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Certified Public Accountants

INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF

NAM FONG INTERNATIONAL HOLDINGS LIMITED
(Incorporated in Bermuda with limited liability)

We have audited the consolidated financial statements of Nam
Fong International Holdings Limited (the “Company”) and its
subsidiaries (collectively referred to as the “Group”) set out
on pages 35 to 95, which comprise the consolidated balance
sheet as at 31 December 2006, and the consolidated income
statement, consolidated statement of changes in equity and
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 of the Company 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 (the “HKICPA”) and the disclosure requirements
of the 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 and to report our opinion solely
to you, as a body, in accordance with section 90 of the
Companies Act 1981 of Bermuda and for no other purpose.
We do not assume responsibility towards or accept liability to
any other person for the contents of this report. Except for
the limitation in the scope of our work as described in the
basis for qualified opinion paragraphs, we conducted our audit
in accordance with Hong Kong Standards on Auditing issued
by the HKICPA. 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.
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Auditor’s responsibility (Continued)

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud
or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation
and true and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. An
audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit
opinion.

Basis for qualified opinion

(@) As explained in note 26 to the financial statements, on
20 September 2006 (the “Disposal Date”), the Group
disposed of a subsidiary, Guangzhou Suinan Property
Development Company Limited (“GZ Suinan”). The
directors have represented to us that they were unable
to obtain certain books and records of GZ Suinan
following its disposal. Due to lack of complete books
and records of GZ Suinan, we are unable to assess as
to whether the value of the following balances were
free from material misstatements:

(i) the net liabilities of approximately
HK$150,257,000 disposed of by the Group as
at the Disposal Date and hence the gain on
disposal of approximately HK$123,323,000
arising thereon;

30

Nam Fong International Holdings Limited
Annual Report 2006

BBETHEE (A7)

BRI NATREFAECGRP R SE R
BREFEABNERERE - MERNZEREFR
FRZEED ) HE - BAERHE B R EE R AR T g
B A M HmR R B AR E R - £1F
HZ SRR G - ZBEEBEZARREE
ERATFEINGRAMBREGEHABEEE - A
RETEE 2 EZIEF - B IEREZ R RIRAES
EEERERRERR - BRIBENMEESM
RANEATBRECRE MAENGEERS
B UNFEFREVBHRERNEBEZII7 -

AZBEEE  HPERBRIRENEXER
& RBRMANBEREREYAEZER -

REERZEHR

(@)  EAEmRMEE26RTA - N - FTTRF
NAZTATHERHR] - ERELE—
MEAREMNREEEERARAR (TE
MNIEF]) - EFCABEFRE - B
SEMBERELER 2E T EMRL
B o ANERD EMIB R 2 TR EM ML
i BEEAHE NIEHRES T FRE
REERERAL -

0] EEEREHERABEHEY
150,257,000 T 2 F B E + WA
I EE 7 HE W 4123,323,000
BT



FEBERERD T

Basis for qualified opinion (Continued)

(ii) the net inflow of cash and cash equivalents of
approximately HK$9,449,000 in respect of the
disposal and other amounts related to GZ
Suinan included in the consolidated cash flow
statement;

(iii) the loss on disposal of investment properties
held by GZ Suinan of approximately
HK$55,188,000; and

(iv) turnover of approximately HK$9,839,000 and
loss for the year of approximately
HK$60,595,000 relating to GZ Suinan included
in the consolidated income statement for the
period up to the Disposal Date.

Any adjustments to these figures might have a
consequential effect on the classification of the
consolidated income statement and amounts recorded
in the consolidated cash flow statement and the related
amounts disclosed in the notes to the financial
statements in respect of GZ Suinan for the year ended
31 December 2006.

As explained in note 17 to the financial statements,
subsequent to the balance sheet date, the title of
certain investment properties with total carrying value
of approximately HK$122,400,000 have been frozen
by the court in respect of GZ Suinan’s additional tax of
approximately RMB10,361,000 together with interest
and penalty levied by the Taxation Bureau of
Guangzhou City and GZ Suinan’s overdue payment of
approximately RMB5,000,000 due to a creditor. GZ
Suinan has raised an objection and disputed the
amount charged by the Taxation Bureau of Guangzhou
City. The management of GZ Suinan considered that
they have settled all tax liabilities. Although the outcome
of the disputes with the Taxation Bureau of Guangzhou
City and the creditor cannot be determined at the
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Basis for qualified opinion (Continued)

moment, the directors remain confident that GZ Suinan
should be able to resolve the financial disputes with
the Taxation Bureau of Guangzhou City and the creditor
and hence, the Group will be able to obtain legal title
of these properties. The directors are also of the opinion
that the Group possesses beneficial ownership of the
aforesaid properties and can demand GZ Suinan to
compensate their losses, if any, arising therefrom.
However, we have not been provided with sufficient
evidence regarding how the Group can recover the
value of the abovementioned properties in full.
Accordingly, we are unable to satisfy ourselves as to
whether the abovementioned properties were fairly
stated in the consolidated balance sheet as at 31
December 2006. Any adjustments to the above figure
might have a significant consequential effect on the
results for the year and net assets as at 31 December
2006.

Included in the consolidated balance sheet as at 31
December 2005 were net assets of approximately
HK$170,620,000 in respect of GZ Suinan, a subsidiary
which was disposed of in 2006. The consolidated
financial statements for the year ended 31 December
2005 were audited by another firm of accountants. We
were not able to review the audit files of the previous
auditor for the year ended 31 December 2005 and
hence their work done in respect of the results and
balances of GZ Suinan for the year ended 31 December
2005. In addition, due to the lack of complete books
and records of GZ Suinan, we have not been able to
carry out alternative audit procedures for the year ended
31 December 2005 to enable us to express an opinion
on the net assets, turnover and profit for the year of
GZ Suinan included in the consolidated financial
statements as at and for the year ended 31 December
2005 of approximately HK$170,620,000, HK$45,551,000
and HK$283,535,000, respectively.
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Basis for qualified opinion (Continued)

In particular, we draw your attention to the fact that
the previous auditor has expressed a disclaimer opinion
in respect of the appropriateness of the write-back of
over-provision for tax of approximately
HK$383,012,000 in the consolidated income statement
for the year ended 31 December 2005 due to
insufficient supporting documents available. The write-
back of over-provision was recorded in the books of
GZ Suinan which was disposed of in 2006. Any
adjustments to the above might affect the opening net
assets of the Group as at 1 January 2006, the opening
accumulated losses of the Group as at 1 January 2006
and the classification of the consolidated income
statement for the year ended 31 December 2006.

During the year ended 31 December 2005, certain
subsidiaries including Nam Fong Guangzhou Central
Plaza Limited were disposed of by the Group. A profit of
approximately HK$65,313,000 was realised upon
disposal of subsidiaries and was transferred directly to
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the accumulated losses as shown in the consolidated WEEEW R EREESFRAER M D
statement of changes in equity. This is not in accordance e E27 (4R 6 KB I 5k

with Hong Kong Accounting Standard 27 “Consolidated
and Separate Financial Statements” issued by the HKICPA
which requires recognition of the gain or loss on the
disposal of subsidiaries in the consolidated income
statement. In addition, the said amount of approximately
HK$65,313,000 cannot be reconciled to the gain on
disposal of subsidiaries of approximately HK$22,262,000
under note 30 to the consolidated financial statements
for the year ended 31 December 2005. Accordingly, the
related disclosure of disposal of subsidiaries under note
30 to the consolidated financial statements for the year
ended 31 December 2005 may also contain material
misstatements. Due to the unavailability of the financial
information of these disposed subsidiaries, we are unable
to properly restate the corresponding figures and revise
the relevant disclosures of disposal of subsidiaries.
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Qualified opinion arising from limitation of audit scope
and disagreement about accounting treatment

In our opinion, except for any adjustments that might have
been determined to be necessary had we been able to obtain
sufficient evidence as described above, the consolidated
financial statements give a true and fair view of the state of
affairs of the Group as at 31 December 2006 and of the
Group’s results and cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards
and have been properly prepared in accordance with the
disclosure requirements of the Hong Kong Companies
Ordinance.

Material uncertainty relating to the going concern basis

Without qualifying our opinion, we draw attention to note 2 to
the financial statements which mentions that the Group had
net current liabilities of approximately HK$17,521,000. The
condition indicates the existence of a material uncertainty
which may cast significant doubt about the Group’s ability to
continue as a going concern. As further explained in note 2
to the financial statements, the Group has obtained agreement
from a bank for a revised repayment schedule in respect of
its indebtedness. The financial statements have been prepared
on a going concern basis, the validity of which depends upon
the Group’s ability to generate sufficient cash inflows from its
operating activities and the recovery of the consideration
receivable from disposal of its subsidiaries. The financial
statements do not include any adjustments that would result
from the failure of the above. We consider that the material
uncertainty has been adequately disclosed in the financial
statements.

RSM Nelson Wheeler
Certified Public Accountants
Hong Kong

30 May 2007
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