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BUSINESS REVIEW
Introduction

The year under review has been difficult to say the least.
Shareholders will be aware that the board of directors has been
reconstituted a number of times during the year. The board has
been stable and effective for the past 7 months.

The original controlling family shareholders (“the family”) arranged
for various financing facilities to their private companies, which
included either pledging or transferring the controlling
shareholding to the financiers. In early 2004, some of these
facilities defaulted, and the former Chairman, Allen Yang,
disappeared. This resulted in changes to the board members, to
reflect the wishes of the major shareholders, which by that time
were not the family, but rather major international financial
institutions.

The board has tried to engage the family and negotiate a smooth
transition of management control over the operating businesses.
Effective control and management exists in Hong Kong, China
and Macau, however despite significant efforts, the family has
not been willing to handover management control in Taiwan. As
shareholders will know, Taiwan represents the key component of
the Group’s business operations.

Despite these difficulties, the Taiwanese business has continued
to operate, and in fact the business has grown and been
reasonably stable. In the meantime, the board has been
considering its options to secure control over the Taiwan business
operations, including in the event that the family is not prepared
to voluntarily relinquish control. These plans are still being
finalized however the board anticipates a resolution, one way or
the other, during the third quarter of 2005.

The board continues to work hard to protect the group’s business,
operations and assets. The board has focused on stabilizing the
operations, minimizing risk from historical transactions and
formulating a plan to maximize shareholder value.
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As shareholders will be acutely aware, the business cannot operate
without the continued support of Scania, represented by its
exclusive right to distribute Scania products in Taiwan, Hong
Kong, Macau and parts of China. Scania is critical to the success

of the Group.

The board continues to work closely with Scania. The present
exclusive distribution agreements expire on 26 April 2006 (now
confirmed by notice from Scania; this step was taken by Scania to
ensure that the agreements did not rollover automatically for a
further 2 year period to 2008).

The board is presently negotiating with Scania for new exclusive
distribution agreements, and remains confident of the new
agreements being in place during the third quarter of 2005. The
board and Scania have a shared vision of a strong and stable
Group operating in Taiwan, Hong Kong, Macau and China, and
the new distribution agreements will underpin the Board'’s strategic
business plan.

The board has also investigated a number of transactions of
concern, and has liaised with the Company’s auditors, advisers
(legal and financial) and other major stakeholders to ensure that
proper control procedures are in place, stakeholders are fully
informed, and that the strategic business plan for its operations
is progressed urgently. Where necessary, action will be taken to
recover value for shareholders.

Sales of motor vehicles

In overall terms, 2004 saw significant growth in the Group's core
markets, particularly Taiwan, where vehicle sales rebounded
strongly from 2003, when SARS significantly effected market
sentiment. Elsewhere, vehicle sales increased more moderately,
as inventory overhangs gradually unwound.

Provision of motor repair and maintenance services

Repair and maintenance services also showed steady improvement
over 2003. However, improving market sentiment also brought
additional challenges in the shape of a number of small and
medium size workshop startups anticipating growth in the sector
and competing for the Group’s customer base, and competing on
lower operating costs and therefore price.
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Provision of other motor-related services

The provision of other motor-related services mainly consists of
the sale of fuel under the Group’s U-Drive brand. The vehicle
fuel market became increasingly competitive in Hong Kong. The
U-Drive business was able to maintain its customers base, and
profitability and cash flow remained stable.

FINANCIAL REVIEW OF HONG KONG AND
MAINLAND CHINA

Due to the issues impacting Taiwan mentioned above, no comment
is provided on the financial performance of the Group’s Taiwanese
operations. The comments below focus on the Group's operations
in Hong Kong, Macau and Mainland China only.

Results for the year

During the year under review, the Group’s subsidiaries recorded
a loss from operations of HK$53.6 million (2003: loss of
HK$47.0 million) on turnover of HK$176.9 million (2003:
HK$173.7 million). The net loss attributable to shareholders for
the year was HK$55.4 million.

Whilst overall profitability improved during the second half of
the year, the Group has suffered from an overhang of inventory
contracted for under previous management at unattractive prices,
and from practices undertaken by former management aimed at
offloading this inventory, often at prices yielding a gross loss.
The corresponding effect on the brand’s price perception in the
market has taken several months to unwind. However,
management’s efforts to restore prices have taken effect towards
the end of the year, and this is expected to be reflected in
improving performance in 2005.

Bank and other borrowings

As at the balance sheet date, bank and other borrowings was
HK$85.5 million, which included a term-loan of US$2 million
(HK$15.6 million) and a zero coupon convertible bond of US$9
million (HK$69.9 million). The Group's gearing ratio, calculated
as total borrowings divided by total net assets, was 50.1%
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Current ratio

As at the balance sheet date, the current ratio stood at 1.59.

State of order book

As of the date of this report, the order book is in line with
management forecasts and expectations.

Material acquisitions and disposals
Zero coupon convertible bonds

In February 2004, the Company announced that it had issued
certain redeemable convertible bonds (the”"Bonds”) for a principal
amount of US$15 million (equivalent to HK$116 million) to certain
independent third parties (the"Bondholders”). The Bonds are
unsecured and convertible into ordinary shares of the Company
with a par value of HK$0.10 each at a conversion price of
HK$2.70 per share at any time on or after 15 June 2004 and up
to 19 January 2009. The Bondholders have the option to require
the Company to redeem all or part of the convertible bonds on 2
May 2004 at 100% or on 2 February 2006 at 109.5% or on 2
February 2007 at 116.9% of the principal amount.

In April 2004, the Company received one redemption notice to
require the Company to redeem Bonds with a face value of US$6
million. These Bonds were redeemed by the Company in May
2004.
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Subsequently, according to the Company’s management, it was
revealed that subscription proceeds of only US$10 million had
been banked by the Company. Mr. Michael Tsai ("Mr. Tsai”)
previously represented to the Company that he was the subscriber
for the remaining US$5 million Bonds (the”Relevant Bonds").
To-date no funds in respect of Mr. Tsai’s subscription for the
Relevant Bonds have been banked by the Company. Based on
discussions between the manager of the Bond issue and the
Company’s representatives, the Board believes that a cheque dated
2 February 2004 for HK$38,218,000 issued in favor of the
Company by Ms. Lee Pei Fen was tendered by Mr. Michael Tsai in
consideration of his subscription for the Relevant Bonds. The
cheque has not been banked and is unable to be located. The
Board understands that Ms. Lee Pei Fen is the wife of Mr. Yang
Chien Chi, Allen, who, at the time of the issue of the Bonds, was
the Chairman of the Company. Mr. Michael Tsai is a director of a
number of subsidiaries of Forefront International Limited (in
liquidation) which, at the time of the issue of the Bonds, was a
controlling shareholder (as defined in the Listing Rules) of the
Company.

The Company has proposed to repurchase the Relevant Bonds
from Mr. Michael Tsai and to then have the Relevant Bonds
cancelled in accordance with their terms. Pending resolution of
this matter the Company has reserved all its rights in relation to
the issue of the Bond.

Disposal of 51% equity interest in Forefront Automobile Industry
Limited (“FAIL")

During the year ended 31 December 2004, the Group disposed
of 51% of its 100% equity interest in FAIL to Neo China Group
Limited (“Neo China”) for consideration of HK$39,214,000.
Completion of the transaction occurred on 28 May 2004.
Reference is made to various announcements, and in particular
the Circular issued by the Company dated 5 July 2004
(the"Circular”) disclosing details of this transaction.
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At the time of the disposal the then Board was advised that Neo
China was incorporated in the British Virgin Islands with limited
liability and that it was wholly and beneficially owned by Mr.
Chiang Chao-Nan. The Board now understands that Mr. Chiang
Chao-Nan is the nephew of Mr. Yang Kwn San and that Mr. Yang
Kwn San is the father of Mr. Allen Yang who was Chairman of the
Company and is a director of a number of subsidiaries of Forefront
International Limited (in liquidation) which, at the time of the
disposal, was a controlling shareholder (as defined in the Listing
Rules) of the Company.

In the Circular, the then Board of Directors of the Company
disclosed that the consideration for the disposal was derived with
reference to the audited net asset value of FAIL as at 31 December
2003, and that applying this basis, a gain of approximately
HK$3,930,000 was likely, subject to audit.

The Board of Directors of the Company is currently undertaking a
detailed investigation into the disposal disclosed herein, as well
as the trading arrangements now in place between FAIL and the
Group, and is examining all avenues available to protect the
interests of the Group.

Employment, training and remuneration policy

The total number of staff employed by the Group in Hong Kong,
Macau and Mainland China as at 31 December 2004 was 116.

The Group is committed to staff training and has provided regular
management and technical courses to its employees. External
training may be provided to individual employees as and when
necessary according to their nature of work.

The Group’s remuneration policy is reviewed and approved by
executive management. Discretionary bonus is linked to the profit
performance of the Group as well as individual performance.
Benefits include medical schemes and a Mandatory Provident
Fund scheme. Besides, the Company has an employees’ share
option scheme adopted on 2 August 2002. Up to the date of this
report, no option has been granted under this scheme.

Charge on group assets

As at 31 December 2004, the Group’s borrowings and banking
facilities (excluding Taiwan) were not secured.
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Future plans for material investments or capital expenditure

The Group is conducting feasibility studies for relocating the
main Hong Kong-based service and repair centre to Shenzhen,
thereby reducing the scale of the existing service operations in
Hong Kong. Assuming that negotiations with Scania relating to
new distribution agreements are successful, the Group has plans
for significant investment in relation to the restructuring and
re-establishment of its Taiwan business and expansion in mainland
China.

Exposure to fluctuations in exchange rates

The Group is subject to foreign currency exposure by virtue of its
purchases being mainly denominated in US Dollars and Euro
while the income it derives from the sale of vehicle and provision
of after sale services is mainly denominated in Hong Kong Dollars
and US Dollars. The Group closely monitors its foreign currency
exposure and hedges such exposure through the use of short-
term forward foreign exchange contracts time to time.

OUTLOOK

The immediate focus of your Board is to restore full control over
the Group’s Taiwanese subsidiaries. The actions taken by certain
former directors in Taiwan are illegal, and are currently preventing
the Group from exercising its legitimate and exclusive right to
conduct the Scania business in Taiwan. This situation is causing
considerable confusion in the Taiwanese market and is being
addressed as a matter of the utmost priority.

The Board has taken a number of steps to restore control of the
Taiwanese operations, including instigating multiple legal actions
against those responsible. Apart from these steps, and more
importantly, the Board has developed a detailed and
comprehensive strategy to address the issues in Taiwan and return
operations there to stability, for the benefit of the Group and its
shareholders. The Board will commence execution of this strategy
imminently, and anticipates successful completion during the third
quarter of 2005.

Forefront International Holdings Limited & 75 Bl X = & & R A 7

ARREBARKREHNE AN A S
AEBELRBEEZEERBREEFLE
ERIETRIITIEN FT BB BB UL LAHI
MEBEERBRLEETNRE - RR A
ScaniaBt B B 0 H W E T 2 EEEUE K
W ARBEGFEEEEARENELHAE?
BUAERFEANMETERDEEEEAR
;§o

PE RN B B AL
ERAEENRBIBEUAXRTRETEE"
MiFEEWRIEHERRFELNKRARE
EUBETRETER BAEEAAZINE
2 fea o 7R 5% B 7 1) BE AR L HMEE R - 30 1N DA
SHIMSMNER IS S P B B E R -

=2

EETg v HEIFESRIEAEE S EH
BArlz2EEHE 828 TRESHEL
MITEW A% BARAEETEEEGER
BREFGEE G EScania( 7% B A EM S
AXAX- BAHEEEREEIE.

EFECRDZESBURE A EXGZE
MG BRAARETERLZEER
TR ELATHIN FEEENR - EFECE
I TE #F AL R 2 T Y SRBR AR OR & 8 /Y R B I
EEMNEBLERERE UWREAEE
REBRON G EFEGRAGHEITULRE A
BHAIR _ZEZRFE=F M-



In Hong Kong, the Board expects 2005 to see improvements in
performance over recent years. Recent performance has been
negatively impacted by SARS (in 2003), and by various legacy
issues left over by previous management which had a detrimental
impact on the Group’s brand and financial position. Ultimately,
the Board expects Hong Kong to be a profitable stand-alone
business, particularly given the opportunities arising from the
Closer Economic Partnership Agreement with mainland China,
and the increasingly liberalized travel arrangements for mainland
tourists visiting Hong Kong.

Similarly for the Group’s mainland China operations, the year
ahead will see a renewed focus on building a profitable,
sustainable business based around its existing Shenzhen and
Zhuhai local dealerships. Additionally, as alluded to above, it is
the Board’s intention to relocate the Group's principal service
and repair operations from its current site in Yuen Long, Hong
Kong to Shenzhen, taking advantage of the lower cost structure
and of the significant cross-border traffic flow between Hong
Kong and Shenzhen. This process is still in the planning stage,
and is seen by the Board as a significant step in restoring
profitability to the Hong Kong and mainland China operations,
and as a key element of the Group's future plans for its mainland
operations (and possible expansion).

DIVIDEND

The directors do not recommend the payment of final dividend
in respect of the year ended 31 December 2004 (2003: Nil).

APPRECIATION

Finally, 1 would like to express my sincere gratitude to all our
staff for their loyalty and dedication and our to customers,
suppliers, bankers and shareholders for their continued support
throughout what has been a challenging year.

Kelvin Edward Flynn
Executive Director

Hong Kong, 25 April 2005
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