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Report of the PRC Auditors

i B 95 5 [2002) 58 A1875E

To the shareholders of Northeast Electrical Transmission &
Transformation Machinery Manufacturing Company Limited

We have accepted the appointment by the shareholders of the Company
to audit the balance sheet of the Company and the consolidated balance
sheet of the Company and its subsidiaries (the “Group”) as at 31
December 2001, profit and loss account and profit appropriation
statement of the Company and the Group and the cash flow of the
Company and the Group for the year then ended. These financial
statements are the responsibility of the Company. Our responsibility isto
express an audit opinion on the financial statements. Our audit was
conducted in accordance with China Certified Public Accountants
Independent Auditing Standards.

We have concerned with the matters as follows:-

1. The financial statements of the Company showed that the Company
incurred significant losses of Rmb166,840,000, Rmb363,600,000
and Rmb 803,810,000 for the years ended 31 December 1999,
2000 and 2001 respectively. Owing to the above significant |osses
incurred, the Company was not in compliance with certain
covenants in respect of a syndicated bank loan of US$40,000,000
(equivalent to Rmb331,064,000). The Company was unable to
repay the principal together with loan interest of the syndicated
bank loan. As aresult, a winding-up petition has been presented
against the Company pursuant to the Hong Kong legislation on 27
December 2001. In a high court proceeding held on 25 March
2002, the hearing of the petition was deferred to 29 April 2002. On
4 April 2002, the Company received another writ from the High
Court of the People of Liaoning Province (the “Liaoning Court”)
regarding the litigation initiated by the syndicate in respect of the
Company’s overdue loan. However, the syndicate’s lawyer has
already applied to the Court on 2 April 2002 for the adjournment
of the hearing of this case and to determine the next hearing after
two months later. The financial statements have been prepared on a
going concern basis. The validity of which depends on the
assumptions made by the Company that the Company would be
successful in agreeing with the syndicate the debt repayment
agreement by the date of approval of the financial statements;
improving the financial performance of the Company in 2002;
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 Company can be supported. Accordingly,
we have been unable to satisfy ourselves that the going concern
basis is appropriate.
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Asat 31 December 2001, the Company pledged along-term deposit
of US$20,000,000 (equivalent to Rmb165,532,000) with Liaoning
Trust and Investment Corporation (the “Liaoning Trust”) for
Liaoning Trust to guarantee the syndicated |oan from the syndicate.
The Liaoning Trust was formerly a registered non-bank financial
institution in the PRC. In November 2001, the People’s Bank of
China approved in withdrawing its [ 4 @ ## % A #F /& and
[ 4 Rl B8 25 3637 W% | . Its entire financial activities have also
been suspended with effect from the date of notice for aliquidation
process. The Company has since registered with this liquidation
division the deposit of US$20,000,000 previously place with
Liaoning Trust and provided the relevant proof of debt. The related
liquidation is still in progress. In the absence of sufficient and
essential documentary evidence, we have been unable to ascertain
whether the amount due from Liaoning Trust could be recoverable.

As at 31 December 2001, a major shareholder, NET and other
related companies owed to the Company amounting to
Rmb237,600,000. NET and the Company continues to execute the
debt settlement agreement entered in 2000, in which NET might
partially settle the indebtedness by way of asset transfer. Up to
date, the plan to partially settle the indebtedness by way of asset is
still in process. A provision of bad and doubtful debts of
Rmb101,130,000 was made against amount due from NET and
other related companies and was charged to profit and |oss account
for the year ended 31 December 2001. Before the year of 2001, the
Company did not make any provision for doubtful debts on the
abovementioned receivable. In the absence of sufficient and
essential documentary evidence, we have been unable to ascertain
the recoverability of the amounts due from NET and other related
companies and the basis of provision are appropriate and sufficient.

During the year ended 31 December 2001, a sum of
Rmb96,000,000 due from athird party to the Company in which
an amount of Rmb3,120,000 had been settled and the remaining
balances of Rmb92,880,000 have not been settled since then. The
loans were originally repayable on 15 September 1999. In
November 2001, the Company had initiated a writ of summons to
the court and notices were received from the “Intermediate
People’s Court in Shenyang, Liaoning Province” that the borrower
agreed to enter into a repayment agreement. Up to the date of
approval of the financial statements, the remaining balances of
Rmb92,880,000.00 have not been settled pursuant to the
agreement. Accordingly, provision of bad and doubtful debts of
Rmb62,880,000 was made against the remaining balances owed by
the third party. Prior to 2001, the Company did not made provision
for the amounts due. In the absence of sufficient and essential
documentary evidence, we have been unable to determine the
recoverability of the whether the amount and amount of provision
is appropriate and sufficient.
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During the year ended 31 December 2001, the Company had
recognised an impairment |oss on fixed assets of Rmhb154,380,000,
of which we have been unable to ascertain whether the impairment
lossis appropriate and sufficient due to in the absence of sufficient
and essential documentary evidence. The Company had made a
write-down of inventories of Rmb88,490,000. In the absence of
sufficient and essential documentary evidence, we have been
unable to ascertain whether the write-down of inventories of
Rmb57,090,000 is appropriate.

As at 31 December 2001, prepayments and accruals were included
in the balance sheet forming part of the Company’s “ prepayment,
deposits and other debtors” and its “trade creditors” respectively.
The prepayments represented advance payments made to suppliers
which the accruals represented amounts owed to suppliers for
goods received but suppliers’ invoices not yet received. The
accruals have been recognised in the trade creditors regardless
whether there were any prepayments made in respect of the same
batch of goods received. Accordingly, certain amounts included in
the accruals should be set off against their corresponding
prepayments. Owing to limitations of information provided to us
in respect of these prepayments and accruals, we have been unable
to determine the amounts to be offset among them. We have been
unable to determine the effect on the prepayment, accruals and
other related balances in the financial statements of the Company.

The Company acted as a guarantor for a 10-month loan amounting
to Rmb30,000,000 which has been entered into by NET and the
China Everbright Bank in June 1998. The Company has joint and
several liability for this loan. In December 2001, the China
Everbright Bank had commenced litigation against the Company
and NET for the repayment of loan principal of Rmb26,400,000
and related interest amount. Up to the date of approval of these
financial statements, the litigation is still in progress. In addition,
in April 1999, Shenyang Cable Company Ltd., a subsidiary of
NET, had entered into a bank loan agreement amounting to
Rmb20,000,000 with the Bank of China, Shenyang Branch, in
which the Company acted as the guarantor and hasjoint and several
liability. In July 2001, the Bank of China, Shenyang Branch
commenced litigation against the Company and that subsidiary of
NET for the repayment of the loan. On 2 July 2001, decision of the
Intermediate People’s Court in Shenyang, Liaoning Province was
as follows: following the Notice of [(2000)¥k £8 4] 7 5% 4225 3r.
% | made on 29 August 2000, Shenyang Cable Company Ltd. has
proceeded to declare a bankruptcy process. Pursuant to the
requirement of relevant legislation, the litigation initiated by the
Bank of China, Shenyang Branch was overruled. In the absence of
sufficient and essential documentary evidence, we have been
unable to determine the effect on the Company’s financial
statements in respect of the above guarantee.
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RMAEL > B EERFE > RM In our opinion, because of the significance of the matters referred
SR AR B g st R ERE to above paragraphs, we are unable to form an opinion on these
B financial statements of the Company.

G5B A R EEA A YueHua Certified Public Accountants Co., Ltd
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HE AR Certified Public Accountant
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