Report of the Chairman
EREWmE

MARKET REVIEW

| am pleased to report to the shareholders that, despite the very difficult
operating conditions during the financial year of 2003/2004 under review,
Karl Thomson Holdings Limited (the “Company”, together with its
subsidiaries, the “Group”) achieved solid improvement in its operating
performance. Profit attributable to shareholders for the year ended 31
March 2004 after provisions reached HK$8,148,000, compared with a
net loss of HK$42,731,000 for the year ended 31 March 2003. The
turnaround in the Group’s operating performance and progress on various
fronts were driven mainly by its commitment to focus on effective cost
control measures while enhancing its service quality amid weak
investment sentiment and fierce competition.

During the first half of the fiscal year, the severe acute respiratory
syndromes (the “SARS”), the outbreak of the Iragi War and the continuous
downturn of the property market further dampened the weak investment
sentiment. Following the improvement of the global business environment
in the second half of the year under review, the export of Hong Kong has
improved by double digits. At the same time, the Hong Kong government
repositioned its housing policy. As a result, the burden of the home-owners
with negative equities has been eased due to the fact that the property
market showed a sign of turnaround and a steady growth. Moreover,
under the “Individual Travel Scheme”, the number of tourists from the
Mainland has substantially increased which resulted in the rapid recovery
of the retailing business, easing the deflationary pressure and the
reduction of the unemployment rate. Tourism and external trade have
propelled Hong Kong’s economic recovery this year and contributed to
the boost of market confidence. Along with the introduction of the Closer
Economic Partnership Arrangement (the “CEPA”) and the Pan-Pearl River
Delta regional development project (the “PPRD”), local enterprises enjoy
greater and speedier access to Mainland and new business opportunities
are brought about. Mainland enterprises not only treat Hong Kong as a
major base to finance overseas but explore and develop the international
market with the aid of Hong Kong’s experience and relationship gained
from international exposure. On the other hand, foreign investors also
take advantage of Hong Kong’s strategic location as a gateway for
investment in Mainland. The economic growth in the Mainland had
reached 7% per annum for consecutive years. However, the benefits
gained by listed enterprises have not been fully reflected in the stock
price. The economy and investment sentiment in Hong Kong recovered
in the second half of 2003 mirroring the above-mentioned factors and
market activities reactivated as a result.
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The return of confidence during the period was also evidenced by the
resuming resilience in the stock market for most of the year. The
benchmark Hang Seng Index soared by 68.7% from its trough of 8,331
on 25 April 2003 during the SARS outbreak to a 3-year high of 14,058 on
1 March 2004 with notably sharp increase in market turnover. Average
daily turnover on The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) rose by 109.7% to HK$12 billion during the period under
review. Total market capitalization rose by 68.5% to HK$5.7 trillion. New
IPOs fund-raising activities has also contributed to the acceleration in
volume by an increase of 52.2% over the previous year to reach HK$73
billion. H-shares Index shrugged off from 2,016.66 on 24 April 2003 and
skyrocketed by 169.8% to a 6 1/2-year high of 5,440 on 5 January 2004.

OUTLOOK

The implementation of macroeconomic and credit-tightening policies
since last September by the Central Government through raising banker’s
reserve requirements and cracking down on lending and investment in
over-invested sectors have created uncertainties among investors about
China’s short-term economic outlook. The strong rally in the stock market
that lasted for 11 months halted. Additionally, the oil crisis sparked off by
political turmoil in Iraqg, the escalating terrorist activities and conflicts
among leading economies on various trade related issues as well as the
raising of FED fund rate by 0.25% on 30 June 2004 created more
uncertainties with spill-over impact on major stock markets amid the still
fragile economic recovery. Market correction is therefore unavoidable.

Nevertheless, the macroeconomic and credit-tightening policies are seen
as cooling-down measures to rein the world’s fastest growing economy
to pave the way for healthy and sustainable long-term growth. The signing
of CEPA resulted in a closer integration between the local economy and
Mainland. Because of this, Hong Kong is seen as gateway to investment
in China. Hong Kong has been a renowned capital formation centre for
China in the past decade. Given our international investment
management expertise, we will play a key role for China’s fund
management industry. The local marketplace is anticipating for the
granting of Greenlight on Qualified Domestic Institutional Investors and
the city is well-positioned to be a preferred market to attract institutional
funds from Mainland under a series of positive factors in expectation.
The Group is confident the flow of foreign and mainland investment into
Hong Kong will protect the market from a sharp slowdown in the medium
term. With the pricing-in of interest rate hikes and intact earnings prospect,
a more sustainable rally is expected in the second half of the year.
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We expect deflation, which has plagued Hong Kong since November
1998, to end in the third quarter. According to studies conducted by the
Securities and Futures Commission (the “SFC”), Asia remained the
primary destination for the asset management industry, fuelled by robust
capital inflow. Total assets which made up of asset management, advisory
and private banking activities soared to HK$2.95 trillion in 2003 from
HK$1.64 trillion in 2002, representing a jump of 80%. Market survey
reviewed that manufacturers from capital-intensive industries are actively
considering relocating part of their operations to Hong Kong in a bid to
capitalize on the zero-tariff regime under the CEPA.

Hong Kong’s winning role as a world-class financial and trade hub in
Asia for enterprises is attributed to its mature legal system and
international exposure. Foreseeing this promising trend accompanying
with tremendous investment opportunities in various with good prospects,
the future growth and development of our securities broking, corporate
finance and financial advisory service is warranted.

Looking ahead, the Group is poised to take a long-term approach towards
further strengthening its market position and expanding its business
network in the Greater China Region via diversification of investment
products and enhancement of service quality. We are working our way
through fierce competition to excel our industrial counterparts and
becoming a major local market participant. The Group will continue to
explore investment opportunities to add value for its shareholders. The
management will also excise vigilance in detecting and preventing
possible abusive practices, and are expected to put in place effective
risk control measures to safeguard clients’ interests.

APPRECIATION

| would like to thank my fellow directors for their guidance and support.
My appreciation is also extended to our management team and diligent
staff for their vital role in achieving the corporate goal. | also wish to
thank my customers and shareholders for their continued support.

On behalf of the Board
LAM KWOK HING
Chairman

Hong Kong, 19 July 2004
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