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BUSINESS REVIEW AND PROSPECTS

During the period under review, the Group, in addition to continue
to be principally engaged in two major businesses — strategic
investments and capital market activities as well as financing
business, has one more business in solar industry. The solar
business was our group’s new investment which became part of

our group in this January.

STRATEGIC INVESTMENTS AND CAPITAL
MARKET ACTIVITIES

Due to the issuance of the new accounting standard, turnover for
trading of securities was restated to zero and instead, net effect
between the sales proceeds and the cost of the securities sold was
shown under the term “Fair value gain on financial assets at fair
value through profit of loss/unrealised loss on trading securities
at fair value” which was gain of approximately HK$4,880,000
(2005: loss of approximately HK$15,447,000). The improvement
was due to the improving economic conditions strengthened
market confidence which favorably affected the performance of

the Group’s securities investments.

Financing Business

For the period under review, turnover from this business segment
accounted for 30.88% of the total turnover of the Group. Demand
for finance is growing in tandem with the general expansion of
corporate and investment activity and we believe that the Group
will benefit from these opportunities. Although we adopt a prudent
and conservative financing policy to maintain strict control of
risk to protect the interests of our shareholders, we still take a
prudent approach to make provision for doubtful debts of
approximately HK$14 million to reflect the risk arising from the

policy to the interest rate of China.
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Solar Business

Despite the acquisition of the Terra Solar group was completed
in January 2006, Terra Solar Group has already contributed the
group’s turnover by approximately HK$7.7M, representing
62.53% (2005: N/A)

Placing of New Shares

In March 2006, the Company completed the placement of
256,750,000 new shares to independent investors, at HK$0.59
per share, raising net proceeds of approximately HK$139 million
which would be used for general working capital and future
investments. We were delighted with the overwhelming positive
response from independent investors to this placement, which we
believe is a reflection of the financial market’s confidence in the
Group’s investment value and growth potential. The placement
has not only broadened the Group’s shareholder base but also

boost the liquidity of our shares.

Private Placing of Listed Warrants

In June 2005, the Company issued 550,000,000 listed warrants
by way of private placing at the issue price of HK$0.046 per
warrant, each conferring the right to subscribe for one new share
at the initial exercise price of HK$0.116 up to an aggregate
amount of HK$63,800,000 at any time during the period from
4 July 2005 to 3 July 2007. The Directors are of the view that
the placing of warrant is a good opportunity to strengthen the
Group’s financial position and enhance its ability to develop and
capture business opportunities. The net proceeds of approximately
HK$24.0 million was used for general working capital and

investment.
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Acquisition of Solar Energy Business

In July 2005, the Company entered into a sale and purchase
agreement with Multichannel Investments Limited. Pursuant to
the agreement, the Company acquired the entire issued share
capital of Eaglefly Technology Limited (“Eaglefly”) for a total
consideration of approximately HK$161 million. Upon completion
of the acquisition, Eaglefly is a wholly-owned subsidiary of the
Company. The Group, through Eaglefly, holds a 51% equity
interest in Terra Solar Global Inc. and its subsidiaries (the “Terra
Solar Group”) with this investment forming the basis of the
Group’s entry into the solar energy business. The Group believes
that solar power will bring dynamic, long-term business
opportunities, especially against the background of recent oil price
rises, growing worldwide energy demand and the apparent decline
in fossil-fuels reserves as an affordable and sustainable resource.
In addition, the Group believes its investment in the Terra Solar
Group will strengthen the Group’s earning potential and recurrent
income base and have a positive impact on the Group’s long term

profitability.

Overall

Compared with last year, our results for the year under review
reflected an improvement from the business operations because
of the financial market in strategic investments and capital market
activities are improved as a result of the gradual recovery of the
Hong Kong economy in the year of 2005. And our new investment
in the solar industry also has turnover contributed to our group
even though the acquisition of 51% TerraSolar Global, Inc.
(“TerraSolar”), a US based private solar photovoltaic company

was completed in January 2006.

In May 2006, the name of our company have completely changed
from “REXCAPITAL International Holdings Limited” to “China
Solar Energy Holdings Limited”. This is the beginning of a new

era in our group, the Photovoltaic era.
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The PV business has been growing at average rate of over 30%
over the past five years. Recently there has been a huge shortage
of silicon feedstock which has caused a huge shortage of PV
modules. The price of silicon was US$9.-/Kilogram in 2000 and

now it is well over US100.-/kilogram.

To meet the surging demand and supply limitations, some players
are shifting to the next generation of PV Technology; thin film.
Terra Solar and their technical staff have been innovators in the
thin film PV industry for more than 30 years. They built and
commercialized the first thin film amorphous Silicon production

line in 1982.

Our company will leverage on Terra Solar’s experience and know-
how in the thin film PV technology to become the largest supplier
of low cost thin film modules. In the first stage, we expect to
have 50 MW production capacity through our OEM business
model. Our OEM partner will own and operate the manufacturing
facilities and sell the modules to China Solar Energy. This low
capex business model gives our Group large production capacity

with minimal financial risk.

Our challenge to invest at the right pace and at the right time in
the growing markets to diversify our investment, i.e. Terra Solar,
has proved successfully. We are certain that the solar-energy-
related business will become a new engine to increase our Group’s

earnings in the future.

In the year ahead, we will focus our efforts in expanding the
newly acquired solar-energy-related business while continue to
develop our existing core business segments in order to maximize

the returns for our shareholders.
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FINANCIAL REVIEW

Results

For the year ended 31 March 2006, the Group recorded a turnover
of approximately HK$12,354,000 (2005: HK$3,769,000),
representing a increase of approximately 228%. The increase in
turnover was mainly due to the contribution from the solar
business though the acquisition of the solar business was

completed in the second half of January 2006.

Loss attributable to equity holders of the Company was
HK$95,506,000 (2005: loss of HK$376,313,000). The basic loss
per share was 3.32 cents (2005: 18.05 cents). In current year, the
loss was mainly due to i) the written off of the goodwill of
approximately HK$47.9 million against the subsidiary which is
engaged in capital market activities; ii) the increase in the
personnel expenses of the group of approximately HK$24 million
due to the recognition of the fair value of the share options
granted to staff and consultants as a result of the new accounting
standard and iii) provision of doubtful debts of approximately
HK$19 million. If these factors were taken out, the loss for the
year was approximately HK$6,400,000 which was when compared

with that of last year.

Last year, the loss was mainly due to the provision of doubtful
debts in other receivables which resulted in a provision of
HK$350,000,000. If the provision was taken into account, the
loss for last year was HK$26,313,000.
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In last year, the provision of HK$350,000,000 represented the
non-payment of the consideration from the disposal of the Group’s
interest in 87.5% of the issued shares in REXCAPITAL
Infrastructure Limited (“RIL”). On 29 October 2003, the Group
entered into a sale and purchase agreement with Sky China
Holdings Limited, an independent third party, for the disposal of
a 87.5% interest in RIL. Despite repeated demands made by the
Group, Sky China Holdings Limited has failed to make full
payment. As a result of default in payment of the purchase
consideration, the Group decided to adopt a prudent treatment
in respect of doubtful debts and accordingly a provision of

HK$350,000,000 has been made.

Liquidity, Financial Resources and Funding

At 31 March 2006, the Group had net current assets of
HK$179,774,000 (2005: HK$38,042,000). The increase was due
to the increase in cash and cash equivalents as a result of the
exercise of share options, exercise of warrants during the year

and the private placing of shares in March 2006.

At 31 March 2006, the Group had a total of HK$147,419,000 in
cash and cash equivalents (2005: HK$7,841,000). Most of the
cash reserves were placed in Hong Kong dollar short-term deposits

with major banks in Hong Kong.

The liquidity ratio of the Group, represented by a ratio between
current assets over current liabilities, was 625% (2005: 292%),

reflecting adequacy of financial resources.

The indebtedness of the Group as at 31 March 2006 was
HK$3,832,000 (2005 : HK$16,147,000).

Foreign Exchange Exposure
The Group is exposed to a very limited level of exchange risk as
the foreign currency that the group dealing with are mainly

denominated in US dollars to which Hong Kong dollars was

pegged.
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Share Capital Structure

During the year under review, in June 2005, the Company issued
up to a maximum of 550,000,000 listed warrants by way of
private placing at the issue price of HK$0.046, each conferring
the right to subscribe for one new share at the initial exercise
price of HK$0.116 up to an aggregate amount of HK$63,800,000
at any time during the period from 4 July 2005 to 3 July 2007.
As at 31 March 2006, 4,850,000 warrants have been exercised.

In January 2006, upon the completion of the acquisition of the
entire issued share capital of Eaglefly Technology Limited, the
company issued 600,000,000 new shares of HK$0.01 each at
price HK$0.223 as Consideration shares to Multichannel

Investments Limited.

In March 2006, a private placing of 256,750,000 new shares of
HK$0.01 each at price HK$0.59 to independent third parties was

completed.

Share options exercised at HK$0.166 per share during the year
resulted in the issue of 18,500,000 ordinary shares of the
Company.

Apart from the above, there was no change in the share capital

structure of the Company during the year under review.

Material Acquisition and Disposal of Subsidiaries

On 9 July 2005, the Company entered into the Sale and Purchase
Agreement with the Vendor pursuant to which, the Vendor agreed
to sell and the Company agreed to acquire (a) the entire issued
share capital of Eaglefly; and (b) the Shareholder’s Loan and
accrued interest, if any, due from Eaglefly to the Vendor calculated
up to and including the date of completion of the Sale and
Purchase Agreement. Upon completion of the Sale and Purchase
Agreement, Eaglefly will become a direct wholly-owned subsidiary

of the Company.
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The purchase consideration is HK$158,174,000 which was
satisfied as to HK$24,374,000 (equivalent to US$3,145,000) by
way of cash and with fair value of HK$133,800,000 by issuing
600,000,000 ordinary shares of the Company with fair value of
HK$0.223 per share determined using the market price of the
Company’s share at the date of Acquisition of. After taking into
account the professional fees incidental to the Acquisition of
HK$3,224,000, the total acquisition cost amounts to
HK$161,398,000.

The acquisition was completed on 19 January 2006.

Charges on Group’s Assets

As at 31 March 2006, the Group’s trading securities with market
value of approximately HK$16,173,000 (2005: HK$11,018,000)
have been pledged to secure from stock brokers loans of

HK$28,802,000 (2005: HK$2,787,000) granted to its subsidiary.

Contingent Liabilities

On 21 September 1999, a former director of the Company, Mr
Wong Chong Shan, commenced proceedings in the High Court
against the Company claiming a sum of HK$5,000,000. Mr Wong
Chong Shan alleged that he paid the said sum on the Company’s
behalf in August 1997 to a third party as deposit and that the
Company failed to make repayment to him. The directors have
considered the matter and are of the opinion that since no positive
steps have been taken by Mr Wong Chong Shan to proceed with
the action since June 2000, it is not necessary at this stage to

make a provision in the financial statements for these proceedings.

Human Resources
As at 31 March 2006, the Group had 32 full time employees.

The Group remunerated its employees mainly based on the
individual’s performance and experience. Apart from the basic
remuneration, discretionary bonus and share option may be
granted to eligible employees by reference to the Group’s

performance as well as individual’s performance.
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