SINGHA PARATECH PUBLIC COMPANY LIMITED

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2003 AND 2002
1. GENERAL INFORMATION

Singha Paratech Plc. was registered under the Civil and Commercial Code on November 14, 1994 and changed the Company’s status to a public company on October 8, 2003, to operate the business primarily related to wood floor–paving materials. The Company has been domiciled in Thailand and is located at 132 Moo 4 Tumbon Banmoh, Promburi, Singburi.

2. BASIS OF FINANCIAL STATEMENT PRESENTATION 

The accompanying financial statements have been prepared in Thai language, expressed in Thai Baht, and in conformity with generally accepted accounting principles in Thailand.

The accounting standards, being adopted by the Company, may not be in conformity with generally accepted accounting principles practiced in other countries due to the accompanying financial statements are not intended to present the financial position, results of operations and cash flows in accordance with generally accepted accounting principles and practices in countries and jurisdictions other than Thailand. Accordingly, these financial statements have not been designed for those who are not familiar with Thai accounting principles and practice.

For the convenience of the readers, an English version of the financial statements have been translated from the Thai version of the financial statements.  Such financial statements have been prepared for domestic reporting purpose.  

The Company’s financial statements for the year 2002 have been reclassified to conform with the year 2003.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES      

The Measurement Bases Used in Preparing the Financial Statements

Other than those disclosed in other outlines in the summary of significant accounting policies and other notes to the financial statements, the financial statements are prepared on the historical cost basis.

Revenues and Expenses Recognition

Sales are recognized when delivery has taken place and transfer of risks has been completed.
Other income and expenses recognized on an accrual basis.

Allowance for Doubtful Accounts

Allowance for doubtful accounts is an estimation of those amounts, which may prove to be uncollectible, based on historical collection experience and review of the current status of existing receivables.

Inventories
Finished goods are valued at the lower of weighted average cost or net realizable value, work in process are valued on the percentage of work completion method and raw materials are value at weighted average cost. 
Property, Plant and Equipment 

Property, plant and equipment are stated at cost less accumulated depreciation, which are computed by the straight–line method based on the estimated useful lives of assets as follows: 

	
	Years

	Buildings and building improvements
	20

	Machinery and equipment
	10-20

	Furniture and office equipment
	5


Foreign Currencies Accounts

Accounts in foreign currencies are converted into Baht at the rate of exchange on transaction date.  Assets and liabilities in foreign currencies as of the end of the year are converted into Baht at the rate of exchange on that date. Gain or loss on conversion is included in the statements of income.

Corporate Income Tax

Corporate income tax has been calculated on net profit for the years after adding back certain expenses which are disallowable for tax computation purposes.

Basic Earnings per Share  

Earnings per share as presented in the statements of income are the basic earnings per share which is determined by dividing net earnings for the year by the weighted average number of common shares held by outsiders and outstanding during the year, after adjusting the number of common shares in proportion to the change in the number of shares as a result of the changes in par value discussion in Note 13.  The previous year’s reported earnings per share is also restated.
Cash and Cash equivalents  

Cash and cash equivalents are cash on hand, cash at banks and short-term investments with high liquidity net of deposits at bank on obligation and with a maturity date over 3 months.

Estimation     

Preparation of financial statements in conformity with generally accepted accounting principles requires the management to make estimates and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities and disclosure of contingent assets and liabilities. Actual results may differ from those estimates.
4. CHANGE IN ACCOUNTING ESTIMATED AND CORRECTION OF ERRORS 

In 2002, the Company changed the estimated useful lives of assets to be more consistent the actual useful lives as follow:

	
	Useful lives (years)

	
	Formerly
	New

	Buildings
	50
	20

	Machinery and equipment (partial)
	20
	10

	Furniture (partial)
	10
	5

	Office equipment
	10
	5


The change in the estimated useful lives of the above mentioned assets resulted in the increasing of depreciation in the year of Baht 1.9 million and in the following year in the same amount throughout the total useful lives of those assets.

Moreover, in year 2002, the Company adjusted the recording error on calculation of depreciation in the previous years. Therefore, the Company has restated the financial statements, which caused the decrease in beginning balance of retained earnings in year 2002 in the amount of Baht 15.92 million.
5. TRANSACTIONS WITH RELATED PARTIES 

The Company has transactions with the related parties. These parties are related through common shareholders and/or directorships. Transactions with related parties as included in the financial statements are determined at the prices in line occur in the normal course of business based on the market price in general or the price as stipulated in the agreement if no market price exists. The significant balances of assets, liabilities, and other transactions occurred with those parties are shown as follows:

Transaction with related parties for the years ended December 31, 2003 and 2002.

	
	Baht

	
	2003
	
	2002

	Revenues from sales of goods
	
3,070,040.00
	
	
23,869,774.00

	Interest income
	
710,357.32
	
	
1,644,831.00

	Purchases of raw materials 
	
55,370,453.30
	
	
49,168,520.87

	Purchases of machines
	
5,500,000.00
	
	-

	Interest expenses
	-
	
	
603,701.71


Balance with the related parties as at December 31, 2003 and 2002.
	
	Baht

	
	2003
	
	2002

	Trade accounts receivable
	-
	
	
30,398,143.60

	Short–term loans to director
	-
	
	
30,820,300.26

	Accrued interest receivable
	-
	
	
1,644,831.00

	Trade accounts payable
	-
	
	
1,561,750.98


Movements of short–term loans to related parties (interest rate at 7%) in the financial statements for the years ended December 31, 2003 and 2002 are shown as follows:
	
	Baht

	
	2003
	
	2002

	Balance at the beginning of the year
	
30,820,300.26
	
	-

	Increase during the year
	-
	
	
58,320,300.26

	Decrease during the year
	
(30,820,300.26)
	
	
(27,500,000.00)

	Balance at the end of the year
	-
	
	
30,820,300.26


Movements of short–term loans from related parties (interest rate at 7%) in the financial statements for the years ended December 31, 2003 and 2002 are shown as follows:
	
	Baht

	
	2003
	
	2002

	Balance at the beginning of the year
	-
	
	
7,275,915.68

	Increase during the year
	-
	
	-

	Decrease during the year
	-
	
	
(7,275,915.68)

	Balance at the end of the year
	-
	
	-


However, this related company was changed its structure of the management in September 2003. Accordingly, this party is related with the Company until September 2003 only.
6. TRADE ACCOUNTS RECEIVABLE

Trade accounts receivable as at December 31, 2003 and 2002 consisted of:
	
	Thousand Baht

	
	2003
	
	2002

	
	Other Company
	Related   Parties
	Total
	
	Other Company
	Related   Parties
	Total

	Less than or up to 3 months
	
75,628
	-
	
75,268
	
	
78,197
	
16,973
	
95,170

	Over 3 up to 6 months
	
3,662
	-
	
3,662
	
	
6,602
	
10,250
	
16,852

	Over 6 up to 12 months
	-
	-
	-
	
	
4,655
	
3,175
	
7,830

	Over 12 months
	
6,397
	-
	
6,397
	
	
4,745
	-
	
4,745

	Total
	
85,687
	-
	
85,687
	
	
94,199
	
30,398
	
124,597

	Less  Allowance for doubtful accounts                                                                                                                                                                 
	
       (4,345)
	-
	
        (4,345)
	
	
       (4,745)
	-
	
       (4,745)

	Trade Accounts Receivable-Net
	
81,342
	-
	
81,342
	
	
89,454
	
30,398
	
119,852


7. INVENTORIES

Inventories as at December 31, 2003 and 2002 consisted of:

	
	Baht

	
	2003
	
	2002

	Raw materials
	
178,167,776.51
	
	
152,042,167.57

	Work in process
	
187,153,361.78
	
	
119,344,108.43

	Finished goods
	
54,285,557.27
	
	
81,202,904.37

	Supplies
	
10,354,610.29
	
	
12,214,740.54

	Total
	
429,961,305.85
	
	
364,803,920.91


8. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment as at December 31, 2003 consisted of:

	(Unit : Baht)

	
	Cost
	
	Accumulated depreciation
	
	Book value

	
	Beginning balance
	
	Purchase
	
	  Disposal
	
	 Ending   balance
	
	Beginning balance
	
	Depreciation
	
	Disposal
	
	Ending    balance
	
	Beginning balance
	
	 Ending   balance

	Land
	
135,475,064
	
	-
	
	-
	
	
135,475,064
	
	-
	
	-
	
	-
	
	-
	
	
135,475,064
	
	
135,475,064

	Buildings and building improvements
	
118,440,245
	
	-
	
	-
	
	
118,440,245
	
	
27,164,803
	
	
5,939,879
	
	-
	
	
33,104,682
	
	
91,275,442
	
	
85,335,563

	Machinery and equipment
	
166,434,846
	
	
10,773,130
	
	-
	
	
177,207,976
	
	
43,232,634
	
	
10,404,184
	
	-
	
	
53,636,818
	
	
123,202,212
	
	
123,571,158

	Furniture and office equipment
	
9,053,247
	
	
1,112,101
	
	-
	
	
10,165,348
	
	
2,515,774
	
	
1,561,216
	
	-
	
	
4,076,990
	
	
6,537,473
	
	
6,088,358

	Construction in progress
	-
	
	
16,799,865
	
	-
	
	
16,799,865
	
	-
	
	-
	
	-
	
	-
	
	-
	
	
16,799,865

	Total
	
429,403,402
	
	
28,685,096
	
	-
	
	
458,088,498
	
	
72,913,211
	
	
17,905,279
	
	-
	
	
90,818,490
	
	
356,490,191
	
	
367,270,008


Depreciation for the year 2003, in the amount of Baht 1.54 million (2002 : Baht 0.95 million) included in selling and administrative expenses and in the amount of Baht 16.37 million (2002 : Baht 15.77 million) included in cost of manufacturing.
As at December 31, 2003, the Company has plant and equipment still in use which have been fully depreciated with original cost of Baht 1.51 million (2002 : Baht 1.48 million) 
Partial of land and construction, machinery and equipment were pledged as collateral for loans from financial institutions with total facilities amounting to Baht 655 million.

9. PLEDGED ASSETS

The Company pledged partial of land and construction and machinery as well as the benefits from insurance of construction, machinery, inventories, and furniture against bank overdrafts, loans from banks, and any other liabilities to local commercial banks, with the fully personal guarantee of the directors.

10. BANK OVERDRAFTS AND SHORT–TERM LOANS FROM FINANCIAL INSTITUTION 

Bank overdrafts and short–term loans from financial institutions as at December 31, 2003 and 2002 consisted of:

	
	Baht

	
	2003
	
	2002

	Bank overdrafts
	
2,756,606.07
	
	
7,195,854.78

	Trust receipts
	
61,592,723.11
	
	
33,144,516.51

	Packing credit
	-
	
	
89,506,968.40

	Promissory notes
	-
	
	
171,046,810.35

	Total
	
64,349,329.18
	
	
300,894,150.04


The Company had loans from financial institutions in the amount of Baht 510 million at the interest rate of MOR per annum for bank overdrafts and the interest rate of MLR –1.75% per annum for short-term loan.

The Company’s partial land and construction, machinery and equipment were pledged as collateral for loans from financial institutions and guaranteed by director of the Company.

11. LONG–TERM LOANS

Long–term loans as at December 31, 2003 and 2002 consisted of:

	
	Baht

	
	2003
	
	2002

	Loan from bank
	
112,600,600.10
	
	
140,907,525.00

	Less Current portion of long – term loans
	
(20,321,317.44)
	
	
(18,832,987.67)

	Long–term Loans – Net
	
92,279,282.66
	
	
122,074,537.33


Loan from bank amount of Baht 145 million, the principal and interest payment are payable monthly at least Baht 2.1 million as from October 2002, at the interest rate of MLR –1.75% per annum for the first 5 years and at the interest rate of MLR per annum until the repayment is complete.
The Company’s partial land and construction, machinery and equipment were pledged as collateral for loans from financial institutions and guaranteed by director of the Company.
12. STATUTORY RESERVE
According to the Public Limited Companies Act B.E. 2535, the Company is required to set aside a statutory reserve at least 5 percent of its net profit after deducting accumulated deficit brought forward (if any) until the reserve reaches 10 percent of  the registered share capital. The statutory reserve could not be used for dividend payment.

13. INCREASE IN SHARE CAPITAL AND CHANGED THE COMPANY’S STATUS TO A PUBLIC COMPANY
At the Extraordinary  General  Meetings of Shareholders held on August 29, 2002 and September 14, 2002, passed a resolution authorizing the increase of authorized shares  capital from Baht 59 million to Baht 220 million by issuing the new 1.61 million common shares at Baht 100 par value to the existing shareholders. The Company registered the increase of its share capital on September 18, 2002.

At the Extraordinary General Meetings of Shareholders held on September 3, 2003 and September 18, 2003, passed a resolution authorizing to convert the Company to the public company limited and change the par value from Baht 100 to Baht 5 per share.  The meetings also passed a resolution authorizing the increase of authorized shares capital from Baht 220 million to Baht 320 million.  The Company has registered change its status to a public company, change of par value and increase in its registered share capital on October 8, 2003.

On December 16, 2003, the Company has registered the change of its paid up share capital from Baht 220 million to Baht 320 million by issuing the new 20 million common shares at Baht 5 par value, the increased share capital was offered 600,000 shares to the Company’s employees and directors at a price of Baht 17 each and offered 19,400,000 shares to the public at a price of Baht 21 each, totaling to Baht 418 million.  The Company has recorded the underwriting fees concerning to offering its increased share capital of approximately Baht 10.89 million as deduction in “Share premium”.  

14. DIVIDENED PAYMENT AND LEGAL RESERVE 

At the Extraordinary General Meeting of Shareholders held on September 27, 2002, passed a resolution authorizing the payment of an interim dividend in the amount of Baht 161 million.

At the Ordinary General Meeting of Shareholders held on April 30, 2003, passed a resolution authorizing the payment of dividend at the rate of Baht 50 per shares, in the total amount of Baht 110 million and appropriation of  legal reserve in the amount of Baht 14 million.

At the Extraordinary General Meeting of Shareholders held on August 25, 2003, passed a resolution authorizing the payment of an interim dividend at the rate of Baht 23 per shares, in the total amount of Baht 50.60 million and appropriation of legal reserve in the amount of Baht 2.5 million.
15. PROVIDENT FUND

In 2003, the Company and its employees jointly registered a provident fund scheme under the Provident Fund Act B.E. 2530.  The fund is contributed to by both the employees and the Company.  The fund is managed by Krung Thai Asset Management Public Company Limited and will be paid to the employees upon termination in accordance with the rules of the fund.  During the current year, Baht 11,771.12 has been contributed to the fund by the Company.
16. EMPLOYEE EXPENSES   
	
	2003
	
	  2002

	Number of employees at the end of the year (Persons)
	
360
	
	 
270

	Employees cost for the year (Million Baht)
	
36.00
	
	
20.35


17. DIRECTORS’ REMUNERATION

Directors’ remuneration represents the benefits paid to the Company in accordance with Section 90 of the Public Limited Companies Act, exclusive of salaries and related benefits payable to directors who hold executive position.
18. COMMITMENT AND CONTINGENT LIABILITIES 

As at December 31, 2003 the Company had commitment in respect of a bank and had commitment for payment under construction contract as follows:

	
	Million Baht

	Letter of guarantee
	1.70

	Unused letter of credit
	46.72

	Construction contract
	21.98


19. SEGMENT INFORMATION

The Company operated the business primarily related to wood floor-paving materials by engaging in both domestic and export sales. Base on the types of the activities, the operating income for years ended December 31, 2003 and 2002 classified as follows:

For the year ended December 31, 2003

	
	Thousand Baht

	
	Domestic sales
	
	Export sales
	
	Other income
	
	Total

	Net sales                                                                     
	52,344
	
	402,724
	
	31,581
	
	486,649

	Net profit before interest expenses                          
	11,406
	
	87,778
	
	31,581
	
	130,765

	Interest expenses
	
	
	
	
	
	
	20,952

	Net profit                                                                                                                                                
	
	
	
	
	
	
	109,813

	Fixed assets as at December 31, 2003                                                                                                            
	
	
	
	
	
	
	367,270

	Total assets as at December 31, 2003                                                                                                                  
	
	
	
	
	
	
	984,215


For the years ended December 31, 2002



	
	Thousand Baht

	
	Domestic sales
	
	Export sales
	
	Other income
	
	Total

	Net sales                                                                     
	79,284
	
	255,333
	
	18,887
	
	353,504

	Net profit before interest expenses                          
	15,606
	
	50,272
	
	18,887
	
	84,765

	Interest expenses
	
	
	
	
	
	
	23,608

	Net profit                                                                                                                                                
	
	
	
	
	
	
	61,158

	Fixed assets as at December 31, 2002                                                                                                            
	
	
	
	
	
	
	356,490

	Total assets as at December 31, 2002                                                                                                                  
	
	
	
	
	
	
	891,462


20. DISCLOSURE OF FINANCIAL INSTRUMENTS 

Accounting Policies 

The detail of significant accounting policies and methods used, classification of financial assets and financial liabilities including valuation, basis of recognition of income and expenses are disclosed in Note 3.

Financial risk management policies  

The Company is exposed to the fluctuations in interest rate and foreign exchange rates in the market and the risks from default of the agreement by counterparties.  The Company had the risk management polices as follows:

Interest Rate Risk

Interest rate risk is the fluctuation of the market interest rate in future which will affect to the Company’s operation and cash flows.  The Company has the interest rate risk from cash and deposits at bank and loan because the interest rate of financial assets and financial liabilities are fluctuated based on the market rate. In addition, the Company has not engaged in any hedging contract.

Foreign Currency Risk    

The Company’s exchange rate risk primarily involves the purchases and sales of goods in foreign currencies.  As at  December 31, 2003 and 2002, the Company had assets and liabilities in foreign currencies, without hedging, as follows:

(Unit : Million)

	
	2003
	
	2002

	Currencies
	Assets
	
	Liabilities 
	
	Assets
	
	Liabilities

	Deutsche Mark                                                                            
	-
	
	-
	
	-

	
	
0.004

	US Dollars                                                                               
	0.30
	
	1.45
	
	
0.38
	
	
3.31

	EURO
	1.97
	
	0.15
	
	
0.95
	
	
0.03

	Singapore Dollars                                                                        
	-
	
	0.31
	
	
-
	
	
0.29


Credit Risk – Trade Accounts Receivable 

The Company has a policy on hedging credit risk from trade accounts receivable by forming conservative credit policy and determining that the receipt from sales of goods be made through L/C and customers make partial advance payment for goods.  Therefore, the Company expects that the loss from collection of those trade accounts receivable should not exceed the provision for doubtful accounts.

Fair Value 

The most of the financial assets are trade accounts receivable which is short-term credit and short-term loans and financial liabilities, the most of financial liabilities are trade accounts payable and  loans which its interest rate is close to market rate, the carrying amount of financial assets and financial liabilities are not significantly different from their fair value.

21. PROMOTIONAL PRIVILEGES 

The Company received the promotion certificate which are promoted compose of rubber wood products being in such categories as furniture, decoration, and floor–paving materials. The major privileges granted to the Company are as follows:

1. Exemption from import duty on machinery as approved by the Board of Investment.

2. Exemption from corporate income tax on net profit derived from the operation of promoted businesses for a period of 8 years from the date of operating income is first derived, which is May 1, 1997.

3. Reduction for fifty percent from the payment of the normal rate of corporate income tax on the net profit derived from the investment for a period of five years commencing from the expiry date as mentioned in item 2.

4. Exemption from import duty for raw materials and supplies to be imported for manufacturing for export for a period of 5 years since the first import date.

5. Deduction from taxable income of 5% of the increment in export earnings over the proceeding year for a period of 10 years from the date operating income is first derived which is not less than the average export earnings over the 3 preceding years except for the first 2 years.

6. Other privileges as stated in certificate.

Moreover, the Company had to comply with the conditions stated in the certificate.
Domestic and export sales classified into promoted and non-promoted segment for the years ended December 31, 2003 and 2002 consisted of:

	(Unit : Thousand Baht)

	
	2003
	
	2002

	
	Domestic
	Export
	Total
	
	Domestic
	Export
	Total

	Promoted segment
	
52,344
	402,724
	
455,068
	
	
79,284
	
255,333
	
334,617

	Non-promoted segment
	-
	-
	-
	
	-
	-
	-

	Total
	
52,344
	402,724
	
455,608
	
	
79,284
	
255,333
	
334,617
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8

