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Directors' Business Review

CASIL Telecommunications Holdings Limited

On behalf of the Board of Directors, the business performance of

CASIL Telecommunications Holdings Ltd. (the "Company") and its

subsidiaries (collectively the "Group") for the financial year ended

31 December 2006 is summarized in the following paragraphs.

RESULTS SUMMARY

As of 31 December 2006, the Group’s turnover for the year 2006

amounted to HK$156.20 million with a loss of HK$65.23 million in

contrast to those for the year 2005 of HK$185.78 million and

HK$29.36 million respectively. The loss for the year was mainly

a t t r i b u t a b l e  t o  v a r i o u s  a l l o w a n c e s  r e l a t i n g  t o  t h e

telecommunication business made whereas there were expense

increases upon the investment and development period of new

businesses.

BUSINESS REVIEW AND PROSPECTS

While the Group continued the sales of communication equipment

and the application services of Global Positioning System (GPS) for

the year 2006, the Group also continued increasing its investments

in new business intensively, aiming at exploring new operations

and new earning sources for its future development during the year.

In addition to continuation of increasing the investments in wind

energy plant project with the total accumulated investments to

date of HK$100 million, the Group on 15 February 2007 and 27

March 2007 entered into agreements whereby the Group will

further acquire from its parent company, China Academy of Launch

Vehicle Technology (“CALT”), new businesses comprising research

and development and production of wind energy facilities,

automotive engine management systems and components

manufacturing, automotive sealing products manufacturing, rare-

earth-permanent magnetic motors manufacturing, at the purchase

consideration of HK$900 million. The details of the proposed

acquisitions that will be completed by 30 September 2007 were

set out in an announcement made by the Company on 2 April 2007.
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The Group has confidence to bring new profits and returns from

the new areas of new energy businesses (wind energy plant and

generator), new material business (rare-earth-permanent magnetic

motors), automotive component  (electrical spraying and sealing

strip) apart from the telecommunication business through these

successive efforts.

Telecommunication Business

The major customers of the Group’s communication business are

operators in the PRC such as China Mobile, China Unicom, China

Telecom, China Netcom and China Railcom. We provide these

operators as well as those in the markets of Europe and America

with communication equipment of high capability/price value.

However, due to the reduction of investment in infrastructure of

5.8GHz wireless access network by those major operators and the

drop in profit margin in consequence of the keen competition, the

sales of communication products for the year recorded a decrease

as compared with last year.

On 22 November 2006, the Company entered into an agreement

with Brightness International Holdings Ltd. whereby it disposed of

60% of the entire equity interests in CASTEL Videotech (Hong Kong)

Ltd. in disposing its 60% interest of its video conferencing business

in effect in the course of introduction of new capital injection in

the business and acquiring the experience of the said purchaser in

the PRC distribution network with a view to extending the sales in

PRC market.
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Wind Energy Projects

On 30 March 2006, Crownplus International Ltd., a wholly-owned

subsidiary of the Company, entered into a joint venture agreement

with Longyuan Electric Group Corporation and Beijing Wan Yuan

Industry Corporation in respect of building, maintenance and

operation of wind energy plants and facilities in the Liaoning

Province of the PRC. This is the third wind energy plant project

following those in Jiangsu and Jilin, PRC.

The Group will benefit from the joint venture in strengthening the

Group’s investment in wind energy power plants given the shortage

of electricity supplies in the PRC and the global trend towards

renewable energy for environmental reasons assuring the

tremendous demands in the future.

Others

The Group has made an announcement on 2 April 2007 that the

Group entered into acquisition agreements with its parent

company, CALT, in exploring new businesses of new energy, new

materials, and automotive component and developing larger profit

centres.
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HUMAN RESOURCES AND REMUNERATION
POLICY

As at 31 December 2006, the Group had 37 employees (2005: 41

employees) in the Hong Kong head office and 428 employees (2005:

531 employees) in the China Mainland offices. Remuneration of

employee is determined according to individual employee’s

performance and the prevailing trends in different areas and

reviewed on an annual basis. The Group also provides Mandatory

Provident Fund and medical insurance to its employees. In addition,

discretionary performance bonus and share option schemes are

available and are at the discretion of the Directors.

FINANCIAL REVIEW

Liquidity and Financial Resources

Total borrowings of the Group as at 31 December 2006 were

HK$265,667,000 (2005: HK$105,652,000), which were fixed rate

borrowings (2005: HK$58,765,000). All borrowings of the Group

were determined at market interest rate. The Group has not issued

any financial instruments for hedging or other purposes.

Gearing ratio (total borrowings over shareholders’ equity) as at 31

December 2006 was 294% (2005: 70%).

Pledge of Assets

As at 31 December 2006, cer tain assets of the Group of

HK$1,537,000 (2005: HK$11,631,000) have been pledged to secure

bank facility.
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Exchange and Other Exposures

Most of the Group’s business transactions were conducted in Hong

Kong dollars, Renminbi and United States dollars. The Group

expected that the exposure to exchange rates fluctuation was

minimal and therefore has not engaged in any hedging activities.

The Group did not have any contingent liabilities as at 31 December

2006.

A loan of US$6,000,000(HK$46,800,000)from a related company,

China Great Wall Industry Corporation, (“Great Wall”) which was an

associate or wholly-owned subsidiary (from December 2004) of

China Aerospace Science & Technology Corporation, included in

borrowings was described as a loan from an independent third

party or not separately disclosed in the previous reported financial

statements from those 31 December 2001 inadvertently. The loan

was separately disclosed as a loan from Great Wall in the

consolidated financial statements herein. This connected loan

transaction was and is exempted from any disclosure or

shareholders approval requirements under the Rule 14.24(8) of the

former Listing Rules and Rule 14A.65(4) of the current Listing Rules

by virtue of normal commercial term of interest rate 4.25% per

annum and no security over the assets of the Group as the condition

for the provision.

APPRECIATION

I would like to take this opportunity to thank my fellow directors

and all the staff members for their hard work and dedication during

the year under review.

By Order of the Board

Wu Yansheng

Chairman

Hong Kong, 19 April 2007
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