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TO THE SHAREHOLDERS OF CIL HOLDINGS LIMITED

(Incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 54
to 144 which have been prepared in accordance with
accounting principles generally accepted in Hong Kong,

other than as set out below.

Respective responsibilities of directors and auditors

The Company’s directors are responsible for the
preparation of financial statements which give a true
and fair view. In preparing financial statements which
give a frue and fair view it is fundamental that
appropriate accounting policies are selected and

applied consistently.

It is our responsibility to form an independent opinion,
based on our audit, on those statements and to report

our opinion o you.

Basis of opinion

We conducted our audit in accordance with Statements
of Auditing Standards issued by the Hong Kong Society
of Accountants, except that the scope of our work was

limited as explained below.

An audit includes examination, on a test basis, of
evidence relevant to the amounts and disclosures in the
financial statements. It also includes an assessment of
the significant estimates and judgments made by the
directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate
to the circumstances of the Company and of the Group,

consistently applied and adequately disclosed.
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Basis of opinion (continued)

We planned our audit so as fo obtain all the information
and explanations which we considered necessary in
order to provide us with sufficient evidence to give
reasonable assurance as to whether the financial
statements are free from material misstatement. However,
the evidence available to us was limited as follows:

(1) Opening figures and comparative figures

We draw your aftention to the fact that the financial
statements for the year ended 30 June 2000 were
audited by another firm of accountants. Their audit
report stated they were unable to form an opinion
on the financial statements due to the possible
effects of the limitation in evidence available for
audit purposes. Therefore, we are unable to express
an opinion of the figures brought forward as at 1
July 2000 and the comparative figures included in
these financial statements.

(2) Subsidiaries

The Company had investments in two subsidiaries,
Accura Enterprises Limited (“Accura”) and
Flaconwood Limited (“*Flaconwood”). Accura had
an investment in and a loan to Goldhill
Merchandising Inc. ("Goldhill”) totalled HKS$50
million. Flaconwood had an investment in AVT
Electronics Limited ("AVT”) of HK$37.5 million. These
investments were consolidated in the consolidated
financial statements of the Company for the year
ended 30 June 2001. Details of the financial
information of these investments consolidated in the
consolidated financial statements of the Company
are shown in note 13 to the financial statements.
As the audited financial statements of these
investments prepared under accounting principles
generally accepted in Hong Kong are not available,
we are unable to satisfy ourselves that the results
and the state of affairs of these investments are
fairly stated in the consolidated financial statements
of the Company for the year ended 30 June 2001.
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Basis of opinion (continued)
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Subsidiaries (continued)

As stated in note 12 to the financial statements,
the Group has goodwill on consolidation with a
carrying value of HK$36 million generated from the
acquisition of Goldhill during the year. The goodwill
is calculated based on the financial statements
audited by a firm of accountants in overseas. There
was no sufficient information available for our review
to verify that the aforesaid audited financial
statements were prepared in accordance with
accounting principles general accepted in Hong
Kong. As a result, we are unable to satisfy ourselves
that the goodwill is properly stated. In addition,
there was no sufficient information available for us
to determine the reasonableness of the useful life
of the goodwill estimated by the Group and if any
provision for impairment losses is required. As a resulf,
we are unable to satisfy ourselves as to the carrying
value of the goodwill.

In addition, there was no sufficient evidence
available for us to verify the ownership of the
investments in Goldhill and AVT. We are therefore
unable to satisfy ourselves as to the ownership of
these investments. Furthermore, we have not been
provided with sufficient information to verify the
percentage of holding of the Group in these
investments and to defermine whether the
Company has control over these companies. Hence,
we are unable to satisfy ourselves whether these
companies satisfy the definition of a subsidiary in
accordance with SSAP 2.132 “"Consolidated
Financial Statements and Accounting for
Investments in Subsidiaries”, and whether they
should be consolidated in the consolidated
financial statements of the Group. In addifion, since
no audited financial statements of these
investments prepared under accounting principles
generally accepted in Hong Kong are available,
we are unable to determine the amount of provision
for diminution in value against and non-recovery of
loan to these investments, if any.
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Basis of opinion (continued)
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Subsidiaries (continued)

The Company has an indirect investment in a
subsidiary, Henredon Holdings Limited. There was no
sufficient evidence available for us to verify the
ownership of this investment and the percentage
of holding of the Group in this investment. As a result,
we are unable to satisfy ourselves as to the
ownership of this investment and that this investment
is properly accounted for by the Group as a
subsidiary in the consolidated financial statements

of the Company for the year ended 30 June 2001.

Associates and jointly controlled entities

As stated in notes 14 and 15 to the financial
statements, the audited financial statements or
management accounts of all the associates and
jointly controlled entities for the year ended 30 June
2001 were not available. Hence, the consolidated
financial statements only include the share of results
of these associates and jointly confrolled entities
up tfo 30 June 2000. We are unable to deftermine
the effects of the results and net assets of these
investments for the year ended 30 June 2001 to the
Group and the Company. In addition, we are unable
to satisfy ourselves as to the carrying value of the
associates and jointly controlled entities.
Furthermore, we are unable to satisfy ourselves that
all information of these investments have been
properly and adequately disclosed in the financial

statements.
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Associates and jointly controlled entities (continued)

In addition, there was no sufficient evidence
available for us to verify the ownership of a direct
investment in an associate with carrying value of
HK$26 million and the percentage of holding of the
Company and the Group in this investment. We are
therefore unable to satisfy ourselves as to the
ownership of this investment and that this investment
is properly accounted for by the Company and the

Group as an associate.

Furthermore, the Company has a direct investment
in an associate with carrying value of HK$30 million
and an indirect investment in a jointly controlled
entity with carrying value of HK$24 million. There
was no sufficient evidence available for us tfo verify
the percentage holding of the Company and the
Group in these investments. As a result, we are
unable to satisfy ourselves that these investments
are properly accounted for by the Group and the
Company as an associate and a jointly confrolled

entity.

Investments in securities

During the year the Group acquired interests in a
company with a cost of HK$24.9 million. There was
no original sale and purchase agreement available
for our review. As a result, we are unable fto saftisfy
ourselves as to the ownership and the cost of this
investment, and that the terms of the purchase
have been properly accounted for and disclosed

in the financial statements.
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Basis of opinion (continued)
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Investments in securities (continued)

As shown in note 16 to the financial statements,
the Company has direct unlisted investment
securities with carrying value of HK$51 million, and
indirect unlisted investment securities with carrying
value of HK$24.9 million. No audited financial
statements or management accounts of these
investments were available for our review. As a result,
we are unable to satisfy ourselves as to the carrying

value of these investments.

The Company has direct investment with carrying
value of HK$51 million and indirect investment with
carrying value of HK$26.4 million. There was no
sufficient evidence available for our inspection to
verify the ownership of the indirect investment and
the percentage of holding of the Company and
the Group in the above mentioned investments. As
a result, we are unable to satisfy ourselves as to the
ownership of the indirect investment and that these
investments are properly accounted for by the
Group and the Company as investments in

securities.

The Company and the Group have investments with
carrying value totalled HK$24.9 million. There was
no sufficient evidence available for us to verify the
percentage holding of the Company and the
Group in these investments. As a result, we are
unable to satisfy ourselves that these investments
are properly accounted for by the Group and the

Company as investments in securities.
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Investments in securities (continued)

As stated in note 19 (b) to the financial statements,
the Company disposed certain investment securities
to settle the amount due to a creditor of HK$11.88
million. This resulted in a gain on disposal of
investment of HK$1.35 million in the consolidated
income statement and a receivable of HK$2.57
million included in other receivables of the
consolidated balance sheet and of the balance
sheet of the Company. There was no supporting
evidence available for us tfo verify the validity of
the accounting treatment made by the Group for
the disposal of investment securities and the
seftlement of the amount due to the creditor. There
was also no supporting evidence available to
examine the balance of the other receivable and
to assess the recoverability of this receivable. We
are therefore unable to satisfy ourselves that the
gain on disposal of investment is properly stated. In
addition, we are unable to satisfy ourselves that
these receivables are fairly stated and recoverable
in full. Furthermore, we are unable fo deftermine

whether there was any understatement of liabilities.

Property, plant and equipment

As shown in property, plant and equipment in note
11 to the financial statements, the Group has other
property with a net book value of HK$20.7 million.
There was no sufficient information available for us
to assess the carrying value of this property and to
determine if any provision for impairment losses
should be made. As a result, we are unable to satisfy

ourselves as to the carrying value of this property.
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Basis of opinion (continued)
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Property, plant and equipment (continued)

The Group has a motor vehicle with net book value
of HK$0.51 million. There was no information
available for this motor vehicle. As a result, we are
unable to satisfy ourselves as to the carrying value

of this motor vehicle.

Amount due to/from Mr. Kwok Han Qiao and related

companies

As stated in note 19 (a), there was an amount of
HK$98 million due from a debtor, Mr. Kwok Han Qiao
(“"Mr. Kwok"). The Company has initiated a legal
action against Mr. Kwok for the recovery of the
amount due. Since the legal opinion was not
available for us to assess the possible outcome of
the case, we are unable to determine whether
adequate provision for non-recovery of the

aforesaid receivable has been made.

In addition, included in other receivables of the
Group and the Company were amounts of HKS15
million and HK$7 million due from a debtor related
to Mr. Kwok. There was no sufficient information
available for us to examine the balances of these
debtors and tfo determine the recoverability of
these receivables. As a result, we are unable o
satisfy ourselves that these receivables are fairly

stated and recoverable in full.
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Basis of opinion (continued)
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Amount due to/from Mr. Kwok Han Qiao and related

companies (continued)

Included in accruals, other payable and deposits
received are amounts due to various creditors
related to Mr. Kwok by the Group and the Company
of HK$6.8 million. There was no supporting
information available for us to determine the nature
of these balances and no sufficient evidence
available to examine the balances of these
creditors. As a result, we are unable to satisfy
ourselves that these other payables are properly
and correctly booked. In addition, we are unable
to determine whether there was any

understatement of liabilities.

Included in other loans and unsecured non-interest
bearing borrowing are loans from various creditors
related to Mr. Kwok to the Group and the Company
of HK$26.7 million and HK$23.7 million respectively.
In addition, included in accruals, other payable and
deposits received in the consolidated balance
sheet and the balance sheet of the Company are
inferest payable to these loan creditors by the
Group and the Company of HK$19.7 million and
HKS$18.6 million respectively. There was no sufficient
evidence available for us to verify the balances of
the aforesaid loans and interest payable. As a result,
we are unable to satisfy ourselves that the balances
of these loans and interest payables are correctly
stated. In addition, we are unable to determine

whether there was any understatement of liabilities.
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Basis of opinion (continued)
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Amount due to/from Mr. Kwok Han Qiao and related

companies (continued)

As stated in note 19(c) to the financial statements,
the Group transferred certain investment securities
to a creditor related to Mr. Kwok for the full
settlement of the amounts due to this creditor and
three other creditors. These resulted in a receivable
of HK$2.7 million which are included in other
receivables of the consolidated balance sheet of
the Company. There was no sufficient evidence
available to examine the balances due to these
creditors before the above settlement. There was
also no evidence available for our inspection to
confirm that the three other creditors had agreed
with the settlement arrangement and the fransfer
value recorded by the Group. We are therefore
unable to verify the validity of the accounting
treatment made by the Group for the disposal of
investment and the settlement of the amount due
to this creditor and the three other creditors. In
addition, there was no supporting evidence
available fo confirm the balance of the other
receivable and to assess the recoverability of this
receivable. We are therefore unable to satisfy
ourselves that these receivables are fairly stated
and recoverable in full. Furthermore, we are unable
to determine whether there was any

understatement of liabilities.
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Amount due to/from Mr. Kwok Han Qiao and related

companies (continued)

During the year the Group had an amount due
from a debtor related to Mr. Kwok of HK$5.79 million
and a loan payable to a creditor related to Mr.
Kwok of HK$4.45 million. The Group had offset these
two balances and resulted in a net receivable of
HK$1.34 million which is included in other
receivables in the consolidated balance sheet.
There was no sufficient evidence available fo
examine the balances of the above mentioned
debtor and creditor before offsetting, we are
therefore unable to satisfy ourselves that these
balances are correctly booked. In addition, there
was no supporting evidence available for us to
verify the validity of the offset of these balances, to
examine the balance of the other receivables and
to determine the recoverability of these receivables.
As a result, we are unable to satisfy ourselves that
these receivables are fairly stated and recoverable
in full. Furthermore, we are unable to defermine

whether there was any understatement of liabilities.

Accounts receivable

The Group had accounts receivable of HKS$3.6
million of which full provision for bad and doubftful
debts had been made. There was no sufficient
information available for us to verify the
completeness of the sales and to confirm the
balances of these debtors. We are therefore unable
to satisfy ourselves that the turnover of the Group
was properly stated. In addition, we are unable to
satisfy ourselves that the balance of these debfts is
fairly stated and the provision for bad and doubftful

debts is properly made.
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Basis of opinion (continued)

®

®

(10)

Other receivables

Included in other receivables of the Group was an
amount of HK$1.35 million due from several debtors.
There was no sufficient information available for us
to examine the balances of these debtors and to
determine the recoverability of these receivables.
As a result, we are unable to satisfy ourselves that
these receivables are fairly stated and recoverable

in full.

Amounts due from winding up subsidiaries

At the balance sheet date, the Group and the
Company have amounts due from winding up
subsidiaries of HK$300 million and HK$235 million
respectively. Full provision for bad and doubtful
debts of the aforesaid debts has been made by
the Group and the Company during the year.
However there was no sufficient information
available for us to examine the balances of the
amounts due from the winding up subsidiaries. We
are therefore unable to satisfy ourselves that the
balance of these debts is fairly stated. In addition,
we are unable to determine whether the amount

of provision for non-recovery is appropriate.

Amounts due to winding up subsidiaries

As shown in the consolidated balance sheet, the
Group has amounts due to winding up subsidiaries
of HK$74 million. There was no sufficient information
available for us to examine the balances of the
amount due to the winding up subsidiaries. As a
result, we are unable to satisfy ourselves that the
balance of these debts is correctly booked. In
addition, we are unable to determine whether there

was any understatement of liabilities.
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Basis of opinion (continued)

(11) Accounts and bills payables (17) JE A I 15 % 22 45

As shown in the consolidated balance sheet, the
Group has amounts payable to suppliers of HK$2.3
million. There was no sufficient evidence available
for us to examine the balance of these accounts
and bills payables. As a result, we are unable to
satisfy ourselves as to the completeness of the cost
of sales and that the balances of these payables
are correctly booked. In addition, we are unable to
determine whether there was any understatement

of liabilities.

(12) Other payables

Included in accruals, other payable and deposits
received are amounts due to various creditors by
the Group and the Company of HK$42.8 million and
HKS$1.7 million respectively. There was no supporting
information available for us fo determine the nature
of these balances and no sufficient evidence
available to examine the balances of these
creditors. As a result, we are unable to satisfy
ourselves that these other payables are properly
and correctly booked. In addition, we are unable
to determine whether there was any

understatement of liabilities.

There are amounts due to various creditors by the
Group and the Company of HK$43 million and
HK$36.6 million respectively. We have not been
provided with sufficient evidence to examine the
balances of these creditors. As a result, we are
unable to satisfy ourselves that these other payables
are properly and correctly booked. In addition, we
are unable to determine whether there was any

understatement of liabilities.
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Basis of opinion (continued)

(13)

14

Finance loan creditors

Included in finance loans in note 24 to the financial
statements are amounts due to several finance loan
creditors by the Group and the Company of HKS$1.6
million and HK$406 respectively. The finance lease
agreements of these loans were not available for
our inspection. In addition, there was no sufficient
evidence available for us fo examine the balances
of these loans. As a result, we are unable to satisfy
ourselves that the terms of the loans were properly
disclosed in the financial statements and the
aforesaid loans are correctly booked. In addition,
we are unable to determine whether there was any

understatement of liabilities.

Other loans and unsecured non-interest bearing

borrowings and interest payables

Included in other loans and unsecured non-interest
bearing borrowings are loans from various creditors
to the Group and the Company of HKS7.5 million
and HK$5.8 million respectively. In addition, included
in interest payables for secured borrowings and
accruals, other payable and deposits received in
the consolidated balance sheet and the balance
sheet of the Company are interest payable to the
loan creditors by the Group and the Company of
HK$15.9 million and HKS$0.9 million respectively. There
was no sufficient evidence available for us to verify
the balances of the aforesaid loans and interest
payables. As a result, we are unable to satisfy
ourselves that the balances of these loans and
intferest payables are correctly stated. In addition,
we are unable to determine whether there was any

understatement of liabilities.
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Basis of opinion (continued)

14

(15

(16)

Other loans and unsecured non-interest bearing

borrowings and interest payables (continued)

In addition, included in finance costs in note 5 to
the financial statements, there were loan interests
of the Group and the Company amounted to HK$27
million and HKS$16 million respectively. There was no
sufficient information available for us to verify the

accuracy and completeness of these finance costs.

Bank balances

Up to the date of this report, we have not received
sufficient evidence in respect of various bank
deposits balances of the Group and the Company.
Consequently, we are unable to satisfy ourselves
that these balances included in the consolidated
balance sheet and the balance sheet of the
Company as at 30 June 2001 are fairly stated. In
addition, we are unable to determine whether there
are any unrecorded assets and liabilities and
whether the contingent liabilities are adequately

disclosed in the financial statements.

Costs incurred for issues of shares

During the year, the Company had incurred
arrangement fees relating to several placing and
allotments of shares of the Company of HK$1.82
million which were included in the share premium
account. There was no supporting evidence
available for our inspection to determine the nature
and reasonableness of these fees. As a result, we
are unable to verify the validity of the respective

payments.
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Basis of opinion (continued)

(17)

(18)

Capital commitments

Included in note 30 to the financial statements, the
Group and the Company had capital commitments
contfracted but not provided for amounted to
HK$153 million and HK$113 million respectively. There
were no sufficient supporting documents available
for our review. As a result, we are unable to satisfy
ourselves that the aforesaid capital commitments
are fairly stated and are properly disclosed in the

financial statements.

The contracts in relation to the commitments of the
Group to sell certain listed securities at a
consideration of HK$73 million, which were brought
forward from the year ended 30 June 2000, had
been expired during the year. There was no
supporting evidence available for our inspection.
As a result, we are unable to satisfy ourselves as to

the completeness of the capital commitments.

In addition, there was no sufficient information
available for our review to verify the completeness
of capital commitments. We are therefore unable
to determine whether all capital commitments have

been properly disclosed in the financial statements.

Operating lease commitments

There was no sufficient information available for our
review to verify the completeness of operating lease
commitments. We are therefore unable to
determine whether all operating lease
commitments have been properly disclosed in the

financial statements.

BR2Z2 I e

(17) &R

AN B S R M RES0BT > AR
Lo BA R Z ERT A ER i E A
K A& 4 Al % 153,000,000% 76 M
113,000,000 Tt » i A 4% B i f7 488 /2
200 5 B ST DA 7 B o DR A A B
fili K RE {5 A Lt AR 38 B 2751
e e L 5 R AR O 4 R

B B % OR B BUE
73,000,000 Jt th & # 1 £ T w75

R (HEETTEFEAA =1
Lk AR 5 45 ) O 4R I T B A
A% B fl I 90 85 % DA A e RG> AR
T R R RE A A B A RS 2 e B bk

B Ah > AR A% BRI 40 R AT
A DURCH B AORYE 2 SE Bk B
AN BORT R RE T E T A B A RIEC
T b 55 S R v AR

Kt BRI

7R A TSI 0 L A R A AT R B > A
B R RIS 2 S B R A
A% R R BE e S T A A AL R AfS
T L U R 1 R R



REPORT OF THE AUDITORS

A% Bl e 5E

Basis of opinion (continued)
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(20)

Related party transactions

There was no sufficient information available for our
review to determine the completeness of related
party transactions. We are therefore unable to
ascertain whether all related party fransactions

have been disclosed in the financial statements.

Contingent liabilities

Included in note 32 to the financial statements, the
Group and the Company had contingent liabilities
with maximum liabilities amounted to HK$117.46
million and HK$107.96 million respectively of which
HK$68.4 million had been provided in the Group
and the Company’s financial statements. There
were no sufficient information and supporting
documents available for our inspection. As a resulf,
we are unable to satisfy ourselves as to the
completeness of the contingent liabilities and
whether the contingent liabilities are properly

disclosed in the financial statements.

During the year the Group and the Company had
released contingent liabilities brought forward from
the year ended 30 June 2000 amounted to HK$33
million and HK$32.3 million respectively. We have
not been provided with supporting evidence to
verify the release of these contingent liabilities. As
a result, we are unable to satisfy ourselves as to the
completeness of the contingent liabilities disclosed

in the financial statements.

In addition, there was no sufficient information
available for our review to verify the completeness
of contingent liabilities. We are therefore unable o
determine whether all contingent liabilities have

been properly disclosed in the financial statements.
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Basis of opinion (continued)

@1n

(22)

Subsequent events

As further explained in note 1 to the financial
statements, the books and records of the Company
and the Group have not been fully updated
subsequent to the balance sheet dafte as a result
of the resignations of key members of staff within
the Group, especially those in the accounting
department, during the year. Accordingly, we were
not able to carry out the audit procedures we
considered necessary fo complete our review of
subsequent events of the balance sheet date as
at 30 June 2001 up to the date of our report. Such
a review might have resulted in adjustments to the
amounts reported in these financial statements, in
particular, in respect of provisions for impairment of
assets and/or additional disclosures in respect of

non-adjusting events.

As stated in note 33(e) to the financial statements,
the Company disposed a subsidiary at a
consideration of RMB3 million. There was no original
sale and purchase agreement available for our
review. As a result, we are unable to safisfy ourselves
as tfo the existence of this disposal and whether

the details of this fransaction are properly disclosed.

Winding up subsidiaries

During the year, the High Court issued winding up
orders to several subsidiaries. The Group ceased to
consolidate these winding up subsidiaries from 1
July 2000 and made adjustment to reverse the
accumulated losses of these winding up subsidiaries

as at 1 July 2000 and wrote off the cost of these
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Basis of opinion (continued)

(22)

(23

Winding up subsidiaries (continued)

investments. This resulted in a decrease in the loss
attributable to the shareholders of HK$448.7 million
as shown in the consolidated income statement.
As mentioned in point 1 in the basis of opinion
section of this report, we are unable to form an
opinion on the financial statements for the year
ended 30 June 2000. As a result, we are unable to
satisfy ourselves that the adjusted amount is
properly stated and to determine the effect on the

loss aftributable to shareholders.

Subsidiaries, associates and jointly controlled entities

written off

At the balance sheet date, the Group wrote off
investments in several subsidiaries, associates and
jointly conftrolled entities. The Group ceased fo
consolidate these written off subsidiaries and
ceased to account for these written off associates
and jointly controlled entities under equity method
from 30 June 2001. The Group made adjustments to
reverse the accumulated losses of these written off
investments as at 30 June 2001 and wrote off the
cost of these investments. This resulted in an increase
in the loss attributable to the shareholders of HK$2.8
million as shown in the consolidated income
statement. As mentioned in point 1 in the basis of
opinion section of this report, we are unable to form
an opinion on the financial statements for the year
ended 30 June 2000. As a result, we are unable to
satisfy ourselves that the adjusted amount is
properly stated and to determine the effect on the

loss attributable to shareholders. In addition, the
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Basis of opinion (continued)

(23

24)

Subsidiaries, associates and jointly controlled entities

written off (continued)

Group wrote off the loans to these written off
investments of HK$0.6 million and booked an
income for the waiver of a loan due to a written
off subsidiary of HK$9.2 million. There was no
sufficient information available for us to examine
the balances of loans to the written off investments
of HK$0.5 million and the loan due fo the written
off subsidiary and to verify the validity of the waiver
of loan due to the written off subsidiary. As a result,
we are unable to satisfy ourselves that the balances
of loans to the written off investments and the loan
due to the written off subsidiary are fairly stated. In
addition, we are unable to determine whether the
amount of written off is appropriate and whether

there was any understatement of liabilities.

Directors’ and senior executives’ emoluments

There was no sufficient information available for us
to review the details of three directors” emoluments
fotalled HKS$80,000 and senior executives’
emoluments as shown in note 10 to the financial
statements. We are therefore unable to determine
whether the details of directors’ and senior
executives’ emoluments have been properly

disclosed in the financial statements.

In forming our opinion we also evaluated the overall
adequacy of the presentafion of information in the
financial statements. We believe that our audit

provides a reasonable basis for our opinion.
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Fundamental uncertainty relating to the going concern
basis

In forming our opinion, we have considered the
adequacy of the disclosures made in note 1 to the
financial statements concerning the adoption of the
going concern basis on which the financial statements
have been prepared. As explained in note 1 to the
financial statements, the Group is in financial difficulty
and is negotiating with its bankers and creditors to
restructure the indebtedness. The financial statements
have been prepared on a going concern basis, the
validity of which depends upon the successful outcome
of its negotiations with its financial creditors for the
restructuring of the Group’s borrowings and of the other
measures to be implemented by the Group. The financial
statements do not include any adjustments that would
result from the failure of these measures. We consider
that appropriate disclosures have been made but the
uncertainty surrounding the circumstances under which
the Group might successfully continue to adopt the going
concern basis are so extreme that we have disclaimed

our opinion.
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Qualified opinion: Disclaimer on view given by financial

statements

Disagreement of accounting treatment - winding up

subsidiaries

During the year, the High Court issued winding up orders
to several subsidiaries. In accordance with SSAP 2.132
"Consolidated Financial Statements and Accounting for
Investments in Subsidiaries”, the Group should share the
results of these winding up subsidiaries up fo the date of
the winding up orders issued. However, the Group had
not consolidated the results of these subsidiaries for the
period from 1 July 2000 to the date of winding up order.
This freatment is not in compliance with SSAP 2.132. Based
on the available information, the unaudited net loss of
these winding up subsidiaries for the aforesaid period
was approximately HK$132 million. In addition, had SSAP
2.132 adopted, the rental income included in other
revenue and adjustment for winding up subsidiaries in
the consolidated income statement would be reduced

by HK$0.66 million.

We are unable to form an opinion as to whether the
financial statements give a tfrue and fair view of the state
of the affairs of the Company and of the Group as at 30
June 2001 or of the loss and cash flows of the Group for
the year then ended and as to whether the financial
statements have been properly prepared in accordance
with the disclosure requirements of the Hong Kong
Companies Ordinance because of the significance of
the possible effects of the limitations in evidence
available to us as set out in the basis of opinion section
of this report, the fundamental uncertainty relating to

going concern basis.

A7 DR B R S+ A A R O I ke A L
AHERARER

A ] B PR Oy i — I g I R 4 R

AR > 1R S I e ) B THD B JR  RD EE H R
Lo MR BRI EE 2.1325% ([ B
J& 2~ 2 BEZ e MR R KR E )
BB G EERAF HEHE
LU AW AL 2 SRR EE
THELH - HEEFRSABME H
A T 3107 1 145 M <6 R A 8 ] 2 SE AR 5
W o L0 JELE 7 35 00 406 8 S 6 TR B E
55213298 < IRAR P 2 1 2 BB B AE T
BhF JB8 2% =] At 19 fH] 22 OR 56 3 A s 1R
HA7 /132,000,000 7T « 11 A - it £F 49 €
wEEUBS UE R S5 2.1325% A & A e as R b
Jit 3 A Wi 4 2 AH 4 WA B i R O TR
) 2 i B 5 ) % 660,000 It

AR A A A R G M — T A B A
A% BT Jr 44 38 R A BRI T B K
BT B A R R e 2 R S W] B
FoAGHI AR ZEMHEREETR
HEAFR BAFAK BEER_-ZF
F—HERNHZTHZBERN L HE
B 22 R AR e 1R R B T
T i% S RS 3R 2 A K R A R D A6k 4
2V EOR T % R W



REPORT OF THE AUDITORS

A% Bl e 5E

Qualified opinion: Disclaimer on view given by financial

statements (continued)

In respect alone of the limitation on our work relating to
the matters as set out in the basis of opinion section of

this report:

() we have not obtained all the information and
explanations that we considered necessary for the

purpose of our audit; and

(i)  we were unable to determine whether proper books

and records had been kept.

RSM Nelson Wheeler
Certified Public Accountants

Hong Kong

25 January 2002
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