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POrtS & Logistics

Vital to Sustalnable Growth

In China
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» Tom Lau said,

"PYI intends to accelerate
the investment program
along the Yangtze River, to
further strengthen our dry
and liquid bulk cargo
handling capabilities, to
enhance our critical mass
and to maximize potential
synergies."
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Dear Shareholders,

It is my pleasure to report that the Group achieved satisfactory financial
results for the year ended 31 March 2006, with gross profit reaching
HK$355 million on a turnover similar to that of the preceding year. Net
profit was HK$310 million, with earnings per share reaching HK22.7
cents and a total shareholder return of 37%. About 50% of the earnings
were derived from our property investment and that will not be
recurring in the next year.

As PYI enters a new phase of corporate development, | am pleased
to provide you with more information on our new corporate strategy
and reflect on our achievements to date.

Oour Foray into China's Ports & Logistics Arena

The rapid economic growth of Mainland China, together with its
booming international trade, has resulted in an increasing demand
on the country's ports and logistics sector, now the PYI Group's principal
business focus. Investments in the ports and logistics sector in China
is in line with the National Transport Policy for the building of new
capacity to meet growing demands.
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®» "Our Yangtze Strategy calls for the acquisition and
consolidation of a series of major bulk cargo ports along
the Yangtze River and the eventual integration with the

spearheading Yangkou Port in the Yellow Sea."

In my 2005 report to shareholders, | outlined PYI's growth
strategy for our core business. We have executed this
successfully over the past twelve months; the strategy is
delivering, and there is plenty of room for additional growth.

To date, PYI has built up a portfolio of quality port assets in
Mainland China, having acquired substantial stakes in Yangkou
Port and Nantong Port, both located in Nantong, Jiangsu
Province. Additionally, we acquired an LPG terminal in Wuhan,
Hubei Province.

PYI operates a clear strategy for the ports and logistics
businesses. Our Yangtze Strategy calls for the acquisition
and consolidation of a series of major bulk cargo ports along
the Yangtze River and the eventual integration with the
spearheading Yangkou Port in the Yellow Sea. We also aim
at strengthening our operational expertise and skill base as
well as our business network through such acquisition
program.

Review of Operations
Yangkou Port

Yangkou Port has been formally included as part of the
China's Eleventh Five-Year Development Plan.

Construction of the 13km Yellow Sea Crossing, which links
up the Yangkou Port industrial and logistics park and the
man-made island, formally commenced following the
groundbreaking ceremony held in September 2005. Site
formation works for the reclaimed land progressed well.
A collaboration agreement for preliminary engineering
works was reached between the Group and PetroChina
in May 2006. Such preliminary engineering works, to be
jointly carried out by PYl and PetroChina, involve the master
planning of Yangkou Port to facilitate smooth operations
of the LNG import facility, as well as various technical
aspects of detailed design, engineering and construction
methodology for the development of the LNG import facility.
I remain optimistic in securing this PetroChina LNG import
facility as the spearheading project in Yangkou Port.

FYIC) PYI Corporation Limited | Annual Report 2006
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During the year, potential clients and business partners have visited
Yangkou Port with increasing interests, particularly in the area of
berth operations and land sale possibilities. | am encouraged by
these business prospects and am confident in turning them to
material benefits for PYl in the not too distant future.

Given the satisfactory progress in development of the Yangkou Port
project, in February 2006, PYl increased the stake from 54% to 68%
through the acquiring of minority stakes at a consideration of US$4.5
million, and in May 2006, further increased such stake to 75% by the
issuance of 68.5 million new PYI shares at HK$2.45 per share. This
has not only enhanced PYI's share of benefits in Yangkou Port but
also simplified the financing structure of the project development
company. Issue of the consideration shares to the vendor would also
align its interests in the future of Yangkou Port with those of PYI.

Nantong Port

It is pleasing to have secured the opportunity to invest in the Nantong
Port Group, where PYI is to inject cash of about RMB435 million in
return for a 45% interest. Nantong Port Group is principally engaged
in providing cargo loading and off-loading, storage, shipping-agency;,
cargo-agency duties, ship anchoring, ship repairing, port machinery,
shipping logistics and ship-piloting services. Initial injection of HK$150
million was completed in late December 2005 and the balance of
the investment is expected to be completed in the first half of this
fiscal year.

Tapping into the experience, skill base and business networks of
Nantong Port Group, this investment will give PYI the vital dry and
liquid bulk cargo handling capabilities to complement our Yangkou
operations.

Paul Y. Engineering Group

Paul Y. Engineering Group Limited, a subsidiary of PYI, offers
management contracting, project management and facilities
management services. The construction of Yangkou Port is being
managed by Paul Y. Engineering, which has acquired six decades
of experience in the provision of construction and engineering
services in Hong Kong, Mainland China and overseas.
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» ‘Investments in the ports and logistics sector in
China is in line with the National Transport Policy for
the building of new capacity to meet growing demands."

Paul Y. Engineering performed well with 26% growth and
achieved a net profit of HK$101 million for the year on
turnover of HK$3,110 million.

The management contracting division is the main contributor
of profit while the project management and facility
management divisions are taking shape.

During the year, new construction contracts amounting to
HK$4,195 million were secured. As at the year end, the
value of contracts on hand was HK$10,058 million while
the value of work remaining to be completed increased by
33% to HK$6,003 million.

Celebrating its 60th anniversary in 2006, Paul Y. Engineering
continues to expand its business reach in Hong Kong,
Mainland China and overseas, while moving up the value
chain to offer value-added design, construction and
management solutions to improve the quality and recurring
nature of contract margins.

Disposal of Paul Y. Centre

Paul Y. Centre was disposed to a joint venture, in which
Paul Y. Engineering holds a 25% interest, at a value of
HK$780 million with a profit of HK$147 million. PYI has
provided a vendor financing in the amount of HK$117 million
to the purchaser for a period of 3 years. Being the major
tenant of the building, this investment provides Paul Y.
Engineering with a natural hedge against escalation of its
Own occupancy costs.

Treasury investment

Total value of the Group's investment securities amounted
to approximately HK$162 million (2005: HK$173 million) as
at 31 March 2006, equivalent to about 3% (2005: 2%) of the
total assets of the Group. Portfolio of high-yield loan
receivables amounted to approximately HK$616 million
(2005: HK$672 million) as at 31 March 2006, equivalent to
about 10% (2005: 9%) of the total assets of the Group.
During the year, about HK$80 million (2005: HK$8 million)
of the Group's operating profit was contributed from the
business of treasury investment.

H(I') PYI Corporation Limited | Annual Report 2006
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Major Subsequent Event
Divestment in China Strategic

PYI finally completed the disposal of a 15.4% interest in China Strategic
Holdings Limited for HK$26 million of cash. The remaining 62 million
consolidated China Strategic shares are now held as short term
investment.

Special Dividend

On 8 May 2006, the Board declared a special dividend to PYI
shareholders by way of distribution of the value derived from the
reorganisation of China Strategic. Based on the election of the PYI
shareholders, HK$8.9 million in cash plus 4.98 million Hanny shares
and HK$276.7 million Hanny bonds were distributed to the PYI
shareholders. Such special dividend amounted to a fair value of
HK$325 million. The Group still holds undistributed Hanny bonds with
a face value of about HK$36.8 million as an investment.

Hubei Minsheng LPG

To further pursue liquid bulk terminal opportunities and enhance its
capabilities in this business sector, on 12 May 2006 the Group entered
into an asset acquisition agreement to acquire assets related to a
liquid bulk logistics business in Wuhan, PRC, including LPG storage
facilities, terminal and jetty, filling stations and equipment. The
consideration to be paid by the Group for the acquisition was RMB470
million, comprising RMB350 million in cash and RMB120 million in
convertible note issued by PYI at a conversion price of HK$4.25 per
share.

The LPG terminal in Wuhan not only provides PYI with a new operating
skill base, but also an initial foothold in Central China.

Material Acquisition and Disposal

Details of the Group's acquisition of a 45% equity interest in Nantong
Port Group and disposal of Paul Y. Centre were set out in the
paragraphs under the section of "Review of Operations" above.
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» "Our terminals in Nantong and Wuhan not only

provide PYI with a new operating skill base, but also a
strong foothold in the Yangtze Delta and Central China."

Outlook

China's GDP grew 10.3% year-on-year in the first 3 months
of 2006, as the economies of most developed countries
also achieved solid growth rates for the same period.

Although crude-oil prices rose substantially during the past
twelve months, the world's major economies, including
China, appeared to have absorbed this shock reasonably
well, with inflation remaining under control.

In the latest edition of its biannual World Economic Outlook,
published this April, the International Monetary Fund (IMF)
revised its growth estimates for 2006 to 4.9% from the 4.3
% forecast in September 2005. Its global growth estimate
for 2007 is 4.7%, up from the earlier forecast of 4.4%. The
IMF expects China's GDP to grow by 9.5% in 2006, following
the previous year's 9.9% achieved expansion rate.

While global economic conditions are likely to remain
steady for the foreseeable future, the IMF cautioned that
a high and volatile crude-oil price might affect global
expansion more strongly in the months ahead than has
been the case in recent years.

Nonetheless, we believe that the rapid and continuing
growth of China's economy will continue to create a
favourable environment for our ports and logistics business
on the Mainland.

China's Eleventh Five-Year Plan targets an average GDP
annual growth rate of 7.5% for the national economy from
2006 to 2010. This latest Five-Year Plan also prioritizes
accelerated development of the country's eastern region
to stimulate overall expansion of the national economy.

In addition, it encourages further development of inland
ports along the Yangtze River for the handling of coal, crude
oil, mineral ore and containerized cargo, as well as calling
for comprehensive and coordinated development of
seaports along the country's coastal regions.

FYIC) PYI Corporation Limited | Annual Report 2006
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With investment in and development, operation and management
of bulk cargo ports along the Yangtze being the main thrust of the
Group's business and strategic focus, our Yangtze Strategy is in line
with that the national development plan.

We are currently developing an integrated trans-shipment network
along the Yangtze River to serve that vast hinterland stretching from
Eastern to Central China and well beyond, conforming to the central
government's Eleventh Five-Year Plan. We believe that the clear
policy statement made by the PRC government in relation to the
development of inland ports along the Yangtze will present us with
significant opportunities for implementation of our Yangtze Strategy.

PYl intends to accelerate our port investment along this great river,
which flows a total distance of 6,300 kilometres and is China's
paramount inland waterway. It constitutes a vital passage for logistics
movements into and out of the country's interior region. It is also
our strategy to further strengthen our dry and liquid bulk cargo
handling capabilities, to enhance our critical mass and to maximize
potential synergies.

Barring any unforeseen circumstances, | am confident that PYI is
poised to face the challenges ahead and deliver the results of our
Yangtze Strategy as planned. Lastly, | would like to take this opportunity
to thank our Chairman for his great leadership, our board members
for their precious guidance, our business partners and shareholders
for their kind support and my colleagues in Hong Kong and the
Mainland for their dedication and contributions to the success of
PYI.

Yours faithfully,

Tom Lau

Deputy Chairman & Managing Director

Hong Kong, 7 July 2006
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