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INDEPENDENT AUDITOR'’S REPORT
B RBEN R E

IBDO

TO THE SHAREHOLDERS OF INNOVO LEISURE RECREATION HOLDINGS
LIMITED
(incorporated in Bermuda with limited liability)

Hong Kong

Telephone: (852) 2541 5041
(852) 2815 0002

Telefax:

We have audited the financial statements of Innovo Leisure Recreation
Holdings Limited set out on page 33 to 75, which comprise the consolidated
and Company balance sheets as at 31 December 2006, and consolidated
income statement, the consolidated statement of changes in equity and the
consolidated cash flow statement for the year then ended, and a summary
of significant accounting policies and other explanatory notes.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL
STATEMENTS

The directors are responsible for the preparation and the true and fair
presentation of these financial statements in accordance with Hong Kong
Financial Reporting Standards issued by the Hong Kong Institute of Certified
Public Accountants and the disclosure requirements of Hong Kong Companies
Ordinance. This responsibility includes designing, implementing and
maintaining internal control relevant to the preparation and the true and
fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are
reasonable in the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these financial statements based
on our audit. This report is made solely to you, as a body, in accordance with
Section 90 of the Companies Act, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person for the
contents of this report.
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INDEPENDENT AUDITORS’ REPORT
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AUDITOR’S RESPONSIBILITY - continued

Except for the limitation in the scope of our work as explained below, we
conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. Those
standards require that we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance as to whether the financial
statements are free from material misstatement. However, because of the
matter described in the basis for disclaimer of opinion paragraph, we were
not able to obtain sufficiently appropriate audit evidence to provide a basis
for an audit opinion.

REPORT ON THE FINANCIAL STATEMENTS

BASIS FOR DISCLAIMER OF OPINION

Fundamental uncertainly relating to going concern basis of
presentation of financial statements

As details in note 2 to the financial statements, a controlling substantial
shareholder has agreed to provide adequate financial support to enable the
Group and the Company to meet in full its financial obligations as they fall
due for the next twelve months. The financial statements have been prepared
on a going concern basis, the validity of which depends on continuous
financial support from the controlling substantial shareholder and the Group'’s
bankers and the ability to generate adequate working capital in the future.
However, the evidence available to us was limited. Although the Group and
the Company have received a letter of support from the controlling substantial
shareholder for its commitment in this respect, we are unable to obtain
sufficient evidence to satisfy ourselves as to the financial resources of the
controlling substantial shareholder and as to his ability to provide financial
support to the Group and the Company. If the financial support from the
controlling substantial shareholder is not forthcoming and the Group and
the Company are unable to obtain sufficient financing from other sources,
the going concern basis would then be inappropriate. The financial
statements do not include any adjustments that may be necessary should
the future operations cannot generate adequate working capital nor obtain
financial support from its controlling substantial shareholder.

DISCLAIMER OF OPINION

Because of the significance of the matter described in the basis for disclaimer
of opinion paragraph, we do not express an opinion as to whether the
financial statements give a true and fair view of the state of the affairs of the
Group and of the Company as at 31 December 2006 and of the Group’s loss
and cash flows for the year then ended in accordance with Hong Kong
Financial Reporting Standards 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

Fundamental uncertainty relating to the recoverability of certain
receivables

Other than the disclaimer of opinion stated above, we draw attention to the
adequacy of the disclosure made in notes 19 and 20 to the financial
statements which explains that included in the balance sheet of the Group
at 31 December 2006 are amounts of HK$29,323,000 and HK$38,682,000
due from a trade debtor and a former director respectively. The Group filed
separate claims in June 2004 and July 2004 against the trade debtor and the
former director respectively in the Hong Kong High Court to recover these
amounts. Since the claims are still pending for court hearing, the directors
consider it is unable to determine the final outcome of the claims. Accordingly,
no impairment in respect of either of these amounts has been made in the
financial statements. We consider that appropriate disclosure regarding this
fundamental uncertainly has been adequately disclosed in the financial
statements and our opinion is not qualified on this respect.

REPORT ON MATTERS UNDER SECTIONS 141(4) AND 141(6)
OF THE HONG KONG COMPANIES ORDINANCE

In respect alone of the limitation on our work relating to the going concern
basis as referred to above we have not obtained all the information and
explanations that we considered necessary for the purpose of our audit.

BDO McCabe Lo Limited
Certified Public Accountants

Lee Ka Leung, Daniel
Practising Certificate Number P01220

Hong Kong, 19 April 2007
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