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Report of the Auditors % EAH ¥R &5

Ell ERNST & YOUNG

To the members
Orient Power Holdings Limited
(Incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 42 to
170 which have been prepared in accordance with accounting
principles generally accepted in Hong Kong.

Respective responsibilities of directors and
auditors

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
financial statements and to report our opinion solely to you,
as a body, in accordance with Section 90 of the Bermuda
Companies Act 1981, and for no other purpose. We do not
assume responsibility towards or accept liability to any other
person for the contents of this report.

Basis of opinion

We conducted our audit in accordance with Hong Kong
Standards on Auditing issued by the Hong Kong Institute of
Certified Public Accountants, except that the scope of our
work was limited as explained below.

An audit includes an 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 Company's and
the Group's circumstances, consistently applied and adequately
disclosed.

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 as further explained below.
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Basis of opinion (continued)

M

Scope limitation - carrying amount and provision/write-
off relating to property, plant and equipment

As at 31 December 2005, included in the consolidated
balance sheet of the Group is property, plant and
equipment (“PPE") stated at the net carrying amount
of HK$386,932,000 after an impairment provision and
write-off. An impairment assessment has been
performed by the directors of the Company to
determine the recoverable amount either from
utilisation of the said PPE in future operations, or from
their disposal, in accordance with the future production
plan of the Group and as further detailed in note 14
to the financial statements, an impairment provision
of HK$88,665,000 and a write-off of HK$19,949,000
have been made and charged to the consolidated
income statement for the year ended 31 December
2005. In the absence of sufficient reliable evidence
to support the directors’ assessment of the future
scaling down of the Group’s production operations
and consequently the manner in which the Group's
PPE will be recovered, and as a result of the
uncertainties regarding the adequacy of the Group's
working capital in the implementation of its production
plan pursuant to the Debt Restructuring Proposal, as
further explained in note 2.1 to the financial
statements, we have not been able to satisfy ourselves
as to whether the impairment provision and the write-
off determined by the directors against the carrying
amount of the PPE for the year ended 31 December
2005, and in consequence the net carrying amount of
PPE as at 31 December 2005 are fairly stated.
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Basis of opinion (continued)

@

Scope limitation — carrying amounts and write-off
relating to deferred product development costs and
deposits for product development costs and moulds

As at 31 December 2005, included in the consolidated
balance sheet of the Group are deferred product
development costs capitalised of HK$22,820,000 and
deposits for product development costs and moulds
of HK$16,105,000, stated net of amounts written off.
An impairment assessment has been performed by
directors of the Company to determine the recoverable
amounts from utilisation of the said deferred product
development costs and deposits for product
development costs and moulds in future operations
and, as detailed in notes 18 and 22 to the financial
statements, respectively, deferred product development
costs of HK$50,037,000 and deposits for product
development costs and moulds of HK$26,663,000
have been written off and charged to the consolidated
income statement for the year ended 31 December
2005. In the absence of sufficient reliable evidence
to support the directors’ assessment of the carrying
values of the abovementioned deferred product
development costs and deposits for product
development costs and moulds and, as a result of
uncertainties regarding the adequacy of the Group's
working capital in the implementation of its production
plan pursuant to the Debt Restructuring Proposal, as
further explained in note 2.1 to the financial statements,
we have not been able to satisfy ourselves as to
whether the amounts written-off determined by the
directors against the carrying amounts of deferred
product development costs and deposits for product
development costs and moulds for the year ended 31
December 2005, and in consequence their net carrying
amounts as at 31 December 2005 are fairly stated.
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Basis of opinion (continued)

3)

(4)

Scope limitation — carrying amount and provision
relating to inventories

As at 31 December 2005, included in the consolidated
balance sheet of the Group are inventories of
HK$300,180,000 stated net of a provision for obsolete
inventories of approximately HK$307,600,000, of which
HK$290,121,000 was charged to the consolidated
income statement for the year ended 31 December
2005. Due to the lack of sufficient reliable evidence,
we have not been able to perform the procedures we
considered necessary to satisfy ourselves as to whether
the provision for obsolete inventories for the year
ended 31 December 2005, and in consequence the
net carrying amount of inventories as at 31 December
2005 are fairly stated.

Scope limitation - carrying amount and provision for
impairment of interests in subsidiaries

As at 31 December 2005, included in the balance
sheet of the Company are interests in subsidiaries of
HK$1, stated net of a provision for impairment against
interests in subsidiaries of HK$1,055,516,000, of which
HK$970,716,000 was charged to the income statement
of the Company for the year ended 31 December
2005, as detailed in note 19 to the financial
statements. Due to the scope limitations in respect of
points (1) to (3) above, we have not been able to
satisfy ourselves as to whether the impairment
provision determined by the directors against the
carrying amount of such interests in subsidiaries for
December 2005, and in
consequence the net carrying amount of interests in

the year ended 31

subsidiaries as at 31 December 2005 are fairly stated.

We have been unable to carry out alternative audit procedures

to satisfy ourselves as to the matters set out in points (1) to
(4) above.
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Basis of opinion (continued)

Any adjustment that might have been found to be necessary
in respect of the matters set out in points (1) to (3) above
would have a consequential effect on the net deficiency of
the Group as at 31 December 2005, its loss and cash flows
for the year then ended and the related disclosures in the
financial statements.

Any adjustment that might have been found to be necessary
in respect of the matters set out in point (4) above would
have a consequential effect on the net deficiency of the
Company as at 31 December 2005, its loss for the year then
ended and the related disclosures in the financial statements.

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 note 2.1 to the financial statements
which explain the circumstances giving rise to the fundamental
uncertainty relating to the outcome of the proposed
restructuring of the existing outstanding indebtedness of the
Group to replace the Group's existing standstill arrangement
(the "Debt Restructuring Proposal”) and the continuous
financial support from the Group's financial creditors. These
financial statements have been prepared on a going concern
basis, the validity of which depends upon the successful
implementation of the Debt Restructuring Proposal and the
continuous financial support from the Group's financial
creditors.  The financial statements do not include any
adjustments that may be necessary if the Group fail to
implement the Debt Restructuring Proposal or to obtain the
necessary financial support from its financial creditors. We
consider that appropriate disclosures have been made in the
financial statements concerning this situation, but this
fundamental uncertainty relating to whether the going concern
basis is appropriate is so extreme that we have disclaimed
our opinion.
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Fundamental uncertainty relating to the
possible outcome of a litigation

In forming our opinion, we have considered the adequacy of
the disclosures made in note 37(c) to the financial statements
concerning the outcome of the litigation against the Company
and certain subsidiaries of the Group for various claims which
include a claim for substantial estimated unpaid royalties.
Although the directors of the Company, based on the legal
opinion provided by the Group's legal counsel, are of the
view that the related defendants have valid grounds for
defending such claims made by the plaintiff, with the litigation
still ongoing, it is not possible to ascertain with any degree of
reasonable certainty the outcome of this litigation and the
existence or otherwise of any compensation payable should
the related defence become unsuccessful. We consider that
appropriate disclosures and estimates have been made in
the financial statements for such contingencies and our audit
opinion is therefore not qualified in this respect.

Disclaimer of opinion

Because of the significance of (i) the possible effects of the
scope limitations in evidence available to us in each of the
areas as set out in points (1) to (4) under the basis of
opinion section of this report; and (ii) the fundamental
uncertainty relating to the going concern basis, we are unable
to form an opinion as to whether the financial statements
give a true and fair view of the state of affairs of the Company
and of the Group as at 31 December 2005 and of the loss
and cash flows of the Group for the year then ended and as
to whether the financial statements have been properly
prepared in accordance with the disclosure requirements of
the Hong Kong Companies Ordinance.
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Disclaimer of opinion (continued)

In respect alone of the limitations on our work as further set
out in the basis of opinion section of this report, including
namely the net carrying amounts and provisions/write-off
relating to property, plant and equipment, deferred product
development costs and deposits for product development
costs and moulds and inventories for the Group, and the
interests in subsidiaries for the Company, we have not
obtained all the information and explanations that we consider
necessary for the purpose of our audit.

ERNST & YOUNG
Certified Public Accountants

Hong Kong
26 April 2006

TERER (&)

IR ES R 2 £ — A - E37
ERAARITIEMEHZREME  B8EAF
W EREYVE BEARBZEEFER
B M REE MM BERARERME
RAREAZIRERFERK BERRMNME
NZ W ATREMEARITRASZEIIE
Bz —IEMKEE -

RKERTENER R
it i & &1 A

BB
—EEXRFNA/-+XH





