AUDITOR’S REPORT ON FINANCIAL STATEMENTS

To the Shareholders and Directors of UOB Kay Hian Securities (Thailand) Co., Ltd.

I have audited the accompanying balance sheet of UOB Kay Hian Securities (Thailand) Co., Ltd. as at 31 December 2002 and the related statements of income, changes in shareholders’ equity, retained earnings and cash flows for the year then ended.  These financial statements are the responsibility of the Company’s management. My responsibility is to express an opinion on these financial statements based on my audit.  The financial statements of UOB Kay Hian Securities (Thailand) Co., Ltd. for the year ended 31 December 2001 presented herewith for comparative purposes were audited by another auditor, whose report dated 24 January 2002, expressed unqualified opinion on those financial statements.

I conducted my audit in accordance with generally accepted auditing standards.  Those standards require that I plan and perform an 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 disclosure 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 audit provides 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 UOB Kay Hian Securities (Thailand) Co., Ltd. as at 31 December 2002 and the results of its operations and cash flows for the year then ended in accordance with generally accepted accounting principles.

BOONMEE  NGOTNGAMWONG

Certified Public Accountant 
   (Thailand) No. 3673

PricewaterhouseCoopers ABAS Limited

Bangkok

24 January 2003
1
General information

UOB Kay Hian Securities (Thailand) Co., Ltd. (the “Company”) is incorporated and domiciled in Thailand.  The address of its registered office is :-

130-132, 3rd floor, Sindhorn Building Tower I, Wireless Road, Lumpini, Pathumwan, Bangkok 10330.

The Company is licenced as a securities company and provides broking, financial advisory and underwriting services, principally to retail investors.

As at 31 December 2002 the Company has 15 branches and 311 staff members (31 December 2001: 14 branches and 255 staff).

The Company changed its name from UOB Securities (Thailand) Co., Ltd to UOB Kay Hian Securities (Thailand) Co., Ltd, and the change was registered with the Ministry of Commerce on     10 July 2001.
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Significant accounting policies
a)
Basis of preparation 

The financial statements have been prepared in accordance with Thai Generally Accepted Accounting Principles under the Accounting Act of B.E. 2543 being those Thai Accounting Standards issued by the Institute of Certified Accountants and Auditors of Thailand, designated as applicable to non-public companies, and being approved under law by the Board of Supervision of Auditing Practice appointed by the Minister of Commerce under the Auditor Act B.E. 2505.  In addition the requirement of the Office of the Securities and Exchange Commission’s notification (Sor Thor. 6/2543) regarding the format of the balance sheet and the statement of income dated 25 February 2000 has been followed.

The accounting principles applied may differ from generally accepted accounting principles adopted in other countries and jurisdictions.  The accompanying financial statements are therefore not intended to present the financial position and results of operations in accordance with jurisdictions other than Thailand.  Consequently, these company financial statements are not addressed to those who are not informed about Thai generally accepted accounting principles and practices.

The financial statements have been prepared under the historical cost convention except as disclosed in the accounting policies below.

For the convenience of the user, an English translation of the financial statements has been prepared from the statutory financial statements that are issued in the Thai language for domestic purposes.
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Significant accounting policies (Continued)
b)
Income and expense recognition

i) Brokerage fees

Brokerage fees on trading securities are recognized as income as at the transaction date.

ii) Fees and services income

Fees and service income are recognized on an accrual basis.

iii) Gain (loss) on trading securities are recognized as income or expenses as at the transaction date.

iv) Interest and dividend on investment in securities

- Interest on investment is recorded as income on an accrual basis.

- Dividend on securities is recorded as income when the payment of dividend is declared.

v) Interest on loans for purchasing securities

Interest on loans and securities business receivables are recorded as income on an accrual basis from the outstanding amount except for those receivables which are overdue more than 90 days will be recorded as interest income on the collection basis.

c)
Investment in securities

Trading securities are stated at fair value, with changes in the fair values being presented as  an unrealized gain/(loss) on securities in the statement of income.

Available-for-sale securities are carried at fair value with differences between the book values and fair values being presented as unrealised gains or losses included in the shareholders’ equity section.

Held-to-maturity debt securities are carried at cost adjusted by a premium or discount being amortised over the period to maturity.

General investments are carried at cost.

The value of investment in available-for-sale securities and held-to-maturity securities are stated net of allowance for the impairment in value. Loss on impairment in value is charged to the statement of income when incurred.

Realised gains and losses on the sale of securities are determined by the weighted average method and are reflected in the statement of income.
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Significant accounting policies (Continued)
d)
Allowance for doubtful accounts

The allowance for doubtful accounts on securities business receivables is based on management’s review and assessment of the status of individual debtors as well as the requirements as stated in the Office of the Securities and Exchange Commission’s notifications No. Kor Thor 33/2543 and 5/2544 dated 25 August 2000 and 15 February 2001, respectively.  Such assessment takes into consideration various factors including the risks involved and the value of collateral.  Allowance is made for the estimated losses that might be incurred where the debts are not fully secured and/or there exists a possibility that principal and interest cannot be recovered in full.

e)
Foreign currency transactions

Transactions during the year denominated in foreign currencies are translated into Baht at the rates of exchange ruling on the transaction dates.  Monetary assets and liabilities at the balance sheet date denominated in foreign currencies are translated into Baht using the prevailing rates at that date. 
Gains and losses on exchange arising on settlements and from translation are recognised as revenue or expense when incur.
f)
Premises and equipment and depreciation

Premises and equipment are stated at cost less accumulated depreciation.  Depreciation is provided for all fixed assets and is calculated by the straight-line method over the following estimated useful lives:

Premises
20 years

Leasehold rights and office improvement
Lease period
Furniture, fixtures and office equipment
5 years

Motor vehicles
5 years
Expenditures for additional assets or replacement and expenditure for improvement of fixed assets are capitalised at cost.  Repair and maintenance costs are recognised as expenses when incurred.  Gains and losses on disposal of fixed assets are recognised in the statement of income as incurred.
Where the book value of an asset is greater than its estimated recoverable amount, it is written down to its recoverable amount.  Estimated recoverable amount is the higher of the net present value of cash flows expected from the continuing use of the asset and the amount obtainable from the sale of the asset less any costs of disposal.
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Significant accounting policies (Continued)
g)
Intangible assets

Software costs are recognized as intangible assets to the extent that such expenditure is expected to generate future economic benefits. Expenditure is capitalised and amortised using the straight-line method over their useful lives of 5 years. Intangible assets are not revalued. The carrying amount of each intangible asset is reviewed annually and adjusted for impairment where it is considered necessary.

h)
Related companies

Related persons or entities of the Company are defined as persons or entities that control the Company or are controlled by the company, whether directly or indirectly or are under the same control as the Company.  These include holding companies, subsidiaries and fellow subsidiaries within the same group.   In addition, related companies also include associated companies and individuals owning, directly or indirectly, an interest in the voting shares of the Company and have significant influence over the company, key management personnel, directors or officers of the company.  This also apply to the close members of the family of such individuals and companies associated with these individuals. 

In considering each possible related party relationship, attention is directed to the substance of the relationship, and not merely the legal form.

i)
Earnings (loss) per share

Earnings (loss) per share is computed by dividing net profit (loss) for the year by the weighted-average number of paid-up ordinary shares in issue during the year.

j)
Cash and cash equivalents

Cash and cash equivalents includes cash on hand and deposits at financial institutions with original maturity of three months or less, and bank overdrafts.  In the balance sheet, bank overdrafts are included in liabilities.

j)
Use of estimates

The preparation of financial statements in conformity with Thai generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the amounts of revenues and the reported amounts of revenues and expenses in the reported period.  Actual results may differ from those estimates.
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Cash and deposits at financial institutions


2002
2001


Baht
Baht





Cash on hand
326,048
555,217

Deposits at financial institutions
254,551,911
298,550,280


254,877,959
299,105,497

Less : Company’s deposits on behalf of customers
(62,925,284)
(24,288,653)

Total cash and deposits at financial institutions, net
191,952,675
274,816,844

Company’s deposits on behalf of customers relate to cash deposited by customers which the Company has the obligation to repay on the demand of the customers.  In accordance with notification No. Sor Thor 44/2543 dated 12 September 2000, issued by the Office of the  Securities and Exchange Commission, this amount has been excluded from cash and deposits at financial institutions held by the Company.

As at 31 December 2002 and 2001, deposits with financial institutions included:

a)
Fixed deposit of Baht 52 million (31 December 2001: Baht 60 million) were used as collateral to secure overdraft facilities, short term loans, guarantees and uncleared cheques up to a total of Baht 444 million (31 December 2001 : Baht 444 million).

b)
As at 31 December 2001, savings deposit of Baht 80,000 was used as collateral to secure a letter of guarantee issued by bank to the Provincial Electricity Authority of Thailand totaling Baht 80,000.

c)
Savings deposit of Baht 1.95 million (31 December 2001: Baht 0.74 million) were deposits derived from deduction of staff remuneration and retained as collateral for potential damages by the staff.  The staff will receive such deposit if there are no damages incurred by them.
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Loans to financial institutions


2002
2001


Baht
Baht





Term loans
45,000,000
-

Less: Company’s deposits on behalf of customers
(45,000,000)
-

Total loans to financial institutions, net
-
-

Company’s deposits on behalf of customers relate to cash deposited by customers which the Company has the obligation to repay on the demand of the customers.  In accordance with notification No. Sor Thor 44/2543 dated 12 September 2000, issued by the Office of the  Securities and Exchange Commission, this amount has been excluded from cash and deposits at financial institutions held by the Company.
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Investment in securities 


2002
2001



Market

Market


Cost
value
Cost
value


Baht
Baht
Baht
Baht







Securities for investment – short term











Securities for trading





   Listed equity securities
19
19
157
114

   Less:  Allowance for revaluation
-
-
(43)
        -







Net securities for trading
19
19
114
114







Net securities for investment – short term
19

114








Securities for investment – long term





Equity securities - other
7,820,000

7,820,000


Less:  Allowance for impairment 
             in value of securities
-

-








Net equity securities
7,820,000

7,820,000








Net securities for investment – long term
7,820,000

7,820,000








Net investment in securities
7,820,019

7,820,114
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Trading transactions with securities companies

Trading transactions with securities companies represent balances payable and receivable through the securities clearing house which have been shown net in accordance with the announcement of the Securities and Exchange Commission No. Sor Tor. 6/2543 “Form of Balance Sheet and Statement of Income” dated 25 February 2000. 
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Securities business receivables and accrued interest receivables

2002
2001


Baht
Baht





Loans for securities purchases
125,128,408
82,354,675

Receivables from securities business
382,477,361
694,525,100

Total securities business receivables
507,605,769
776,879,775

Less:  Allowance for doubtful accounts
(58,178,142)
(57,084,195)





Net securities business receivables
449,427,627
719,795,580

Securities receivables are classified in accordance with the regulations of the Office of the Securities and Exchange Commission (“SEC”) and related allowance for doubtful accounts as at 31 December 2002 and 2001 are as follows:



2002



Allowance for doubtful accounts


Total debts


Amount
Amount


(include interest
Percentage
Collateral
regulated
set up by the


receivables)
required
amount
by SEC
Company

Classification
Baht
by SEC
Baht
Baht
Baht








Normal debts
441,663,562
-
-
-
-

Doubtful debts
65,942,207
100
11,633,940
52,908,187
58,178,142








Total
507,605,769

11,633,940
52,908,187
58,178,142



2001



Allowance for doubtful accounts


Total debts


Amount
Amount


(include interest
Percentage
Collateral
regulated
set up by the


receivables)
required
amount
by SEC
Company

Classification
Baht
by SEC
Baht
Baht
Baht








Normal debts
710,293,805
-
-
-
-

Doubtful debts
66,585,970
100
9,501,775
57,084,195
57,084,195








Total
776,879,775

9,501,775
57,084,195
57,084,195

As of 31 December 2002, the Company had recorded Baht 64,092,126 of margin loans for which recognition of accrued interest receivable had been discontinued according to SEC regulations (31 December 2001 : Baht 66,339,964).
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Allowance for doubtful accounts


2002
2001


Baht
Baht





At beginning of year
57,084,195
63,718,864

Increase in (reversal of) allowance for doubtful accounts
1,093,947
(6,634,669)





At end of year
58,178,142
57,084,195
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Premises and equipment



Leasehold 
Furniture,





rights and office
fixtures & office
Moter



Premises
improvements
equipment
vehicles
Total


Baht
Baht
Baht
Baht
Baht

At 31 December 2001






Cost
5,382,756
23,136,061
43,239,393
11,398,552
83,156,762

Less : Accumulated






 depreciation
(1,149,034)
(4,999,391)
(11,153,872)
(625,608)
(17,927,905)

Net book amount
4,233,722
18,136,670
32,085,521
10,772,944
65,228,857








For the year ended 31 December 2002





Opening net book amount
4,233,722
18,136,670
32,085,521
10,772,944
65,228,857

Additions
-
18,598,405
31,591,326
-
50,189,731

Disposals
-
-
(9,871)
(3)
(9,874)

Depreciation charge
(336,595)
(13,810,442)
(11,087,896)
(2,280,163)
(27,515,096)

Closing net book amount
3,897,127
22,924,633
52,579,080
8,492,778
87,893,618








At 31 December 2002






Cost
5,382,756
41,734,466
72,704,009
11,398,549
131,219,780

Less: Accumulated






depreciation
(1,485,629)
(18,809,833)
(20,124,929)
(2,905,771)
(43,326,162)

Net book amount
3,897,127
22,924,633
52,579,080
8,492,778
87,893,618
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Intangible assets


Total


Baht

At 31 December 2001


Cost
6,811,960

Less : Accumulated amortisation
(3,209,580)

Net book amount
3,602,380




For the year ended 31 December 2002


Opening net book amount
3,602,380

Additions
8,760,321

Amortisation charge
(2,301,213)

Closing net book amount
10,061,488




At 31 December 2002


Cost
15,572,281

Less: Accumulated amortisation
(5,510,793)

Net book amount
10,061,488

11
Other assets

2002
2001


Baht
Baht





Deposits
8,328,747
15,180,982

Indemnity compensation fund in net settlement system
2,821,805
2,078,311

Prepaid expenses – net
1,643,324
1,686,591

Accrued income
879,224
1,056,196

Other
474,746
3,061,217

Total other assets
14,147,846
23,063,297
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Bank overdrafts and loans from bank

2002
2001


Baht
Baht





Bank overdrafts
22,997,968
21,759,958

Loans from a bank
-
100,000,000

Total 
22,997,968
121,759,958

The Company has overdraft facilities with two local banks totaling Baht 32 million (31 December 2001: Baht 32 million) at interest rates ranging from 1%to 2.50% above the fixed deposit rate per annum.
As at 31 December 2001, loans from a bank represented a short term loan from a related company at an interest rate of 4.25% per annum.
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Other liabilities

2002
2001


Baht
Baht





Accrued remuneration of employees
17,539,232
29,443,938

Accrued expenses
14,681,121
6,921,085

Others
3,085,704
1,777,607

Total other liabilities
35,306,057
38,142,630
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Commitment and contingent liabilities

As at 31 December 2002 and 2001 the Company has the following commitments and contingencies:

a) The Company has lease agreements for office premises and facilities in which the Company was liable to pay rental and related service fee as follows:



2002



Baht





Within one year

20,671,922

Over 1 – 3 years

17,517,223

Total

38,189,145











2001



Baht





Total

35,720,000

b) The Company has contingent liabilities on bank issuance of letter of guarantee to the Provincial Electricity Authority of Thailand of Baht 80,000 (31 December 2001: Baht 80,000) and guarantee for communication services to another company of Baht 1,550,000    (31 December 2001: Baht 1,550,000).
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Share capital

2002
2001


Baht
Baht

Registered:



2,500,000 ordinary shares of Baht 100 each
250,000,000
250,000,000





Issued and paid-up



2,500,000 ordinary shares of Baht 100 each
250,000,000
250,000,000
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Basic earnings (loss) per share


2002
2001





Net profit (loss) attributable to shareholders(Baht)
70,391,785
(48,282,807)

Weighted average number of ordinary shares



in issue (Shares)
2,500,000
2,500,000





Basic earnings (loss) per share (Baht)
28.16
(19.31)
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Provident fund

The Company has established a contributory registered provident fund, in accordance with the Provident Fund Act B.E. 2530.  Under the plan, the employees must contribute 3% or 5%    (2001: 3%) of their basic salaries to be matched by the Company.  A registered provident fund manager has been appointed to manage the fund in compliance with the requirements of the Ministerial Regulations issued under the Provident Fund Act, B.E. 2542.
The Company’s contribution for the year ended 31 December 2002 amounted to Baht 3,875,309(31 December 2001 : Baht 903,190).
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Related company transactions
The Company is controlled by UOB-Kay Hian Holdings Limited incorporated in Singapore which owns 99.99% of the Company’ s registered and paid-up share capital.

The Company has transactions in the normal course of business with related companies as follows:


2002
2001


Baht
Baht





Deposits at bank
113,827,273
84,154,722

Securities business receivables
3,383,193
6,303,177

Other assets
878,033
   -

Bank overdraft
22,997,968
21,759,958

Loans from a bank
   -
100,000,000

Securities business payables
21,158,076
13,547,710

Other liabilities
2,181,605
   -
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Related company transactions (Continued)

For the years ended 31 December


2002
2001


Baht
Baht





Brokerage income
21,823,602
821,668

Other income
1,187,967
                   -

Other expenses
6,674,102
                   -

Transactions with related companies were carried out on commercial terms and conditions and at market prices.
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Financial instruments 

A financial instrument is any contract that gives rise to both a financial asset of one entity and a financial liability or equity instrument of another entity.

Financial instruments carried on the balance sheet include cash and deposits at financial institution, securities business receivable and payable, trading transactions with securities companies and certain other assets and liabilities.

The carrying amount of financial assets and liabilities approximates to their fair value.               The basis of recognition and measurement of significant financial assets and liabilities is set out in note 2.

The Company does not trade or speculate derivative financial instruments.

The Company is exposed to credit risk, liquidity risk, currency risks and interest rate risk from its normal business activities.  These are summarised as follows:

(a) Credit risk

Credit risk derives from failure by counterparties to discharge their obligations resulting in financial loss to the company.  Financial assets shown in balance sheets at the book value deducted by allowance for doubtful accounts is the maximum value of credit risk.

(b) Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in raising funds to meet commitments associated with financial instruments.  Liquidity risk may result from an inability to sell financial asset quickly at close to its fair value.

The Company’s financial assets mainly comprise of cash and deposits at financial institutions, trading transactions with securities companies and securities business receivable which are highly liquid and are able to be settled quickly at close to their fair value.

(c) Currency risk

As at 31 December 2002 and the company has no financial instruments denominated in foreign currency.
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Financial instruments (Continued)
(d) Interest rate risk

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

The balances of significant financial assets at year ended and range of interest income earned during the year ended 31 December 2002 are summarised as follows:



Fixed
Floating

Range of


Non-interest
interest
interest

interest


bearing
rate
rate
Total
income


(Baht’000)
(Baht’000)
(Baht’000)
(Baht’000)
(%)

Significant financial assets






Cash and deposits at






   financial institutions
90,570
52,000
49,383
191,953
0.25 - 1.25

Securities business receivables
431,684
66,462
9,460
507,606
4.00 - 15.00


522,254
118,462
58,843
699,559


e) Fair value

The fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.  The company determined the fair value of financial instruments on the basis as follows:

· Cash on hand and deposits with financial institutions and loans to financial institutions.

Fair value of cash on hand, deposits with financial institutions and loans to financial institutions are equal to the carrying amount.

· Investments

Fair value of investments in securities approximates to the carrying amount which is described in note 2(c).

· Transactions with securities companies and securities business receivables and payables.

Fair value of trading transactions with securities companies and securities business receivables and payables are based on the carrying value because of its short-term payment nature.

As at 31 December 2002 the carrying value of other financial instruments is not materially different from the fair value.

UOB KAY HIAN SECURITIES (THAILAND) CO., LTD.

(FORMERLY NAMED UOB SECURITIES (THAILAND) CO., LTD.)

STATUTORY FINANCIAL  STATEMENTS

31 DECEMBER 2002
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