LINFAIR HOLDINGS LIMITED

CHAIRMAN'’S STATEMENT

On behalf of the board of directors (the “Board”) of Linfair Holdings
Limited (the “Company”) and its subsidiaries (together the “Group”), |

present the annual report for the financial year ended 31st March, 2006.

Fifteen years have passed since | founded the Group in 1991, and we
encountered the most discouraging market ever in this reporting year.
Reliance on system integration engineering projects of a single emerging
and booming industry as major income revenue has led to the Group’s
explosive and impressive growth in previous years. However, every
industry has its ebb and flow. After years of exponential growth, in later
half of 2005, the optical compact disc storage media manufacturing
industry suddenly found itself hit by two adverse factors, over-capacity
resulted from the slowdown in growth of market demand and soaring
raw material prices as a consequence of mounting commodity prices in
the global market all at the same time. The Group, upstream equipment
suppliers, downstream product manufacturers, and other competitors of
different scales all faced a sluggish market. The downturn lasted until
the beginning of 2006 when signs of recovery did emerge with optical
compact discs’ material cost dropped after peaking and market demand
for optical compact disc regained growth momentum. However, the
rebound is not strong enough to support the industry to make significant
capital expenditure commitments. Industry participants were prudent and
only increased their production capacity in small scale or chose to
upgrade their existing equipment. These activities delivered engineering
projects income of higher margin, though contracted amount is not very
substantial, to the Group and supported the Group's results in the second

half so as to recover part of our first half loss.

Our management is committed to increase the proportion of other existing
and newly-developed businesses in the turnover of the Group.
Nevertheless, this vision is yet to be fully realized in this financial year

and their respective developments are as follow:

1. We finally launched our Digital Audio Broadcasting (DAB) business
after years of development. Several major cities and regions in the
PRC have adopted the system format distributed by the Group for
experimental broadcasting and this accounted for a not so significant
contribution to the Group during the year. | am looking forward to
this format’s country-wide adoption in the huge PRC market and,
consequently, a large scale ancillary equipment upgrade by the
PRC radio stations. It is expected that this segment by then would

show its importance in the Groups’ business portfolio.
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2. During the financial year, by providing large scale, outdoor and
high definition display system used in the 2006 Winter Olympics
held early this year in Turin, Italy, the Group has successfully
advanced into the market of providing systems to high-end
international events. As this is a recently developed business, its
contribution to results is somewhat limited. However, it is certain
that since then and up to 2008 Beijing Olympics, the Group will
be awarded some of the system provision and project management

contracts.

3. Intelligent traffic control system business also achieved a
breakthrough in the year. The Group provided a control tower
information system to Northern China Civil Aviation Bureau and
implemented the system in the main control tower in Beijing Capital
Airport. The client completed its inspection and acceptance
procedures on this effectiveness upgrade system shortly after the
year end date. This signified the Group’s position in the high

technology professional industry is widely recognized.

Apart from the breakthroughs achieved in these three emerging businesses
as stated above, the Group successfully secured consultancy, design or
system engineering contracts of theme parks, professional studios and
performance venuses and thus contributed to its results. The aggregate
contract value of our overall non industrial engineering projects that
have submitted tenders or passed the pre-qualification stage is also very
significant, as the amount was a multiple of our total turnover in 2005.

It is expected that certain results could be achieved in the near future.

Based on the prevailing market conditions, | believe the worst is over
and every business segment stated above will pick up its growth
momentum. For example, the number of contracts on hand and under
progress of our optical compact disc business is already on a rising
trend. | am convinced that with the concerted effort of every Group

member, the Group will witness its recovery in the coming year.
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