Report of the Auditors

Auditors’ report to the shareholders of
Tse Sui Luen Jewellery (International) Limited
(Incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 36 to 87
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, that judgements and estimates are
made which are prudent and reasonable and that the reasons for
any significant departure from applicable accounting standards
are stated.

It is our responsibility to form an independent opinion, based on
our audit, on those financial statements and to report our
opinion to you.

BASIS OF OPINION

We conducted our audit in accordance with Statements of
Auditing Standards issued by the Hong Kong Society of
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 Company’s and the Group’s
circumstances, consistently applied and adequately disclosed.
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BASIS OF OPINION (Continued)

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.

Fundamental uncertainty

In forming our opinion, we have considered the adequacy of the
disclosures made in the financial statements concerning the
continued support of the Group’s bankers and the ability of the
Company to redeem its preference shares without cash payment.
At 28 February 2002, the Group's outstanding Hong Kong bank
borrowings amounted to HK$278 million. Pursuant to a
restructuring agreement dated 3 August 2000 (“the Restructuring
Agreement”), the Group is required to make minimum fixed
repayments of HK$24 million on an annual basis. Furthermore,
the Group is required to dispose of its non-core assets to reduce
bank borrowings. The Restructuring Agreement applies for a
period of five years and three months or up to an earlier date
when the bank borrowings are reduced to HK$150 million. As
part of the Restructuring Agreement, the majority participating
lenders may give 14 days’ notice to terminate the Restructuring
Agreement. In addition, the Group was required to redeem the
22,220 convertible non-voting redeemable preference shares by
28 February 2002 for HK$231 million. The redemption period
has since been extended by the Company and the preference
shareholder. On 17 June 2002, the Group has entered into
conditional agreements with the preference shareholder for the
redemption of the preference shares. Pursuant to these
agreements, the Company will procure Infinite Assets Corp. and
Tse Sui Luen Investment (China) Limited (both are 77.5% owned
subsidiaries of the Company) to issue new shares, representing
24% equity interest of their respective enlarged issued share
capital, to the preference shareholder in lieu of cash payment for
the redemption of the preference shares. The financial statements
have been prepared on a going concern basis, the validity of
which depends upon the ongoing support of the Group’s
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BASIS OF OPINION (Continued)

bankers and the successful redemption of the preference shares
without cash payment. The financial statements do not include
any adjustments that would result from a failure to obtain such
support and to redeem the preference shares without cash
payment. Details of the circumstances relating to this fundamental
uncertainty are described in note 1(b) on the financial statements.
We consider that the fundamental uncertainty has been
adequately accounted for and disclosed in the financial statements
and our opinion is not qualified in this respect.

OPINION

In our opinion, the financial statements give a true and fair view
of the state of affairs of the Company and of the Group as at 28
February 2002 and of the Group's loss and cash flows for the
year then ended and have been properly prepared in accordance
with the disclosure requirements of the Hong Kong Companies
Ordinance.

KPMG
Certified Public Accountants
Hong Kong, 17 June 2002
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