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Auditors’ report to the shareholders of
Hon Po Group (Lobster King) Limited
(Incorporated in the Cayman Islands with limited liability)

We have audited the financial statements on pages 43 to 103 which
have been prepared in accordance with accounting principles generally

accepted in Hong Kong.

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 statements and to report our opinion solely to you, as a
body, and for no other purpose. We do not assume responsibility towards

or accept liability to any other person for the contents of this report.

We conducted our audit in accordance with Hong Kong Standards on
Auditing issued by the Hong Kong Institute of Certified Public
Accountants. 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 judgements
made by the directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate to the
circumstances of the Company and the Group, consistently applied and

adequately disclosed.

We planned and performed 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. 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.
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In forming our opinion, we have also considered the adequacy of the
disclosures made in note 20 to the financial statements concerning the
proposed acquisition of the equity interests in the Coal Mine and Peat
Moss Mine in the PRC, and the basis of preparation of the financial

statements, respectively.

As disclosed in note 20, the Company as the acquirer, entered into a
conditional agreement dated 28 December 2005 (“Master Agreement”)
between two independent third parties (one as a Vendor and the other
as Guarantor individually and separately) and Newsummit Investments
Limited (“Newsummit”), under which, the Company agreed to acquire
60% equity interests in Newsummit at the consideration of
HK$5,100,000,000 for which, refundable deposits of HK$100,000,000
were paid by the Company upon signing the Master Agreement and the
balance will be settled by the Company by way of issuance of an
interest-free convertible note of HK$5,000,000,000. As security for
these refundable deposits of HK$100,000,000 paid, the Vendor has
pledged all the issued capital of Newsummit in favour of the Company.
Newsummit through its three 51%-owned subsidiaries (collectively the
“Newsummit Group”) is purported to hold an exploration right to a
Coal Mine (with a capacity of 800,000,000 tonnes of coal based on a
preliminary assessment) and an exploitation right to a Peat Moss Mine
(up to 5,000,000 tonnes of peat moss), both located in the Wushenqi
City of the Inner Mongolia Autonomous Region, the PRC. As disclosed
in note 20, the completion of the proposed acquisition of 60% equity
interests in Newsummit is conditioned upon the fulfillment, on or before
30 June 2006 (or such later date as may be agreed in writing between
the Company, Newsummit and the Vendor), of a number of conditions
precedent including but not limited to Newsummit Group having
obtained the legally valid exploitation license rights to exploit coal

from the Coal Mine.
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At the date of approving the financial statements by the directors of
the Company, Newsummit Group has been granted with two licence
rights to exploit and produce the peat moss at yearly production volume
of 200,000 tonnes at the Peat Moss Mine for two years from June 2005
to June 2007. The management of Newsummit Group expects that the
inspection pass from the environment administration and protection
authorities, and the production safety license will be granted to the
Peat Moss Mine. Based on a professional valuation report issued by an
independent valuer, Grant Sherman Appraisal Limited, on 18 April
2006, the fair market value of the Peat Moss Mine is approximately
RMB227 million (equivalent to approximately HK$218 million).

However, Newsummit Group has not yet obtained the exploitation
license rights and land use rights at the Coal Mine, the necessary
approvals such as the inspection pass from the environmental
administration and protection authorities, the relevant production safety
license and coal production license which are the pre-requisites for the
exploitation, production and sale of coal from the Coal Mine. The
directors of the Company have advised that when the exploration report
for the Coal Mine is issued in June 2006, Newsummit Group will
proceed to apply for all these necessary approvals and licenses for the
exploitation, production and sale of coal at the Coal Mine. The directors
of the Company believe that Newsummit Group will eventually obtain
all the necessary approvals and licenses, including but not limited to,
the exploitation and production rights for Coal Mine. In consequence,
the directors of the Company are of the opinion that there is no
impairment loss on the aforesaid deposits of HK$100,000,000 paid on

the proposed acquisition of 60% equity interests in Newsummit.

As disclosed in note 20, apart from the balance of consideration of
HKS$5 billion for the acquisition of 60% equity interests in Newsummit
to be settled by the Company by way of issuance of an interest-free
convertible note of the same amount, Newsummit Group will have
capital commitments of approximately RMB2 billion in respect of the
exploration, exploitation and production of Coal Mine and Peat Moss
Mine.
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In addition, the Group had net current liabilities of approximately
HK$39,440,000 as at 31 December 2005 and a net loss of approximately
HK$22,042,000 for the year then ended. The financial statements have
been prepared on a going concern basis, the validity of which will
depend upon future funds being available to the Group to meet its
debts as and when they fall due in the foreseeable future, in particular,
the capital expenditure for the Peat Moss Mine and Coal Mine following
completion of the proposed acquisition of Newsummit under the Master
Agreement. The Company is currently seeking a placing agent to raise
funds for financing the operations of the Peat Moss Mine and Coal
Mine upon completion of the Master Agreement. Besides, a shareholder
of the Company, Hon Po Investment Limited, has also agreed to provide
financial support to the Group so as to meet its debts as and when fall
due in the foreseeable future, and will not demand the repayment for
the amounts of HK$35,413,000 due by the Group until the Group has
adequate working capital to do so without significantly curtailing its
operations . The directors of the Company are of the opinion that the
Group will be able to raise funds to meet the working capital
requirements for the operations of the existing restaurant business and
expenditure for the Coal Mine and Peat Moss Mine of Newsummit
Group upon completion of the Master Agreement. The financial
statements do not include any adjustments that would result from the
failure to obtain the necessary funds for maintaining the Group as a
going concern. Should the Group be unable to continue its business as
a going concern, adjustments would have been made to restate the
value of the assets (including the refundable deposits of
HK$100,000,000 paid for the proposed acquisition of 60% equity
interests in Newsummit ) to their recoverable amounts, to provide for
any further liabilities which might arise, and to reclassify the non-
current assets and non-current liabilities as current assets and current

liabilities, respectively.

We consider that appropriate estimates and disclosures have been made
in the financial statements and our opinion is not qualified in these

respects.
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In our opinion the financial statements give a true and fair view of the
state of affairs of the Group and the Company as at 31 December 2005
and of the results and cash flows of the Group for the year then ended
and have been properly prepared in accordance with the disclosure

requirements of the Companies Ordinance.

CCIF CPA Limited
Certified Public Accountants
Hong Kong, 18 April 2006

Chan Wai Dune, Charles
Practising Certificate Number P00712
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