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1. Basis for Qualified Conclusion

(a) Fraud as alleged by the SEC 

On 16 October 2017, the former Chairman and Chief Executive Officer (“ex-CEO”) was accused by SEC for, among others, falsehood in accounting with concealed act and was referred to the Department of Special Investigation (“DSI”) for consideration of prosecution. The pattern appeared to be round-tripping of fund-out and fund-in in pumping the Group’s profits fictitiously with high interest income. 

The SEC’s findings as stated in the allegation 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 a criminal complaint against ex-CEO with the 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) Historical Records of the alleged ‘loans’ and provision for losses
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 alleged 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, leaving USD 56 million still outstanding on 30 September 2017 and 31 December 2017. 

In an attempt to respond to the first SEC’s order to revise and correct past financial statements of the delinquency, the Company decided to set aside a provision for losses from that financial shenanigans as alleged by the SEC the whole sum of USD 56 million against the quarterly profits ended 30 September 2017. However, subsequently on 16 January 2018, the SEC ordered the Company again to correct the past financial statements relevantly. In an attempt to respond the SEC’s order again,  it has retroactively restated its past financial statements for the year 2017 (and 2016 comparative financial statements) for the loan portion alleged by the SEC and presented those past financial information here for comparative purpose as explained in Note 37 to the financial statements. Please also refer to our audit report paragraph 1(e).
In addition, there were receivables substantially incurred in 2017 and due from companies related to this ex-CEO of USD 9 million for which an additional provision for losses was also set aside.

(c) Chance of loss recovery

The portrayed ‘loans’ to Cyprus and Singapore were secured with security of property and financial instruments, the value of which (value of the security of the Company’s own shares which was withdrawn from securities was excluded) then estimated by the management as in excess of the outstanding ‘loans’. Therefore the losses from the provision could be reduced or proved as surplus to requirement if there are attempts to realise their value and civil claims against the ex-CEO for damages. As from 16 October 2017 till now, I am not aware any recovery yet. The Group’s operating results and financial position are therefore dependent on the efforts and eventual realisation of those securities and damages claimed against the ex-CEO for fraud as alleged by the SEC and concealed acts of falsehood in accounting. 

Even with the provision for losses being set up in full, it is commercially necessary for the Company headed by the new CEO, who is related to the ex-CEO, to demand full restitution from the borrowers and that ex-CEO. In addition, the Company is required to protect and take control of all bank accounts of the Company’s subsidiary in Singapore and other countries and all the assets of securities previously provided against the “loans” to ensure realisation on their value at maximum for eventual restitution. The substantial 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 while that ex-CEO is still one of authorised directors of the subsidiaries in Singapore (and still receives the subsidiary director compensation    as usual) and of an oversea subsidiary.
(d) Qualified conclusion

Because of that ex-CEO being under ongoing official investigation by DSI following the SEC’s criminal complaint, the whole matter is now under consideration for proceeding to court. Due to the legal process not being finalised and my limitation as a professional auditor in examining further the real status of the borrowings, I am therefore unable to conclude on the status of the debts except to await for the DSI’s investigation since it has power and official channels to eventually decide and conclude the case and seeking for court’s judgement. Therefore, under this limitation by circumstance, I am unable to conclusively determine the eventuality of the SEC’s criminal complaint on those loans and receivables and bona fide of interest income and also unable to conclude on the fairness of the provision for losses which is subject to the efforts of recovery of the Group’s assets alleged by the SEC by the new management and also I am unable to conclude whether there should be more adjustment on the past financial statements because the Company had amended its past financial statements based on the figures of loans as made known to the Company from the SEC’s allegation. The amendment had been made on the 2017 financial statements (and 2016 comparative financial statements) but not on the 2015 financial statements because the Company considers the effect in 2015 as immaterial.
(e) Reclassification as “Disputed loans” (as alleged by the SEC) instead of “Loans to Cyprus and Singapore group” and reversal of amount previously shown as interest income

Relying on the SEC’s allegations 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 years would have to be relatively corrected and revised with the now known alleged fraud, which was portrayed as loans granted by the Group to the ‘borrowers’ in Cyprus and Singapore and reversal of previous interest income.

1)
Portion of loans alleged by the SEC of USD 54 million - Already restated in the past financial statements
-
The Company has retroactively restated the financial statements for           the year 2017 financial statements (and 2016 comparative financial statements) whereby it has not recognised interest income as revenue but cash received from interest has been treated as a part of loan repayment.

	
	For the year ended 31 December


	
	2017
	2016
	2015

	
	Million

Baht
	Million

Baht
	Million

Baht

	Consolidated Income Statement:
	
	
	

	Profit (loss) as previously reported
	(1,823)
	1,063
	583

	Interest income not recognised as revenue
	(177)
	(234)
	-

	(Interest income reversed by quarter                 as follows:

1st quarter of 2017 Baht 70 million

2nd quarter of 2017 Baht 55 million

3rd quarter of 2017 Baht 52 million)
	
	
	

	Reversal of a part of provision for loss as recorded in the third quarter of the year 2017 (because the outstanding balance of loans was reduced as a result of deducting  interest received)
	393
	-
	-

	Profit (loss) as restated
	(1,607)
	829
	583


Note: 
Because the effect of adjustment to profit and loss for the year 2015 was only Baht 34 million which is regarded by the Company as immaterial, the Company had not amended the 2015 financial statements but included that amount in the 2016 adjustment and amend the 2016 financial statements.
-
In addition, the Company has reclassified from the “Loans to Cyprus and Singapore group” to “Disputed loans” (as alleged by the SEC). The Company had set up full provision against those loans in the year 2017. The Company has stopped recognising interest income on these loans since the fourth quarter of 2017.
	
	As at 31 December

	
	2017
	2016
	2015

	
	Million

Baht
	Million

Baht
	Million

Baht

	Consolidated Statement of financial position:
	
	
	

	Disputed loans (as alleged by the 

   SEC) and interest receivable as previously included in normal loans
	975
	2,053
	1,158

	Less: Interest receivable as previously

  
included in normal interest receivable
	(35)
	(115)
	-

	Less: Interest received which is regarded as loan repayment
	(349)
	(122)
	-

	
	591
	1,816
	1,158

	Provision for loss as restated
	(591)
	-
	-

	Disputed loans (as alleged by the SEC) as restated
	-
	1,816
	1,158


2)
Portion of loans granted to the same borrowers which is not alleged by SEC of USD 44 million - No amendment of past financial statements retroactively


The Company has still included this portion as normal loans in the statement of financial position and recognised interest income in the past financial statements as usual and there was no amendment of past financial statements. This is because the Company has no information to confirm that this portion is of the same type as that alleged by the SEC. However, the Company has set up full provision against these loans in 2017. The Company has stopped recognising interest income on these loans since the fourth quarter of 2017.

In the future, if there is information confirming that this portion is of the same type of that alleged by the SEC, the past financial statements would have to be amended accordingly, as follow:
	
	For the year ended 31 December

	
	2017
	2016
	2015

	
	Million Baht
	Million Baht
	Million Baht

	Consolidated Income Statement:
	
	
	

	Interest income recognised as usual which would have to be reversed, resulting in decrease in profits
	(200)
	(283)
	(139)

	(Interest income which would have to be reversed by quarter as follows:
1st quarter of 2017 Baht 72 million

2nd quarter of 2017 Baht 72 million

3rd quarter of 2017 Baht 56 million)
	
	
	

	Reversal of a part of provision for loss as recorded in the third quarter of the year 2017 (because the outstanding balance of loans was reduced as a result of deducting interest received)
	593
	-
	-

	Net
	393
	(283)
	(139)


	
	As at 31 December

	
	2017
	2016
	2015

	
	Million Baht
	Million Baht
	Million Baht

	Consolidated Statement of financial position:
	
	

	This portion of loans and interest receivables included in the normal loans balance as previously reported
	937
	1,663
	1,579

	Less: Interest receivable as previously

  
included in normal interest receivable
	(46)
	(165)
	(74)

	Less: Interest received which is regarded as loan repayment
	(535)
	(263)
	(67)

	
	356
	1,235
	1,438

	Provision for loss as recorded 

   in the year 2017
	(356)
	-
	-

	Net
	-
	1,235
	1,438


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 June 2018, the related consolidated statements of comprehensive income for the three-month and six-month periods ended 30 June 2018, and the consolidated statements of changes in shareholders’ equity and cash flows for the six-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 period. 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 had 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 2017 (restated), presented as comparative information, and my opinion was a qualified opinion on the matters as discussed in Basis for Qualified Conclusion paragraph. 
The consolidated statements of comprehensive income for the three-month and six-month periods ended 30 June 2017, the consolidated statements of changes in shareholders’ equity and cash flows for the six-month period then ended of Group Lease Public Company Limited and its subsidiaries and the separate financial information of Group Lease Public Company Limited for the same periods as presented here in for comparative purpose have been restated i.e. interest income on loans alleged by the SEC has been reversed and I have changed my conclusion on the review to a Qualified Conclusion on those financial statements on the matters as discussed in Basis for Qualified Conclusion paragraph.

3. Emphasis of matters

I draw attention to the following matters:

3.1) Loans and interest receivables (included disputed loans) - Baht 1,593 million (before provision for loss) as of 30 June 2018, represents 21 percent of the consolidated net assets (As of 31 December 2017 - as restated: Baht 1,569 million - 22 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 another in Singapore. Parties in the groups were at that time also shareholders of the Company and pledged the Company’s shares against those loans. Besides share pledging, 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 in 2016, 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 amounted to Baht 2,129 million (USD 59 million), 60 percent of the total loans.

In 2017, before due date, the Cyprus ‘borrower’ repaid a sum of Baht 845 million (USD 25.3 million) and partially released the collateral of the Company’s shares but retained other collaterals as stipulated in agreements. In addition, and on due date, the Singapore ‘borrower’ repaid a sum of approximately Baht 557 million (USD 16.7 million) and the remaining collateral of the Company’s shares was also released and replaced by the value of properties in Japan (The Company advised that pledging of the properties in Japan was registered with Japanese Registry Office already). As at             30 June 2018 and 31 December 2017, no Company’s shares remained part of the collaterals against the two purported ‘loans’.

On 19 October 2017, the Company received a request from the SEC to revise/correct its financial statements, Annual Registration Statement (Form 56-1) and Annual Report (Form 56-2) in response to the criminal complaint filed by the SEC to the DSI on 16 October 2017 against former executive director. 
The Company had corrected by reclassification from the “Loans to Cyprus and Singapore group” of USD 54 million to “Disputed loans”. In portion of disputed loans by the SEC of USD 54 million, the Company had retroactively restated the financial statements for the year ended 31 December 2017 as comparative information whereby it had not recognised interest income as revenue, but cash received from interest had been treated as a part of loan repayment. In addition, The Company had set up full provision against those loans since the year 2017 and stopped recognising interest income on these loans since the fourth quarter of 2017.
While this provision’s intention is to cooperate and comply with the order from the regulator, the management wants to reiterate its belief on the legitimacy of the loans provided and the repayment of the loans and interest according to the contractual arrangements including the enforceability of the collateral securities provided in case of any default.
In April 2018, the Management of the Company's subsidiary gave notices of repayment to all the Singapore and Cyprus borrowers for the remainder of the outstanding loan amounts and interest due to 31 May 2018. The progress of repayment of all borrowers will be closely monitored and the Company is going to act according to the terms and conditions as set out in the individual agreements until full repayment of all amounts paid by the borrowers.
(See also Note 9 to the financial statements and our Basis for Qualified Conclusion paragraph).
3.2) Investment in associated company in Sri Lanka - As of 30 June 2018 - Baht 2,085 million (investment value under equity method Baht 2,667 million less provision for loss of Baht 582 million) (31 December 2017 - Baht 2,023 million(investment value under equity method Baht 2,605 million less provision for loss of Baht 582 million)) - Note 15
I draw attention to Note 15 of the consolidated financial statements relating to the investment in an associated company in Sri Lanka. The subsidiary acquired 29.99% of the ordinary shares of a company listed on the Sri Lanka Stock Exchange 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’s outside professional valuer valued such investment at Baht 1,900 - 2,500 million, while the appointed independent financial advisor valued at Baht 1,600 - 1,700 million and while the market price at the Sri Lanka Stock Exchange, when acquired in late 2016, was at Baht 1,391 million.

In late 2017, the Company hired outside professional valuer to value this investment again. The value appraised by the outside professional valuer was higher than the carrying value. However for the prudent reason, the Company has still left the provision for loss of Baht 582 million previously set up for this investment in the third quarter of 2017. This results in, as of 31 December 2017, there being a provision for loss of Baht 582 million set aside against this investment in the consolidated financial statements after a period of acquisition of one year. The above referred director who was the director in the selling company and also in the Company has since resigned from the Company’s Board effective as of 31 January 2018 citing conflict of interest.

As at 30 June 2018, such investment was presented as an investment in an associate in the consolidated financial statements of Baht 2,085 million (investment value under equity method Baht 2,667 million net of provision for loss of Baht 582 million) (31 December 2017: Baht 2,023 million (investment value under equity method Baht 2,605 million net of provision for loss of Baht 582 million)). Based on the market price at the Sri Lanka Stock Exchange at the end of second quarter 2018, the total value was only approximately Baht 683 million (for the year ended 2017: Baht 874 million). The difference between the carrying value of investment (even after provision for loss) and the Stock Exchange market price is materially significant and still needs future assessment whether further provision for loss is required.

3.3) Investment in PT Bank JTrust Indonesia Tbk (Other investment) - Note 16
On 26 October 2016, the Board of Directors of the Company approved a subsidiary company to acquire shares of PT Bank JTrust Indonesia Tbk. (“PT Bank JTrust”) and subsequently on 13 December 2016, the subsidiary company acquired 28.15 trillion shares (3.12% of the total shares) in this company at total cost of USD 11.70 million (Baht 414 million) from JTrust Co. Ltd. - a related company. The remaining portions of approximately 97% being majority shareholding in this company were still held by JTrust Co. Ltd. - a related company (which is under the same group as the plaintiff on various legal cases against the Company as discussed in 3.5).  This company is an Indonesian company engaging in commercial banking business.
As at the acquisition date, the purchase price the subsidiary paid to acquire this investment when compared with the book value of this company represented the ratio of Price per Book Value (“P/BV” ratio) of approximately 3.65 times. As at                              31 December 2017, the P/BV ratio was 3.95 times while the ‘average P/BV ratio’ of all commercial banks in Indonesian market was about 1.60 times. The Company’s management considers that there is no impairment on this investment due to other favorable factors including profitability ratio and business opportunities of this company in the future. The carrying value of this investment was significantly in excess of the value calculated based on the ‘average P/BV ratio’ and this difference needs attention. 

As at 30 June 2018 and 31 December 2017, the carrying value of this investment was Baht 414 million. The value of this investment depends upon the ability to cooperate with its major shareholder in the future and the success of future operations of this company.

3.4) Investment in BG Microfinance Myanmar Co. Ltd. (investment in subsidiary) - Note 14
The Extraordinary General Meeting of the Company’s shareholders No. 2/2016, held on 6 December 2016, approved the acquisition of 1,387,680 shares of BG Microfinance Myanmar Co. Ltd. (100% wholly-owned) at the cost of USD 8.01 million (Baht 280 million). The cost was appraised and set by the subsidiary company’s management, while the appointed independent financial advisor valued the investment at approximately Baht 173 - 179 million. The company was incorporated in the Republic of the Union of Myanmar with its main activity described as microfinance.       It provides retail loans to women grouping 5 in number and individual loans to enterpreneurs operating small and medium scale enterprises (SMEs).

During 2018, the Company assessed the fair value of the assets acquired and liabilities assumed at the acquisition date, in order to allocate costs of the business acquisition to the identifiable items. The process was completed in the first quarter of 2018, within the period of twelve months from the acquisition date allowed by Financial Reporting Standard No. 3 (revised 2017), Business Combinations.

As at 30 June 2018 and 31 December 2017, the carrying value of this investment is Baht 718 million and Baht 654 million, respectively. The increase in carrying value of investment is as a result of capital increase from acquisition date total to Baht 432 million. The value of this investment depends upon the success of future operations of this company.
3.5) Material uncertainty related to going concern

I draw attention to the legal cases as discussed below as actioned by the convertible debenture holder and other related matters which may affect going concern of the Group in the future including financial status, classification of liabilities, result of operation and cash flow status. Presently, it is assumed that those cases will not affect the going concern of the Group. However, there are still uncertainties regarding the outcome of the cases which is subject to the final verdict of the court of justice.
a) Legal cases in Thailand (Note 36.1)
Following the SEC’s incrimination, in late 2017, one substantial holder of the Company’s convertible debentures with an outstanding balance of USD 180 million or approximately Baht 6,000 million gave notice to terminate the financial agreement citing cancellation of voidable transactions and demanded immediate repayment and damages, in January 2018 it then filed a civil case with the civil court against the Company demanding immediately repayment of convertible debenture (of approximately Baht 6,000 million) and damages (of approximately Baht 2,000 million), filed a  petition with the Central Bankruptcy Court for rehabilitation of the Company, filed a criminal complaint with the Department of Special Investigation and also the Police’s Economic Crime Suppression Division. Please see more details in Note 36.1 to the financial statements.

b) Legal cases in Singapore (Note 36.2)

The substantial holder of the Company’s convertible debentures also filed lawsuits against the Company’s subsidiary in Singapore accusing the Company’s subsidiary in acting in conspiracy with others in inducing it to invest in the Company and it has suffered loss. It has also obtained the worldwide Mareva injunction from the Singapore court against the Company’s subsidiary. Please see more details in Note 36.2 to the financial statements. 
The Company believes and maintains that it does not breach any conditions in the convertible debenture agreements and the claims are without merits.

Furthermore, the Company has interest payable on these convertible debentures due in the first quarter of 2018 of approximately Baht 140 million (USD 4.5 million). The Company has consulted with its legal advisors and decided to suspend paying interest on convertible debentures because the Company regards this as related to the legal cases raised by the convertible debenture holder. The Company believes that as long as the legal cases are outstanding, the non-payment of interest on convertible debentures does not regard as a default of convertible debenture conditions. The Company has classified the convertible debentures as non-current liabilities in the statement of financial position. The Company has still accrued for interest on convertible debentures the accounts as usual.

This highly significant investor, convertible debenture holder could be considered as a related party to the Company because 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) represented more than 30 percent of the total sources of funds supporting the whole operations of the group.
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