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Report of the International Auditors

To the shareholders of Northeast Electrical Transmission &
Transformation Machinery Manufacturing Company Limited
(Incorporated in the People's Republic of China with Limited Liability)

We have audited the financial statements set out on pages 57 to 126
which have been prepared in accordance with accounting principles
generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIESOF THE COMPANY'S
DIRECTORSAND 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 financial 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 examination, on atest 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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Northeast Electrical Transmission &

BASIS OF OPINION (Continued)

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. Theappropriateness of the going concern basis

As explained in note 2 to the financial statements, principally as a
result of the Group incurring losses since the year 1999, the
Company was not able to comply with the financial covenants of a
syndicated bank loan. The syndicate has formally demanded the
Company to immediately repay the syndicated bank loan of
US$40,000,000 (equivalent to Rmb331,064,000) in full together
with accrued interests thereon. However, the Company was not
able to make any repayments to the syndicate and as a result, the
syndicate petitioned to the High Court of Hong Kong on 27
December 2001 to wind up the Company pursuant to the Hong
Kong Companies Ordinance. The hearing of the petition has been
deferred to 29 April 2002. On 4 April 2002, the Company received
another writ issued by the High Court of Liaoning Province (the
"Court") upon application by the same syndicate in respect of the
abovementioned overdue loan amount. The hearing of this case
has been postponed pending the negotiations between the Company
and the syndicate regarding the repayment of the loan amount. As
of the date of this report, no agreement has been reached between
the parties.

Transformation Machinery Manufacturing Company Limited
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BASIS OF OPINION (Continued)

1.

i

The appropriateness of the going concern basis
(Continued)

Despite the above and the Group incurring significant losses of
Rmb168,336,000, Rmb364,737,000 and Rmb780,140,000 for the
years ended 31 December 1999, 2000 and 2001 respectively and
the Company and the Group having net current liabilities of
Rmb149,424,000 and Rmb886,045,000 respectively as at 31
December 2001, the financial statements have been prepared on a
going concern basis. The validity of this basis depends on the
assumptions made by the directors that the Company would be
successful in (a) agreeing with the syndicate the debt repayment
agreement; (b) improving the financia performance of the Group
in 2002; and (c) recovering the balances due from Northeast
Electrical Transmission and Transformation Equipment Group
Corporation ("NET") and other related parties through the
impending assets transfers. However, in the absence of sufficient
documentary evidence, we have been unable to ascertain whether
the above assumptions made by the directors are reasonable.
Accordingly, we have been unable to satisfy ourselves that the
going concern basis is appropriate. There were no other
satisfactory audit procedures that we could adopt to satisfy
ourselves as to the appropriateness of the going concern basis,
which may have a consequential significant effect on the Group's
loss for the year and the net assets of the Company and the Group
as at 31 December 2001.

Had the going concern basis not been appropriate, adjustments
would need to be made in the financial statements of the Company
and the Group to reclassify non-current assets as current assets, to
reclassify non-current liabilities as current liabilities, to reduce the
value of assets to their net realisable amounts and to provide for
any further liabilities which might arise.
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Northeast Electrical Transmission &

The recoverability of an amount due from Liaoning
Trust and Investment Corporation (" Liaoning Trust")

As at 31 December 2001, the net assets of the Company and the
Group included an amount due from Liaoning Trust of
US$21,793,000 (equivalent to Rmb180,370,000) which comprised
aprincipal of US$20,000,000 (equivalent to Rmb165,532,000) and
interests of US$1,793,000 (equivalent to Rmb14,838,000). As
explained in note 25 to the financial statements, the amount was
originally a long term deposit placed with Liaoning Trust as a
condition for Liaoning Trust granting a guarantee to the syndicate
for the syndicated bank loan of US$20,000,000 mentioned in the
foregoing paragraph. As such, it was classified as a non-current
asset of the Company and the Group as at 31 December 2000.
However, Liaoning Trust's status as a legal person was cancelled in
October 2001 and its financial activities have been suspended
pending its liquidation. The Company has since registered and
submitted proof of debt in respect of the abovementioned deposits
of US$20,000,000 (equivalent to Rmb165,532,000) for liquidation
purposes. The liquidation of Liaoning Trust is still in progress as
of the date of this report. The amount has been shown as current
asset in the balance sheet at 31 December 2001. The directors have
not made any provision against this amount pending the outcome
of the liquidation. Information regarding the likely outcome of the
liquidation is not available. Accordingly, we have been unable to
satisfy ourselves as to the recoverability of the amount. There were
no other satisfactory audit procedures that we could adopt in
relation to the recoverability of the amount due from Liaoning
Trust, which may have a consequential significant effect on the
Company's and the Group's loss for the year and the net assets of
the Company and the Group as at 31 December 2001.

Transformation Machinery Manufacturing Company Limited
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BASIS OF OPINION (Continued)

i

The appropriateness and adequacy of the provision for
non-recovery of loans to a third party company

As at 31 December 2000, the net assets of the Company and the
Group included loans to athird party company of Rmb96,000,000.
As we had been unable to satisfy ourselves that these loans were
recoverable, we had qualified our auditors' report in the previous
year. Details of our qualification were more fully explained in the
2000 annual report.

As explained in note 24 to the financial statements, the loans were
originally repayable on 15 September 1999. Both parties had
subsequently agreed to extend the loan repayment date to 31
December 2000 and certain property interests and shares in a
private company had been pledged as securities for the loans.
During the year ended 31 December 2001, the Company recovered
Rmb3,121,000 after exerting collection efforts, including taking
legal actions. At 31 December 2001, the Company made a
provision of Rmb62,879,000 against the outstanding balance of
Rmb92,879,000 of these |loans. However, as we have not been
provided with sufficient documentary evidence to assess the basis
on which the provision for non-recovery was made, we are unable
to satisfy ourselves whether or not the provision for non-recovery
of Rmb62,879,000 is appropriate or adequate. There were no other
satisfactory audit procedures that we could adopt to satisfy
ourselves as to the timing, appropriateness and adequacy of the
provision made, which may have a consequential significant effect
on the Company's and the Group's loss for the years ended 31
December 2000 and 2001 and the net assets of the Company and
the Group as at those dates.
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Electrical Transmission &

4.

Transformation

The appropriateness and adequacy of provision for
non-recovery of amounts due from a major
shareholder and other related companies

As at 31 December 2000, the net assets of the Group included
amounts receivable from the then holding company, NET and
companies related to NET of Rmb217,341,000. As no provision
for non-recovery had been made in the financial statements for the
year ended 31 December 2000, we had qualified our auditors'
report in the previous year. Details of our qualification were more
fully explained in the 2000 annual report.

The total amounts receivable from NET and other related
companies had increased to Rmb237,597,000 at 31 December
2001. As more fully explained in note 18 to the financial
statements, on 22 December 2000, NET and the Company has
reached a debt settlement agreement which stipulated that NET
might partially settle the indebtedness by way of asset transfers.
To date, the plan to partially settle the indebtedness by way of
asset transfersis still in progress. Having considered the ageing of
the trade debtors and the impact of these impending asset transfers,
the directors have made a provision of Rmb101,134,000 for the
amount that was considered to be irrecoverable. As we have not
been provided with sufficient documentary evidence to assess the
basis on which the provision for non-recovery was made, we are
unable to satisfy ourselves whether or not the provision for non-
recovery of Rmb101,134,000 is appropriate or adequate. There
were no other satisfactory audit procedures that we could adopt to
satisfy ourselves as to the timing, appropriateness and adequacy of
the provision made, which may have a consequential significant
effect on the Group's loss for the years ended 31 December 2000
and 2001 and the net assets of the Company and the Group as at
those dates.

Machinery Manufacturing Company Limited
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BASIS OF OPINION (Continued)

i

The appropriateness and adequacy of impair ment loss
on property, plant and equipment

As stated in note 12 to the financial statements, an impairment
review has been performed by the directors on the Group's
property, plant and equipment as at 31 December 2001. As aresult,
an impairment loss of Rmb154,383,000 has been recognised for
the year ended 31 December 2001. However, we have not been
provided with sufficient information and explanations to assess
the basis of the impairment review, we are therefore unable to
satisfy ourselves whether or not the recognition of impairment loss
of Rmb154,383,000 is appropriate or adequate. There were no
other satisfactory audit procedures that we could adopt to satisfy
ourselves as to the appropriateness or adequacy of the impairment
loss recognised on the property, plant and equipment of the Group,
which may have a consequential significant effect on the Group's
loss for the year and its net assets as at 31 December 2001.

The appropriateness of write-down of inventories

A write-down of inventories of Rmb57,088,000 has been
recognised for the year ended 31 December 2001. However, we
have not been provided with sufficient information and
explanations to assess the basis of the write-down, we are therefore
unable to satisfy ourselves whether or not the recognition of the
write-down of Rmhb57,088,000 is appropriate. There were no other
satisfactory audit procedures that we could adopt to satisfy
ourselves as to the appropriateness of the write-down of inventories
of the Group, which may have a consequential significant effect on
the Group's |oss for the year and its net assets as at 31 December
2001.
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Northeast Electrical Transmission &

The fairness of the amounts of prepaymentsand trade
creditors and the recoverability of prepayments

As at 31 December 2001, the Group's balance sheet items
"Deposits, other debtors and prepayments,” and "Trade creditors"
included amounts of Rmb260,705,000 and Rmb211,446,000
respectively, which were related to purchases of goods. The amount
of Rmb260,705,000 included in "Deposits, other debtors and
prepayments” represented advance payments made to suppliers,
whilst the amount of Rmb211,446,000 included in "Trade
creditors" represented estimated amounts payable to suppliers for
goods received but for which suppliers' invoices had not yet been
received. Certain amounts included in "Trade creditors" should
have been set off with their corresponding prepayments but the
relevant amounts to be set off could not be readily identified and
has not been done. As a result, we are unable to satisfy ourselves
that the amounts of prepayments of Rmb260,705,000 and “Trade
creditors” of Rmb211,446,000 are fairly stated. In particular, due
to the limited amount of information provided to us in respect of
these prepayments, we are unable to satisfy ourselves whether
these prepayments are recoverable. There were no other
satisfactory audit procedures that we could adopt to satisfy
ourselves as to the fairness of the amounts of "Deposits, other
debtors and prepayments" and "Trade creditors” and as to the
recoverability of "Deposits, other debtors and prepayments", which
may have a consequential significant effect on the Group's loss for
the year and its net assets as at 31 December 2001.

Transformation Machinery Manufacturing Company Limited
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BASIS OF OPINION (Continued)

8.  Outstanding litigations

As explained in notes 33 and 34 to the financial statements, the
Company acted as guarantor of bank loans totalling
Rmb50,000,000 granted to certain related parties. Due to the
inability of these related parties to repay the bank loans on the due
dates, the Company, as guarantor of these bank loans, has been
named as the co-defendant in the claims made by the lenders of the
bank loans to these related parties. During the year, the aggregate
amount being claimed by the lenders against the related parties
and the Company comprised a principal of Rmb46,400,000 and
the related interests. No provision for any loss in respect of any
claims has been made in the financial statements. As no legal
opinion or other sufficient documentary evidence has been
provided to us for the assessment of the possible impact of these
claims to the financial statements, we are unable to determine if
any provision for loss arising is necessary. Any provision found to
be necessary might have a consequential significant effect on the
Company's and the Group's loss for the year and the net assets of
the Company and the Group as at 31 December 2001.

In forming our opinion we also evaluated the overall adequacy of
presentation of information in the financial statements. We believe that
our audit provides a reasonable basis for our opinion.

DISCLAIMER OF OPINION

Because of the significance of the possible effects of the limitations in
evidence available to us as mentioned in the above paragraphs, 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 Company and the Group as
at 31 December 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.

Moores Rowland
Chartered Accountants
Certified Public Accountants
Hong Kong

18 April 2002
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