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Disclaimer of Audit Opinion

I was engaged to audit the accompanying consolidated and separate financial statements of Sahaviriya Steel Industries Public Company Limited, its subsidiaries, and its joint-venture (the “Group”), and of Sahaviriya Steel Industries Public Company Limited (the “Company”), respectively, which comprise the consolidated and separate statements of financial position as at 31 December 2016, the consolidated and separate statements of income, 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.

I do not express an opinion on the accompanying consolidated and separate financial statements of the Group and the Company. Because of the significance of the matters described in the Basis for Disclaimer of Opinion paragraph, I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these consolidated and separate financial statements.

Basis for Disclaimer of Opinion

Material uncertainty concerning going concern basis of accounting and success of rehabilitation plan

As described in Notes 2 and 20 to the financial statements, the Group and the Company incurred a net loss of Baht 2,834 million and Baht 3,029 million, respectively, for the year ended 31 December 2016 and had a cumulative deficit of Baht 71,474 million and Baht 71,431 million, respectively, as at 31 December 2016.
As disclosed in Note 2 to the financial statements, pursuant to the discontinuation of Sahaviriya Steel Industries UK’s (“SSI UK”) operations, the major lenders demanded immediate payment of the outstanding balances of loan as at 30 September 2015 of USD 788 million, GBP 1 million, and Baht 1.6 million (collectively equivalent to Baht 28,432 million) which was secured by SSI UK’s property, plant and equipment and a guarantee from the Company. The major lenders also called that guarantee at the same time. In addition, on 1 October 2015, the major lenders demanded immediate payment of the outstanding balance of another of the Company’s loan as at 30 September 2015 of Baht 9,840 million. In view of this situation, on 1 October 2015, the Company decided to submit a petition for business rehabilitation to the Central Bankruptcy Court (“the Court”).
On 10 March 2016, the Court ruled that the Company must be rehabilitated and directed the Company to prepare the rehabilitation plan.  On 15 September 2016, the creditors’ meeting passed a special resolution to accept the Business Rehabilitation Plan (“the Plan”) and appointed 3 creditors to be a Committee of Creditors. On 15 December 2016, the Court issued an order to approve the Plan which determined the Company as the Plan Administrator.

As outlined in the Plan, the Company needs to generate sufficient cash flows to meet both its working capital requirement and its operating obligations by issuing new capital, conversion of outstanding debt to equity, seeking new financing as well as restructuring its debts owed to creditors.    Note 20 to the accompanying financial statements described the Company’s progress with these activities.  However, to consider that the Plan is successful, the following events must occur 1) the Company has repaid the outstanding principal to every creditor as stipulated in the Plan in the amount not less than 25% of the outstanding principal and either 2) the Company has secured new funding from an investor to repay debt such that the shareholders’ equity of the Company becomes positive or 3) debt to equity conversion as stipulated in the Plan has been executed such that the shareholders’ equity of the Company becomes positive.  However, since the Plan has just commenced in late 2016, it is too early to conclude the success of the Plan as of the date of this report.  These circumstances indicate the existence of a material uncertainty which casts significant doubt about the Group’s and the Company’s ability to successfully meet all obligations according to the Plan as well as ability to continue as going concern.

Management has the opinion that despite the above circumstances, the Group and the Company should be able to generate sufficient cash flows from future operations to cover operating costs and to meet financing commitments. This opinion is based on the discontinuation of SSI UK’s operation, which had been incurring losses, the commencement and implementation of the Plan, and the support of the major lenders.  The consolidated and separate financial statements have been prepared by management on the going concern basis on the assumption that the business rehabilitation will be successful and such further capital and credit facilities will be secured to the extent that the Group’s and the Company’s operations require. The validity of this assumption is dependent on 1) the success of the Plan, which has recently commenced, including 1.1) the measures taken to improve profitability and cash flows, 1.2) the success of capital restructuring, and 1.3) the ability to repay debts on schedule over the periods; and 2) the availability of financing from other sources to meet funding requirements. 

I consider that, whilst adequate disclosures have been made in this regard, these circumstances indicate the existence of a material uncertainty which casts significant doubt about the Group’s and the Company’s ability to continue as going concern.  If the Group and the Company were unable to continue as going concerns, the realisable value of assets may be significantly less than their carrying value.  No adjustments to the classification or carrying value of assets and liabilities have been made in the consolidated and separate financial statements should the Group and the Company unable to generate sufficient cash flows nor raise additional finance from other sources.

Material uncertainty concerning the balance of long-term loans from financial institution, trade payable, other payable to related party, other current liabilities and other noncurrent liabilities

As described in Notes 2 and 20 to the financial statements, during 2016, there are 46 creditors who submitted an application for debt settlement.  The Company has disputed with certain creditors due to incorrect balance, duplicated balance or ungrounded debt.  As of the date of this report, there are 6 creditors where the final judgment of the debt claim has not been received from the Official Receiver.  Total debt claim including principal and interest of these 6 creditors is Baht 4,160 million   In addition, as of the date of this report, there are 2 creditors with total debt claim amount of Baht 512 million where the final judgment of the debt claim have been received from the Official
Receiver but the creditors have appealed against the final judgment of the Official Receiver and the appeal is still in the court process.  The Group and the Company recorded the said debt of these 8 creditors of Baht 1,019 million in the consolidated and separate financial statements as at 31 December 2016.  There is a discrepancy in debt balance of Baht 3,653 million as a result of the pending final judgment of the Official Receiver or appeal.

Due to the material uncertainty which is dependent on the final judgment from the Official Receiver or the outcome of the appeal, I was unable to determine whether any adjustments might have been found necessary in respect of recorded or unrecorded long-term loans from financial institution, trade payable, other payable to related party, other current liabilities and other noncurrent liabilities as at 31 December 2016.  

Limitation of audit scope on comparative information

Sahaviriya Steel Industries UK Limited (“SSI UK”) is wholly-owned by the Company. As disclosed in Note 2, since the establishment of SSI UK and until 2 October 2015, when SSI UK entered the liquidation process, the consolidated financial statements of the Group included the financial statements of SSI UK.  A petition for winding up SSI UK was lodged and the application was granted on 2 October 2015 and SSI UK’s financial statements for Group consolidation purposes as at that date were prepared on a break-up basis. Consequent to the appointment of a liquidator for SSI UK, the Company no longer controls the business or operations of SSI UK and, therefore, the financial statements of SSI UK have not been included in the consolidated financial statements of the Group from 2 October 2015. The results of the coke manufacturing and steel making business of SSI UK for the period from 1 January 2015 to 2 October 2015 have been recorded separately as discontinued operations in the consolidated statement of income of the Group for the year ended 31 December 2015.
As disclosed in Note 2, the commencement of liquidation of SSI UK has resulted in its assets being frozen; access to its manufacturing facilities, in which most of its accounting records and related supporting documents are located, blocked; and key personnel in financial reporting being dismissed.  Consequently, management has prepared the financial statements of SSI UK for the purpose of presentation and disclosure of discontinued operations in the consolidated statement of income of the Group for the year ended 31 December 2015 based on SSI UK's management accounts and related reports made up to 31 August 2015 and estimates for the remaining period to 2 October 2015, using all relevant information available to the Group to date.

Such limitation of scope by the above circumstances has the possible effect on the comparability of the current year’s consolidated financial performance and the corresponding figures.

Emphasis of Matter 

I draw attention on Note 3 (a) to the financial statements which described the effect from change in accounting policy on the corresponding figures presented as at 31 December 2015 and for the year then ended have been restated.

I draw attention to Notes 4 and 7 to the financial statements. For the year ended 31 December 2016, the Group and the Company sold goods to related companies and joint venture in the normal course of business totaling Baht 5,334 million and Baht 5,334 million, respectively, which represented 28 percent of the Group’s and the Company’s total sales. As at 31 December 2016, the Group’s and the Company’s outstanding trade accounts receivable net of allowance for doubtful accounts from those related parties amounted to Baht 1,481 million and Baht 1,471 million, respectively. Moreover, for the year ended 31 December 2016, the Group and the Company purchased goods from related companies in the normal course of business totaling Baht 1,080 million and Baht 1,337 million, respectively, which represented 7 percent of the Group’s total purchases and which represented 9 percent of the Company’s total purchases.
Responsibilities of Management and Those Charged with Governance for the Consolidated and Separate Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated and separate financial statements in accordance with TFRSs, and for such internal control as management determines 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, management is responsible for assessing the Group’s and the Company’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 Company 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 Company’s financial reporting process. 

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

My responsibility is to conduct an audit of the Group and the Company’s financial statements in accordance with Thai Standards on Auditing and to issue an auditor’s report.  However, because of the matters described in the Basis for Disclaimer of Opinion section of my report, I was not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these consolidated and separate financial statements.

I am independent of the Group and the Company in accordance with the Code of Ethics for Professional Accountants issued by the Federation of Accounting Professions under the Royal Patronage of His Majesty the King that is relevant to my audit of the consolidated and separate financial statements, and I have fulfilled my other ethical responsibilities in accordance with these requirements. 

(Orawan Chunhakitpaisan)

Certified Public Accountant

Registration No. 6105
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