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AUDITORS” REPORT TO THE MEMBERS OF
CHINA LOGISTICS GROUP LIMITED
(Incorporated in Hong Kong with limited liability)

We have audited the financial statements on pages 41 to
121 which have been prepared in accordance with accounting

principles generally accepted in Hong Kong.

Respective responsibilities of directors and
auditors

The Companies Ordinance requires the directors to prepare
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 (“HKSA”), 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 Company’s and
the Group’s circumstances, consistently applied and

adequately disclosed.
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China Logistics Group Limited

TEYMAEEARRAA

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 because of the following matters:

1. As more fully explained in Note 1(b) to the financial
statements, there were several changes to the board of
directors of the Company during the year and
subsequent to the year end. The present board of
directors of the Company has represented that all
transactions entered into in the name of the Company
and its subsidiaries during the year have been
appropriately included in the financial statements,
except for the items referred to in 2. below. We have
accordingly been unable to obtain full representations
from the directors for the purposes of our audit. We
were also unable to assess the completeness and

accuracy of related party disclosures.

2. Statement of Auditing Standards 450 “Opening
Balances and Comparatives” issued by the HKSA
requires that the auditors obtain sufficient audit
evidence that opening balances do not contain
misstatements which materially affect the current year
financial statements. We have considered the adequacy
of the disclosures made in the financial statements
concerning losses incurred by the Group in connection

with:

(a) a provision in the amount of HK$358,445,000
against payments made by the Group in the
current year to Sharp Class International Limited
(“Sharp Class”), a company apparently
unconnected with the Group, and classified by
the Group as a receivable. The amounts paid
to Sharp Class appear to have been funded by
settlement in the current year of other
receivables which were carried forward from
31 March 2001. We have not been able to verify
whether or not these transactions are related;
and
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a provision against payments made totalling
HK$232,657,000, HK$200,000,000 of which
was classified by the Group as a deposit at 31
March 2001, paid to Sharp Class International
Limited, as collection agent, in connection with
the purchase of an exclusive right to enter into
negotiation with China National Container
Corporation (“CNCC”) for the acquisition of a
substantial stake in a logistics and distribution
network joint venture in the People’s Republic
of China (“PRC”). As more fully disclosed in
Note 20(b) to the financial statements, CNCC
have advised that they have not received such

payments; and

an impairment charge in the amount of
HK$428,999,000 against the carrying value of
an intangible asset relating to a service contract
entered into by the Group with Huatong Heat
Energy Technique Company Limited (“Huatong
Heat”), a company connected with the Group,
for the provision of management and technical
services relating to the supply, installation and
management of heating systems by Huatong
Heat in the PRC. As more fully disclosed in
Note 13 to the financial statements, the directors
consider that there may have been irregularities
in relation to the guaranteed minimum income
received in previous years in connection with
the Huatong Heat contract, the proceeds of
which appear to have been remitted out of the

Group shortly after receipt.

The above provisions and impairment charge have

been recorded in the current year but may well relate

to and should have been recorded in prior years. It

was not possible for us to perform the auditing

procedures necessary to obtain sufficient appropriate

audit evidence concerning these charges in the year

ended 31 March 2002 and whether or not these

amounts were correctly included as assets in preceding

years’ financial statements. Accordingly, we were

unable to confirm that comparative figures as at 31

March 2001 are fairly stated.
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We have not been able to verify the Group’s title to
certain land in Suzhou, PRC, held through a 71%
subsidiary (with the remaining 29% held by a Chinese
party), on which buildings with net book value of
HK$50,722,000 (cost of HK$70,333,000 less
accumulated depreciation of HK$19,611,000) have
been erected, because the relevant PRC authority has
yet to give its formal approval. It is the responsibility
of the Chinese party to ensure that the appropriate
land use rights certificate is granted. However, to date
this formality has not been completed. As a
consequence, we were unable to determine if the net
book value of the buildings should be written down
and whether or not liabilities would have to be accrued
in the financial statements for restoration costs that
would be incurred in returning the land to the PRC

govern ment.

The following amounts in respect of the Group’s
associates have been included in the financial

statements based on unaudited management accounts:

J share of results of the associates amounting to
a loss of HK$6,980,000 included in the
consolidated profit and loss account for the year
ended 31 March 2002; and

. share of net assets of an associate, Goodwill
(Overseas) Limited, of HK$197,967,000
included in the consolidated balance sheet as
at 31 March 2002.

We were unable to obtain sufficient information and
explanations to satisfy ourselves that such amounts

were fairly stated in the financial statements.

China Logistics Group Limited

TEYMAEEARRAA
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As more fully explained in Note 18 to the financial
statements, the interest in associate relates to a 32%
interest held by a subsidiary in Goodwill (Overseas)
Limited. The company’s only activity apparently is the
holding of a 95% interest in a Shanghai property
development via a Macau incorporated company;
however, its financial statements have not been
audited. Financial statements in respect of the Shanghai
property development have been audited by PRC

auditors, whose report was unqualified.

Any adjustments in respect of the foregoing items may have
consequential significant effects on the Group loss for the
year and net assets at 31 March 2002 and 31 March 2001.

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

basis for our opinion.

Fundamental uncertainty relating to the going
concern basis

In forming our opinion, we have considered the adequacy of
the disclosures made in the financial statements concerning
the Company’s and the Group’s deficiency of net current
assets amounting to HK$10,566,000 and HK$229,252,000,
respectively, and the Company’s and the Group’s ability to
continue as a going concern, the validity of which assumption
for the preparation of the financial statements depends inter
alia on the Company and the Group obtaining continuing
financial support from the prospective new controlling
shareholder of the Company or significantly reducing the

Company’s and the Group’s level of operating costs.

We consider that the fundamental uncertainty has been
adequately accounted for and that sufficient disclosures of
the details of the circumstances relating to this fundamental
uncertainty have been made in Note 3 to the financial

statements. Our opinion is not qualified in this respect.
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China Logistics Group Limited
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Qualified opinion: Disclaimer on view given by
financial statements

Because of the significance of the possible effects of the
limitations in evidence available to us set out in the basis of
opinion section of our audit report above, we are unable to
form an opinion as to whether the financial statements give
a true and fair view of the state of the affairs of the Company
and the Group at 31 March 2002 and of the loss and cash

flows of the Group for the year then ended.

In respect alone of the limitations on our work as set out in

the basis of opinion section of this report:

J we have not obtained the information and explanations
that we considered necessary for the purpose of our

audit; and

o we were unable to determine whether proper books

of account have been kept.

Moore Stephens
Certified Public Accountants
Hong Kong, 22 November 2002




