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To the shareholders
Hung Fung Group Holdings Limited
(Incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 36 to
80 which have been prepared in accordance with
accounting principles generally accepted in Hong Kong.

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
true 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 to 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 an 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 judgements made by the directors
in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the
Company’s and the Group’s circumstances, consistently
applied and adequately disclosed.
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We planned our audit so as to 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. Scope limitation - fundamental uncertainty - going
concern of the Group

In forming our opinion, we have considered the
adequacy of the disclosures made in note 2(i) to
the financial statements which explain the
circumstances giving rise to fundamental
uncertainties relating to the Group’s ability to
continue as a going concern. Such disclosures also
include details of the proposed standstill
arrangement and debt restructuring between the
financial creditors of the Group and the Group,
the Group’s funding plans and various measures
being undertaken or proposed to be undertaken by
the directors to relieve the Group from its current
profitability and liquidity problems. The financial
statements have been prepared on a going concern
basis, the validity of which depends upon the
successful outcome of the proposed standstill
arrangement, debt restructuring and the funding
plans and the attainment of profitable and positive
cash flow operations of the Group to meet its future
working capital and financial requirements. The
financial statements do not include any adjustments
that would result from the failure of such measures.
However, because of the condition of the Group’s
accounting records, the complexity of the Group's
financial position and the inconclusive state of the
Group’s discussions and negotiations with its
financial creditors, the directors have as yet been
unable to provide us with a detailed plan or
projection as to how the Group might remain a
going concern thereby supporting the basis on
which they have prepared the financial statements.
Although we are aware that a significant amount
of effort has been put into this aspect of the Group’s
affairs, we have been unable to determine that the
directors assessment is correct. Accordingly, we
disclaim our opinion on account of this scope
limitation alone, notwithstanding the matters noted
below.
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Scope limitation - completeness of books and
records and maintenance of internal controls

As further explained in note 2 (ii) to the financial
statements, there was a significant breakdown in
the Group’s internal accounting controls. We have
not been provided with adequate audit evidence
to satisfy ourselves as to the nature, completeness,
appropriateness, classification and disclosures in
respect of the transactions undertaken by the Group
during the year ended 31 March 2001 and the
related balances as further detailed in note 2 (ii) to
the financial statements, in particular, we have been
unable to perform any satisfactory procedures to
substantiate the sales transactions as set out in note

2(ii)(b)(ii).

Any adjustments found to be necessary in respect
of the matters set out in the above would have a
consequential impact on the Group’s net loss
attributable to shareholders for the year ended 31
March 2001, the Group’s net liabilities position as
at 31 March 2001 and the classification and related
disclosures thereof in the financial statements.

Scope limitation - valuation of fixed assets

In view of the liquidity problems currently faced
by the Group, the construction in progress with a
carrying value of approximately HK$32,288,000
was put on hold and a full provision has been
made against the cost incurred as at 31 March
2001. We concur with this provision on the basis
that the Group has no plans to complete the
construction, nor does it have any business plans
for such assets even if they were completed.
However, in the current year, the Group has
significantly scaled down its production operations
in the People’s Republic of China (the “PRC").
Having regard to the gross operating loss incurred
by the Group for the year ended 31 March 2001,
and the uncertainties involved in the Group having
sufficient working capital to restore operations in
the foreseeable future to a commercially viable
level, as explained more fully in note 2 to the
financial statements, there is also an uncertainty
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as to the carrying value of the Group’s existing
completed fixed assets and an impairment
assessment needs to be performed to determine
that recoverable amount either from utilisation in
future profitable operations, or from their disposal.
Apart from the leasehold land and buildings of
approximately HK$79,214,000, the valuation of
which was performed by an independent firm of
professional valuers as at 31 March 2001 as further
detailed in note 12 to the financial statements, the
net book value of the fixed assets held by the Group
was stated at cost less accumulated depreciation
and impairments which included leasehold
improvements of approximately HK$9,377,000,
moulds, plant and machinery of approximately
HK$32,535,000, and furniture, fixtures, equipment
and motor vehicles of approximately
HK$1,676,000. In the absence of any information
from the directors as to their assessment of the
carrying value of the fixed assets as a result of the
scaling down in production operations and in the
absence of any valuation on an open market value
basis, we are unable to assess whether the provision
for impairment in the value of the fixed assets as at
31 March 2001 currently provided by the Group
as disclosed in note 12 to the financial statements
is adequate but not excessive. Any adjustments that
might have been found necessary would have a
consequential impact on the net liabilities of
the Group at 31 March 2001 and its net loss
attributable to shareholders for the year then ended.

Scope limitation - potential claim

As further explained in note 27 to the financial
statements, the Group received a claim for an
amount of approximately HK$18.7 million.
Although the ultimate settlement is still in the
process of negotiation, the directors have made a
substantial provision for the claim. As we have not
been provided with sufficient information or
explanations to satisfy ourselves if the basis of
provision is appropriate, we are unable to assess
whether the provision made by the Group is
adequate, but not excessive. Any adjustments found
to be necessary in respect of the matter set out in
the above would have a consequential impact on
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the Group’s net loss attributable to shareholders
for the year ended 31 March 2001 and the Group’s
net liabilities position as at 31 March 2001.

5. Fundamental uncertainty - legal proceedings against
the Group

As further detailed in note 28 to the financial
statements, there are legal proceedings against the
Group including petitions for the liquidation of
certain Group companies, principally initiated by
various bankers and vendors, the future outcome
of which could not be assessed with reasonable
certainty at the date of these financial statements.
Other than the amounts claimed as summarised in
note 28, no reasonable estimate could be made
with regard to any possible additional costs to the
Group should the various defending companies be
unsuccessful in defending the cases. Such
additional costs might include interest, legal costs
and consequential damages which the Group may
sustain. Also, it is not possible to determine the
outcome of the court proceedings to wind up
certain Group companies. Although we consider
the disclosures made in respect of these matters is
adequate, we consider them to be so significant
that we have disclaimed our opinion in this respect.

DISCLAIMER OF OPINION

Because of the significance of each of (i) the fundamental
uncertainty relating to the going concern basis detailed
in paragraph 5 above, and (ii) the possible effects of the
limitations in evidence available to us as set out in each
of paragraphs 1 to 4 in the basis of opinion section of this
report, we are unable to form an opinion as to whether
the financial statements give a true and fair view of the
state of affairs of the Group and of the Company as at 31
March 2001 and 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.
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In respect alone of the limitations on our work as set out
in the basis of opinion section of this report:

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

purpose of our audit; and

(ii)  proper books of accounts have not been kept.

Hong Kong
26 July 2001
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