Management Discussion and Analysis
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The board of directors (the “Board”) are pleased to present the
annual results of REXCAPITAL Financial Holdings Limited (the
“Company”) and its subsidiaries (together, the “Group”) for the
financial year ended 31 December 2006.

BUSINESS REVIEW AND PROSPECTS

Year 2006 has been a year of tremendous development for our
Group in that we have successfully expanded our business
activities from financial and brokerage into the expanding lottery
market in China.

In mid 2006, the Group successfully acquired a 45.81% interest
in Shenzhen Sinodata Technology Co Ltd (”Sinodata”). Sinodata
is engaged in the development and production of proprietary
lottery machines, related operations software system and networks
for the welfare lottery industry in China. In late 2006, the Group
also completed the acquisitions of a 70% stake in Beijing Guard
Libang Technology Co Ltd (“Guard Libang”) and a 58% stake in
Shenzhen Kingsail Software Tech Co Ltd (“Kingsail”). Guard
Libang is one of the leaders in the instant lottery industry in
China. Kingsail is one of the approved vendors for the
development and production of sports lottery machine by China
Sports Lottery Administration Center.
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Management Discussion and Analysis (continued)

With these acquisitions and the subsequent further expansion
into new provinces, the Group now has one of the largest
franchise in the lottery market in China and has operations
covering multiple provinces and municipalities in China which
have an addressable populations of over 900 million. It is our
belief that lottery products are part of the consumer products
for the mid and low income groups in China. In light of the
continuing growth in GDP of China and the accompanying
increase in disposable income of the Chinese people and the
filtering through of the “wealth effect” from the coastal regions
of China into the inland provinces, we are of the view that the
lottery market in China will enjoy a period of continued
sustainable growth going forward and given our Group's franchise
in China, we also believe that our Group will be able to benefit
from this continuing growth trend.

GEOGRAPHICAL COVERAGE OF OUR
LOTTERY BUSINESS
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Management Discussion and Analysis (continued)
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Welfare Lottery

The Group has a substantial participation in the Welfare Lottery
Computer Ticket Games (“Welfare CTG") business through its
subsidiary Sinodata. Our Group’'s Welfare CTG business involves
the provision of operating system, hardware, maintenance and
development for Welfare CTG games for the China Welfare
Lottery. In 2006, the sales of Welfare CTG games achieved a
new record high of approximately RMB44 billion, which accounted
for approximately 90% of the total sales of the China Welfare
Lottery. Given the already substantial and more established base
for the Welfare CTG business, we believe that the Welfare CTG
market will enjoy a period of stable, sustainable and continuing
growth for the coming years which is likely to track the growth
in disposable income for China.

Our Welfare CTG business covered 13 provinces in China in 2006
(which has since been further increased as more provinces have
been added after the end of the financial year out of which
approximately 50% of the provinces covered is on a revenue
sharing basis). Currently, it has deployed over 40,000 lottery
machines in China. Our Group is the largest provider for the
Welfare CTG business in China in 2006 commanding
approximately 50% market share.

Furthermore, the Group’'s initiative in Welfare CTG games
development has also achieved significant breakthrough in that
our High Frequency 2D game will be officially rolled out in the
third quarter of 2007 after our successful completion of the
testing and review by various regulatory authorities in China.
Our income from the provision of games is on a revenue sharing
basis.

The Group is also actively involved in the Instant Lottery business
for Welfare Lottery (Scratch Cards) in China (“SC business”)
through our subsidiary Guard Libang. In the SC business, the
Group provides games, system software and hardware,
verifications and anti-counterfeiting technologies as well as
logistical tracking systems to the Instant Ticket Games for Welfare
Lottery based on the approved proprietary and patented
technology of Guard Libang. Guard Libang is the sole system
provider to the SC business in China Welfare Lottery. Our SC
business covers 14 provinces and we plan to further expand our
coverage in SC business by expanding into more provinces in
China. Our Group's revenue from the SC business is based on a
revenue sharing model.
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Management Discussion and Analysis (continued)

Instant Ticket Games have seen its fair share of ups and downs
in the past and has, in our view, rejuvenated after the re-launch
of the SC business in 2005 with improved anti-counterfeiting
measures and more efficient system and distribution support.
With the implementation of the 2D bar code verification system
and the logistical tracking system, the SC business has gradually
regained confidence and popularities with the general public in
China which led to a speedy recovery in its sales. In 2005, SC
games generated approximately RMB100 million in ticket sales
and the figure has already exceeded RMB500 million in 2006.
We are very much encouraged by the growth of the SC business
in 2006 (i.e. a growth of approximately 500% in a year). We are
committed to further developing the SC business in China in
2007 and beyond and we believe that substantial growth
opportunities still lie ahead in the coming years.

Sports Lottery

Through our subsidiary Kingsail, our Group is one of the 7 licensed
providers to the China Sports Lottery Computer Ticket Games
("Sports CTG"). At the end of 2006, our Group has already won
contracts to supply Sports CTG to 2 provinces in China and since
then a further province has been added to the list in 2007.
Looking into 2007, more provinces will be inviting tender for
their Sports CTG systems and our Group will continue its efforts
to increase our participations in the Sports CTG market. Since
the acquisition of Kingsail was only completed in late December
2006, the results of Kingsail have not been included in the results
of the Group for the year ended 31 December 2006.

The results of the lottery business was encouraging. The post-
acquisition turnover of the lottery business was approximately
HK$115,043,000, representing 66% of the total turnover. Profit
arising from this segment amounted to approximately
HK$39,676,000.

Money Lending

Interest income from money lending decreased slightly by 16%
to HK$10,943,000 (2005: HK$13,071,000). The Group will
continue to adopt strict credit monitoring measures on loan
lending.
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Management Discussion and Analysis (continued)
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Investment Trading and Holding

In view of huge activities in the capital market and buoyant IPO
activities during the year, turnover increased to HK$29,790,000
and the segment profit was HK$21,097,000 which included the
unrealized profit on securities amounted to HK$15,412,000. The
Group is optimistic to see income generated from this business
segment.

Financial Services

Notwithstanding a surge of securities trading volume on the Stock
Exchange that the average daily turnover increased from HK$18.3
billion in 2005 to HK$33.9 billion in 2006, the performance of
the Group’s broking business and asset management business
was affected by increase in interest rate and operating costs as
well as keen competition in the industry, including securities
trading services offered by retail banks. Turnover of the Group’s
financial services decreased by 35% to HK$18,107,000,
representing 10% of the total turnover.

Looking Ahead

According to the Ministry of Finance People’s Republic of China,
the annual sales of lotteries amounted to RMB81.9 billion in
2006. The sales of Welfare Lottery was RMB49 billion in 2006,
representing an increase of 20% from 2005, on the other hand,
the sales of Sports Lottery increased by RMB2.1 billion to RMB32.3
billion in 2006. According to the Development Research Center
of State Council PR China, total lottery revenues in China are
forecast to reach RMB100 billion in 2007. We are optimistic
about the prospect of the lottery market in China in the coming
year. Together with the determination of the Chinese government
to clamp down on illegal gambling, the Group believes that there
will be a huge growth potential in the lottery market in China.
We will continue to identify appropriate investment opportunities
to enhance the Group's revenue base and profitability.

Subsequent to the year end in March 2007, the Group entered
into two agreements to further acquire an aggregate of 18.94%
interest in Sinodata for a total consideration of HK$235,250,000.
Upon completion of the acquisitions, its shareholding in Sinodata
will increase to approximately 65%. Details of the transactions
are set out in the Company's announcement dated 22 March
2007.
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Management Discussion and Analysis (continued)

In April 2007, the Group further extended its market reach to
more provinces in the lottery market in China. Sinodata was
awarded the contract to provide lottery system software and
machines for Xizang (Tibet Autonomous Region) Welfare Lottery
Issuance Centre for its Welfare CTG games, while Kingsail secured
contract with Sports Lottery Issuance Centre in Liaoning to supply
Sports CTG terminals.

During the year, the Group has been proactively identifying
suitable investment opportunities in order to enhance the Group’s
income base and profitability. The Group will continue to focus
on lottery-related businesses in China and put in more resources
to offer more comprehensive and quality services to the lottery
market with a view to enriching its business portfolio and bringing
long-term stable returns to our shareholders.

FINANCIAL REVIEW

Result

For the year ended 31 December 2006, the Group recorded a
turnover of HK$173,883,000 (2005: HK$41,938,000),
representing an increase of 315% over the last year. The increase
was mainly attributable to the Group’s lottery business in China
which achieved a turnover of HK$115,043,000 (represented a
partial year impact on turnover after the completion of the
respective acquisition in July 2006) and also partly due to the
growth in investment trading and holdings activities. Turnover
from the trading of listed securities increased to HK$29,137,000
for the year ended 31 December 2006 (2005: HK$617,000).

Profit attributable to shareholders for the year was
HK$11,170,000 (2005: loss of HK$50,700,000). The earnings
per share was 0.26 cents (2005: loss per share of 1.69 cents).
Fully diluted earnings per share was 0.25 cents (2005: Nil).

Liquidity, Financial Resources and Funding

At 31 December 2006, the Group’s total equity amounted to
HK$930,044,000 as compared to HK$114,572,000 at the end of
the previous year. The net increase in equity was mainly attributed
to the completion of the capital raising exercises by the Company
during the year. The proceeds from the capital raising exercises
were mainly used to finance the acquisition of the lottery business
in China and to strengthen the working capital base of the Group.
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Management Discussion and Analysis (continued)
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At 31 December 2006, the Group had cash reserves of
approximately HK$164,867,000 (2005: HK$27,181,000), which
include approximately HK$17,633,000 (2005: HK$22,161,000)
of clients’ funds that were kept in designated segregated bank
accounts.

The gearing ratio as at 31 December 2006 was 14.89% (2005:
179%). The gearing ratio was derived by dividing the aggregate
of bank borrowings by the amount of shareholders’ equity. The
liquidity ratio of the Group, represented by a ratio between
current assets over current liabilities, was 341% (2005: 142 %).

The Group had outstanding bank borrowings as at 31 December
2006 of HK$138,444,000 (2005: HK$205,579,000). The bank
borrowings were denominated in Hong Kong dollars and Renminbi
and interest bearing at prevailing commercial lending rates. The
Group's bank deposit of HK$123,304,000 and listed investments
belonging to clients were pledged to secure these bank
borrowings which were used to finance the Group’s operations.
We expect that all these borrowings will be repaid by internal
generated funds. Subsequently after the year end, the secured
loan of HK$122,509,000 has been repaid.

Taking into account the financial resources available to the Group
including internally generated funds and available banking
facilities, the Group has sufficient working capital to meet its
present requirements.

Pledge of Assets

At 31 December 2006, the Group’'s bank deposit of
HK$123,304,000 and listed investments belonging to clients and
the Group with total market value of approximately
HK$21,871,000 and HK$nil respectively (2005: HK$89,042,000
and HK$13,348,000 respectively) were pledged to banks to secure
the bank borrowings granted to the Group. Subsequently after
the year end, the charge on the pledged deposit has been released
as a result of repayment of certain bank borrowings after year
end.
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Management Discussion and Analysis (continued)

Share Capital

During the year, the Company issued 1,200,000,000 new shares
of HK$0.01 each at a price of HK$0.2 per share pursuant to a
subscription agreement dated 23 March 2006. Details of which
are set out in the circular of the Company dated 12 June 2006.
730,000,000 new shares of HK$0.01 each were issued at a price
of HK$0.35 per share pursuant to a subscription agreement dated
1 August 2006 as amended by a supplemental agreement dated
2 August 2006.

Pursuant to the share purchase agreement dated 15 March 2006,
500,000,000 new shares of HK$0.01 each were issued by the
Company in July 2006 at a price of HK$0.15 per share to satisfy
part of the consideration for the acquisition of the entire issued
share capital of Multi Glory Limited. Details of the acquisition
are set out in the Company’s circular dated 12 June 2006.

Pursuant to the share purchase agreement dated 25 July 2006,
240,000,000 new shares of HK$0.01 each were issued by the
Company in November 2006 at a price of HK$0.37 per share to
satisfy part of the consideration for the acquisition of the entire
issued share capital of Happy Sun Technologies Ltd. Details of
the acquisition are set out in the Company’s circular dated 18
August 2006.

247,000,000 new shares of HK$0.01 each were issued and
allotted during the year upon exercise of share options granted
by the Company.

Save as the above, there was no change in the Company’s capital
structure during the year ended 31 December 2006.
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Exchange Rate Risk

All the Group’s assets, liabilities and transactions are denominated
either in Hong Kong dollar or Renminbi. The Group did not enter
into any foreign exchange forward contracts to hedge against
exchange rates fluctuations. Foreign exchange risk arising from
the normal course of operations is considered to be minimal and
the management will closely monitor the fluctuation in the
currency and take appropriate actions when condition arises.

Material Acquisitions and Disposals of
Subsidiaries

On 15 March 2006, the Group entered into a share purchase
agreement with Magic Dynasty Limited under which the Group
agreed to acquire the entire issued share capital of Multi Glory
Limited, a company which was holding an indirect interest in
45.436% of the registered capital of Sinodata. The consideration
payable for the acquisition is HK$227,880,000 which is to be
satisfied as to HK$152,880,000 in cash and as to HK$75,000,000
by the issue of 500,000,000 consideration shares at a price of
HK$0.15 per share. Details of the acquisition are set out in the
Company’s circular dated 12 June 2006. The transaction has been
completed in July 2006.

On 25 July 2006, the Group entered into a share purchase
agreement with Gain Silver International Limited under which
the Group agreed to acquire the entire share capital of Happy
Sun Technologies Ltd which, upon completion, will indirectly own
70% of Guard Libang. The consideration payable for the
acquisition is HK$157,040,000 which is to be satisfied as to
HK$68,240,000 in cash and as to HK$88,800,000 by the issue
of 240,000,000 consideration shares at a price of HK$0.37 per
share. Details of the acquisition are set out in the Company’s
circular dated 18 August 2006. The transaction has been
completed in November 2006.
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Management Discussion and Analysis (continued)

On 8 August 2006, the Group entered into a sale and purchase
agreement with Grand Langley Limited for the acquisition of the
entire issued share capital of Pentium Win Limited at the
consideration of HK$29,000,000. Upon completion of the
transaction, Pentium Win Limited shall be indirectly interested in
58% of the registered capital of Kingsail. Details of the acquisition
are set out in the Company’s announcement dated 9 August
2006. The transaction has been completed in December 2006.

Apart from the above, the Group had no material acquisition
and disposal of subsidiaries during the year ended 31 December
2006.

Human Resources
As at 31 December 2006, the Group had 406 employees.

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

The Group will continue to emphasize on staff training and total
quality management to better prepare its staff for the upcoming
changes and challenges in the market and industry.

APPRECIATION

On behalf of the Board, | would like to take this opportunity to
express my sincere thanks to all our shareholders and business
partners for their continuous support, and to our management
and staff for their dedication to the Group throughout the year.

For and on behalf of the Board

Chan How Chung, Victor
Executive Director

Hong Kong, 27 April 2007

BB R AT ()

R-ZZZXRFNRNE - KREEEGrand Langley
Limitedt LA X & 29,000,000 7t U B Pentium
Win Limited2 52 #1TR AT L EEWE XS
FERK 1% - Pentium Win Limited s i3 ¥ B £ &L
HaMERSS% R - WEFE ZFBEHNEA
AR-ZZEERNFNALBZAMR-ZBXSE
RZEERF+ZATK-

B EXFEINBE_TTNF+ _A=1+—
BLEFE AEEYREEARBERLENBER
EIO

ABER
RIEERNF+-_A=+—H REEHXEF406
HEB -

AEBETERBHEI 2 RBARKERETREE
FM-BREAMEIN AEETERAKEXS
KARANBIRAAAEREEENTER
TE AT K i B

AeEEEAERETHYIR2EREER ©
BTH ﬂe;z%z—if\ﬁﬁ@ﬁm%&a%ﬂaxmL
""""" 8 % B o

Bt

FANBRUBERREFTS HERREEHE
HEBE—FHETAKRBETHOFNEELR

UROHE - B FEEHEEENSE LY
NEIEBRFIRA R BH-

RREFE

HITEF
RER

B _TELFWA-+tH

HEemIZERER AR

L]
A
b
Hy
H
#

13



