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MFEC PUBLIC COMPANY LIMITED AND ITS SUBSIDIARY
NOTES TO INTERIM FINANCIAL STATEMENTS

FOR THE THREE-MONTH AND NINE-MONTH PERIODS ENDED 

30 SEPTEMBER 2004 AND 2003

1.
GENERAL INFORMATION


1.1
Basis for the preparation of  interim financial statements


These interim financial statements have been prepared in accordance with Accounting Standards Pronouncement No. 41 “Interim financial statements”, with the Company choosing to present condensed interim financial statements.  However, additional line items are presented in the balance sheets and the statements of earnings, changes in shareholders’ equity and cash flows to bring them into line with the full format used in the annual financial statements.

The interim financial statements are intended to provide information additional to that included in the latest annual financial statements. Accordingly, they focus on new activities, events and circumstances so as not to duplicate information previously reported. These interim financial statements should therefore be read in conjunction with the latest annual financial statements.

1.2
Investment in subsidiary

During the current period, the Company invested a total of Baht 4.5 million in the ordinary shares of Promptnow Company Limited, representing 60 percent of its registered share capital. As a result that company is a subsidiary of the Company. The principal activities of Promptnow Company Limited are the provision of consulting, advisory and training services in relation to computer software and hardware, and the design and development of software applications for control of and use with electronic devices and entertainment media carried on electronic devices.

The net asset value of Promptnow Company Limited, at the acquisition date, consisted of the following: -

 (Unit: Baht)

	
Assets
	

	Cash and cash equivalents
	4,374,560

	Other assets
	244,403

	
Total assets
	4,618,963

	
Liabilities
	

	Loan payable
	900,000

	Other liabilities
	238,655

	Total liabilities
	1,138,655

	Total net asset value
	3,480,308

	Equity of the Company (%)
	60.0

	Attributable net asset value
	2,088,185

	Purchase price
	4,500,100

	Excess of the cost of the investment over attributable net asset value
	2,411,915

	Purchase price
	4,500,100

	Less: Cash and cash equivalents of Promptnow Company Limited
	(4,374,560)

	Net cash paid for purchase of investment in Promptnow Company Limited
	125,540


The Company records the net excess of the cost of purchase over the attributable portion of the book value of its identifiable assets and liabilities at the acquisition date as an asset and is amortising it over 3 years since the Company’s management believes that such excess will generate future benefit in terms of the expansion of business lines and the continuous expansion of investment in intellectual properties of the Company.


1.3
Basis of consolidation


These consolidated financial statements included the financial statements of the Company and the financial statements of its subsidiary, Promptnow Company Limited, for the period from the acquisition date to 30 September 2004. The subsidiary was incorporated on 12 March 2003 and operates in Thailand. But since the Company invested in the subsidiary in August 2004 consolidated financial statements are prepared only for the three-month and nine-month periods ended 30 September 2004.

	
	Investment proportion (Percent)

	
	30 September 2004
	31 December 2003

	Promptnow Company Limited
	60
	-


(UNAUDITED BUT REVIEWED)


Assets and income of the subsidiary included in the consolidated financial statements as at 30 September and for the three-month and nine-month periods then ended are as follows: -
	
	
	Percentage of total revenues
	Percentage of total revenues

	
	Percentage of total assets
	included in consolidated
	included in consolidated

	
	included in consolidated
	financial statements
	financial statements

	
	financial statements as at
	for the three-month period
	for the nine-month period

	Subsidiary
	30 September 2004
	ended 30 September 2004
	ended 30 September 2004

	Promptnow Company Limited
	0.5
	-
	-



Outstanding balances and transactions between the Company and its subsidiary, investment in the subsidiary in the accounts of the Company and shareholder’ equity of the subsidiary have been eliminated from the consolidated financial statements.


1.4
Joint venture agreement


On 8 September 2003, the Company entered into a joint venture agreement with two local companies to make a combined bid for a computer system project. The joint venture’s bid was successful and work has partially commenced. For the Company’s portion will be started in the beginning of fourth quarter of 2004. 

1.5
Significant accounting policies


The interim financial statements are prepared using the same accounting policies and methods of computation as were used for the financial statements for the year ended          31 December 2003, with the following additional accounting policy: -

Investment in subsidiary


Investment in subsidiary in the financial statements of the Company is stated under the equity method of accounting. Under this method, the investment is recorded at cost with the excess of the cost of investment over the attributable net assets at the date of acquisition being amortised over a period of three years. For each subsequent period, the investment is adjusted to incorporate the Company’s proportionate share of the operating results of the subsidiary company.

(UNAUDITED BUT REVIEWED)

2.
TRADE ACCOUNTS RECEIVABLE


The aging of outstanding trade accounts receivable balance as at 30 September 2004 and                    31 December 2003 are as follows: -

(Unit: Thousand Baht)
	
	CONSOLIDATED
	THE COMPANY ONLY

	
	30 September 2004
	30 September 2004
	31 December 2003

	Less than 3 months
	265,273
	265,273
	201,357

	3 - 6 months
	35,178
	35,178
	2,577

	6 - 12 months
	7,722
	7,722
	9,541

	More than 12 months
	381
	381
	3,083

	Total
	308,554
	308,554
	216,558


3.
RELATED PARTY TRANSACTIONS


During the three-month and nine-month periods ended 30 September 2004 and 2003, the Company had significant business transactions with its related companies (related by the way of common shareholders and / or common directors).  Such transactions are summarised below: -

 (Unit: Million Baht)

	
	CONSOLIDATED AND THE COMPANY ONLY

	
	For the three-month 
	For the nine-month 

	
	periods ended 

30 September
	periods ended 

30 September

	
	2004
	2003
	2004
	2003
	Pricing policy

	Transactions with related companies:
	
	
	
	

	
Sales of goods and services
	0.9
	0.4
	1.1
	0.4
	Cost plus margin

	
Purchases of office equipment
	0.6
	2.9
	2.6
	3.6
	Cost plus margin

	
Purchases of goods and services
	0.1
	1.1
	1.5
	2.9
	Cost plus margin

	
Rental and related service expenses
	1.3
	1.2
	3.7
	3.7
	Contractual price

	 
Gain on disposal of investment
	-
	-
	-
	0.7
	Contractual price


(UNAUDITED BUT REVIEWED)


The outstanding balances of the above transactions have been separately shown in the balance sheets as follows: -

(Unit: Thousand Baht)

	
	
	CONSOLIDATED
	THE COMPANY ONLY

	
	
	30 September 
	30 September 
	31 December 

	
	Relationship
	2004
	2004
	2003

	Amounts due from related companies
	
	
	
	

	
Promptnow Company Limited 
	Subsidiary
	-
	31
	-

	
Modernform Group Public 
	Common shareholders
	679
	679
	-

	
   Company Limited
	and directors
	
	
	

	
Modernform Integration Services 
	Common shareholders
	5,499
	5,499
	13,747

	

Company Limited
	and directors
	
	
	

	
	
	6,178
	6,209
	13,747

	Amounts due to related companies
	
	
	
	

	    Modernform Integration Services 
	Common shareholders
	12
	12
	2,127

	

Company Limited
	and directors
	
	
	

	
Thaimapguide Company Limited
	Common directors
	-
	-
	487

	
Modernform Group Public Company 
	Common shareholders 
	538
	538
	284

	

Limited
	and directors
	
	
	

	
Modernform Tower Company Limited
	Common shareholders 
	168
	168
	114

	
	and directors
	
	
	

	
Atrium Technology Company Limited
	Common shareholders
	-
	-
	102

	
	
	718
	718
	3,114


4.
DEFERRED PROGRAM DEVELOPMENT COSTS 


Deferred program development costs represent the cost of a new service, representing the development of game software for mobile phone. This cost is deferred as an asset and amortised as expenses on the straight-line basis within one year, commencing from April 2004.

(UNAUDITED BUT REVIEWED)

5.
INVESTMENT ACCOUNTED FOR UNDER THE EQUITY METHOD


Investment in subsidiary accounted for under the equity method as at 30 September 2004 was as follows: -

(Unit: Million Baht)
	
	
	THE COMPANY ONLY

	
	
	Paid-up
	Portion
	
	

	Company’s name
	Type of business
	share capital
	(Percent)
	Cost method
	Equity method

	Promptnow Company Limited
	Creates entertainment medias for electronics devices
	7.5
	60
	4.5
	3.7



As discussed in Note 1.2, the Company invested a total of Baht 4.5 million in the ordinary shares of Promptnow Company Limited during the current period, representing 60 percent of its registered share capital, making that company a subsidiary of the Company.


The separate financial statements of the Company include investment accounted for under the equity method for the period from the acquisition date to 30 September 2004.

6.
BANK OVERDRAFTS AND SHORT-TERM LOANS FROM FINANCIAL INSTITUTIONS 


Bank overdrafts and short-term loans from financial institutions have been secured by the pledge of the Company’s deposits amounting to Baht 35 million.
7.
CORPORATE INCOME TAX


Corporate income tax for the periods has been calculated at the rate of 25 percent on earnings after adding back certain expenses which are disallowed for tax computation purpose.

8.
DIVIDEND PAID


In March 2003, an Annual General Meeting of the Company’s shareholders approved the payment of a dividend of Baht 62 per share (at par value of Baht 10 each) or a total of Baht 124 million for the 2 million ordinary shares held by the Company’s shareholders.  The dividend was paid to shareholders in May 2003.


(UNAUDITED BUT REVIEWED)


On 22 April 2004, an Annual General Meeting of the Company’s shareholders approved the payment of a dividend of Baht 0.33 per share (at par value of Baht 1 each) or a total of Baht 66 million for the 200 million ordinary shares held by the Company’s shareholders. The dividend was paid to shareholders in May 2004.  

9.
COMMITMENT AND CONTINGENT LIABILITIES


9.1
Bank guarantees


As at 30 September 2004, there were outstanding bank guarantees of Baht 58.42 million                (31 December 2003: Baht 44.72 million) issued by the bank on behalf of the Company in respect of certain performance bonds as required in the normal course of business of the Company.


9.2
Commitment


a)
As at 30 September 2004, the Company and its subsidiary have outstanding lease commitments in respect of office space of approximately Baht 14.4 million             (31 December 2003: the Company only Baht 11.5 million). This amount includes commitments of Baht 6.4 million (31 December 2003: Nil) under agreements which the Company has entered into with a related company.


b)
As at 30 September 2004, the Company has outstanding payment commitments in respect of subcontract service agreement of approximately Baht 0.9 million            (31 December 2003: Baht 13.5 million).


c)
As at 30 September 2004, the Company has outstanding lease commitments in respect of motor vehicles and office equipment of approximately Baht 1.1 million                   (31 December 2003: Baht 2.4 million).


9.3
Credit card facility


As at 30 September 2004, the Company has a credit card facility of Baht 300,000 with a local bank for its convenience in purchasing goods from overseas.


(UNAUDITED BUT REVIEWED)

10.
BUSINESS SEGMENT INFORMATION


The Company and its subsidiary’s operations comprise the distribution of computer and computer system and its provision of related services for local and export sale.  Total sales and service income of the Company and its subsidiary are summarised as follows: -

(Unit: Million Baht)
	
	For the three-month periods
	For the nine-month periods

	
	ended 30 September
	ended 30 September

	
	2004
	2003
	2004
	2003

	Domestic
	285
	140
	685
	455

	Export
	-
	-
	2
	38


 
The Company and its subsidiary’s operations are carried out in a single geographic area, Thailand. As a result, all of the revenues, earnings and assets as reflected in these financial statements pertain to the aforementioned business segment and geographic area.

11.
FINANCIAL INSTRUMENTS


11.1
Financial risk management and policies



The Company and its subsidiary do not hold or issue derivative instruments for speculative or trading purposes.


11.2
Interest rate risk



The interest rate risk is the risk whereby future movements in market interest rates will affect to the results of operations and cash flows of the Company and its subsidiary. Such exposure to interest rate risk relates primarily to deposits with financial institutions, bank overdrafts and loans from financial institutions. The Company and its subsidiary do not use derivative financial instruments to hedge this risk.

(UNAUDITED BUT REVIEWED)

 (Unit: Thousand Baht)

	
	CONSOLIDATED

	
	Balance as at 30 September 2004

	
	Floating
	Fixed
	
	

	
	interest rate
	interest rate
	No interest
	Total

	Financial assets
	
	
	
	

	Cash and cash equivalents
	85,788
	-
	84
	85,872

	Pledged deposits with financial institutions
	-
	35,010
	-
	35,010

	Financial liabilities
	
	
	
	

	Bank overdrafts and short-term loans 
	
	
	
	

	   from financial institutions
	14,569
	-
	-
	14,569


(Unit: Thousand Baht)

	
	THE COMPANY ONLY

	
	Balance as at 30 September 2004

	
	Floating
	Fixed
	
	

	
	interest rate
	interest rate
	No interest
	Total

	Financial assets
	
	
	
	

	Cash and cash equivalents
	83,239
	-
	75
	83,314

	Pledged deposits with financial institutions
	-
	35,010
	-
	35,010

	Financial liabilities
	
	
	
	

	Bank overdrafts and short-term loans 
	
	
	
	

	   from financial institutions
	14,569
	-
	-
	14,569



11.3
Foreign currency risk



The exposure of the Company to foreign currency risk relates primarily to their receivables and payables that are denominated in foreign currencies. The Company primarily utilises forward exchange contracts for accounts payable with maturities of less than one year to hedge those financial liabilities.

(UNAUDITED BUT REVIEWED)



Forward exchange contracts which remained outstanding on 30 September 2004 are summarised below: -

	
	
	Forward contract

	Currencies
	'000
	exchange rate

	USD (Buy)
	794
	40.8363 - 41.5533




The Company has not estimated the fair value of the above forward exchange contracts since the individual contracts have a short period to maturity and are of insignificant value.  


11.4
Credit risk and liquidity risk



Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in a financial loss to the Company.  Liquidity risk arises from the possibility that customers may not be able to settle obligations to the Company within the normal terms of trade.



However, due to the Company’s prudent credit policy and those customers’ creditworthiness, the Company does not anticipate material losses from its debt collection.


11.5
Fair value



Fair value is defined as the amount at which an instrument could be exchanged in a current transaction between knowledgeable willing parties on an arm’s length basis.  Fair values are obtained from quoted market prices, discounted cash flow models or net asset value, as appropriate.



Since the majority of the financial assets and liabilities are short term, their carrying value does not materially differ from their fair value.

(UNAUDITED BUT REVIEWED)

12.
SUBSEQUENT EVENT


As at 15 October 2004, a meeting of the Board of Directors approved investment in 4Bizinet Company Limited, of which the principal activities are the design, production and sale of internet applications and the sale of all types of computers. The investment will consist of the purchase of 1.53 million ordinary shares of that company with a par value of Baht 10 each. As a result of this acquisition, the Company will hold 51 percent of the registered share capital of Baht 30 million, making 4Bizinet a subsidiary of the Company. The Company will pay Baht 7.65 million, or 50 percent, of the share price in 2004 and the remainder in 2005.
13.
RECLASSIFICATION


Certain amounts in the financial statement presented herein for comparative purposes have been reclassified to conform to the current period’s classification, with no effect on net earnings or shareholders’ equity, previously reported.

14.
APPROVAL OF FINANCIAL STATEMENTS


These interim financial statements have been approved by the directors of the Company.
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