Independent Auditor’s Report 

To the shareholders and the Board of Directors of Kiatnakin Bank Public Company Limited 

My opinion 

In my opinion, the consolidated financial statements of Kiatnakin Bank Public Company Limited (the Bank) and its subsidiaries (the Group) and the separate financial statements of the Bank present fairly, in all material respects, the consolidated and separate financial position of the Group and of the Bank as at 31 December 2019, and its consolidated and separate financial performance and its consolidated and separate cash flows for the year then ended in accordance with Thai Financial Reporting Standards (TFRSs). 

What I have audited

The consolidated financial statements and the separate financial statements comprise:
· the consolidated and separate statements of financial position as at 31 December 2019;
· the consolidated and separate statements of profit or loss and other comprehensive income for the year then ended;

· the consolidated and separate statements of changes in equity for the year then ended;

· the consolidated and separate statements of cash flows for the year then ended; and

· the notes to the consolidated and separate financial statements, which include a summary of significant accounting policies.

Basis for opinion 

I conducted my audit in accordance with Thai Standards on Auditing (TSAs). My responsibilities under those standards are further described in the Auditor’s responsibilities for the audit of the consolidated and separate financial statements section of my report. I am independent of the Group and the Bank in accordance with the Federation of Accounting Professions under the Royal Patronage of his Majesty the King’s Code of Ethics for Professional Accountants together with the ethical requirements that are relevant to my audit of the consolidated and separate financial statements, and I have fulfilled my other ethical responsibilities in accordance with these requirements. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my opinion. 

Key audit matters

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

	Key audit matter
	How my audit addressed the key audit matter

	Allowance for doubtful accounts


	

	I focused on this area because management makes significant judgements over timing, and the amount to record as an allowance for doubtful accounts and the size of loans to customers is significant for the consolidated and separate financial statements. At 31 December 2019, the gross loans to customers balance was Baht 259,076 million and Baht 262,614 million. The balance of allowance for doubtful accounts of loans to customers was Baht 10,588 million and Baht 10,614 million, which represents 4.09% and 4.04% of loans to customers respectively. The impairment loss on loans was recognised in the consolidated and separate statements of profit or loss and other comprehensive income for the year ended 31 December 2019 of Baht 2,797 million and Baht 2,802 million, respectively. The basis of the allowances is summarised in the Accounting policies in Note 2.11. See Note 6.1 for the estimates and assumptions related to allowance for doubtful accounts and Note 13, 15 and 51 for the cross-referred figures.

The Bank classifies its loan portfolios into categories and sets an allowance for doubtful accounts for loans in accordance with the Bank of Thailand’s notification, and with the management’s estimation over the allowance for doubtful accounts from the ending balance of loans, based on both qualitative and quantitative factors. The Bank uses the following methods to assess the amount of allowance for doubtful accounts of loans to customers. 

· For hire-purchase receivables, the allowance for doubtful accounts of loans to customers is applied under a collective approach based on a modelled basis. Some inputs to this model are subject to management judgement, which are qualitative factors used for loan classification and external factors such as macro-economic conditions.
· For larger, individually significant loans to customers, the allowance for doubtful accounts is assessed individually. The key assumptions and judgement made by management are the expected cash flows to be received from debtors or from the sale of collateral. Management also applies qualitative factors such as the additional judgement of loan classification.
· For personal loans and retail loans, the percentage of allowance for doubtful accounts of loans is set following the loan aging report. Management also applies qualitative factors such as the additional judgement of loan classification for personal loans and retail loans. 

· Apart from the minimum requirements of allowance for doubtful accounts following the Bank of Thailand’s guidelines, the Bank also set an additional allowance for doubtful accounts as a part of the general reserve in order to be conservative. The general provision is considered from the industry risk and economic uncertainties.
I focused my audit procedures on the allowance for doubtful accounts, specifically relating to: 

· the key assumptions and judgements made by management related to loan classification, the percentage of allowance following the qualitative factors, collateral values, estimated expected cash inflows and the discount rate applied 

· the post model adjustments in response to identified internal factors such as historical loss and external factors such as economic factors under the collective approach, and 

· the completeness of loan balances that are included in the allowance for doubtful accounts calculation.
	I evaluated the design of operating controls and tested the effectiveness of those controls over the allowance for doubtful accounts data and calculations. This included testing: 

· controls over calculation models for the allowance for doubtful accounts, including input data

· controls over the estimations of collateral valuation 

· controls over the approval process for the annual credit review and classification of loans 

· controls over the input data to calculate credit scoring and the monitoring process under a qualitative approach 

· controls over the data transfer from source systems to the allowance for doubtful accounts models and model output to the general ledger 

· controls over the monitoring of the properness of models and qualitative data by the risk management department
· IT controls for loan data, aging systems and collateral systems, and

· governance controls, including reviewing the minutes of meetings that form part of the approval process for the allowance for loans, the classification of loans, and assessing management’s analysis and challenging the actions taken for special allowance cases or any additional qualitative factors applied. 

I didn’t find any deficiencies which have a material impact on the financial statements from those control tests.

For the collective approach model used by the Bank, I tested if the underlying loan information used in the models was complete and accurate by agreeing details to the source systems, as well as re-performing the calculation of the modelled provision. For the key assumptions in the model, 
I challenged management to provide objective evidence for updated macro-economic figures that were appropriate. 
I found no material exceptions in this test. 

For individually assessed loans I selected samples of loans for expected recoverable amount testing, and tested the estimation of the future expected cash flows from debtors, including from the realisation of collateral held. This involved assessing the work performed by both internal and external independent experts used by the Bank to value the collateral to check that the valuation is up to date.  I assessed the current financial position and business plan of individual debtors and the key financial ratio used as the basis of measuring the allowance for doubtful accounts, to consider whether the key judgments were appropriate. I also challenged management to provide supporting evidence for the related key assumptions and impairment indicators, and I found no material exceptions in this test. 

For personal loans and retail loans, I recalculated the accuracy of account receivables aging reports which both qualitative and timing criteria has been considered as well as the allowance rate used for personal loans and retail loans. 
I found no material differences from this activity. 

For general provision and additional allowance for doubtful accounts set up from management’s judgement, 
I understood and evaluated the process for identifying the industry risk of debtors in the loan portfolio. I also used my industry experience and knowledge to consider the appropriateness of the provision. I found that this provision amount is aligned with the industry. 



	
	

	Impairment testing of goodwill


	

	As at 31 December 2019, the Group had a goodwill of Baht 3,066 million. Goodwill arose from the Capital Market segment, which was identified as the cash-generating unit (CGU). The recoverable amount of goodwill is determined by the Dividend Discount Model. Refer to the accounting policy related to goodwill in note 2.15, accounting estimates and assumptions in note 6.5 and related disclosures of goodwill in note 20.2.

I focused on this area due to the significant value and the nature of the significant judgement and assumptions used in the valuation model. An assessment is required annually to establish whether this goodwill is recognised with the proper amount. 

The management calculated the discounted dividend by using the dividend received projection based on financial budgets covering a ten-year period which are referred from the past operating results, together with the estimated growth rates of the market and the subsidiaries where management believes that the ten-year period can reflect their business plan.

The key assumptions that involve management judgement are: 

· Discount rate 

· Growth rate 

· Payout ratio 

· Expected future revenue and net profit generated from Capital Market Segment 

Those assumptions are from both internal and external factors. The management will revisit and consider applying the latest information that reflects the market condition and business for the calculation of the recoverable amount of goodwill. 
	I evaluated management’s assessment of impairment by inquiry with management about the method used and assumptions in the valuation model. 

Specific work where I challenged management and corroborated supporting evidence for appropriateness of valuation model included: 

· comparing the assumptions used within the valuation model to approved budgets and business plans, payout ratio estimated from the forecast business performance and other supporting evidence for future assumptions such as expected yearly market turnover and average commission rate

· comparing key assumptions with external data. For example, I compared the discount rate with the risk-free rate of government bonds and market risk premium with market data and also tested the input data to check that the input data is updated and appropriate

· considering the current year and historical performance against the plan and the reasons for any deviation from the plan. I also discussed those deviations and uncertainties with management

· evaluated and challenged the group’s net income forecast in a discussion with the management of the business involved, such as future business plans and focus 

I concluded that the key assumptions were reasonable, given the historic results and economic outlook. 

In the testing valuation model: 

· I checked the calculations for mathematical accuracy and I found no exceptions. 

· I considered the sensitivity of the calculation by varying the assumptions, which are the discount rate and growth rate, within a reasonable range. 

I found that management’s assumptions appropriately reflected the current economic conditions in the capital market as at the financial statements.

	
	


Other information 

The directors are responsible for the other information. The other information comprises the information included in the annual report, but does not include the consolidated and separate financial statements and my auditor’s report thereon. The annual report is expected to be made available to me after the date of this auditor's report.

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

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

When I read the annual report, if I conclude that there is a material misstatement therein, I am required to communicate the matter to the audit committee.

Responsibilities of the directors for the consolidated and separate financial statements 

The directors are responsible for the preparation and fair presentation of the consolidated and separate financial statements in accordance with TFRSs, and for such internal control as the directors determine is necessary to enable the preparation of consolidated and separate financial statements that are free from material misstatement, whether due to fraud or error. 

In preparing the consolidated and separate financial statements, the directors are responsible for assessing the Group and the Bank’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 the directors either intend to liquidate the Group and the Bank or to cease operations, or has no realistic alternative but to do so.

The audit committee assists the directors in discharging their responsibilities for overseeing the Group and the Bank’s financial reporting process. 

Auditor’s responsibilities for the audit of the consolidated and separate financial statements

My objectives are to obtain reasonable assurance about whether the consolidated and separate 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 TSAs 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 consolidated and separate financial statements.

As part of an audit in accordance with TSAs, I exercise professional judgment and maintain professional scepticism throughout the audit. I also: 

· Identify and assess the risks of material misstatement of the consolidated and separate 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 and the Bank’s internal control. 

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

· Conclude on the appropriateness of the directors’ 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 and the Bank’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 consolidated and separate 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 and the Bank to cease to continue as a going concern. 

· Evaluate the overall presentation, structure and content of the consolidated and separate financial statements, including the disclosures, and whether the consolidated and separate 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 the audit committee 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 the audit committee 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 the audit committee, I determine those matters that were of most significance in the audit of the consolidated and separate 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. 
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