REPORT OF THE AUDITORS

TO THE SHAREHOLDERS OF CIL HOLDINGS LIMITED
(Incorporuted in Bermudau with limited liubility)

We have audited the finunciul stutements on puyes 40
to 126 which huve been prepured in uccordunce with
uccouhting principles yenerdlly uccepted in Hony Kony.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS
AND AUDITORS

The Hony Kony Compunies Ordinunce reyuires the
directors to prepure finunciul stutements which yive u
true und fair view. In prepuring finunciul statements which
give u frue und fuir view it is fundumentul that
uppropriate uccounting policies ure selected und upplied
cohsistently.

It is our responsibility to form un independent opinion,
bused on our uudit, on those stutements und to report
our opinion to you.

BASIS OF OPINION

We conducted our uudit in uccordunce with Stutements
of Auditing Stundurds issued by the Hony Kony Society
of Accountunts, except thaut the scope of our work wus

limited us expluined below.

An dudit includes exuminution, on u test busis, of
evidence relevunt fo the umounts and disclosures in the
finunciul statements. It dlso includes un ussessment of
the significant estimates und judgements mude by the
directors in the prepurution of the finunciul statements,
und of whether the uccounting policies ure uppropriute
to the compuny’s circumstaunces, consistently applied und

udeyuutely disclosed.

We plunned our uudit so us to obtuin dll the informution
und explunutions which we considered hecessury in order
to provide us with sufficient evidence to ygive reusonuble
ussurunce us to whether the financiul stutements ure free
from material misstautement.
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BASIS OF OPINION (continued)

However, the evidence uvuiluble to us wus limited due
to the followiny:

Scope limitations arising from the prior year’s audit scope
limitations affecting opening balances and comparative
figures

We druw your uttention to the fact that the financiul
statements for the yeur ended 30 June 2001 were uudited
by unother firm of uccountunts. Their uudit report, duted
25 Januury 2002, stuted they were unuble to form un
opinion on the finunciul statements due to the possible
effect of the limitation in evidence uvuilable for audit
purposes. Any udjustment found to be necessury to the
opehniny net ussets of the group und the compuny would
huve u conseyuentiul effect on the results of the yroup
und the compuny for the yeur ended 30 June 2002.
Therefore, we dre unuble to express un opinion of the
figures brought forwurd as at 1 July 2001 und the
compurutive figures included in these fihunciul
statements.

Scope limitations arising from the current year’s audit
an Property, plant and equipment

With reference to property, plunt and equipment
with currying dumount of Jpproximutely
HKS$4,041,000 ut the yeur end dute, we were
uhuble to obtuin sufficient evidence to verify the
vuluution, existence und owhership of the ussets,
in uddition, we were unuble to defermine whether
the depreciution of HK$1,045,000 were correctly

churyed during the yeur,

As u result, we were uhuble to sutisfy ourselves
thut the ussets had been fuirly stuted und properly

uccounted for in the finuncidl stutements.
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BASIS OF OPINION (continued)

Scope limitations of disagreement

@)

(€

Interests in subsidiuries

The consolidution of a subsidiary, Goldhill
Merchundising Inc. ("Goldhill”), wus bused on the
muhuyement accounts provided by the
maunugement und there were no uudited finuncial
stutements avdiluble for our inspection or
verificution, therefore, we dre unuble fo sutisfy
ourselves that the results und stute of uffuirs of this
investment wus fuirly stated in the consoliduted
financiul statements for the yeur ended 30 Juhe
2002.

Furthermore, there wus no sufficient evidence
avuiluble for us to verify the ownership und
percentuye of eyuity held by the group in respect
of Goldhill.

As u result, we ure unuble to sutisfy ourselves thut
the interests in the subsidiary had been properly
uccounted for, the informution of the subsidiury
properly disclosed in the finuncial stutements und
the results and the stute of uffuirs of these
investments fuirly stuted in the financial stutements.

Interests in ussociutes

Durinyg the yeur, the compuny ucyuired interest in
un ussociuted compuny, EM R A EHAKEER A
7 CEMFR" for a consideration of HK$21 million.
There were no finunciul due diligence procedures
completed ut the dute of ucquisition. We huve
been unuble to curry out uny audit procedures to
uscertain the fuir value of the identifiuble ussets
und liubilities of the ussociute. As u result, we ure
uhuble to sutisfy ourselves that the cost of
investment in &M AR of HKS21 million hus been
fairly stated.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

3

Interests in ussociutes (continued)

Neither the uudited finunciul statements nor
maunugement uccounts of three ussociutes named
Hightor Enterprises Limited (“Hightor”), & /N B& H7 5l
BEBRAR CEMRETE"), BMMRR, are availuble
for our inspection in reyurd to the finuncial results
unhder eyuity uccounting method. Thus, results of
the ussociutes under eyuity accounting method
had not been prepured us required by Stutement
of Stundurd Accounting Pructice ("SSAP”) 10,
“"Accounting for investments in ussociutes”, issued

by the Hony Kony Society of Accountunts.

There wus no sufficient evidence uvuiluble for us
to verify the percentuyge of eyuity held by the
compuny in respect of Hightor; the ownership and
percentuye of eyuity held by the compuny in
respect of EMEHT Sl und B MR .

As u result, we ure unuble to sutisfy ourselves thut
the interests in these ussociutes were properly
uccounted for und the finuncial information of
these ussociutes wus properly disclosed in the
finunciul stutements. In auddition, we dre unuble
to sutisfy ourselves thut the impuirment losses had

been udeqyuutely provided for.

B ET R EF

BRzER @

TRABRZEERH (&

3

REZ N2 EE (&)

AEZEMARENES=BHE 28—
Hightor Enterprises Limited
(THightorl) ~ BMRET B B R
DR (TEMERETH) R E MR 2 &
ERMBRRAREERE UREBES
S EERRE2MBEE Bt
BENRZEBERERBESBSM
NERMZEFERERN ([EFEK
ERDEIORHEARAREZE
RE|ZRENERET ERE -

FREMIERHBERE BELH
RHightorz HFRBDE - UKk B2
AP IN BR AT S I B M ROR < HE A
RERBDL

Hit - AR REEARZEHE
RAZEBUARZERE QR UK
ERRTEEBRYBRRPIIER
REE o LEO - ANELBAT R BE S MRRLE
EFERARBERMDEE -




REPORT OF THE AUDITORS

BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

(C))

4

Interests in jointly controlled entity

Since the finunciul stutements of the jointly
controlled entity (note 15), BEBHTREHEREAF
FRATE ("FAEH/FF") were hot uudited by us und
there were no uudited finunciul stutements und
maunugement uccounts uvuiluble for our
inspection, the yroup shured the results of the
jointly controlled entity up to 30 Juhe 2000 only.
Financiul results for two yeurs ended 30 Junhe 2002
under eyuity uccounting method had not been
tuken up by the group. This is hot in uccordunce
with SSAP 21, “Accounting for interests in joint
ventures”.

In addition, there wus nho sufficient evidence
avuiluble for us to verify the ownership und
percentuye of equity held by the group in B 2§
3.

As u result, we ure unuble to sutisfy ourselves thut
the interests in jointly controlled entity had been

properly uccounted for und informution properly
disclosed in the finunciul stutements.

Investments in securities

In the ubsence of sufficient evidence uvdiluble
for us, we dre not uble to verify the costs,
owhership und percentuye of equity held by the
group in the equity securities listed in overseus und
Hony Konhy with the cuarrying vualue of
upproximutely HK$2,083,000.

In addition, there wus ho disclosure in respect of
the detdils of the investees with currying vulue
exceediny 10% of the totul ussets of the group. It
wus hot in compliunce with section 129 of the Hony
Kong Compunies Ordinunce.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

(6))

©)

Investments in securities (continued)

As u result, we ure unuble to sutisfy ourselves thut
the currying vulue of investments in securities hud
been fuirly stated und properly uccounted for und
the informuation properly disclosed in the finunciul
statements.

Goodwill

Goodwill of the yroup us stated in consoliduted
bulunce sheet, urose from the acquisition of u
subsidiury humed Goldhill during the yeur ended
30 Junhe 2001. As stuted in the auditors’ report for
the financiul stutements for the yeur ended 30
June 2001 issued by unother firm of uccountunts,
such goodwill wus not properly uccounted for
becuuse of insufficient uvuiluble evidence
demonstruting the reusonubleness of useful life of
the gyoodwill und if uny provision for impuirment
losses is reyuired. In the ubsence of relevunt
upduted evidence, we were unuble to determine
the reusonubleness of useful life of the goodwill
und whether there wus impuirment loss thut should
be provided.

As u result, we ure unuble to sutisfy ourselves thut
the currying vulue hud been fuirly stuted.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

7)

®

Inventories

Included inh inventories of upproximautely
HK$2,538,000, ubout HK$2,317,000 wus reflected in
the finuncial statements of AVT Electronics Limited
that wus not audited by us.

The inventories of upproximutely HK$221,000
included in the consoliduted bulunce sheet were
not supported by sufficient evidence for us to
exumine the bulunce us ut 30 June 2002 und verify
the ownership und existence. As u result, we ure
unuble to verify the owhership aund existence of
these inventories und whether the umount hud
been fdirly stuted.

Accounts receivuble

The yroup hud dccounhts receivuble of
upproximutely HK$4,239,000 of which provision for
bud und doubtful debts of upproximutely
HK$3,671,000 hud been mude. There wus no
sufficient evidence for us to verify the bualunces of
uccounts receivuble. We were unuble to curry out
the dudit procedures thut we considered
necessury to confirm the existence, uccurucy und

completeness of the bulances.

As u result, we ure unuble to sutisfy ourselves thut
the existence und the currying umounts of the
debts ure fuirly stuted and whether the provision
for bud und doubtful debts hus been properly
mude.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

€2

(10

Amount due from wihding up compdunies

The yroup und the compuny had umount due from
windiny up compunies of upproximutely HK$300
million und 235 million respectively. Full provision
for bud und doubtful debts hud been mude. There
wus ho sufficient evidence for us to verify the
baulunces. We were unuble to curry out the audit
procedures thut we considered necessury to
confirm the existence und vuluution of the
bulunces. As u result, we ure uhuble to sutisfy
ourselves thut the existence und the cuarryiny
umount of the debts und whether the provision
for bud und doubtful debts hus been properly
mude.

Prepayment, deposits und other receivables

The ygroup und the compuny hud prepuyment,
deposits und other receivubles of upproximutely
HKS$151,758,000 und HK$98,855,000 respectively.
There wus no sufficient evidence for us to verify
und confirm the existence of the bulunces. We
were unhuble to carry out the audit procedures thut
we cohsidered nhecessury to confirm the
completeness, uccurucy und existence of the

balances.

As u result, we ure unuble to sutisfy ourselves
whether the umount had been fuirly stated.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

an

(12)

(13

Cush ut bunk und in hand

The group und the compuny hud cush ut bunk
und in hund of upproximautely HK$22,000 und
HK$13,000 respectively. There wus no sufficient
evidence for us to verify und confirm the existence
of the bulunces. We were unuble to curry out the
audit procedures thut we cohsidered hecessury
to confirm the existence, completeness und

uccurucy of the bulunces.

As u result, we ure unuble to sutisfy ourselves
whether the cush and bunk bulunces had been
fairly stated.

Accounts puyuble

The yroup hud uccounts puyuble of upproximutely
HK$7,881,000. We were unuble to curry out the
audit procedures thut we cohsidered hecessury
to confirm the existence, uccurucy und
completeness of the bulunces. As u result, we are
unuble to sutisfy ourselves whether these debts had

been fdirly stuted.

Accrudls, other payuble und deposits received

The group und the compuhny hud uccruuls, other
puyuble und deposits received of upproximutely
HK$142,193,000 und HK$72,896,000 respectively.
There wus no sufficient evidence uvuiluble for us
to verify the existence, uccurucy und
completeness of these bulances. As u result, we
are unuble to sutisfy ourselves thut these debts

had been fuirly stuted.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

(4

(15)

(16)

Interest puyuble oh secured unhd uhsecured
borrowings

The yroup hud interest puyuble on secured und
unsecured borrowings of upproximutely HK$365,000
und HK$4,931,000 respectively. We were unuble to
curry out the uudit procedures that we considered
necessury to verify the existence, uccurucy und
completeness of these bulances. As u result, we
are unuble to determine whether interest payuble
on secured und unsecured borrowinys hus been
correctly stated und no understutement of

ligbilities.

Interest bedring borrowings

The yroup und the compuny hud interest beurinyg
borrowinygs of upproximutely HKS64,166,000 und
HK$59,535,000 respectively. There wus ho sufficient
evidence for us to verify these buluances. We were
uhuble to curry out the uudit procedures thut we
considered hecessury to confirm the existence,
uccurucy und completeness of the bulunces. As
u result, we ure unuble to sutisfy ourselves whether

interest bedring borrowings have been fuirly stated.

Due to wihdihg up subsidiaries aund due fto
subsidiaries

The group hud umounts due to winding up
subsidiuries of upproximutely HK$79,289,000 und
the compuny hud umounts due to subsidiaries of
upproximautely HK$489,000 ut the bulunce sheet
dute. There wus no sufficient information availuble
for us to verify the existence, uccurucy und
completeness of these bulances. As u result, we
are uhuble to sutisfy ourselves whether the bulance
of these debts hus been fuirly stuted.
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BASIS OF OPINION (continuea) BRZzZE®R &)

Scope limitations of disagreement (continued) ARABRZEERE (&

(17)  Provision for taxation (17) HEHEE
The group hud provision for tuxution of EXEEEHEBERELN.434,000%
approximately HK$1,434,000. We were unuble to TC o AZBENRER R B ERETAE
curry out the uudit procedures thut we considered BREMRABREZERER - Bt -
necessury to verify the bulunce. As u result, we AZEMARERENERELSSTEN
ure uhuble to determine whether the provision for REHKESDATFHES o
tuxation hus been udeyuutely mude und the
balance fuirly stuted.

(18) Due to directors (18) ENEEHE
The group und the compuny had umount due to EEER EQATBREESESHE
directors of upproximutely HK$290,000 und 2 Bl £3290,0005% Jt % 28,000 JT ©
HK$28,000 respectively. There wus ho sufficient TZEMARENEEHABEREZSE
information avuiluble for us to verify the existence, EREEM  ERUERTEME -
uccurucy und completeness of these bulunces. I NZBEREEEMNZEER2E
As u result, we ure unuble to sutisfy ourselves BRITAFH 25 o
whether the bulances of these debts have been
fairly stated.

(19)  Commitments (19) RIE
There wus nho sufficient information avuiluble for TEZEMRERHERETERUR
our review to verify the completeness of cupital BEARKLERNAEZTEM -
und operuting leuse commitments.
As u result, we ure unuble to determine whether Hit » NZBEIREBREMBRIER
ull the commitments had been properly disclosed RERMBERRPBEEHHIFE -
in the financial statements.

(20) Reluted puarty transactions 20) BEALXEZ

There wus no sufficient information uvailable for
our review to determine the completeness of

disclosure of reluted purty fransuctions.

As u result, we dre unuble to determine whether
all the reluted purty fransactions haud been
properly disclosed in the financiul statements.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

@n

(22)

23)

Contingent liabilities

There wus ho sufficient informution avdiluble for
our review to verify the completeness of disclosure

of contingent liubilities.

As u result, we dure unuble to determine whether
the contingent liubilities hud been properly
disclosed in the finunciul stautements.

Post bulunce sheet events

The books und records of the yroup und the
compuny have not been fully updauted subseqyuent
to the bulunce sheet dute. Therefore we were
uhuble to curry out the uudit procedures thut we
conhsidered necessury to complete our review the
subseyuent events of the bulunce sheet dute ut
30 Juhe 2002 up to the dute of this auditors’ report.

Disposaul of subsidiary

The ygroup hud disposed of u subsidiary at u
consideration of upproximutely HK$2,778,000 duriny
the yeur ended 30 June 2002. There wus no originul
sule unhd purchuse ugreement uvduiluble for our

review to verify the sules proceeds.

As u result, we ure unuble to sutisfy ourselves
whether the yuin on disposul of u subsidiury
umounting to HK$1,221,000 hus been fuirly stuted
und the detuils of the disposul properly disclosed.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)

24

(25)

Guin arising from windihg up subsidiary

The compuny disconsoliduted u windihy up
subsidiury during the yeur. There wus ho sufficient
information to verify the net ussets of the subsidiury

oh the dute of disconsolidution.

As u result, we ure unuble to sutisfy ourselves
whether the guin on disconsolidution of
upproximutely HK$2,539,000 hus been fuirly stuted
und the detuils of disconsolidution properly

disclosed.

Revehue uhd expehses

Since u mujor portion of the books und uccounting
records of the yroup und the compuny have not
been uvdiluble for our exuminution, we were
unhuble to curry out the necessury audit procedures
that we considered nhecessury to complete our
audit so us to ensure the completeness of revenue
und expenses. The other revenue und operutiny
expenses thut we were unuble to verify amounted
to upproximutely HKS$15,628,000 wund
HK$156,422,000 respectively.

In uddition, owing to the ubsence of sufficient
finuncial information, we dre unuble to sutisfy
ourselves whether these finunciul stutements hud
properly disclosed the segment unulysis of the
group unhd significant cuteyory of revenue
recoyhised in the financiul stutements in
uccordunce with the disclosure requirements of
SSAP 26 “Seyment reporting” and SSAP 18

“"Revenue”.
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BASIS OF OPINION (continued)

Scope limitations of disagreement (continued)
(25) Revehue unhd expehses (continued)

As u result, we ure unuble to sutisfy ourselves us to
the completeness of the revenue und expenses,
whether these had been properly disclosed in the
und there wus no

finunciul statements

misstatement of the revenue und expenses.

In forming our opinionh we ulso evuluuted the overdll
udeyuucy of the presentution of informution in the
financiul stutements. We believe that our audit provides
u reusonuble busis for our opinion.

Fundamental uncertainty

In forming our opinion, we huve considered the significant
uccumuluted losses of the yroup ut the bulunce sheet
dute. As described in note 1(b) of the finunciul
statements, the finunciul stutements have been prepured
on yoiny conhcern busis. We consider thut the
fundumentul uhcertuinty huas been udeyuutely
uccounted for und disclosed in the finunciul stutements

und our opinhion is hot yuulified in this respect.
DISAGREEMENT OF ACCOUNTING TREATMENT

Consolidution of Goldhill’s finuncial results only included
the consolidution of bulunce sheet but hot the income
stutement. Insteud of shurinyg the profit from Goldhill, the
compuny received u yuuruntee income of upproximutely
HK$4,167,000 from Goldhill und such gudurantee income
wus included in the consoliduted income statement us
other revenue. Therefore, no consolidution of income
statement but bulunce sheet of Goldhill wus mude. This
uccounting tfreutment wus not in uccordunce with SSAP
32 "Consoliduted finunciul stutements und uccounting

for investments in subsidiuries”.
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REPORT OF THE AUDITORS

DISAGREEMENT OF ACCOUNTING TREATMENT

(continued)

Besides, us set out in the yroup’s uccountinyg policy in
note 2(y), the consolidation of bulunce sheet of Goldhill
wdus not trunslated ut the rute prevdiling at bulunce sheet
date. This uccounting freatment was not in uccordunce
with SSAP 11 “Foreign currency frunslation”.

Due to the scope limitutions us mentioned in the busis of
opinion section ubove, we huve been uhuble to yuuntify
the effects of the depurture from the provisions und
requirements us stipulated in SSAP 32 und 11.

Disclaimer of opinion

Becuuse of the sighificunce of the possible effect of the
limitation in evidence uvdiluble to us und hon-compliunce
with SSAP 10, 11, 18, 21, 26 und 32 und Section 129 of the
Hony Kohy Compunies Ordinunce us referred to in the
busis of opinion section ubove, we ure uhuble to form
un opihion us to whether the finunciul stutements yive u
frue und fuir view of the stute of the uffuirs of compuny
und of the group us ut 30 June 2002 or of the yroup’s
loss und cush flows for the yeaur then ended und us to
whether the financiul stutements huve been properly
prepured in uccordunce with the disclosure requirements
of the Hony Kohy Compunies Ordinunce. In view of the
serious scope limitations, we dre unuble to form un
opinion for compliunce with Compunies Ordinunce.

In respect ulone of the limitation on our work reluting to
the mutters us set out in the busis of opinion section of
this report:

QD) we have not obtdined ull the information und
explunutions that we considered hecessury for the
purpose of our uudit; and

2) we were uhuble to determine whether proper
books und records hud been kept.

Charles Chan, Ip & Fung CPA Lid.
Certified Public Accountants
Hony Kony, 31 July 2003

Chan Wai Dune, Charles
Practising Certificate Number PO0712
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