooooooobooooooooo
oooooboooooboooooo

Type | Type Il Type Il Type IV
£k ) [k EAES EIVE
Closing share price at goooooo
date of grant googd HK$0.700 O HK$0.700 O HK$0.700 O HK$0.870 O
Exercise price ooo HK$0.700 O HK$0.850 0 HK$1.000 O HK$0.900 O
Expected volatility oooo 38% 38% 38% 38%
Expected life oooo 2.5 yearsl 2.9 years[ 4 years] 2.5 years
Risk-free interest rate ooooo 3.93% 3.92% 4.06% 4.06%
Expected annual dividend 000000000
yield 8.57% 8.57% 8.57% 8.57%
Fair value per share oooooo
option ooo HK$0.1090 O HK$0.0790 O HK$0.0670 O HK$0.1290 O

The Company has used the Model to value the share options granted during
the year. The Model is one of the commonly used models to estimate the
fair value of the option. The value of an option varies with different variables
of certain subjective assumptions. Any changes in the variables so adopted

may materially affect the estimation of the fair value of an option.

The expected volatility was determined by using the annualised standard
deviation of the continuously compounded rate of return on the ordinary
shares of the Company. The expected life used in the Model has been
adjusted, based on management’s best estimate, for the effects of non

transferability and behavioural considerations.

The total estimated fair value of HK$137,000 with respect to share options
granted to directors and employees on 3 February 2006 and 9 February

2006, was charged to the consolidated income statement during the year.

gooO0ooOooOooboOoDoOooooooodg
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35. MR AERIN 2R E (&)

35. Share-based Payment Transactions (continued)

Share option scheme of PYI

On 27 August 2002, PYI adopted a new share option scheme (the “ PYI
Scheme”) for the purpose of providing incentive or reward to any employees,
executives or officers, directors of PYIl and its subsidiaries or any invested
entity and any celebrity, consultant, adviser or agent of any member of PYI
and its subsidiaries or any invested entity, who have contributed or will
contribute to the growth and development of PYI and its subsidiaries or
any invested entity (“PYI Eligible Person”). The PYI Scheme will remain in

force for a period of ten years from that date.

Under the PYI Scheme, the directors of PYI may at their discretion grant
options to any PYI Eligible Person to subscribe for shares in PYI without
consideration. The directors of PYI may at their discretion determine the
specific exercise period which should expire in any event no later than ten
years from date of adoption of the PYI Scheme. The exercise price is
determined by the directors of PYI and will be at least the higher of: (i) the
subscription price as is permissible under the Listing Rules from time to

time; and (i) the nominal value of the shares of PYI.

The maximum number of shares which may initially be issued upon the
exercise of all options to be granted under the PYI Scheme and any other
share option scheme(s) adopted by PYI must not in aggregate exceed 10%
of the total number of issued shares of PYI as at its adoption date, i.e.
103,674,492 shares of PYI. Subject to the approval of the shareholders of
PYl in general meeting, the limit may be refreshed to 10% of the total
number of shares of PYlin issue as at the date of approval by the shareholders
of PYI in general meeting. Notwithstanding the forgoing, the maximum
number of shares of PYl which may be issued upon exercise of all outstanding
options granted and yet to be exercised under the PYI Scheme and any
other share option scheme(s) of PYI must not in aggregate exceed 30% of
the total number of shares of PYI in issue from time to time. Pursuant to
ordinary resolutions passed at the annual general meeting of the Company
in 2003 and 2004, the 10% scheme limit was refreshed to 10% of the
total number of issued shares of PYI as at the respective date of such
meetings. Pursuant to an ordinary resolution passed at the PYI's annual
general meeting held on 8 September 2005, the 10% scheme limit was
further refreshed to 135,867,543, representing 10% of the total number

of issued shares of PYI as at the date of such meeting.
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35. Share-based Payment Transactions (continued)

Share option scheme of PYI (continued)

The maximum number of shares of PYI in respect of which options may be
granted to each PYI Eligible Person under the PY| Scheme and any other
share option scheme(s) of PYI (including both exercised, cancelled and
outstanding options) in any 12-month period shall not exceed 1% of the
total number of shares of PYI in issue from time to time unless such grant
has been duly approved by shareholders of PY!l in general meeting at which
the PYI Eligible Person and his associates (as defined in the Listing Rules)
abstained from voting. Options granted to a substantial shareholder and/
or an independent non-executive director of PYI or any of their respective
associates (as defined in the Listing Rules) in any 12-month period in excess
of 0.1% of total number of shares of PYl in issue and have an aggregate
value exceeding HK$5 million must be approved by the shareholders of PYI

in general meeting in advance.

Details of the share options of PYI held by a director of the Company under
the PYI Scheme which are granted for the services provided to PYI and

movements in such holdings during the years are as follows:

3. LR AERIF2RZ (H)

PYIEIR = &) (%)

gpbooooooooobopviIoCOODO
pyiobbooOooOobOOoo0OoooopPyioO
obooobooboooooonoooboooog
goooooooopvioODODOODOOO
opyiDooOoOOb0O0OO0001% 000000
gbooboopvioOODOODOODOOOOOO
gooooO0ooDooooooooooodg
pyio0o0o0oooo00o0oo0oboooooon
gooooepviDOODOOOOOOODOO
goooooooooboooboooodg
obooooboooooobooocobooooo
OO00O0OO0OO00OO0OOb0OoOoODboOoDo0%OO
O oaos,0000000000000O0OOPYIO
goboooooodo

goooooDoOoepyooOoOoOPYIODOOO
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Number of shares of

PYI to be issued upon
exercise of the share

options outstanding at
31.3.2005 and 31.3.2006
R-ZZFREF=ZA=+-HBR

Exercise price —EERF=ZA=+—H
Date of grant Exercise period per share i RITE 2 EREETER
##&% B 5 TER BRITEE BFRITZPYIRAEAB
HK$
oo
28.12.2004 28.12.2004 - 26.8.2012 1.24* 6,500,000
28.12.2004 28.12.2004 - 26.8.2012 1.50* 6,500,000
13,000,000
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35.

36.

Share-based Payment Transactions (continued)

Share option scheme of PYI (continued)

* Pursuant to the ordinary resolution passed by the PYI's shareholders at the
special general meeting held on 14 February 2006, PYI repriced the share options
by a reduction of the exercise price by HK$0.70 per share as a result of the
payment of a special cash dividend of HK$0.70 per share during the year. The
fair values of the outstanding share options immediately before and after the
modification of their exercise price were calculated by RHL Appraisal Limited,
not connected with PYI and its subsidiaries, using the Model. The directors of
PYI by reference to the valuation report and taking other professional advice,
considered that the modification did not result in an increase in fair value of the
share options. Accordingly, no adjustment for the current and prior years has

been required.

The above share options granted to a director of the Company were vested
on 28 December 2004. No option was exercised, cancelled and lapsed during

both years.

There was no consideration received by PYI in a prior year from PYI Eligible

Persons for taking up the options granted.

Acquisition of Subsidiaries

During the year, the Group acquired the entire interest in Paul Y. Building
Management Limited from PYI at a consideration of HK$2 and acquired
the remaining 50% equity interest in Paul Y. Sogea Limited (“Paul Y. Sogea”,
now renamed as Paul Y. Specialist Limited) from the remaining shareholder
of Paul Y. Sogea at a consideration of HK$200,000. The acquisition has

been accounted for using the purchase method of accounting.

Paul Y. Engineering Group Limited
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36. Acquisition of Subsidiaries (continued) 36.

During the year ended 31 March 2005, the Company entered into sale and
purchase agreements for the Acquisition and the Hidden Acquisition to be
satisfied by the issuance and allotment of 400,000,000 and 113,600,000
ordinary shares of HK$0.50 each in the Company. The acquisitions were
accounted for as a reverse acquisition whereby the Paul Y Construction
Group is treated as the acquirer while the Company and its subsidiaries,
prior to the Acquisition and the Hidden Acquisition, and Hidden Advantage
Investments Limited was deemed to have been acquired by the Paul Y
Construction Group. The Company also paid HK$6,523,000 in respect of

expenses directly attributable to the acquisitions.

WhREH B LR ()

goboobobooboobobooobooo
O000000OHddenD OO OOOOOO
Joooo0obO0oO0OoDDodo4aoo,000,000
00 113,600,0000 0000000005000
godooooogooooooogogoo
0 000 O0Paul Y Constructiond 0 O 0O 0O
oooooooboboboboboooogoo
Hidden O 0 O 0 0O Hidden Advantage
Investments LimitedO 0O O OO Paul Y
ConstructionD D 00000 O OOOOOO
ooooooononoe,523,0000 00

2006 2005
HK$’000 HK$'000
FExT ooo
Net assets acquired: goooooad
Property, plant and equipment oooooooo 1 -
Investment securities oooo - 389
Debtors, deposits and prepayments oooooooooooo 419 237
Bank balances and cash goooooo 7 179
Creditors and accrued expenses goooooooo (341) (26,881)
Taxation payable oooo - (398)
196 (26,474)
Goodwill arising on acquisition ooooooo - 51,186
Reclassification from interests in an associate gooooooooao 4 -
Consideration/deemed consideration goooooo 200 24,712
Net cash outflow arising on acquisition odooooooooo
of subsidiaries: ooooo
Bank balances and cash acquired ooooooooo 7 179
Cash consideration — expenses directly 00ooooooooo
attributable to the acquisitions ood - (6,523)
Cash paid oogo (200) -
(193) (6,344)

The subsidiaries acquired did not have any significant impact on the Group’s

results and cash flows for both years.

oooOooooooobooooooooag
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37. Disposal of Subsidiaries 7. HEMEB AR
During the year, the Group disposed of two subsidiaries, namely Unicon ooooooooooOooooooooo
Concrete Products (HK) Limited and Hamker Concrete Products Limited, 00000oooooooooodoooo
which were engaged in the manufacturing and trading of concrete products. 000000000000 ooooooo
The consideration for the disposal was HK$ 19,000,000 which will be settled Ooo19,0000000 0000000000
in cash by the purchaser on or before October 2009. ooooooooooooog
2006 2005
HK$'000 HK$'000
FHET oo
Net assets disposed of: ooooooo
Property, plant and equipment oooooooog 22,436 -
Loss on disposal of subsidiaries gooooooo (4,456) -
Total consideration ooo 17,980 -
Satisfied by: ooooo
Cash oo 4,000 -
Deferred consideration (Note) oooooooo 13,980 -
17,980 -
Net cash inflow arising on disposal ooooooooooo
of subsidiaries: ooooo
Cash received oooo 4,000 -
Note: As part of the consideration for the disposal of the subsidiaries, a deferred Jgooooo00ooo0DoDooDoDoOooD
consideration of HK$15,000,000 will be settled in cash by the purchaser under 15000000000 00000000O00O0O
four annual installments commencing from 30 October 2006. The fair value of do0ooo0ooooooooooooo
the deferred consideration at date of initial recognition is determined based on do0ooo0ooooooooooooo
the estimated future cash flows discounted at 3% per annum. 000o0oo0ooooO0O03%0000
oo
The subsidiaries disposed of during the year contributed HK$747,000 to 000o00o0oo0oo0ooUooooooo
the Group’s turnover, and a loss of HK$2,969,000, to the Group's results 7470000 00 0000000000000
for the year. 0 2,969,0000 O O OO
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38.

39.

Major Non-cash Transactions

The Group had the following major non-cash transactions:

(@)  additional shares were issued as scrip dividends during the year as set

out in note 14; and

(b)  during the year ended 31 March 2005, the consideration for the
Acquisition and the Hidden Acquisition were settled by the issue of

shares in the Company; details are set out in note 34.

Retirement Benefit Schemes

The Group operates defined contribution retirement benefit schemes for
qualifying employees. The assets of the schemes are separately held in funds

under the control of trustees.

The cost charged to the consolidated income statement represents
contributions payable to the funds by the Group at rates specified in the
rules of the schemes. Where there are employees who leave the schemes
prior to vesting fully in the contributions, the contributions payable by the

Group are reduced by the amount of forfeited contributions.

At the balance sheet date, there were no material forfeited contributions
which arose upon employees leaving the schemes prior to their interests in
the Group’s contributions becoming fully vested and which are available to

reduce the contributions payable by the Group in future years.

With effect from 1 December 2000, the Group has joined a mandatory
provident fund scheme (“MPF Scheme”). The MPF Scheme is registered
with the Mandatory Provident Fund Scheme Authority under the Mandatory
Provident Fund Schemes Ordinance. The assets of the MPF Scheme are
held separately from those of the Group in funds under the control of an
independent trustee. Under the rules of the MPF Scheme, the employer
and its employees are each required to make contributions to the scheme
at the rates specified in the rules. The only obligation of the Group with
respect to MPF Scheme is to make the required contributions under the
scheme. Under the MPF Scheme, there will not be any forfeited contribution

available to reduce the contribution payable by the Group.

The retirement benefit scheme contributions arising from the MPF Scheme
charged to the consolidated income statement represent contributions
payable to the funds by the Group at the rates specified in the rules of the

scheme.

38.

39.

EXFRERS
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40. Contingent Liabilities

41.

40. IAREE

2006 2005
HK$'000 HK$'000
FHET ooo
QOutstanding performance bonds in respect of goooooooooo

construction contracts ooo 361,030 310,503

Guarantee given to a bank in respect of banking ooooooooooog
facilities granted to an associate oooooooo 9,454 -
370,484 310,503

In addition, a subsidiary of the Company is a defendant in a lawsuit brought
during 2002 claiming approximately HK$1,733,000 relating to the
outstanding sum of the contract works done by a sub-contractor, Swee
Kheng & Aster Marble Company Limited (“Swee Kheng”). The subsidiary
filed a defence and counterclaim claiming payment for Swee Kheng of a
sum of approximately HK$162,000. The subsidiary has contested the claim
vigorously and no provision has been made in the consolidated financial

statements.

Operating Lease Commitments

At the balance sheet date, the Group had commitments for future minimum
lease payments under non-cancellable operating leases in respect of rented

premises which fall due as follows:

41.

goboooooooobobooboooo
gbooooooooooboOooobooooo
gooooooDoobobOboobooooo
oooooooooon,73300000000
gboooooboooooboOooboooo
1620000 000 0O0DOOOOOOODOOO
goobobboooooooobooooooo
ooo

REBYERE

goboobooooooooboooboooo
goooooooooobooooooo
oooboooooooooo

2006 2005

HK$'000 HK$'000

FHET ooo

Within one year ooog 14,388 11,945
In the second to fifth year inclusive jo00o00oooDooOoooooon 49,252 12,676
After five years oooo - 407
63,640 25,028

Leases are negotiated, and monthly rentals are fixed, for terms ranging

from two to five years.
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42. Related Party Transactions and Balances

(a) The Group entered into the following transactions with its (a)

related parties during the year:

FR FEBHERFEALTLH TR
5

42. BEALTR S RERR

Class of related party Nature of transactions 2006 2005
BEALZER ZHMHE HK$'000 HK$'000
FHET 0oo
Associates of the Group Construction works charged by the Group 383 41,813
gooooooo gooooooooo
Project management fee charged by the Group 6,044 3,770
gooooooooboo
Purchase of concrete products by the Group 112 36
gooooooooboo
Subcontracting fees charged to the Group 15 300
gooooooo
Rentals and related building management fee
charged to the Group 2,672 -
Jgoo0oO000o0oooooboo
Building manager remuneration charged by the Group 248 -
goooooooooo
Jointly controlled entities Project management fee charged by the Group 825 300
of the Group gooooooooo
oooooooooo Subcontracting fees charged to the Group 1,015 7,246
gooooooo
Service fees charged by the Group 65 303
gooooooo
Subsidiaries of PYI Construction works charged by the Group 283 576
PYID OO OO gooooooooo
Rentals and related building management fee
charged to the Group 9,080 8,004
gooooo0o0oooooboon
Rentals charged by the Group - 86
goooooo
Interest charged to the Group - 345
goooooo
Service fees charged by the Group 60 -
gooooooo
Building manager remuneration charged by the Group 187 -

oobooooboooon

oooooooooo
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42. Related Party Transactions and Balances (continued) 2. BEAETRZ R & (F)

(a) The Group entered into the following transactions with its (a) FRA FEFHABFEALTVUTR

related parties during the year: (continued) 8 (&)

Class of related party Nature of transactions

BEATZER REME 2006 2005
HK$'000 HK$'000

FHET 0oo
Associates of PYI Project management fee income charged
pyiooooad by the Group - 1,515

ooboooooogoo

Subsidiaries of ITC Purchase of building materials and
ooooooooo installation works by the Group - 20
gooooooooobooboobo
Service fees charged by the Group 31 -
gooooooo

Associates of ITC Project management fee income charged
ooooooooo by the Group - 330
goooooooboo

Other related companies Subcontracting fee charged by the Group - 7
gooooo gooooooo
Service fees charged to the Group - 1,065
gooooooo
Interest charged by the Group 58 17
goooooo

Paul Y. Engineering Group Limited
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42. Related Party Transactions and Balances (continued)

(b) The remuneration of directors and other members of key

2. BEALXRGR&ERR (&)

(b)) EFRAMTEEEEXEZEXFE

management during the year was as follows: FEmT
2006 2005
HK$'000 HK$'000
FERT 0oo
Short-term benefits oooo 5,687 5,647
Post-employment benefits oooo 129 124
Share-based payment expenses ooooooooo 81 -
5,897 5,771

The remuneration of directors and key executives is determined by
the remuneration committee having regard to the performance of

individuals and market trends.

Details of the balances with associates, jointly controlled entities and related
companies at the balance sheet date are set out in notes 24, 28 and 29

respectively.

gooooOOoooooobooooo
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43. Balance Sheet of the Company

43. AP EzEEAREBR

2006 2005
HK$'000 HK$'000
FHET ooo
(restated)
0oooo

NON-CURRENT ASSET FEREBEE
Interests in subsidiaries gooooo 256,523 256,623

CURRENT ASSETS REVEE
Prepayment gooo 260 -
Amounts due from subsidiaries gooooooo 225,127 209,883
Bank balances oooo 74 87
225,461 209,970
CURRENT LIABILITIES RBAE

Accrued expenses gooo 1,478 4,083
Amount due to a subsidiary oooooooo - 100
1,478 4,183
NET CURRENT ASSETS RBEETFE 223,983 205,787
TOTAL ASSETS LESS CURRENT LIABILITIES HEERRBEE 480,506 462,410

NON-CURRENT LIABILITIES FREBEE
Bank borrowings oooo (22,000) -
NET ASSETS EEFE 458,506 462,410

CAPITAL AND RESERVES EXRFEE
Share capital oo 290,979 288,350
Reserves (Note) oooooo 167,527 174,060
458,506 462,410

Paul Y. Engineering Group Limited
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43. Balance Sheet of the Company (continued)

43. ARFzEERER (H)

Note: oon
Share Capital Accumulated
Share  Contributed Special option  redemption losses
premium surplus reserve reserve reserve (profit) Total
(g B3 #5l R E EAEE RER
e Bt i i i (&) At
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
goag goag goag goag goag goag goao
At 1 April 2004 goooooooon 488,643 180,801 - - 255 (861,263) (191,564)
Credit arising from reductionof ~ OO0O000000DO
paid up share capital pursuant oooooooo
to Capital Reorganisation 81,128 - - - - - 81,128
Cancellation of share premium 0ooooooooo
and contributed surplus to oooooooo
eliminate accumulated losses oooooooo
pursuant to Capital
Reorganisation (569,771) (180,801) - - - 750,572 -
Premium arising on issue goooooooo
of shares 279,335 - - - - - 279,335
Share issue expenses gooooo (901) - - - - - (901)
On acquisition of subsidiaries gooooo - - (150,000) - - - (150,000)
Profit for the year gooo - - - - - 156,062 156,062
At 31 March 2005 gooooooooooo 278,434 - (150,000) - 255 45,371 174,060
Profit for the year gooo - - - - - 44,638 44,638
Issue of shares under scrip oooooooo
dividend scheme gooo (2,629) - - - - - (2,629)
Recognition of equity-settled 0o00oooooo
share-based payment expenses oooo - - - 137 - - 137
Credit arising on scrip dividends gooooooooo - - - - - 3,314 3,314
Dividend paid gooog - - - - - (51,993) (51,993)
At 31 March 2006 000000000000 275,805 (150,000 137 255 41,330 167,527

The contributed surplus represents the difference between the consolidated
shareholders’ funds of the subsidiaries at the date on which they were
acquired by the Company, and the nominal amount of the Company’s shares
issued for the acquisition at the time of the Group reorganisation prior to
the listing of the Company’s shares in 1996.

The special reserve of the Company represents the difference between the
aggregate of the net asset value of, and shareholder’s loan to, Paul Y
Construction Group amounting to HK$250,000,000 and the issue value of
the shares acting as the consideration for the Acquisition (as defined in
note 34(b)) of HK$400,000,000.

In the opinion of the directors, the Company’s reserves available for
distribution to shareholders as at 31 March 2006 amounted to approximately
HK$41,330,000 (2005: HK$45,371,000)

goooooooooooboooooboooo
gooooobooooooooooooo
goooooooooooboooooboooo
ooobooooooo

00000000 0dPaulY Constructiondl O
O00000D00O0O0O00d250,000,000000
000000000 O34pooooooo
0 0O 0 400,000,0000 0O 0O 0OO

gobooooooooooooooobooo
gooooooooooonDa,s30,0000
0oo0000oDo:45,371,0000 00O
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44. Particulars of Principal Subsidiaries, Associates and
Jointly Controlled Entities

(a) Particulars of the Company'’s principal subsidiaries at 31 March

2006 are as follows:

4. TEMBATR -BEQXTARHARE
EHEBEER

ol

(@) FAATEMBAAR-BEAF=
A=+—HZ#ENT:

Issued and Percentage of issued
fully paid share capital/
share capital/ registered capital
registered held by the
Place of capital Company indirectly
incorporation/ ERTR HAAREEEE
Name of subsidiary registration BERE BRTRA T Principal activities
o) YNGR R aiiE ok HfER xRS TEEH
%
Corless Limited British Virgin us$2 100 Investment holding
Islands ordinary shares oooo
oooooo 200
ooo
Paul V. Building Materials Hong Kong HK$2 100 Trading and
Company Limited oo ordinary shares installation of
200 building materials
ooo goooooooo
Paul Y. - CREC(HK) Hong Kong - 60 Civil engineering
Joint Venture oo (note (i) below) ooog
oooooad
Paul Y. (E & M) Contractors Hong Kong HK$20,000,000 99.9998 Provision of electrical,
Limited oo ordinary shares mechanical and
0ooooooooo 20,000,0000 O building services
ooo goooooooo
Paul Y. Builders Group Hong Kong HK$2 100 Investment holding
Limited oo ordinary shares oooo
gooooooooo 200
ooo
HK$1,000,000 -
non-voting

deferred shares
(note (ii) below)
1,000,0000 O
goooooo
oooooGo
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44. Particulars of Principal Subsidiaries, Associates and 44. FEMIB AR KE QAT RHXE
Jointly Controlled Entities (continued) EHMEER (&)
(a) Particulars of the Company’s principal subsidiaries at 31 March (a) ZARBEEMBRAAR=-FERNFE=
2006 are as follows: (continued) B=+—Hz#FRBEWT: (&)
Issued and Percentage of issued
fully paid share capital/
share capital/ registered capital
registered held by the
Place of capital Company indirectly
incorporation/ 2RTR HAARBEEE
Name of subsidiary registration BERAE BETRA T Principal activities
MEARER R,/ it 2 HEMER -eNERild TEEK
%
Paul Y. Builders Limited Hong Kong HK$102,000,000 100 Building construction
oooooooo oo ordinary shares oooo
102,000,0000 O
ooo
Paul Y. Construction & Hong Kong HK$42,000,000 100 Building construction
Engineering Co. Limited oo ordinary shares and specialist
pooOooOooooo 42,000,0000 O works
ooo goooooooo
Paul Y. General Contractors Hong Kong HK$36,000,000 100 Civil engineering and
Limited oo ordinary shares building construction
oooOoboooooo 36,000,0000 O ooooooooo
ooo
Paul Y. Interior Contractors Hong Kong HK$2 100 Interior decoration
Limited oo ordinary shares works
goooboooooo 200 oooooo
ooo
Paul Y. Plant Hire Limited Hong Kong HK$2 100 Hire of motor
jooooooooo oo ordinary shares vehicles and plant
200 and machinery
ooo oooooo
oooo

oooooooooo
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44. Particulars of Principal Subsidiaries, Associates and
Jointly Controlled Entities (continued)

(a) Particulars of the Company’s principal subsidiaries at 31 March

ol

4. TEMBATR -BEQXTARHARE
EHEEER (&)

(a) FADAFTEWBAANR-EEANE=
B=+—HAzzFEuT: (#)

2006 are as follows: (continued)

Issued and Percentage of issued
fully paid share capital/
share capital/ registered capital
registered held by the
Place of capital Company indirectly
incorporation/ ERTR HAAREEES
Name of subsidiary registration BERE BRTRAE T Principal activities
MELDEAE R aiiE ok HfER xRS TEXK
%
Paul Y. Construction Hong Kong HK$2 100 Civil engineering,
Company, Limited oo ordinary shares building
oooooooo 200 construction
ooo and investment
holding
HK$50,000,000 - gooOoooooo
non-voting ooooo
preferred shares
(note (jii) below)
50,000,0000 O
goooooo
aooooaolGino
Paul Y. Construction (China) PRC RMB60,000,000 100 Civil engineering
Limited oo registered capital and building
000ODo0oO0ooooo 00 060,000,0000 construction
oooo gooOoooooo
Paul Y. Foundation Holdings British Virgin Us$1 100 Investment holding
Limited Islands ordinary share oooo
oooooo 100
ooo
Paul Y. Foundation Limited Hong Kong HK$10,000,000 100 Civil engineering and
gooooooog oo ordinary shares foundation works

10,000,0000 O
ooo

ooooooooo

Paul Y. Engineering Group Limited
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44. Particulars of Principal Subsidiaries, Associates and
Jointly Controlled Entities (continued)

(a) Particulars of the Company'’s principal subsidiaries at 31 March

2006 are as follows: (continued)

4. TEMBAR - BERARARKE

1

EHRBER (&)

(@) FAAEEWMBAAR-BEAF=
B=+—BZEENT: (&)

Issued and Percentage of issued
fully paid share capital/
share capital/ registered capital
registered held by the
Place of capital Company indirectly
incorporation/ [EX:ap HAAREEES
Name of subsidiary registration BERE BRITRAE HH Principal activities
o) YNGR B3/ et 2 HEMER xRS TEXK
%
Paul Y. Management Limited Hong Kong HK$2 100 Management and
0ooooooo oo ordinary shares secretarial services
200 gooOoooo
ooo
Paul Y. Project Management Hong Kong HK$2 100 Project management
International Limited go ordinary shares services and
000000000000 200 investment holding
ooo goooooo
oooo
Paul V. Facilities Management Hong Kong HK$2 100 Facilities management
Co., Limited go ordinary shares services
200 oooooo
ooo

All of the above subsidiaries mainly operate in Hong Kong except

Paul Y. Construction (China) Limited which operates in the PRC.

All of the above subsidiaries are private limited companies except

Paul Y. = CREC(HK) Joint Venture which is an unincorporated business.

gooooooooooooogoo
gobboOooooooobooboo

oo

gooooooooooooooao
[ Paul Y. — CREC(HK) Joint Ventured O

oooo0oood

oooooooooo
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44. Particulars of Principal Subsidiaries, Associates and 44. T EB AT BHE ARG

Jointly Controlled Entities (continued)

(a) Particulars of the Company'’s principal subsidiaries at 31 March

2006 are as follows: (continued)

(i) No capital has been contributed by the joint venture partners

of the joint venture.

(i) The holders of the non-voting deferred shares are not entitled
to vote, are not entitled to any dividends for any financial year
and are, on winding up or otherwise, only entitled out of the
surplus assets of the company to a return of the capital after a
total sum of HK$100,000,000,000,000 has been distributed to

the holders of the ordinary shares of the company.

(i) The holders of the non-voting preferred shares are not entitled
to vote, are not entitled to any dividends unless the net profits
of the company available for dividend exceed
HK$100,000,000,000 in which case they should be entitled to
a fixed non-cumulative dividend at the rate of 5% per annum
for any financial year and are, on winding up, only entitled out
of the surplus assets of the company to a return of the capital
after a total sum of HK$10,000,000,000 has been distributed

to the holders of the ordinary shares of the company.

(b) Particulars of the Company’s principal associates at 31 March
2006 are as follows:
Issued and
fully paid

share capital/

1

EHRBER (&)

(@) FAAEEWMBAAR-BEAF=
B=+—BZEENT: (&)

(iii)

oboooooocoooooan
oo

oooooooboooooooo
goooooooooogogoo
goooooboooooooo
oooooobooboobooao
100,000,000,000,0000 O O OO
obooooobooooooo
oobOobooooooo

oooooobooooooo
goobbooooooboboboooo
oooooaoaoaoano
100,000,000,0000 OO0 O OO
goooooooooooboo
obooooobooooooo
goooooooooooboo
0o00O0o10,000,000000000
obooooobooooooo
oobooooooooooo

(b)) ZARBFEHENBR-FEANFZ
A=t+—HZHBUT:

Percentage of

issued share

capital/registered

registered capital attributable
Place of capital to the Group
incorporation/ ERIR FEEENG
Name of associate registration BERE BBTRA  Principal activities
BENRER Rgsaiis ok AMER HAMEAREAL  FEXH
%
CSCEC-Paul Y. Construction PRC Us$10,000,000 31.3  Civil engineering
Company Limited ogd registered capital and building
oooooooooooo (note below) construction
10,000,0000 O goooooooo
gooo
gooooo

Paul Y. Engineering Group Limited
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44. Particulars of Principal Subsidiaries, Associates and

Jointly Controlled Entities (continued)

(b) Particulars of the Company’s principal associates at 31 March

2006 are as follows: (continued)

44. T EM B D 7 B
EHgEER (&

(b) ARBFEFEBHELTGR-FENF=
B=+—HZ#FBUT: (&)

ol

ERARARHE
)

Issued and Percentage of
fully paid issued share
share capital/  capital/registered
registered capital attributable
Place of capital to the Group
incorporation/ ERTR AEBEENL
Name of associate registration HERE B#TRAE,  Principal activities
BENTREH BRI/ i 2 EMER SMEARSL  EEEH
%
Gain Resources Limited British Virgin Us$100 50  Investment holding
Islands ordinary shares oooo
gooooo 10000
god
Zhong Yu-Paul Y. Project PRC US$500,000 40  Project management
Management Company Limited oo registered capital and consultancy

gooooooboooo
gooooo

(note below)
500,000 O

oooo

oooooo

services
ogoooooooo

All of the above associates are held by the Company indirectly.

Note: The company is a sino-foreign equity joint venture company.

(c) Particulars of the Company’s principal jointly controlled entity
at 31 March 2006 are as follows:

ooooooooooooooboo
oo

oooogooooooooboooooo

ARAETERLEZEHBER=-FEAN
FZA=+—HZFHEMT:

Percentage of
issued share

(c)

Place of Issued and capital attributable
Name of jointly incorporation/ fully paid to the Group
controlled entity registration share capital KE@EN  Principal activities
HEEHREEE Ryt SROTRBZRE BRITRAEIL FBER
%
Paul Y. — Penta-Ocean Joint Hong Kong - 50  Civil engineering
Venture oo (note below) oooo

oooooo

Note: No capital has been contributed by the joint venture partners.

The above tables list the subsidiaries, associates and a jointly controlled
entity of the Company which, in the opinion of the directors, principally
affected the results for the year or formed a substantial portion of the net
assets of the Group. To give details of other subsidiaries, associates and
jointly controlled entities would, in the opinion of the directors, result in
particulars of excessive length.

None of the subsidiaries had any debt securities outstanding at the end of
the year or at any time during the year.

oooooooooon

goooooooooobooooboooo

gobooooooooobooooooooo

gooobOoooOoooooboooooo
goo00oob0o0oooooooooDoooo

goooboooooobooo

gbooooooooooboooooboooo
goooooooooooo

oooooooooo
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