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Opinion of the Business Regarding the Tender Offer
May 20, 2004

To 
Securities Holders

The Industrial Finance Corporation of Thailand
On May 18, 2004, the Industrial Finance Corporation of Thailand (hereinafter after called “IFCT” or “the Business”) received a copy of the tender offer for IFCT securities from Thai Military Bank Plc. (hereinafter after called “TMB” or “the Offeror”) according to Form 247-4.  Details of the tender offer securities are as follows:

	Type of securities
	Amount of tender offer securities
	Percentage of tender offer securities
	Share exchange ratio (IFCT share : TMB share)
	Value of the tender offer by issue of new TMB shares 

(shares)

	
	Shares/Units
	Voting rights (shares)
	To total issued and paid-up shares of the Business
	To total voting rights of the Business
	
	

	Ordinary shares
	1,461,624,281
	1,461,624,281
	100.00
	100.00
	1:1.124
	1,642,865,692

	Preferred shares
	-
	-
	-
	-
	-
	-

	Warrants
	60,000,000
	-
	-
	-
	1:0.303
	18,180,000

	Convertible debentures
	-
	-
	-
	-
	-
	-

	Other securities 

(if any)
	-
	-
	-
	-
	-
	-

	
	
	
	Total
	100.00
	Total
	1,661,045,692


In the calculation of the number of new TMB shares to be exchanged for IFCT securities, if there is any fraction of a share of equal to or more than 0.5 share, it shall be rounded up to one share while that of less than 0.5 shall be discarded.  Such offer price is a final offer price and will not be changed.  TMB does not offer any cash alternative for the tender offer.  The Securities and Exchange Commission (hereinafter called “the SEC”) has already approved the making of a tender offer by TMB for IFCT ordinary shares from the general shareholders in accordance with the SEC’s regulations.

The tender offer period is 25 business days between May 21 and June 25, 2004 during the working hours of 9.00 a.m. - 4.30 p.m., which may be extended by the Offeror for another 20 business days.
IFCT has considered the proposed tender offer in the interest of the shareholders and would like to give the following opinion for your consideration:

1. The status of the Business in respect of its past and projected future operating results together with the assumptions used for the projection

IFCT’s past operational performance


Type of business

IFCT is a specialized financial institution set up under the Industrial Finance Corporation of Thailand Act B.E. 2502 (IFCT Act).  Its objectives are to provide financial supports and other services for the private industrial enterprises for the economic and industrial development as well as to assist in the capital market development.
The financial services offered by IFCT are as follows: 

1. Lending: Loans are available in forms of long-term loans, working capital loans, trade finance facilities (letter of credit, trust receipt, packing credit and foreign currency transaction), and guarantees. 

2. Equity financing: IFCT makes equity participation in potential entities in the early stage of their operation as a means to help strengthen their capital base.

3. Investment banking: IFCT renders financial advisory services to companies intending to raise funds by issue of equity instruments and other financial instruments and those wishing to become listed on the SET, including the advisory services on debt restructuring, project feasibility studies, state enterprise privatization, and match-making of joint venture partners.

4. Services provided by member of the IFCT group:

IFCT’s subsidiaries and associated companies (as of December 31, 2003)
	Name
	Type of Business
	Shareholding by IFCT (%)

	Subsidiaries
	
	

	1. Asset Development Co., Ltd.
	Leasing / hire-purchase
	100.00

	2. IFCT Advisory Co., Ltd.
	Financial advisory service
	100.00

	Associated Companies
	
	

	1. Thai Orix Leasing Co., Ltd.
	Leasing / hire-purchase
	45.96

	2. Siam Samsung Life Insurance Co., Ltd.
	Life insurance
	25.00

	3. MFC Asset Management Plc.
	Fund management
	24.85

	4. Alcan Packaging Strongpack Plc.
	Flexible packaging
	23.01


Past performace

	Consolidated financial statements
	Bt. million

	
	2003
	2002
	2001

	Assets
	197,244
	196,534
	192,796

	Liabilities
	186,738
	189,229
	185,418

	Shareholders’ equity
	10,506
	7,306
	7,378

	Paid-up registered capital
	14,616
	11,616
	11,616

	
	
	
	

	Interest and dividend income
	6,529
	7,769
	8,495

	Interest expenses
	(5,509)
	(6,776)
	(8,680)

	Net interest income
	1,020
	993
	(185)

	Non-interest income
	2,486
	664
	813

	Bad debts and doubtful accounts
	(4,508)
	(1,150)
	(492)

	Non-interest expenses
	(1,184)
	(839)
	(708)

	Minority interest in net loss of subsidiaries
	-
	12
	134

	Net profit (loss)
	(2,186)
	( 320)
	(438)


	Consolidated financial statements
	Bt. million

	
	2003
	2002
	2001

	
	
	
	

	Earnings (losses) per share (Bt.)
	(1.70)
	(0.28)
	(0.38)

	Book value per share (Bt.)
	7.19
	6.29
	6.35

	
	
	
	

	Weighted average number of shares
	1,286,624,281
	1,161,624,281
	1,161,624,281


Shareholders can see more details of IFCT in Form 56-1 and the audited financial statements available on the SEC’s website at www.sec.or.th or the SET’s website at www.set.or.th.

Market condition and competition

As there are still a large number of commercial banks operating in the financial sector and ample liquidity, the competition in this sector remains stiff.  Most commercial banks have relatively streamlined their business process to enhance efficiency and competitiveness by adopting modern information technology systems.  The overall banking sector has enjoyed greater fee income and handsome gains on securities investments.

For 2004, it is expected that commercial banks as well as other financial institutions will have to adjust their roles to correspond with the Financial Master Plan that aims to strengthen Thai financial sector and minimize the diversity of financial institutions to only two types of commercial banks, i.e. a full-service bank that will render all types of financial services and a restricted bank that will provide fundamental financial services to small- and medium-scale clients and low-income earners.  In this light, it is anticipated that financial institutions will seek to offer more fully-fledged services through their respective subsidiaries and are likely to merge their businesses to cash in on the strengths of each merger party for business synergy.

As regards IFCT, it has still faced the following constraints on its operation which is restricted by the provisions under the IFCT Act: 

1. Limited fund raising channels as IFCT is not allowed to accept deposits from the public, hence a high financial cost and a lack of flexibility in cost adjustment to match the changing interest rates;

2. Limited service capacity as IFCT cannot render fully integrated services like commercial banks, resulting in inconveniences for customers and, hence, less competitiveness against commercial banks; 

3. Lack of flexibility in capital increase as IFCT may not increase capital at the price below the par value like other commercial banks that are listed on the SET.

Therefore, IFCT needs to adjust itself to an equitable status to commercial banks in order to enhance its competitive edge.  There are two ways to achieve this:  

1. By a change in status to become a commercial bank, which is time- and cost-consuming;

2. By a merger with promising commercial banks so as to combine the strengths of each merger partner.  This method is more rapid and therefore is more suitable under the present circumstance where there is tough competition and rapidity of the adjustment is a key success factor.

Status of IFCT after the merger

Business policy 

IFCT, TMB, and DTDB have different strengths which can be combined for synergy.  IFCT possesses a customer base in the small- and large-scale industries where there is still room for services that IFCT cannot offer as restricted by the provisions under the IFCT Act.  Moreover, IFCT has experience and expertise in project financing and development financing, a distinctive role of IFCT which should be further stepped up.  TMB has a nationwide branch network which can serve as a base for fund raising and extensive servicing.  DTDB is equipped with advanced know-how and standardized business administration and risk management systems.  The merger of the three institutions will enable the newly merged bank to have stronger competitive edge as well as help increase value to the shareholders.  After the merger, the new bank will operate as universal banking with a mission to become one of the best-in-class banks in Thailand.  It will be a bank that can best meet the customers’ requirements, both domestically and internationally, giving priority to the economic, social and environmental development, with suitable risk management and excellent corporate governance.  Considering from the size of its post-merger assets of about Bt. 700 billion, the newly merged TMB will become the 5th largest bank in the Thai financial sector, with 460 branches and a customer base of more than 4 million clients across the country.  It is anticipated to experience better operational performance from the extra revenues from cross selling and the decrease in expenses because of the economies of scale, and will also have a stronger financial soundness and greater equity funds.


After the business transfer to TMB, IFCT will terminate its operation and will be liquidated and dissolved.  The shareholders who decide to swap IFCT shares for TMB shares will still own securities which are listed on the SET.  Those who decline the share swap will be allocated according to the liquidation result. 
Shareholder structure after the merger (in case of 100% acceptances of the TMB tender offer)

	Name of shareholders
	Shareholding proportion (%)

	1. The Ministry of Finance

2. The Development Bank of Singapore Ltd.

3. Royal Thai Army

4. Thai Life Insurance Co., Ltd.

5. CPB Equity Co., Ltd.

6. Thai NVDR Co., Ltd. 

7. Littledown Nominees Ltd.

8. Tor Tor Bor. 5 Co., Ltd.

9.    Mr. Panthongtae Shinawatra

10.  The Government Savings Bank
	31.2

16.1

3.5

2.2

1.5

1.5

1.2

0.9

0.9

0.9

	Total
	100.0


Note: *
Paid-up capital of the merged bank will be equivalent to the combined capital of the three financial institutions, adjusted by the share swap ratio mentioned above.


TMB sought approval from the 2004 Ordinary General Meeting of Shareholders held on April 29, 2004 for a capital increase of up to 2,800,500,000 ordinary shares and 100,000 preferred shares (in addition to the amount reserved for the tender offer for DTDB and IFCT securities).  TMB may raise its capital by issuing the said number of shares any time in the future when the capital increase is deemed to benefit the shareholders and to strengthen its equity funds and is aimed to gear up for its credit and business expansion.  The timing of the capital increase will still rely on such external factors as economic condition and internal and overseas investment conditions.  TMB may also consider issuing subordinated debentures with preferred shares and subordinated debentures in the amount approved by the shareholders (at the above-mentioned meeting and at other meetings) in order to increase its equity funds and/or reduce its financial cost.
The Board of Directors of the post-merger TMB 


The Board of Directors of TMB after the merger will consist of the directors from the three financial institutions, with the number of directors and the persons to sit on the Board to be further considered.

Dividend payment policy 

TMB has set its dividend payment policy by aiming at giving appropriate return on investment to shareholders, depending however on the bank’s operational performance, capital adequacy and reserve requirements. 


Furthermore, the dividend payment is to conform to the BoT’s dividend payment regulations.  

2.
Opinion regarding the accuracy of the Business’s information shown in the tender offer statement 
IFCT Board of Directors is of the opinion that the information relating to IFCT as shown in the tender offer statement to purchase IFCT securities by TMB (Form 247-4) is accurate.
3.
Relationship or any agreement between IFCT director/s and TMB, either on his/their own behalf or in his/their capacity as IFCT’s director/s or as representative/s of the Offeror, including the shareholding by IFCT’s director/s in the Offeor’s juristic person and any contracts or agreements made or to be made between them (in such matters as administration, etc.)

Relationship of IFCT director/s with the Offeror
· Common director/s
IFCT had one common director with the Offeror, namely Mr. Sommai Phasee who is IFCT Board Chairman (in the capacity as representative of MoF) and TMB Board Chairman. 

· Shareholding by two IFCT directors in the Offeror as of April 2004, namely  




1. Mr. Piyabhan Nimmanhaemin, holding 58,600 shares




    (Mrs. Kalcharlee Nimmanhaemin (wife) holding 3,816 shares)




2. Mr. Sunai Saubhayana, holding 100 shares




    (Mrs. Chantorn Saubhayana (wife) holding 10,000 shares)

4.
Opinion of IFCT Board of Directors to the securities holders
      4.1 
Reasons to accept and/or to reject the tender offer
· IFCT Board of Directors recommends an acceptance of the tender offer because the shareholders of IFCT will become the shareholders of TMB which, after the merger, will be the 5th largest bank in the country’s commercial banking sector.  It will possess operational potentials as well as potentials to give greater returns to the shareholders.  After IFCT’s business transfer to TMB, IFCT will cease its operation and IFCT shares will be delisted.  There will then be no market to accommodate the trading of IFCT ordinary shares as well as no reference market price for share trading.  As such, IFCT shares will become illiquid.  The shareholders who do not accept the tender offer will be allocated according to the liquidation result, which is expected not to be better than the returns obtainable from the share swap.

      4.2 
Opinion of the individual IFCT directors and the number of shares held by each director (in case the opinion of the Board of Directors in 4.1 is not unanimous)

On May 20, 2004, IFCT Board of Directors passed a resolution with a vote of seven out of eight (Mr. Sommai Phasee, IFCT Board Chairman and also TMB Board Chairman, abstained) to recommend IFCT shareholders to accept the tender offer.
 4.3
Benefits or impacts from the plans and policies indicated in the tender offer and viability of such plans and policies
The Board of Directors is of the opinion that, based on the plans and policies indicated in the tender offer, the objectives of the business merger and transfer are to strengthen commercial banking business of the new bank, which will, after the merger, become the country’s 5th largest commercial bank in terms of asset size.  The strengths of each merger partner will be combined to create synergy, with IFCT’s strengths exhibited in skills in project financing and development financing with a large number of quality customers among whom there is still much room for banking service expansion; TMB’s in branch network and customer base across the country; and DTDB’s in banking products & services and risk management system of international standards.  This can ensure the new bank has a more superb quality and stronger efficiency and competitiveness, which will become evident after the transfer of IFCT assets, liabilities, employees, and business transactions to the Offeror for further business operations.  Therefore, the shareholders who accept the tender offer will become shareholders of the Offeror and will likely receive higher returns on account of the stronger potential of the new bank.


Pre-merger operational performance and financial position

In 2003, IFCT posted total consolidated income of Bt. 9,014.87 million, comprising interest and dividend income of Bt. 6,528.99 million and non-interest income of Bt. 2,485.87 million.  However, after deducting expenses on borrowings of Bt. 5,508.71 million, non-interest expenses of Bt. 1,184.93 million and provision for doubtful accounts of Bt. 4,507.51 million, IFCT suffered a net loss of Bt. 2,186.28 million. 

As of December 31, 2003, IFCT’s total assets stood at Bt. 197,244 million, with shareholders’ equity of Bt. 10,506 million and net book value of Bt. 7.19/share.  The capital adequacy ratio was 9.08%, comprising tier-one and tier-two capital of 4.85% and 4.23% respectively.


Post-merger operational performance and financial position

Based on the financial statements as of 2003 year-end, the new bank will have total assets of about Bt. 677 billion and a customer base of some four million clients with 460 branches nationwide and 953 ATMs.  Of the total branches, 158 are located in Bangkok.  The new bank will rank as the country’s third largest bank in terms of loans, which will reach Bt. 533 billion approximately.

The post-merger performance of the new bank is expected to scale up thanks to the diversity of products, branch network that can service bank customers comprehensively all over the country, economies of scale, and potential to develop and compete with other financial institutions, which will bode well for the shareholders of the three merger partners.

4.4 
Additional opinions of the Board of Directors (in case of a delisting tender offer only)

(a) Expected benefits to the shareholders and impacts on the shareholders from rejection of the tender offer

Under the business merger and transfer plan, TMB will make a tender offer for all outstanding shares from IFCT shareholders through share exchange.  Should IFCT shareholders swap their shares for TMB shares, they will become TMB shareholders and accordingly reap the returns on investment in the new bank which will operate as a universal bank and become the country’s fifth-largest bank in terms of asset size. 

After completion of business transfer to TMB, IFCT will be dissolved under Section 34 of the Emergency Decree amending the IFCT Act B.E. 2502, B.E. 2547, and then be liquidated.  The shareholders who still hold IFCT shares will be allocated according to the liquidation result and in proportion to their shareholding.
(b) Reasonableness of the offer price

The offer price of 1 IFCT share to 1.124 new shares of the Offeror and 1 IFCT warrant to 0.303 new share of the Offeror is determined based on the regulations approved by the SEC and with due regards paid for all shareholders on a fair and equitable basis.  The offer price is considered reasonable by the financial advisor, the independent financial advisor and IFCT Board of Directors.


We hereby certify that the above statements are true and complete and contain no information that might lead other parties to misunderstanding in material aspects and that no concealment has been made on any material information.






The Industrial Finance Corporation of Thailand






(Mr. Visit Vongruamlarp)


Senior Executive Vice President


Officiating for Acting General Manager

Note:  For additional information on Opinion of the Business Regarding the Tender Offer, 
          please contact Tel. 0-2652-8496-9.

5. 
The Opinion of Independent Financial Advisor on the Offer Price of the Tender Offer

Regarding the copy of The Tender Offer – for the grand total of IFCT’s Securities (Form 247-4), that the Industrial Finance Corporation of Thailand (hereinafter referred to as the “Company” or “IFCT”) has received from the Thai Military Bank Public Company Limited (hereinafter referred to as “Acquirer” or  “TMB”), Ploenchit Advisory Company Limited (hereinafter referred to as “IFA” or “PAC”) as the Independent Financial Advisor, with the resolution from the Stock Exchange Commission (hereinafter referred to as the “SEC”), has been appointed by the Company as its Independent Financial Advisor to provide its opinions to the minority shareholders on this Tender Offer.


To provide the opinion, IFA has reviewed the related information on the Tender Offer (Form 247-4) and the Filing (Form 69-1), of the Acquirer, also the public information as the reference for analyzing and providing the opinion.   However, the provided opinion of IFA has been based on the following basis:

· The information and documents, provided by the management of IFCT, are correct and diligent.

· The economic and capital market analysis at which can only be proven to be correct at the time of the review.
Therefore, there would be a possibility where, significant changes in the information may occur and affect the outcome and success of the merger, including the expected benefits.

According to the IFA’s opinion, regarding the appropriateness of the price and conditions of the tender offer, presented in the De-listing report that has been submitted to the shareholder for the Annual General Meeting as of April 29, 2003, IFA would like to present the valuations, which have been used for evaluating the swap ratio as proposed in the Tender Offer, where the details of such a valuation has been presented below:

5.1 The appropriateness of the offer price, compared with the theoretical price

To evaluate the offered price, IFA has considered the appropriateness of the offer price using the various securities valuation approaches as follows:

4.1 Historical Pricing Approach

4.2 Adjusted Book Value Approach

4.3 Discounted Dividend Model Approach   

The major assumptions used in the securities valuation are composed of (1) the comparison based on the value of the enterprise, rather than the value of share, alone. (2) The theoretical values, from calculation will be used to compare with the implied share value, from the swap ratio, proposed by TMB; and (3) the valuation based on the information at January 27, 2004 (1 day prior to the Board of Directors of TMB and DTDB approved the resolution for merger) and/or the information presented in the financial statement that IFCT and TMB have filed on December 31, 2003, depending on the circumstances.

5.1.1 Historical Pricing Approach

The method is based on the valuation of the securities’ historical pricing of TMB and IFCT traded in the market. The reason behind this is that the two securities vary in terms of the expected rate of return for shareholders. The liquidity level of the securities will also be a factor in affecting the rate of return of the securities. The Independent Financial Advisor’s opinion agreed that the securities valuation using Volume Weighted Average Price (VWAP) in the market price calculation of the securities is appropriate. 

By considering the historical period from January 27, 2004, which was the period of the merger, there can be concluded as the followings:

	Range of Date
	Number of days
	Closing Price per Share, using VWAP method (Baht)
	Swap ratio

(1 share of IFCT to TMB’s shares)

	
	
	IFCT
	TMB
	

	23 Jan 2004 – 27 Jan 2004
	5 days
	5.63
	5.17
	1.089

	13 Jan 2004 – 27 Jan 2004
	15 days
	5.71
	5.49
	1.040

	29 Dec 2003 – 27 Jan 2004
	30 days
	5.66
	5.52
	1.025

	14 Dec 2003 – 27 Jan 2004
	45 days
	5.63
	5.53
	1.018

	29 Nov 2003 – 27 Jan 2004
	60 days
	5.62
	5.54
	1.014

	30 Oct 2003 – 27 Jan 2004
	90 days
	5.68
	5.28
	1.076


The Independent Financial Advisor suggests that using historical price under the period of less than 30 days from January 27, 2004 onward is appropriate for calculating the average market price. The logic is that, under mentioned period, the securities prices of the three financial institutions were not affected by the merger news, in addition, it is the period where the speculations surrounding IFCT’s possible merger with other financial institution do not exist.

By using this method and approach in calculating the Swap ratio, the Independent Financial Advisor finds that 1 share of IFCT can be exchanged for 1.025-1.089 shares of TMB. Under the securities valuation for the merger as previously stated, 1 share of IFCT would be able to exchange for 1.124 shares of TMB, which is the rate higher than what IFCT would have received theoretically.

5.1.2 Adjusted Book Value Approach

The adjusted book value approach is the valuation based on the adjusted value of both TMB’s and IFCT’s audited book values at December 31, 2003. The details are as follows:

	Transaction
	IFCT
	TMB

	Shareholder’s Equity (Pre-adjustment) (Million Baht)
	10,506
	27,477

	Number of shares (Million Shares)
	1,461.624
	10,407.95

	Book Value per shares (Pre-adjustment) (Baht)
	7.18
	2.64

	Adjusted Shareholder’s Equity (Million Baht)
	8,606
	27,477

	Adjusted Book Value per shares (Baht)
	5.89
	2.64


By applying this method, 1 share of IFCT can exchanged for 2.719 shares of TMB, which is the higher rate than that of the tender offer, whereby 1 share of IFCT can be exchanged for 1.124 shares of TMB. 

However, since IFCT has conducted its business operation under IFCT Act of 1959 while TMB has operated under the supervision of the Bank of Thailand, it is necessary that the accounting adjustments should be applied to the certain asset items of IFCT in order to be reconciled with those of TMB, in terms of the securities exchange rate.  As a result, IFCT has considered adding the loss provision reserve in amount of 1,900 millions Baht, referred to the recommendation of Bank of Thailand, which is reasonable enough to be comparable to the book value of TMB.
Nevertheless, the value of the additional reserve may vary, depending on the progress in debt restructurings of IFCT and its customers, also on the discretion of IFCT on the progress of the debt restructurings according to the economic conditions at the time.

Consequently, the swap ratio under the adjusted book value approach is 1 share of IFCT can be exchanged for 2.231 shares of TMB. 

Therefore, compare with the adjusted book value approach as the basis for valuation in this merger, the tender offer of 1 share of IFCT for 1.124 shares of TMB is a rate that is lower than the rate that IFCT should have received theoretically.

5.1.3 Discounted Dividend Model Approach

The Independent Financial Advisor has applied a method using a model, which calculate the current value of the dividend. This requires certain assumptions retrieved from the Board of Directors of IFCT in order to use it in the calculation model. The model is based on the assumption that the revenues of IFCT are generated from the normal business operation, which details are as follow:

	
	IFCT
	TMB

	Value of Enterprise
	7,495-8,605
	48,472-50,943

	Number of shares (Million Shares)
	1,461.624
	10,407.95

	Value per share
	5.13-5.89
	4.68-4.89


By using this method as the basis for the valuation in this merger, it can be seen that the theoretical securities swap ratio is equal to 1 share of IFCT can be exchanged for 1.048-1.258 shares of TMB. While the tender offer swap ratio is 1 share of IFCT can be exchanged for 1.124 shares of TMB, therefore, this swap ratio is close to the ratio in which IFCT would have received theoretically.

The Comparison of the 3 Approaches

	Approachs
	Swap ratio, from various approach
	The proposed Swap Ratios
	Comparison

	Historical Price 
	1.025-1.089
	1.124
	Higher than theoretical rate

	Adjusted Book Value
	2.231
	1.124
	Lower than theoretical rate

	Dividend Discounted Model
	1.048-1.258
	1.124
	Close to the theoretical rate


As a part of the merger plan, TMB is preparing for the tender offer to purchase all 60 million units of IFCT non-listed warrants from the Ministry of Finance, who is the only warrant holder, in exchange for TMB shares at the swap ratio of 0.303 TMB shares for 1 warrant of IFCT. 
Based on Black & Scholes Model with the following parameters; IFCT share price of THB 6.19, exercise price of THB 5.48, maturity date by end of June 2006, volatility of 33 and interest rate of 1.636%, IFCT warrant price is THB 1.67 for each unit.  Comparing with TMB share price at THB 5.51, Independent Financial Advisor finds that 1 unit of IFCT warrant can be exchanged for 0.303 share of TMB.  Under the securities valuation for the merger as previously stated, 1 unit of IFCT’s warrant would be able to exchange for 0.303 shares of TMB which is the same as the rate that IFCT would have received theoretically.

5. 2 The Rationales for Accepting the Tender Offer

The theoretical swap ratios calculated by the various approaches presented by Independent Financial Advisor could illustrate that the swap ratio proposed in the tender offer, which equals to 1 share of IFCT per 1.124 shares of TMB, is considered to be a fair ratio for IFCT. 
In addition, there are some benefits, which could not be evaluated, financially, that may arise once this merger proceeded.  Consequently, the IFA believes the merger between TMB and IFCT would benefit both IFCT itself and shareholders of IFCT.

Accordingly, the potential gains and unforeseen risks that can not be translated financially and should be considered by shareholders are

The benefits from the merger    

1. Supporting of 3 business operations during post-merger

IFCT has the expertise in Industrial Finance and Project Finance, together with good relationship with the clients, the large, medium and small enterprises. For DBS Singapore, the major shareholder of DTDB, have the financial strength, strong risk management and advanced technology with strong customers base among the small and medium size enterprises (SME). TMB has the advantage through its service network and strong base of nationwide financial services among the small and medium size enterprises.

Therefore, each with specialized expertise and its own customer base, the merger would create a financial institution that will transform into Universal Banking that has the financial strength, capability and capacity to service all the financial needs of the customers. In addition, the merger would be expected to increase the value of synergy to TMB in the amount of 12,000 million Baht.


2.
Assets Growth 

The merger of three financial institutions would create the asset size that will dramatically change the position of TMB. As of December 2003, TMB’s asset size is estimated at 400,000 million Baht, IFCT’s assets size is estimated at 200,000 million Baht, and DTDB is estimated to have 100,000 million Baht in assets. Thus, those three institutions would have a combined asset size of approximately 700,000 million Baht after the merger.

This will bring TMB to the ranking of the 5th largest bank in the nation after the merger is completed. This will help TMB to become potent and productive financial institution and a major player in the Thai banking industries. This will also reduce in the number of financial institutions voluntarily and create financial stability in the Thai banking system.

3. Expansion in the Business Operation

Founded for the purpose of developing Thai industrial sector under the Financial Corporation Act of 1959, IFCT has the limitations that prevent IFCT from engaging in some business operations, such as, raising fund via deposits from customers, and offering of current accounts, and the limited customer bases for industrial customers only. Currently, the economic condition, financial system, technology and communication have been changing and gradually turn into the world of globalization, with the economics and financial system beyond the border. This caused major change in the business environment, including the financial institutions, in term of business direction and management, to efficiently carry on the business. As a result, IFCT should adjust the operating procedure, including the business direction and reinvent itself to accommodate a dynamic business environment in order to efficiently expand its scope of businesses, also the source of income. 

Therefore the Merger and Transfer of Business will positively increase the Corporation’s scope of business operation and also the transfer of new technology from TMB and DBS Singapore to develop the business operation of IFCT that still lack of the expertise. This merger also will benefit IFCT through the tapping of the larger customer market and into the smaller customer base. And in return IFCT can also offer the expertise in the lending to the industrial clients and project finance which will help TMB and DTDB to develop the customers in the industrial sector and become more productive and efficient while doing so. 
After the merger and business operations transfer, the merged TMB will be in the position that can offer variety of financial services to the existing and new customers through a wider channel. The higher revenue potential is also a direct effect from the merger since the merged TMB now will be able to offer a variety of services which also include cross selling of financial products.

At the same time, the post-merged TMB will be able to increase its ability in conducting its business operation as the Universal Banking through its financial advisory business unit such as IFCT Advisory Company Limited which offers services for companies wishing to be listed in the stock markets. During the Post-Merged period, TMB can also refer its clients to its new subsidiary, DBS Vickers Company Limited, in order to explore and gain new revenue sources.

4. Networks that support Universal Banking Service          

The new era of Financial Institution as Universal Banking is to offer the full scale financial services, starting from financial advisory service, term loan, working capital/trade finance, foreign service; also equity participation if requested.  Accordingly, with the services from all affiliates, there is strong potential that after the merger, the new TMB will emerge as the strong and financially stable universal bank.

5. Strengthening of Financial Position

During the period of post-merger, TMB will emerge as a stronger financial institution with better asset quality and lower level of the Non-Performing Loans. The level of the Non-Performing Loans after the merger is expected to be lower, which causes TMB to be one of the healthiest banks in terms of asset quality.

The Tier 1 ratio is likely to be higher than the requirement of 4.25% set by the Bank of Thailand and the total reserve is likely to be higher than the requirement of the Bank of Thailand, which is set at 8.5% as well.

6. Prospects for high revenue and cost reduction (Economy of Scale)

From the reputation of TMB and DTDB in the small customers market totaling for 3.5 million, and its ability to tap these customers through their nation-wide network has boosted expectation that the post-merger bank would be able to utilize the combined customer base and caused the newly merged bank an opportunities to expand the customer base and be more accessible to the target groups.

The newly merged bank will have a capability to increase its revenue base through the interest income and service fees after the merger since the newly merged bank could offer the services that cover current account, overdraft loans and fund transfers to IFCT’s client bases, which currently used those services from other bank due to the limitation in those area of IFCT.

Moreover, the newly merged bank will be able to lower its financial cost since previously IFCT was not able to access funding from deposits. The only sources of funding for IFCT are Promissory Notes and Loans from other financial institutions, which are costly. Thus, with the capacity of TMB to raise fund from deposits and savings via its nationwide network, the newly merge bank is expected to carry a low financial cost due to the operating cost reduction; also the economy of scales from eliminating the duplicated branches and overlap work force.

7. Strategic World Class Alliance

DBS Singapore is considered to be a leading financial institution and has earned the 8th ranking Asia and (excluding Japan). It has approximately 95 Billion Dollars in total asset. DBS Singapore has 220 branches in three countries (Singapore, Hong Kong, and Thailand) with over 12,000 employees.

DBS Singapore is internationally recognized as one of the world-class bank with strong management together with the ability to continuously create new financial products. It is the leading Asian bank that has the unique expertise in risk management and good corporate governance. For the financial institution such DBS Singapore to join the business alliance will benefit the other partners by channeling the knowledge, the know-how, and the expertise in managing modern financial institution to IFCT and TMB. It will improve the strength of the newly merged bank with ability to compete in the small and medium size market and large corporate market with other international financial institutions.

Risk Factors

1) Customers Overlap

The merger of business operations between three banks will create an unavoidable overlaps in terms of customers, especially the corporate industrial customers. Nevertheless, the management teams of the three banks are confident that the proportion of such customers is small, comparing with the overall customers of the newly merged bank.

2) Corporate Restructuring and Related Problems

TMB expects to have approximately 8,400 employees after the merger has been completed. This number is considered appropriate when comparing to the size of the newly merged bank. Although the Independent Financial Advisor has formed an opinion surrounding the issue and commented that the business division or unit may run into redundancy problem in terms of operations, especially the business division or support units in head office and the overlapping of branches in some area. Thus TMB has appointed the Boston Consulting Group Co., Ltd. and Hewitt Associates (Thailand) Co., Ltd., which have the expertise in the human resource management to advice on the potential concerns.

3) Accounting Risk and Tax Concerns

After the mergers of the three banks, TMB has planned to record the amount of Goodwill in the scenario where the investment value is greater than the book value of the newly merged bank. The Goodwill will be gradually amortized. After the merger has occurred and finalized, IFCT will liquidate business operation under the revised Financial Corporation Act of 1959 2004 Section 34.

5.3
Benefits and/or Effects from the Merger Plan and the Policy that the Acquirer indicates in the Tender Offer, including the possibilities of those Plan and Policy.

The Acquirer has visibly indicated the business plan and policy after the accomplishment of Merger and Transfer that TMB, the acquirer, conducts the merger in order to strengthen the financial business of the newly merge bank. With the large asset size, the newly merged bank would be more efficiency and productive, and then become the leading commercial bank, which will be able to offer the full scale of financial services, that has the potential to be more compatible with other banks.


After IFCT has been successfully merged with the Acquirer, the newly merge bank will conduct all business operations, under the name of Thai Military Bank Public Company Limited for a certain period until the appropriate name has been determined.

The Tender Offer will be conducted in the period of 25 business days, started from May 21, 2003 to June 25, 2003.  However, this period may not be the last Tender Offer period and the Acquirer may extend the Tender Offer Period.  After the Tender Offer Period has been terminated, IFCT will hold the extraordinary shareholder meeting to seek for the shareholder’s approval on the De-listing and the Merger and Business Transfer.  (Hence, the transfer is the legal procedure, which could be conducted before or after to the De-listing)
 Thereafter, IFCT will transfer the business, assets, liabilities, employees; and operations to be continually operated at the newly merged bank for the commercial banking business. Eventually, IFCT would be liquidated.

However, the shareholders of IFCT who reject the Tender Offer and fail to convert to TMB’s shareholder will lack of liquidity in trading common shares of IFCT since there is no reference price and market to support those shares.  Accordingly, the form of returns on investment in those shares, in term of dividend or reference price, will be changed due to the lack of market to support the trading of those shares.  In addition, the shareholder who is the individual investor will be obligated to the taxes (capital gain tax) that may arise from the gain on the trading of those unlisted shares.  After the shares of IFCT have been effectively de-listed from the SET, the shareholders will not receive timely and accurate information.   Nevertheless, after IFCT merged with TMB, IFCT will be liquidated under the revised Financial IFCT Act of 1959 2004 Section 34, which the shareholders of those unconverted shares will be entitled for compensation only after the settlement of account.

After accomplished the Tender Offer and Business Transfer, the newly merged bank would be the 5th largest, in term of assets size, commercial bank of Thailand and be able to offer the full scale of financial services, with the high competitive opportunities, together with the managerial potential of the management team from those 3 banks.

In The Independent Financial Advisor’s opinion, the plan and policy indicated in the Tender Offer (Form 247-4) and the section 2 of the Filing (Form 69-1), of the Acquirer are feasible and likely to cause the benefits to the newly merged bank as presented below:

1. Ability to focus on the services in area of Small and Medium Enterprises (SMEs), also the Consumer Financing: With the capability of DBS Singapore and DTDB in Product Development and Risk Management, together with the nationwide network and client base of TMB; and the expertise and Integrity of IFCT for SMEs services and Project Finance would facilitate the newly merge bank to do so.

2. Ability to reinvent the new image to the newly merged bank, focusing on the corporate governance:
With the expertise of DBS Singapore and DTDB in corporate governance and the strong management team and high quality employees of IFCT. These would enhance the image of the newly merged bank.

3. Ability to conduct risk management with would class standard: With the expertise of DBS Singapore and DTDB in risk management and the capability of TMB in managing NPLs and NPAs. It would enable the newly merge bank for such a high standard.

4. Ability to increase the efficiency of operation via Automatic and Centralize System:  Based on the structure and capacity of operation system of TMB and the expertise of DBS Singapore in managing modern financial institution and the Information Technology System, will also cause the economy of scale to the newly merge bank.

Conclusion  

The various theoretical swap ratio calculated by various methods used by Independent Financial Advisor indicates that the securities exchange rate that appeared on the tender offer is equals to 1 share of IFCT per 1.124 shares of TMB. This considers a fair value for the Corporation. Thus, there may be unforeseen benefits and risks that may not be valued in financial terms by using the above method of calculations.

Hence,
the benefits from the merger that cannot be valued in financially such as the fact that the shareholders of IFCT are becoming the shareholders of TMB after the merger. The Corporation’s shareholders will directly benefit by owning TMB shares from the increased asset size and reserve requirement together with the increased base of customers and the amount of lending that may increase value for shareholders of the newly merged bank. The Economy of Scale that can be achieved from the mergers due the lowering of cost, which will directly benefit the shareholders’ values. 

Although, there are risks that should not be ignored by shareholders such as the overlapping customers that may cause the problem of in corporate restructuring and concerns over the internal operation together with the account problem and tax concerns. 

According to the information and reasons presented above, the Financial Advisor suggests that the offer price and conditions on the Tender Offer, proposed to the shareholder of IFCT are proper.
However, to accept or reject the Tender Offer, the shareholder should consider the reasons and opinions, provided by IFA as presented above.   Therefore, the final decision is significantly subject to the judgment of the shareholder.

The Financial Advisor hereby certifies that it has provided opinions in this document with full diligence and with professional responsibility in placing the shareholders welfare as the priority
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