REPORT OF THE AUDITORS

CIL HOLDINGS LIMITED
(INCORPORATED IN BERMUDA WITH LIMITED LIABILITY)

We have audited the finunciul stutements on puyes 29
to 91 which have been prepured ih uccordunce with
uccouhting principles yenerdlly uccepted in Hony Kony.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS
AND AUDITORS

The Compuny’s directors ure responsible for the
prepurution of finunciul stutements which give d true und
fuir view. In prepuring financiul stutements which ygive u
true und fair view it is fundumentul that appropriute

uccounting policies ure selected und upplied conhsistently.

It is our responsibility to form un independent opinion,
bused on our uudit, on those finuncial stutements und fo
report our opinion solely to you, us u body, und for ho
other purpose. We do hot ussume responsibility fowards
or uccept liubility to uny other person for the contents of

this report.
BASIS OF OPINION

We conducted our uudit in uccordunce with Stutements
of Auditing Stundurds issued by the Hony Kony Society
of Accountunts, except thut 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 judgyements mude by the
directors in the prepurution of the finunciul statements,
und of whether the uccounting policies ure uppropriute
to the circumstunces of the Compuny and the Group,
consistently upplied und udeyuutely disclosed.
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BASIS OF OPINION (Continued)

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 yive reusonuble

ussurunce us to whether the financial stutements ure free

from muterial misstutement.

However, the evidence uvuiluble to us wus limited

becuuse due to the followiny:

4

(2

Scope limitations arising from the prior year’s audit
scope limitations affecting opening balances.

We drauw your uttention to the fuct that the
auditors’ report for the yeur ended 30 June 2002
duted 31 July 2003, stuted thut we were unuble to
form un opinion on the finunciul stutements due
to the possible effect of the limitation in evidence
avuiluble for uudit purposes. Any udjustments
found to be hecessury to the respective openinyg
bulunces of the nhet liubilities of the Group und
the net ussets of the Compuny would have u
cohseyuentiul effect on the results of the Group
und the Compuny for the yeur ended 30 June
20083.

Interests in a subsidiary

There were neither audited finunciul stutements
nor other finunciul information uvuiluble of d
subsidiary, Goldhill Merchundising Inc. ("Goldhill”).
The books und records of Goldhill were not
avuiluble for our uudit purposes. We have been
unhuble to curry out ulternative uudit procedures
necessury to confirm the existence, owhership und
currying value of the investment.
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BASIS OF OPINION (Continued)
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Interests in a subsidiary (Continued)

The consolidution of Goldhill wus bused on the
uhuudited munuygement uccounts of Goldhill for
the yeur ended 30 June 2002, unhd the
cohsoliduted finunciul statements only
incorporuted the bulunce sheet of Goldhill us set
out in hote (1)(d)(ii) to the fihnunciul stutements.
This uccountinyg treutment waus not in compliunce
with SSAP 32 "Consoliduted finunciul stutements
und uccounting for investments in subsidiaries”. We
have been uhuble to cuarry out the audit
procedures we cohsidered necessury to sutisfy
ourselves that dll the items of the bulunce sheet
of Goldhill included in the consoliduted bulunce
sheet us ut 30 June 2003 ure fuirly stated.
Furthermore, the consolidution of the bulunce
sheet of Goldhill wus not frunslated at the rutes
prevuiling ut the bulance sheet dute us set out in
the Group’s uccounting policies note 2 (y) to the
finunciul stutements. This uccounting freutment
wus not in uccordunce with SSAP 11 “Foreign
currency translation”.

As u result, we ure unuble to sutisfy ourselves
whether the interest of the subsidiury hus been
properly uccounted for, whether the information
of the subsidiury hus been properly disclosed in
the finunciul statements, and whether the stute of
uffuirs of the Group und the Compuny us ut 30
June 2003 und the results and cushflows of the
Group for the yeur then ended huve been fuirly
stated in the finuncial stutements.
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BASIS OF OPINION (Continued)

&)

Interests in associates

The Group mude investments in three ussociutes,
numely Hightor Enterprises Limited, (“Hightor”) /&
MEBEHTG BRI BR DA, and BEMRBEERKBERA
Alin previous yeurs. There were heither uudited
finuncial stutements nor other finuncial information
uvuiluble for these ussociutes. We huve been
unhuble to curry out ulternative uudit procedures
to confirm the existence, ownership und curryiny
vulues of these investments.

The investments in these ussociutes have been
uccounted for in the consoliduted finaunciul
stutements at cost, except for Hightor, with full
provision mude ayuinst the investment cost in
previous yeur, This uccounting freatment was not
in uccordunce with SSAP 10 “Accounting of
investments in ussociutes”, which requires thut the
interests in ussociutes be uccounted for under the
eyuity method, incorporuting the shure of the post
ucyuisition results and the net ussets of these
ussociutes und uny provision for impuirment in

vulue.

As u result, we ure unuble to sutisfy ourselves
whether the inferests in ussociutes huve been
properly uccounted for, whether the financiul
information of these ussociutes hus been properly
disclosed in the finunciul stutements und whether
udeqyuute provision hus been made for impuirment
in vulue of these investments.

B ET R EF

BERZCER @)
(3) REEsFZES

EEERBEFERE=ZRKEE QA
(Bl Hightor Enterprises Limited
(MHightor]) ~ EMER Bl R HEBHR
REIREMNRRERKBFRDF ©
ZEBE N TN BLCERMBERERT
EHMBEER - EEREMEME
RERRBRRUEIAZSEREZEFRE
FRERKIREE -

BrHightorfh » REZSBE N 2IRE
EERRAEESHIBRERPIIE
YTREFERZEREFHTHE
B EEHERITHEGHER
EAEIRTHBEEARNREZS
Rl ZERRERBE AR 2ER
BRESEIER  MARGZEBED
AWBRXEREEFE  LFHR
(RS

Hilt o ARBET RS ARZE RS
44

ERNRACUBENRECEELRNY
BRETIKE  URZEREZHE
R2EECEMEE -

EREREAERAF  CIL

Holdings Limited

annual report 2003 4 ¥R



REPORT OF THE AUDITORS

BASIS OF OPINION (Continued)

1Y)
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Goodwill

Gooduwill urose from the ucqyuisition of u subsidiary,
Goldhill, during the yeur ended 30 June 2001. There
were nheither financiul informution avuailuble of
Goldhill nor other uudit procedures thut we could
udopt to ussess the currying vulue of yoodwill ut
HK$28,000,000 ut the bulunce sheet dute. We huve
been uhuble to sutisfy ourselves whether such
goodwill included in the financiul statements is
fairly stauted and whether udditionul provision is
reyuired for impuirment in vulue. Any udjustments
to this amount would huve significant effect on
the het ussets of the Group us ut 30 Juhe 2003
und the results of the Group for the yeur then
ended.

Prepayments, deposits and other receivables

Included in prepuyments, deposits und other
receivubles ure umounts due from vurious third
purty debtors totuling HK$135,586,000, out of which
HK$11,000,000 represented deposits puid by the
Group to ucyuire investments during the yeur. We
have nhot been provided with documentary
evidence to confirm the nature of the suid deposit
of HK$11,000,000 mude duriny the yeur und the
existence, uccurucy und completeness of these
bulunces of HK$135,586,000 ut the bulunce sheet
dute. We huve been unuble to sutisfy ourselves
whether these receivubles are fuirly stated in the

finunciul stutements und uny provision is required.

Any udjustments to these bulances would huve u
sighificant effect in the net ussets of the Group
und the Compuny us ut 30 June 2003, the results
und cushflows of the Group for the yeur then
ended.
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BASIS OF OPINION (Continued)
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Accounts receivable

Included in uccounts receivuble is u lony overdue
debt of HK$2,601,010 due from u debtor, uguinst
which no provision hus been mude in the finunciul
statements. Leyul proceedihys hus been
commenced to recover the umount due. We have
beenh unuble to sutisfy ourselves whether the
umount is recoveruble in full. Any adjustment to
the umount would have u conseyuentidl significant
effect on the net ussets of the Group us ut 30
June 2003 und the profit for the yeur then ended.

Subsequent events

The books und records of the Group have hot been
fully upduted subseqyuent to the buluhce sheet
dute due to the resighution of key members of
stuff in the uccounting department. Accordingly,
we were hot uble to curry out the uudit procedures
we cohsidered necessury to complete our review
of subseyuent events from the bulance sheet dute
up to the dute of our report. Such u review might
have resulted in udjustments to the stute of uffdirs
of the Group unhd the Compuny us ut 30 Junhe
2003 und the profit und cush flows of the Group
for the yeur then ended, us reported in these
finuncial statements und udditionul disclosures in

respect of non-udjusting events.
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BASIS OF OPINION (Continued)

®

Fundamental uncertainty relating to the going
concern basis

In forming our opinion, we have ulso considered
the udeyuucy of the disclosures mude in hote 1
(c) to the finunciul stutements, the financiul
stutements huve been prepured on u yoiny
conhcern busis, the vulidity of which depends on
the outcome of the disputed cluims us further
detuiled in hote 30 to the financiul statements und
fuhds beiny avdiluble to the Group to curry on its
business. The finunciul stutements do not include
uny udjustments that would result from the
crystullization of dll or some of the disputed cluims
und the fdilure to obtuin udeyuute funds fo curry
oh the business of the Group on u yoiny concern.
We consider thut uppropriate disclosures have
been mude but the uhcertuinty surroundiny the
circumstunces under which the Group might
successfully to udopt the yoiny concern busis ure
so extreme thut we discluimed our opinion.

In formihy our opinion we ulso evuluuted the
overull udeyuucy of the presentution of
informution in the finuncial statements. We believe
our uudit provides u reusonuble busis for our
opinion.
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DISCLAIMER OF OPINION

Becuuse of the sighificance of (u) the fundumentul
uncertuinty reluting to the yoing concern busis of the
Group, (b) the possible effects of the limitution in
evidence uvdiluble to us und (c) the hon-compliance of
SSAP 10, 11 und 32 reluting to the uccounting treutment
for interests in u subsidiary and ussociutes, us set out in
the busis of opihion Section of this report, we ure unuble
to form un opinion us to whether the financiul stutements
ygive u true und fdir view, in ull muteriul respects, of the
stute of the uffuirs of the Group us ut 30 June 2003 und
of the profit und cush flows of the Group for the yeur
then ended und us to whether the finuncial stutements
huve been prepured in uccordunce with the disclosure
requirements of the Compunies Ordinunce.

In respect ulone of the limitation on our work reluting to
the muatters 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 unhuble to determine whether proper

books of uccounts have been kept.

Charles Chan, Ip & Fung CPA Lid.
Certified Public Accountunts
Hony Kony, 31 March 2004

Chan Wai Dune, Charles
Practising Certificate Number PO0712
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