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Independent Auditor’s Report

To the Shareholders of The Siam Commercial Bank Public Company Limited

Opinion

I have audited the consolidated and the Bank’s financial statements of The Siam Commercial Bank Public Company Limited and its subsidiaries (the “Group”) and of The Siam Commercial Bank Public Company Limited (the “Bank”), respectively, which comprise the consolidated and the Bank’s statements of financial position as at 31 December 2019, the consolidated and the Bank’s statements of profit or loss and other comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising a summary of significant accounting policies and other explanatory information.

In my opinion, the accompanying consolidated and the Bank’s financial statements present fairly, in all material respects, the financial position of the Group and the Bank, respectively, as at 31 December 2019 and their financial performance and cash flows for the year then ended in accordance with Thai Financial Reporting Standards (TFRSs).

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 the Bank’s Financial Statements section of my report. I am independent of the Group and the Bank in accordance with the Code of Ethics for Professional Accountants issued by the Federation of Accounting Professions that is relevant to my audit of the consolidated and the Bank’s 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 the Bank’s financial statements of the current period. These matters were addressed in the context of my audit of the consolidated and the Bank’s financial statements as a whole, and in forming my opinion thereon, and I do not provide a separate opinion on these matters.


	Allowance for doubtful accounts on loans to customers

	Refer to notes 3.5, 4.1 and 11.

	The key audit matter
	How the matter was addressed in the audit

	The allowance for doubtful accounts on loans to customers is considered a Key Audit Matter as it requires the application of judgments and use of subjective assumptions over both the timing of recognition, and the estimation of the amount of the allowance of certain loans and portfolios of loans to customers. 

As at 31 December 2019, loans to customers recorded in the consolidated and the Bank’s financial statements amounted to Baht 2,147 billion and Baht 2,142 billion (approximately 72.4% and 72.5% of total assets), against which allowance for doubtful accounts of Baht 111 billion and Baht 111 billion, respectively, were provided.

Management has established a control framework over the estimation process of the allowance for doubtful accounts which includes governance procedures, management review and approval, and controls to ensure the integrity of data used in the process. The allowance for doubtful accounts is in accordance with the Bank of Thailand’s guidelines which require the Bank to perform both quantitative and qualitative reviews of loans as an ongoing process. Within this framework:

· Individual assessments are made by management of loan grading and classification. Collateral valuation estimates are used in determining allowance for Non-Performing Loans.

· The allowances are assessed on a portfolio basis for certain portfolios with similar risk characteristics. Expected Loss Model methodologies incorporating assumptions such as customer behavior and repayment abilities are selected, approved and applied to portfolios of loans of a similar nature and risk profile.

	In planning my audit procedures, I performed a risk assessment by considering internal and external factors which could affect the performance of individual customers, industry sectors, customer segments, or which could influence the judgments and estimates. 

My audit procedures included testing the design and operating effectiveness of selected controls surrounding the credit and impairment process.

I performed credit review procedures for a sample of loans, including a detailed review of the individual credit profile and other relevant information, from which I formed my own independent assessment. My sample included individually large exposures, loans subject to restructuring and reschedule, as well as a selection of loans identified in my risk assessment.

I used my own credit specialists to test model parameter assumptions and methodologies, including a review of reconciliations of data to underlying systems and back-testing results.

I considered the adequacy of disclosures in accordance with Thai Financial Reporting Standards.








	Valuation of financial instruments in the statement of financial position

	Refer to notes 3.3, 3.31, 3.32, 4, 5, 8 and 9.

	The key audit matter
	How the matter was addressed in the audit

	The valuation of financial instruments is considered a Key Audit Matter due to the degree of complexity involved in valuing certain level 2 instruments and the significance of judgment and estimates involved.

As at 31 December 2019, financial assets measured at fair value in the consolidated and the Bank’s financial statements amounted to Baht 364 billion and Baht 362 billion, respectively. Financial liabilities measured at fair value in the consolidated and the Bank’s financial statements amounted to Baht 62 billion and Baht 62 billion, respectively. As at 31 December 2019, financial assets measured at fair value classified as level 2 in the consolidated and the Bank’s financial statements amounted to Baht 359 billion and Baht 359 billion, respectively. Financial liabilities measured at fair value classified as level 2 in the consolidated and the Bank’s financial statements amounted to Baht 62 billion and Baht 62 billion, respectively.

There is a risk that financial instruments  classified as “level 2” in the fair value hierarchy, may be mispriced in the statement of financial position because they are not based on objective external prices or, where these are not easily observable, the best estimate of what they may be. 


	In planning my audit procedures, I performed a risk assessment by considering the factors which could affect the fair value of financial instruments, both in terms of the inputs used for valuation and the appropriateness of valuation techniques applied.

For a sample of financial instruments, I checked that pricing inputs used were externally sourced and were correctly input into pricing models, including an assessment of the liquidity of prices, where applicable. I used my own valuation specialists to assess that the models were appropriate and tested the fair value of a sample of the Group and the Bank’s debt securities and derivative positions independently and compared their valuation to the Group and the Bank’s valuation. 

I considered the adequacy of disclosures in accordance with Thai Financial Reporting Standards.





	[bookmark: _Hlk16706001]Divestment of Life insurance subsidiary

	Refer to note 10.2 to the financial statements

	The key audit matter
	How the matter was addressed in the audit

	On 26 September 2019, the Bank sold all its shares (99.2%) in SCB Life Assurance PCL to FWD Group Financial Services Pte. Ltd (“FWD”). For a total consideration of Baht 92,720 million, of which Baht 75,000 million related to the share sale, resulting in net gain on sale of investment in subsidiary of Baht 24,024 million and Baht 61,900 million in the consolidated and the Bank’s financial statements, respectively. Simultaneously, the Bank entered into a long-term Distribution Agreement with FWD to offer the life insurance products to the customers through the Bank’s distribution channels for a period of 15 years. An amount of Baht 17,720 million from the total consideration has been recorded as deferred income under other liabilities. 

The divestment is considered a Key Audit Matter due to the significance of the accounting for subsidiary to the Group and the complexity in share valuation method.

	In respect of the divestment of the subsidiary, I have read the relevant transaction documents to understand the terms and conditions of the divestment. I obtained the share valuation report prepared by external expert engaged by the Bank and used my own valuation specialist in verifying accuracy and appropriateness of key assumptions used.                          

I checked the evidence of consideration received and underlying accounting records. I checked the calculations of net gain on sale of investment in subsidiary in the consolidated and the Bank’s financial statements.

I considered the adequacy of disclosures in accordance with Thai Financial Reporting Standards.






	Estimation of the impact of TFRS 9

	Refer to note 47 to the financial statements

	The key audit matter
	How the matter was addressed in the audit

	The Group and the Bank are adopting TFRS 9 “Financial Instruments” from 1 January 2020. This new Financial Reporting Standard will affect the classification and measurement of financial assets and liabilities, the impairment of financial assets and hedge accounting; such financial assets and liabilities comprise a substantial portion, approximately 96% to 97% of the total assets and liabilities of the Group and the Bank, respectively.

Management have disclosed the estimation of the impact of TFRS 9, in particular the allowance for doubtful accounts on loans to customers which is based on expected credit losses, in note 47. Management’s estimation of the expected credit losses on loans measured at amortised cost is based on new and complex credit models which are dependent on significant management judgments and estimates including economic forward looking factors and post model adjustments.

Due to the significance of the financial assets and liabilities affected by this new TFRS and significant judgments and estimates made by management, I consider this a Key Audit Matter.

	In planning my audit procedures, I performed the risk assessment and the model scoping by considering the size, complexity and credit risk characteristics of each portfolio.

My audit procedures included testing the design and operating effectiveness of selected controls over governance and model development.

I inspected the Group and the Bank’s accounting policies to determine whether these have been set up in accordance with the requirements of TFRS 9 and the relevant Bank of Thailand notification and guidelines.

Certain key technical decisions, assumptions and model methodologies were tested, where appropriate, including involvement of my own credit risk specialists to inspect model documentation and model validation reports performed by expert engaged by the Group and the Bank’s management.

I assessed the adequacy of the disclosure in accordance with TFRS and the Bank of Thailand notification and guidelines. 

I considered the adequacy of disclosures in accordance with TFRS and the Bank of Thailand notification and guidelines.






Other Information

Management is responsible for the other information. The other information comprises the information included in the annual report, but does not include the consolidated and the Bank’s 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 Bank’s 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 Bank’s 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 Bank’s 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 those charged with governance and request that the correction be made.

Responsibilities of Management and Those Charged with Governance for the Consolidated and the Bank’s Financial Statements

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

In preparing the consolidated and the Bank’s financial statements, management is responsible for assessing the Group’s 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 management either intends to liquidate the Group and the Bank or to cease operations, or has no realistic alternative but to do so. 

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

Auditor’s Responsibilities for the Audit of the Consolidated and the Bank’s Financial Statements 

My objectives are to obtain reasonable assurance about whether the consolidated and the Bank’s 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 the Bank’s financial statements. 

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

· Identify and assess the risks of material misstatement of the consolidated and the Bank’s 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 and the Bank’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 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 the Bank’s 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 the Bank’s financial statements, including the disclosures, and whether the consolidated and the Bank’s 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 consolidated and the Bank’s 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.






(Wilai Buranakittisopon)
Certified Public Accountant
Registration No. 3920
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