LINFAIR HOLDINGS LIMITED

MANAGEMENT DISCUSSION AND
ANALYSIS
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FINANCIAL REVIEW

The turnover of the Group for the year ended 31st March, 2006 recorded
a decrease of approximately 74.1% as compared with last year.
Approximately 87.4% (2005: 99.3%) of the turnover in respect of the
provision of engineering system contracting services was attributed to
optical disc manufacturing systems. The remaining portions were
attributed to broadcasting and audio-visual, theme park show and
intelligent traffic management systems. The sharp decrease in turnover
was mainly resulted from a sudden and unexpected downturn in optical
disc manufacturing industry which was suffered from high raw materials
prices during the year. The optical disc manufacturing system market

sector had not yet recovered.

During the year, the Group continued to allocate resources for business
development and technology advancement in other emerging business
sectors including broadcasting and audio-visual systems and intelligent
traffic management systems. The Group has completed several contracts
in those emerging business sectors for the year ended 31st March, 2006.
The contribution from the emerging business sectors has been reflected
from the increase in gross profit margin from approximately 11.1% in
2005 to 19.6% in 2006.

The Group incurred a net loss of HK$12.2 million in 2006 (2005: a net
profit of HK$42.4 million), though. It was mainly resulted from the
significant shrinkage in turnover. The Board, however, had not downsized
the Group’s operation structure for the ultimate purpose of generating
fresh revenue for future periods and a more optimal use of the Group’s

engineering capabilities.
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The proceeds from the issuance of new shares by the Company in June
2005, net of listing expenses, were approximately HK$49.6 million. As

at 31st March, 2006, net proceeds were utilized in the following manner:

Balance

as at 31st

Per Amount March,

Prospectus Utilised 2006

R=ZZZRF

=A=+—H

REERER EHALHE ZEEER

HK$’000 HK$’000 HK$’000

TER TER TERT

Formation of business alliances PX 3 % 75 B R 17,628 4,319 13,309
Expansion of existing subsidiaries BARLA M E QR KK

and formation of new subsidiaries FHB AR ZHEX 2,000 - 2,000

Acquisition of premises for W B B PR L

setting up showrooms o= 4,000 - 4,000

Expansion of communication network BRBABK 1,000 107 893

Repayment of revolving term loan BEERTHEN 15,000 15,000 -

Expansion of research capabilities BRMEEN 6,000 3,595 2,405

Working capital LEED 4,000 4,000 -

49,628 27,021 22,607

The unultilized balance was placed in short term bank deposits.
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CAPITAL STRUCTURE

As at 31st March, 2006, the Group had a net asset value of approximately
HK$93.0 million (2005: HK$59.8 million), comprising non-current assets
of about HK$26.0 million (2005: HK$4.4 million), net current assets of
about HK$67.0 million (2005: HK$55.4 million) and non-current liabilities
of about HK$0.7 million (2005: HK$0.4 million).

LIQUIDITY AND FINANCIAL RESOURCES

The Group generally finances its operations through a combination of
shareholders equity, internally generated cash flows and bank borrowings.
As at 31st March, 2006, the Group had cash and cash equivalent of
approximately HK$36.7 million (2005: HK$23.0 million) and total
interest-bearing bank borrowings of approximately HK$37.6 million
(2005: HK$53.4 million), of which approximately HK$37.6 million (2005:
HK$53.2 million) are repayable within one year and the remaining HK$nil
(2005: HK$0.2 million) are repayable beyond one year. The Group’s
current ratio was 1.4 (2005: 1.2) and the gearing ratio (a ratio of total
loans to total assets) was 14.3% (2005: 18.4%).

CAPITAL COMMITMENTS

As at 31st March, 2006, the Group had no material capital commitments.

CONTINGENT LIABILITIES

As at 31st March, 2006, the Group had contingent liabilities in respect
of performance bonds and letter of guarantee issued by banks in lieu of
projects undertaken by a subsidiary amount to HK$5,639,000 (2005:
HK$1,339,000) and HK$nil (2005: HK$195,000) respectively.

MORTGAGES AND CHARGES

As at 31st March, 2006, the Group had outstanding mortgage loan of
approximately HK$207,000, for which the office premises of the Group
is charged.
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EMPLOYEES AND REMUNERATION POLICIES

As at 31st March, 2006, the Group employed a work force of 90 staff.
Remuneration for employee including medical benefits and staff quarters
which are determined based on industry practice, the performance and
working experience of the employees and the current market conditions.
During the year, the total staff costs amounted to HK$19.8 million (2005:
HK$18.6 million).

The Company adopted a pre-IPO share option scheme on 30th March,
2005 for the purposes of providing incentives and rewards to eligible
participants who have contributed to the success of our operations. As
at 31st March, 2006, 15,000,000 pre-IPO share options remained
outstanding. Particulars of it are set out in note 27 to the consolidated

financial statements.

FOREIGN EXCHANGE EXPOSURE

The majority of the transactions of the Group are denominated in USS$,
EURO, and JPY. The Group has not entered into any financial instruments
for the purpose of hedging against foreign exchange exposure involved
in the Group’s operations. However, the Group monitors its foreign
exchange exposure by matching the timing of its trading receipts with
payments. The Group also matches its selling currencies with its

purchasing currencies.

BUSINESS PROSPECT

The Group devoted most of its resources to optical compact disc
manufacturing system business in the past. This situation is about to
change with the increase of contributions by other industrial and other
non-industrial application system engineering businesses. However,
optical compact disc remains the world’s most affordable and efficient
information storage media, and it is not likely that this product will be
discarded in the future. Thus, optical compact disc business will still
remain significant to the Group in the future. After the balance sheet
date, our contracts under progress and contracts executed or under

negotiation is back on the rising trend.

The Group has launched its industrial manufacturing system of contact
lens and solar cell panels after the balance sheet date and OLED display
manufacturing system will come on the market in a few months. It is
expected that these businesses have the potential of overtaking our

operations with the optical compact disc business in the farther future.
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Transformation into high definition and multi-function digital broadcasting
system format remains the direction of global broadcasting industry.
Innovative technologies and products have already entered into an end-
user test drive phase. This business segment will prosper once the format

sees its industry wide application.

With the opening of the Hong Kong Disneyland, the entertainment
industry in the region has adopted a more proactive approach in
developing top-tier amusement and cultural facilities. Recent
developments in Macau is in particular more encouraging. The Board
considers that with the imminent opening of major casinos and hotels,
the industry will allocate considerable resources to amusement and
cultural facilities so as to attract more tourists. The Group has already
set up a subsidiary in Macau to tender for these high end system

engineering projects.

For the upcoming Beijing Olympics, no more time could be spared for
delays in the engineering works of sport events venues, and the authority
is considering the granting of various engineering contracts, such as
visual, audio, lighting, and communication systems contracts. The Group

will step up its effort to secure more relevant engineering contracts.

The Group’s agreement with civil aviation authorities of Sweden and the
Netherlands on the joint development of an aircraft departure
management control system had marked the past effort of the Group
being recognized by the air traffic control industry. This system would
hopefully contribute to our revenue from calendar year 2007 onwards.
The first Air Traffic Control system project with the Northern China Civil
Aviation Bureau in Beijing Capital Airport, also being the first air traffic
control systems integration project in China, successfully completed.
The management is optimistic that more good news in the Group’s
achievement in this sector would be brought forward to our shareholders

in the near future.

In order to alleviate the possible impact of any unexpected and adverse
changes in a particular industry that may exert on our performance in a
particular year, the Group is committed to diversify into various
specialized engineering systems sectors so as to optimize the proportion
of corporate resources into a dynamic equilibrium among all business
sectors the Group had entered into as soon as possible. The Directors
accordingly call forth shareholders’ confidence and patience with the

Group, as we are about to witness the solid growth of the Group.
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