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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET (“GEM") OF THE STOCK EXCHANGE OF HONG KONG
LIMITED (THE “STOCK EXCHANGE")

GEM has been established as a market designed to accommodate companies to which a high investment risk may
be attached. In particular, companies may list on GEM with neither a track record of profitability nor any obligation
to forecast future profitability. Furthermore, there may be risks arising out of the emerging nature of companies
listed on GEM and the business sectors or countries in which the companies operate. Prospective investors should
be aware of the potential risks of investing in such companies and should make the decision to invest only after
due and careful consideration. The greater risk profile and other characteristics of GEM mean that it is a market
more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded on GEM may be more
susceptible to high market volatility than securities traded on the Main Board and no assurance is given that there
will be a liquid market in the securities traded on GEM.

The principal means of information dissemination on GEM is publication on the internet website operated by the
Stock Exchange. Listed companies are not generally required to issue paid announcements in gazetted newspapers.
Accordingly, prospective investors should note that they need to have access to GEM website in order to obtain
up-to-date information on GEM-listed issuers.

The Stock Exchange takes no responsibility for the contents of this report, makes no representation as to its accuracy or
completeness and expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this report.

This report, for which the directors (the “Directors”) of Xi’an Haitian Antenna Technologies Co., Ltd.* (the “Company”)
collectively and individually accept full responsibility, includes particulars given in compliance with the requirements of the
Rules Governing the Listing of Securities on GEM (the “GEM Listing Rules”) of the Stock Exchange for the purpose of giving
information with regard to the Company. The Directors having made all reasonable enquiries, confirm that, to the best of
their knowledge and belief: (1) the information contained in this report is accurate and complete in all material respects and
not misleading; (2) there are no other matters the omission of which would make any statement in this report misleading; and
(3) all opinions expressed in this report have been arrived at after due and careful consideration and are founded on the bases
and assumptions that are fair and reasonable.

*  For identification purpose only
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Chairman’s Statement

Dear Shareholders:

On behalf of the Board of Directors (the “Board”), | am pleased to present the annual report of Xi’an Haitian Antenna
Technologies Co., Ltd. together with its subsidiaries (the “Group”) for the year ended 31 December 2006.

2006 was a tough year for the Group. The wireless telecommunications industry in PRC was confronted with further delay in
issuance of 3G licence and major telecommunications operators were cautious in their investment plan for 2G products. The
Group recorded its first year of loss amid the increasingly competitive environment in the wireless telecommunications industry
and declining product gross profit margin.

In response to this situation, the Group proactively explored international market as well as new business opportunities in
order to expand customer base and improve gross profit margin. Signs of success in implementing the above strategies were
noted and revenue from export market and new products witnessed strong growth during the year.

In order to ensure sustainable development, the Group is fully aware of the importance of improving the efficiency of its
operations as well as its competitiveness in the market. Continuous effort will be dedicated in improving the speed and
efficiency in the development of new products, reduction in production cost and expanding customer base. We look forward
to achieving strong growth in sales and improving profit margin in the near future. On the other hand, the Group has
completed development of TD-SCDMA related products, which are readily available for their commercial application. The
Group will grasp every opportunity presented by 3G in order to further balance our business development in the coming year.

On behalf of the Board, | would like to express my gratitude to our shareholders, suppliers and customers for their continual
support and | also take this opportunity to express my sincere thanks to our employees for their support and contribution.

Xiao Bing
Chairman

Xi’an, the PRC
9 March 2007
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Management Discussion and Analysis

BUSINESS REVIEW

Revenue

The Group recorded a turnover of approximately RMB117.1 million for the year ended 31 December 2006, representing a
decrease of approximately 33.8% from last year. The decrease was mainly attributable to (a) tightened credit control exercised
by the Group during the year 2006; (b) further delay in the issuance of 3G licence by the PRC government; and (c) certain
mobile operators were cautious in implementing their network expansion plans. Intense competition in the maturing 2G
mobile communications market and price pressure from the central procurement strategy adopted by China Mobile Group
also lead to sizable drop in total revenue of the Group.

In response to the anticipated decline in sales of 2G products, the Group has been proactively developing the international
market which contributed 24.0% of the Group’s revenue in 2006, representing 17.6% increase when compared to the year
2005. More importantly, through our initiatives on expanding product portfolio, revenue generated from other antenna series
reached RMB33.0 million in 2006, accounting for 28.0% of the Group’s revenue and representing an increase of 199.0%
against the previous year. The above measures successfully mitigate the declining revenue from existing business.

Composite of sales by product line for the year ended 31 December 2006, together with the comparative figures for the year
ended 31 December 2005, are provided as follows:

For the year ended 31 December 2006 (by product lines)
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Management Discussion and Analysis (continued)

For the year ended 31 December 2005 (by product lines)
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Composite of turnover by major customers for the year ended 31 December 2006, together with the comparative figures for

the year ended 31 December 2005, are provided as follows:
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Management Discussion and Analysis (continued)

For the year ended 31 December 2005 (by major customers)
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Legend:
UTStarcom: UT HTiERzR AN AR A F (UTStarcom Telecom Co., Ltd.) (“UTStarcom”)

China Telecom Group & China Netcom Group: Bl %E {54 A 7] (China Telecommunications Corporation) and its subsidiaries
and branch companies (collectively “China Telecom Group”) and # EI484% 1815 B R 2 7 (China Netcom Corporation Limited)
and its subsidiaries and branch companies (collectively “China Netcom Group”)

China Unicom Group: F B84 #@{5 48R 22 7] (China United Telecommunications Corporation) and its subsidiaries and branch
companies (collectively “China Unicom Group™)

China Mobile Group: Bl 8@ {= 5% B2 & (China Mobile Communications Corporation) and its subsidiaries and branch
companies (collectively “China Mobile Group”)

Gross Profit

The Group’s gross profit for the year 2006 amounted to RMB21.6 million, representing a decrease of 72.8% over 2005. Gross
profit margin was 18.4% in 2006 compared to 44.9% in 2005. The declining profit margin was due to the Group suffered
from downward trend in selling prices and rising material cost over the past year and sales from higher margin products were
not yet mature enough to be the main revenue driver of the Group in order to compensate the decreasing margin.
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Management Discussion and Analysis (continued)

Operating Costs and Expenses

Distribution costs were approximately RMB28.5 million, representing a decrease of approximately 10.7% over year 2005. This
was primarily a result of the Group’s strengthened budgetary control. Besides, with more focused sales and marketing efforts
on developing international market, distribution costs were utilized more efficiently.

Administrative expenses had increased by approximately 81.9%, amounting to approximately RMB39.3 million comparing
with the year 2005. Since the Group is expanding its operating scale, a general increase in administrative expense was
recorded especially for payroll, professional fee and depreciation expense. Besides, in view of recoverability of certain trade
receivables, an allowance for doubtful debts amounted to RMB6.3 million was made. Moreover, a provision for obsolete
inventories amounted to RMB3.2 million was also made during 2006.

Other operating expenses amounted to approximately RMB18.6 million, representing an increase of approximately RMB14.0
million comparing with year 2005. The increase was mainly resulted from the amortization of capitalized research and
development cost and amortization of prepayment for TD-SCDMA technology licence.

Consequently, loss attributable to shareholders for the year ended 31 December 2006 was RMB68.1 million compared to a
profit attributable to shareholders of approximately RMB15.5 million in the previous year. The net loss position was mainly
due to the decrease in gross profit and increase in costs and expenses as mentioned above.

PROSPECTS

3G opportunities

During 2006, TD-SCDMA has gone through several rounds of pre-commercial trials and the Group made full use of its
advantage in the techniques, participated actively in the research and development of TD-SCDMA products, and some of
which have already been applied in the trail network.

Leveraging on its edge in technology, the Group had actively involved in research and development of TD-SCDMA, with a
total of 8 TD-SCDMA intelligent antennas being developed and a 128 multi-probe 3D radiation pattern test system which
enables dual testing function of handsets and intelligent antennas being completed and perfected.

SEHAERB AR QR (Jiazai Communications Equipment Company Limited), a joint venture established by the Group and
Datang Mobile Communications Equipment Company Limited (“Datang Mobile™), would focus on the manufacturing of TD-
SCDMA micro cellular base station, and would supply the products to Datang Mobile exclusively in future 3G construction
work in the PRC.

The PRC government will build more TD-SCDMA networks for testing the 3G technology platform in 2007, aiming to prepare
for further commercialization of the self-developed standard before 2008 Olympic games are held. Although the government
has yet to draw up a clear 3G road map, in view of the conditions for the 3G technology become mature, the Directors still
remain cautiously optimistic about the opportunities that 3G will bring to the Group.

-
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Management Discussion and Analysis (continued)

Global income source

The Group proactively developed the international market over the past few years, which became the key revenue driver of
the Group and contributed a stable and significant stream of revenue to the Group during 2006. The Directors believe that the
expansion of the Group's presence in the global market will broaden its brand recognition and customer base.

Enhancement of competitiveness

The Group will focus on implementing various cost control measures including but not limited to production reengineering,
product redesign, tightened budgetary control and optimizing resources allocation. The Directors believe that the above
initiatives can enhance our competitive capabilities in the market.

On the other hand, the Group will streamline its resources in the research and development activities. More focus will be on
broadening high margin product portfolio in a timely manner and in cost efficient way.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

During the year, the Group was mainly financed by cash from operations, other loans and banking facilities. As at 31 December
2006, the Group’s bank loans increased from approximately RMB121.6 million as at 31 December 2005 to approximately
RMB139.6 million which are repayable within 1 year and other short-term loans amounted to RMB24 million. These interest
bearing borrowings were mainly used for the Group’s daily operation and acquisition of fixed assets.

As at 31 December 2006, all of the Group’s interest bearing borrowings bear fixed interest rates ranging from 5.22% to
7.61%. Since all the interest bearing borrowings were denominated in RMB, the Directors consider that the exposure to
foreign exchange risk was minimal.

As at 31 December 2006, the Group’s gearing ratio increased to 96.0% (2005: 51.0%), which is calculated based on total
interest bearing borrowings of approximately RMB163.6 million and total shareholders’ funds of approximately RMB170.4
million. Cash and cash equivalents decreased from approximately RMB91.2 million to RMB47.9 million. Most of the Group’s
bank deposits were deposited with banks as short-term deposits and were denominated in either Hong Kong dollars or RMB,
which are directly related to the Group’s businesses in the areas of the currencies concerned.

PURCHASE, SALE OR REDEMPTION OF SHARES
During the year ended 31 December 2006, neither the Company or any of its subsidiaries purchased, sold or redeemed any of
the Company?s listed securities.

CHARGES ON GROUP ASSETS

As at 31 December 2006, the Group pledged bank deposits of approximately RMB1.8 million, buildings of carrying value of
approximately RMB49.6 million, land lease premium held for own used of carrying value of approximately RMB11.4 million
and trade receivables of approximately RMB20.6 million for banking facilities.

CONTINGENT LIABILITIES
As at 31 December 2006, the Group did not have any material contingent liabilities.
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Management Discussion and Analysis (continued)

FOREIGN EXCHANGE EXPOSURE

Since most of the transactions of the Group are denominated in RMB, the Group has not experienced any material difficulties
or effects on its operations or liquidity as a result of fluctuations in currency exchange rates during the year under review. The
Group did not enter into any material foreign exchange contracts, interest or currency swaps or other financial activities.

EMPLOYEES AND REMUNERATION POLICY

As at 31 December 2006, the Group had approximately 563 full-time employees. Total staff costs for the year 2006 amounted
to approximately RMB24.7 million (2005: RMB22.2 million), including remuneration of the Directors and members of the
supervisory committee (the “Supervisors™). The Group reviews employee remuneration from time to time and increases in
remuneration are normally granted annually or by special adjustment depending on length of service and performance when
warranted. In addition to salaries, the Group provides employee benefits including medical insurance and retirement benefits
scheme. Bonuses are also available to employees of the Group at the discretion of the Directors and depending upon the
financial performance of the Group. The Group has not granted any share options to the Directors and its employees.

SIGNIFICANT INVESTMENT HELD
Except for investment in subsidiaries, the Group did not hold any significant investment for the year ended 31 December
2006.

FUTURE PLANS FOR MATERIAL INVESTMENTS
As at 31 December 2006, the Group had capital expenditure contracted for but not provided in the financial statements in
respect of acquisition of property, plant and equipment amounted to approximately RMB6.9 million (2005: RMB1.9 million).

Save as disclosed herein the Group did not have other plans for material investment.

MATERIAL ACQUISITIONS AND DISPOSALS
Save as disclosed in the paragraph headed “Significant Investment Held”” above, the Group did not have any material acquisitions
and disposals of subsidiaries and affiliated companies during the year ended 31 December 2006.

TOP FIVE SUPPLIERS AND CUSTOMERS
For the year ended 31 December 2006, sales to the top five customers and the largest customer accounted for approximately
70.9% (2005: 73.5%) and 20.5% (2005: 31.2%) respectively of the Group’s total turnover.

For the year ended 31 December 2006, purchases from the top five suppliers and the largest supplier accounted for approximately
43.4% (2005: 44.4%) and 11.9% (2005: 16.6%) respectively of the Group’s total purchases.

Each of the top five customers and the top five suppliers is independent of and not connected with any of the Directors, chief
executives or any shareholders of the Company which, to the best knowledge of the Directors, own more than 5% of the
Shares of the Company, or any of their respective associates.

POST BALANCE SHEET EVENT

On 2 March 2007, the Company and two joint placing agents (the “Joint Placing Agents™) entered into a non-legally binding
preliminary placing agreement, pursuant to which the Joint Placing Agents have agreed in principle to, on a best effort basis,
severally procure placees to subscribe for and purchase an aggregate of not more than 177,941,177 H shares at an agreed-
upon placing price. The details of the placing arrangement are set out in note 2(a) to the financial statements.
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Corporate Governance Report

COMPLIANCE WITH THE CODE ON CORPORATE GOVERNANCE PRACTICES

In the opinion of the Board, the Company has complied with the code provisions in the Code on Corporate Governance
Practice (the “Code™) as set out in Appendix 15 of the GEM Listing Rules throughout the financial year ended 31 December
2006 subject to the deviation disclosed hereof.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Under the code provision A.2.1, the roles of chairman and chief executive officer should be separate and should not be
performed by the same individual. Following the resignation of Mr. Zhou Tianyou from the post of chief executive officer of
the Company on 14 December 2006, Mr. Xiao Bing held the offices of Chairman and Chief Executive Officer of the Company
since then. The Board is in the process of identifying a suitable candidate to fill the role of chief executive officer.

THE BOARD OF DIRECTORS

Composition and function

The Board is responsible for overseeing the preparation of accounts of each financial period, which shall give a true and fair
view of the state of affairs of the Group and of the results and cash flow for that period. It is also responsible for formulating
the Group’s long-term strategy and supervising the management to ensure thorough implementation of the Group’s policies
and effective performance of their duties. As at 31 December 2006, the Board comprised eleven Directors, including the
Chairman, two executive Directors, three independent non-executive Directors and five non-executive Directors. Biographies
of the Directors are set out in the Directors’ Report.

Members of the Board comprise experts from diverse business and professional backgrounds who have served relevant PRC
government organizations, listed companies, multinational or other organizations. All of the members of the Board have
many years of experience in investment, business operation, financial management and corporate administration.

The current composition of the Board is considered to be a reasonable balance between executive and non-executive Directors,
and be able to provide adequate checks for safeguarding the interests of shareholders of the Company.

All non-executive Directors are engaged by a service contract for a fixed term for not more than 3 years. All Directors appointed
to fill a casual vacancy are subject to re-election by shareholders at the first annual general meeting following their appointment

and all Directors are subject to re-appointment or re-election at least once every three years.

Composition of the Board, by category of Directors, including names of the Chairman, executive Directors, independent non-
executive Directors and non-executive Directors, has been disclosed in all corporate communications.

10
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Corporate Governance Report (continued)

Board meetings and attendance

The Board meets at least quarterly and additional Board meetings are held as and when required. Between scheduled meetings,
the Directors are provided with information on the activities and development in the businesses of the Group in a timely
manner to keep them abreast of the Group’s latest developments.

Details of Directors’ attendance records in 2006:

Number of meetings

attended/Total
Executive Directors
Mr. Xiao Bing (Chairman and Chief Executive Officer) 718
Mr. Zhou Tianyou 718
Mr. Liang Zhijun 3/8
Non-Executive Directors
Mr. Wang Ke 6/8
Mr. Liu Yonggiang 8/8
Mr. Li Wenqi 5/8
Ms. Wang ling 2/8
Mr. Sun Wenguo (appointed on 13 October 2006) 2/8
Mr. Wang Quanfu (resigned on 13 October 2006) 3/8
Independent Non-Executive Directors
Professor Gong Shuxi 6/8
Mr. Wang Pengcheng 7/8
Mr. Qiang Wenyu 718

DIRECTORS’ SECURITIES TRANSACTIONS

The Company adopted a code of conduct regarding securities transactions by Directors on terms which are same as the
required standard of dealings as referred to in Rules 5.48 to 5.67 of the GEM Listing Rules. The Company has made specific
enquiries of all the Directors and the Company was not aware of any non-compliance with the required standard of dealings
and the code of conduct regarding securities transactions by the Directors.

INDEPENDENCE

The Company has received from each independent non-executive Director an annual confirmation of his independence pursuant
to Rule 5.09 of the GEM Listing Rules. The Company considers all the independent non-executive Directors to be independent.

11
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Corporate Governance Report (continued)

REMUNERATION COMMITTEE

The Remuneration Committee was established in December 2005 and consists of three members, majority of which being
independent non-executive Directors. The chairman of the committee is Mr. Qiang Wenyu, an independent non-executive
Director, and other members include Mr. Wang Pengcheng and Mr. Wang Ke.

The committee met once in 2006 and was attended by all committee members. The policy for the remuneration of executive
Directors and senior management was reviewed by the committee. Remuneration, including basic salary and performance
bonus, of the executive Directors and senior management is based on skills, knowledge, involvement and performance of the
individuals by reference to the Company’s performance and profitability, as well as industry practice. The committee ensures
that no Director is involved in deciding his own remuneration.

The specific terms of reference of the Remuneration Committee is posted on the Company’s website.

NOMINATION COMMITTEE

The Nomination Committee was established in December 2005 and consists of three members, majority of which being
independent non-executive Directors. The chairman of the committee is Professor Gong Shuxi, an independent non-executive
Director, and other members include Mr. Qiang Wenyu and Mr. Liu Yonggiang.

The Nomination Committee is responsible for formulating nomination policy, reviewing the structure, size and composition of
the Board on a regular basis and making recommendations to the Board on selection and appointment of Board members.
The committee met once in 2006 and was attended by all committee members for the selection and recommendation of
candidates for directorship having regard to the relevance of skills and experience appropriate to the Group’s business.

The specific terms of reference of the Nomination Committee is posted on the Company’s website.

AUDIT COMMITTEE

The Company established an audit committee with written terms of reference in compliance with Rules 5.28 and 5.33 of the
GEM Listing Rules in April 2003. The Audit Committee is currently chaired by Mr. Wang Pengcheng, an independent non-
executive Director, and the other members are Professor Gong Shuxi and Mr. Li Wengqi, with the majority being independent
non-executive Directors.

The Audit Committee is responsible for reviewing accounting policies and practices adopted by the Group. It also reviews and
discusses matters related to financial reporting, internal control, audit and performs other duties as assigned by the Board,
and reports its work, findings and recommendations to the Board after each meeting in respect of the above matters as well
as the operating risks faced by the Group. The Audit Committee has reviewed the financial results of the Group for the year
ended 31 December 2006.

The terms of reference of the Audit Committee is published on the Company’s website.

12
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Corporate Governance Report (continued)

The Audit Committee held four meetings in 2006 discussing the Group’s annual results for 2005, quarterly results for 2006,
and reviewing internal control matters. The individual attendance record of each member is as follows:

Number of meetings

attended/Total
Non-Executive Director
Mr. Li Wenqi 2/4
Independent Non-Executive Directors
Professor Gong Shuxi 3/4
Mr. Wang Pengcheng (Chairman) 3/4

AUDITORS’ REMUNERATION

During 2006, the fees paid to external auditors for audit and non-audit services amounted to RMB595,500 and RMB180,897
respectively. Non-audit service fee mainly related to the issuance of comfort letters regarding indebtedness and sufficiency of
working capital of the Group.

INTERNAL CONTROL

The Board has overall responsibility for the Group’s systems of internal control and for reviewing its effectiveness. The Board
will conduct regular review regarding internal control systems of the Group. During the year under review, the Board has
reviewed the operational and financial reports, budgets and business plans provided by management. Besides, the Audit
Committee and the Board also performed quarter review on the Group’s performance and internal control system in order to
ensure effective measures are in place to protect material assets and identify business risks of the Group.

13
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Directors, Supervisors and Senior Management

DIRECTORS

Executive Directors

Mr. Xiao Bing (B f£5L4), aged 41, he is a son of Professor Xiao Liangyong, the founder of the Company. Mr. Xiao studied in
the college of continuous education of A% & FHHE K2 (“Xidian University”). He worked in 7825 i E) R FE 2S48 (Xi'an
General Factory of Oil Instruments*) from 1988 to 1991 and was the deputy general manager of FaZ /8 X BREGR A 7
(Xi’an Haitian Communications Equipment Company Limited*, “Xi’an Haitian Communications”) from 1999 to 2000. He
joined the Group as an executive Director and first assumed the post of the president of the Company since October 2000.
Mr. Xiao Bing was elected the chairman of the Board since August 2004.

Mr. Liang Zhijun (REE L 4E), aged 43, graduated from BREG#EZFT (Shaanxi Institute of Mechanical Engineering, now
known as P& T K2 (Xi'an University of Technology)) in 1985 and was a lecturer in Xidian University from 1985 to 1993.
Mr. Liang worked in A B E 73 H O 48/2 5)/8F 2 &) (China National Electronics Import & Export Corporation, Hainan Branch)
from 1988 to 1989 and FAZ AEEEAMR 2 7] (Xi'an Datang Telecom Company Limited) from 1993 to 2000. He joined the
Group in July 2000. He was appointed as the vice president of the Company in April 2004. Mr. Liang had been nominated by
the Board as an executive Director and an authorized representative of the Company effective in April 2005.

Mr. Zhou Tianyou (JEIZR#7 55 4), aged 44, graduated from the Electronics and Computer Science Department of Shanghai
Jiaotong University (_E/8 2 #K2) with a bachelor degree in automatic control engineering in 1983 and is an engineer. He
has over 20 years experience in telecommunications field, having previously served in various senior positions including marketing
manager of Beijing Digipro Information Technology Co. Ltd. Gt R K555 ST B R A 7)), business development manager
of Rockwell International (Overseas) Co., Ltd., Beijing Representative Office (s 2B CFIN) AR AT RARKE) and
chief representative of Altitude Software, Beijing Representative Office ({578 21 K BU {4 BIBR #5p¢ A A1 A K EZ). Mr. Zhou
had been an independent non-executive Director from October 2000 to September 2005, and became the chief executive
officer of the Company in September 2005 and had been nominated as an executive Director in December 2005.

Non-executive Directors

Mr. Wang Ke (ER}5L4), aged 60, graduated from =&/ 2 % (Helongjiang Commerce College) in December 1968 and
obtained the qualification of senior economist in July 1989. He joined the Group as a non-executive Director since May 2004.
Mr. Wang has been the chairman of the board of directors of FaZ & E kD BR A& (Xi’an Jiefang Group Co. Ltd.*,
“Xi'an Jiefang Group™), a substantial Shareholder of the Company and a listed company with its domestic A shares trading on
the Shenzhen Stock Exchange, since January 1995.

Mr. Liu Yonggiang (25k 3855 4), aged 68, graduated from the Z81k R TI#Z£2B% (Northwest Journalism Institute) in 1987
and became the deputy secretary-general of Xi’an Municipal People’s Government in 1989. Mr. Liu became the chairman of
the board of FAZ BB IEILIT AR A R] (Xi'an International Trust & Investment Co., Ltd.*, “XITIC”), a substantial Shareholder,
in 1999 and joined the Company as a non-executive Director since October 2000.

Mr. Sun Wenguo, (FA3X 5t 4) aged 31, graduated from the Department of International Finance of PRFE 814X EB% (Xi'an
Financial and Economic Institute) in 1998 with a bachelor degree. Mr. Sun previously worked in international section of
Industrial and Commercial Bank of China, Dalian Branch and FE% = ¥ & ft BFR 2 & (Xi'an Gaoxin Hospital Co., Ltd.). Currently,
he holds the positions of the head of investment department and chairman of the 6th supervisory committee of 78% i 15
E B BEBR AR (Xian Jiefang Group Inc.) and he is also the supervisor of FAZ&F T A R A ) (Xi'an Kaiyuan Shopping
Mall Co., Ltd.). AL &R BR A 7] (Xi'an Jiefang Group Inc.) is a shareholder of the Company interested in approximately
15.45% of the issued share capital of the Company. Mr. Sun was appointed as a non-executive Director in October 2006.
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Directors, Supervisors and Senior Management (continued)

Mr. Li Wengi (ZE3CE 55 4), aged 41, graduated from PR7GEF4Z Ef (Shaanxi College of Finance and Economics, now known
as AL R MA S (Xi'an Jiaotong University)). He worked for BRFA #4448 1 0 A & (Shaanxi Silk Import & Export Corporation,
one of the substantial shareholders, “Shaanxi Silk”) as the deputy chief and manager of planning and finance department
from October 1987 to April 1994 and from April 1994 to October 1997 respectively and the assistant to general manager and
manager of planning and finance department from October 1997 to May 2001. He is an accountant and the chief accountant
and manager of planning and finance department of Shaanxi Silk since May 2001. He joined the Company as a non-executive
Director since October 2000.

Ms. Wang ling (£ X% 1), aged 35, graduated from it 751 & £27 (Beijing Finance and Trade College) in September 1988.
Ms. Wang was the vice general manager of Jt R RZER EEIEH 0 (Beijing Holdings Investment Management Co., Ltd.,
“Beijing Holdings™), one of the substantial shareholders, since February 2004 and was elected as a non-executive Director
since May 2004.

Independent non-executive Directors

Professor Gong Shuxi (R8& = %), aged 50, graduated from Fait T T2 (Northwest Institute of Communications
Engineering, now known as Xidian University) with a bachelor degree, and from Xi’an Jiantong University with master and
doctorate degrees in electromagnetic and microwave technology and is a professor. Professor Gong became the professor in
Antenna Research Institute of Xidian University in 1997. Since October 2000, he was elected as an independent non-executive
Director.

Mr. Wang Pengcheng (E 85255 4), aged 39, graduated from PEFEES 42 E2f (Shaanxi Finance College*) in December 1988
with a certificate of tertiary education majored in accountancy and obtained a master degree in business administration from
the Open University of Hong Kong in December 2000. Mr. Wang joined the A% 81 B /& (Xi’an Finance Bureau, a shareholder
of XITIC which in turn is a substantial Shareholder of the Company). He then joined FE 2 Fa&IEA R & TS HEIEAT (Xi'an
Zigma Accountants, LLC) as the vice chief executive of the firm until present. He was elected as an independent non-executive
Director since 30 September 2004.

Mr. Qiang Wenyu (58 3 BB 5 4), aged 33, graduated from the School of Management and Economics of Beijing Institute of
Technology (3t ¥ T KEZ) in 1994 and joined the service of China North Industries Corporation (FB3t75 T A F]) in
1995. In 1998, he served as general manager of NIC Sports Inc. In 2003, Mr. Qiang assumed office as the deputy general
manager of Silver City International (Holdings) Limited and the general manager of Throne Star International Limited. Mr.
Qiang is a non-executive director of Raymond Industrial Ltd., a company listed on the main board of the Stock Exchange. He
was elected as an independent non-executive Director since December 2005.

SUPERVISORS

Mr. Hu Hui (18R 52 4E), aged 40, graduated from & 878 2t (Changsha Railway College, now know as FF A2 (Central
South University)) major in mechanical engineering in 1989 and is an engineer. Mr. Hu was employed by /N 8583 A% 15 B R
A 7] (Zhuzhou Gear Co., Ltd.) from 1989 to December 2001. He joined the Group in May 2002, and then became the
manager of the corporate planning department and a Supervisor in July 2002.

Ms. Sun Guilian (F##£5/])\H), aged 43, graduated from the *R E AL BUE K2 (Zhongnan University of Economics and Law)
majoring in business administration in 2002. She was employed by the No. 704 factory of the State and worked in the
enterprise statistics department from 1984 to 2000. Ms. Sun joined the Group in September 2000 and was elected as a
Supervisor in July 2002.
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Directors, Supervisors and Senior Management (continued)

Mr. Liu Jiyang (235 5 &), aged 39, graduated from Xi’an Jiaotong University with a bachelor degree in management
engineering in 1989 and a master degree in economic laws in 1993. Mr. Liu was employed by FZ KE S B R A (Xi'an
Datang Telecom Company Limited) as the enterprise legal adviser and deputy general manager of % [LIARFHZERE AR A
&) from April 2001 to February 2002. From March 2002 till now, he has been working as the general manager of Fa%Z 2%}
HKAEREEAF and was elected as a Supervisor in October 2002.

Professor Shi Ping (Rl i), aged 57, holds a doctorate degree. Professor Shi has started working as a professor, tutor of
doctorate students, deputy manager of the Institute of Economics and Management in 751t X2 (Northwest University) since
December 1985. Currently, she is an independent non-executive director of Xi’an Jiefang Group. She was elected as a Supervisor
in October 2002.

Mr. Gu Lingiang (&"#R5& 5t 4E), aged 40, graduated from [ H K2 (Shandong University) in 1989 with a bachelor degree in
management science. In 1994, Mr. Gu worked in the credit department of XITIC. In 1997, he was posted to the investment
banking division of XITIC and assumed the posts of deputy manager. Mr. Gu was elected as a Supervisor in October 2002.

SENIOR MANAGEMENT

Mr. Fang Xi (5B 564E), aged 36, graduated from the agricultural finance department of A E BT BUA A E (Zhongnan
University of Economics and Law) in 1993 and worked as head of finance department and deputy chief accountant of Bl& =
A #2338 FR (State-owned Huanghe Machinery Plant) from 1993 to 2001. Currently, he is responsible for the finance
function of the Group. Mr. FANG was nominated by the Board as an executive Director effective in April 2005 and had

resigned from the post of executive Director in September 2005.

Mr. Pan Zhiging (&£ B 5L 4E), aged 44, graduated from J5ZE X2 (Tsinghua University) in August 1984 with a bachelor
degree in Computer Science and Engineering, in 1987 with a master degree from /BRI EMITHT (Institute of
Mathematics in Chinese Academy of Sciences). Mr. Pan worked for & 3Il% %2 &] (Analogic Scientific Inc.) as team leader and
assistant manager in MRI Department during August 1987 to July 1994, and as vice general manager in F 3T E LK E
KAl BBR A7) (Shenzhen Topsky Electronic Co., LTD.) and &I ZRZEEFHBR AT (Shenzhen Telecom Electronic Co.,
LTD.) during August 1994 to July 1997 and during August 1997 to July 1999 respectively. Before joining the Group, Mr. Pan
worked as a general manager in FIITTERITBARZEE R AT (Shenzhen Haitian-Tech Communications Co., LTD.). Mr.
Pan was appointed as the Vice President of the Group in October 2006.

COMPANY SECRETARY AND QUALIFIED ACCOUNTANT

Ms. Chow Yuk Lan (& B3/ 48), aged 32, holds a bachelor (Honour) degree in Accountancy from the Hong Kong Polytechnic
University. She is an associate member of both the Association of Chartered Certified Accountants and the Hong Kong
Institute of Certified Public Accountants. Ms. Chow has over eight years of experience in areas of auditing, accounting,
taxation, company secretarial and financial management. Before joining the Company in July 2005, Ms. Chow worked as a
manager in an international accounting firm.
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Report of the Supervisory Committee

To the Shareholders,

During the year ended 31 December 2006, the supervisory committee of the Company (the “Supervisory Committee”)
thoroughly performed its duties faithfully in accordance with the provisions of the Company Laws of the People’s Republic of
China, the relevant laws and regulations of Hong Kong and the articles of association (the “Articles”) of the Company.
Adhering to the principles of safeguarding interests of the Shareholders and benefits of the staff of the Company, the
Supervisors attended Board meetings, acquiring first-hand information of the Board’s decision on marking important issues
and effectively monitoring the Board and senior management of the Company in performing their duties, and providing
reasonable recommendations and advices on the operations and development plans of the Company.

The Supervisory Committee considers that:

1. The Company’s operation for the year 2006 complied with the relevant laws and regulations of the state and local
governments of the PRC and the Articles.

2. The Directors and managers of the Company performed their duties in strict compliance of the relevant rules and
regulations for the development of the Company. They carried out their work diligently without violating any laws and
regulations or the Articles and had not conducted any activities which were against the interests of the Company;

3. The connected transactions of the Company were in the interests of the shareholders as a whole and under fair and
reasonable basis;

4. The Supervisory Committee’s role in monitoring the management was strengthened by attending Board meetings,
participating in the decision-making process of the management and reviewing regularly the Company’s financial
statements and accounts. The supervisors believe that the financial management of the Company was performed in
strict accordance with the relevant accounting principles, that the financial statements and accounts were prepared
timely and properly and that no improper disclosures were identified; and

5. The Supervisory Committee has verified the financial information such as the financial and performance reports and
was satisfied with the report of the Board, the audited financial statements to be submitted to the forthcoming Annual
General Meeting by the Board. We are of the opinion that the audited financial statements for the year ended 31
December 2006 have reflected truly and fairly the conditions of the operating results and the assets of the Company
and of the Group.

The committee would like to extend its appreciation to all the shareholders of the Company, the Directors and members of
staff for their strong support to the committee’s work.

By order of the Supervisory Committee
Hu Hui
Chairman

Xi’an, the PRC
9 March 2007
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Directors’ Report

The Directors have pleasure in presenting their report for the year ended 31 December 2006.

PRINCIPAL ACTIVITIES
The Group is principally engaged in the research and development, manufacturing and sales of base station antennas and
related products.

The principal activities of its subsidiaries are set out in note 18 to the financial statements.

RESULTS AND APPROPRIATIONS
The results of the Group for the year ended 31 December 2006 are set out in the income statement on page 27 of this annual
report.

The Directors do not recommend the payment of any final dividend for the year ended 31 December 2006.

DISTRIBUTABLE RESERVES

In accordance with the Articles of Association of the Company (the “Articles”), the reserve available for distribution is the
lower of amount determined under accounting principles generally accepted in the PRC and the amount determined under
the principles generally accepted in Hong Kong. Based on the financial statements of the Company prepared in accordance
with the relevant accounting principles and financial regulations applicable to companies established in the PRC, the Company’s
reserves available for distribution to shareholders as at 31 December 2006 were nil (2005: RMB53,863,513).

FINANCIAL SUMMARY
A summary of the results of the Group for each of the five years ended 31 December 2006 is set out on page 68 of this annual
report.

PROPERTY, PLANT AND EQUIPMENT
During the year, the Group spent approximately RMB2.4 million on plant and equipment and approximately RMB52.7 million
on properties under construction to expand and upgrade its production capacity.

Details of these and other movements during the year in the property, plant and equipment of the Group are set out in note
17 to the financial statements.

DIRECTORS AND SUPERVISORS
The Directors and Supervisors during the year and up to the date of this report were:

Executive directors:
Mr. Xiao Bing (Chairman)
Mr. Liang Zhijun

Mr. Zhou Tianyou

Non-executive directors:

Mr. Wang Ke

Mr. Liu Yonggiang

Mr. Li Wenqi

Ms. Wang Jing

Mr. Sun Wenguo (appointed on 13 October 2006)
Mr. Wang Quanfu (resigned on 13 October 2006)

Independent non-executive directors:
Professor Gong Shuxi

Mr. Wang Pengcheng

Mr. Qiang Wenyu
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Directors’ Report (continued)

Supervisors:

Mr. Hu Hui

Ms. Sun Guilian
Mr. Liu Jiyang
Professor Shi Ping
Mr. Gu Lingiang

1. Directors’ and Supervisors’ Service Contracts
Each of the Directors and the Supervisors has entered into a service contract with the Company for a fixed term of
three years or until the expiry of the current session of the board of directors subject to renewal upon approval by the
Shareholders for one or more consecutive terms of three years.

In accordance with the provisions of the Articles, the term of office of the Directors shall be three years commencing
from the date of appointment or re-election and renewable upon re-appointment or re-election. In accordance with
the provisions of the PRC Company Law, the term of office of the Supervisors shall also be three years and renewable
upon re-appointment or re-election. During the year, none of the Directors’ and Supervisors’ terms of office expire,
and save as disclosed herein, all of the Directors and Supervisors continue in office.

Other than as disclosed above, none of the Directors and Supervisors has a service contract with the Company which
is not determinable by the Company within one year without payment of compensation, other than statutory
compensation.

2. Independent non-executive Directors
The Board confirmed that the Company received from each of the independent non-executive Directors an annual
confirmation of his independence pursuant to Rule 5.09 of the GEM Listing Rules. The Company considered that the
independent non-executive Directors to be independent.

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVES’ INTERESTS AND SHORT POSITIONS IN THE SHARES,
UNDERLYING SHARES AND DEBENTURES OF THE COMPANY AND THE ASSOCIATED CORPORATIONS

As at 31 December 2006, the interests and short positions of the Directors, Supervisors (as if the requirements applicable to
the Directors under the Securities and Futures Ordinance (“SFO”) (Chapter 571 of the Laws of Hong Kong) had applied to the
Supervisors) and chief executives of the Company, including their respective associates, in the shares (the “Shares™), underlying
shares and debentures of the Company or any of its associated corporations (within the meaning of Part XV of the SFO), as
recorded in the register required to be kept by the Company pursuant to section 352 of the SFO, or as otherwise required,
pursuant to Rule 5.46 of the GEM Listing Rules, to be notified to the Company and the Stock Exchange were as follows:

Long positions in Domestic Shares of the Company
Approximate Approximate

Number of percentage in percentage in
Domestic Shares the total issued the total issued

Type of held in Domestic Shares share capital
Name of Director interest Capacity the Company of the Company of the Company
Mr. Xiao Bing (B &5t 4) Personal Held by controlled 180,000,000 37.09% 27.81%

corporation (Note 1)
Note 1: The Domestic Shares were held by A2 XL & EFR AT (Xi'an Tian An Investment Company Limited*, “Tian An Investment”),

which is beneficially owned as to 60% by Mr. Xiao Bing and 40% by Ms. Yao Wenli. By virtue of the SFO, Mr. Xiao Bing was deemed
to be interested in the same 180,000,000 Domestic Shares held by Tian An Investment.
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Directors’ Report (continued)

Other than as disclosed above, none of the Directors, Supervisors and chief executive of the Company nor their respective
associates had any interests or short positions in any Shares, underlying shares and debentures of the Company or any of its
associated corporations (within the meaning of Part XV of the SFO) as at 31 December 2006 as recorded in the register
required to be kept by the Company pursuant to section 352 of the SFO, or as otherwise required, pursuant to Rule 5.46 of
the GEM Listing Rules, to be notified to the Company and the Stock Exchange.

DIRECTORS’, SUPERVISORS’ AND CHIEF EXECUTIVES’ RIGHTS TO ACQUIRE H SHARES

As at 31 December 2006, so far as is known to the Directors, Supervisors and chief executives of the Company, none of the
Directors, Supervisors or chief executives of the Company or any of their respective associates including spouses and children
under 18 years of age had any interest in, or has been granted, or exercised, any rights to subscribe for H Shares (or warrants
or debentures, if applicable) or to acquire H Shares.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS AND SHORT POSITIONS IN THE SHARES AND
UNDERLYING SHARES OF THE COMPANY

As at 31 December 2006, the following persons or entities (other than the Directors, Supervisors and chief executives of the
Company) had interests or short positions in the Shares or underlying shares of the Company as recorded in the register
required to be kept by the Company under section 336 of the SFO:

(A)  Substantial shareholders of the Company
Long positions in Domestic Shares of the Company
Approximate Approximate

Number of percentage in percentage in
Domestic Shares the total issued the total issued

Type of held in Domestic Shares share capital
Name of shareholder interest Capacity the Company of the Company of the Company
Tian An Investment Corporate Beneficial owner 180,000,000 37.09% 27.81%
(Note 1)
Ms. Yao Wenli Personal Held by controlled 180,000,000 37.09% 27.81%
(kT flz ) Corporation (Note 1)
Professor Xiao Liangyong Personal Parties acting in concert 180,000,000 37.09% 27.81%
(BRB#HE) (Note 2)
ik e I an) Corporate Beneficial owner 100,000,000 20.60% 15.45%
BIRAT (Xi'an liefang
Group Joint Stock
Co., Ltd.*)
AZEREFERE Corporate Beneficial owner 70,151,471 14.45% 10.84%
HRAR (Xian (Note 3)
International Trust &
Investment Co., Ltd.*,
“XITIC™)
R Corporate Held by controlled 70,151,471 14.45% 10.84%
(Xi"an Finance Bureau*) Corporation (Note 3)
PRF{RF BIBRIE & Corporate Held by controlled 70,151,471 14.45% 10.84%
B EEAT (Shaanxi Corporation (Note 3)

Baosheng International
Investment Company Limited*)
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(B)

Notes:

1. The Domestic Shares were held by Tian An Investment, which is beneficially owned as to 60% by Mr. Xiao Bing and 40% by
Ms. Yao Wenli. By virtue of the SFO, Ms. Yao Wenli was deemed to be interested in the same 180,000,000 Domestic Shares
held by Tian An Investment.

2. Professor Xiao Liangyong is the father of Mr. Xiao Bing and a person acting in concert with Mr. Xiao Bing. By virtue of the
SFO, he was deemed to be interested in the same 180,000,000 Domestic Shares held by Tian An Investment.

3. The Domestic Shares were held by XITIC. By virtue of the SFO, Xi’an Finance Bureau and Shaanxi Baosheng International

Investment Company Limited, which respectively holds more than one third of voting rights of XITIC, were deemed to be
interested in the same 70,151,471 Domestic Shares held by XITIC.

Other persons who are required to disclose their interests pursuant to Divisions 2 and 3 of Part XV of the

SFO

Long positions in Domestic Shares of the Company

Name of Type of
substantial shareholder  interest Capacity
IRRRREERFRL Corporate Beneficial owner
(Beijing Holdings
Investment

Management Co., Ltd.*,
“Beijing Holdings”

REEE(RB)ABRAR  Corporate Held by controlled

(Beijing Holdings (Group) corporation
Limited*)
PRFE AR O A E] Corporate Beneficial owner

(Shaanxi Silk Import &
Export Corporation*,

“Shaanxi Silk™)
PR & B TR Corporate Held by controlled
(Shaanxi Finance Bureau*) corporation

Approximate Approximate

Number of percentage in percentage in
Domestic Shares the total issued the total issued
held in Domestic Shares share capital

the Company of the Company of the Company

54,077,941 11.14% 8.35%
(Note 1)

54,077,941 11.14% 8.35%
(Note 1)

45,064,706 9.28% 6.96%
(Note 2)

45,064,706 9.28% 6.96%
(Note 2)
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Long positions in H Shares of the Company

Approximate Approximate
Number of percentage in percentage in
H Shares the total issued the total issued

Type of held in H Shares share capital

Name of shareholder interest Capacity the Company of the Company of the Company

Taicom Capital Ltd. Corporate Investment manager 13,004,000 8.03% 2.00%
(Note 3)

Carlson Fund Equity Asian ~ Corporate Investment manager 10,520,000 6.50% 1.62%
Small Cap (Note 3)

RAZL Personal Beneficial owner 8,800,000 5.43% 1.35%
(Note 3)

* for identification purpose only
Notes:
1. The Domestic Shares were held by Beijing Holdings. By virtue of the SFO, Beijing Holdings (Group) Limited, which holds more

than one third of voting rights of Beijing Holdings, was deemed to be interested in the same 54,077,941 Domestic Shares
held by Beijing Holdings.

2. The Domestic Shares were held by Shaanxi Silk. By virtue of the SFO, Shaanxi Finance Bureau, which holds more than one
third of voting rights of Shaanxi Silk, was deemed to be interested in the same 45,064,706 Domestic Shares held by Shaanxi
Silk.

3. The details of these shareholders of the Company were based on information as set out in the website of the Stock Exchange.

The Company has not been notified by the relevant shareholders and has not received any Corporate Substantial Shareholder
Notice from the relevant shareholders.

The Company has been informed by Shaanxi Silk that it has entered into an agreement to transfer all its domestic shares to &
YT E LRI & B R B BR 2 5] (Shenzhen Huitai Investment Development Company Limited), and such transfer has been approved
by PEBRKIERE EEEEEIEZL B2 (State-owned Assets Supervision and Administration Commission of the State Council
of the PRC) on 29 November 2006. As advised by the PRC legal adviser of the Company, the transfer will be effective upon
approval by the Ministry of Commerce of the PRC and completion of the registration procedures with the Shaanxi Provincial
Administration of Industry and Commerce.

Save as disclosed above, as at 31 December 2006, the Directors, Supervisors and chief executives of the Company were not
aware of any person (other than the Directors, Supervisors and chief executives of the Company) who had an interest or a
short position in the Shares or underlying shares of the Company as recorded in the register required to be kept by the
Company under section 336 of the SFO.

ARRANGEMENTS TO PURCHASE SHARES

At no time during the year was the Company, or any of its subsidiaries, a party to any arrangements to enable the Directors
and Supervisors to acquire benefits by means of the acquisition of Shares in the Company or any other body corporate, and
neither the Directors nor Supervisors, nor chief executives of the Company, nor any of their spouses or children under the age
of 18, had any right to subscribe for the securities of the Company, or had exercised any such right.
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CONNECTED TRANSACTIONS
During the year, the Company has undertaken and/or approved a connected transaction and certain continuing connected
transactions with its connected persons (as defined under the GEM Listing Rules), details of which are as follows:

Connected transaction

On 30 December 2005, a non-wholly owned subsidiary of the Company, Jiazai Communications Equipment Company Limited
("Jiazai'"), entered into a TD-SCDMA Technology Licence Agreement with Datang Mobile Communication Equipment Co.,
Ltd. ("Datang Mobile™), a substantial shareholder of Jiazai, pursuant to which Datang Mobile agreed to grant the non-
exclusive licence to Jiazai for using its self-developed TDSCDMA mini-cellular base station technology at a consideration of
RMB60,855,100 over the period of nine years commencing from 30 December 2005. The transaction had been approved by
resolutions of independent shareholders of the Company passed on 24 November 2006.

Continuing connected transactions

1. On 30 December 2005, Jiazai entered into a Manufacture Agreement with Datang Mobile, pursuant to which Jiazai
agreed to sell and Datang Mobile agreed to purchase the TD-SCDMA mini-cellular base stations manufactured by
Jiazai on an exclusive basis for a period of six years commencing from 30 December 2005. The transaction had been
approved by resolutions of independent shareholders of the Company passed on 24 November 2006. For the year
ended 31 December 2006, no transaction had been undertaken under the Manufacture Agreement.

2. On 6 July 2006, the Company, as tenant, entered into a lease agreement with A&/ KX E LRI A R EE A A (Xi'an
Haitian Investment Holdings Limited) (*'Haitian Investment™), as landlord, for the lease of land for daily operation and
production purposes. Haitain Investment is a connected person of the Company within the meaning of the GEM
Listing Rules by virtue of its being owned as to 75% by & £ %t 4 (Mr. Xiao Bing), a Director and substantial Shareholder,
5% by ZEE 5L A4 (Mr. Liang Zhijun), a Director, 5% by 7 EE 54 (Mr. Fang Xi), the financial controller of the Company,
and the remaining 15% by independent third parties. For the year ended 31 December 2006, rent paid to Haitian
Investment amounted to RMB2,630,000.

The aforesaid continuing connected transactions have been reviewed by independent non-executive Directors. The independent
non-executive Directors confirmed that the continuing connected transaction set out in paragraph 2 above was entered into:

1. in the ordinary and usual course of business of the Company;

2. either on normal commercial terms or on terms no less favourable to the Company than terms available to or from
independent third parties; and

3. in accordance with the relevant agreement governing it on terms that are fair and reasonable and in the interests of
the shareholders of the Company as a whole.

DIRECTORS’ AND SUPERVISORS’ INTEREST IN CONTRACTS OF SIGNIFICANCE

Save as disclosed in note 31 of the financial statements for the year ended 31 December 2006 set out in this annual report, no
contract of significance, to which the Company or its subsidiaries was a party and in which a Director or a Supervisor had a
material interest, whether directly or indirectly, subsisted at the end of the year or any time during the year.

COMPETING INTERESTS

None of the Directors or the management shareholders (as defined in the GEM Listing Rules) of the Company have any
interest in any business which competes or may compete, directly or indirectly, with the business of the Group nor any
conflicts of interest which has or may have with the Group.

PURCHASE, SALE OR REDEMPTION OF SHARES

Neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s listed securities during the
year ended 31 December 2006.
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CONTINGENT LIABILITIES
The Group did not have any material contingent liability as at 31 December 2006.

CORPORATE GOVERNANCE
A report on the principal corporate governance practices adopted by the Company is set out on pages 10 to 13 of the annual
report.

PRE-EMPTIVE RIGHTS
There are no provisions for pre-emptive rights under the Articles or the laws of the PRC, which would oblige the Company to

offer new Shares on a pro-rata basis to existing shareholders.

AUDITORS
A resolution will be submitted to the annual general meeting of the Company to re-appoint CCIF CPA Limited as auditors of
the Company.

On behalf of the Board

Mr. Xiao Bing
Chairman

Xi’an, the PRC
9 March 2007
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Independent Auditor’s Report

®

CCIF

CCIF CPA LIMITED

20/F Sunning Plaza
10 Hysan Avenue
Causeway Bay Hong Kong

INDEPENDENT AUDITOR'S REPORT TO THE SHAREHOLDERS OF

XI'AN HAITIAN ANTENNA TECHNOLOGIES CO., LTD.
BARBRRENERHERAA

(Established as a joint stock limited company in The People's Republic of China with limited liability)

We have audited the consolidated financial statements of Xi’an Haitian Antenna Technologies Co., Ltd. (the “Company”) set
out on pages 27 to 67, which comprise the consolidated and Company balance sheets as at 31 December 2006, and the
consolidated income statement, the consolidated statement of changes in equity and the consolidated cash flow statement
for the year then ended, and a summary of significant accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation and the true and fair presentation of these financial statements
in accordance with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public Accountants
and the disclosure requirements of the Hong Kong Companies Ordinance. This responsibility includes designing, implementing
and maintaining internal control relevant to the preparation and the true and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and
making accounting estimates that are reasonable in the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these financial statements based on our audit. This report is made solely to you,
as a body, and for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of the report.

We conducted our audit in accordance with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified
Public Accountants. Those standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance as to whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of
the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity’s preparation and true and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Independent Auditor’s Report (continued)

OPINION

In our opinion, the consolidated financial statements give a true and fair view of the state of affairs of the Company and of the
Group as at 31 December 2006 and of the Group’s loss and cash flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards and have been properly prepared in accordance with the disclosure requirements of the Hong
Kong Companies Ordinance.

Without qualifying our opinion, we draw attention to Note 2 to the financial statements which indicates that the Group
incurred consolidated loss of RMB68,109,460 during the year ended 31 December 2006 and, as of that date, the Group
reported consolidated net current liabilities of RMB31,422,410. These conditions, along with other matters as set forth in
Note 2, indicate the existence of a material uncertainty which may cast significant doubt on the Group’s ability to continue as
a going concern.

CCIF CPA Limited
Certified Public Accountants
Hong Kong, 9 March 2007

Delores Teh
Practising Certificate Number P03207
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Consolidated Income Statement

For the year ended 31 December 2006

2006 2005
Note RMB RMB
TURNOVER 6 117,119,020 176,889,046
COST OF SALES (95,534,192)  (97,416,207)
GROSS PROFIT 21,584,828 79,472,839
OTHER REVENUE 6 861,465 2,484,566
DISTRIBUTION COSTS (28,474,928)  (31,909,604)
ADMINISTRATIVE EXPENSES (39,303,237) (21,567,603)
OTHER OPERATING EXPENSES (18,618,022) (4,636,370)
(LOSS)/PROFIT FROM OPERATIONS (63,949,894) 23,843,828
FINANCE COSTS 8a (9,361,873) (7,839,762)
(LOSS)/PROFIT BEFORE TAXATION 8 (73,311,767) 16,004,066
INCOME TAX CREDIT/(EXPENSE) 11 268,451 (611,391)
(LOSS)/PROFIT FOR THE YEAR (73,043,316) 15,392,675
ATTRIBUTABLE TO
Equity shareholders of the Company 12 (68,109,460) 15,463,137
Minority interests (4,933,856) (70,462)
(LOSS)/PROFIT FOR THE YEAR (73,043,316) 15,392,675
DIVIDEND 13 - 9,705,882
(LOSS)/EARNINGS PER SHARE — BASIC 14 (10.5 cents) 2.4 cents

The notes on pages 35 to 67 form an integral part of these financial statements.
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Consolidated Balance Sheet

As at 31 December 2006

2006 2005
Note RMB RMB
NON-CURRENT ASSETS
Interests in leasehold land held for own use under operating leases 15 11,356,265 11,615,250
Intangible assets 16 86,279,431 35,266,359
Property, plant and equipment 17 144,180,430 97,979,542
Other financial assets 280,000 280,000
Pledged bank deposits 883,497 796,219
242,979,623 145,937,370
CURRENT ASSETS
Inventories 21 34,040,218 35,696,685
Trade receivables 19 101,681,916 175,872,533
Bills receivable - 1,120,378
Other receivables and prepayments 36,715,191 12,128,923
Amounts due from directors 20 1,404,701 1,862,240
Amounts due from related parties 22 4,205,646 3,235,720
Pledged bank deposits 869,896 2,189,007
Bank balances and cash 47,925,958 91,248,697
226,843,526 323,354,183
CURRENT LIABILITIES
Trade payables 23 61,850,110 69,929,958
Bills payable - 10,631,626
Other payables and accrued charges 27,769,187 17,531,017
Dividend payable 2,011,140 3,003,140
Taxation 3,035,156 7,438,623
Interest bearing borrowings 24 163,600,343 51,565,460
258,265,936 160,099,824
NET CURRENT (LIABILITIES)/ASSETS (31,422,410) 163,254,359
TOTAL ASSETS LESS CURRENT LIABILITIES 211,557,213 309,191,729
NON-CURRENT LIABILITIES
Interest bearing borrowings 24 - 70,000,000
Deferred taxation 26 600,000 600,000
600,000 70,600,000
NET ASSETS 210,957,213 238,591,729
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Consolidated Balance Sheet (continued)
As at 31 December 2006

2006 2005
Note RMB RMB
CAPITAL AND RESERVES

Share capital 27 64,705,882 64,705,882
Reserves 28 105,646,849 173,756,309

TOTAL EQUITY ATTRIBUTABLE TO EQUITY SHAREHOLDERS
OF THE COMPANY 170,352,731 238,462,191
MINORITY INTERESTS 40,604,482 129,538
TOTAL EQUITY 210,957,213 238,591,729

Approved and authorised for issue by the board of directors on 9 March 2007.

On behalf of the board

Mr. Xiao Bing
Director

The notes on pages 35 to 67 form an integral part of these financial statements.

Mr. Zhou Tianyou

Director
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Balance Sheet

As at 31 December 2006

2006 2005
Note RMB RMB
NON-CURRENT ASSETS
Interests in leasehold land held for own use under operating leases 15 11,356,265 11,615,250
Intangible assets 16 32,186,008 35,266,359
Property, plant and equipment 17 138,703,529 94,705,255
Interest in subsidiaries 18 92,747,500 7,897,500
Other financial assets 280,000 280,000
Pledged bank deposits 883,497 796,219
276,156,799 150,560,583
CURRENT ASSETS
Inventories 21 17,255,623 32,385,553
Trade receivables 19 88,441,535 171,225,803
Bills receivable - 1,120,378
Other receivables and prepayments 34,417,574 10,227,032
Amounts due from directors 20 1,404,701 1,862,240
Amounts due from related parties 22 3,405,703 2,429,964
Amounts due from subsidiaries 10,429,979 6,309,970
Pledged bank deposits 869,896 2,189,007
Bank balances and cash 6,016,417 88,713,427
162,241,428 316,463,374
CURRENT LIABILITIES
Trade payables 23 57,105,761 69,838,175
Bills payable - 10,631,626
Other payables and accrued charges 13,122,371 15,753,731
Amounts due to subsidiaries 1,929,331 -
Dividend payable 2,011,140 3,003,140
Taxation 4,127,232 7,352,443
Interest bearing borrowings 24 163,600,343 51,565,460
Loans from a subsidiary 25 7,415,000 -
249,311,178 158,144,575
NET CURRENT (LIABILITIES)/ASSETS (87,069,750) 158,318,799
TOTAL ASSETS LESS CURRENT LIABILITIES 189,087,049 308,879,382
NON-CURRENT LIABILITIES
Interest bearing borrowings 24 - 70,000,000
Deferred taxation 26 600,000 600,000
600,000 70,600,000
NET ASSETS 188,487,049 238,279,382
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Balance Sheet (continued)
As at 31 December 2006

2006 2005
Note RMB RMB

CAPITAL AND RESERVES
Share capital 27 64,705,882 64,705,882
Reserves 28 123,781,167 173,573,500
TOTAL EQUITY 188,487,049 238,279,382

Approved and authorised for issue by the board of directors on 9 March 2007.

On behalf of the board

Mr. Xiao Bing
Director

The notes on pages 35 to 67 form an integral part of these financial statements.

Mr. Zhou Tianyou

Director
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Consolidated Statement of Changes In Equity

For the year ended 31 December 2006

Statutory Statutory

Share Share surplus public Retained
capital premium reserve welfare fund profits Total
RMB RMB RMB RMB RMB RMB
(Note 27) (Note 28(a))  (Note 28(b))

At 1 January 2005 64,705,882 71,228,946 9,805,345 5,325,656 81,639,107 232,704,936

Dividend = = = - (9,705882)  (9,705,882)
Capital injection by

minority interests - - - - - -

Profit for the year - - - - 15,463,137 15,463,137

Transfer - - 407,595 203,797 (611,392) -

Minority Total
interests equity
RMB RMB

- 232,704,936

- (9,705,882)
200,000 200,000

(70,462) 15392675

At 31 December 2005 64,705,882 71,228,946 10,212,940 5,529,453 86,784,970 238,462,191
Capital injection by

minority interests - - = = = =
Loss for the year - - - - (68,109,460) (68,109,460)
Acquisition of additional

interest in a subsidiary - - - = = =
Transfer - - 410,835 - (410,835) -

129,538 238,591,729

45,458,800 45,458,800
(4,933,856)  (73,043,316)

(50,000) (50,000)

At 31 December 2006 64,705,882 71,228,946 10,623,775 5,529,453 18,264,675 170,352,731

40,604,482 210,957,213

The notes on pages 35 to 67 form an integral part of these financial statements.
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Consolidated Cash Flow Statement

For the year ended 31 December 2006

CASH FLOWS FROM OPERATING ACTIVITIES
(Loss)/Profit before taxation
Adjustments for:

Depreciation of property, plant and equipment
Amortisation of lease premium held for own use
Amortisation of development costs
Amortisation of technological know-how
Provision for obsolete stock
Impairment losses for bad and doubtful debts
Loss on disposal of property, plant and equipment
Finance costs
Interest income

OPERATING (LOSS)/PROFIT BEFORE CHANGES IN WORKING CAPITAL

Increase in inventories

Decrease in trade and bills receivables

Increase in other receivables and prepayments
Increase/(decrease) in amounts due from directors
Increase in amounts due from related parties
(Decrease)/increase in trade and bills payables
(Decrease)/increase in other payables and accrued charges

CASH GENERATED FROM OPERATIONS

Income tax paid
NET CASH (USED IN)/GENERATED FROM OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest received
Proceeds from disposal of property, plant and equipment
Payment for construction cost on properties under construction
and purchase of property, plant and equipment
Decrease in pledged bank deposits
Expenditure on product development
Acquisition of technological know-how

NET CASH USED IN INVESTING ACTIVITIES

=

2006 2005

RMB RMB
(73,311,767) 16,004,066
8,577,381 10,608,958
258,985 259,020
7,419,334 3,116,075
7,761,677 1,000,000
3,219,479 -
6,340,443 -
35,101 162,114
9,361,873 7,839,762
(604,673) (724,025)
(30,942,167) 38,265,970
(1,563,012)| | (10,142,128)
68,970,552 2,672,767
(24,586,268) (362,494)
457,539 (1,155,328)
(969,926) (2,940,720)
(18,711,474) 16,691,517
(303,030) 6,470,262
(7,647,786) 49,499,846

| (4.135,016)| | (2,026,056)

(11,782,802) 47,473,790
604,673 724,025
265,611 60,141

(55,078,981) (5,328,904)

1,231,833 5,017,942
(5,338,983)| | (11,535,285)

(50,313,900)

(108,629,747)

(11,062,081)
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Consolidated Cash Flow Statement (continued)
For the year ended 31 December 2006

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from share capital contributed by minority shareholders
Acquisition of shares in a subsidiary
New loans raised
Repayment of loans
Interest paid
Dividend paid to equity shareholders of the Company

NET CASH GENERATED FROM/(USED IN) FINANCING ACTIVITIES

2006 2005
RMB RMB
45,458,800 200,000
(50,000) -
123,000,000 51,565,460
(80,965,117)| | (90,000,000)
(9,361,873) (7,839,762)
(992,000) (6,702,742)
77,089,810  (52,777,044)

NET DECREASE IN CASH AND CASH EQUIVALENTS

(43,322,739)

(16,365,335)

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 91,248,697 107,614,032
CASH AND CASH EQUIVALENTS AT END OF YEAR 47,925,958 91,248,697
ANALYSIS OF BALANCE OF CASH AND CASH EQUIVALENTS

Cash and bank balances 47,925,958 91,248,697

The notes on pages 35 to 67 form an integral part of these financial statements.
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Notes to the Financial Statements

For the year ended 31 December 2006

1. ORGANISATION AND OPERATIONS
The Company is a foreign investment joint stock limited company and its overseas listed foreign shares were listed on
the Growth Enterprise Market of The Stock Exchange of Hong Kong Limited.

The principal activities of the Company are research and development, manufacture and sale of base station antennas
and related products. The principal activities of the subsidiaries are set out in Note 18 to the financial statements.

The Group’s book and records are maintained in Renminbi (“RMB”’), the currency in which the majority of the Group’s
transactions is denominated.

2. BASIS OF PRESENTATION — MATERIAL UNCERTAINTIES RELATING TO THE GOING CONCERN BASIS
The Group sustained consolidated loss from ordinary activities attributable to shareholders of RMB68,109,460 (2005:
consolidated profit RMB15,463,137) during the year, reported consolidated net current liabilities of RMB31,422,410
(2005: consolidated net current assets RMB163,254,359) as at 31 December 2006, and reported consolidated net
cash outflow from operating activities of RMB11,782,802 (2005: consolidated net cash inflow from operating activities
RMB47,473,790).

Notwithstanding going concerns and liquidity concerns arising from the consolidated net current liabilities as at 31
December 2006, the financial statements have been prepared on the assumption that the Group will continue to
operate as a going concern in the foreseeable future. In the opinion of the directors, the liquidity of the Group can be
maintained in the coming year, after taking into account several measures adopted and to be adopted subsequent to
the balance sheet date as further detailed below:

(@) On 2 March 2007, the Company and two joint placing agents (the “Joint Placing Agents’’) entered into a non-
legally binding preliminary placing agreement (the “Preliminary Agreement”), pursuant to which the Joint
Placing Agents have agreed in principle to, on a best effort basis, severally procure placees to subscribe for and
purchase an aggregate of not more than 177,941,177 H shares at an agreed-upon placing price (the “Placing
Price”). The Placing Price will be determined upon execution of a definitive placing agreement (the ““Definitive
Placing Agreement™).

The Company and the Joint Placing Agents shall execute the Definitive Placing Agreement on a date to be
agreed between them after the following conditions have been fulfilled:

(1) the obtaining of the necessary approval of the shareholders of the Company for the issue of the New H
Shares and the sale of the Sale H Shares in accordance with the Company’s articles of association and
the applicable laws and regulations; and

(2) the obtaining of all necessary consents and approval of the relevant regulatory authorities in the mainland
China and Hong Kong for the issue of the New H Shares and the sale of the Sale H Shares, including the
approval of the China Securities Regulatory Commission (““CSRC”’) and the State-owned Assets Supervision
and Administration Commission of the State Council of the mainland China (“*SASAC”), if applicable.
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Notes to the Financial Statements (continued)
For the year ended 31 December 2006

2.

36

BASIS OF PRESENTATION — MATERIAL UNCERTAINTIES RELATING TO THE GOING CONCERN BASIS (continued)

©)

Based on the maximum number of new H shares of 161,764,706 to be issued under the Agreement and the
indicative placing price of approximately HK$0.32 per new H shares (being a discount of 20% to the average
closing price of H share as quote on GEM for the 15 consecutive trading days ended on 2 March 2007), if the
placing is successful, the gross proceeds from the placing of the New H Shares are estimated to be approximately
HK$51.76 million.

The Preliminary Placing Agreement will lapse and has no effect on the date falling 6 months after the approval
of the CSRC for the issue of the New H Shares and the sale of the Sale H Shares has been obtained. In such
event no party to the Preliminary Placing Agreement shall have any claims against the other for any loss or
damages.

There are no provisions in the Preliminary Placing Agreement which impose any obligation on the Company to
sign the Definitive Placing Agreement or complete the Placing within a specific period of time.

The Group maintains good and stable relationship with its banks and are confident of receiving continuing
financial support from the banks. The Group is actively discussing with its banks for the renewal of various
collateralised short term banking facilities of approximately RMB140 million which respectively shall expire in
2007. The directors are confident that the banks will agree to renew the short term banking facilities. With the
ongoing support from the banks by way of renewal of the short term banking facilities, the Group should be
able to rely on the facilities to generate sufficient cashflow from on-going operations to cover its operating
costs and to meet its financing commitments.

A related company has indicated its intention to continue to provide financial support to the Company by way
of pledging its land as security for the Company to renew the bank loan and if necessary, increase the banking
facilities.

On 2 March 2007, the board of directors passed a resolution to approve of the Company to dispose of the land
and building which comprise the office buildings and the production facilities for not less than RMB40,000,000
by no later than end of June 2007.

The directors have adopted various cost control measures to reduce various general and administrative and
other operating expenses.

In the opinion of the directors, in light of the measures adopted, together with the expected results of other measures

and arrangements in progress and as planned, the Group will have sufficient financial resources to satisfy its working

capital needs and other financing requirements for the foreseeable future. Accordingly, the directors are satisfied that

it is appropriate to prepare the financial statements on a going concern basis.

Should the Group be unable to achieve the above and fail to continue in business as a going concern, adjustments

would have to be made to restate the values of the assets to their immediate recoverable amounts, to provide for any

further liabilities which might arise, and to reclassify non-current assets and liabilities as current assets and liabilities,

respectively. The effects of these adjustments have not been reflected in the financial statements.
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Notes to the Financial Statements (continued)
For the year ended 31 December 2006

3.

SIGNIFICANT ACCOUNTING POLICIES

a)

Statement of Compliance

These financial statements have been prepared in accordance with all applicable Hong Kong Financial Reporting
Standards (“HKFRSs™’), which collective term includes all applicable individual Hong Kong Financial Reporting
Standards, Hong Kong Accounting Standards (“HKASs”’) and Interpretations issued by the Hong Kong Institute
of Certified Public Accountants (“HKICPA”), accounting principles generally accepted in Hong Kong, the disclosure
requirements of the Hong Kong Companies Ordinance and the Rules Governing the Listing of Securities on the
Growth Enterprise Market of The Stock Exchange of Hong Kong Limited.

The HKICPA has issued certain new and revised HKFRSs that are first effective or available for early adoption for
current accounting period of the Group and the Company. The accounting policies of the Group and Company
after the adoption of these new and revised HKFRSs have been summarised below.

The Group has not applied any new standard or interpretation that is not yet effective for the current accounting
period (see Note 35). The following standards, amendments and interpretations are mandatory for accounting
periods beginning on or after 1 January 2006 but are not relevant to the Group’s operations:

- HKAS 19 Amendment — Actuarial Gains and Losses, Group Plans and Disclosures

- HKAS 21 Amendment — Net Investment in a Foreign Operation;

- HKAS 39 Amendment — Cash Flow Hedge Accounting of Forecast Intragroup Transactions;

- HKAS 39 Amendment — The Fair Value Option;

- HKAS 39 and HKFRS 4 Amendment — Financial Guarantee Contracts;

- HKFRS 6 — Exploration for and Evaluation of Mineral Resources;

- HKFRS 1 — Amendment — First-time Adoption of Hong Kong Financial Reporting Standards and HKFRS
6 (Amendment), Exploration for and Evaluation of Mineral Resources;

- HKFRS-Int 4 — Determining whether an Arrangement contains a Lease;

- HKFRS-Int 5 — Rights to Interests arising from Decommissioning, Restoration and Environmental
Rehabilitation Funds; and

- HKFRS-Int 6 — Liabilities arising from Participating in a Specific Market -Waste Electrical and Electronic
Equipment.
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Notes to the Financial Statements (continued)
For the year ended 31 December 2006

3.

38

SIGNIFICANT ACCOUNTING POLICIES (continued)

b)

c)

d)

Basis of Preparation of the Financial Statements
The consolidated financial statements for the year ended 31 December 2006 comprise the Company and its
subsidiaries (together referred to as the “Group™).

The measurement basis used in the preparation of the financial statements is the historical cost basis except
that the other financial assets are stated at fair value as explained in the accounting policies set out in Note 3(g).

The preparation of financial statements in conformity with HKFRSs requires management to make judgements,
estimates and assumptions that affect the application of policies and reported amounts of assets, liabilities,
income and expenses. The estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable under the circumstances, the results of which form the basis of
making the judgements about carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised if the revision affects only that period, or in the
period of the revision and future periods if the revision affects both current and future periods.

Judgements made by management in the application of HKFRSs that have significant effect on the financial
statements and estimates with a significant risk of material adjustment in the next year are discussed in Note 5.

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that presently are exercisable are taken into account.

An investment in a subsidiary is consolidated into the consolidated financial statements from the date that
control commences until the date that control ceases. Intra-group balances and transactions and any unrealised
profits arising from intra-group transactions are eliminated in full in preparing the consolidated financial
statements. Unrealised losses resulting from intra-group transactions are eliminated in the same way as unrealised
gains but only to the extent that there is no evidence of impairment.

In the Company’s balance sheet, an investment in a subsidiary is stated at cost less impairment losses, (see Note
3(K)).

Minority Interests

Minority interests represent the portion of the net assets of subsidiaries attributable to interests that are not
owned by the Company, whether directly or indirectly through subsidiaries, and in respect of which the Group
has not agreed any additional terms with the holders of those interests which would result in the Group as a
whole having a contractual obligation in respect of those interests that meets the definition of a financial
liability. Minority interests are presented in the consolidated balance sheet within equity, separately from equity
attributable to the equity shareholders of the Company. Minority interests in the results of the Group are
presented on the face of the consolidated income statement as an allocation of the total profit or loss for the
year between minority interests and the equity shareholders of the Company.
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Notes to the Financial Statements (continued)
For the year ended 31 December 2006

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

d)

e)

f)

Minority Interests (continued)

Where losses applicable to the minority exceed the minority’s interest in the equity of a subsidiary, the excess,
and any further losses applicable to the minority, are charged against the Group’s interest except to the extent
that the minority has a binding obligation to, and is able to, make additional investment to cover the losses. If
the subsidiary subsequently reports profits, the Group’s interest is allocated all such profits until the minority’s
share of losses previously absorbed by the Group has been recovered.

Interests in Leasehold Land Held for Own Use Under Operating Leases

Interests in leasehold land held for own use under operating leases is stated at cost less accumulated amortisation
and identified impairment losses (see Note 3(k)). The land lease premium held for own use is amortised on a
straight-line basis over the period of the land use right.

Property, Plant and Equipment
The following items of property, plant and equipment are stated in the balance sheet at cost less accumulated
depreciation and impairment losses (see Note 3(k)):

- buildings held for own use which are situated on leasehold land, where the fair value of the building
could be measured separately from the fair value of the leasehold land at the inception of the lease; and

- other items of plant and equipment.

The cost of self-constructed items of property, plant and equipment includes the cost of materials, direct
labour, the initial estimate, where relevant, of the costs of dismantling and removing the items and restoring
the site on which they are located, and an appropriate proportion of production overheads.

Gain or losses arising from the retirement or disposal of an item of plant and equipment are determined as the
difference between the net disposal proceeds and the carrying amount of the items and are recognised in
income statement on the date of retirement or disposal.

Depreciation is calculated to write off the cost of items of plant and equipment, less their estimated residual
value, if any, using the straight line method over their estimated useful lives as follows:

- Buildings situated on leasehold land are depreciated over the shorter of the unexpired term of lease and
their estimated useful lives, being no more than 50 years after the date of completion.

- Plant and machinery 3-10 years
- Furniture, fixtures and equipment 5 years
- Motor vehicles 8 years
- Leasehold improvement Over the lease period

Where parts of an item of property, plant and equipment have different useful lives, the cost of the item is
allocated on a reasonable basis between the parts and each part is depreciated separately. Both the useful life
of an asset and its residual value, if any, are reviewed annually.
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3.

40

SIGNIFICANT ACCOUNTING POLICIES (continued)

)]

h)

)

Other Financial Assets

Other financial assets are classified as available-for-sale financial assets and are initially recognised at fair value
plus transaction costs. At each balance sheet date the fair value is remeasured, with any resultant gain or loss
being recognised directly in equity, except for impairment losses (see Note 3(k)).

Investments are recognised/derecognised on the date the Group and/or the Company commits to purchase/sell
the investments or they expire.

Research And Development Costs

Expenditure on research activities is recognised as an expense in the period in which it is incurred. Expenditure
on development activities is capitalised if the product or process is technically and commercially feasible and
the Group has sufficient resources and the intention to complete development. The expenditure capitalised
includes the costs of materials, direct labour and an appropriate proportion of overheads. Capitalised development
costs are stated at cost less accumulated amortisation and impairment losses (see Note 3(k)). Other development
expenditure is recognised as an expense in the period in which it is incurred.

Amortisation of intangible assets is charged to income statement on a straight-line basis over the assets’
estimated useful lives at 5 years.

Both the period and method of amortisation are reviewed annually.

Intangible assets are not amortised while their useful lives are assessed to be indefinite. Any conclusion that the
useful life of intangible asset is indefinite is reviewed annually to determine whether events and circumstances
continue to support the indefinite useful life assessment for that asset. If they do not, the change in the useful
life assessment from indefinite to finite is accounted for prospectively from the date of change and in accordance
with the policy for amortisation of intangible assets with finite lives as set out above.

Technological Know-how

Technological know-how represents purchase cost for the technical knowledge and skill in the development
and manufacturing of telecommunication products, is stated at cost less accumulated amortisation and identified
impairment loss (see Note 3(k)).

Amortisation is calculated to write off the cost of the technological know-how over their estimated useful lives,
using the straight line method, up to 10 years.

Operating Leases

Where the Group has the use of assets held under operating leases, payments made under the leases are
charged to income statement in equal instalments over the accounting periods covered by the lease term,
except where an alternative basis is more representative of the pattern of benefits to be derived from the
leased asset. Lease incentives received are recognised in income statement as an integral part of the aggregate
net lease payments made. Contingent rentals are charged to income statement in the accounting period in
which they are incurred.

The cost of acquiring land held under an operating lease is amortised on a straight-line basis over the period of
the lease term (see Note 3(e)).
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)
k) Impairment of Assets

i)

Impairment of other receivables

Other current receivables that are stated at cost or amortised cost are reviewed at each balance sheet

date to determine whether there is objective evidence of impairment. If any such evidence exists, any

impairment loss is determined and recognised as follows:

For trade and other current receivables carried at amortised cost, the impairment loss is measured
as the difference between the asset’s carrying amount and the present value of estimated future
cash flows, discounted at the financial asset’s original effective interest rate (i.e. the effective
interest rate computed at initial recognition of these assets), where the effect of discounting is
material.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be
linked objectively to an event occurring after the impairment loss was recognised, the impairment
loss is reversed through income statement. A reversal of an impairment loss shall not result in
the asset’s carrying amount exceeding that which would have been determined had no impairment
loss been recognised in prior years.

Impairment of other assets

Internal and external sources of information are reviewed at each balance sheet date to identify indications

that the following assets may be impaired.

interest in leasehold land held for own use under operating leases;

property, plant and equipment;

intangible assets;

investments in subsidiaries; and

other financial assets.

If any such indication exists, the asset’s recoverable amount is estimated. In addition, intangible assets

that are not yet available for use, the recoverable amount is estimated annually whether or not there is

any indication of impairment.

Calculation of recoverable amount

The recoverable amount of an asset is the greater of its net selling price and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of time value of money
and the risks specific to the asset. Where an asset does not generate cash inflows largely
independent of those from other assets, the recoverable amount is determined for the smallest
group of assets that generates cash inflows independently (i.e. a cash-generating unit).
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SIGNIFICANT ACCOUNTING POLICIES (continued)

k)

)

n)

0)

Impairment of Assets (continued)
ii) Impairment of other assets (continued)
- Recognition of impairment losses

An impairment loss is recognised in income statement whenever the carrying amount of an
asset or the cash-generating unit to which it belongs, exceeds its recoverable amount.

- Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the estimates used to
determine the recoverable amount.

A reversal of an impairment loss is limited to the asset’s carrying amount that would have been
determined had no impairment loss been recognised in prior years. Reversals of impairment
losses are credited to income statement in the year in which the reversals are recognised.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost, which comprises all costs of purchase
and, where applicable, costs of conversion and other costs that have been incurred in bringing the inventories
to their present location and condition, is calculated using the weighted average cost method. Net realisable
value represents the estimated selling price in the ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the sale.

When inventories are sold, the carrying amount of those inventories is recognised as an expense in the period
in which the related revenue is recognised. The amount of any write-down of inventories to net realisable value
and all losses of inventories are recognised as an expense in the period the write-down or loss occurs. The
amount of any reversal of any write-down of inventories is recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the reversal occurs.

Trade and Other Receivables

Trade and other receivables are initially recognised at fair value and thereafter stated at amortised cost less
impairment losses for bad and doubtful debts (see Note 3(k)), except where the receivables are interest-free
loans made to related parties without any fixed repayment terms or the effect of discounting would be immaterial.
In such cases, the receivables are stated at cost less impairment losses for bad and doubtful debts (see Note 3(k)).

Interest-bearing Borrowings

Interest-bearing borrowings are recognised initially at fair value less attributable transaction costs. Subsequent
to initial recognition, interest-bearing borrowings are stated at amortised cost with any difference between
cost and redemption value being recognised in income statement over the period of the borrowings using the
effective interest method.

Trade and Other Payables
Trade and other payables are initially recognised as fair value and thereafter stated at amortised cost unless the
effect of discounting would be immaterial, in which case they are stated at cost.
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S8 SIGNIFICANT ACCOUNTING POLICIES (continued)

P)

o))

Cash and Cash Equivalents

Cash and cash equivalents comprise cash at bank and on hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments that are readily convertible into known amounts of cash
and which are subject to an insignificant risk of changes in value, having been within three months of maturity
at acquisition.

Income Tax

Income tax for the year comprises current tax and movements in deferred tax assets and liabilities. Current tax
and movements in deferred tax assets and liabilities are recognised in the income statement except to the
extent that they relate to items recognised directly in equity, in which case they are recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax assets and liabilities arise from deductible and taxable temporary differences respectively, being
the differences between the carrying amounts of assets and liabilities for financial reporting purposes and their
tax bases. Deferred tax assets also arise from unused tax losses and unused tax credits.

Apart from certain limited exceptions, all deferred tax liabilities, and all deferred tax assets to the extent that it
is probable that future taxable profits will be available against which the asset can be utilised, are recognised.
Future taxable profits that may support the recognition of deferred tax assets arising from deductible temporary
differences include those that will arise from the reversal of existing taxable temporary differences, provided
those differences relate to the same taxation authority and the same taxable entity, and are expected to reverse
either in the same period as the expected reversal of the deductible temporary difference or in periods into
which a tax loss arising from the deferred tax asset can be carried back or forward. The same criteria are
adopted when determining whether existing taxable temporary differences support the recognition of deferred
tax assets arising from unused tax losses and credits, that is, those differences are taken into account if they
relate to the same taxation authority and the same taxable entity, and are expected to reverse in a period, or
periods, in which the tax loss or credit can be utilised.

The limited exceptions to recognition of deferred tax assets and liabilities are those temporary differences
arising from the initial recognition of assets or liabilities that affect neither accounting nor taxable profit (provided
they are not part of a business combination), and temporary differences relating to investments in subsidiaries
to the extent that, in the case of taxable differences, the Group controls the timing of the reversal and it is
probable that the differences will not reverse in the foreseeable future, or in the case of deductible differences,
unless it is probable that they will reverse in the future.

The amount of deferred tax recognised is measured based on the expected manner of realisation or settlement
of the carrying amount of the assets and liabilities, using tax rates enacted or substantively enacted at the
balance sheet date, Deferred tax assets and liabilities are not discounted.

The carrying amount of a deferred tax asset is reviewed at each balance sheet date and is reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow the related tax benefit to be
utilised. Any such reduction is reversed to the extent that it becomes probable that sufficient taxable profits will
be available.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

o))

)

s)

t)

Income Tax (Continued)
Additional income taxes that arise from the distribution of dividends are recognised when the liability to pay
the related dividends is recognised.

Current tax balances and deferred tax balances, and movements therein, are presented separately from each
other and are not offset, Current tax assets are offset against current tax liabilities, and deferred tax assets
against deferred tax liabilities, if the Company or the Group has the legally enforceable right to set off current
tax assets against current tax liabilities and the following additional conditions are met:

- in the case of current tax assets and liabilities, the Company or the Group intends either to settle on a
net basis, or to realise the asset and settle the liability simultaneously; or

- in the case of deferred tax assets and liabilities, if they relate to income taxes levied by the same taxation
authority on either:

= the same taxation entity; or

- different taxable entities, which, in each future period in which significant amounts of deferred
tax liabilities or assets are expected to be settled or recovered, intend to realise the current tax
assets and settle the current tax liabilities on a net basis or realise and settle simultaneously.

Provisions and Contingent Liabilities

Provisions are recognised for liabilities of uncertain timing or amount when the Group or the Company has a
legal or constructive obligation arising as a result of a past event, it is probable that an outflow of economic
benefits will be required to settle the obligation and a reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present value of the expenditure expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose existence will only be confirmed by the occurrence or
non-occurrence of one or more future events are also disclosed as contingent liabilities unless the probability of
outflow of economic benefits is remote.

Revenue Recognition
Sale of goods is recognised when goods are delivered and title has passed.

Service income is recognised when services are provided.

Interest income is accrued on a time proportion basis, by reference to the principal outstanding and at the
interest rate applicable.

Government Grants

Government grants are recognised in the balance sheet initially when there is reasonable assurance that they
will be received and that the Group will comply with the conditions attaching to them. Grants that compensate
the Group for expenses incurred are recognised as revenue in profit or loss on a systematic basis in the same
periods in which the expenses are incurred. Grants that compensate the Group for the cost of an assets are
deducted in arriving at the carrying amount of the asset and consequently are recognised in income statement
over the useful life of the asset.
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S8 SIGNIFICANT ACCOUNTING POLICIES (continued)

u)

V)

w)

Translation of Foreign Currencies

Foreign currency transactions during the year are translated at the foreign exchange rates ruling at the transaction
dates. Monetary assets and liabilities denominated in foreign currencies are re-translated at the foreign exchange
rates ruling at the balance sheet date. Exchange gains and losses are recognised in income statement.

Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated using the foreign exchange rates
ruling at the dates the fair value was determined.

The results of foreign operations are translated into RMB at the exchange rates approximating the foreign
exchange rates ruling at the dates of the transactions. Balance sheet items are translated into RMB at the
foreign exchange rates ruling at the balance sheet date. The resulting exchange differences are recognised
directly in a separate component of equity.

On disposal of a foreign operation, the cumulative amount of the exchange differences recognised in equity
which relate to that foreign operation is included in the calculation of the profit or loss on disposal.

Related Parties
For the purposes of these financial statements, a party is considered to be related to the Group if:

i) the party has the ability, directly or indirectly through one or more intermediaries, to control the Group
or exercise significant influence over the Group in making financial and operating policy decisions, or
has joint control over the Group;

ii) the Group and the party are subject to common control;

iii) the party is a member of key management personnel of the Group or the Group’s parent or a close
family member of such an individual, or is an entity under the control, joint control or significant influence
of such individuals; or

iv) the party is a post-employment benefit plan which is for the benefit of employees of the Group or of
any entity that is a related party of the Group.

Close family members of an individual are those family members who may be expected to influence, or be
influenced by, that individual in their dealings with the entity.

Segment Reporting

A segment is a distinguishable component of the Group that is engaged either in providing products or services
(business segment), or in providing products or services within a particular economic environment (geographical
segment), which is subject to risks and rewards that are different from those of other segments.

In accordance with the Group’s internal financial reporting system, the Group has chosen business segment

information as the primary reporting format and geographical segment information as the secondary reporting
format for the purposes of these financial statements.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

w)

X)

Segment Reporting (continued)

Segment revenue, expenses, results, assets and liabilities include items directly attributable to a segment as
well as those that can be allocated on a reasonable basis to that segment. For example, segment assets may
include inventories, trade receivables and property, plant and equipment. Segment revenue, expenses, assets,
and liabilities are determined before intra-group balances and intra-group transactions are eliminated as part
of the consolidated process, except to the extent that such intra-group balances and transactions are between
Group entities within a single segment. Inter-segment pricing is based on similar terms as those available to
other external parties.

Segment capital expenditure is the total cost incurred during the period to acquire segment assets (both tangible
and intangible) that are expected to be used for more than one period.

Unallocated items mainly comprise financial and corporate assets, interest-bearing loans, borrowings, tax
balances, corporate and financing expenses.

Employee Benefits

Salaries, annual bonuses, paid annual leave, and the cost of non-monetary benefits are accrued in the year in
which the associated services are rendered by employees. Where payment or settlement is deferred and the
effect would be material, these amounts are stated at their present values.

Payments to a state-managed retirement benefit scheme are charged as an expense as they fall due. Payments
made to state-managed retirement benefit scheme are dealt with as payments to defined contribution benefit
where the Group’s obligations under the scheme are equivalent to those arising in a defined contribution
retirement benefit scheme.

FINANCIAL RISK MANAGEMENT
The Group’s activities expose it to a variety of financial risks: foreign exchange risk, credit risk, liquidity risk and cash

flow interest-rate risk. The Group’s overall risk management programme focuses on the unpredictability of financial

markets and seeks to minimise potential adverse effects on the Group’s financial performance.

a)

b)

Foreign Exchange Risk
Most of the Group’s monetary assets and liabilities are denominated in Renminbi, and the Group conducted its
business transactions principally in RMB. The exchange rate risk of the Group is not significant.

Credit Risks
The Group’s credit risk is primarily attributable to trade and other receivables. Management has a credit policy
in place and the exposures to these credit risks are monitored on an ongoing basis.

Liquidity Risk
The Group’s objective is to maintain a balance between the continuity of funding and the flexibility through the
use of bank overdrafts and bank loans.
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4. FINANCIAL RISK MANAGEMENT (continued)

d)

Cash Flow and Fair Value Interest Rate Risk
As the Group has no significant interest-bearing assets, the Group’s income and operating cash flows are
substantially independent of changes in market interest rates.

The Group’s interest-rate risk arises from long-term borrowings. Borrowings issued at variable rates expose the
Group to cash flow interest-rate risk. Borrowings issued at fixed rates expose the Group to fair value interest-
rate risk.

5. ACCOUNTING ESTIMATES AND JUDGEMENTS

(@)

(b)

Key sources of estimation uncertainty
Note 16 contains information about the assumptions relating to the amortisation and impairment of intangible
assets. Other key sources of estimation uncertainty are as follows:

(i) Write-downs of inventories
Inventories are written down to net realisable value based on an assessment of the reliability of inventories.
Written-downs on inventories are recorded where events or changes in circumstances indicate that the
balance may not be realised. The identification of written-downs requires the use of judgments and
estimates. Where the expectation is different from the original estimate, such difference will impact the
carrying value of inventories and write-down of inventories in the periods in which such estimate has
been changed.

(i) Estimated provision for impairment of trade and other receivables

The Group makes impairment losses on bad and doubtful debts based on an assessment of the
recoverability of trade receivables and other receivables. Impairments are applied to trade receivables
and other receivables where events or changes in circumstances indicate that the balances may not be
collectible. The identification of bad and doubtful debts requires the use of judgment and estimates.
Where the expectation is different from the original estimate, such difference will impact carrying value
of receivables and bad and doubtful debts expenses in the period in which such estimate has been
charged.

Critical accounting judgements in applying the Group's accounting policies
Certain critical accounting judgements in applying the Group's accounting policies are described below.

Going concern basis

As mentioned in Note 2 to the financial statements, the directors are satisfied that the Group will be able to
meet its financial obligations in full as and when they fall due in the foreseeable future. As the directors are
confident that the Group will be able to continue in operational existence in the foreseeable future, the financial
statements have been prepared on a going concern basis.

If the going concern basis is not appropriate, adjustments would have been made to reclassify non-current
assets and liabilities as current assets and liabilities respectively, to reduce the values of assets to their immediate
recoverable amounts and to provide for any further liabilities which might arise. Such adjustments may have a
significant consequential effect on the loss for the year and net assets of the Group.
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TURNOVER AND REVENUE

The principal activities of the Group are research and development, manufacturing and sales of base station and

related products.

Turnover represents the amounts received and receivable for goods sold to outside customers exclusive of value added
taxes, less returns and allowances and, income received and receivable from provision of services.

2006 2005
RMB RMB
Turnover

Sales of goods 109,416,210 166,339,137
Service income 7,702,810 10,549,909
117,119,020 176,889,046

Other revenue
Government grants 189,300 1,644,786
Interest income 604,673 724,025
Others 67,492 115,755
861,465 2,484,566
Total revenue 117,980,485 179,373,612

SEGMENT INFORMATION

As sale of telecommunication products is the only reportable business segment of the Group, accordingly, no business

segment information is presented.

Details of the segment information by geographical segment are as follows:

Mainland China
Asia excluding mainland China
Others

(Loss)/Profit from operations

Year ended 31 December

(63,949,894)

2005
Contribution Contribution
Segment to operating Segment to operating
revenue profit/(loss) revenue profit
RMB RMB RMB RMB
88,819,541 (72,966,924) 152,851,870 13,331,720
23,848,403 7,706,026 15,430,393 6,643,033
4,451,076 1,311,004 8,606,783 3,869,075

117,119,020 176,889,046

23,843,828

No analysis of the Group’s assets and capital expenditures by geographical locations is presented as the majority of the
Group’s assets and capital expenditures are located in mainland China.
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8. (LOSS)/PROFIT BEFORE TAXATION
(Loss)/Profit before taxation is arrived at after charging/(crediting):

ﬂ \F

a) Finance costs
2006 2005
RMB RMB
Interest on bank loans wholly repayable within five years 9,361,873 7,839,762
b) Staff costs
2006 2005
RMB RMB
Directors’ and supervisors’ remuneration (Note 9) 1,957,910 1,241,579
Salaries, wages and other benefits 21,344,800 19,429,525
Retirement benefit scheme contributions (excluding directors) 1,443,315 1,493,605
24,746,025 22,164,709
C) Other items
2006 2005
RMB RMB
Auditors’ remuneration
— audit services 595,500 430,435
— other services 180,897 80,279
Cost of inventories 87,968,373 86,362,996
Depreciation of property, plant and equipment 8,577,381 10,608,958
Amortisation of development costs 7,419,334 3,116,075
Amortisation of technological know-how 7,761,677 1,000,000
Amortisation of land lease premium held for own use 258,985 259,020
Loss on disposal of property, plant and equipment 35,101 162,114
Provision for obsolete stock 3,219,479 -
Impairment losses for bad and doubtful debts 6,340,443 -
Operating lease charges:
— Minimum lease payments 738,941 651,122
Research and development costs 1,019,684 -
Interest income (604,673) (724,025)
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DIRECTORS” AND SUPERVISORS’ REMUNERATION

Directors’ and supervisors’ remuneration disclosed pursuant to Section 161 of the Companies Ordinance as follows:

Salaries, allowances and Retirement scheme
Fees benefits in kind contributions Total
2006 2005 2006 2005 2006 2005 2006 2005
RMB RMB RMB RMB RMB RMB RMB RMB
Executive Directors
Professor Xiao Liangyong
(resigned on 29 March 2005) - - - 169,620 - - - 169,620
Xiao Bing - - 637,284 288,859 7,752 10,741 645,036 299,600
Professor Guo Weisheng
(resigned on 29 March 2005) - - - 91,950 - - - 91,950
Fang Xi
(resigned on 16 September 2005) - - - 157,898 - 10,741 - 168,639
Zhou Tianyou - - 509,901 95,400 5,389 - 515,290 95,400
Liang Zhijun - - 539,584 157,286 - - 539,584 157,286
Non-executive directors
Wang Ke - - 6,000 6,000 - - 6,000 6,000
Wang Jing - - 6,000 6,000 - - 6,000 6,000
Wang Quanfu
(resigned on 13 October 2006) - - 5,000 6,000 - - 5,000 6,000
Liu Yonggiang - - 6,000 6,000 - - 6,000 6,000
Li Wengi - - 6,000 6,000 - - 6,000 6,000
Sun Wenguo
(appointed on 13 October 2006) - - 1,000 - - - 1,000 -
Independent non-executive directors
Professor Gong Shuxi - - 36,000 36,000 - - 36,000 36,000
Wang Pengcheng - - 36,000 36,000 - - 36,000 36,000
Qiang Wenyu - - 36,000 - - = 36,000 =
Supervisors
Hu Hui - - - 26,976 - 4,410 - 31,386
Sun Guilian - - 42,000 47,698 - - 42,000 47,698
Gu Lingiang - - 6,000 6,000 - - 6,000 6,000
Liu Jiyang - - 36,000 36,000 - - 36,000 36,000
Professor Shi Ping - - 36,000 36,000 - - 36,000 36,000
Total - - 1944769 1,215,687 13,141 25892 1,957,910 1,241,579
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10.

11.

INDIVIDUALS WITH HIGHEST PAID
The five highest paid employees during the year included three directors (2005: three), details of whose remuneration
are set out in Note 9.

The details of the remaining two (2005: two) individuals are disclosed as follows:

2006 2005

RMB RMB

Salaries, allowances and benefits in kind 872,764 482,060
Retirement benefit scheme contributions 7,752 3,100
880,516 485,160

The remuneration falls within the following band:

Number of individuals

2006 2005

HK$ Nil - HK$1,000,000 2 2
INCOME TAX (CREDIT)/EXPENSE

2006 2005

RMB RMB

Current tax (credit)/expense (268,451) 611,391

Deferred tax (Note 26) - -

(268,451) 611,391

Currently, the Company and its subsidiaries established in mainland China are recognised by the Xi’an Municipal
Bureau of Science and Technology as a high technology enterprise located in the Xi’an National High-tech Industrial
Development Zone. In accordance with the applicable enterprise income tax of mainland China, they are subject to
mainland China enterprise income tax (“EIT”) at a rate of 24%. The Company was exempted from EIT for two years
starting from 2005 and is entitled to a 50% reduction, which is 12%, on the EIT for the following three years (i.e.
commencing from 1 January 2007) in accordance with Article 8 of Income Tax Law of the People’s Republic of China
for Enterprises with Foreign Investment and Foreign Enterprises.

The amount represents over provision for EIT of the Company and provision for EIT on the estimated assessable profit

of the subsidiaries for the year. Taxation for subsidiaries is charged at the appropriate current rates of taxation ruling in
the relevant country.
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12.

13.

14.

52

INCOME TAX (CREDIT)/EXPENSE (continued)
The (credit)/charge for the year can be reconciled to the (loss)/profit as shown in the income statement as follows:

2006 2005

RMB RMB

(Loss)/Profit before taxation (73,311,767) 16,004,066

Tax at domestic income tax rate applicable of profits in the respective countries (10,844,137) 2,336,769

Tax effect of expenses that are not deductible in determining taxable profit 7,240,257 609,806

Tax effect of non-taxable revenue (1,684,924) (135,861)

Tax effect of unrecognised tax losses 5,020,353 171,737
Tax effect on additional tax allowance in respect of

the research and development costs - (2,371,060)

Tax (credit)/expense (268,451) 611,391

(LOSS)/PROFIT ATTRIBUTABLE TO EQUITY SHAREHOLDERS OF THE COMPANY

During the year ended 31 December 2006, the consolidated loss attributable to equity shareholders of the Company
includes a loss of RMB49,792,333 (2005: profit of RMB15,272,884) dealt with in the financial statements of the
Company.

DIVIDEND
Dividend payable to equity shareholders of the Company attributable to the year 2005 was as follows:

2006 2005
RMB RMB
Interim dividend declared and paid of Nil per share (2005: 1.5 cents per share) - 9,705,882

(LOSS)/EARNINGS PER SHARE — BASIC

The calculation of the basic (loss)/earnings per share is based on the loss attributable to equity shareholders of the
Company of RMB68,109,460 (2005: profit of RMB15,463,137) and the weighted average number of 647,058,824
shares in issue during the year (2005: 647,058,824).

No diluted (loss)/earnings per share has been presented because there is no potential ordinary shares outstanding
during either year.
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15.

INTERESTS IN LEASEHOLD LAND HELD FOR OWN USE UNDER OPERATING LEASES
The Group and the Company

Cost
At 1 January 2005, 1 January 2006 and 31 December 2006

RMB

12,695,357

Amortisation
At 1 January 2005
Provided for the year

821,087
259,020

At 31 December 2005

1,080,107

At 1 January 2006
Provided for the year

1,080,107
258,985

At 31 December 2006

1,339,092

Net book value
At 31 December 2006

11,356,265

At 31 December 2005

11,615,250

The cost of interests in leasehold land held for own use under operating leases is amortised over a period of 49 years

on a straight line basis.

As at 31 December 2006, land use right with carrying value of RMB11,356,265 (2005: RMB11,615,250) has been

pledged to the banks.
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16. INTANGIBLE ASSETS

The Group
Development Technological
costs know-how Total
RMB RMB RMB
Cost
At 1 January 2005 24,249,090 10,000,000 34,249,090
Addition through internal development 11,535,285 - 11,535,285
At 31 December 2005 35,784,375 10,000,000 45,784,375
At 1 January 2006 35,784,375 10,000,000 45,784,375
Addition (a) - 60,855,100 60,855,100
Addition through internal development 5,338,983 - 5,338,983
At 31 December 2006 41,123,358 70,855,100 111,978,458
Amortisation
At 1 January 2005 2,068,608 4,333,333 6,401,941
Charge for the year 3,116,075 1,000,000 4,116,075
At 31 December 2005 5,184,683 5,333,333 10,518,016
At 1 January 2006 5,184,683 5,333,333 10,518,016
Charge for the year 7,419,334 7,761,677 15,181,011
At 31 December 2006 12,604,017 13,095,010 25,699,027
Net book value
At 31 December 2006 28,519,341 57,760,090 86,279,431
At 31 December 2005 30,599,692 4,666,667 35,266,359

(@) On 30 December 2005, Jia Zai, a 65% owned subsidiary of the Company and Datang Mobile Communication
Equipment Co. Ltd. (“Datang Mobile’) entered into a TD-SCDMA technology licence agreement. Pursuant to
the agreement, Datang Mobile agreed to grant the non-exclusive licence to Jia Zai for using its TD-SCDMA
mini-cellular base station technology for nine years commencing from the date of the agreement. The
consideration was RMB60,855,100.

On 30 December 2005, Jia Zai also entered in a manufacturing agreement with Datang Mobile. Pursuant to the
agreement, Jia Zai is able to sell the TD-SCDMA mini-cellular base stations manufactured by Jia Zai to Datang
Mobile on an exclusive basis for a period of six years commencing from the date of manufacturing agreement.

The details of the TD-SCDMA technology licence agreement and manufacturing agreement were outlined in
the circular dated 23 August 2006.

The development costs represent product development expenditure incurred by the Company.
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16. INTANGIBLE ASSETS (continued)
The Group (continued)
Intangible assets are amortised on a straight line basis over the following periods:

Development costs 5 years
Technological know-how 9-10 years

The Company

Development Technological
costs know-how Total
RMB RMB RMB

Cost

At 1 January 2005 24,249,090 10,000,000 34,249,090

Addition through internal development 11,535,285 - 11,535,285

At 31 December 2005 35,784,375 10,000,000 45,784,375

At 1 January 2006 35,784,375 10,000,000 45,784,375

Addition through internal development 5,338,983 - 5,338,983

At 31 December 2006 41,123,358 10,000,000 51,123,358
Amortisation

At 1 January 2005 2,068,608 4,333,333 6,401,941

Charge for the year 3,116,075 1,000,000 4,116,075

At 31 December 2005 5,184,683 5,333,333 10,518,016

At 1 January 2006 5,184,683 5,333,333 10,518,016

Charge for the year 7,419,334 1,000,000 8,419,334

At 31 December 2006 12,604,017 6,333,333 18,937,350
Net book value

At 31 December 2006 28,519,341 3,666,667 32,186,008

At 31 December 2005 30,599,692 4,666,667 35,266,359

The technological know-how represents the technological knowledge and skill used for developing and manufacturing
WLL/PHS antennas and the base station antenna for GSM/CDMA mobile telecommunication system. The technological
know-how was previously held by Professor Xiao Liangyong (“Professor Xiao”), founder of the Company. According
to the shareholder agreement entered into between the shareholders of the Company on 16 June 2000, it was agreed
that the technological know-how held by Professor Xiao be injected into the Company at an amount of RMB10,000,000
as part of his contribution to the increase in paid-up capital in September 2000.
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PROPERTY, PLANT AND EQUIPMENT

The Group
Furniture,
fixtures Properties
Plant and and Motor Leasehold under
Buildings machinery equipment vehicles  improvement  construction Total
RMB RMB RMB RMB RMB RMB RMB
Cost
At 1 January 2005 26,047,058 35,855,257 13,801,439 5,024,960 - 44,096,598 124,825,312
Additions 10,525 2,352,859 842,544 223,848 27,000 1,872,128 5,328,904
Transfer 29,226,754 1,729,800 3,576,086 - - (34,532,640) -
Disposals - (732,086) (362,848) - - - (1,094,934)
At 31 December 2005 55,284,337 39,205,830 17,857,221 5,248,808 27,000 11,436,086 129,059,282
At 1 January 2006 55,284,337 39,205,830 17,857,221 5,248,808 27,000 11,436,086 129,059,282
Additions - 1,850,651 316,537 - 252,710 52,659,083 55,078,981
Transfer 38,172 - - - - (38,172) -
Disposals - (147,176) (563,888) - - - (711,064)
At 31 December 2006 55,322,509 40,909,305 17,609,870 5,248,808 279,710 64,056,997 183,427,199
Accumulated Depreciation
At 1 January 2005 2,522,863 12,665,733 4,881,347 1,273,518 - - 21,343,461
Charge for the year 1,425,910 5,722,916 2,839,117 613,456 7,559 - 10,608,958
Eliminated on disposals - (625,812) (246,867) - - - (872,679)
At 31 December 2005 3,948,773 17,762,837 7,473,597 1,886,974 7,559 - 31,079,740
At 1 January 2006 3,948,773 17,762,837 7,473,597 1,886,974 7,559 - 31,079,740
Charge for the year 1,725,169 2,958,847 3,228,913 624,694 39,758 - 8,577,381
Eliminated on disposals - (31,982) (378,370) - - - (410,352)
At 31 December 2006 5,673,942 20,689,702 10,324,140 2,511,668 47,317 - 39,246,769
Net book value
At 31 December 2006 49,648,567 20,219,603 7,285,730 2,737,140 232,393 64,056,997 144,180,430
At 31 December 2005 51,335,564 21,442,993 10,383,624 3,361,834 19,441 11,436,086 97,979,542

The buildings are situated on land held under medium-term land use right in mainland China, and the amount of
RMB49,648,567 (2005: RMB51,335,564) has been pledged to the banks.
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17. PROPERTY, PLANT AND EQUIPMENT (continued)
The Company

Furniture,
fixtures Properties
Plant and and Motor under
Buildings machinery equipment vehicles  construction Total
RMB RMB RMB RMB RMB RMB
At cost
At 1 January 2005 26,047,058 35,855,257 13,801,439 5,024,960 44,096,598 124,825,312
Additions 10,525 2,074,260 697,016 - 1,872,128 4,653,929
Transfer 29,226,754 1,729,800 3,576,086 - (34,532,640) -
Inter-company transfer - (3,517,878) (870,425) - - (4,388,303)
Disposals - (732,086) (345,132) - - (1,077,218)
At 31 December 2005 55,284,337 35,409,353 16,858,984 5,024,960 11,436,086 124,013,720
At 1 January 2006 55,284,337 35,409,353 16,858,984 5,024,960 11,436,086 124,013,720
Additions - 3,862,222 131,801 - 52,659,083 56,653,106
Transfer 38,172 - - - (38,172) -
Inter-company transfer - (4,875,979) (375,035) - - (5,251,014)
Disposals - (28,544) (536,966) - - (565,510)
At 31 December 2006 55,322,509 34,367,052 16,078,784 5,024,960 64,056,997 174,850,302
Accumulated depreciation
At 1 January 2005 2,522,863 12,665,733 4,881,347 1,273,518 - 21,343,461
Charge for the year 1,425,910 5,247,570 2,748,223 596,882 - 10,018,585
Inter-company transfer - (875,702) (306,322) - - (1,182,024)
Eliminated on disposals - (625,812) (245,745) - - (871,557)
At 31 December 2005 3,948,773 16,411,789 7,077,503 1,870,400 - 29,308,465
At 1 January 2006 3,948,773 16,411,789 7,077,503 1,870,400 - 29,308,465
Charge for the year 1,725,169 4,284,891 3,116,187 596,966 - 9,723,213
Inter-company transfer - (2,361,656) (137,450) - - (2,499,106)
Eliminated on disposals - (22,187) (363,612) - - (385,799)
At 31 December 2006 5,673,942 18,312,837 9,692,628 2,467,366 - 36,146,773
Net book value
At 31 December 2006 49,648,567 16,054,215 6,386,156 2,557,594 64,056,997 138,703,529
At 31 December 2005 51,335,564 18,997,564 9,781,481 3,154,560 11,436,086 94,705,255
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INTEREST IN SUBSIDIARIES

2006 2005
RMB RMB
Unlisted shares 92,747,500 7,897,500

The following list contains only the particulars of the subsidiaries which principally affected the results, assets and
liabilities of the Group. The class of shares held are ordinary unless otherwise stated.

Percentage
Place of Issued and of equity
operation/ fully paid interest held
Name of subsidiary incorporation share capital by the Company Principal activities
XAHT Antenna Technologies Hong Kong 1,500,000 100% Trading of base
(Hong Kong) Limited shares of station antennas and
HK$1 each related products
Xian Haitian Communication mainland China 5,000,000 100% Design and installation of
System Engineering Co. Ltd.* shares of the antennas and
RMB1 each related products
Xian Hi-tech Communication mainland China 1,500,000 90% Development, manufacturing
Software Co., Ltd.* shares of and trading of
RMB1 each computer software and
hardware
REBEREERAR mainland China 130,258,800 65% Development, manufacturing
(the “Jia Zai")** shares of and consulting services of
RMB1 each TD-SCDMA

RMB160,000,000
registered capital

* Limited company established in mainland china
*x Sino-foreign equity joint venture registered in mainland China

On 15 November 2005, the Company, XAHT Antenna Technologies (Hong Kong) Limited and Datang Mobile
Communication Equipment Co. Ltd. (“Datang Mobile) entered into a joint venture agreement, the details of which
were outlined in the circular dated 7 December 2005. Pursuant to the agreement, Jia Zai was established in mainland
China on 30 December 2005 with registered capital of RMB160,000,000. As at 31 December 2006, Datang Mobile
injected RMB45,458,800 of capital contribution, whereas the Company injected RMB84,800,000 to Jia Zai. The capital
injection by both Datang Mobile and the Company were confirmed and certified by Yuehua Certified Public Accountants
Co., Ltd. Shaanxi Branch. The outstanding capital contribution from XAHT Antenna Technologies (Hong Kong) Limited
to Jia Zai was RMB19,200,000.
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19. TRADE RECEIVABLES
Generally, the Group allows a credit period from 90 days to 240 days to its trade customers. For receivables from
certain customers, the amounts are settled by instalments which are mutually determined and agreed by the relevant
parties. The aged analysis of trade receivables (net of impairment losses for bad and doubtful debts) is as follows:

The Group The Company
2006 2005 2006 2005
RMB RMB RMB RMB
Aged:

0 - 60 days 22,515,225 73,158,574 16,306,919 70,057,598
61 — 120 days 11,431,889 21,807,846 10,498,764 21,412,092
121 - 180 days 11,924,240 18,538,087 8,897,776 18,538,087
181 - 240 days 9,396,942 9,699,794 8,636,957 8,549,794
241 - 365 days 6,220,530 16,494,814 6,192,355 16,494,814
Over 365 days 40,193,090 36,173,418 37,908,764 36,173,418
101,681,916 175,872,533 88,441,535 171,225,803
Gross total 118,591,718 186,441,892 105,351,337 181,795,162

Less: Impairment losses for bad and
doubtful debts (16,909,802)  (10,569,359)  (16,909,802)  (10,569,359)

101,681,916 175,872,533 88,441,535 171,225,803

20. AMOUNTS DUE FROM DIRECTORS
The Group and the Company

2006 2005
RMB RMB
Liang Zhijun 536,680 1,166,589
Xiao Bing 818,758 695,651
Zhou Tianyou 49,263 -
1,404,701 1,862,240

Maximum balance during the year
Liang Zhijun 1,166,589 1,166,589
Xiao Bing 818,758 695,651
Zhou Tianyou 49,263 -

Mr. Liang Zhijun, Xiao Bing and Zhou Tianyou are the executive directors of the Company.

The amount represents a loan advance to the directors and advance for operation. The amount is unsecured, non-
interest bearing and no fixed term of repayment.
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21. INVENTORIES

The Group The Company
2006 2005 2006 2005
RMB RMB RMB RMB
Raw materials 10,330,563 9,162,340 8,038,264 9,162,340
Work in progress 7,720,630 5,351,762 193,054 2,040,630
Finished goods 19,208,504 21,182,583 12,243,784 21,182,583
37,259,697 35,696,685 20,475,102 32,385,553
Less: Provision for obsolete stock 3,219,479 - 3,219,479 -
34,040,218 35,696,685 17,255,623 32,385,553
22. AMOUNTS DUE FROM RELATED PARTIES
The Group The Company
Name of related parties Relationship 2006 2005 2006 2005
Notes RMB RMB RMB RMB
PR SRR EER Close family member of i &ii 448,557 371,164 448,557 371,164
BEDQA([ERAE]) the company directors of
both companies
AR BAREERER Common director and i & iii 2,352,741 1,714,800 2,352,741 1,714,800
BEQAI([BRIRE]) shareholder
Fang Xi Financial controller i &iv 224,000 214,000 224,000 214,000
Zong Ruiliang General manager of research i&v - 130,000 - 130,000
and development department
Xiao Liangyong Father of Mr. Xiao Bing, i&v 380,405 - 380,405 -
an executive director
of the Company
Mei Jie Minority shareholder i &vi 799,943 805,756 - -
4,205,646 3,235,720 3,405,703 2,429,964

60



XI’AN HAITIAN ANTENNA TECHNOLOGIES CO., LTD. Annual Report 2006

Notes to the Financial Statements (continued)
For the year ended 31 December 2006

22.

23.

24.

AMOUNTS DUE FROM RELATED PARTIES (continued)

Notes:

i) The amount is unsecured, non-interest bearing and no fixed term of repayment.

ii) The amount included receivable arising from sales of goods of RMB147,947 (2005: RMB360,000) to /&3 X%%. The selling
price was determined after arm’s length negotiation between the parties concerned.

iii) The amount mainly represents the loan advance to /& X1%&.

iv) The amount included a loan to Mr. Fang of RMB150,000 (2005: RMB150,000) and cash advance of RMB74,000 (2005:

RMB64,000).
V) The amount represents cash advance.
Vi) The amount represents the loan advance to Mr. Mei.

TRADE PAYABLES
The aged analysis of trade payables is as follows:

The Group The Company
2006 2005 2006 2005
RMB RMB RMB RMB
Aged:
0 - 60 days 18,831,616 39,850,104 16,092,045 39,758,321
61 — 120 days 6,351,353 14,107,757 4,892,359 14,107,757
121 - 365 days 27,695,887 14,727,264 27,241,887 14,727,264
Over 365 days 8,971,254 1,244,833 8,879,470 1,244,833
61,850,110 69,929,958 57,105,761 69,838,175
INTEREST BEARING BORROWINGS
The Group and the Company
2006 2005
RMB RMB
Bank loans (i)
Secured 139,600,343 91,565,460
Unsecured - 30,000,000
139,600,343 121,565,460
Other short-term loans, unsecured (ii) 24,000,000 -
Total 163,600,343 121,565,460
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24.

25.

62

INTEREST BEARING BORROWINGS (continued)

2006 2005
RMB RMB
The loans are repayable as follows:
Within one year 163,600,343 51,565,460
More than one year, but not exceeding two years - 50,000,000
More than two years, but not exceeding five years - 20,000,000

163,600,343 121,565,460

Less: Amount repayable within one year shown under current liabilities (163,600,343) (51,565,460)

- 70,000,000

(i) As at 31 December 2006, the bank loans bore interest at rates ranging from 5.22% to 7.61% per annum.

(ii) Other short-term loans bore interest at 6% per annum, were unsecured and repayable on 21 May 2007.

The Group has pledged the following assets for the banking facilities granted by the banks to the Group and
the carrying value of the assets are as follows:

2006 2005
RMB RMB
Bank deposits 1,753,393 2,985,226
Buildings 49,648,567 51,335,564
Land lease premium held for own use 11,356,265 11,615,250
Trade receivables 20,600,343 21,565,460

83,358,568 87,501,500

Personal guarantees are provided by a director of the Company and related parties for the banking facilities of
RMB10,000,000 granted the Group.

LOANS FROM A SUBSIDIARY
The Company

2006 2005
RMB RMB
Loans from a subsidiary 7,415,000 -

The loans from a subsidiary bore interest at rates ranging from 5.22% to 6.12% per annum, were unsecured and fall
due as at balance sheet date. Overdue interests of additional 30% per annum were charged for the default payments.
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26.

27.

28.

DEFERRED TAXATION
The Group and the Company

2006 2005
RMB RMB
At 1 January 600,000 600,000
Deferred taxation charged for the year - -
At 31 December 600,000 600,000
The amount represented deferred tax liability at balance sheet date in relation to deferred development costs.
SHARE CAPITAL
Share of RMBO0.10 each
Number of shares Registered,
Domestic issued and
shares H shares fully paid
RMB
At 31 December 2005 and 2006 485,294,118 161,764,705 64,705,882
RESERVES
The Group
Statutory Statutory
Share surplus public Retained
premium reserve welfare fund profits Total
RMB RMB RMB RMB RMB
(Note 28(a)) (Note 28(b))
At 1 January 2005 71,228,946 9,805,345 5,325,656 81,639,107 167,999,054
Dividend - - - (9,705,882) (9,705,882)
Profit for the year - - - 15,463,137 15,463,137
Transfer - 407,595 203,797 (611,392) -
At 31 December 2005 71,228,946 10,212,940 5,529,453 86,784,970 173,756,309
Loss for the year - - - (68,109,460) (68,109,460)
Transfer - 410,835 - (410,835) -
At 31 December 2006 71,228,946 10,623,775 5,529,453 18,264,675 105,646,849

63



v

XI’AN HAITIAN ANTENNA TECHNOLOGIES CO., LTD. Annual Report 2006

Notes to the Financial Statements (continued)
For the year ended 31 December 2006

28.
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RESERVES (continued)
The Company

Statutory Statutory
Share surplus public Retained

premium reserve welfare fund profits Total
RMB RMB RMB RMB RMB

(Note 28(a)) (Note 28(b))
At 1 January 2005 71,228,946 9,805,345 5,325,656 81,646,551 168,006,498
Dividend - - - (9,705,882) (9,705,882)
Profit for the year - - - 15,272,884 15,272,884
Transfer - 407,595 203,797 (611,392) -
At 31 December 2005 71,228,946 10,212,940 5,529,453 86,602,161 173,573,500
Loss for the year - - - (49,792,333) (49,792,333)
At 31 December 2006 71,228,946 10,212,940 5,529,453 36,809,828 123,781,167

a) Statutory Surplus Reserve

b)

The Company’s Articles of Association requires the appropriation of 10% of its profit after taxation each year to
the statutory surplus reserve until the balance reaches 50% of the registered share capital. According to the
provision of the Company’s Articles of Association, in normal circumstances, the statutory surplus reserve shall
only be used for making up losses, capitalisation into share capital and expansion of the Company’s production
and operation.

Statutory Public Welfare Fund

Pursuant to mainland China Company Law, the Company shall make allocation from its profit after taxation at
the rate of 5% to 10% to the statutory public welfare fund. The statutory public welfare fund can only be
utilised on capital items for employees collective welfare. Individual employees only have the right to use these
facilities, the titles to which will remain with the Company. The statutory public welfare fund forms part of the
shareholders’ equity but is non-distributable other than in liquidation.

Distributable Reserves

In accordance with the Articles of Association of the Company, the reserve available for distributable is the
lower of amount determined under accounting principles generally accepted in the mainland China and the
amount determined under the accounting principles generally accepted in Hong Kong. Based on the financial
statements of the Company prepared in accordance with the relevant accounting principles and financial
regulations applicable to companies established in the mainland China, the Company’s reserves available for
distribution to shareholders at 31 December 2006 were nil (2005: RMB53,863,513).
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29.

30.

OPERATING LEASE COMMITMENTS
The Group and the Company

At 31 December 2006, the Group had outstanding commitments payable under non-cancellable operating leases in

respect of rented premises which fall due as follows:

2006 2005

RMB RMB

Within one year 2,789,559 422,249
In the second to fifth year inclusive 3,952,907 21,630
6,742,466 443,879

Operating lease payments represent rental payable by the Group for its office premises, warehouse and staff quarters.

Leases are negotiated for an average term of two years with fixed rentals.

CAPITAL COMMITMENTS
The Group and the Company

2006
RMB
Capital expenditure contracted for but not provided in the
financial statements in respect of construction cost on properties under
construction and acquisition of property, plant and equipment 6,941,322

2005
RMB

1,931,870
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31.

32.

Gk
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RELATED PARTY TRANSACTIONS
(@ The following is a summary of the significant transactions with a related party during the year.

2006 2005
RMB RMB
Rent paid to 7% /8 KIEE MR B R E (/2 ) for the lease of land 2,630,000 =

Mr. Xiao Bing, an executive director of the Company owns 75% of the shares of FA %8 K& &2 AR & (T
A 7], 5% by Mr. Liang Zhijun, a director of the Company and Mr. Fang Xi, the financial controller of the
Company owns 5%. The lease was for three years and was negotiated at arms-length basis in accordance with
common commercial terms in the same manner as other outsiders. The details were outlined in the circular
dated 6 July 2006.

(b) During the year, Mr. Xiao Bing, an executive director of the Company and Ms. Chen Jing, wife of Mr. Xiao Bing,
Mr. Fang Xi, financial controller of the Company and Ms. Zhang Dandan, wife of Mr. Fang Xi, gave personal
guarantees to a bank, through a third party, to secure a bank loan amounting to RMB10,000,000 granted to
the Company.

(c) The key management personnel are the directors of the Company. The details of the remuneration paid to
them are set out in note 9.

RETIREMENT BENEFITS SCHEME

The Group participates in a defined contribution retirement scheme organised by the relevant local government authority
in mainland China. Certain employees of the Group eligible to participate in the retirement scheme are entitled to
retirement benefits from the scheme. The local government authority is responsible for the pension liabilities to these
retired employees. The Group is required to make monthly contributions to the retirement scheme up to the time of
retirement of the eligible employees, at 20% of the local standard basic salaries.

As of 31 December 2005 and 2006, the Group had no significant obligation apart from the contribution as stated
above.

GOVERNMENT GRANTS

During the year, government grants of RMB189,300 (2005: RMB1,644,786) have been received to subsidise for the
construction of property, plant and equipment, for upgrading existing production capacity and to encourage export
sales in mainland China. The amounts have been included in other operating income for the year.

During the year, the Group received government grants of RMB150,000 (2005: RMB4,750,000) for research and
development and industrialisation of antenna for the 3G and TD-SCDMA mobile communication respectively. The
amounts received in respect of the government grants are repayable if the development of antennas fulfilling the
technical parameters specified by the Government and establishment of production capacity for the antennas are not
completed.
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34.

S5

GOVERNMENT GRANTS (continued)

As at 31 December 2006, the development and industrialisation of antenna for the 3G and TD-SCDMA mobile
communication are not fully completed, the respective government grants of RMB219,915 (2005: RMB551,457) and
RMB2,288,542 (2005: RMB2,412,902) have not yet been recognised in the income statement and are included as
other payables.

During the year 2005, the Group received governments grants of RMB8,000,000 for technology improvement of base
station antenna and the improvement were not fully completed, the amounts of RMB4,567,314 (2006: RMB3,543,820)
had not yet been recognised in the income statement and were included as other payables.

POST BALANCE SHEET EVENT

On 2 March 2007, the Company and two joint placing agents (the “Joint Placing Agents”) entered into a non-legally
binding preliminary placing agreement, pursuant to which the Joint Placing Agents have agreed in principle to, on a
best effort basis, severally procure placees to subscribe for and purchase an aggregate of not more than 177,941,177
H shares at an agreed-upon placing price. The details of the placing arrangement are set out in Note 2(a).

POSSIBLE IMPACT OF AMENDMENTS, NEW STANDARDS AND INTERPRETATIONS ISSUED BUT NOT YET
EFFECTIVE, FOR THE YEAR ENDED 31 DECEMBER 2006

The Group has not early applied the following amendments, new standards and interpretations that have been issued
but are not yet effective. The directors of the Company anticipate that the application of these standards or interpretations
will have no material impacts on the financial statements of the Group.

HKAS 1 (Amendment) Capital Disclosures®

HKFRS 7 Financial Instruments Disclosures*

HK(IFRIC)-Int 7 Applying the Restatement Approach under HKAS 29 Financial Reporting in
Hyperinflationary Economies?

HK(IFRIC)-Int 8 Scope of HKFRS 23

HK(IFRIC)-Int 9 Reassessment of Embedded Derivatives*

HK(IFRIC)-Int 10 Interim Financial Reporting and Impairment®

HK(IFRIC)-Int 11 HKFRS 2 — Group and Treasury Share Transations®

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

2 Effective for annual periods beginning on or after 1 March 2006

3 Effective for annual periods beginning on or after 1 May 2006

4 Effective for annual periods beginning on or after 1 June 2006

5 Effective for annual periods beginning on or after 1 November 2006
6 Effective for annual periods beginning on or after 1 May 2007
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Financial Summary

Year ended 31 December

2002 2003 2004 2005 2006
RMB RMB RMB RMB RMB
RESULTS
Turnover 164,525,831 226,731,785 200,999,236 176,889,046 117,119,020
Profit/(loss) before taxation 44,561,815 53,526,916 17,096,606 16,004,066 (73,311,767)
Income tax (expense)/credit (8,168,467) (10,518,081) (2,079,248) (611,391) 268,451
Net profit/(loss) for the year 36,393,348 43,008,835 15,017,358 15,392,675 73,043,316
As at 31 December
2002 2003 2004 2005 2006
RMB RMB RMB RMB RMB
ASSETS AND LIABILITIES
Total assets 247,549,634 446,648,882 477,089,046 469,291,553 469,823,149

Total liabilities (155,570,425)

(225,726,010)  (244,384,110)  (230,699,824)

(258,865,936)

Shareholders’ funds 91,979,209

220,922,872 232,704,936 238,591,729

210,957,213

Note: The results for year ended 31 December 2002, and the assets and liabilities as at 31 December 2002 which were extracted from the
Company’s prospectus dated 24 October 2003 have been prepared on the basis as if the Company which the Company’s predecessor,
Xi’an Haitian Communications Equipment Company Limited, has reorganised into, had been in existence throughout the year.
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