CHEUNG TAI HONG HOLDINGS LIMITED

CHAIRMAN'S STATEMENT

| have pleasure to present to shareholders the annual report of the Group for the year ended 31st
March, 2004.

BUSINESS REVIEW

The Group’s turnover for the year ended 31st March, 2004 was approximately HK$63,514,000,
representing a significant increase of 54% from that of last year. The improvement in turnover was
mainly attributable to the increase in sales proceeds from the Group’s property development project
at Sheung Wan, namely Talon Tower. During the year, the Group recorded a net loss of approximately
HK$29,612,000. This represents a reduced loss of 43% from last year. The significant improvement in
the Group’s result was mainly due to the appreciation in value of the properties of the Group due to
the recent recovery of the property market. The sales of motorcycles also made a satisfactory

contribution to the Group.
Property Development

Talon Tower is a 26-storey commercial and residential building. With the recent recovery of the
property market and the active sale and marketing effort, satisfactory sales was recorded in the first

quarter of 2004. Nearly half of the units were sold now.

Sales of approximately HK$47,276,000 were achieved during the year. The proceeds from the sales
had been wholly used to repay its bank loan. Since the completion of construction, no finance cost
had been capitalized. Excluding the allowance made for devaluation, property sales yielded an
approximate gross profit of HK$5,973,000.

To take advantage of the improved sentiment in the property market since late 2003, the Group
acquired the remaining 40% interest in Talon Tower in December, 2003. The acquisition enables
better efficiency in the sale team, there had been marked improvement in sale performance thereafter.
The proceeds from sales helped to reduce the bank borrowing and thus improve the gearing position
of the Group.

Trading of Motorcycles
The Group continues to be the distributor of Suzuki motorcycles in Hong Kong and Macau. The
turnover for the year was approximately HK$15,864,000 which showed an increase of 37% as compared

with that of last year, as a result of the popularity of scooter in the region. The business made a
contribution to the Group of approximately HK$664,000 during the year.
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FINANCIAL REVIEW

As at 31st March, 2004, the net asset value of the Group was HK$130,176,000, which showed a
decrease of 17% over that of last year. The drop was attributable to the net loss reported for the
year. The Group maintained a bank balances and cash of approximately HK$80,136,000, while bank
and other borrowings had decreased from HK$178,453,000 to HK$94,444,000. These bank and other
borrowings comprised mainly the project loans relating to Talon Tower, which amounted to
HK$86,771,000 at the year end date and were bearing interest with reference to Hong Kong interbank
offer rate. In view of the low interest environment, the Group made no hedge against interest rate
fluctuation. The gearing ratio of the Group (the ratio of total liabilities over total assets) was 43%
(2003: 55%).

Most of the assets and liabilities of the Group were denominated in Hong Kong dollars, the Board

considered the Group was not subject to any material exchange rate exposure.

On 15th April, 2003, the Group underwent a capital reorganisation (“Capital Reorganisation”) involving
capital reduction, share sub-division, share consolidation and share premium cancellation that led to
the nominal value of the shares of the Company being reduced to HK$0.01 each.

REWARDS FOR EMPLOYEES

As at 31st March, 2004, the Group employed 10 persons in Hong Kong and 1 person in the PRC. The
total personnel expenses amounted to approximately HK$3,956,000 (2003: HK$6,347,000). Employees
are remunerated according to qualifications and experience, job nature and performance, as well as
market conditions. The Group also provides other benefits such as medical and dental insurance
cover and provident fund scheme to the employees. During the year, the Group issued 10,510,000
new shares to employees and consultants at HK$0.207 per share pursuant to the 2002 Option
Scheme, raising HK$2,176,000. The proceeds were used as working capital. There was no share

option granted to any director during the year.
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PROSPECTS

Since late 2003, property buyers have been restoring confidence in the property market following the
economic recovery in Hong Kong led by the Government’s active policies in the individual travel
permit by PRC tourists and the CEPA. The Board is confident that the property development will
bring better return to the Group. In addition, with the proceeds from sales of units in Talon Tower, the

bank loans are further reduced. This creates strength to the Group for other investment opportunities.

In May, 2004, the Group acquired 100% interest in Tung Fong Hung Group (“TFH”). TFH is principally
engaged in the manufacture and sale of “Tung Fong Hung” branded Chinese pharmaceutical and
health products in Hong Kong, Mainland China, Taiwan, Canada, Macau and Singapore. It is also
engaged in the production and distribution of western pharmaceutical products in Hong Kong. The
Board perceives the investment will bring in favourable benefits to the Group as Tung Fong Hung will
continue to grow with profitable returns in pace with the increase in health awareness of the public

and the surge in the number of incoming PRC visitors.

By Order of the Board

TSE CHO TSEUNG

Chairman

Hong Kong, 23rd July, 2004

ANNUAL REPORT 2003/2004



