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Independent Auditor's Report
To the Shareholders of Group Lease Public Company Limited

Opinion
I have audited the accompanying consolidated financial statements of Group Lease Public Company Limited and its subsidiaries (the Group), which comprise the consolidated statement of financial position as at 31 December 2016, and the related consolidated statements of comprehensive income, changes in shareholders’ equity and cash flows for the year then ended, and notes to the consolidated financial statements, including a summary of significant accounting policies, and have also audited the separate financial statements of Group Lease Public Company Limited for the same period.

In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Group Lease Public Company Limited and its subsidiaries and of Group Lease Public Company Limited as at 31 December 2016, their financial performance and cash flows for the year then ended, in accordance with Thai Financial Reporting Standards.
Basis for Opinion 

I conducted my audit in accordance with Thai Standards on Auditing. My responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of my report. I am independent of the Group in accordance with the Code of Ethics for Professional Accountants as issued by the Federation of Accounting Professions under the Royal Patronage of His Majesty the King as relevant to my audit of the financial statements, and I have fulfilled my other ethical responsibilities in accordance with the Code. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my opinion.
Emphasis of matters

My opinion is not modified in respect of these matters.

I draw attention to the following Notes to consolidated financial statements.

1. Loans and interest receivables - Baht 3,477 million as of 31 December 2016 (represents    40 percent of the consolidated net assets as of 31 December 2016)

I draw attention to Note 11 of the consolidated financial statements relating to the loans and interest receivables. The Company provided loans to the Company’s subsidiary in Singapore who in turn loaned out to two groups of borrowers in Cyprus and in Singapore. These borrowers are also shareholders of the Company and have pledged their shares in the Company against those loans with the Company's subsidiary in Singapore.
The loans was subject to pledging of securities of properties in Cyprus and Brazil, Cypriot government bonds, stocks of other overseas companies and shares of the Company as owned by the borrowers. The Company informed us that the collaterals (including the shares of the Company which was valued at the closing price in the Stock Exchange of Thailand at the end of the year) covered 106 percent and 238 percent respectively of the outstanding amount of loans to these two groups of borrowers. But if ignoring the value of the pledged shares of the Company (based on prudence, shares of the lending company should not be counted as collateral against loans granted by itself), the remaining value of the collaterals amounted to 60 percent and 53 percent respectively of the outstanding amount of loans to these two groups of borrowers. 
The periods of the loans were various in the range of 3 months to 3 years. The principals were all due for repayment upon maturity. Some loan principals as became due during the year were rolled over and subsequently modified and extended to periods of 2-3 years. The loan balances which are subject to the mentioned amendments amounted approximately to Baht 2,129 million (USD 59 million).
The chargeable interest rates under the loan agreements were in the range of 14.5 percent to 25 percent per annum. The interest earned during the year derived from these loans amounted to Baht 485 million (average earned rate of 17 percent). The amount represents 38 percent of the consolidated profits of the Company and its subsidiaries for the year 2016.

The Company informed us that the borrowers are well established and trusted corporations and they are not related to the Company and the Company has done internal verifications on the borrowers and has considered them to be reliable.

2. Investment in associate company in Sri Lanka - Approximately Baht 2,545 million as of      31 December 2016
I draw attention to Note 2.1 of the consolidated financial statements relating to the investment in associate company in Sri Lanka. The subsidiary of the Company acquired 29.99% of the ordinary shares of a listed company on the Stock Exchange of Sri Lanka at a purchase price of Baht 2,462 million (this acquisition price excluded associated acquisition-related costs of Baht 26 million). The acquisition was approved at the Extraordinary General Meeting of the shareholders of the Company No.2/2016 on 6 December 2016 and some of the shares (22.27% of the ordinary shares of that company) were purchased from the selling company with one of its directors being also one of the Company’s directors. The subsidiary company’s outside professional valuer valued such investment at approximately Baht 1,900 - 2,500 million, while the appointed independent financial advisor valued such investment at approximately Baht 1,600 - 1,700 million. On the acquisition date, based on the then market price at the Stock Exchange of Sri Lanka, the value was at approximately Baht 1,391 million. The Company’s management assessed that the purchase price represented approximately 8 times of the earnings of the acquired associated company. As at 31 December 2016, such investment was presented as an investment in associate in the consolidated financial statements, at the equity method of Baht 2,545 million (Based on the market price at the Stock Exchange of Sri Lanka on 30 December 2016, the value was at approximately Baht 1,285 million).   
Key Audit Matters

Key audit matters are those matters that, in my professional judgement, were of most significance in my audit of the financial statements of the current period. These matters were addressed in the context of my audit of the financial statements as a whole, and in forming my opinion thereon, and I do not provide a separate opinion on these matters. 

I have fulfilled the responsibilities described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of my report, including in relation to these matters. Accordingly, my audit included the performance of procedures designed to respond to my assessment of the risks of material misstatement of the financial statements. The results of my audit procedures, including the procedures performed to address the matters below, provide the basis for my audit opinion on the accompanying financial statements as a whole.
Key audit matters and how audit procedures respond for each matter are described below.
Loans and interest receivables 
As described in Note 11 to the financial statements, the Company’s subsidiary in Singapore provided loans to overseas companies amounting to approximately USD 97 million or equivalent to Baht 3,477 million (representing 40 percent of the consolidated net assets). The loans were secured with collateral in the forms of properties in Cyprus and Brazil, Cypriot government bonds, stocks of other overseas companies and shares of the Company held by the borrowers.                    The repayment terms of the loans ranged from 3 months to 3 years, and the loan principal is repayable at maturity. The interest rates charged ranged from 15 percent to 25 percent per annum. Interest earned during the year on these loans amounted to Baht 485 million, representing 38 percent of the consolidated profits for the year 2016. Because the amount of the loan receivables forms a significant portion of the Group’s total assets, I have focused my audit on the existence of loan receivables and the estimation of future recoverable amount from the loan receivables.

I audited the existence and the estimated recoverable values of the loan receivables by examining the loan agreements and sending out requests for confirmation of loan receivables, also testing the interest receipt to assess whether they were consistent with the conditions stipulated in the loan agreements, and in compliance with Group’s policy on revenue recognition.    I obtained information from the management that the terms and conditions of lending, management, monitoring and subsequent modifications of the unpaid loans were based on expertise of the Company’s directors and top executives and their relationship with the borrowers. I also obtained their opinion on the recovery of the loans. 

Investment in associate company in Sri Lanka
As described in the Note 2.1  to the financial statements, during the current year, a subsidiary acquired shares in a listed company in Sri Lanka at a purchase price of Baht 2,462  million (approximately 29.99% of total share capital in that company). In addition two of the Company’s key management were appointed as directors of that company since October 2016.                            The Company’s management has considered that this event leads the Company to have significant influence over that company. The Company has therefore recorded it as investment in associate and recognised share of profit or loss under equity method from the date on which the Company obtains significant influence in the associated company. The purchase price allocation is being done but not yet been completed. I have focused on the audit of this transaction since it is material to the financial statements as a whole, and the consideration of significant influence over investee requires management to exercise substantial judgement. In addition, the management needed to exercise substantial judgement to determine the assumptions used as a basis for provisional recognition of the acquisition and the useful lives of the intangible assets acquired. 

I inquired about the nature and objectives of the acquisition and the management’s consideration regarding significant influence over investee in order to determine whether it meets the definition under Thai Accounting Standards 28 (Revised 2015) Investment in Associates and Joint Ventures. In addition, I checked the value of the acquisition with supporting documents and related payments, and I examined the minute of the board of directors of that company in relation to the appointment of additional directors. In addition, I also checked the investment valuation as at the date of acquisition in investment in associate and the related transactions recorded by the Company. I reviewed the disclosures related to this transaction in the notes to financial statements. 

Revenue recognition 

The Group’s policy on recognition of interest income is discussed in Note 5.1 to the financial statements. In 2016, most of the Group’s revenue consisted of interest income from hire purchase contracts, which amounted to Baht 1,950 million (representing 67 percent of total revenue). Hire purchase interest income was derived from hire purchase agreements with a large number of customers, most of whom are retail customers, and recognition is reliant on data processing by information technology systems. Therefore, I addressed the amount and timing of the recognition of hire purchase interest income as a key audit matter. 

I assessed and tested the Group’s IT system controls and significant internal controls related to the loan origination, loan receipt and interest revenue recognition processes by making enquiry of responsible executives, gaining an understanding of the controls and selecting representative samples to test the operation of the designed controls. I applied a sampling method to select hire purchase agreements to assess whether the recording of hire purchase agreements and the revenue recognition were consistent with the conditions of the relevant agreements and were in compliance with the Group’s policy. In addition, I performed analytical procedures on the recognition of interest income throughout the year, the cessation of recognition of interest revenue and applied a sampling method for accounting entries related to interest income recognition that were made through journal vouchers.    

Allowance for hire purchase receivables and asset - backed loan receivables

As discussed in Note 5.4 to the financial statements, the estimation of allowance for doubtful accounts of hire purchase receivables and asset - backed loan receivables which is estimated based on criteria relies on various assumptions. Therefore, the management is required to exercise considerable judgement in determining the assumptions to be used in estimating allowance for hire purchase receivables and asset - backed loan receivables expected to be incurred when debtors are unable to repay principal and interests, and the appropriateness of the period of recognition. Allowance for hire purchase receivables and asset - backed loan receivables were significant since as at 31 December 2016, the Group had significant balances of loans to customers (accounting for 38% of total assets), therefore, there is a risk that the allowance hire purchase receivables and asset - backed loan receivables will be inadequate, causing the Group have risks with respect to overstate the value of its hire purchase receivables and asset - backed loan receivables.

I assessed and tested the internal controls relevant to approval, recording and debt collection and those controls relating to the calculation of allowance for hire purchase receivables and asset - backed loan receivables. I also assessed the appropriateness of the key information, assumptions and methods used by the Group in calculating allowance for hire purchase receivables and asset - backed loan receivables applying the following procedures:

· Gained an understanding of how provision was calculated, assessed the appropriateness of the calculation of probability of default and loss given default.
· Checked the credibility of key information used in calculation to key sources

· Performed analytical procedures of assumptions that the Group applied against historical data and external sources and the findings of assessments performed in other areas relating to the assumptions. 

Goodwill  

I have focused on the consideration of the impairment of goodwill as discussed in Note 21 to the financial statements, because impairment assessment on goodwill is a significant accounting estimate requiring the management to exercise a high degree of judgment in identifying the cash generating unit, estimating the cash inflows that are expected to be generated from that group of assets in the future, and setting an appropriate discount rate and growth rate. There is thus a risk that the values of goodwill will be inappropriate. 

I have assessed the appropriateness of the identified cash generating units and the financial models selected by management by gaining an understanding of the management’s decision-making process and whether the decisions are consistent with how assets are utilised. In addition, I tested the significant assumptions applied by management in preparing estimates of the cash flows expected to be realised from the assets, through comparison those assumptions and a review of the accuracy of past cash flow projections in comparison to actual operating results.          I also considered the appropriateness of management’s assumptions, testing the calculation of the realisable values of the assets using the selected financial model and considering the impact of changes in key assumptions on those realisable values. Moreover, I assessed the adequacy of the disclosure made with respect to impairment assessment for goodwill and intangible assets.
Other information

Management is responsible for the other information. The other information comprise the information included in annual report of the Group, but does not include the financial statements and my auditor’s report thereon. The annual report of the Group is expected to be made available to me after the date of this auditor’s report.

My opinion on the financial statements does not cover the other information and I do not express any form of assurance conclusion thereon.

In connection with my audit of the financial statements, my responsibility is to read the other information and, in doing so, consider whether the other information is materially inconsistent with the financial statements or my knowledge obtained in the audit or otherwise appears to be materially misstated.

When I read the annual report of the Group, if I conclude that there is a material misstatement therein, I am required to communicate the matter to those charged with governance for correction of the misstatement.

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with Thai Financial Reporting Standards, and for such internal control as management determines is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless management either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process. 

Auditor’s Responsibilities for the Audit of the Financial Statements

My objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with Thai Standards on Auditing will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements. 
As part of an audit in accordance with Thai Standards on Auditing, I exercise professional judgement and maintain professional skepticism throughout the audit. I also:

· Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. 

· Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

· Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by management.

· Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group’s ability to continue as a going concern. If I conclude that a material uncertainty exists, I am required to draw attention in my auditor’s report to the related disclosures in the financial statements or, if such disclosures are inadequate, to modify my opinion. My conclusions are based on the audit evidence obtained up to the date of my auditor’s report. However, future events or conditions may cause the Group to cease to continue as a going concern.

· Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and whether the financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

· Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group to express an opinion on the consolidated financial statements. I am responsible for the direction, supervision and performance of the group audit. I remain solely responsible for my audit opinion.

I communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and significant audit findings, including any significant deficiencies in internal control that I identify during my audit.

I also provide those charged with governance with a statement that I have complied with relevant ethical requirements regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on my independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, I determine those matters that were of most significance in the audit of the financial statements of the current period and are therefore the key audit matters. I describe these matters in my auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances,    I determine that a matter should not be communicated in my report because the adverse consequences of doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Mr. Sophon Permsirivallop.

Sophon Permsirivallop

Certified Public Accountant (Thailand) No. 3182

EY Office Limited

Bangkok: 28 February 2017 


