REPORT OF THE CHAIRMAN
ERBE

| am pleased to announce to the shareholders the audited
consolidated results of Karl Thomson Holdings Limited (the
“Company”) together with its subsidiaries (the “Group”) for the
year ended 31 December 2006.

For the year ended 31 December 2006, profit attributable to
shareholders amounted to HK$11,315,000 (2005:
HK$13,845,000), equivalent to earnings per share of HK2.41cents
(2005: HK3.01 cents).

BUSINESS REVIEW

Benefited by the global economy growth, robust investment
markets and continued financial reforms in China, the financial
business achieved satisfactory performance in 2006. Despite the
short term turbulence caused by some geo-political issues and
the market jitters of stagflation on the US economy, the global
economy managed to make progress. The Iran nuclear program,
North Korea missiles and Middle East confrontation incidents did
add volatility to the commodities and investment markets but
overall situation has not been deteriorated. The release of US
economy data has signaled a soft landing for US economy and
helped to shape a picture of modest growth and mild inflation.
Meanwhile, the GDP of Hong Kong grew 6.8% for 2006 and
continuously achieved above trend growth for the past three years,
registering an average growth of 7.6%. The advance was broad
based with strong performance in domestic consumption mainly
attributing to the persistent improvement in employment situation.
Unemployment rate declined to 4.3% of the lowest level for the
period of January to March 2007 since mid-1998. Visitors to Hong
Kong ended a steady gain of 8.1% to exceed 25million visitors
for 2006 with growth registered from all key markets. The property
market was more polarised between the super-luxury flats and
the rest of the market and turnover dropped as prices rose faster
ahead of the affordability. The local inflation remained satisfactory
despite volatile energy prices but it will increasingly face challenge
from imported inflation as a result of weak US Dollar and gradual
appreciation of Renminbi.
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The technological investment business of the Group was
developed through our associate, Asia Tele-Net and Technology
Corporation Limited(“ATNT”). The major subsidiary and associate
of ATNT, Process Automation International Limited(“PAL’) and
Intech Machines Co. Ltd.(“IML”) reported satisfactory growth in
2006, with turnover reaching HK$600million and NT$2,500million
respectively. The profit after tax of both divisions also registered
growth. Looking to 2007, PAL will continue to dedicate efforts in
raising efficiency, production capacity, quality and technology level
and will invest more resources in software application and
technological management system, in order to position itself as
an international and top quality sophisticated equipment
manufacturer.

For the year under review, the Group extended to energy
business. The business covered the investment in the upstream
production and exploration of oil and natural gas. The group’s
decision in energy business investment has undergone
comprehensive and prudent considerations, mainly basing on our
forecast and evaluation of the long term demand for the oil.
Currently, the daily global output is 83million barrels whilst the
daily consumption requires the same amount. USA alone
consumes 20million barrels daily. China’s daily consumption
speeds up to 6 million barrels, overtaking Japan as the second
greatest oil import and consumption nation. Assuming 8%-9%
annual GDP growth, China will replace USA as the greatest oil
import and consumption nation within the next 20 years. Coupled
with the economic growth of other countries including India, the
global demand for oil will only be greater. Therefore, if the group
can secure oil supply, it will bring big drive of tremendous profit.
The group took the first step in investing in oil field and managed
to take 20% interest in the Block 2 of Egypt WEEM Oil Field in
2006. This is only the beginning of our long term development
plan. To speed up the development, subsequent to our investment
in the Block 2 of Egypt WEEM OQil Field, the Group made a take-
over bid in early November of last year to purchase all the shares
of Volant Limited. Apart from bringing in a professional
management team of more 20 years experience, the acquisition
will immediately increase the oil asset portfolio of the group.
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The Block 2 Qil Field is now proceeding to drilling preparations
stage. The required casings have been ordered and it has been
arranging with the drilling company. It is estimated that the drilling
rigs and machines will be leased by the third quarter of this year
and it will drill at least two wells within this year. The acquisition
of Volant has obtained the agreement letter from over 90%
shareholders and it is now preparing the shareholder notice and
is estimated to send out by June of 2007.

OUTLOOK

The Group demonstrated its conviction to diversify its business
with business covering the financial business, the technology
business and energy business. For the year under review, the
financial business performed well and managed to contribute long
term stable income for the group over the past years. We expect
that the technology business will maintain steady growth. Coupled
with the aggressive development of energy business, it is hoped
to add additional growth drive. While the Group will still look for
good investment opportunities to expand its upstream oil business,
we will focus our efforts in consolidating our newly acquired
business in the short term. As soon as the Block 2 of Egypt WEEM
Oil Field enters real production, we expect the Group into an era
of exciting growth on healthier and diversified business profile.

APPRECIATION

| would like to take this opportunity to thank my fellow directors
for their guidance and support and express my appreciation to
the management team and diligent employees for their
commitment and loyal service. | would also wish to thank my
customers and shareholders for their continued support.
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