Chairman’s Statement
FERES

Dear Shareholders,

On behalf of the board of directors (the “Directors”) of Karce
International Holdings Company Limited (the “Company”)
and, together with its subsidiaries, (the “Group”), | am pleased
to present the annual report and the audited consolidated
results of the Group for the financial year ended 31 December
2006.

RESULTS OF THE YEAR

The Group recorded revenue of approximately
HK$705,859,000 for the year ended 31 December 2006,
representing an increase of approximately 9.1 per cent. as
compared with approximately HK$647,004,000 of the
corresponding year in 2005.
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High operating costs in the People’s Republic of China (the
“PRC”) for wages, electricity, transportation and material costs,
the Group’s overall gross profit margin dropped by
approximately 2.2 per cent. to approximately 17.1 per cent.
(2005 : approximately 19.3 per cent.).

The net profit attributable to shareholders of the Group was
approximately HK$2,431,000 for the year ended 31 December
2006 (2005: approximately HK$28,036,000).

Basic earnings per share was approximately HKO0.44 cents
(2005 : approximately HK5.09 cents) for the year ended 31
December 2006.

DIVIDEND

In appreciation of shareholders’ support for the Group, the
Directors are pleased to recommend a final dividend of HK1
cent per share payable on or before 30 June 2007 to
shareholders whose names appear on the register of members
of the Company on 29 May 2007 and is subject to the approval
by the shareholders of the Company in the forthcoming annual
general meeting. The share register of members will be closed
from 22 May 2007 to 29 May 2007, both days inclusive.

BUSINESS AND OPERATIONAL REVIEW

During the year ended 31 December 2006, the Group
continued to focus on the manufacture and marketing of
electronic products (mainly electronic calculators and
organizers), conductive silicon rubber keypads and printed
circuit boards.

For the year ended 31 December 2006, the Group gained a
significant increase in sales volume and achieved a turnover
of HK$705,859,000, representing an increase of 9.1 per cent.
as compared with approximately HK$647,004,000 of the year
in 2005.
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The business and operational environment remained uncertain
in general. The slow down of the economy in America and
Western European countries, coupled with protective
measures adopted by some of these countries toward the
Peoples’ Republic of China (the “PRC”), had resulted in
sluggish growth in market demand. The appreciation of
Renminbi and the retreat of tax rebate on some export
commodities in the PRC also slowed down the growth in the
manufacturing sector in the PRC.

Facing unstable material costs, some customers of the Group
held back their decision in placing order and shortening the
lead time on delivery of finished goods. Consequently, there
was pressure on the average selling price. Furthermore, the
price fluctuation of raw materials in 2006 made it difficult for
the Group to exercise cost control efficiently.

On the other hand, the labour cost was continuously uplifted
in line with the living standard in the PRC. In 20086, labour
shortage in the PRC continued to present problems as the
Group’s production capacity is mainly located in the
Guangdong region. Wages and benefits needed to be
increased in order to retain skilled workers. The labour issue
remained one of the main concerns for the Group,
compounded by the new concerns for working, living and
safety standards for workers. In light of the above factors,
additional labour cost in all PRC factories of the Group
increased by approximately HK$17,490,000 for the year
ended 31 December 2006.

All these factors led to a drastic increase in the Group’s overall
cost of sales. For the year ended 31 December 2006, the
overall gross profit margin were down to approximately 17.1
per cent. (2005: approximately 19.3 per cent.).
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During the period under review, sustained, stringent and
effective cost controls proved successful in keeping
administrative expenses at a stable and reasonable level. As
a result of the Group’s ongoing efforts in diversifying its
products and increasing its productivity, the Group attained a
consolidated profit attributable to equity holders for the year
ended 31 December 2006 of approximately HK$2,431,000
(2005 : approximately HK$28,036,000). Basic earnings per
share for the year ended 31 December 2006 was
approximately HK0.44 cents (2005 : approximately HK5.09
cents).

For the year ended 31 December 2006, profit for the year
excluding impairment loss on available-for-sale investment
decreased by approximately 30.7 per cent. from approximately
HK$28,036,000 of the year in 2005 to approximately
HK$19,431,000.

FUTURE PLANS AND PROSPECTS

The Group’s growth prospects will continue to be driven by
organic growth, outsourcing deals and selective acquisitions.

The global economy is expected to grow modestly in 2007,
as US dollar interest rates and energy prices stabilised. Hong
Kong will continue to benefit from the strong growth in the
PRC. The Group will continue to seek new opportunities in
the PRC as well as overseas. Looking ahead, the major
economies around the world are expected to be healthy and
rapid development in the PRC and in Asia is supporting
positive worldwide trends. With our diversified portfolio of
business worldwide and a sound financial position of the
Group, the Directors are confident that the Group’s businesses
will continue to perform well in 2007.
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The Directors will scrutinize the markets closely and adopt a
conservative strategy in its investment and promotion plans.
At the same time, the Directors will strive to simplify its
operations so as to enhance the operational efficiency and
better control of the labour and distribution costs. The
Directors will also focus on developing high value-added
products to maintain the Group’s leading position in the
market. Further, the Group will continue to diversify its
products on expanding the ODM and OEM businesses.

With these encouraging trends and the Group’s strong financial
position, the Directors are confident of further improving
performances in the coming financial year as the Group’s
growth platform has been refined and strengthened.

ACKNOWLEDGEMENTS

Finally, on behalf of the Directors, | wish to express my sincere
appreciation to the Directors and all employees of the Group
for their loyal support and dedication, their professionalism,
enterprise and hard work. | would also like to thank our
shareholders, our suppliers, our bankers and our customers
for their continued support.

Tong Shek Lun
Chairman

17 April 2007
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