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1. Basis for Qualified Conclusion
(a) On 16 October 2017, the Securities and Exchange Commission (“SEC”) incriminated the previous Chairman and Chief Executive Officer (“ex-CEO”) of the Company for fraud in diverting a sum of USD 54 million purported to be loans to two independent groups of borrowers (Cyprus and Singapore) to his ultimate control and benefits. He was also charged as having committed falsehood in accounting made through concealed acts optically portrayed as borrowing but was a round-tripping of fund-out and fund-in in pumping the Company’s profits fictitiously.

The SEC’s finding as stated in the charges against ex-CEO was a follow-up to my previous observations on these Cyprus-Singapore “borrowers” as extraordinary. SEC extended the investigation by tracing the flow of funds with co-operation and assistance from the Cyprus Securities and Exchange Commission. It finally concluded that the loans were fraudulent and regarded as financial shenanigans and filed criminal complaint against ex-CEO with the government’s Department of Special Investigation (“DSI”) mainly for breaking the laws under the Securities and Exchange Act B.E. 2535 and the Securities and Exchange Act (No. 5) B.E. 2559. The justice process is ongoing and now rested with DSI for consideration of prosecution against ex-CEO in the court of justice.

(b) On records, the gross loans purported to be granted to these two major groups of borrowers amounted in total to USD 98 million of which the related sum of USD 54 million was charged by SEC as frauds committed by ex-CEO. After filing of the Company’s 2016 audited financial statements on 28 February 2017 with our highlighted emphasis on the extra nature of the loans, thereafter loans were partially refunded in total of USD 42 million:

· USD 12 million in April 2017,

· USD 15 million in July 2017, and

· USD 15 million in August 2017,

Leaving USD 56 million still outstanding on 30 September 2017.

It is now necessary for the Company’s Board of Directors headed by the new Chairman and CEO, who is related to the perpetrator, to demand full restitution from that ex-CEO.    In addition, the Board of Directors is required to protect and take control of all the bank accounts of the Company’s subsidiary in Singapore and all the assets of securities previously provided against the “loans” to ensure realisation on their value at maximum for eventual restitution. All the bank accounts of the Company’s subsidiary in Singapore and the substantial securities are presently outside Thailand and under the control of the board of directors of the Company’s subsidiary in Singapore. 
(c) In responding to the SEC’s order to revise and correct past financial statements of the Company, the Company had requested from SEC for the details of the claims against   ex-CEO. The Company contended that it was not forthcoming from SEC and therefore unable to revise early financial statements for the year ended 31 December 2016 and quarterly statements for the respective periods ended 31 March 2017 and 30 June 2017. However, it decided to set aside a provision for losses from that financial shenanigans of USD 56 million against the quarterly profits ended on 30 September 2017.

In addition, there was a receivable substantially incurred in 2017 and due from companies related to this ex-CEO of USD 9 million for which an additional loss was also set aside, bringing the total provision for losses from this fraud and charged against the quarterly profits ended 30 September 2017 with a total sum of USD 65 million.

(d) Because of that executive being legally charged and under ongoing official investigation by DSI following the SEC’s criminal complaint, the whole matter is now under examination for considered decision in prosecuting this ex-CEO in court. Due to the legal process not being finalised yet and also my limitation as a professional auditor in examining the real status of the borrowings further, I am therefore unable to conclude on the recoverable value of the debts except to await for the DSI’s investigation of the case since it has power and official channels to eventually decide and conclude the case against ex-CEO in the court of laws and eventual court’s judgement. Therefore, under this limitation by circumstance, I am unable to conclusively determine the eventuality of the SEC’s criminal complaint on the loans and receivables and bona fide of interest income and also unable to conclude on the fairness of the provision for losses of USD 65 million.
(e) Relying on the SEC’s allegations, among others, of fraud and falsehood in accounting committed by the ex-CEO and assuming the eventual legal process reached with the same conclusions as alleged, the past financial statements ended on the related year and periods would have to be actively corrected and revised with the now known fraud which is indicative of wholesale-fraudulent misrepresentation in the past of the loans granted by the Company to the borrowers in Cyprus and Singapore.
The Company’s corrected financial positions and results of the operations related to each period would read in summary as follows:

First is to reclassify the previous named accounts - “Loans and interest receivables to Cyprus and Singapore” to the correct name of “Claims against the ex- Chairman and CEO”.
· at the end of 2015 of USD 76 million, 

· at the end of 2016 of USD 104 million, 

· at the end of Q1/17 of USD 105 million, and 

· at the end of Q2/17 of USD 90 million. 

Second is to reverse all interest income related to these two group loans in the past not as high interest income but as part of the sum refunded by that ex-CEO during each respective period: 
· USD 5 million for the year 2015, 

· USD 14 million for the year 2016, 

· USD 4 million for Q1/17, and
· USD 3 million for Q2/17
Thereby reducing the past profit of the Group by the same sums in each period.
Under this contention, the profits and net assets at the end of the respective periods shall be reduced to:
	
	Consolidated financial statements

	
	Original
	Adjusted 
	Reduced to

	
	Million Baht
	Million USD
	Million Baht
	Million Baht

	Profits
	
	
	
	

	For the year  2015
	583
	(5)
	(173)
	410

	For the year  2016
	1,063
	(14)
	(483)
	580

	For the Q1 2017
	328
	(4)
	(143)
	185

	For the Q2 2017
	337
	(3)
	(125)
	212

	
	
	
	
	

	Net Assets
	
	
	
	

	End of 2015
	7,581
	(5)
	(173)
	7,408

	End of 2016
	8,501
	(19)
	(656)
	7,845

	End of Q1 2017
	8,547
	(23)
	(799)
	7,748

	End of Q2 2017
	8,299
	(26)
	(924)
	7,375


The past profit up to 30 June 2017 has to be reduced in total by Baht 924 million (or approximately Baht 0.61 per share, based on approximately 1,525 million shares outstanding on 30 September 2017).
In summary, the Company’s consolidated financial statements figures as summarised above were reinstated and revised as though the loans to Cyprus and Singapore had never arisen right from the beginning. The extent of losses from the frauds which is still regarded as an asset under the caption of “Claims against ex-Chairman and CEO” is subject to the eventuality of the Company’s actions.
In my conclusion, under the basis of SEC’s alleged charges against the perpetrator, the extent of loss provision of USD 63 million as set aside by the Company against the 2017 third quarter’s operation is still subject to uncertainties as to how the claims from him by the Company will be conducted. The realisable value as now suspended in full under the caption of an asset - “Claims against ex-Chairman and CEO” - is dependent on the disposal value of securities as previously given by the purported borrowers to the Company’s subsidiary in Singapore, the stringent attempts by the current Company’s Board of Directors in directing for the recovery and take control of all the bank accounts of the Company’s subsidiary in Singapore and subsequent legal actions by the Company against the perpetrator for recovery of the losses.
2. Scope of Review and Qualified Conclusion
I have reviewed the accompanying consolidated statement of financial position of                        Group Lease Public Company Limited and its subsidiaries as at 30 September 2017,           and the related consolidated statements of comprehensive income for the three-month       and nine-month periods then ended, and the related consolidated statements of changes       in shareholders’ equity and cash flows for the nine-month period then ended, as well as the condensed notes to the consolidated financial statements. I have also reviewed the separate financial information of Group Lease Public Company Limited for the same periods. Management is responsible for the preparation and presentation of this interim financial information in accordance with Thai Accounting Standard 34, Interim Financial Reporting.   My responsibility is to express a conclusion on this interim financial information based on    my review.
Except for the matters discussed in Basis for Qualified Conclusion paragraph, I conducted    my review in accordance with Thai Standard on Review Engagements 2410, Review of Interim Financial Information Performed by the Independent Auditor of the Entity. A review of interim financial information consists of making inquiries, primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures.                   A review is substantially less in scope than an audit conducted in accordance with Thai Standards on Auditing and consequently does not enable me to obtain assurance that                     I would become aware of all significant matters that might be identified in an audit. Accordingly, I do not express an audit opinion. 
Except for any adjustments that might be required as a result of the matters discussed in the Basis for Qualified Conclusion paragraph, based on my review, nothing has come to my attention that causes me to believe that the accompanying interim financial information is not prepared, in all material respects, in accordance with Thai Accounting Standard 34, Interim Financial Reporting.
I have audited the consolidated statement of financial position of Group Lease Public Company Limited and its subsidiaries and the separate statement of financial position of                                                                 Group Lease Public Company Limited as at 31 December 2016, presented as comparative information, and my opinion will be changed to a qualified opinion on the matters as discussed above. 
I have reviewed the consolidated statements of comprehensive income for the three-month and nine-month periods ended 30 September 2016, and the consolidated statements of changes in shareholders’ equity and cash flows for the nine-month period then ended of Group Lease Public Company Limited and its subsidiaries, and the separate financial statements of Group Lease Public Company Limited, presented as comparative information, and my conclusion will be changed to a qualified conclusion on the matters as discussed above.
3. Emphasis of matters
I draw attention to the following matters:
3.1) Loans and interest receivables - Baht 1,997 million (before provision for losses) as of       30 September 2017, represents 36 percent of the consolidated net assets (As of             31 December 2016: Baht 3,759 million - 44 percent)
I draw attention to Note 9 of the consolidated financial statements relating to the loans and interest receivables. The main business of the Company is in the hire purchase financing for motorcycles but separately and significantly from the main business, loans were granted to two groups of borrowers - portrayed as one group in Cyprus and one in Singapore. Parties in the Groups are also shareholders of the Company and have pledged their holdings against those loans. Besides pledging of the shares of the lenders, their ownership of properties in Cyprus and Brazil, Cypriot government bonds, stocks of other overseas companies were also used as collaterals against those indebtedness.
Originally, the periods of the loans granted were in the range of 3 months to 3 years.            The principals were all due for repayment upon maturity but were rolled over and extended to the periods of either 2 or 3 years. The loan balances which were subjected to the mentioned rollovers in 2016 amounted to Baht 2,129 million (USD 59 million), 60 percent of the total loans.
In 2017, before due date, the Cyprus borrower repaid the loans of Baht 845 million (USD 25.3 million) and released part of the collateral of Company’s shares but still remained other parts of the collaterals. In addition, and on due date, the Singapore borrower repaid the loan of approximately Baht 557 million (USD 16.7 million) and the remaining of the collateral of the lenders shares was also released and replaced by the value of properties in Japan (The Company advised that the pledge of the properties in Japan was registered with Japanese Registry Office already). As at 30 September 2017, there is no Company’s shares as part of collaterals against the loans.
Please refer to the important events on this matter as disclosed by the Company in Note 9 to the interim financial statements and our qualified conclusion in the Basis of Qualified Conclusion paragraph.
3.2) Investment in associate company in Sri Lanka - As of 30 September 2017 - Baht 1,987 million (investment value under equity method Baht 2,569 million less provision for loss of Baht 582 million) (As of 31 December 2016 - Baht 2,545 million)

I draw attention to Note 15 of the consolidated financial statements relating to the investment in an associated 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. The acquisition was approved at           the Extraordinary General Meeting of the shareholders of the Company No.2/2016 on                  6 December 2016 and a substantial part of the Sri Lanka shares (22.27%) was sold to the Company by a 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 with the market price at the Stock Exchange of Sri Lanka, during the acquisition period in late 2016 of approximately Baht 1,391 million.
The difference between the carrying value and the market value of investment in associated company is significant and is an “indicative of possible impairment on this investment.” The Company is in the process of performing the impairment testing review. The Company expects to obtain a complete impairment testing during the fourth quarter of 2017. However, the Company informed us that for conservative reason the Company has set up a provision for loss of Baht 582 million against this investment in this quarter. Please refer to the important transactions on this matter as disclosed by the Company in Note 15 to the interim financial statements.

As at 30 September 2017, such investment was presented as an investment in an associate in the consolidated financial statements of Baht 1,987 million (investment value under equity method Baht 2,569 million less provision for loss of Baht 582 million) (Baht 2,545 million as of 31 December 2016). Based on the market price at the Stock Exchange of Sri Lanka at the end of this period, the total value was only in the range of  Baht 894 million (Baht 1,285 million as of the end of the year 2016). The difference between the carrying value of investment (even after provision for loss) and the quoted market price at the quarter end is substantial and still requires attention.
3.3) Convertible debentures

One major source of funds of the Company comes from one substantial holder of the Company's convertible debentures. Under the generally accepted accounting principle, this specific and highly significant investor is considered as a related party to the Company. The amount invested over the last two years was over Baht 7,000 million or USD 210 million (partly converted into the Company’s share capital). The funds raised from this investor represented more than 30 percent of the total sources of funds supporting the whole operations of the group, including the lending to those two borrowers and investment in associated company in Sri Lanka as stated above in 3.1) and 3.2)

As discussed in Note 36 to the interim financial statements, the Company confirmed that the Company has not breached any of the representations and warranties given in convertible debentures and debentures agreements with the creditors. However, this issue has to be further confirmed with the creditors.
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