SINGHA PARATECH PUBLIC COMPANY LIMITED

NOTES TO FINANCIAL STATEMENTS

FOR EACH OF THE YEARS ENDED DECEMBER 31, 2006 AND 2005
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 a 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 financial statements of the Company have been presented in accordance with generally accepted accounting principles practiced in Thailand.

The financial statements of the Company have been prepared in Thai language, expressed in Thai Baht.  Such financial statements have been prepared for domestic reporting purpose.  For the convenience of the readers not conversant with the Thai language, an English version of the financial statements has been translated from the Thai version of the financial statements.  
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 are 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.

Raw materials are valued at the 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

	Vehicles
	5


Intangible asset

Intangible asset consisted of license fee for the manufacturing and selling of products are amortized on a straight-line basis over the period of 10 years.

Foreign Currencies Accounts

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

Corporate Income Tax

Corporate income tax was calculated from 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.
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 banks 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. CORRECTION OF ERRORS 

In the year 2005, the Company adjusted the recording error on calculation of depreciation in the previous years. Therefore, the Company has restated the financial statements, which caused a decrease in beginning balance of retained earnings in year 2005 in the amount of Baht 9.22 million.
5. TRANSACTIONS WITH RELATED COMPANIES
Part of the Company’s accounting transactions resulted from transactions with its related companies. These companies are related through common shareholdings and/or directorships. The significant accounting transactions with its related companies as included in the financial statements are determined at prices in line with those occurring 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 Company’s significant accounting transactions with its related companies as at December 31, 2006 and 2005, are as follows:

	
	Baht

	
	2006
	
	2005

	Account receivable
	
6,754,796.80
	
	
8,942,516.80

	Other payable
	
32,826.00
	
	-


The Company’s significant accounting transactions with its related companies for the year ended December 31, 2006 and 2005, are as follows:

	
	Baht

	
	2006
	
	2005

	Sales of goods
	-
	
	
8,357,492.37

	Expenses
	
343,953.27
	
	
298,974.30


6. TRADE ACCOUNTS RECEIVABLE

As at December 31, 2006 and 2005, the Company had outstanding balances of trade accounts receivable aged by number of months as follows.
	
	Baht

	
	2006
	
	2005

	
	Other Company
	Related Parties
	Total
	
	Other Company
	Related Parties
	Total

	Current due
	294,708,894.05
	-
	294,708,894.05
	
	140,424,266.08
	-
	140,424,266.08

	Overdue
	
	
	
	
	
	
	

	Less than or up to 3 months
	122,597,987.53
	-
	122,597,987.53
	
	115,485,867.90
	8,942,516.80
	124,428,384.70

	Over 3 up to 6 months
	40,106,437.00
	-
	40,106,437.00
	
	20,845,269.17
	-
	20,845,269.17

	Over 6 up to 12 months
	43,345,801.42
	-
	43,345,801.42
	
	16,681,053.09
	-
	16,681,053.09

	Over 12 months
	33,128,615.14
	6,754,796.80
	39,883,411.94
	
	10,872,394.58
	-
	10,872,394.58

	Total
	533,887,735.14
	6,754,796.80
	540,642,531.94
	
	304,308,850.82
	8,942,516.80
	313,251,367.62

	Less  Allowance for doubtful accounts                                                                                                                                                                 
	(10,111,182.08)
	-
	(10,111,182.08)
	
	(12,316,634.03)
	-
	(12,316,634.03)

	Trade Accounts Receivable-Net
	523,776,553.06
	6,754,796.80
	530,531,349.86
	
	291,992,216.79
	8,942,516.80
	300,934,733.59


7. INVENTORIES

Inventories as at December 31, 2006 and 2005, consisted of:

	
	Baht

	
	2006
	
	2005

	Raw materials
	107,592,806.19
	
	318,288,342.49

	Work in process
	456,066,481.29
	
	265,123,217.45

	Finished goods
	200,942,415.80
	
	99,554,691.97

	Supplies
	11,867,313.70
	
	50,994,468.43

	Goods in transit
	-
	
	14,875,711.18

	Total
	776,469,016.98
	
	748,836,431.52


8. PLEDGED ASSETS

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

9. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment as at December 31, 2006 consisted of:
	(Unit : Baht)

	
	Cost
	
	Accumulated depreciation
	
	Book value

	
	Beginning balance
	
	Purchases
	
	Transfers in (out)
	
	Ending   balance
	
	Beginning balance
	
	Depreciation
	
	Ending    balance
	
	Beginning balance
	
	Ending   balance

	Land
	
141,793,310
	
	12,840,129
	
	-
	
	154,633,439
	
	-
	
	-
	
	-
	
	141,793,310
	
	154,633,439

	Buildings and construction
	
160,060,771
	
	275,968
	
	45,317,116
	
	205,653,855
	
	53,727,881
	
	8,935,240
	
	62,663,121
	
	106,332,890
	
	142,990,734

	Machinery and equipment
	
350,283,510
	
	6,522,676
	
	37,200
	
	356,843,386
	
	98,854,185
	
	28,329,852
	
	127,184,037
	
	251,429,325
	
	229,659,349

	Furniture and office                                                        
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
equipment
	
12,525,953
	
	2,433,391
	
	-
	
	14,959,344
	
	8,061,378
	
	2,143,491
	
	10,204,869
	
	4,464,575
	
	4,754,475

	Vehicle
	
6,363,012
	
	5,061,447
	
	-
	
	11,424,459
	
	1,799,215
	
	2,028,132
	
	3,827,347
	
	4,563,797
	
	7,597,112

	Construction in progress
	
40,467,500
	
	35,839,165
	
	(45,354,316)
	
	30,952,349
	
	-
	
	-
	
	-
	
	40,467,500
	
	30,952,349

	Total
	
711,494,056
	
	62,972,776
	
	-
	
	774,466,832
	
	162,442,659
	
	41,436,715
	
	203,879,374
	
	549,051,397
	
	570,587,458


Depreciation for the year 2006, in the amount of Baht 3.84 million (In 2005: Baht 3.03 million) included selling and administrative expenses and in the amount of Baht 37.59 million (In 2005: Baht 35.13 million) included cost of manufacturing.
As at December 31, 2006, the Company has plant and equipment still in use which have been fully depreciated with the original cost of Baht 7.11 million (In 2005: Baht 1.91 million).
Part of the land and construction, machinery and equipment were pledged as collateral for loans from financial institutions with total facilities amounting to Baht 1,415 million.

10. BANK OVERDRAFTS AND SHORT–TERM LOANS FROM FINANCIAL INSTITUTIONS
Bank overdrafts and short–term loans from financial institutions as at December 31, 2006 and 2005 consisted of:

	
	Baht

	
	2006
	
	2005

	Bank overdrafts
	77,335,634.56
	
	56,005,757.28

	Packing Credit
	206,107,512.33
	
	161,174,600.00

	Trust receipts
	104,341,492.41
	
	125,406,278.31

	Promissory notes
	449,600,000.00
	
	302,600000.00

	Total
	837,384,639.30
	
	645,186,635.59


Credit facilities from financial institutions in the amount of USD 1 million with interest rate of LIBOR+2.25% per annum for short-term loans.
Credit facilities from financial institutions in the amount of Baht 60 million with interest rate of MLR per annum for short-term loans.

Credit facilities from financial institutions in the amount of Baht 510 million with interest rate of MOR per annum for bank overdrafts, the interest rate of MLR –1.75% per annum for short-term loans and the interest rate of LIBOR/SIBOR+2% per annum for short-term foreign currency loans.

Credit facilities from financial institutions in the amount of Baht 50 million with interest rate of MOR-2.50% per annum for bank overdrafts and the interest rate of MLR–2% per annum for short-term loan.
Credit facilities from financial institutions in the amount of Baht 150 million with interest rate of MOR-0.50% per annum for bank overdrafts and the interest rate of MLR–1.50% per annum for short-term loan.
Credit facilities from financial institutions in the amount of Baht 160 million at the interest rate of MOR per annum for bank overdrafts, the interest rate of MMR per annum for short-term loans and the interest rate of LIBOR+2% per annum for short-term foreign currency loans.

Part of the Company’s land building and construction machinery and equipment were pledged as collateral for loans from financial institutions with the partial personal guarantee of the directors.

11. OTHER LONG–TERM LOANS

Other Long–term loans as at December 31, 2006 and 2005, consisted of:

	
	Baht

	
	2006
	
	2005

	Loans from financial institutions
	
128,633,265.63
	
	
144,629,238.64

	Liability under financial lease (Net from deferred interest)
	
6,132,481.85
	
	
3,234,820.23

	Total
	
134,765,747.48
	
	
147,864,058.87

	Less Current portion of long-term loans
	
(39,299,063.95)
	
	
(38,060,996.89)

	Long–term Loans – Net
	
95,466,683.53
	
	
109,803,061.98

	Deferred interest
	
836,614.96
	
	
334,931.58


Loans from financial institutions

· Regarding the loan from financial institutions of Baht 145 million, the payment is payable in 7 years with the principal and interest payment are payable monthly at the minimum amount of Baht 2.1 million 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 as well as the benefits from insurance were pledged as collateral for loans from financial institutions.

· Regarding the loan from financial institutions of Baht 100 million, the payment is payable in 7 years with the principal and interest payment are payable monthly at Baht 1.2 million from August 2005, at the interest rate of MLR-2.00% per annum.  The Company’s partial machinery and equipment as well as the benefits from insurance were pledged as collateral for loans from financial institutions.

As at December 31, 2006 and 2005, the current portion of the loan from a financial institution in the amount of Baht 37.15 million and in the amount of Baht 36.83 million, respectively was presented under current liabilities.

Liability under financial lease

· The Company has hire purchase agreements for vehicles, the payment is payable monthly in 48 installments of Baht 142,073 each with the partial personal guarantee of the directors.  As at December 31, 2006, the current portion of hire-purchase payable in the amount of Baht 1.53 million was presented under current liabilities.
· The Company has finance lease agreements for vehicles, the payment is payable monthly in the amount of Baht 69,810.  As at December 31, 2006, the current portion of liability under the financial lease agreement in the amount of Baht 0.62 million was presented under current liabilities.  

Moreover, the Company has committed to pay each year under the financial lease agreement as follows:

	
	
	
	Baht

	Not over 1 year
	
	
	2,542,596.00

	Over 1 up to 5 years
	
	
	3,717,996.00

	
	
	
	6,260,592.00


12. LEGAL RESERVE
According to the Public Limited Companies Act B.E. 2535, the Company is required to set aside a statutory reserve of 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 can not be used for dividend payment.
13. SHARE CAPITAL
At the Extraordinary General Meetings of Shareholders held on February 8, 2005, a resolution was passed authorizing to change the par value from Baht 5 to Baht 1 per share.  The Company registered the change of par value in its share capital on February 18, 2005.
At the Board of Directors Meeting held on October 17, 2006 and the Extraordinary General Meeting of Shareholders held on November 21, 2006, have passed the following resolutions:
1. A resolution was passed authorizing the increase in share capital of the Company from Baht 320 million to Baht 576 million, by issuing 256 million shares of new common shares (at the price of Baht 1 per share).
The Company allocated the increase in share capital as follow:

· Amount of 128 million shares for offering to the existing shareholders at the ratio of 5 ordinary shares to 2 ordinary shares at the price of Baht 2.50 per share.
· Amount of 112 million shares for issuance and offering of warrants to the existing shareholders.

· Amount of 16 million shares for issuance and offering of warrants to the directors and employees.

For the increased in share capital, a resolution was passed authorizing the Board of Directors to consider all of the details concerning offering price, offering period, and to consider the method to manage the remaining shares. 

2. Approved the issuance of warrants to existing shareholders, directors, and employees.  The preliminary details of the warrants are as described below:
2.1 The preliminary details of the issuance warrants to existing share holders.

Type of Securities
:
Warrants to purchase ordinary shares of Singha Paratech Public Company Limited.

Type of Warrants
: 
Specified warrant's holder and transferable.

Term of Warrants
: 
7 years from the issuing date of warrants.

Number of Warrants
: 
112,000,000 units.

Offering price
: 
0 Baht per unit.

Ratio
: 
At the ratio of 4 ordinary shares to 1 unit of warrant.

Exercise Ratio
: 
1 unit of warrant to 1 ordinary share.

Exercise Price
: 
6 Baht per 1 ordinary share.
Exercise Period
:
Warrant holders can exercise right on last working date of May and November each year throughout the term of the warrants.  However, the directors of the Company have the right to schedule the first and last exercise dates as they seem appropriate after having received the approval from the Office of the Securities and Exchange Commission.
2.2 The preliminary details of the issuance warrants to directors and employees.
Type of Securities
:
Warrants to purchase ordinary shares of Singha Paratech Public Company Limited for allotting to directors and   employees.
Type of Warrants
: 
Specified warrant's holder and non transferable except heritage transfer.

Term of Warrants
: 
5 years from the issuing date of warrants.
Number of Warrants
: 
16,000,000 units.
Offering price
:
0 Baht per unit.
Exercise Ratio
: 
1 unit of warrant to 1 ordinary share.

Exercise Price
: 
1 Baht per 1 ordinary share.

Exercise Period
:  
Warrant holders can exercise right on last working date of January each year throughout the term of the warrants but not exceed 20 percent of the warrants, if not exercise right in which year, the right will be carried forward to the next year.  However, the directors of the Company have the right to schedule the first and last exercise dates as they seem appropriate after having received the approval from the Office of the Securities and Exchange Commission.
On November 28, 2006, the Company has registered the increase of its authorized share capital from Baht 320 million to Baht 576 million by issuing the new 256 million common shares at Baht 1 par value.
14. DIVIDENED PAYMENT
The Ordinary General Meeting of Shareholders held on April 20, 2005, a resolution was pass authorizing the payment of a dividend at the rate of Baht 0.16 per share, in the total amount of Baht 51.20 million.

At the Board of Directors Meeting held on August 9, 2005, a resolution was passed authorizing the payment of an interim dividend at the rate of Baht 0.12 per share, in the total amount of Baht 38.40 million.
The Ordinary General Meeting of Shareholders held on April 20, 2006, a resolution was pass authorizing the payment of dividend at the rate of Baht 0.13 per share, in the total amount of Baht 41.60 million.

At the Board of Directors Meeting held on August 10, 2006, a resolution was passed authorizing the payment of an interim dividend at the rate of Baht 0.06 per share, in the total amount of Baht 19.20 million.

15. PROVIDENT FUND

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 year 2006, Baht 147,272 (In 2005: Baht 205,667.12) has been contributed to the fund by the Company.

16. EMPLOYEE EXPENSES   

	
	2006
	
	  2005

	Number of employees at the end of the year (Persons)
	
408
	
	409

	Employees cost for the year (Million Baht)
	
64.16
	
	58.60


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.
In 2006, the Company paid directors’ remuneration in the amount of Baht 4.45 million (In 2005: Baht 4.83 million).
18. COMMITMENT AND CONTINGENT LIABILITIES 

As at December 31, 2006, the Company had commitments in respect of a bank and had commitments for payment under a construction contract as follows:

	
	Million Baht

	Letters of guarantee
	3.05

	Unused letter of credit
	1.80

	Commitments for payment under construction contract
	19.03

	Commitments for payment under other agreement
	28.98


Moreover, the Company had a commitment for payment under a license agreement (see note 22).
19. SEGMENT INFORMATION

The Company operated the business primarily related to wood floor-paving materials by engaging in both domestic and export sales. Based on the types of the activities, the operating income for years ended December 31, 2006 and 2005, were classified as follows:

For the year ended December 31, 2006
	
	Thousand Baht

	
	Domestic sales
	
	Export sales
	
	Other income
	
	Total

	Net sales                                                                     
	180,147
	
	761,477
	
	33,298
	
	974,922

	Net profit before interest expenses                         
	
	
	
	
	
	
	

	
and income tax
	16,637
	
	70,329
	
	33,298
	
	120,264

	Interest expenses
	
	
	
	
	
	
	54,727

	Income tax
	
	
	
	
	
	
	2,219

	Net profit                                                                                                                                                
	
	
	
	
	
	
	63,318

	Fixed assets as at December 31, 2006                                                                                                
	
	
	
	
	
	
	570,587

	Total assets as at December 31, 2006                                                                                                         
	
	
	
	
	
	
	2,175,454


For the years ended December 31, 2005
	
	Thousand Baht

	
	Domestic sales
	
	Export sales
	
	Other income
	
	Total

	Net sales                                                                     
	126,949
	
	616,033
	
	9,253
	
	752,235

	Net profit before interest expenses                          
	
	
	
	
	
	
	

	
and income tax
	24,464
	
	118,681
	
	9,253
	
	152,398

	Interest expenses
	
	
	
	
	
	
	27,168

	Income tax
	
	
	
	
	
	
	3,071

	Net profit                                                                                                                                                
	
	
	
	
	
	
	122,159

	Fixed assets as at December 31, 2005                                                                                                   
	
	
	
	
	
	
	549,051

	Total assets as at December 31, 2005                                                                                                           
	
	
	
	
	
	
	1,715,101


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, and basis of recognition of income and expenses are disclosed in Note 3.

Financial risk management policies  

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

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

Foreign Currency Risk    

The Company’s exchange rate risk primarily involves the purchases and sales of goods in foreign currencies.  As at December 31, 2006 and 2005, the Company had assets and liabilities in foreign currencies, without hedging, as follows:

(Unit : Million)

	
	2006
	
	2005

	Currencies
	Assets
	
	Liabilities 
	
	Assets
	
	Liabilities

	US Dollars                                                                               
	0.84
	
	3.91
	
	0.73
	
	4.00

	EURO
	6.83
	
	0.80
	
	6.01
	
	0.82

	Singapore Dollars                                                                        
	-
	
	0.54
	
	-
	
	0.46


As at December 31, 2006 and 2005, the Company had forward contract agreements in the amount of USD 2 million for export and Baht 300 million for import-export.
Credit Risk – Trade Accounts Receivable 

The Company has a policy on hedging credit risk from trade accounts receivable by forming a conservative credit policy and determining that the receipt from sales of goods be made through L/C and customers make partial advance payments 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 

Most of the financial assets are trade accounts receivable which is short-term credit and short-term loans and financial liabilities.  Most of the financial liabilities are trade accounts payable and loans with interest rates close to market rates.  The carrying amount of the financial assets and financial liabilities are not significantly different from their fair value.
21. PROMOTIONAL PRIVILEGES 

The Company received promotional certificates which are composed 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 operating income is first derived, which was July 29, 2005.
3. Reduction of 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, 2006 and 2005 consisted of:

	(Unit : Thousand Baht)

	
	2006
	
	2005

	
	Domestic
	Export
	Total
	
	Domestic
	Export
	Total

	Promoted segment
	137,375
	761,477
	898,852
	
	126,949
	616,033
	742,982

	Non-promoted segment
	42,772
	-
	42,772
	
	-
	-
	-

	Total
	180,147
	761,477
	941,624
	
	126,949
	616,033
	742,982


22. LICENSE AGREEMENT

On December 10, 2003, the Company entered into a license agreement with an overseas company.  The Company shall pay a license fee for the manufactures and sales of the product in the amount of EURO 75,000.  Moreover, the Company shall pay royalties with respect to sales of the product in the amount of EURO 0.60 per square meter of an invoiced product.
23. EVENTS AFTER BALANCE SHEET DATE

On January 5, 2007, the Company has registered the change of its paid up share capital from Baht 320,000,000 to Baht 433,286,775 by issuing the new 113,286,775 common shares at the price of Baht 2.50 per share (see note 13). 
24. APPROVAL OF FINANCIAL STATEMENTS

These financial statements have been approved for issue by the authorized directors on February 20, 2006.
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