Krungthai Card Public Company Limited

Notes for the Financial Statements

For the three months and nine months ended September 30, 2002 and 2001 (reviewed) 
and for the year ended December 31, 2002 (audited)

………………………………….

1. Establishment and Objectives

Krungthai Card Company, Ltd. was founded by the approval of Board of Krung Thai Bank Public Company Limited. It was registered as a corporate according to the Civil and Commercial Law on December 4, 1996 with Krung Thai Bank Public Company Limited being the shareholder of 99.99 percent of the shares. For managerial flexibility and personnel administration in the present competitive market, it has established rules and regulations, especially regarding inventories, budgeting, financing, accounting and human resources, on the same standards as other leading companies providing credit card, debit card and plastic card services. 

The Company provides all credit card, debit card and plastic card services as well as oversees acquiring business, electronic data capture business and any other nature of business involving operations for Krung Thai Bank Public Company Limited. On June 26, 2002, the Company contracted with Krung Thai Bank Public Company Limited to receive a transfer of certain assets of the bank involving credit card and other operations associated with credit cards in book value as of June 30, 2002 so that the Company may operate such business independently from July 1, 2002. The Company later became a public company limited as deemed by a special order of the Extraordinary Shareholders Meeting on June 14, 2002 and has changed its name to “Krungthai Card Public Company Limited”.

2. Interim Financial Statement Preparation

This Interim Financial Statement is prepared according to the 41st Issue of Accounting Standards on Interim Financial Statements detailing the items in the balance sheets, income statements, statements of change in shareholder’s equity, retained earnings statements, and cash flow statements.
3. Summary of Essential Accounting Policies

3.1   Management Fee:Revenue is realized according to employment contracts.The bank’s committee specifies and approves the management fee annually. The Company submits a statement for the average amount on a monthly basis. 

3.2   Revenue  and Expenses: The company is realized  by the accrual basis except for



Interest Revenue: The Company is realized the interest revenue from credit card receivables for their spending via the credit card from the day the payment or installment payment is due. Should they not pay on such day, the Company will calculate the interest from the date of the statement. With regard to the interest of credit card receivables making cash advance withdrawal, the Company realizes the interest revenue from the day the withdrawal is made.



For the interest revenue of credit card receivables via credit card spending and cash advance withdrawal, the Company will be unrealized this as revenue after 180 days.

Fee Income : Fees as a card issuer, fees from users of other banks, cash advance withdrawal fee and other service fees. The Company is realized such fees as income on the day the cash advance withdrawal is made or on the day the service is provided. 

3.3   Bad debt  and Allowance for doubtful account : The Company will prepare the allowance for doubtful accounts once the debtors do not pay after 180 days from the first demand. The provision for possible loan loss is set at 100%.

With regard to the write-off bad debt from the account receivables, the Company will dispense the debtor as delinquent according to the Internal Revenue Department 1991 Regulation Number 186 issued according to the Revenue Code. Debtors who have not paid for 180 consecutive days and to whom the Company has suspended service, and in the event that the Company has received payment from dispensed debtors, the Company will realize such income in the Income Statements upon receipt.

3.4   Leasehold Improvement: Indicates in the cost price after deducting accumulated depreciation and depreciation. It is to be calculated using a straight-line method at the rate of 5-20% per year. Equipment with a price of lower than 3,000 Baht will be considered as expense in the period of purchase. 

3.5  Financial Instrument: Assets and Liabilities in  financial statements indicated in the balance sheet include cash and cash equivalent, credit card receivables, account receivables to related financial institutions, account payables as well as other assets and liabilities. The specific accounting policy for each significant item is separately disclosed in the relevant section.

 3.6 Foreign currency conversion : The Company converts a transaction involving     foreign currency to Baht using the rate of commercial bank, the average rates of VISA Co., Ltd. and MasterCard Co., Ltd. on the day of transaction.

Profit and loss resulting from the receipt or payment of debt in foreign currency and that from the conversion of asset value and monetary debt will be realized as revenue or expense in the income statements as it occurred.

3.7 Cash and cash equivalent : Includes cash in hand and deposits at bank, due no longer than 3 months.

3.8  Net Income per share: Calculated by dividing the net profit (loss) with the number of shares of fully paid shares and convert partially paid ordinary shares to fully paid ordinary shares on the day when the period ends.

4 Additional information

4.1  Cash and cash at bank:    

                            Unit: Million Baht
        September 30, 2002
   December 31, 2001
Cash
0.02
0.02

Cash at bank



          - Savings  Account
123.21
3.75

          - Current   Account
(4.36)
(2.34)

                                    Total
118.87
1.43


As of September 30, 2002, there was a savings deposit amount of 123.21 million Baht which is a part of short-term loans granted by Krung Thai Bank Public Company Limited as a revolving capital for the business’s operations. The deposit above is subject to market interest rates.


4.2. Credit card receivables and Circle Loan receivables - net




Unit: Million Baht
 September 30, 2002
   December 31, 2001
Credit card receivables
5,442.89
-

Minus unearned income
(122.67)
-


5,320.22
-

Minus Allowance for doubtful accounts
(539.24)
-

        Credit card receivables – net
4,780.98
-

Circle loan receivables
3,678.39
-

Minus unearned income 
(1,839.55)
-


1,838.84
-

Minus Allowance for doubtful accounts 
(866.21)
-

       Circle loan receivables - net 

            Total
972.63

5,753.61                                   



Credit card and circle loan receivables were transferred from Krung Thai Bank Public Company Limited according to the Agreement on Assets Transfer dated June 26, 2002 at the price of net book value as of June 30, 2002. The reserve for account receivables is in accordance with the accounting standard and policy of credit card business according to the 3.3 Accounting Policy. The Company has issued Krung Thai Bank Public Company Limited the first promissory note of 3,613,770,000 Baht on July 1, 2002 to pay for the price of transferred assets at the initial price as of March 31, 2002. Once the price is adjusted and audited, the Company will adjust the account receivables accordingly and will issue Krung Thai Bank Public Company Limited the second promissory note for use the shortfall.


Credit card and circle loan receivables by the duration of late payment as of September 30, 2002

                                                                     













Unit: Million Baht

Credit card receivables
Allowance for doubtful account
Credit card receivables after deducting allowance for  doubtful account


Number of receivables
Million Baht
Percent
Million Baht


Less than 89  days
499,322
4,749.55
-
-
4,749.55

90-179    days
       913
     31.43
-
-
     31.43

Over 179  days
12,145
    539.24
100
539.24
-


512,380
5,320.22
100
539.24
4,780.98


Circle loan receivables
Allowance for doubtful account
Circle loan receivables after deducting allowance for  doubtful account


Number of receivables
Million Baht
Percent
Million Baht


Less than 89 days
32,510
941.98
-
-
941.98

90-179    days
1,247
30.65
-
-
30.65

Over 179  days
15,826
866.21
100
866.21
-


49,583
1,838.84
100
866.21
972.63








4.3  Other current assets
Unit: Million Baht
          September 30, 2002   December 31, 2001

Income tax to be refunded
-
25.50

Fee Income and accrued interest receivable
25.69
-

Other receivables involving credit card
129.01
-

Other suspense account 

Others
136.91

39.34
-

7.62





                               Total
330.95
33.12


4.4 Leasehold Improvement - net

Unit: million Baht


Capital price
Increase
Decrease
Total
Accumulated depreciation
Net book value as of September 30, 2002
Net book value as of December 31, 2001

Leasehold Improvement
0.54
-
-
0.54
0.24
0.30
0.34

     - Office equipment
43.31
10.61
0.23
53.69
33.75
19.94
16.44

     - Vehicles
5.51
-
1.97
3.54
3.09
0.45
1.43

            Total
49.36
10.61
2.20
57.77
37.08
20.69
18.21

Work in Process

Leasehold Improvement
-
4.36
-
4.36
-
4.36
-

Net Leasehold Improvement
49.36
14.97
2.20
62.13
37.08
25.05
18.21











The depreciation for periods ended September 30, 2002 and December 31, 2001 are 7.46 and 9.48 million Baht, respectively.

4.5. Other assets
Unit: Million Baht
 September 30, 2002   December 31, 2001

Remaining plastic card
2.32
1.57

Deposit
10.92
2.21

                                   Total
13.24
3.78


4.6. Account payable to related financial institutions: Loans from Krung Thai Bank Public Company Limited incurred by credit card and circle credit card receivables’ transaction via the branches and network of Krung Thai Bank Public Company Limited.


4.7. Account Payables from transfer of assets: 395.01 Million Baht is the account payables incurred from the transfer of assets from Krung Thai Bank Public Company Limited according to the notes of the financial statement number 4.2, 4.3 and 4.9. The Company has issued Krung Thai Bank Public Company Limited a promissory note of 3,613.77 million Baht to pay for the initial asset price on July 1, 2002.

4.8. Accrued expenses
Unit: Million Baht
September 30, 2002   December 31, 2001
Personnel expenses
0.20
0.17

Marketing expenses
12.35
18.05

Other expenses
44.05
4.57

                                   Total
56.60
22.79

4.9. Other current liabilities
Unit: Million Baht
 September 30, 2002   December 31, 2001

Accrued social security
0.44
0.32

Accrued withholding tax 
4.25
2.98

Accrued specific business tax 
2.96
-

Accrued corporate income tax 
9.48
2.53

Accrued value added tax 
6.43
0.02

Others
1.44
-

Suspense account to 
70.59
-

                                 Total
95.59
5.85

4.10. Share Capital 


As of September 30, 2002, the Company has a registered capital of 1,000 million Baht. Of this amount, there are 100 million ordinary shares of10 Baht par value each. Issued and paid up capital is equal to 50 million Baht. The Company has increased the registered capital on September 10, 2002 and converted the value of share from 100 Baht par value each to10 Baht par value each in accordance with the resolution of the 3/2002 Extraordinary Shareholders Meeting on September 9, 2002.

As of December 31, 2001, the Company has a registered capital of 50 million Baht. Of this amount, there are 500,000 ordinary shares of 100 Baht par value each. Issued and paid up capital is 45 million Baht consisted of 300,000 fully paid ordinary shares worth 30 million Baht and 200,000 ordinary shares worth 100 Baht each paid for  75 Baht par value each  of 15 million Baht.


4.11 Risk management



The Company bears financial risks including credit risk, liquidity risk, foreign  exchange rate risk and interest rate risk. These are risks generally found in the operation of business.

4.11.1 Credit risk

Credit risk that one party may not be able to fulfill his contractual obligation resulting in financial damages to the other party.

With regard to the primary business of credit card issuance, the Company has regulations on the grant of credit, demand of debt payment, debt collection as well as strict credit usage control. These are the procedures of credit grant.

The Company deposits its own money with a reputable financial institution.



4.11.2 Liquidity risk

Liquidity risk that the Company may or may not be able to capitalize enough in time to fulfill its loan obligations which is specify in financial instruments.

Prior to the transfer of assets, the liquidity risk is covered by Krung Thai Bank Public Company Limited. After the assets involving credit card business operation is transferred, the Company has received adequate financial support from an associated financial institution with regard to the management of liquidity risk and to support the growth of the Company in the form of a 15-year loan without collateral.



4.11.3 Foreign exchange rate risk


Most of the transactions of the Company’s primary business is in the Thai Baht currency. Therefore, there is no significant risk from currency exchange rates both before and after the assets transfer.

4.11.4  Interest rate risk




Interest rate risk is the risk that the value of financial instruments will fluctuate due to changes in the market interest rates.

The Company manages this risk by monitoring differences in interest rates and proceed to minimize such risk with efficiency especially in terms of credit card debtors management.


4.12 Obligations


       Provident Fund



The Company has established a provident fund for employees according to the Provident Fund Act B.E.2530 under the registered name of “The Provident Fund of Thai Mun Khong Already Registered”. Its objectives are to promote savings and provide security for its members once they resign from the fund, reach retirement age or are deceased. This fund has become a registered fund approved by the Ministry of Finance on March 14, 1997. Employees have to pay a contribution of 3-6% according to the regulations and the Company will contribute at the rate of 6%.



A fund manager has been appointed for Krung Thai Securities Asset Management Co., Ltd. to administer the fund according to the Ministerial Regulation No. 2 (B.E.2532) issued in accordance to the Provident Fund Act B.E. 2530.


       Obligations according to the contracts



As of September 30, 2002, the Company has an obligation of office building rental with related rental fees of approximately 2.26 million Baht per month and 0.45 million Baht per month, respectively. The Company is charged those fees in May 2002 and November 2002 respectively.



Additionally, the Company has obligations with financial consultant companies, legal advisors, auditors and other consultants relevant to list the Company in the Stock Exchange of Thailand for an amount of approximately 37 million Baht. That amount is not inclusive of the underwriting fee which is initially projected at 29.07 million Baht. Expenses are subject to the conditions and success of employment as agreed on September 30, 2002. The Company has paid a consultation fee of approximately 12 million Baht that is indicated as a part of prepaid expenses (notes of  Financial Statement no. 4.3)


4.13 Related party transactions 

     
Krung Thai Bank Public Company Limited is the primary shareholder of the Company holding 100% of the stocks.

4.13.1 Service expenses

Unit: million Baht


September 30, 2002
December 31, 2001

Expenses on the use of services of Krung Thai Bank Public Company Limited



     -  Expenses for supporting card members and merchant services
3.14
-

     -   Expenses for Computer system support 
8.00
-


11.14
-


Krung Thai Bank Public Company Limited provides services to the Company while taking trading customs into consideration. The prices are calculated from market price including the actual operational cost of the Company. The agreed card members and establishments service and computer system support related expenses for 2002 are approximately 12,572,010 and 32,000,000 Baht, respectively.

4.13.2  Account payable to related financial institutions (Notes to the financial statement no. 4.6)

Unit: million Baht


September 30, 2002
December 31, 2001

Account payable to related financial institutions



     At  the beginning of the period
-
-

     Increment during the period (net)
64.19
-

     At the end of the period
64.19
-

4.13.3 Promissory notes

 Unit: million Baht 

September 30, 2002
December 31, 2001

Promissory notes



     At of the beginning of the period
500.00
-

     Increment during the period (net)
4,923.77
-

     At the end of the period
5,423.77
-

These represent loans from Krung Thai Bank Public Company Limited with a promissory note issued as a revolving capital and to pay for credit card and circle loan receivables transferred from Krung Thai Bank Public Company Limited on June 30, 2002. This is a loan without collateral which is subject to market interest rates and due at call.

4.14 Privatization



Krung Thai Bank Public Company Limited as the major shareholder has given the Company a policy to privatize and list the Company on the Stock Exchange of Thailand in 2002. The Company has registered itself as a public company limited with the Ministry of Commerce on July 2, 2002 and changed its name to Krungthai Card Public Company Limited. The initial public offering has been done during 16-18 October 2002. It is expected that the Company will be listed in the Stock Exchange of Thailand and begin trading in the stock exchange on or around October 25, 2002.

…………………………………..

