Supalai PUBLIC COMPANY LIMITED and its subsidiaries

REPORT AND CONSOLIDATED FINANCIAL STATEMENTS

31 DECEMBER 2006 AND 2005
Report of Independent Auditor
To the Board of Directors and Shareholders of
Supalai Public Company Limited

I have audited the accompanying consolidated balance sheets of Supalai Public Company Limited and its subsidiaries as at 31 December 2006 and 2005, the related consolidated statements of income, changes in shareholders’ equity and cash flows for the years then ended, and the separate financial statements of Supalai Public Company Limited for the same periods. These financial statements are the responsibility of the management of the Company and its subsidiaries as to their correctness and the completeness of the presentation. My responsibility is to express an opinion on these financial statements based on my audits. 
I conducted my audits in accordance with generally accepted auditing standards. Those standards require that I plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.  I believe that my audits provide a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Supalai Public Company Limited and its subsidiaries and of Supalai Public Company Limited as at 31 December 2006 and 2005, and the results of their operations and cash flows for the years then ended, in accordance with generally accepted accounting principles.

Without qualifying my opinion on the financial statements, I draw attention to the uncertainties with regard to litigation described in Note 33.4 to the financial statements and the changes its accounting policies described in Note 4 to the financial statements as below.
a)
The Company has been sued for a total of approximately Baht 85.3 million in various cases, in respect of breach of contract, cancellation of contract, refund claims and damage claims. Most of the cases are currently being heard by the Court of Appeals and the Supreme Court. The Company has set aside provision of Baht 41.2 million for liabilities arising as a result of these cases, based on the opinions of its legal department. 

b)
During 2006, the Company entered into a Baht 550 million contract to purchase and to sell land with a company, under which the stipulated transfer date was 3 January 2007, and paid a deposit amounting to Baht 50 million to that company for the purchase. Subsequently, the Company learned that some parts of the land are in an area earmarked for expressway construction, and as a result of the loss of this area the Company would be unable to develop the land as planned. On December 2006, the Company therefore cancelled the contract and requested the refund of the deposit and payment of damages. On 1 February 2007, the seller has sued the Company for breach of contract and to compel the Company to accept the transfer of land ownership and pay a total of Baht 500 million plus damages. However, the Company is going to fight the case and make a counterclaim for damages. The legal department of the Company is of the opinion that the Company is likely to win such a case and receive the return of the deposit. As a result, the Company does not record allowance for loss on impairment of the deposit or provision for the contingent liability in respect of this litigation.
c)
During 2006, the Company and its subsidiaries changed their accounting policy for recording property and plant from the revaluation method to the cost method, and changed its accounting policy for recording investments in subsidiaries in the separate financial statements of the Company from the equity method to the cost method.

Thipawan Nananuwat


Certified Public Accountant (Thailand) No. 3459

Ernst & Young Office Limited

Bangkok : 20 February 2007
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