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The Board of Directors (the “Directors”) of Forefront International
Holdings Limited (“the Company”) reports the unaudited
consolidated interim results of the Company and its subsidiaries
(collectively referred to as the “Group”) for the six months ended
30 June 2005 as follows:

CONDENSED CONSOLIDATED INCOME STATEMENT
For the six months ended 30 June 2005

Six months ended

30 June 30 June
2005 2004

Note HK$’000 HK$’000

(Unaudited) (Unaudited)

Turnover 3 61,498 416,915
Cost of sales and services (52,990) (336,635)

Gross profit 8,508 80,280
Other revenue 1,199 2,194
Distribution and selling expenses (669) (4,655)
General and administrative expenses 15 (30,310) (60,465)
Provision for finance lease receivables – (14,612)

(Loss)/profit from operations 4 (21,272) 2,742
Interest expenses (1,895) (6,469)
Impairment on long-term investments – (23,642)
Loss on disposal of interest

in a subsidiary – (9,454)
Share of profit of an associate – 5,420

Loss before taxation (23,167) (31,403)
Taxation 5 – (2,437)

Loss for the period (23,167) (33,840)

Attributable to:
Equity holders of the parent (23,167) (33,840)
Minority interests – –

(23,167) (33,840)

Dividend – –

Loss per share – basic (HK cents) 6 (5.31) (7.73)
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CONDENSED CONSOLIDATED BALANCE SHEET
As at 30 June 2005

As at As at

30 June 31 December

2005 2004

Note HK$’000 HK$’000

(Unaudited) (Audited)

Non-current assets

Property, plant and equipment 8 45,203 53,764

Interests in unconsolidated subsidiaries 9 149,054 149,054

Amounts due from

unconsolidated subsidiaries 9 1,210 1,130

Investment securities 10 – –

Land lease prepayment 2,421 2,450

Total non-current assets 197,888 206,398

Current assets

Inventories 48,874 35,847

Trade and other receivables 11 63,069 68,801

Bank balances and cash 9,692 14,311

Total current assets 121,635 118,959

Current liabilities

Trade and other payables 12 (34,127) (26,598)

Amounts due to unconsolidated

subsidiaries 9 (46,901) (41,003)

Provision for litigation 15 (7,000) –

Current portion of unsecured

interest-bearing borrowings (15,610) (5,854)

Zero coupon convertible bonds 13 (71,330) –

Taxation payable (1,536) (1,536)

Total current liabilities (176,504) (74,991)

Net current (liabilities)/assets (54,869) 43,968

Total assets less current liabilities 143,019 250,366
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CONDENSED CONSOLIDATED BALANCE SHEET
As at 30 June 2005

Non-current liabilities

Long-term unsecured

interest-bearing borrowings – (9,756)

Zero coupon convertible bonds 13 – (69,930)

Total non-current liabilities – (79,686)

Net assets 143,019 170,680

Represented by:

Issued capital 14 43,577 43,577

Reserves 8 241,436 245,930

Accumulated deficit (141,994) (118,827)

Equity attributable to equity

holders of the parent 143,019 170,680

Minority interests – –

Total equity 143,019 170,680

As at As at

30 June 31 December

2005 2004

Note HK$’000 HK$’000

(Unaudited) (Audited)
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CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the six months ended 30 June 2005

Six months ended 30 June 2005 (unaudited)

Capital Property

Issued Share Capital redemption revaluation Exchange Accumulated Minority Total

capital premium reserve reserve reserve reserve deficit Total Interests equity

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Beginning of period 43,577 235,491 10,482 1,173 4,505 (5,721) (118,827) 170,680 – 170,680

Translation adjustments – – – – – 11 – 11 – 11

Revaluation

– – – – (4,505) – – (4,505) – (4,505)

Loss for the period – – – – – – (23,167) (23,167) – (23,167)

End of period 43,577 235,491 10,482 1,173 – (5,710) (141,994) 143,019 – 143,019

Six months ended 30 June 2004 (unaudited)

Capital Property

Issued Share Capital redemption revaluation Exchange Accumulated Minority Total

capital premium reserve reserve reserve reserve deficit Total Interests equity

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Beginning of period 44,170 243,800 10,482 580 3,197 (5,790) (62,874) 233,565 – 233,565

Translation adjustments – – – – – 5,698 – 5,698 – 5,698

Repurchase of shares (593) (8,309) – 593 – – (593) (8,902) – (8,902)

Disposal of property – – – – (141) – – (141) – (141)

Loss for the period – – – – – – (33,840) (33,840) – (33,840)

End of period 43,577 235,491 10,482 1,173 3,056 (92) (97,307) 196,380 – 196,380
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CONDENSED CONSOLIDATED CASH FLOW STATEMENT
For the six months ended 30 June 2005

Six months ended

30 June 30 June
2005 2004

HK$’000 HK$’000

(Unaudited) (Unaudited)

Net cash used in operating activities (4,747) (89,206)

Net cash generated

from investing activities 565 28,237

Net cash (used in)/generated

from financing activities (448) 41,206

Decrease in cash and

cash equivalents (4,630) (19,763)

Cash and cash equivalents

at beginning of period 14,311 52,447

Effect on cumulative

translation adjustments 11 3,575

Cash and cash equivalents

at end of period 9,692 36,259

Analysis of cash and

cash equivalents

Bank balances and cash 9,692 36,259
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

1 STATEMENT OF COMPLIANCE AND
ACCOUNTING POLICIES
Forefront International Holdings Limited (“the Company”) was

incorporated in the Cayman Islands on 10 September 1998

as an exempted company with limited liability under the

Companies Law (Revised). Its shares have been listed on the

Stock Exchange of Hong Kong Limited since 12 July 2001.

These interim financial statements have been prepared in

accordance with the applicable disclosure requirements of

Appendix 16 to the Rules Governing the Listing of Securities

on the Stock Exchange of Hong Kong Limited (“Listing

Rules”), Hong Kong Accounting Standard (“HKAS”) 34:

Interim Financial Reporting, other relevant HKASs and

Interpretations and Hong Kong Financial Reporting Standards

(“HKFRSs”) issued by the Hong Kong Institute of Certified

Public Accountants (“HKICPA”).

The accounting policies used in the preparation of these

unaudited condensed consolidated interim financial statements

are consistent with those used in the Group’s audited financial

statements for the year ended 31 December 2004, except for

the new adoption of policies as disclosed in Note 2.

Taiwan Subsidiaries

Reference is made to the Company’s annual report for the

twelve months ended 31 December 2004, and to the

announcement of the Company dated 5 May 2005. In early

2005, the Group became involved in a dispute concerning

control of its Taiwanese operations. Certain former members

of the Board are actively obstructing the Group’s legitimate

exercise of control over its subsidiaries operating in Taiwan,

namely Forefront International Automotive Limited Taiwan

Branch (“FIAL Taiwan”), Sunshine Credit Limited (“SSC”) and

U-Drive Smart Card Company Limited (collectively referred to

as “Taiwan Subsidiaries”). As a result, the Group presently

does not have full control over the Taiwan Subsidiaries. The

Group has also been denied access to information relevant to

its residual 38% investment in Forefront Automobile Industry

Limited (“FAIL”), which operates an assembly plant in Taiwan.

1

34

2

38%
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

1 STATEMENT OF COMPLIANCE AND
ACCOUNTING POLICIES (continued)

Taiwan Subsidiaries (continued)

The Board has taken active steps to restore control over the

Taiwan Subsidiaries and significant progress has been made

in Taiwan towards restoration of the business. Control of SSC

was achieved in June 2005 and the accuracy and reliability of

the avai lable management accounts are now under

examination. In August 2005, certain books and records of

FIAL were returned and the audit of the financial statements

of FIAL for the period ended 31 December 2004 was

completed by Pyramid Certified Public Accountants, the

appointed Taiwan external auditor who is a member of Moores

Rowland International.

Due to the issues impacting the Group’s Taiwan operations

described above, the Directors, despite having taken all

reasonable steps, were not able to satisfy themselves as to

the accuracy and reliability of the available financial information

of the Group’s Taiwan Subsidiaries for the period and for the

year ended 31 December 2004. Accordingly, the Directors

were unable to satisfy themselves that the results, assets and

liabilities of these subsidiaries were properly recorded and

fairly stated in the management accounts.

1
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

1 STATEMENT OF COMPLIANCE AND
ACCOUNTING POLICIES (continued)

Taiwan Subsidiaries (continued)

As a result, the financial statements of the Taiwan Subsidiaries

have not been included in the condensed consolidated

financial statements of the Group for the period ended 30

June 2005 and for the year ended 31 December 2004 as, in

the opinion of the Directors, the inclusion of these financial

statements may result in an inaccurate picture of the Group’s

financial position and performance. Whilst the directors

considered that the exclusion of these subsidiaries was the

best way of presenting the Group’s financial position and

results for the year in the circumstances, the reason for the

exclusion is not one of the reasons for exclusion provided for

in HKAS 27 “Consolidated and separate financial statements”

issued by HKICPA (“HKAS 27”) and, in this respect, the

financial statements were not in compliance with HKAS 27.

For this reason, and the uncertainties impacting the Group’s

operations in Taiwan, the Company’s auditors were not able

to reach a review conclusion for the period ended 30 June

2005 and disclaimed their opinion on the financial statements

of the Group for the year ended 31 December 2004.

For the same reasons stated above, the 2005 condensed

consolidated interim financial statements have excluded the

results for the period and financial positions as at 30 June

2005 of the Taiwan Subsidiaries, which form a significant part

of the Group. As a result, the 2005 figures in the condensed

consolidated income statement, condensed consolidated

statement of changes in equity and condensed consolidated

cash flow statement are not comparable with the 2004 figures.

In addition, the results of the Taiwan Subsidiaries were included

in the condensed consolidated income statement for the six

months ended 30 June 2004 but were excluded from the

consolidated balance sheet as at 31 December 2004.

1

27

27

27
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

1 STATEMENT OF COMPLIANCE AND
ACCOUNTING POLICIES (continued)

Taiwan Subsidiaries (continued)

Despite the issues noted above, it is the opinion of the

Directors that it is appropriate to apply the going concern

basis in preparing the unaudited consolidated condensed

financial statements. The Board is presently implementing

plans to secure control over the Group’s operations in Taiwan.

By working closely with Scania and other key stakeholders,

the Board is committed to maximising shareholder value by

ensuring the future stability of the Group’s operations, including

Taiwan.

The Group’s share of the net assets of its Taiwan Subsidiaries,

based on audited financial information as at 31 December

2003 and totaling HK$149,054,000, has been included in the

unaudited condensed consolidated balance sheet as interests

in unconsolidated subsidiaries.

The unaudited consolidated condensed financial statements

have been reviewed by the Audit Committee. In addition, the

auditors, Moores Rowland Mazars, have reviewed the interim

financial report in accordance with Statement of Auditing

Standards 700 “Engagements to review interim financial

report”, issued by the HKICPA. The full version of the review

report from Moores Rowland Mazars is attached hereto.

The unaudited consolidated condensed financial statements

should be read in conjunction with the annual accounts of

the Group as at and for the year ended 31 December 2004.

1

Scania

149,054,000

700
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

2 IMPACT OF NEW HKFRS AND HKASs

In the current period, the Group has applied, for the first

time, a number of new HKASs and Interpretations (hereinafter

collectively referred to as “New HKFRSs”) issued by HKICPA

which are effective for accounting periods beginning on or

after 1 January 2005. The effects of adoption of the New

HKFRSs are detailed below.

HKAS 1 Presentation of financial statements

HKAS 17 Leases

HKAS 32 Financial instruments: disclosure and

presentation

HKAS 39 Financial Instruments: recognition and

measurement

These HKASs prescribe new accounting measurement and

disclosure practices. The major and significant effects of the

adoption of these HKASs on the Group’s accounting policies

and on amounts disclosed in the interim financial statements

are summarised as follows:

(a) Leasehold land and buildings were previously carried at

their revalued amount. In accordance with the provisions

of HKAS 17, where the total payment at the inception

of the lease can be allocated reliably into the land

element and building element, the payment for the land

element is treated as an operating lease and amortised

over the term of the lease. If the land and building

elements cannot be allocated reliably at the inception of

the lease, both elements will continue to be treated as a

finance lease and carried at valuation under HKAS 16.

2

1

17

32

39

(a)

17

16
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

2 IMPACT OF NEW HKFRS AND HKASs
(continued)

The revaluation reserve on the leasehold land is de-

recognised and related deferred taxation reversed. The

cost of the land premium/lease paid is reflected as a

prepayment under non-current assets and amortised

over the remaining lease term. The change in accounting

policy is adopted retrospectively and reflected by way

of prior year adjustment and restatement of comparative

figures. At the balance sheet date, HK$2,421,000 (31

December 2004: HK$2,450,000) was reclassified from

property, plant and equipment as land lease prepayment.

(b) In prior periods, the Group’s convertible bonds were

stated in the balance sheet at face value. With effect

from 1 January 2005, in accordance with HKAS 39,

convertible bonds issued should be split into their liability

and equity components at init ial recognit ion by

recognising the liability component at its fair value and

attributing to the equity component the difference

between the proceeds from the issue and the fair value

of the liability component. The liability component is

subsequently carried at amortised cost. The equity

component is recognised in the capital reserve until the

bond is either converted (in which case it is transferred

to share premium) or the bond is redeemed (in which

case it is released directly to retained profits).

After taking into account an independent valuation

conducted by Grant Sherman Appraisal Limited, the

directors consider the equity component of the

convertible bonds to be immaterial to the financial

statements and therefore no adjustment to the opening

balance of the Capital Reserve or to the carrying value

of the liability component of the convertible bonds is

made in this respect.

2

2,421,000

2,450,000

(b)

39
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

2 IMPACT OF NEW HKFRS AND HKASs
(continued)

(c) In prior periods, minority interests at the balance sheet

date were presented in the consolidated balance sheet

separately from liabilities and as a deduction from net

assets. Minority interests in the results of the Group

were also separately presented in the condensed

consolidated and income statement as a deduction

before arriving at the profit attributable to shareholders.

With effect from 1 January 2005, in order to comply

with HKAS 1, minority interests at the balance sheet

date should be presented in the condensed consolidated

balance sheet within equity, separately from the equity

attributable to the equity holders of the parent, and

minority interests in the results of the Group should be

presented on the face of the condensed consolidated

and income statement as an allocation of the total profit

or loss for the period between the minority interests and

the equity holders of the parent.

2

(c)

1
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

2 IMPACT OF NEW HKFRS AND HKASs
(continued)

The presentation of minority interests in the condensed

consolidated balance sheet, condensed consolidated

income statement and condensed consol idated

statement of changes in equity for the comparative

period has been restated accordingly.

At the date of authorisation of these condensed

consolidated financial statements, the HKICPA has

issued the following standards and interpretations that

are not yet effective:

HKAS 19 Actuarial Gains and Losses, Group

(Amendment) Plan and Disclosures

HKAS 39 Transition and Initial Recognition

(Amendment) of Financial Assets and Liabilities,

Cash Flow Hedge Accounting of

Forecast Intragroup Transactions

and the Fair Value Option

HKFRS 6 Exploration for and Evaluation of

Mineral Resources

HKFRS Determining whether an Arrangement

Interpretation 4 contains a lease

HKFRS Rights to Interests arising from

Interpretation 5 Decommissioning, Restoration and

Environmental Rehabilitation Funds

The Directors anticipate that the adoption of these new

HKFRS in the future periods will have no material impact

on the results of the Group.

2

19

39

6

4

5
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

3 SEGMENTAL INFORMATION
Business segment

The Group is principally engaged in the distribution of motor

trucks, coaches and vehicle accessories, provision of motor

vehicle repair and maintenance services, provision of other

motor vehicle related services and motor vehicle financing.

An analysis by business segment is as follows: –

Six months ended 30 June 2005 (Unaudited)

Provision of

Distribution of Provision of other motor

trucks, coaches repair and vehicle Motor Assembling

and vehicles maintenance related vehicle of motor

accessories services services financing vehicles Eliminations Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Turnover

Sales to external customers 47,216 11,762 2,520 – – – 61,498

Inter-segment sales – 3,209 96 – – (3,305) –

Total turnover 47,216 14,971 2,616 – – (3,305) 61,498

Operating results

Segment results (2,865) (2,719) 2,228 344 – 2,046 (966)

Unallocated corporate expenses (20,453)

Unallocated corporate interest expenses (1,748)

Loss attributable to the shareholders (23,167)

3
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

3 SEGMENTAL INFORMATION (continued)

Business segment (continued)

Six months ended 30 June 2004 (Unaudited)

Provision of

Distribution of Provision of other motor

trucks, coaches repair and vehicle Motor Assembling

and vehicles maintenance related vehicle of motor

accessories services services financing vehicles Eliminations Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Turnover

Sales to external customers 336,691 67,805 3,720 8,699 – – 416,915

Inter-segment sales – 7,789 17 – 210,106 (217,912) –

Total turnover 336,691 75,594 3,737 8,699 210,106 (217,912) 416,915

Operating results

Segment results (16,561) 7,009 (3,328) (11,401) 28,103 2,014 5,836

Unallocated corporate expenses (9,291)

Unallocated corporate interest expense (272)

Impairment on long-term investments (23,642)

Loss on disposal of interest in a subsidiary (9,454)

Share of profit of an associate 5,420

Taxation (2,437)

Loss attributable to the shareholders (33,840)

3
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

4 (LOSS)/PROFIT FROM OPERATIONS
(Loss)/profit from operations has been arrived at after

charging: –

Six months ended 30 June

2005 2004

HK$’000 HK$’000

(unaudited) (unaudited)

Depreciation 2,965 5,883

Amortisation of goodwill – 470

Provision for finance lease receivables – 14,612

Staff costs and related expenses 8,795 37,713

Provision for Litigation 7,000 –

Gain on disposal of land

and building – 148

5 TAXATION
No profits tax has been provided for as, in the opinion of the

directors, the Group has no assessable profit arising in or

derived from Hong Kong for the period.

Six months ended 30 June

2005 2004

HK$’000 HK$’000

(unaudited) (unaudited)

Current tax in Taiwan – 2,437

4

5
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

6 LOSS PER SHARE
The calculation of basic earnings per share is based on the

consolidated loss attributable to shareholders for the period

of approximately HK$23,167,000 (six months ended 30 June

2004: HK$33,840,000) and on the weighted average of

435,772,000 shares (six months ended 30 June 2004:

438,012,769 shares) in issue during the period. No dilutive

earnings per share is presented as the effect of conversion of

the convertible bonds into ordinary shares is not considered

since the average market price of the Company’s shares was

substantially lower than the conversion price during both

periods ended 30 June 2005 and 2004.

6

23,167,000

33,840,000

435,772,000

438,012,769
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

Six months ended 30 June

2005 2004

HK$’000 HK$’000

(unaudited) (unaudited)

Management fee paid to RSM Nelson
Wheeler Corporate Advisory
Services Limited (Note i) i 3,000 –

Sales to Forefront Automobile Industry Limited – 44
Purchases from:
– Scania CV AB (Note ii) Scania CV AB ii 7,955 –
– Forefront Automobile Industry Limited (Note iii) iii – 53,539
– Forefront International Automotive Limited (Note vii) vii 6,345 –
Warranty claims received from Scania CV AB (Note ii) Scania CV AB ii 109 –
Rental income received/receivable from:
– Forefront Motors (Hong Kong) Limited

(In Liquidation) (Note iv) iv – 120
– Sunshine Finance Co Ltd (Note iv) iv – 9
Management fee income received/receivable from:
– Sunshine Finance Co., Ltd. (Note iv) iv – 55
– Achieve Leasing Co., Ltd. (Note v) v – 42
– Fuyo Leasing Co., Ltd. (Note v) v – 42
– Fully Leasing Co., Ltd. (Note v) v – 42
– Forth Leasing Co., Ltd. (Note v) v – 42
– Fortune Leasing Co., Ltd. (Note v) v – 42
– Free Leasing Co., Ltd. (Note v) v – 42
– Future Leasing Co., Ltd. (Note v) v – 42
– Fund Leasing Co., Ltd. (Note v) v – 42
– Forefront Automobile Industry Limited (Note iii) iii – 23
Rental expenses in respect of office

premises & workshop paid /payable to:
– Forefront International Limited (In Liquidation) (Note iv) iv – 1,567
– Ms Cheng Mei Lin (Note vi) vi – 4
– Forefront Automobile Industry Limited (Note iii) iii – 23
Interest expenses paid to Forefront

Automobile Industry Limited (Note iii) iii – 115
Repair and maintenance service fees paid to

Ankor Services Limited In Liquidation) (Note iv) iv – 99
Sale of furniture & equipment to:
– Forefront Motors (Hong Kong) Limited

(In Liquidation) (Note iv) iv – 4
– Forefront Automobile Industry Limited (Note iii) iii – 19

7 RELATED PARTY TRANSACTIONS
During the six months ended 30 June 2005, the Group had
the following significant related party transactions: –

7
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

7 RELATED PARTY TRANSACTIONS
(continued)

Notes:

(i) RSM Nelson Wheeler Corporate Advisory Services Limited (“RSM”),

is a connected person by virtue of it being an associate of Mr.

Kelvin Edward Flynn and Mr. Cosimo Borrelli who are both directors

of the Company. In addition, Mr. Flynn and Mr. Borrelli are the joint

and several liquidators of a substantial shareholder and two other

shareholders of the Company. The engagement between RSM and

the Company terminated on 7 July 2005, and was replaced by an

engagement with Alvarez & Marsal Asia Limited.

(ii) A substantial shareholder since 12 May 2005, and the Group’s

main supplier.

(iii) Forefront Automobile Industry Limited (“FAIL”) is an associate in

Taiwan, in which the Group had a 38% interest as at 30 June

2005. FAIL was an indirect wholly-owned subsidiary of the Company

prior to 29 May 2004.

(iv) Forefront International Limited (In Liquidation) (“FIL”) is a substantial

shareholder of the Company, and Sunshine Finance Co., Ltd.,

Forefront Motors (Hong Kong) Limited (In Liquidation) (“FMHK”) and

Ankor Services Limited (In Liquidation) (“Ankor”) are subsidiaries of

Forefront International Limited. Mr. Kelvin Edward Flynn and Mr.

Cosimo Borrelli are appointed Joint and Several Liquidators of FIL,

FMHK and Ankor.

7

(i)

Kelvin Edward Flynn Cosimo
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Edward Flynn Cosimo Borrelli
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

7 RELATED PARTY TRANSACTIONS
(continued)

(v) Certain former directors have interests in these

companies.

(vi) Ms Cheng Mei Lin is the spouse of Mr. Lee Mao Fang,

a former director of the Company until his resignation

on 8 September 2004.

(vii) Forefront International Automotive Limited is a wholly

owned subsidiary of the Company.

In the opinion of the Company’s Directors, the related party

transactions noted above for the six months ended 30 June

2005 were conducted in accordance with the respective

arrangements entered into between the Group and the related

parties.

8 PROPERTY, PLANT AND EQUIPMENT
During the six months ended 30 June 2005, the Group

invested approximately HK$17,000 (six months ended 30 June

2004: HK$8,487,000) on property and equipment. During the

same period, the Group disposed of certain of its property

and equipment with an aggregate carrying value of

approximately HK$930,000 (six months ended 30 June 2004:

HK$3,568,000) with a loss on disposal of approximately

HK$238,000 (six months ended 30 June 2004: gain of

HK$379,000).

The Group’s head office premises located at 9 Fui Sha Wai

Lane, Tong Yan San Tsuen, Yuen Long, New Territories in

Hong Kong, was revalued by the directors on an open market

value basis at approximately HK$43,000,000 as at 30 June

2005 whereby the revaluation decrease of HK$4,505,000 was

dealt with in the Revaluation Reserve.

7
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vii  
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

9 INTERESTS IN UNCONSOLIDATED
SUBSIDIARIES

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

Interests in unconsolidated subsidiaries 149,054 149,054

The amounts due from unconsolidated subsidiaries are

unsecured, non-interest bearing and not repayable within the

next twelve months from the balance sheet date.

The amounts due to unconsolidated subsidiaries are

unsecured, non-interest bearing and have no fixed repayment

term.

9
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

9 INTERESTS IN UNCONSOLIDATED
SUBSIDIARIES (continued)

Details of unconsolidated subsidiaries are as follows: –

Issued and Percentage of equity

Place of fully paid interest held by

incorporation/ share capital/ the Company

Name of subsidiary operation registered capital Directly Indirectly Principal activities

Forefront International British Virgin Islands US$3,254,681 100% Distribution of motor trucks, coaches and vehicle

Automotive Limited (with branch accessories and provision of motor vehicle repairs

operation in Taiwan) and maintenance services

3,254,681

Sunshine Credit Limited Taiwan NT$201,000,000 93.7% Provision of motor vehicle hire purchase financing

201,000,000

U-Drive Smart Card Taiwan NT$360,000,000 93.7% Dormant. Previously, development of multi-

Company Limited application smart card system

360,000,000

As explained in note 1 to the condensed consolidated financial

statements, the financial statements of the Group’s Taiwan

Subsidiaries have not been included in the condensed

consolidated financial statements of the Group in accordance

with HKAS27 issued by HKICPA and the Hong Kong

Companies Ordinance as in the opinion of the Directors, the

inclusion of these financial statements may result in an

inaccurate picture of the Group’s financial position and

performance for the period. The Group’s share of the net

assets of these subsidiaries, based on the latest audited

financial information as at 31 December 2003 and totaling

HK$149,054,000, has been included in the condensed

consolidated balance sheet as interests in unconsolidated

subsidiaries. Details were presented in the Company’s annual

report for the year to 31 December 2004.

9
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

10 INVESTMENT SECURITIES

As at As at

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

At cost

Unlisted equity interest in Taiwan,

at cost 6,908 6,908

Impairment loss recognized (6,908) (6,908)

– –

11 TRADE AND OTHER RECEIVABLES

As at As at

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

Trade receivables 18,552 21,293

Other receivables

Deposits, prepayments and

other debtors 44,517 47,508

63,069 68,801

11

10
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

11 TRADE AND OTHER RECEIVABLES
(continued)

The Group grants its customers credit terms ranging from

1-3 months. The aging analysis of the trade receivables at

the balance sheet date is as follows: –

As at As at

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

0 to under 3 months 15,668 18,019

3 to under 6 months 372 2,599

6 to under 9 months 2,235 1,760

9 to under 12 months 1,237 1,727

Over 12 months 10,361 10,789

29,873 34,894

Less: provision (11,321) (13,601)

18,552 21,293

Included in deposits, prepayments and other debtors was a

receivable of approximately HK$38,850,000 (31 December

2004: HK$38,850,000) being part of the proceeds from the

issue of the US$15 million zero coupon convertible bond

completed on 2 February 2004 (Note 13).

11
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

12 TRADE AND OTHER PAYABLES

As at As at

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

Trade payables 16,222 9,195

Other payables 17,905 17,403

34,127 26,598

The aging analysis of the trade payables as at the balance

sheet date is as follows:

As at As at

30 June 31 December

2005 2004

HK$’000 HK$’000

(unaudited) (audited)

0 to under 3 months 12,988 7,649

3 to under 6 months 2,860 1,320

6 to under 9 months 118 3

9 to under 12 months 30 32

Over 12 months 226 191

16,222 9,195

12
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

13 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

mi l l ion)  to cer ta in independent  th i rd part ies ( 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.

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 received 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 cannot 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.
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

13 ZERO COUPON CONVERTIBLE
BONDS (continued)

The Company has reached an in-principle agreement to

repurchase the Relevant Bonds from Mr. Michael Tsai for

nominal consideration and to then have the Relevant Bonds

cancelled in accordance with their terms. Draft documents to

give effect to the agreement have been negotiated and are

pending signing. Pending resolution of this matter the

Company has reserved all its rights in relation to the issue of

the Bond and no interest on the US$5 million will be provided.

At the balance sheet date, HK$1,400,000 (31 December 2004

:Nil) of accrued convertible bond interest is included in the

carrying amount of convertible bonds to arrive at the amortised

cost (note 2(b)).

14 SHARE CAPITAL

For the six months ended For the year ended

30 June 2005 (unaudited) 31 December 2004 (audited)

No. of shares Nominal value No. of shares Nominal value

’000 HK$’000 ’000 HK$’000

Ordinary shares of HK$0.1 each 0.1

Authorised:

At beginning and end of the period/year 1,000,000 100,000 1,000,000 100,000

Issued and fully paid:

At beginning of the period/year 435,772 43,577 441,700 44,170

Repurchase of shares – – (5,928 ) (593 )

At end of the period/year 435,772 43,577 435,772 43,577

13
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

15 CONTINGENT LIABILITIES
No information regarding the Taiwan Subsidiaries for the period

ended 30 June 2005 and for the year ended 31 December

2004 has been presented due to the limitations and doubts

as to the accuracy of the available information as explained in

note 1 to the condensed consolidated financial statements.

The following details regarding the Taiwan Subsidiaries and

an associate were obtained from information provided by a

number of Taiwanese banks.

Guarantee in relation to FAIL and FIAL Taiwan

During the period, no guarantee existed or was granted with

respect to FIAL Taiwan (31 December 2004 : HK$92,760,000

including HK$30,008,000 relating to Sunshine Credit Limited)

nor to FAIL (31 December 2004 : HK$25,410,000).

Guarantee in relation to Sunshine Credit Limited

(“SSC”)

As at 30 June 2005, the Company had outstanding guarantees

amounting to approximately HK$30,008,000 (31 December

2004 : HK$30,008,000, but incorrectly disclosed under FIAL

Taiwan) to Taiwanese banks in respect of facilities provided

by the banks to SCC.

Alleged Loan

During the year ended 31 December 2004, the Group received

a claim from Wise Dynasty Limited (“Wise Dynasty”) for

approximately HK$9 million (principal of HK$8 million together

with interest and costs thereon) and an order that it be granted

vacant possession of the Group’s head office premises and

Hong Kong service centre site owned by Cyber Centre Limited

(an indirect wholly-owned subsidiary of the Company) (“Cyber

Centre”) situated at Forefront Cyber Centre, 9 Fui Sha Wai

Lane, Tong Yan San Tsuen, Yuen Long, New Territories, Hong

Kong (the “Property”).

15
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

15 CONTINGENT LIABILITIES (continued)

Alleged Loan (continued)

Wise Dynasty’s claim related to a HK$20 million loan that it

alleges it advanced to Cyber Cyber on 9 March 2004 (the

“Alleged Loan”). Wise Dynasty further alleges, amongst other

things, that:

(a) the Alleged loan is evidenced by a loan agreement dated

9 March 2004 between Wise Dynasty as lender and

Cyber Centre as borrower (the “Alleged Loan

Agreement”). Mr. Al len Yang (Chairman and an

Executive Director of the Company and a director of

Cyber Centre at the relevant time) purported to sign the

Alleged Loan Agreement for and on behalf of Cyber

Centre. In its defence of the claim, Cyber Centre

contends that, amongst other things, the entering into

of the Alleged Loan Agreement was not properly

authorised by the board of directors of Cyber Centre;

(b) HK$12 million of the Alleged Loan was repaid to Wise

Dynasty. Management of Cyber Centre and the Company

have investigated this repayment and are unable to trace

it to either Cyber Centre or any of the other companies

within the Group in Hong Kong;

(c) the Alleged Loan is secured by an alleged legal charge

dated 9 March 2004 over the Property given by Cyber

Centre as chargor in favour of Wise Dynasty as lender

(the “Alleged Legal Charge”); and

(d) the Company allegedly issued a cheque in the sum of

HK$8 million for the repayment of the outstanding

principal balance of the Alleged Loan (the “Alleged

cheque”). In its defence of the claim, the Company

contends that, amongst other things, the Company

received no consideration for the issuance of the Alleged

Cheque and that the Alleged Cheque is unenforceable

against the Company.

15
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

15 CONTINGENT LIABILITIES (continued)

Alleged Loan (continued)

On 18 May 2004, after initial investigations, the Board promptly

reported the above irregularities to the Commercial Crimes

Bureau. As at the date of this report, the outcome of the

Commercial Crime Bureau’s investigation is still pending.

In respect of the above claim, Wise Dynasty has commenced

the following proceedings against the Company and Cyber

Centre:

(a) On 19 May 2004 a writ of summons was issued by

Wise Dynasty against the Company for the sum of HK$8

million, representing the amount of the Alleged Cheque,

together with interests and costs. On 18 November 2004

the Company successfully defended Wise Dynasty’s

application for summary judgment in these proceedings

and the Company was granted unconditional leave to

defend the action; and

(b) On 16 June 2004 an originating summons was issued

by Wise Dynasty against Cyber Centre seeking, amongst

other things (i) the repayment of all monies allegedly

due to it under the Alleged Legal Charge and (ii) an

order for delivery of vacant possession of the Property

to Wise Dynasty.

Cyber Centre continues to dispute the claim and defend the

above proceedings. On 18 November 2004 the above

proceedings were ordered to be consolidated into a single

action to be heard before the same Judge. Wise Dynasty

initially appealed against the dismissal of the application for

summary judgment and the consolidation of the proceedings.

Wise Dynasty and Cyber Centre subsequently agreed to stay

the consolidated proceedings pending the outcome of the

appeal which was to be heard on 1 June 2005. However,

Wise Dynasty withdrew the appeal on 17 May 2005. Wise

Dynasty has since taken no further action with respect to the

consolidated proceedings.
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15 CONTINGENT LIABILITIES (continued)

Alleged Loan (continued)

On 2 September 2005, Cyber Centre made applications to

the court for the following orders: (i) security for costs to be

incurred by Cyber Centre in the consolidated action referred

to above, and (ii) an order for the sale of the Property. Wise

Dynasty has indicated its intention to contest both applications.

On 12 September 2005, without prejudice negotiations with

Wise Dynasty were re-opened towards a consensual

settlement of the disputed claims summarised above, which

would allow a sale of the Property. Discussions are progressing

positively, and further updates will be provided in due course.

Based on the best estimation of the Board, a provision of

HK$7 million has been made in respect of the case inclusive

of legal fees.

Alleged agreement on investment in a customer

On 29 June 2004, Mr. Lo Chia Yu (“Mr. Lo”) commenced

proceedings in respect of an agreement allegedly made on

12 March 2002 in respect of which it is alleged that Mr. Allen

Yang verbally agreed for and on behalf of Forefront Automotive

Services Company Limited (“FAS”) to purchase 30% of the

issued share capital of Global Travel Holdings Limited (“Global

Travel”), a BVI company, for the sum of HK$7.8 million. A

deposit of HK$2 million was paid to Global Travel as agent

for Global Express by Forefront International (HK) Limited, a

wholly-owned subsidiary of the Company. Mr. Lo is seeking

specific performance, damages, costs and interest suffered

as a result of FAS purported breach of the alleged agreement.
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
For the six months ended 30 June 2005

15 CONTINGENT LIABILITIES (continued)

Alleged agreement on investment in a customer

(continued)

In its defence FAS, an indirect wholly owned subsidiary of the

Company, claims that Mr. Lo proposed that FAS consider

acquiring 15% of Global Express Holdings Limited (“Global

Express”) and not Global Travel. FAS claims that the

acquisition of any interest was subject to it first conducting

satisfactory due diligence on Global Express. The results of

the Company’s due diligence enquiries indicated that the affairs

of Global Express were far from satisfactory, and the

acquisition did not take place. The Company demanded the

return of the HK$2 million from Mr. Lo/Global Travel. A

contingent liability of HK$ 5.8 million (plus costs and interest)

exists being the balance of the investment sum claimed to be

unpaid by Mr. Lo/Global Travel. This liability is being disputed

by the Group.

FAS and Mr. Lo/Global Travel are currently involved in

interlocutory proceedings. The witness statement checklist

hearing has been adjourned for three months from July to a

date to be fixed in October.
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BUSINESS REVIEW
During the six months under review, and up to the date of this

report, the Board has begun implementing a comprehensive

turnaround plan designed to restore the Group to financial and

operational stability. A number of important elements of this plan

are now in place, including a stable shareholder base supportive of

the Board and a new executive management team.

The Board is delighted to welcome back Mr. Liu Chen Wei, Jerry

as the Group’s Chief Executive Officer. Mr. Liu has a long history

with the Group, having been instrumental in establishing its

operations in Taiwan in 1982. As a result, Mr. Liu also has a close

working relationship with Scania spanning over 20 years. Mr. Liu

has made a number of changes to strengthen the management

team in Hong Kong, and is now working closely with Scania to

restore the Group’s Taiwan operations.

The Company’s shareholder base has stabilised significantly, largely

due to Scania’s decision to increase its shareholding from 4.76%

to its present level of 22.53%. As a result, the Company’s Annual

General Meeting on 23 June 2005 proceeded extremely smoothly,

providing the Board with a strong mandate to implement its strategy

for the Group.

Having unsuccessfully attempted a consensual resolution to restore

control over the existing operations in Taiwan on a number of

occasions, the Group is now establishing new arrangements for

vehicle assembly, distribution, service and parts supply in Taiwan.

These arrangements are already being implemented, and are

expected to result in the Group’s Taiwan operations being close to

normal by the end of the 2005 calendar year. An important element

needed to support the new operations is funding, and the Board

will advise shareholders of its plans in this regard in due course.

Scania
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Despite the dispute over control of the Taiwanese operations, the

market remains robust, with record vehicle sales of close to 1,000

units expected for the full 2005 calendar year and a strong customer

order book. Hong Kong’s new management team is now settling

in, and a return to profitability is forecast for 2006, helped by plans

for the Group’s operations across the border in Shenzhen and

Zhuhai.

The Board remains committed to restoring full value to the Group’s

operations in all markets.

Material acquisitions and disposals

Zero Coupon Convertible Bonds

As disclosed in Note 13, the Company has reached an in-principle

agreement to repurchase the Relevant Bonds (as defined in Note

13) from Mr. Michael Tsai for nominal consideration and to then

have the Relevant Bonds cancelled in accordance with their terms.

Draft documents to give effect to the agreement have been

negotiated and are pending for signing. The remaining Bondholders

(holding US$4 million) have the option to require the Company to

redeem all or part of the convertible bonds on 2 February 2006 at

109.5% or on 2 February 2007 at 116.9% of the principal amount.

Cyber Centre Limited property

As disclosed in Note 15, negotiations are in progress for a

consensual disposal of the Property (as defined in Note 15), and

simultaneous settlement of Wise Dynasty’s claims against Cyber

Centre and the Company.

Litigation

Full details of major litigation involving the Group are disclosed in

Note 15.
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FINANCIAL REVIEW OF HONG KONG AND
MAINLAND CHINA
Due to the issues impacting the Group’s operations in Taiwan, 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 PRC only. For ease of

comparison, 2004 figures quoted in this section also refer only to

Hong Kong, Macau and PRC.

Results for the period

For the six months ended 30 June 2005, the Group recorded a

loss from operations of HK$21.3 million (2004: loss of HK$20.5

million) on turnover of HK$61.5 million (2004: HK$102.9 million).

The net loss attributable to shareholders for the period was HK$23.2

million. A number of factors underpinning these results merit closer

inspection:

• Sales volume was significantly lower in the first six months of

2005 than in the corresponding period in 2004. This is largely

due to the following reasons:

• Previous management’s focus on sales volume, rather

than on price and profitability (leading to a gross profit

of 10% for the six months to 30 June 2004 compared

to a gross profit of 14% for the same period in 2005);

• Previous management’s decision to reduce the number

of service centres in Hong Kong from three to one;

• Lack of strong leadership under the former management;

• Lack of working capital facilities leading to difficulty in

filling customer orders.
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• Profitability has recovered significantly as inventory overhangs

have been reduced. Management has also worked hard to

restore Scania’s premium brand image, allowing margins to

gradually recover.

• Cash ‘leakages’ have been eradicated, credit policies tightened

and discretionary expenditure slashed.

These factors are expected to contribute to a stronger second-half

sales performance, the trend toward improved profitability is

expected to continue.

Liquidity, financial resources, borrowing and gearing ratio

During the period under review, the Group financed its operations

largely through internally generated cash flows. This has partially

contributed to the reduced sales activity noted above. Since 30

June 2005, credit arrangements have been agreed with Scania for

supply of both vehicles and spare parts, allowing increased flexibility

and improved management of inventory and customer orders.

Arrangements for external trade financing facilities (principally Letter

of Credit and Trust Receipt) are also being explored, though none

are as yet in place.

As at the balance sheet date, bank and other borrowings totaled

HK$86.9 million, which comprised a loan of US$2 million (HK$15.6

million) and a zero coupon convertible bond of US$9.1 million

(HK$71.3 million). Further details of the convertible bond are

contained in Note 13. The Group’s gearing ratio, calculated as

total borrowings divided by total net assets, increased from 50.1%

to 60.8 %. The US$2 million loan is being repaid in four quarterly

instalments, the first of which (US$400,000) was paid on 3 August

2005. The remaining instalments of US$400,000 on 3 November

2005, US$600,000 on 3 February 2006 and US$600,000 on 3

May 2006 will be met from operating cash flows. The convertible

bond is redeemable at 109.5% of face value on 2 February 2006,

and at 116.9% of face value on 2 February 2007.
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As at 30 June 2005, the Group’s net asset value amounted to

approximately HK$143.0 million (as at 31 December 2004: HK$170.

7 million) with total assets approximately HK$319.5 million (as at

31 December 2004: HK$170.7 million). Net current liabilities were

approximately HK$54.9 million (as at 31 December 2004: Net

current assets of HK$44.0 million) and the current ratio was 0.69

times (as at December 2004:1.59).

Charge on Group assets

As at 30 June 2005, the Group’s borrowings and banking facilities

(excluding Taiwan) are not secured.

Exchange rate exposure

The Group is subject to foreign currency exposure since its

purchases are mainly denominated in US dollars, NT dollars and

Euro, while income derived from sales of vehicles and provision of

after sale services are mainly denominated in NT dollars, Hong

Kong dollars and US dollars. The Group closely monitors its foreign

currency exposure and hedges such exposure through the use of

foreign currency forward contracts from time to time.

OUTLOOK
The second half of 2005 represents an important point in the

Group’s efforts to restore its Taiwanese operations. A comprehensive

program to restart operations in Taiwan is now underway, and full

operations (including local assembly, vehicle sales, service and parts

supply) are expected to be in place by the end of the 2005 calendar

year. Funding is vital to ensure the success of the new operations,

and the Board will be providing more information to all shareholders

on this important aspect in due course. In the short-term, the sale

and leaseback of the Group’s head office premises in Hong Kong

is expected to generate sufficient funding to support operations.
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Looking into next year, the prospects for the Group are good. With

a strong management team now in place, Hong Kong is projected

to at least break even for 2006, and Taiwan should resume a full

contribution to the Group’s performance. Plans are in place to

expand the Group’s service network in Hong Kong and Shenzhen,

which will contribute to improved profitability and revenues. The

recent opening of Disneyland in Hong Kong, and the increasing

flow of visitors from across the border, are expected to provide

further opportunities for growth in the coming years.

The Board will continue to work hard to ensure a stable platform

for the Group’s future growth and profitability.
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INTERIM DIVIDEND
The Board does not recommend the payment of an interim dividend

in respect of the six months ended 30 June 2005 (six months

ended 30 June 2004 :Nil).

DIRECTORS’ AND CHIEF EXECUTIVES’
INTERESTS AND SHORT POSITIONS
As at 30 June 2005, the interests and short positions in the shares,

underlying shares and debentures of the Company and its

associated corporations (within the meaning of Part XV of the

Securities and Future Ordinance (“SFO”)) of the directors and the

Chief Executive of the Company which were required to be notified

to the Company and the Stock Exchange of Hong Kong Limited

(“Stock Exchange”) pursuant to Divisions 7 and 8 of Part XV of the

SFO (including interests and short positions which they were taken

or deemed to have under such provisions of the SFO), or which

were required, pursuant to section 352 of the SFO, to be recorded

in the register referred to therein, or which were otherwise required

to be notified to the Company and the Stock Exchange pursuant

to the Model Code for Securities Transactions by Directors of Listed

Issuers, were as follows:

Name Nature of interests Number of shares % of voting right

Kelvin Edward Flynn Corporate (Notes 1, 2 & 3) 71,220,269 16.34%

and Cosimo Borrelli

Kelvin Edward Flynn 1 2 3

Cosimo Borrelli

Liu Chen Wei, Jerry Corporate (Note 4) 70,588,805 16.20%

4

XV 7 8

352
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Note:

Mr. Kelvin Edward Flynn and Mr. Cosimo Borrelli act in the following capacity

with respect to certain shareholders of the Company :

(1) Forefront International Limited (In Liquidation) (“FIL”): Mr. Flynn was

appointed Joint and Several Provisional Liquidator of FIL with effect from

7 June 2004. Subsequently. Mr. Flynn and Mr. Borrelli were appointed

Joint and Several Liquidators of FIL with effect from 7 February 2005. As

at 30 June 2005, FIL held 30,700,000 shares of the Company, or 7.04%

of total issued share capital. FIL had a further interest (within the meaning

of Part XV of the SFO) in 39,888,805 shares, giving a total interest of

16.20% of total issued share capital.

(2) Ever Wealth Management Limited (In Liquidation) (“EWL”) : Mr Flynn was

appointed Joint and Several Provisional Liquidator of EWL with effect

from 7 June 2004. Subsequently, Mr Flynn and Mr Borrelli were appointed

Joint and Several Liquidators of EWL with effect from 1 February 2005.

As at 31 December 2004, EWL held 550,000 shares of the Company, or

0.13% of total issued share capital. EWL indirectly held a further 81,464

shares (0.02%) through its wholly-owned subsidiary Todaytech Asia Limited

(In Liquidation).

(3) Todaytech Asia Limited (In Liquidation) (“Todaytech”): Mr. Flynn and Mr.

Borrelli were appointed Joint and Several Liquidators of Todaytech with

effect from 1 December 2004.

As at 31 December 2004, Todaytech held 81,464 shares of the Company,

or 0.02% or total issued share capital. Todaytech is a wholly-owned

subsidiary of EWL.

(4) Mr. Liu Chen Wei, Jerry, the Chief Executive Officer of the Group, is a

director and shareholder of FIL. Mr. Liu holds 7.92% of the issued share

capital of FIL.

Kelvin Edward Flynn Cosimo Borrelli

(1)

Flynn

Flynn Borrelli

30,700,000

7.04% 39,888,805

XV

16.2%

(2) Ever Wealth Management Limited

EWL Flynn EWL

Flynn Borrelli EWL

EWL

550,000

0.13% EWL  Todaytech

Asia Limited 81,464

0.02%

(3) T o d a y t e c h  A s i a  L i m i t e d

Todaytech Flynn Borrelli

Todaytech

Todaytech

81,464

0.02% Todaytech EWL

(4)

7.92%
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Save as disclosed above, as at 30 June 2005, none of the directors

and chief executive of the Company had any interests or short

position in the shares, underlying shares and debentures of the

Company and its associated corporations (within the meaning of

Part XV of the SFO) which were required to be notified to the

Company and the Stock Exchange pursuant to Division 7 and 8 of

Part XV of the SFO (including interests and short positions which

they were taken or deemed to have under such provisions of the

SFO), or which were required, pursuant to section 352 of the SFO,

to be recorded in the register referred to therein, or which were

otherwise required to be notified to the Company and the Stock

Exchange pursuant to the Model Code for Securities Transactions

by Directors of Listed Companies.

EMPLOYEES
As at 30 June 2005, the Group had approximately 86 employees

in Hong Kong and Mainland China. Remuneration packages

including basic salary, bonus and benefits in kind are structured by

reference to market terms and individual merit and are reviewed on

annual basis based on performance. No options had been granted

or were outstanding under the share option scheme operated by

the Company up to the date of this report.

No information is provided regarding the Taiwan Subsidiaries for

the period ended 30 June 2005 as explained in note 1 to the

condensed consolidated financial statements.

SHARE OPTIONS
During the period and at the balance date, the Company has not

granted any options to subscribe for the Company shares in the

share option scheme adopted by the Company.

XV 7 8

352

86

1
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Number of shares % of voting right Number of shares % of voting right

Name (long position) (long position) (short position) (short position)

Scania Trade Development AB 98,204,000 22.54% – –

The International Commercial

Bank of China Co. Ltd 65,388,805 15.01% – –

Caisse Des Depots Et

Consignation (Note 2) 2 48,480,931 11.13% – –

CDC Holding Finance (Note 2) 2 48,480,931 11.13% – –

Caisse Nationale Des Caisse

Depargne Et De Prevoyance

(Note 2) 2 48,480,931 11.13% – –

CIE Financiere Eulia (Note 2) 2 48,480,931 11.13% – –

CDC Ixis (Note 2) 2 48,480,931 11.13% – –

Nexgen Financial Holdings

Limited (Note 2) 2 48,480,931 11.13% – –

Nexgen Re Limited (Note 2) 2 48,480,931 11.13% – –

Nexgen Capital Limited

(Note 2) 2 48,480,931 11.13% – –

Hsieh, Tsung-Wen 44,869,734 10.30% – –

Aeneas Portfolio Company, L.P. 36,426,000 8.36%

Forefront International Limited

(In Liquidation) (“FIL”)

(Note 1 & 3) 1 3 30,700,000 7.04% – –

Jetwide Limited (Note 1) 1 30,700,000 7.04% – –

SUBSTANTIAL SHAREHOLDERS
The following table sets forth information regarding ownership of,

and short positions in, the outstanding shares of the Company as

at 30 June 2005 by those persons who beneficially own more than

5% of the issued shares, as recorded in the register maintained by

the Company pursuant to Part XV of the Securities and Futures

Ordinance.

XV

5%
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Notes:

(1) Jetwide Limited owns 45% of the issued share capital of FIL. Therefore

these interests are duplicated to the extent of 30,700,000 shares.

(2) The issued share capital of Nexgen Capital Limited is wholly-owned by

Nexgen Re Limited, which is in turn wholly-owned by Nexgen Financial

Holdings Limited, which is in turn owned as to 39% by CDC Ixis, which is

in turn owned as to 53% by CIE Financiere Eulia (“CIEFE”) and as to

43.55% by Caisse Des Depots Et Consignation (“CDDEC”)

The issued share capital of CIEFE is owned as to 49.9% by Caisse

Nationale Des Caisse Depargne Et De Prevoyance (“CNDCDEDP”) and

as to 50.1% by CDC Holdings Finance.

The issued share capital of CNDCDEDP is owned as to 35% by CDC

Holding Finance which is in turn wholly-owned by CDDEC.

Therefore the long position interests are duplicated to the extent of

339,366,517 shares.

(3) Mr. Liu Chen Wei, Jerry, the Chief Executive Officer of the Group, is a

director and shareholder of FIL. Mr. Liu holds 7.92% of the issued share

capital of FIL.

PURCHASE, SALE OR REDEMPTION OF
THE COMPANY’S LISTED SECURITIES
Neither the Company nor any of its subsidiaries purchased,

redeemed or sold any of the Company’s listed securities during the

period under review.

(1) Jetwide Limited

45% 30,700,000

(2) Nexgen Capital Limited Nexgen

Re Limited  Nexgen Re Limited

Nexgen Financial Holdings Limited

Nexgen Financial Holdings Limited CDC Ixis

39% CDC Ixis CIE Financiere Eulia

CIEFE Ca isse  Des  Depots  E t

Consignation CDDEC 53%

43.55%

CIEFE Caisse Nationale Des

Ca isse  Depargne  E t  De  P revoyance

CNDCDEDP CDC Holding Finance

49.9% 50.1%

CNDCDEDP CDC Holding

Finance 35% CDC Holding Finance

CDDEC

339,366,517

(3)

7.92%
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CODE ON CORPORATE GOVERNANCE
PRACTICES
None of the Directors of the Company is aware of any information

that would reasonably indicate that the Company is not, or was

not throughout the period under review, in compliance with the

Code on Corporate Governance Practices (“CG Code”), as set out

in Appendix 14 to the Listing Rules except code A4.1 which

specifies that non-executive directors should be appointed for a

specific term, subject to re-election. The Board is committed to

ensuring ful l  compliance and wil l  implement appropriate

arrangements in due course.

MODEL CODE FOR SECURITIES
TRANSACTIONS
The Company has adopted the Model Code of the Listing Rules as

the Company’s code of conduct for dealings in securities of the

Company by the directors. Following specific enquiry by the

Company, all directors confirmed that they have complied with the

required standards as set out in the Model Code throughout the

period with the exception of Mr. Paul Davies. Mr. Davies has not

yet responded to the Company’s enquiry due to commitments

overseas.

REMUNERATION COMMITTEE
A Remuneration Committee has been established in accordance

with the requirements of the CG Code. The Remuneration

Committee comprises all three Independent Non-executive Directors

and the chief executive officer.

AUDIT COMMITTEE
The unaudited condensed consolidated financial statements of the

Group have been reviewed by the Audit Committee. In addition,

Moores Rowland Mazars have reviewed the interim financial report,

in accordance with Statement of Audit ing Standards 700

“Engagements to review interim financial report”, issued by the

HKICPA. The full version of the review report from Moores Rowland

Mazars is attached hereto.

A4.1

Paul Davies Davies

700
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APPRECIATION
On behalf of the directors, I would like to extend our gratitude and

sincere appreciation to all management and staff members for their

diligence and dedication, and to of our business partners, customers

and the Company’s shareholders for their continuing support.

BY ORDER OF THE BOARD

KELVIN EDWARD FLYNN

EXECUTIVE DIRECTOR

Hong Kong, 23 September 2005

KELVIN EDWARD FLYNN
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To the Directors of

Forefront International Holdings Limited

INTRODUCTION
We have been instructed by the Board of Directors of the Company

to review the interim financial report set out on pages 4 to 35.

RESPECTIVE RESPONSIBILITIES OF
DIRECTORS AND AUDITORS
The Rules Governing the Listing of Securities on the Stock Exchange

of Hong Kong Limited require the preparation of an interim financial

report to be in compliance with Hong Kong Accounting Standard

(“HKAS”) 34 “Interim financial reporting” issued by the Hong Kong

Institute of Certified Public Accountants and the relevant provisions

thereof. The interim financial report is the responsibility of, and has

been approved by, the directors.

It is our responsibility to form an independent conclusion, based

on our review, on the interim financial report and to report our

conclusion solely to you, as a body, in accordance with our agreed

terms of engagement, and for no other purpose. We do not assume

responsibility towards or accept liability to any other person for the

contents of this report.

REVIEW WORK PERFORMED
We conducted our review in accordance with SAS 700

“Engagements to review interim financial reports” issued by the

Hong Kong Institute of Certified Public Accountants, except that

the scope of our review was limited as explained below. A review

consists principally of making enquiries of group management and

applying analytical procedures to the interim financial report and

based thereon, assessing whether the accounting policies and

presentation have been consistently applied unless otherwise

disclosed. A review excludes audit procedures such as tests of

controls and verification of assets, liabilities and transactions. It is

substantially less in scope than an audit and therefore provides a

lower level of assurance than an audit. Accordingly we do not

express an audit opinion on the interim financial report.

4

35

34

700
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Our audit report on the condensed consolidated financial statements

of the Group for the year ended 31 December 2004 was qualified

because of a limitation of scope with regard to the subscription

money receivable for convertible bonds amounting to US$5 million

(equivalent to HK$38,850,000), details of which are as explained in

note 13. Information available was not sufficient for us to assess

the recoverability of the receivable and to assess the implications

of the matter on the convertible bonds issued. In addition, we are

unable to determine whether the absence of the accrual of

applicable convertible bond interest is appropriate. The Company

and the subscriber are in negotiation for a cancellation of the

convertible bonds but information available was not sufficient for

us to assess whether the outcome of the negotiation will be

successful. Any adjustment to the amount may have a consequential

effect on the loss for the period and the net liabilities as at 30 June

2005.

Fundamental uncertainty relating to the lawsuits against the

Group

In forming our opinion, we have considered the adequacy of the

disclosures made in note 15 to the condensed consolidated financial

statements which detail the lawsuits against the Group for an

aggregate claim of approximately HK$7.8 million. The future

settlement of these litigations may have an adverse effect on the

net assets of the Group as at 30 June 2005 and the result for the

period then ended. However, the outcome of these litigations is

uncertain. We consider that appropriate disclosures have been made

in the condensed consolidated financial statements in this respect.

Fundamental uncertainty relating to the Group’s operations

Following the same reasons as set out in note 1 to the condensed

consolidated financial statements, the operations of the Group’s

Taiwan Subsidiaries as defined in note 1 to the condensed

consolidated financial statements, which represent a substantial

part of the Group’s business, have been disrupted. The directors

are currently undertaking a number of measures to resolve the

disputes and restore full control of the Taiwan Subsidiaries’

operations.

5,000,000 38,850,000

13

15

7,800,000

1

1
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In addition, the Group’s operations other than those of the Taiwan

Subsidiaries’ operations have recorded losses in consecutive periods

and had net current liabilities of approximately HK$54,869,000 as

at 30 June 2005. The directors are devising plans to obtain sufficient

finance to satisfy the Group’s liabilities when due.

The condensed consolidated financial statements have been

prepared on a going concern basis, the validity of which depends

on the satisfactory resolution of these matters referred to above

and the successful attainment of profitable and positive cash flow

operations. The condensed consolidated financial statements do

not include any adjustments that would result from a failure to

attain the favourable results in respect of the above matters. If the

outcome in respect of any of the above matters turns out to be

unfavourable, the going concern basis might not be appropriate

and, in such event, adjustments would have to be made to the

condensed consolidated financial statements to reduce the carrying

value of the Group’s assets to their recoverable amounts, to provide

for any further liabilities which might arise and to reclassify non-

current assets and liabilities as current assets and liabilities,

respectively.

Exclusion of Taiwan Subsidiaries from consolidation

As explained in note 1 to the condensed consolidated financial

statements, due to the absence of accounting information about

the relevant subsidiaries and an associate for the period ended 30

June 2005 that the Directors consider as reliable, the condensed

consolidated financial statements have excluded the results for the

period and financial positions as at 30 June 2005 of certain

subsidiaries and an associate in Taiwan, which form a significant

part of the Group. The Group’s share of the net assets of these

entities, based on audited financial information as at 31 December

2003 and totalling HK$149,054,000 has been included in the

condensed consol idated balance sheet as interests in

unconsolidated subsidiaries. We are unable to determine whether

the interests in unconsolidated subsidiaries are fairly stated.

54,869,000

1

149,054,000
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Whilst the directors consider that the exclusion of these subsidiaries

is the best way of presenting the Group’s financial position and the

results for the period in the circumstances, the reason for the

exclusion is not one of the reasons for exclusion provided for in

HKAS 27 “Consolidated and separate financial statements” issued

by the Hong Kong Institute of Certified Public Accountants and, in

this respect, the condensed consolidated financial statements are

not in compliance with HKAS 27.

Inability to reach a review conclusion

Because of the significance of the possible effect of the limitation

in evidence and the fundamental uncertainties referred to above,

we are unable to reach a review conclusion as to whether material

modifications should be made to the interim financial report for the

six months ended 30 June 2005.

Moores Rowland Mazars

Chartered Accountants

Certified Public Accountants

Hong Kong, 23 September 2005
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