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The company was awarded an accolade of SET Award 2005
from The Stock Exchange of Thailand for 1 of 3 best financial
performance listed company in Telecommunication Industry.
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Mission Statement
To become IT solution partner of our enterprise customers focusing on enabling their
business and organizations to compete and succeed in the global economy
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TOTAL REVENUES (Baht)
REVENUES FROM SALES
AND SERVICE (Baht)
GROSS PROFIT (Baht)
NET PROFIT (Baht)
TOTAL ASSETS (Baht)
TOTAL LIABILITIES (Baht)
NET WORTH (Baht)
PROFITABILITY :

Gross profit margin ( % )
Net profit ( % )

RETURN ON INVESTMENT :
Return on total assets ( % )
Return on equity ( % )
Return on investment ( % )

LIQUIDITY & STABILITY :
Current ratio (Tiems)
Debt to Equity ratio (Times)

PER SHARE DATA :
Number of shares (Registered)
Number of shares (Fully paid)
Par value (Baht / Share)
Book value (Baht / Share)
Net profit (EPS) (Baht / Share)
Dividends (Baht / Share)
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The year 2005 was considered the period of readjusting the foundation

for the company's sustainable growth, after experiencing a certain

period of rapid growth as a result of listing in Stock Exchange of

Thailand. It was another static year of most businesses which had to

face several risk factors including the economic slowdown and tougher

business competition in IT business. Apart from such risk factors, the

expansion policies to tap government agencies and educational

institutes which required huge operational cost was considered another

factor that affect the company's business performance to be less than

projected. It was due to declining Gross Profit Margin as a result of

higher cost of operation.

However, despite the business performance last year didn't meet the

target, but with the potentiality and stronger fundamental business

factors, we are confident that the business performance this year will

be better than the year before.

With the solid base for sustainable growth that we have which include

the good basic infrastructure, internal training, human resources

development, intellectual property creation, business and customer base

expansion, strengthening competitive edge to achieve high yield in the

long term, we'll be able to maintain our leadership in the integrated IT

businesses.

Finally, on behalf of the company's Board of Directors, I'd like to thank

everyone that had made great contribution to the company's success

during the past years. They include customers, business partners,

shareholders, executive members as well as all staff who had helped

and provided strong support to the company. We promise that we will

focus on our business philosophy in keeping the ultimate benefits for

all parties concerned; and lead to the company towards the desired

goals along with our promising future.

     


Chareon Usanachitt
Chairman


Message from Chairman
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The year 2005, the IT industry still had a good growing trend, despite

being affected from economic slowdown due to rising oil price,

increasing interest rates, impact from the tsunami attack, drought, flood,

bird flu and the insurgence in the Southern border provinces which

caused the country's economy to grow only 4.5%. However, the

industry posted 30% growth due to the constant support from the

government policies especially the investment in a number of projects

in line with the e-Government policy, along with such investments from

private sector. With the impacts from declining economy, some

business organizations decided to slow down their investment. Also,

the company's business and customer base expansion policies which

aim at government agencies and educational institutes yielded a smaller

marginal gross profit, resulting in a less-than-projected actual

performance. The company had a total revenue of 1,277.88, with 76.76

in net profit.

Even through the business performance last year was not very

satisfactory, it can be considered that the company has entered the


Message from CEO and President
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stage of readjusting the foundation to achieve a sustainable growth in

the future, after the rocketing growth in previous years, and after being

listed in the Stock Exchange of Thailand. The company still focuses on

laying out strategic plans that lead to future prosperity and strong

business operations such as establishing fundamental structures to

help enhance efficiency to support future business growth. We've also

substantiated the development in various aspects of internal

operations including human resources and knowledge base

development, along with intellectual property initiatives as to maintain

our leadership position in total IT solution business. This also helps

generate more revenue and expand customer base with focus on

the government and educational sectors which have high IT

investment.  Furthermore, the merging with Modernform Integration

Services Co., Ltd. last year has helped us to expand the distribution

channels and gain more market share in small and medium-sized

enterprises (SMEs), which substantially strengthens our business

operations and enhance efficiency for future competition.

Based on these grounds, we are confident that we are a company of

strong foundation and visionary new-generation people, along with a

nurturing "client as a partner" relationship mindset and the policy to

expand business by joining with high-potential business partners to

develop unique innovations for solid business expansion. These

factors help build trust and confidence among our customers, partners,

employees, executives, and shareholders with an international

standard of services as to maintain an appropriate level of profits for

shareholders.  We also aim to be a 'high performance organization'

and maintain our leadership position in the industry.

Finally, we affirm our commitment to good corporate governance for

ultimate benefits to shareholders and for an even brighter future.

Although we did not achieve an anticipated business performance last

year, the more capabilities and the stronger foundation we gain will

make 2006 a year for improved profit with continued and more

sustainable growth.  Again, we would like to thank all parties who take

part in our success; our customers, business partners, shareholders,

employees and management who invigorate and accompany us in

stepping ahead towards a promising future.
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Company Name : MFEC Public Company Limited
Business Type : IT services and systems integration

Registered Capital : Baht 227 million
Paid-up Capital : Baht 217 million

Refistration No. : 0107546000156 (Old No. 40854600016)

Head Office : 699 Modernform Tower,
Srinakarin Rd., Suanluang,
Bangkok 10250

Tel. : +66 (0) 2722-8393
Fax. : +66 (0) 2722-8388

Development : 333 Lao Peng Nguan Tower 1,
Center Soi Choeipuang,

Vibhavadi-Rangsit Rd.,
Chompol, Chatuchak,
Bangkok 10900

Tel. : +66 (0) 2278-9278
Fax. : +66 (0) 2278-9279
Website : www.mfec.co.th

MFEC ANNUAL REPORT 2005

M
FE

C
 P

U
B

LI
C

 C
O

M
PA

N
Y 

LI
M

IT
ED

10



MFEC  ANNUAL REPORT   2005

     
Type of Business of MFEC and Affiliated Companies

MFEC Public Company Limited is positioned as a premier IT service

provider specializing in network computing and e-business, serving

mainly large enterprise customers and industry leaders in both

government and private sectors. Our services range from IT

consulting, custom design and develop, training and after sales

services of the solution sets including hardware & software

infrastructures, network equipment and services, software package

customization & enhancement, and custom software development.

Services are tailored to specific user requirements for their unique

business needs.

MFEC's core business can be segregated into 3 main categories i.e. IT

professional Services, Systems Integration and Maintenance Service.

1. IT Professional Services

MFEC provides complete IT consulting services and solutions

that enable clients to achieve their business objectives and

competitive edge based on their unique business strategy and

need. MFEC's end-to-end enterprise business services focus

on 4 major areas: Enterprise Data Warehouse and Business

Intelligence, Web Applications, Mobile Applications, and Service

Level Management.

2. Systems Integration

MFEC system integration services involve the process of

design, procure, implement computer systems and IT

infrastructures integrating components such as hardware,

software, peripherals and network equipment as per system and

user requirements, test them for compatibility and usage,

provide user training and after-sale maintenance services to

ensure serviceability, reliability, efficiency of the system.

3. Maintenance Service

MFEC provides maintenance and technical support services for

both hardware and software to ensure serviceability at the

service level agreed and acceptable by customers and their end

users. The services include telephone support through help-desk

and hot line numbers, remote diagnostic, onsite stand-by and

trouble-shooting. Add-on services available include problem

analysis workshop and user training and technology update for

new system features and functionalities.
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In 2004 MFEC concluded acquisition plans with 4 Thai soft

ware companies and thus has 4 subsidiaries, as follows :

1. PromptNow Co., Ltd.

MFEC purchased 60 percent of PromptNow Co., Ltd.,

the company with Baht 7.5 million  registered capital, with a par

value of Baht 100 per share, in an amount of 45,000 shares or

equal to Baht 4,500,000 investment, on 26 August 2004.

PromptNow's business objectives are to provide consulting and

training services on computer electronic control software and

hardware, and development of entertainment applications on

mobile devices .  MFEC's investment in PromptNow has enriched

its business diversities, especially in mobile contents and

applications market.

2. 4Bizinet Co., Ltd.

MFEC acquired 51 percent of Baht 30 million  registered capital

company, 4Bizinet Co., Ltd., with a par value of 10 Baht per share,

in an amount of 1,530,000 shares or equal to Baht 15,300,000

investment, on 15 October 2004.  4Bizinet is a software firm who

designs and develops web-based business applications for small

to medium enterprise customers. Its major product range includes

Customer Relationship Management (CRM) solutions,

SmartDesk solutions and Laboratory Information Management

System.  This acquisition helped MFEC strengthen market

expansion and diversification into small and medium enterprise

market.

3. Advance Intelligent Modernity Co., Ltd.

MFEC acquired 51 percent shares of Advance Intelligent

Modernity (AIM), a mobile application developer with a registered

capital of Baht 3 million, with a par value of Baht 10 per share, in

an amount of 153,000 shares or equal to Baht 1,530,000

investment, on 19 November 2004.  AIM, founded on 9

September 2003, is a provider of entertainment mobile games

and applications, as well as digital contents to several local and

international mobile phone service operators.

12
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The investment in AIM helped increase MFEC's capacity in

producing high quality mobile games with a production team of

internationally accepted standards, which is a part of constant

investment in intellectual property development.  This also set a

pace to become a leading provider of entertainment applications

on mobile devices in local and international markets in the

future.

4. Modernform Integration Services Co., Ltd.

MFEC acquired 100 percent shares of Modernform Integration

Services Co., Ltd. (MIS), a company  with a registered capital of

Baht 64.13 million, with a par value of Baht 10 per share, in an

amount of 6,412,993  shares or equal to Baht 99.07 million

investment, on 1 June 2005. (MFEC issued new 17,000,000

common shares in exchange of payment, using close price of

MFEC stocks on 1 June 2005 at Baht 5.650 per share, with share

exchange ratio of 2.6508654 new MFEC shares per one MIS

share.)  MIS is a total IT system and infrastructure service

provider specializing in enterprise management and enterprise

resource planning (ERP) software and solutions, as well as

authorized dealer of a wide rage of computers and peripheral

products, both software and hardware.
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Although there was an impact from staggering economy as a result of

high oil prices, higher interest rates, Tsunami disaster, draught, flood,

bird flue and the serious violence in the south, the information

technology industry still recorded high growth in 2005. The Bank of

Thailand projected Thai economic growth of 4.5% in the previous year

while the said industry grew 30% (excluding the communication

market) with the overall market value of 12,566.7 trillion baht or 30% of

the overall ICT market. The overall ICT market totaled 422,629 million

baht.  These data were based on a survey conducted by the Software

Industry Promotion Agency (SIPA) and the Association of Thai

Computer Industry (ATCI)  which were in line with a research conducted

by IDC (Thailand) Co., Ltd. The world-class IT research company

forecast Thailand to record 3.11 billion U.S. dollar (approximately 124,400

million baht) in expenditures and investment in the information

technology in 2005, up 22 percent from the previous year. The growth

was in line with the country's economic expansion and higher and faster

than the industry when it was in the normal state. Such high growth was

largely stimulated by the government's continuous supporting policies

especially investment in the government's projects according to the

E-Government policy coupled with investment projects from the private

sector that helped increase the industry's competitiveness.

The 2005 overall picture of the ICT development in Thailand showed

more enthusiasm from the public and the private sectors. As for the

public sector, almost all of ministries concentrated largely on the

Operation Center (OC) to integrate the state information and develop

e-Service. Single Window was stimulated by the E-Government policy

that directed all ministries to develop the Service Link which was

developed from One Stop Service. The public sectors initiated the ICT

strategies that supported and strengthened the economic growth. The

strategies including projects in Logistics upgraded the country's

international competitiveness. These projects included e-Port aiming

Laem Chabang to become an e-Port, Food Traceability applying the

RFID technology to trace back the production processes, Smart Card

for Identification Card, a plan to purchase computers for schools, Broad

Band, the development of the software industry that allows better

signal.  These were partial results of the investment promotion policy of

the Board of Investment (BOI) in the previous year.

According to IDC (Thailand) Co., Ltd., the hardware market scored the

highest expenditures in 2005, accounting for 72 percent of total

market, followed by the information technology market with 18 percent

and the software market 10 percent. These were in line with a research

conducted by the Software Industry Promotion Agency (SIPA) and the

Association of Thai Computer Industry (ATCI) estimating that the

hardware market had the highest value of 63,381 million baht or 50.49

⌫⌫⌫ ⌫⌫⌫ ⌫⌫⌫ ⌫⌫⌫ ⌫⌫⌫ 
Major changes in 2005
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percent of total market value, followed by the software market value

of 41,435 million baht or 33 percent and the computer services market

value of 6,729 million baht or 5.36 percent respectively. Taking the IT

expenditures (excluding the communications market) in all economic

regions, the private sector spent most in IT with the expenditure value

of 54,317 million baht or 49 percent. While the household sector and

Small office/Home office (SOHO) spent 37,592 million baht in IT or 34

percent. The public sector spent 19,654 million baht or 18 percent.

In 2006, Thailand's IT market is highly expected to grow continuously.

AR Research Co., Ltd., a research firm, predicted the IT expenditures

to increase 10-11 percent in 2006. IDC (Thailand) Co., Ltd. estimated

the investment and expenditures in IT to grow 8 percent with total value

of 3.37 billion U.S. dollar (approximately 134,800 million). This is a part

of the government supports. The government's support projects include

a support of 250,000 computers by the Ministry of Education, cheap

notebook project, Microsoft's financial support of 140 million baht through

three projects - cheap software, e-Government and web service, the

tax exemption on IT products, an emergence of new technology - 3G,

and improvement of the country's basic infrastructure - Mega Projects

which are expected to account for 70% of total expenditures. The

software market is expected to grow by 10.5 percent from 290 million

U.S. dollar in 2005 to 320 million U.S. dollar in 2006. According to the

Association of Thai Software (ATSI), the software and services market

in 2006 is expected to grow at least 10% from the previous year with

total value of 40,000 million baht. Besides, Thai software market is

expected to record an average growth of 12.4 percent to 466 million

U.S. dollar by 2009. The expected growth is forecast to come from

several parts especially purchasing power from medium - and

large-sized businesses that tend to have more investment in IT to be

able to compete with rivals. The communications market and the public

sector still remain the main drivers of the growth. Small - and

medium - sized businesses will likely invest more in IT. Thailand is also

a major target market of the world software traders.

Marketing

The company has a business policy to focus more on 'IT Professional

Services' which grow rapidly and generate high profit margins,

and 'System Integration' to differentiate itself from rivals and avoid price

wars. This business tends to have higher competition from both

domestic and foreign competitors. To maintain its profit margins and

returns on equity at the appropriate levels in the software development,

information technology and intellectual properties, the company

continues to expand business through joint investment with the

software companies in order to strengthen its business position and

earn high profit margins.  Joint investment with alliances and business

leaders is considered as the company's main strategy for joint research

and development of products and services. This is to generate more

revenue and high rates of return in the longer term, and increase

bargaining power and competitiveness in the future.
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The company also set a policy to expand its customer base to those

with rising demand in the information technology. Aside from the main

customer, the telecommunication group, large-sized enterprises are in

this focus. They included financial institutions, manufacturers, state

agencies, state enterprises and educational sector which had a large

amount of financial investment for long-term IT plan according to the

government policy. Small- and medium-sized enterprises are also the

targets to allow more market distribution channels. The company is

positioned as the leading high-quality service provider and the leader in

the integrated information technology in the future with a focus on

direct marketing as the main marketing promotion strategy. Mostly, the

company established direct contacts and negotiation with customers.

In 2005, the company had 80 percent in the direct marketing of total

services and sales revenue. Most of them were the customers in the

private sector. The remaining 20 percent were from the government

auction.

Besides, the company established good relationship with customers in

the form of "Customers are our partners". In 2005, the company

recorded 90 percent of total revenue in the services and sales revenue

from the existing customer base, reflecting success of its services and

awareness of service quality. The company set up the quality

assurance team comprising experienced people in all work fields. The

team establishes the work processes and procedures after receiving

jobs and inspects the developed projects prior to delivering to

customers to assure the work quality and satisfy customers' demand.

The after sales services by experts are also provided to the customers

in both hardware and software. The after sales services include

answering questions and solving problems arising from

implementation in a predetermined period. After that period, customers

may hire the company to continue its administration and supervision

through purchases of any forms of maintenance. Based on

characteristics of its targeted customers, the company set up six sales

teams. They are the telecommunications group, the public sector, the

education group, the state enterprise group, the financial institution

group, the manufacturing group, the foreign customers group to present

its services to customers.

Product and Service Development

In 2005, the company concentrated on new product development by

joint investment with an alliance. The alliance excels in the business,

and software research and development. The joint investment allowed

their collaboration in new product development, information exchange,

establishment of intellectual property that added values in the

business, applied program development for solution design, and

increase the company's competitiveness. The special technical teams

were also established. They were Data Warehouse and Business

Intelligence for Niche Market, PMO (the project management system
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according to requirements of PMMI, Web Portal for improvement of

knowledge and internal communication. These allowed the company

to formulate more accurate plan and prediction in several aspects

including sales, set resources and human resources development plans

for more efficient work development and sustainable growth.

To increase service efficiency to the customers, the company will

develop Enterprise Application Integration to reduce costs, increase

interactive communications and provide management services in 2006.

The company has a policy to focus more on specialized projects with

clear scope of work and project period of no more than 8 months in IT

Services. The company will also study new technology to suit each

organizational culture and customize it as the solution, and develop

MFEC Methodology for quality improvement to satisfy the customers.

The company's mobile games for mobile phones have been popular

among customers in Thai games market  with an expansion into

foreign markets. The company joined hand with S-Concept Wireless of

Singapore and Unicom BREW - a mobile phone network company in

China for market expansion in China.

Besides, Fingerprint Verification & Identification System and the

administration software have been developed for a customer. They were

Time Attendant System and Accommodation Passing Control System,

the company's early projects in commercial research and development.

The company was a part of the pilot project to upgrade Lam Chabang

Port to be e-Port. It teamed up with the state agencies and other

companies to apply radio frequency identification (RFID) technology to

increase efficiency and speed in product and service delivery. It also

developed Open Source Software to meet customers' requirements in

operating cost reduction. The interesting development projects included

Mail and Web Mail  for Ministry of Natural Resources and Environment,

Qmail for Office of Narcotics Control Board, Application Server for the

Stock Exchange of Thailand, and software or programs connecting to

hardware. These were additional services that encouraged the

customers to purchase the company's products.
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Industry Overview and Competition Situation

With high and continuous growth as a result of the government's

supporting industries, the IT business gains higher competition from

new domestic and foreign operators. These new operators compete for

shares in the market especially in the system integration and trading

whose competition in prices and quality of services was high. The

foreign hardware and software manufacturers entered into the market

with more integrated business and their products. These foreign

manufacturers including those from India were interested in setting up

the manufacturing bases in Thailand as a means to penetrate into other

countries especially China. These resulted in downward trend of prices

of hardware and software products with lowering profit margins.

With the above-mentioned reasons, the manufacturers were required

to adjust themselves through increase of the information technology

services, aside from trading, to increase their profitability. Expanding

into new businesses were made through acquisition of software

developers as a means to develop new products and earn higher profit

margins than foreign hardware purchase. There were an increasing

trend of mergers and acquisitions, joint investment with new alliances

as cross function for survival in the hardware and software industries.

The marketing strategies included joint marketing, joint presentation of

products and solutions, aggregation of software developers to strengthen

themselves and develop work standards and quality. Thai software

companies needed to make improvement in several aspects including

product standards and customer services in order to be able to

compete with rivals especially foreign ones.

In 2005, the software and related services market still registered growth.

According to the Software Industry Promotion Agency (SIPA) and the

Association of Thai Computer Industry (ATCI), total value of the

software and related services market amounted to 41,435 million baht

with a growth of 27 percent. Of total, the package software accounted

for 21,401 million baht or 52 percent and the outsourced software

amounted to 20,034 million baht or 48 percent. While IDC (Thailand)

Co., Ltd. found that in the previous year the software application shared

37.8 percent of total software market in Thailand, software system

infrastructure 41.6 percent, and software application development and

deployment 20.6 percent. The average annual growth is expected at

12.4 percent from 2004 to 2009 with total expected value of 466 million

U.S. dollar in 2009. Such expected high growth will likely be attributable

to increasing application use.  ATCI expected the 2006 software

market (including only normal use, excluding software and services for

the government's Mega Projects) in Thailand to reach more than 20,000

million baht with growth of 20-30 percent. Total IT market is expected at

140,000 million baht. The software traders and developers tend to

adjust themselves to suit the SMEs with attractive prices and solutions

and expand their customer bases into the provincial markets.
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International Business

In 2005, the company paid more attention on expanding its foreign

customer base especially those in the game software development for

mobile phones which had high growth potential. To expand its

distribution channel, joining PromptNow Co., Ltd. and Advance

Intelligence Modernity Co., Ltd. in 2004 gave the company

considerable progress in the part of the game software development

for mobile phones. Aside from Thai games market, the company has a

plan to expand this product to other countries including China, India,

Taiwan, Singapore, and other countries in Asia Pacific and Europe where

growth rates are high. The games distributors are appointed in

countries where mobile phones are popular. These countries include

China, Singapore and Taiwan. With this condition, the company's

products receive better response from foreign customers. At present,

both companies are ready to penetrate markets in these countries.

In the earlier year, PromptNow Co., Ltd. and Advance Intelligence

Modernity Co., Ltd., the company's subsidiaries joined hands with

S-Concept Wireless of Singpore and Unicom BREW - the big mobile

phone network company in China to penetrate the Chinese market.

This will enable the company to increase its competitiveness in the

future. As for other products, the company is on the process of studying

the business to introduce the products and services it specializes in

and is locally successful to foreign markets.

Human Resources Development

The company has plotted out a clear policy in developing its valuable

human resources with a focus on capability development and

responsibility. It sets aside a part of its budget for regular training, clearly

defined career paths, employee relationship initiatives, scholarship

offers to competent and long-time employees, competitive

remuneration with appropriate performance based incentive, and ESOP

for employees in 2006. These are to encourage, attract and retain

employees. The company develops other employees to be able to

replace others that might be lost and recruits others for replacement.

The company established Human Resources Department as the main

unit to develop employees and work processes in a more systematic

approach. Aiming at the long-term sustainable growth, CAPABILITY

MATURITY MODEL INTEGRATION ("CMMI") is applied to improve the

corporate standardization and work procedures. The internal

infrastructure is concentrated to allow systematic and efficient

operations. The company's on-campus recruitment program has added

freshly graduates and experienced staff with strong and relevant IT

background to our workforce, who we prepare with orientation and

training for their understanding of our standard operating system and

organization culture.
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Internal Operation Enhancement

In the previous year, the company improved  its internal operation

infrastructure in hardware and software to support its operations and

increase services capability and speed to customers and employees.

The improvement was also made for future business expansion in

communications, internal coordination, information exchange, data

warehouse system, and internal knowledge base, online internal

approval system, online helpdesk for after sales services, project

management office for systematic operations, web portal for

knowledge improvement, and internal communication procedures. Such

improvement allowed the company to have more accurate plans and

forecasts in several aspects including sales, human resources

development, resources development, etc, earn more efficiency in

operation development, record stronger and more sustainable

business growth,  maintain the leading position in the consultancy

service and Thailand's integrated commercial electronics and computer

network development. Eventually, all improved the company's

performance.

Social activities

In the previous year, the company continuously participated in social

activities including donations of things to poor children, financial

supports for "Nam Jai Hai Nong" project which was the

general-purpose building's repair and donation of computers for

knowledge search to students of Kok Sawang School in Sa Kaew

province, and a host of "Thod Pa Pa" at Meditation Practice Center of

Nun Amaree, Panas Nikom district, Chonburi province to construct a

general-purpose hall for meditation practices and promotion of

employees in such practices. The company also encouraged

employees to gather to do social activities. Besides, the company

provided the financial support in join hand with Chulalongkorn

University to organize "30 years Computer Engineering Chula Mini

Marathon" to mobilize funds for the academic research for the society

project. It also organized 7th Intania Forum, 2nd Executive Engineer

Talk to raise fund for the study in the Faculty of Engineering,

Chulalongkorn University and for the "Visava Chula Song Krao Fund",

the alumni welfare fund. These are the corporate policy in supporting

activities that benefit the society every year.
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The risk factors that might affect the company's business can be

classified into 6 types as follows :

 1.1Risk of Personnel Attrition

The IT service industry is considered a highly competitive

business and still has to depend on knowledge and specific

skills of personnel who can provide consultation and develop

the work until it's done. Therefore, losing personnel staff in

this area would definitely affect the operations and competitive

advantages of the company in the future. Nonetheless, during

the past year, the company was affected from such the factor

which is considered normal in such a highly-competitive

industry. In addition, the shortage of skilled people in the field

has caused the problem of personnel poaching from

competitor firms, but it's only small percentage comparing to

turnover ratio of the entire industry. Last year, the turnover

ratio of the company was around 17 percent, while the

average industry ratio was more than 20 percent.

To minimize the risk of personnel attrition, the company has

adopted the practice of from relying on personnel, the

company Capability Maturity Model Integration (CMMI), an

international standard aimed at managing people, enhancing

working proficiency of staff, establishing clearly defined career

path for staff in every level, setting up employee relationship

enhancement programs , offering scholarship for capable staff

who have been serving the company for a long time, offering

privileges for staff to buy the company's common stock (ESOP)

which will commence in 2006 as well as offering remuneration

packages that's appropriate for each level of staff. These are to

keep personnel to stay with the company in the long-term.

The company also gives emphasis on human resources

development so that they can replace the work of the staff that

the company may lose and find new capable persons to

replace them.

Aside from that, the company also put emphasis on internal

basic infrastructure development as the increase efficiency

of the system. This includes preparing software for Project

Management Office, web portal system, as well as the

development of knowledge and internal communications. There

was also the setup of Human Resources Department as a major

unit to be in charge of human resources training and

developed them with systematic approach, in order to be an

organization that can stay in the business in the long term.

In the year 2006, the company has a plan to set up a

⌫⌫⌫⌫⌫
Risk Factors
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sub-committee for risk management by inviting outside

experts to join in the independent committee as to help  plan

and set directions for risk management, especially in terms of

personnel. The issue will be proposed for the shareholder's

approval with April.

1.2 Risk from Major Customer Dependency

Over the past 2-3 years, the company has been primarily

engaged with existing customer base, mostly consisting of large

enterprises, which accounted for approximately 80 percent of

our total sales. The percentage is considered quite high and

may possibly affect the company's performance in case these

major enterprises restructure the management, appoint new

service providers, or reduce the investment budget in computer

and IT technology. Nevertheless, the company's policies to

expand customer base to other industries which have tendency

to require IT technologies such as government agencies,

educational institutes, financial houses and manufacturing

industries as to diminish   dependency on particular customer

or industry, has helped lessen risks from such factors. This is

because it helped reduce the percentage of dependency on

large enterprises to be only 40%.   In addition, the company's

policy on keeping long-term relationship with clients especially

in IT industry, finance and banking, has helped the company to

earn trust to provide them consultation and help them develop

more costly projects. Providing services to these clients has

become a good source of knowledge that helped the company

to further progress in the use of high technology, which make a

good portfolio and use them to expand to consultation service

and expand to a wider range of customers particularly to

government and education sectors, as well as state enterprises

which are potential market and have high investment cost.

1.3 Risk from Technology Manufacturer Dependency

Last year, MFEC acquired most of its merchandise from two

technology manufacturers: Sun Microsystems and Cisco

Systems which accounted for 186.44 million baht, and 227.31

million baht, or representing 23.77% and 28.99% of the total

value consecutively. The company is their dealer and business

partner. However, when comparing to the total procurement

value, they didn't account much percentage as the total value

of purchasing order from these two companies account for

only 55. Therefore, if in the future, they change business

operation, or change the policies on appointing dealers or
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policies on offering privileges to dealers, they won't have much

effect on the company's operating costs.  This is because our

portfolio of products from over 10 manufacturers has brought

a large product selection and flexibility, as well as minimizing

the risk of technology obsolescence and change in

manufacturer's core business.

In addition, as our business focus is providing total services

and solutions rather than selling boxes of products and because

our policy to keep the inventory cost at the minimum or zero,

this allows us to be more independent to select the most

suitable products for customers and thus, more bargaining

power with the manufacturers than others of their partners.

The company has had good business relationship with both

manufacturers since the establishment of the company; and

the business contracted has been continuously extending.

In the future, the company has the policy to establish business

relationships with more vendors that have good growing

business potential as to minimize risk from dependence on

major manufacturers. This policy follows the changing

marketing situation.

1.4 Risk from products and services

A.Risk from  project  delay

Risk from the delay of projects mostly come from providing

professional services such as giving consultation and IT

development because last year the company had much higher

work from clients, so it was necessary to outsource the jobs to

subcontractors. This work accounted for 20-30 % of cost of

operation and services which was quite normal rate for IT

business providers. It also affects the Gross Profit Margin of

the company as a result of higher operating cost as well as

making the company unable to control the quality and timeframe

of operating a project which normally takes about 3-6 months

to do a project. There are two major factors for such the risk.

First is from customers such as inquiries to change the models

and quality of system being installed. This slightly impact the

company's operating cost as we have 2 ways of collecting

service fees on the milestone basis and time and material

basis which enable us to collect more fees from customers.

Second is the delays caused by the company's own working

procedure which is the risk as customer may charge for loss.

To minimize the risk, the company has adopted CMMI,

(a collaborating working system) and PMO (a project

management system according to the PMMI standard) to

enhance efficiency or working process. The systems are

applied to help set the working procedures and process in

providing services to customers. The working schedule and the
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improvement of work is set to make it meet the deadline, this

enables the company to solve the problems quickly and timely

without affecting the project as a whole. This is a strong point

of the company has never been filed from customers for the

delay of the project since operating the business. We also

depend less on outsource by encouraging our own staff to

develop the projects as to reduce the operating costs.

B.Risk from Technological Change

As the computer and information technology business has

encountered constant rapid change, the company may be

affected from the obsolescence of technology, the depreciation

of product value as well as the reduction of value-added

services such as consultation service, so the company is risk

to lose the competitive advantages in the long term. However,

such the risk doesn't much affect the company's business

operation as we have the policy to focus on keeping the right

balance of using technology and to minimize dependency on

one particular manufacturer. It could be obviously seen that the

company kept the dependency on technology from each

manufacturer at less than 20%, so this risk has the tendency to

decline. Aside from this, the technology committee which

comprises of executives and experienced specialists in

different fields of technology which have the roles to consider

and set the directions for selecting products, technology and

innovations to offer to customers is another major factor that

help minimize such possible risk. Also, the company has policy

to keep inventory cost at the zero level. The purchasing order

to manufacturer or dealers can be made only in case of

Built-to-Order. In 2005, inventory of products as of 31

December 2005 had increased from 2004 by 51.3 million baht

as in the second quarter, all inventory products were

products waiting to be delivered to customers for 80 projects,

out of 230 projects. It was up from the year before due to the

company's expansion policy.  In addition, the company has

establish corporate culture by emphasizing on adjusting and

opening to new technologies and innovations. The average

age of employees is between 25-26 years, who are willing to

learn of new technologies and can rapidly adjust to any

changes.

1.5 Risk from Globalization

In the era of borderless global economy, each organization

is forced to adjust itself as to survive in the competitive

environment. The IT and information businesses have also
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become more competitive as there are now new players from

local and overseas which are trying to get more share in the

market, especially in system integration and trading services

which have the tendency for tougher competition both in terms

of prices and service quality. The entry of foreign operators

which are hardware and software manufacturers are

competing more in the market by providing fully-integrated

services along with distribution their own products. It could be

seen that last year more foreign manufacturers and software

developers invested were interested in setting up production

base in Thailand such as from India, Singapore and Malaysia,

most of which had experience in selling projects to government

agencies or want to find local business partners as to use

Thailand as a base to expand to other markets. They viewed

that Thailand constitutes a large labor market and at the same

time required IT technology to increase competitiveness in the

globalization era. Such the factor may have an impact on the

company in terms of market share and declining gross profit

margin. Therefore, the company has to speed up improving

itself in various aspects to cope with the situation. We have set

the plan to implementation of cost, core competency, product

development and customer service as to increase

competitiveness.

1.6 Financial Risks

A.Risk from Currency Exchange

The company has foreign exchange risk as most the company's

products have to be ordered from manufacturers in US dollar

while the revenue from selling products and services obtained

in baht currency. So the company is obliged to pay in foreign

currency. To cope with this problem, the company has reduced

the foreign exchange risk by making forward contracts

covering the full payment of foreign currency. As of

December,31,2005, the company had zero trade debts in form

of foreign currency, so the company didn't prevent risk from

currency exchange. This is because the company has sold the

products to some clients in foreign currency which covers the

payment in foreign currency, so the company didn't have to do

forward contracts for these clients. However, the company still

has to some foreign exchange risk as a result of different

schedule for bill payment from customers.

B.Risk from Variable Interest Rates

The tendency for rising interest rate since last year caused slight

impact on the company's performance and cash flow because

the company has minimal ratio of debts, so there was no

impact from the bank's overdraft and loans from financial

institutes.  Also, the company has less percentage of debts.
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As of December,31, 2005 ,the company had financial debts in

form of overdraft and short-term loans from financial houses

worth a total of 38.02 million baht, down from 2004 by 113.47

million baht, or 74.90 However, clients in some business

sectors which have high debt ratio might be a bit affected as

they had to burden the rising interest rates, as well as the

decline in investment in IT and information technology due to

economic slowdown. However, the company's policy to expand

customer base to other industries have become a good factor

that prevents such the impact on the company's business

performance as we have clients from various business

sectors.
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    ⌫⌫  
* Note : Number of shares includes shareholders in accordance with Section 258 as well

⌫     ⌫   ⌫     ⌫   ⌫     ⌫   ⌫     ⌫   ⌫     ⌫   
List of top 10 major shareholders and shareholding structure as at the year ending
31 December 2005


Shareholding Structure
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Board of Directors

          
Board of Directors, Executive Committee and Audit Committee

   
* Remark : Independent Director and Audit Committee

   ⌫      ⌫      ⌫      ⌫      ⌫   
⌫⌫ 
⌫ ⌫
 ⌦
⌦ ⌫
⌫ ⌫⌫
⌫⌫ ⌫
⌦⌫⌫ ⌫⌫
⌫

Scope of Authority and Duties of the Board of Directors

The Board of Directors shall perform its duties in compliance with the

law, the Company's objectives, the articles of association, as well as

the recommendations of the shareholders' meetings. The Board of

Directors is authorized to appoint and grant a number of directors

and/or executives the authority and responsibility to carry out the

Company's business, provided that such decision has attained an

approval from the shareholders' meeting.  The board members shall

not be entitled to vote for the decision of those issues related to their

own interests or conflict of interest with the Company or subsidiary

companies.
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Scope of Authority and Duties of the Executive Committee

1. Plan and set the policies, direction, strategies, as well as the

organizational structure and the structure of administration for

the Company's business operations.

2. Map out the business plans, the budget and other administrative

functions of the company.

3. Examine and monitor that those company's policies and various

administrative functions are implemented effectively and

support the business operations.

4. Examine and monitor that the results of the company's

operations are in accordance with the prior approved business

plans.

5. Assess large-scale investment projects of the company and

propose to the Board of Directors for consideration and approval.

6. Have the authority to delegate and withdraw the company's

personnel of any position lower than the Chief Executive

Officer.

7. Assess and approve the decision to enter a bid or accept the

hiring from any organizations or individuals.

8. Occasionally conduct other activities, as requested by the

Board of Directors, and have the authority to approve financial

operations, with following conditions :

8.1) Approve with unlimited credit line, in case of operations

defined in the business plan or annual budgetary plan

already approved by the Board of Directors.

8.2) Approve with a credit line not exceeding Baht 20 million,

in  case of operations other than defined in 8.1.

    ⌫
 ⌧        

     
Executive Committee
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Audit committee

⌫⌫    ⌫
Ms.Varaporn  Suthummaporn as a Secretary
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Scope of Authority and Duties of the Audit Committee

1. Review that company financial statements are represented

accurately and adequately disclosed.

2. Set out guidance and review that the Company has appropriate

and effective internal control and internal audit, and coordinate

with external and internal auditor (if any).

3. Review that the Company complies with the rules and

regulations of the Stock Exchange of Thailand and other

applicable laws.

4. Consider and propose an appointment of the auditor and

determine the annual audit fee, by considering reliability,

sufficiency of resources, and quantity of audit tasks.

5. Consider the accuracy and completeness of the disclosure of

related transactions or transactions with potential conflict of

interest.

6. Undertake other matters as assigned by the Board of Directors

and/or the Audit Committee.

7. Prepare report of activities carried out by the Audit Committee

to be incorporated into the Company's annual report.

8. Assess the performance of the Audit Committee.

   
  

   
  

   
  

          ⌫
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Selection of Directors and Executives
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⌫⌫⌫

Nomination of the Directors and Management Executives

The company has not appointed the Nominating Committee.

Therefore, the Board of Directors is responsible for selecting persons

with proper qualifications, experience, and sufficient time to contribute

their knowledge and abilities to the Company.  Then, the list of the

nominated persons will be submitted to the shareholders' meeting

for approval, which shall be supported by no less than of total

shareholders present and eligible for voting. Each shareholder is

entitled to one vote per each share held. Each shareholder shall

exercise all of his/her votes to elect either one or several persons as a

director or directors. The persons who receive the highest number of

votes in their respective order of the votes in a number not exceeding

the number of directors to be elected at that meeting, shall be appointed

as directors.  At each annual ordinary meeting, one-third of the

directors must retire from the office. As for the directors other

than independent directors, they shall be nominated considering the

proportion of shareholding, qualifications, and capability of each

candidate.

In the case of vacancy in the Board of Directors for reasons other than

the expiration of the director's term of office, the Board of Directors

shall elect a person at the next meeting of the Board of Directors. Such

resolution of the Board of Directors shall consist of the votes of not less

than three fourths of the remaining directors.

As for the management executives, the Management Committee is

responsible for nomination of management executives who possess

proper qualifications and experience.

     
Executive Remuneration

          
⌫⌫
⌫   
 
 ⌦⌫
  



      
⌫⌫ ⌫

Executive Remuneration

The company's executive remuneration policy is established

to be commensurate with the industry standard and reflect level

of knowledge, competency and responsibility of the directors.

The remuneration of an auditor is determined by the Board of Directors

and is proposed at the shareholders' meeting for approval.

The remuneration of the Management Committee and the

management executives is determined taking into account the

company performance and each executive's performance.

A total of nine members in the Board of Directors (including three

auditors) receive remuneration and annual meeting allowance as

the following.
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Money Remuneration

Nine members in the Board of Directors, Consists of two auditors and

sixmanagement committees receive a total of 1.19 million baht as

incentive and meeting allowance.

The members of the Management Committee and management

executives receive remuneration in forms of salary and bonus as the

following.

Twelve management executives (from the position of Assistant

Department Director to Managing Director) receive a total of 20.19

million baht as salary, bonus and provident fund.

Other Remuneration

Employee Stock Ownership Plan (ESOP) :

The Ordinary Meeting No. 1/2005 held on April 25th, 2005 approved

the Company to grant warrants to the directors and employees of the

Company and its subsidiaries. A total of 1,300,000 warrants are allotted

to nine directors. Each warrant gives the right to subscribe for one share

at 4 baht a share.

⌫ ⌫⌫ ⌫⌫ ⌫⌫ ⌫⌫ ⌫
Compliance with good corporate governance

       ⌫  ⌫  ⌫  ⌫  ⌫ 
 ⌦
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1. Principles related to the business supervision

The Board of Directors is aware of the importance of good

corporate governance. To increase transparency, the company's

competitiveness, confidence to shareholders, investors

and related parties, and benefits in business operations,

the company pays much attention on good governance in

the following practices.

- Ensure fair and equal treatment to all shareholders.

- Organize the Board of Directors' structure based on duties,

responsibilities. In the case of having committees other than

the Board of Directors, these committees' roles, duties and

responsibilities shall be clearly defined.

- Operate business with transparency and pay high attention on

disclosure of clear and sufficient information at an appropriate

time.

- Operate business with careful consideration especially in

risk-taking. Regularly assess the risk situations, find the

strategic solutions and follow up the risk management.

- Build up awareness of and encourage practices of ethical

behavior to the executives and employees.
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2. Rights and equality of shareholders

The Board of Directors establishes a policy to equally treat and

facilitate all shareholders. All shareholders will be treated equally

in attending the meeting and receive prompt, complete and

adequate information for their decision-making. They will be

encouraged to cast their votes or votes through proxy in the case

of their absence and express their opinions and pose any

inquiries.

The company has equal fiduciary duties toward all groups of

stakeholders as the following.

1. Employees The company treats all employees in equal and

fair manners, and provide them appropriate remuneration.

2. Trade partners and creditors The company fairly treats its

trade partnes and creditors based on trade conditions and/or

mutually agreed contracts.

3. Customers The company provides customers good quality

services and satisfies customers' demand with concerns

over safety issues.

4. Competitors The company complies with code of in

competition and avoids dishonest approaches in competing

with others.

3. Leadership and Vision and Position Aggregation or

Segregation

There are three committees with clear duties and authorities in

the company : the Board of Directors, the Audit Committee and

the Management Committee. The clearduty and authorities of

each committee allows the company to set its direction in

operating business more efficiently. The Board of Directors sets

the company's goal, and determines roles and responsibilities of

the Audit Committee, the Management Committee and Chief

Executive Officer (More details of the roles and responsibilities

of the Audit Committee, the Management Committee and Chief

Executive Officer in "Operation Structure"). The Management

Committee sets policies and directions, and formulates business

strategies to be in line with the goal set by the Board of Directors.

The Audit Committee reviews the company's operations to be in

compliance with related laws. Besides, the company establishes

efficient internal control system, the internal audit and risk

management which are regularly followed up in the Board of

Directors' meeting.

Currently, to be independent, Chairman of the Board of Directors

is not the same person as Chairman of the Management

Committee and managing Director and not the company's

employee.
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4. Conflict of Interests

In order to prevent any conflict of interests, the Audit Committee

is authorized to approve interrelated transactions. Details of such

transactions shall be disclosed in the financial statements

according to the Generally Accepted Accounting Principles.

Besides, the company prohibits its directors and executives

fromusing the company's information for their own benefits

neither directly nor indirectly and with or without return.

5. Business Ethics

In maintaining the standards of operation, the company has

established the Code of Conduct as the principles and

guidelines for the Board of Directors, executives and employees

to reflect business ethics and virtues. The Code of Conduct

covers treatments to shareholders, customers, trade partners,

rivals, other stakeholders and the society at large, and

encourages subordinates to adhere to the ethical code of

conduct, and set good examples for them to follow.

6. Balance of Power for Non-Executive Directors

The company's regulations require the Board of Directors to

comprise of at least five directors. As of December 31st, 2005,

the Board of Directors consisted of nine directors. Of total

directors, seven were not the company's employees or more

than three fourths of total directors.  Of seven directors who

were not the company's employees, three have been appointed

at the Board of Directors's meeting No. 2/2003 held on May 23rd,

2003 and the extraordinary shareholders' meeting No. 3/2003

held on June 25th, 2003 to act as the Audit Committee.

7. Remuneration to Directors and Executives

Level of remuneration shall be structured to the same industry

standard to attract the directors and reflect their knowledge,

abilities and responsibilities. The Board of Directors shall

determine and propose the amount of remuneration at the

shareholders' meeting for approval. The shareholders shall

give approval if they consider the proposed amount is worth

providing to directors and comparable to those in the same

industry.
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8. The Board of Directors' Meeting

The Board of Directors shall meet every quarter or a special

meeting may be called by the Chairman as necessary. Each

meeting shall comprise of more than 50% of total directors.

A Board of Directors member unable to attend a meeting shall

inform the company one to two (1-2) days prior to the meeting.

To facilitate all directors in the meeting, the company organizes

the meeting at the company's head office. The meeting invitation

letters coupled with clear meeting agenda and meeting

documents will be delivered to all directors at least seven (7)

prior to the meeting with exception of an urgent case. This is to

allow all directors to study the meeting documents before the

meeting. Each meeting will be recorded and the approved

documents will be gathered for reference and future

investigation.

The meeting time will be allocated sufficiently by the Chairman

for the directors' discussion and comments to the management.

All directors are independent in making any comments.

In 2005, the company's Board of Directors had five (5) general

and special meetings with the following attendance record of each

director.
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9. Subcommittee

Aside from the Board of Directors, the company has the

following subcommittees.

1. Audit Committee comprises three independent directors as

detailed in the Audit Committee

2. Management Committee comprises four executive directors

as detailed in the Management Committee.

The duties and authorities of the above-mentioned committees

are clearly stated. Meanwhile, the company has not established

the remuneration committee and the nomination committee as

the corporate structure is not complex.

10. Control System and Internal Audit

The Board of Directors has delegated the Audit Committee to

supervise the management and ensure efficient internal control

system including financial control, operation performance,

legal issues, operations and risk management to protect

shareholders' investment and the company's assets. The

internal audit department is responsible for auditing, reviewing

and ensuring the efficient operation procedures. Five elements

of the internal control shall be assessed annually. It is concluded

that the company has the sufficient internal control system.

The details are disclosed under "Internal Control System".

11. The Board of Directors' Report

The Board of Directors of MFEC Plc. is responsible for its

financial statement and MFEC and its subsidiaries' consolidated

financial statements. The said financial statements have been

recorded in accordance with the generally accepted accounting

standard in Thailand by selecting the common and appropriate

accounting practices. The financial statements have been

completed with the most carefulness, the appropriate

forecasting methods and sufficient information disclosure in the

notes to the auditors.

The Board of Directors will be responsible for the information

stated in the annual report. The Audit Committee which

comprises of independent directors will take care of the quality

of financial statements and the internal control system.

The Audit Committee's comments will be recorded in the Audit

Committee's report in the annual report.

The Board of Directors commented that the 2005 financial

statements of the company and its subsidiaries which have

been reviewed by the Board of Directors together with the

management and the corporate auditors provide accurate,

reasonable and reliable performance and financial status.

The financial statements, which are in accordance with related

regulations and laws, are based on the generally accepted

accounting standard, common and appropriate accounting

practices with adequate information disclosure.
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12. Investors' Relations

The company concentrates on disclosure of correct,

transparent, complete and prompt information in finance,

performance and other issues for investors and other related

parties' decision-making on investment. The company reveals

financial and general information in an annual information

disclosure form (Form 56-1) and its Annual Report 2004

(Form 56-2)  according to standards and principles set by the

Securities and Exchange Commission and the Stock Exchange

of Thailand.  The company has established the investors'

relations unit to be in charge of communication tasks its

shareholders, investors and other interested parties. In 2005,

the investors' relations unit has taken part in activities with the

Stock Exchange of Thailand. The company has joined the

exhibitions to make presentation on the company's information

to its shareholders. This was the activities that made its

information reach investors directly. Besides, the company

disseminates its information through www.mfec.co.th as a means

to reach the investors.

     
Protection Against the Use of Inside Information
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⌫
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The Company's policy to control and prevent management and

staff from using inside information for their own benefits is set forth in

a code of conduct.  According to the code of conduct, the company

prohibits its management and employees from disclosing any inside

information, which they might have access to, to people outside the

organization, not to trade the company shares prior to the review and

approval of its financial statements by auditor. In addition, the guideline

states that an Audit Committee meeting is required to review and

certify the financial report to evaluate and make recommendations to

the Board of Directors by the day the Audit Committee completes the

audit tasks. The stated financial report shall also be submitted to the

Stock Exchange of Thailand on the same business day or no later than

the following business day. In case any employee is found using the

Company's inside information for personal benefits, such employee shall

be investigated and penalized if found guilty in accordance to the rules

defined in the company's Code of Conduct.

In addition, the management is required to submit a report detailing

any securities held or changes within a time frame specified to the

Stock and Exchange Commission (SEC) and the Stock Exchange of

Thailand in accordance with Clause 59 of the Securities and Exchange

Act, B.E. 2535.
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The Board of Directors has constantly put emphasis on internal control

and consistently improved it to the level appropriate and sufficient for

business operations to prevent risks that might occur to business.

This includes the control and improvement on finance, investment,

and operation. The company also set the structure that allowed

management team to supervise the operations efficiently, in line with

the principles of good governance as to protect the assets and benefits

of the organization, shareholders and all involving parties.

In addition, the Board of Directors also appointed an Audit team from

independent committee which was responsible for monitoring the

management to lay out the internal control system that's efficient and

sufficient and can cover all aspects. It also appointed the Internal Audit

team to monitor and evaluate the operations of each unit, as to make

sure that their working procedures conform to the set guidelines.

The company has set the internal control system that is in line with the

international internal control standard as follows :

1. Organization and Business Environment

The Board of Directors has put emphasis on cultivating

conscience and creating internal control environment that

every employee can understand and follow. A code of conducts

was prepared, in written documents, so that employees can

understand clearly on the operations which are based on the

legal, moral and ethical standards. They are set as the practice

towards shareholders, employees, customers, business partners,

competitors and society as a whole. The Board has also set the

scope of operations and working procedures that cover all kinds

of transactions in written documents, along with making an

appropriate organizational structure that fit with business plans,

recruiting quality staff, and organizing staff training that are

suitable with the business changes.

2. Risk Management

At present, the business situation has changed rapidly, resulting

in both the good opportunities and high risks. Therefore, the

company has put emphasis on risk management by ordering the

Executive Committee to constantly report about the risks that

can affect the business operations to the Board of Directors and

Audit team for quarterly auditing, so that the Board can join to

consider the risk factors that directly affect the company.

The Board of Directors has appointed the Executive Committee

to set the policies and framework on risk management that

occur at organizational level as well as follow the evaluation and

report to the Board of Directors. The Executive Committee has

considered the strategies to use for risk management as follow :
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- Risk Acceptance : In case that the Executive Committee has

considered that the risks that occur do not exceed the

acceptable level.

- Risk Acceptance : In case that the Executive Committee has

considered that the risks that occur do not exceed the

acceptable level.

- Risk Avoidance : by avoiding or cease the operations,

or readjust the activities that can result in risky undertaking.

- Risk Reduction is an operational procedure that helps reduce

the risking undertaking and the effects that might happen from

taking such risks.

- Risk Sharing is by sharing risks to others.

3. The Control of Management's Operations

The company has documented policy and regulations for the

operations of finance and accounting, procurement, sales of

goods and services departments as well as for the utilization

of the company's assets to the best value. The roles and

responsibilities of the operating, monitoring, assessing and

approving tasks have been separated from each other for

appropriate balance of authority and cross audit. Apart from that,

the company has also set the transaction process for major

shareholders, executive committee or involving parties by

setting up a taskforce to study about the advantages,

disadvantages, and impact to propose to the executive

committee, auditing team and the Board of Directors to consider

the qualifications. The approval of the transaction is done by those

who have not got any benefits from the transaction and monitor

to make sure than the operational procedure is abide by the

conditions agreed together.

4. Information and Communication Systems

The company places great importance on the disclosure of

information in accurate, complete, transparent, reliable and timely

manners for financial reports, general information as well as other

sensitive information that might influence the decision making

process of directors, management, shareholders, investors and

stakeholders by indicating in meeting materials and minute of

meeting.  This information have been published in the company's

Annual Report and the Annual Disclosure Statements (Form

56-1) as well as in other information distribution channels of

the Stock Exchange of Thailand. The company also utilized

information technology to enhance internal communication

efficiently.

Corporate information system for internal communication has

been developed and improved In the year 2005, the company

organized Project Management Office (PMO) by developing

Rational Portfolio Manager (RRM) software as to develop the

program that support the database system using tools and

utilities for more accuracy, completeness and timeliness of

information, as well as overall system efficiency.
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5. Monitoring and Measurement Systems

The Executive Committee shall regularly monitor the performance

management by setting up meeting once a month to follow-up

work progress and discuss problems in order to identify

solutions.   The Internal Audit team is responsible for monitoring

and evaluating the issues raised in the meeting.  Following-up of

projects previously reviewed has been indicated in the Internal

Audit team's annual audit plan so that the auditor can review if

corrective action for problem has been taken as mutually agreed

and that such problem or risk is diminished to an acceptable

extent for top management.   In order that the Internal Audit team

can perform its duties with full independence and balance of

authority can be achieved, the Board of Directors determines

that the Internal Audit team directly reports to the Audit

Committee.

In 2005, the Board of Directors obtained the reports from

Auditing committee and regularly acknowledged the operational

performance from internal control and it has the opinion that the

company's internal control is sufficient and appropriate; and there

was no flaws of internal control that could have serious effect

on the expression of opinion of the Auditing Committee in the

financial statement.
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The company has a policy of paying a dividend of not less than 50% of

net profit after tax and legally retained earnings. The company's Board

of Directors is authorized to declare no dividend payment or alter the

policy occasionally to optimize the shareholders' benefits.

For example, the earnings is used for debt payment reserve,

investment for business expansion or the case of changes in market

conditions that may affect the company's future cash flow.

In 2005, the Board of Directors has a resolution to declare the dividend

payment of 0.33 baht per share.


Dividend Payment Policy
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The company reveals the interrelated transactions in sufficient details

so that investors can make decision on their investment. The details

are stated in the notes to the auditors as the following.

The interrelated transactions for goods and services, office supplies,

office rent and services, borrowings to related businesses, account

receivables and account payables in the related businesses are stated

in the Note to the auditors, No. 6.

Aside from the above-mentioned transactions, the company had

liabilities that might occur on December 31st, 2005 as stated in the

Note to the Auditors, No. 23. The company fully complies with the

requirements of the Securities and Exchange Commission in

disclosure of interrelated transaction in the notes to the auditors.

6.1 Necessities and rationale of a transaction

The interrelated transactions are necessary and reasonable to

optimize the company's benefits. The Audit Committee

comments that the transactions occur in line with general

business practices so that the company receives and makes

payment at fair prices.

6.2 Approval measure or procedure for an interrelated

transaction

An interrelated transaction shall be submitted at the Board of

Directors' meeting for approval. The Audit Committee shall

attend the meeting to consider and approve such transaction.

Such transaction shall be complied with the Securities and

Exchange laws, regulations, announcement, notification or

requirements of the Stock Exchange of Thailand. Those who

might have conflict of interest or stakes in the interrelated

transactions have no voting rights in the interrelated

transactions.

6.3 Guidelines or trend in making an interrelated transaction  with

a person who may have conflict of interests in the future

Guidelines on interrelated transaction

Interrelated transactions that will likely occur in the future

can be grouped into two categories.

1. Normal and continuous transactions The company will

determine the principles and guidelines for the normal and

continuous transactions with general trade conditions, fair,

reasonable and traceable prices. The principles and

guidelines will be proposed to the Audit Committee for

approval and comments on rational of each transaction.


Interrelated transactions
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2. Special and occasional transactions The Audit Committee

will be assigned to comments on appropriateness of each

transaction. If the Audit Committee does not have expertise

in an interrelated transaction, the company will assign an

expert such as an auditor or an asset evaluator or a law

office, etc. who is independent from the company and a

person who may have conflict of interests to make comments

on such transaction. The comments will be used as

information for the committee or the shareholders as the case

may be.

Interrelated transactions/ future trend

1. As for an interrelated transaction on rental office and parking

space, the transactions will continue in the future. If the rental

fee, wages and/or conditions of rent or subcontract fee is

changed, the company would consider the appropriateness

and implement according to the rules and guidelines that the

Audit Committee has considered and approved.

Whether to do an interrelated transaction with a company

that may have conflicts with depends on appropriateness

and necessity of each transaction.  If such interrelated

transaction occurs, the company will abide by the guideline

the Audit Committee has considered and approved.

2. As for an interrelated transaction on guarantee. If the

company puts up collaterals against credits requested by its

subsidiary, the company has a policy to put up the amount of

collateral in accordance with its stake in the subsidiary.

In the case that the company can not comply with such

guideline, the company will proceed in accordance with the

Securities and Exchange Commission in the information

disclosure and interrelated transactions of the listed

companies.

6.4 Reasons that a person who may have conflict of inter

ests holds a stake of more than 10% in a subsidiary or

joint venture.

None
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MFEC Group lays down a policy to focus on enterprise customers

with strong needs for quality and comprehensiveness of IT services.

In order to maintain existing customer base as well as broaden market

reach, the Group strives to offer diversified products and services to

suit different needs of each customer, with an emphasis on after-sales

service and customer maximum satisfaction.

The company's main customer base in 2005 was still the

telecommunications sector, which rendered higher growth rate for IT

product and service needs than all other industries.  Our business fo-

cus has been steered to total IT solution with more emphasis on IT

professional services and maintenance service rather than systems

integration since the former returns more gross profit margin.  In addi-

tion, to sustain its growth rate in long term, MFEC has continued to

expand its business focus to other industry sectors with long-term IT

investment.  The company subsequently gained higher

percentages of income from the financial services and the

government and education sectors in 2005.

The company has also continued business expansion by investment

through subsidiaries, after acquiring 3 companies in 2004.  MFEC ac-

quired Modernform Integration Services (MIS) Co., Ltd. in 2005 in or-

der to strengthen competitive edge, as well as to prosper long term

business and high return rates.  With MIS as a subsidiary, the company

can reach more small and medium enterprise customers,

the market with high growing potentials.

Operating Results

At the end of 2005, the Company and its subsidiaries gained a total

revenue of Baht 1,517.5 million, which can be segregated into :

Baht 1,019.7 million or 67.2 percent for systems integration business,

Baht 220.9 million or 14.5 percent for maintenance service of,

Baht 268 million or 17.7 percent for IT professional services of and

Baht 8.9 million or 0.6 percent from other income.

The company itself gained a total revenue of Baht 1,277.9 million,

which can be segregated into: Baht 847.9 million or 66.4 percent for

systems integration business, Baht 208.6 million or 16.3 percent for

maintenance service of, Baht 214.8 million or 16.8 percent for IT

professional services of and Baht 6.6 million or 0.5 percent from other

income.

     

Operating Results and Financial Status
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The cost of sales and services in 2005: for the MFEC Group was Baht

1,151.9 million, with gross profit margin of 23.6 percent, and for MFEC

itself was Baht 972.4 million, with gross profit margin of 23.5 percent.

Considering in details of gross profit margin generated from each

business area for the company itself, the systems integration business,

maintenance service and IT professional services generated

19 percent, 45 percent and 20.4 percent respectively.

The overall gross profit margin is 23.5 percent.  It could be said that the

profit margin of the systems integration business had decreased due to

the price competition tactics, though, the higher profit ratio in the latter

two business areas, which continued to grow would keep the overall

profit margin of MFEC in a satisfactory rate.

Expenses for sales activities and administration of MFEC Group and

MFEC itself in 2005 accounted for 16.9 percent and 14.5 percent of the

total revenue respectively.  Employee salary and expenses took up

a large portion of overall expense, equal to 50 percent, due to the

recruitment of a large number of employees to support the expansion

of IT professional services and maintenance service businesses.

As a consequence, the net profit of the company for 2005 was

Baht 76.8 million or 6 percent of total revenue.

Financial Position

1. Assets

1.1 The components of assets

The Company and its subsidiaries' total assets as of

31 December 2004 amounted to Baht 957.6 million : defined

as current assets of Baht 805.5 million or 84.1 percent and

non-current assets of Baht 152.1 million or 15.9 percent.

1.2 The Quality of Assets

- Net inventory is valuated based on the cost of purchase

(averaging) or net worth, whichever amount is lower.

- Account receivables : according to note item number 5 of

the financial statement, the balance of all receivables was

separated by age of receivables. All receivables come from

sales of goods and services, legally valid and can be

claimed for payment.

The estimation of loss due to bad debt is based on historical

record of receivable collection and payment capability of

debtors, together with sufficiency of allowance for bad debt

allocated, by assessing each debtor's overdue balance of
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those account receivables. The allowance for doubtful debts

for the company and its subsidiaries in 2005 was amounted

to Baht 1 million.  The company foresaw no risk exceeding

the determined amount of the allowance for doubtful debts

because the debtor had the ability to pay and the case was

considered normal business risk.

2. Liquidity

2.1 Cash Flow of the Company and its subsidiaries

- The cash flow from operating activities was higher than

operating profit according to the income statement due to

the depreciation cost and decrease of account receivables

in 2004.

- The cash flow from investment activities was Baht 19.2

million mainly due to the purchase of equipment to

support business expansion.

- The cash flow from financing activities in 2005 : the

Company paid dividend to shareholders  Baht 100 million.

2.2 Liquidity Ratio

The company and its subsidiaries has maintained sufficient

liquidity in its operations. Their current ratio and quick ratio

were 2.1 times and 1.2 times respectively.  Based on these

two ratios, to determine the Group's ability to pay short-term

debt, although it has an amount of Baht 30.3 million in cash

and transactions equivalent to cash, a substantial amount of

account receivables is due in quarter 1 of 2006.  Therefore,

the Company did not have any difficulty with illiquidity or

inability to pay short-term debts.

3. Investment Expenses

The Company and its subsidiaries has continued to expand

business, but always adhered to careful investment policy.

The company itself has still invested mainly in IT Professional

Services, Research and Development and Maintenance Service

businesses, which is expected to generate high gross profit

margin, benefiting from the prospective and constant growth of

IT industry.

4. Sources of Funds

The Company gained sufficient funds from business operations,

and a line of credit from financial institutions, enabling the

company to have enough fund reserved for business expansion

and future investment.

4.1 Appropriateness of Fund Structure

The Company and its subsidiaries' debt to equity ratio as at

31 December 2005 was 0.6 time, improved from 1.1 times

at the end of 2004, and the company only’s dedt to equity

ratio was improved from 1.1 times at the end of 2004 to 0.7

times at the end of 2005, considered excellent rate. This was
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due to the decrease of total liabilities as a result of short-

term loan payment.  The Group's liabilities were incurred in

the ordinary course of business transactions and mostly

had less than one-year credit term. Furthermore, the

profitable operating results in 2005 brought about

increased shareholders's equity.

4.2 Shareholders' Equity

The MFEC Group's shareholders' equity as of 31 December

2005 amounted to Baht 569.8 million and the company only’s

shareholders’s equity amounted to Baht 553.7 million,

due to the operatingperformance.

4.3 Liabilities

The MFEC Group had total liabilities, as at 31 December

2005 of Baht 387.9 million, and of Baht 331 million for the

company only mostly were short tem liability due to normal

business operation.

ervice fee

1. External audit fee

In 2005 the company and its subsidiaries paid external audit fee

in an amount of Baht 1.3 million.

2. Other service fee

In 2005 the company paid consulting fee for its investment and

acquisition plan, which included investment and legal consulting

fees in an amount of Baht 2.5 million.  No outstanding fee needed

to be paid in the future due to unfinished service.
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LIQUIDITY RALIQUIDITY RALIQUIDITY RALIQUIDITY RALIQUIDITY RATIOTIOTIOTIOTIO

Current ratio

Quick ratio

Cash from operation ratio

Receivable turnover ratio

Collection days

Inventory turnover

Average number of days sales

Account payable turnover

Payment days

Cash Cycle

PROFITPROFITPROFITPROFITPROFITABILITY RAABILITY RAABILITY RAABILITY RAABILITY RATIOTIOTIOTIOTIO

Gross profit margin

Operation profit

Quality of earnings

Return on total income

Return on equity

Return on investment

EFFICIENCY RAEFFICIENCY RAEFFICIENCY RAEFFICIENCY RAEFFICIENCY RATIOTIOTIOTIOTIO

Return on total assets

Return on fixed assets

Assets turnover

FINANCIAL POLICY RAFINANCIAL POLICY RAFINANCIAL POLICY RAFINANCIAL POLICY RAFINANCIAL POLICY RATIOTIOTIOTIOTIO

Debt to Equity ratio

Interest payment ratio

Dividend Payment

2548/2005 2548/2005

1.71

1.46

(0.49)

2.83

127.18

15.56

23.14

6.45

55.84

94.48

25.56

12.83

(99.91)

9.46

29.95

13.24

16.45

296.55

1.74

1.10

766.31

49.04

2547/2004

(Times)

(Times)

(Times)

(Times)

(days)

(Times)

(days)

(Times)

(days)

(days)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(Times)

(Times)

(Times)

(%)

2546/2003

2.60

2.24

0.58

2.49

144.54

11.79

30.53

6.11

58.96

116.12

30.51

13.70

154.73

9.55

25.02

11.33

12.81

210.78

1.34

0.49

29.87

176.47

                

  ⌫  ⌫ 

           

                  

2547/2004

2.08

1.23

0.52

2.47

145.62

9.96

36.13

5.33

67.55

114.19

23.65

7.20

217.79

5.06

14.35

8.02

7.72

127.77

1.53

0.68

27.87

130.27

1.75

1.49

(0.50)

2.83

127.30

15.59

23.09

6.52

55.19

95.21

25.50

12.88

(101.42)

9.42

29.41

13.50

16.30

286.87

1.73

1.06

738.51

49.04

2.05

1.16

0.59

2.22

161.81

8.63

41.73

4.64

77.52

126.03

23.51

8.59

233.64

6.01

14.80

8.66

8.07

146.32

1.34

0.60

32.67

130.27
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The Audit Committee performed its duties and responsibilities as

assigned by the Board of Directors and demonstrated the

conformance to code of ethics, transparency, balance of power and

ability to perform financial audit, as well as ensured that the adequacy

of internal management and control systems were met.  In 2005, the

Audit Committee conducted 5 Audit Committee meetings to discuss

substantial issues relevant to its scope of duties and responsibilities,

also attended by other involved management and Internal Auditors,

which can be summarized as follows :

1. Reviewed and approved the Company's and its subsidiaries'

2004 annual and quarterly financial statements, financial

information, any transaction that may cause conflict of interest

and disclosure of sensitive information to ensure the reliability,

transparency and conformance to standard accounting

principles and SET's principle before submitting to the Board

of Directors for approval.

2. Reviewed all the Company's and its subsidiaries' interrelated

transactions to make sure there is no conflict of interests.

3. Reviewed the performance of the Internal Audit team in 2005

to make sure that good governance practice was met and

appropriate follow-up corrections were made by work units as

agreed and within determined period as well as identified

methods and measures to minimize all risks to an acceptable

level.

4. Considered the important risks facing the Company and

utilized the information from the Company's risk management

report in analyzing and managing risks related to the Company's

operations as to minimize those risks to an acceptable level,

as well as proposed useful information for analyzing the

Company's performance.

5. Reviewed the Company's performance to ensure compliance

with the Company's and SET's principles of good corporate

governance.

6. Reviewed the report on the performance evaluation and

adequacy of the Company's internal control systems for 2005.

7. Reviewed the performance of the Company's Audit Committee

for 2005.

8. Considered the appointment of Ernst & Young Limited as the

Company's external auditor and determined the audit fee for

2005 by preparing assessment report for submitting to the

Company's Board of Directors for review and for further

approval in the shareholders' meeting.

9. Reviewed and approved the Internal Audit team's 2006 audit

plan taking into account the issues of more highly risks as higher

priority, for efficiency of the audit activities.


Audit Committee's Report

 


Vitaya Vanduangden
Chairman of Audit Committee
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The Board of Directors is responsible for MFEC Public Company

Limited's financial statements, including the financial information

presented in this annual report. The aforementioned financial

statements are prepared in accordance with generally accepted

accounting principles, using appropriate and consistent accounting

policy, and careful judgment and the best estimation. Important

information is adequately and transparently disclosed in the financial

statements notes to the Company shareholders and investors.

The financial statements comply with the regulations of the Stock

Enchange of Thailand and the Office of Securities and Exchange

Commission.

The Board of Directors has provided and maintained efficient internal

controls to ensure that accounting records are accurate, honest and

able to protect assets and uncover weakness in order to prevent

fraud or materially irregular operations.

In this regard, the Board of Directors has entrusted an Audit

Committee, consists of individuals who are not management of the

Company, with the responsibility to review the quality of the financial

reports and internal controls. Comments on these issues have been

included in the Audit Committee Report presented in this annual report.

The financial statements of the Company have been examined by an

external auditor, Ernst & Young Limited.  In conducting their audits and

to express an opinion in accordance with generally accepted auditing

standards, the Company has supported all of the Company's record

and related data.  The auditor's opinion is presented in the auditor's

report as part of this annual report.

The Board of Directors believes that the Company's overall internal

control system has performed satisfactorily and lent credibility and reli-

ability to MFEC Public Company Limited's financial statements for the

period ended December 31, 2005.


Board of Directors' Responsibilities with Regards to Financial Reporting
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To The Board of Directors and Shareholders of

MFEC Public Company Limited

I have audited the accompanying consolidated balance sheets of MFEC

Public Company Limited and its subsidiaries as at 31 December 2005

and 2004, the related consolidated statements of earnings, changes in

shareholders' equity and cash flows for the years then ended, and the

separate financial statements of MFEC Public Company Limited

for the same years. These financial statements are the responsibility

of the management of the Company and its subsidiaries

as to their correctness and the completeness of the presentation.

My responsibility is to express an opinion on these financial statements

based on my audits.

I conducted my audits in accordance with generally accepted auditing

standards.  Those standards require that I plan and perform the audit to

obtain reasonable assurance about whether the financial statements

are free of material misstatement.  An audit includes examining, on a

test basis, evidence supporting the amounts and disclosures in the

financial statements. An audit also includes assessing the accounting

principles used and significant estimates made by management, as

well as evaluating the overall financial statement presentation.

I believe that my audits provide a reasonable basis for my opinion.

In my opinion, the financial statements referred to above present fairly,

in all material respects, the financial position of MFEC Public Company

Limited and its subsidiaries and of MFEC Public Company Limited as

at 31 December 2005 and 2004, and the results of their operations and

cash flows for the years then ended, in accordance with generally

accepted accounting principles.

⌫⌫⌫⌫⌫
Report of Independent Auditor

 
⌫ ⌫ 

 
     

     
    

Ernst & Young Office Limited

Bangkok : 22 February 2006
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ASSETS
CURRENT ASSETS

Cash and cash equivalents
Trade accounts receivable
Less: Allowance for doubtful accounts
Trade accounts receivable - net
Amounts due from related parties
Loan to subsidiary
Inventories
Deferred program development costs - net
Unbilled income
Prepaid expenses
Other current assets

TOTAL CURRENT ASSETS
NON-CURRENT ASSETS

Pledged deposits at financial institutions
Investment accounted for under the
equity method
Excess of cost of investments
over net book value of subsidiaries
Equipment - net
Intangible assets - net
Other non-current assets

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS
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LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES

Bank overdrafts and short-term loans from
financial institutions

Trade accounts payable
Amounts due to related parties
Current portion of payables under
finance lease agreements
Other current liabilities
Accrued expenses
Corporate income tax payable
Deferred income
Others

Total
TOTAL CURRENT LIABILITIES
NON-CURRENT LIABILITIES

Payable under finance lease agreements
Liabilities from investments accounted for under
equity method

TOTAL LIABILITIES
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SHAREHOLDERS’ EQUITY
Share capital

Authorised share capital
227,000,000 ordinary shares
(2004: 200,000,000 ordinary shares)
of Baht 1 each

     Issued and fully paid share capital
217,000,000 ordinary shares
(2004: 200,000,000 ordinary shares)
of Baht 1 each

Premium on ordinary shares
Retained earnings

Appropriated - statutory reserve
Unappropriated

Equity attributable to the Company’s shareholders
Minority interest - equity attributable to  minority
shareholders of subsidiaries
TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
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REVENUES
Sales and service income
Other income

TOTAL REVENUES
EXPENSES
Cost of sales and services
Selling and administrative expenses
Share of loss from investments accounted
for under the equity method
Directors' remuneration

TOTAL EXPENSES
EARNINGS BEFORE INTEREST
EXPENSE AND   INCOME TAX
INTEREST EXPENSE
CORPORATE INCOME TAX
EARNINGS AFTER CORPORATE INCOME TAX
MINORITY INTEREST
NET EARNINGS FOR THE YEAR

BASIC EARNINGS PER SHARE
Net earnings

Weighted average number of ordinary shares
(shares)

      

⌦⌫
The accompanying notes are an integral part of the financial statements.
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Cash flows from operating activities
Net earnings for the year
Adjustments to reconcile net
earnings to net cash
provided by (paid for) operating activities: -

Depreciation and amortisation
Bad debt
Share of loss from investments
accounted for under the equity method
Amortisation premium on investment
in subsidiaries
Gain on disposal of equipment
Net earnings (loss) attributed to
minority interests
Earnings from operating activities
before changes in operating assets
and liabilities

Decrease (increase) in operating assets
Trade accounts receivable
Amounts due from related parties
Inventories
Other current assets
Other non-current assets

Increase (decrease) in operating liabilities
Trade accounts payable
Amounts due to related parties
Other current liabilities
Net cash from (used in) operating activities
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Cash flows from investing activities
Decrease (increase) in pledged deposits
with  financial institutions
Cash receipt from (paid for) purchase
of investments
Increase (decrease) in loan to subsidiary
Cash receipt from sales of equipment
Cash paid for purchase of equipment
Cash paid for purchase of intangible assets
Net cash used in investing activities

Cash flows from financing activities
Increase (decrease) in bank overdrafts
and short-term loans from
financial institutions

Receipt of increased share capital
Expenses concerning the offering
of its increasing share capital
Decrease in finance lease agreements
Dividend paid
Net cash from (used in) financing activities

Net increase (decrease) in cash and cash
equivalents
Cash and cash equivalents - beginning of year
Cash and cash equivalents - end of year

Supplementary disclosures of cash
flows information: -

Cash paid during the year for: -
Interest expense
Corporate income tax

Non-cash transaction: -
Issuing ordinary shares to pay for the acquisition
of invetsment
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The accompanying notes are an integral part of the financial statements.



























Balance - beginning of year 2004

Expense concerning the offering of its
increasing share capital

Unrealised transaction in earnings
statement

Net earnings for the year 2004

Transfer to statutory reserve

Dividends paid

Balance - end of year 2004

Increase in share capital

Expense concerning the offering of its
increasing share capital

Net earnings for the year 2005

Transfer to statutory reserve

Dividends paid

Balance - end of year 2005
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⌦⌫
The accompanying notes are an integral part of the financial statements.
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Balance - beginning of year 2004

Expense concerning the offering of its
increasing share capital

Unrealised transaction in earnings
statement

Purchase of investments in subsidiaries
during the year.

Net earnings for the year 2004

Increase in minority interests

Transfer to statutory reserve

Dividends paid

Balance - end of year 2004

Increase in share capital

Expense concerning the offering of its
increasing share capital

Net earnings for the year 2005

A subsidiary called up the value of its
share during the year

Purchase of investment in subsidiary
during the year

Transfer to statutory reserve

Dividends paid

Balance - end of year 2005
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NOTES TO FINANCIAL STATEMENTS

FOR THE YEARS ENDED 31 DECEMBER 2005 AND 2004

1. GENERAL INFORMATION

MFEC Company Limited was incorporated as a limited

company under Thai laws. The Company operates in Thailand

and its principal activity is sales of computer and computer

system and provision of related services. The Company's

registered office is located at 699 Modernform Tower, Srinakarindr

Road, Suan Luang, Bangkok.

On 1 July 2003, the Company registered the change of its

status to a public company and the change of its name to "MFEC

Public Company Limited" with the Commerce Ministry. In October

2003, the Stock Exchange of Thailand approved the Company's

application to list its ordinary shares as securities.

2. BASIS OF CONSOLIDATION

These consolidated financial statements include the balance

sheets of MFEC Public Company Limited hereinafter referred to

as "the Company", as at 31 December 2005 and 2004 and its

subsidiaries.  During the year, the Company acquiring three

additional subsidiaries - Modernform Integration Services Company

Limited, M.I.S. Outsourcing Company Limited, and Skyblitz (1995)

Company Limited - through investment made on 1 June 2005.

The net asset value of Modernform Integration Services

Company Limited ("MIS") and its subsidiaries, at the acquisition

date, consisted of the following :

     
Notes to financial statements
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The Company records the net excess of the cost of purchase of MIS

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 5 years since the Company's management believes that such

excess will generate future benefit in terms of the expansion of

business lines.

The operating results of MIS and subsidiaries are included in the

consolidated financial statements since the date at acquisition by

the Company.

The Company's shareholding in 4Bizinet Company Limited has been

increased from 35.05 percent to 51.00 percent since the Company had

paid in the uncalled portion of the share price, amounting to Baht 7.65

million, in the first quarter of 2005.
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The percentage of total assets and total revenues of the subsidiaries

included in the consolidated financial statements are as follows :
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The financial statements for the year ended 31 December 2005 of

M.I.S. Outsourcing Co., Ltd. which are included in the consolidated

financial statements were audited by other auditor. Its aggregate

assets, revenues, investments accounted for under equity method

and share of profit from investments accounted for under equity method

are as follows :
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Outstanding balances between the Company and the subsidiary

companies, significant intercompany transactions, investment balance

in the Company's books and share capital of the subsidiary companies

are eliminated from the consolidated financial statements.

The purchase cost of investment in subsidiary companies and the net

book value of such subsidiary companies at the time of acquisition

have been eliminated and the difference thereof has been shown as an

asset under the heading of "Excess of cost of investments over net

book value of the subsidiaries" and has been amortised within

3 years and 5 years.

3. SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared in accordance

with accounting standards enunciated under the Accounting

Profession Act B.E. 2547.  Significant accounting policies adopted

by the Company and its subsidiaries are summarised below.

3.1 Revenue and expenses recognition

Sales of goods are recognised when products are

delivered and title passes to customers.  Service revenue

is recognised by reference to the stage of completion.

Expenses are recognized on an accrual basis.

3.2 Cash and cash equivalents

Cash and cash equivalents include cash and deposits at

financial institutions with an original maturity of three months

or less from the deposit date and free of restrictions.

3.3 Trade accounts receivable and allowance for doubtful

accounts

Trade accounts receivable are stated at the net realisable

value.  Allowance for doubtful accounts is provided by

evaluating payment ability of the accounts receivable at

the end of the year, taking into account overdue balance of

each debtor.

3.4 Inventories

Inventories are valued at the lower of cost (average method)

and net realisable value.  Allowance for obsolete

inventories is made for slow-moving and obsolete stocks.

3.5 Investments in subsidiaries

Investment in subsidiaries 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 and five years. For

each subsequent period, the investments are adjusted to

incorporate the Company's proportionate share of the

operating results of the subsidiaries.
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3.6 Equipment and depreciation

Equipment is stated at cost less accumulated depreciation

and allowance for loss on impairment of assets (if any).

Depreciation of equipment is calculated by reference to their

costs on a straight-line basis (except certain assets which

acquired after 1999 are calculated based on double

declining method) over the estimated useful lives as

follows :

Leasehold improvement - 5 years

Other equipment - 5 years

Vehicles - 5 years

No depreciation has been provided for construction

in progress.

3.7 Intangible assets

Intangible assets represent the cost of software used in

operations are presented at cost less accumulated

amortisation.  Amortisation of intangible assets is stated

calculated by reference to their costs on the double

declining basis over the period of 5 years.

3.8 Financial leases

The subsidiary companies recorded vehicles under finance

leases as assets and liabilities in the balance sheets at

amounts equal at the inception of the lease to the fair value

of the leased property or, if lower, at the present value of

the minimum lease payments. In calculating the present

value of the minimum lease payments, the discount factor

used is the interest rate implicit in the lease agreements.

The interest charge is recorded to periods during the lease

term on the remaining balance of the liability for each

period.

3.9 Foreign currencies

Transactions in foreign currencies are translated into Baht

at the rates ruling at the transaction dates. Monetary

assets and liabilities denominated in foreign currency

outstanding at the balance sheet date are translated into

Baht at the rates ruling at the balance sheet date with the

exception of those covered by forward exchange contracts

with financial institutions, at the contracted rate.

Exchange gains and losses are included in determining

earnings.  Premiums paid for forward exchange contracts

are amortised over the period of the contracts are included

in determining earnings.
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3.10 Basic earnings per share

Basic earnings per share is calculated by dividing net

earnings for the year by the weighted average number of

ordinary shares in issue during the year held by external

parties.

3.11 Financial instruments

The Company has no policy to speculate in or engage in

the trading of any financial derivative instruments.

Financial instruments carried in the balance sheet include

cash and deposits at financial institutions, trade accounts

receivable, trade accounts payable, bank overdrafts and

short-term loans from financial institutions and amounts due

to/from related parties. The particular recognition methods

adopted are disclosed in the individual policy statements

associated with each item.

3.12 Use of accounting estimates

Preparation of financial statements in conformity with

generally accepted accounting principles requires

management to make estimates for certain accounting

transactions, affecting amounts reported in the financial

statements and notes related thereto.  Subsequent actual

results may differ from these estimates.

        ⌫    ⌫    ⌫    ⌫    ⌫  
⌫  ⌫     
⌫ 

4. CASH AND CASH EQUIVALENTS

Cash and cash equivalents as at 31 December 2005 and 2004

consist of the followings :




























   

 
  


  


    

⌫
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5. TRADE ACCOUNTS RECEIVABLE

The aging of outstanding trade accounts receivable balance as

at 31 December 2005 and 2004 are as follows :




























































   

  
   

   
   

   
   

  ⌦
   




 ⌫
    

⌫  
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6. RELATED PARTY TRANSACTIONS

During the years, the Company had significant business

transactions with its subsidiaries (which have already been

eliminated in the consolidated financial statements), related

companies (related by the way of common shareholders

and / or common directors). Such transactions are summarised

below :

  
  




































 

          
          


    


    


   

⌫
     

⌫⌫⌫⌫⌫⌫⌫⌫⌫⌫
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1,026,892

-

-

2,749,484

-

-

-

3,776,376

900,000
900,000

1,161,000

785,237

2,354,000

1,252,286

-

2,301

2,125,566

130,770

2,407,500

9,057,660

89,066

8,952

13,871

-

32,325

-

672,000

816,214

700,000
700,000

1,289,100

-

7,725,841

2,140

42,800

-

77,855

152,622

642,000

8,643,258

-

-

-

2,749,484

-

-

-

2,749,484

-
-

1,161,000

-

-

1,252,286

-

2,301

2,717,158

130,770

2,407,500

6,510,015

-

-

-

-

173,565

16,455

672,000

862,020

-
-

3,005,100

-

-

-

-

-

736,128

253,750

642,000

1,631,878


 ⌫      ⌫⌫⌫ 

The outstanding balances of the above transactions have been

separately shown in the balance sheets as at

31 December 2005 and 2004 as follows :
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INVENTORIES


 


  


Total





  

118,017,989

25,797,174

143,815,163

2548/2005

112,549,367

25,797,174

138,346,541

84,175,762

2,908,094

87,083,856

2547/20042548/2005

  
 

84,463,648

2,908,094

87,371,742

2547/2004

        ⌫  ⌫  ⌫  ⌫  ⌫
⌫
⌦⌦ 



⌫
⌫⌫ 
 ⌫
⌫

      ⌫ ⌫⌫ ⌫⌫ ⌫⌫ ⌫⌫ ⌫
 
     ⌫


8. DEFERRED PROGRAM DEVELOPMENT COSTS

Deferred program development costs of the Company comprise

the cost of a new service, representing the development of a

fingerprint time attendant recorder. This cost is deferred as an

asset and will be recorded as expenses upon completion as

specified in the contract.

Deferred program development costs of the subsidiaries as included

in the consolidated financial statements represent the cost of

program development. This cost is deferred as an asset and will be

amortised to cost of sale when the programs are sold. At this time,

some programs are still undergoing additional development, while

some are ready to sale.

9. PLEDGED DEPOSITS AT FINANCIAL INSTITUTIONS

These deposits at financial institutions of the Company and the

subsidiaries amounting to Baht 38.5 million and Baht 38.9 million,

respectively are pledged with the banks as collateral for overdraft

facilities and a bank guarantee provided by bank.
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⌫⌫
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7.5

30.0

3.0

64.1

3.0

20.0

7.5

21.8

3.0

-

-

-

  
  

2548/2005 2547/2004


 

2548/2005 2547/2004


 


 


 


 

60.00

51.00

51.00

99.99

80.00

99.99

60.00

35.05

51.00

-

-

-

       ⌦  ⌦⌫ ⌫  ⌫ ⌦  ⌦⌫ ⌫  ⌫ ⌦  ⌦⌫ ⌫  ⌫ ⌦  ⌦⌫ ⌫  ⌫ ⌦  ⌦⌫ ⌫  ⌫
⌦⌦⌫⌫  ⌫   
  ⌫⌫ 

10. INVESTMENTS ACCOUNTED FOR UNDER THE EQUITY

METHOD

Investments in subsidiaries accounted for under equity method as

at 31 December 2005 and 2004 were as follows :
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On 8 December 2005, the Extraordinary General Meeting No. 4/2005 of

the shareholders of Skyblitz (1995) Company Limited approved an

increase in its share capital from Baht 5 million to Baht 20 million through

the issuance of 1.5 million additional ordinary shares with a par value of

Baht 10 each. Modernform Integration Services Co., Ltd. purchased all

of the newly issued shares, in order to maintain its shareholding

percentage. The subsidiary company registered the increase in its share

capital with the Ministry of Commerce on 21 December 2005.

  
  

   
  

   ⌫ 
    

    
    




⌫   ⌫
      

 
     

⌫
 

⌫⌫
 

4,500,000

15,300,000

1,530,000

96,050,000

117,380,000

2548/2005

(1,200,270)

17,761,618

716,488

89,459,296

106,737,132

1,200,270

107,937,402

3,060,085

8,596,510

1,585,800

-

13,242,395

-

13,242,395

2547/20042548/2005

  
 

4,500,000

7,650,000

1,530,000

-

13,680,000

2547/2004




 

⌦⌫⌫
⌫⌫  ⌫ 
⌫  ⌫   ⌫ 
⌫⌫
 
⌦


⌫⌫  
⌫     
 ⌦   

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 which is amortised over a

period of 3 years and 5 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.

The Company paid in the uncalled portion of the share price of 4Bizinet

Company Limited, amounting to Baht 7.65 million, in March 2005. As a

result of the Company's percentage shareholding increasing from 35.05

percent to 51 percent.
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-

-

942,500

-

942,500

-

-

-

-

-

-

942,500
















 

 







12,519,676

3,158,210

2,963,649

-

18,641,535

5,357,681

2,789,024

3,453,088

-

11,599,793

7,161,995

7,041,742

47,588,248

4,795,537

22,354,894

(1,104,511)

73,634,168

23,300,451

3,991,341

15,525,350

(855,521)

41,961,621

24,287,797

31,672,547

60,666,310

13,169,775

8,236,100

(1,316,993)

80,755,192

43,916,975

10,984,556

8,722,838

(963,431)

62,660,938

16,749,335

18,094,254

7,364,098

6,922,935

787,716

(374,766)

14,699,983

971,849

3,862,885

2,286,060

(228,487)

6,892,307

6,392,249

7,807,676

128,138,332

28,046,457

35,284,859

(2,796,270)

188,673,378

73,546,956

21,627,806

29,987,336

(2,047,439)

123,114,659

54,591,376

65,558,719

22,362,845

29,987,336

 ⌫    ⌫⌫
⌫  

As at 31 December 2005, net book value includes assets under

finance lease agreements of the subsidiaries with net book values

amounting to Baht 1.7 million.
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-

942,500

-

942,500

-

-

-

-

-

942,500



 











 

 







11,562,684

851,029

-

12,413,713

5,233,868

2,891,859

-

8,125,727

6,328,816

4,287,986

43,077,525

16,872,724

(123,571)

59,826,678

21,018,923

12,384,560

(81,863)

33,321,620

22,058,602

26,505,058

60,666,309

7,853,888

(343,529)

68,176,668

43,916,974

8,226,201

(129,665)

52,013,510

16,749,335

16,163,158

7,364,098

635,190

-

7,999,288

971,849

1,528,949

-

2,500,798

6,392,249

5,498,490

122,670,616

27,155,331

(467,100)

149,358,847

71,141,614

25,031,569

(211,528)

95,961,655

51,529,002

53,397,192

21,868,276

25,031,569

⌫
⌦  ⌫   
⌫     

The carrying amount, before accumulated depreciation, of equipment

which was fully depreciated but still in use as at 31 December 2005

amounted to approximately Baht 38.7 million (2004: Baht 14.2 million)

per the consolidated financial statements.

⌫  ⌦ 
   ⌫   
⌫      

The book value, before deducting accumulated depreciation, of

equipment of the Company which was fully depreciated but still in use

as at 31 December 2005 amounted to approximately Baht 23.7 million

(2004 : Baht 14.2 million).
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12. INTANGIBLE ASSETS

The intangible assets of the Company and its subsidiaries are

computer software as follows :

    
    

      


 ⌫
    
    
    
⌦⌫ 
      
   





  

3,603,529

178,222

6,020,790

(2,674,235)

7,128,306

543,485

3,293,382

-

1,017,672

(1,575,496)

2,735,558

512,562

  
 

         ⌫          ⌫          ⌫          ⌫          ⌫       
⌫

     

 
⌫  ⌫⌫
⌫     
      ⌦
⌫    ⌫
⌫   

  ⌫⌫
⌫ 
 
 ⌫⌫

     ⌫
        

 ⌫     
   ⌫
 

 ⌫⌫


13. 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 and its subsidiaries

amounting to Baht 38.5 million and Baht 38.9 million, respectively.

14. SHARE CAPITAL

In March 2003, a resolution of the Annual General Meeting of the

Company's shareholders authorised the increase of the Company's

registered share capital from Baht 20 million to Baht 160 million

through the issue of 14 million additional ordinary shares at a par

value of Baht 10 each.  The Company registered the increase in

share capital with the Ministry of Commerce on 28 May 2003.

In June 2003, a resolution of the Extraordinary General Meeting of

the Company's shareholders authorised the following matters :

- To change the status of the Company to be a public limited

company.

- To change in par value of the Company's ordinary share from

Baht 10 per share to Baht 1 per share. As a result, the Company's

registered share capital of Baht 160 million comprises 160 million

shares of Baht 1 each.

- To increase of the Company's registered share capital from Baht

160 million to Baht 200 million through the issue of 40 million

additional ordinary shares, with a par value of Baht 1 each.

- To list the Company's ordinary shares in the Stock Exchange of

Thailand.

81



MFEC  ANNUAL REPORT  2005

⌫⌫  
       ⌫
⌫   
 

⌫   
⌫
      
   ⌫⌫
    
 ⌦⌫
⌫  

⌫⌫⌫
  ⌫

⌫    ⌫ ⌫
⌫    
    ⌫
    
    
       ⌫   
   
     
      ⌦⌫
   
  ⌫
⌫⌫   
⌫   

 
⌫    ⌫⌫
⌫
   
   ⌫ ⌫
⌫  ⌫   ⌫
  ⌫  
     ⌫  
⌫⌫⌫
   ⌫    ⌫


The Company registered the change in par value of its ordinary

share from Baht 10 per share to Baht 1 per share and the increase

of its registered share capital to Baht 200 million with the Ministry of

Commerce in July 2003.

In addition, in October 2003, the Company received additional share

capital from its initiate public offering of 40 million shares at Baht

4.75 per share through the Stock Exchange of Thailand, totaling

Baht 190 million. This amount is divided into issued and paid-up

share capital of Baht 40 million and premium on ordinary shares

of Baht 150 million.  The Company has recorded the expenses

concerning the offering of its increased share capital of

approximately Baht 7.2 million as deduction in "Premium on

ordinary shares".

The Company registered the increase of its issued and paid-up

share capital to Baht 200 million with the Ministry of Commerce in

the same month.

On 25 April 2005, an Annual General Meeting of the Company's

shareholders approved an increase in the share capital of the

Company from 200 million shares to be 227 million shares through

the issuance of 27 million ordinary shares with a par value of Baht

1 each. The additional registered capital is to be reserved for the

exercise of the warrants totally 10 million shares and to pay for

the acquisition of the shares of Modernform Integration Services

Company Limited (MIS) totally 17 million shares. On 1 June 2005,

the Company issued a total of 17 million shares with a par value of

Baht 1 per share to pay for the acquisition of shares of MIS. The

shares are to be transferred at a price of Baht 5.65 per share,

a total of Baht 96.05 million. This includes share premium of Baht

79.05 million, and the expenses of issuing the shares amounting to

Baht 2.6 million, were deducted from such share premium.

The Company registered the resulting change in its paid-up capital

to Baht 217 million with the Ministry of Commerce on 3 June 2005.

15. WARRANT

On 25 April 2005, an Annual General Meeting of the Company's

shareholders approved to issue and offer of 10,000,000 registered,

non-transferable warrants free of charge to the directors and

employees of the Company and its subsidiaries (ESOP). These

warrants are exercisable at a price of Baht 4 per share in a ratio of

1 warrant to 1 new ordinary share, every six months for a period not

over 3 years and 6 months from the issue date. The first exercise

date will be notified by the directors. However as at 31 December

2005, the Company did not issue and offer that warrants to their

directors and employees.
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16. 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% of its net profit after deducting accumulated deficit brought

forward (if any) until the reserve reaches 10% of the registered

share capital.  The reserve is not available for dividend distribution.

17. DIRECTORS' REMUNERATION

Directors' remuneration represents the benefits paid to the

Company's directors in accordance with Section 90 of the Public

Limited Companies Act, exclusive of salaries and related benefits

payable to executive position.

18. CORPORATE INCOME TAX

Corporate income tax for the years ended 31 December 2005 and

2004 have been calculated on the Company and its subsidiary's

non-promoted earnings (loss) for the period after adding back

certain provisions and expenses that are disallowable for tax

computation purposes, at the rate of 25 percent of earnings

up to Baht 300 million and 30 percent for its subsidiaries for

non-promoted earnings.

19. DIVIDEND

Dividends declared in 2005 and 2004 consist of the following :

       ⌫    ⌫    ⌫    ⌫    ⌫    
⌫          
 ⌦ ⌫
   
⌫ 
 ⌫⌫

⌫⌫
 ⌫

⌦⌫  ⌫
⌫

20. PROMOTIONAL PRIVILEGES

On 18 January 2005 and 6 June 2005, 4Bizinet Company Limited,

a subsidiary company, and the Company were granted the

following tax privileges by the Board of Investment for certain

specified software service under the Investment Promotion

Act B.E. 2520 :

- Exemption from corporate income tax on net profit for a period

of eight years commencing as from the date of first earning

operating income.

⌫ 
   


⌫ 
   



 


  

100,000,000

66,000,000

0.50

0.33

  
 

⌫⌫
⌫   
  
   
  
⌫⌫
⌫   
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- Dividends paid from the earnings of promoted operations which

are exempt from corporate income tax are in turn exempted from

inclusion in the determination of corporate income tax.

- A reduction of import duty on machinery as approved by the Board.

To be entitled to these rights and privileges, the Company and the

subsidiary company must comply with conditions specified in the

promotional certificates.

21. EMPLOYEES AND RELATED COSTS

 
⌫ 
 
  
  

⌫
 ⌫

 
 





  

708

265,002

2548/2005

412

194,192

325

145,798

2547/20042548/2005

  
 

392

150,710

2547/2004

        ⌫  ⌫ ⌫  ⌫ ⌫  ⌫ ⌫  ⌫ ⌫  ⌫
 ⌫⌫⌦

⌫⌫   ⌦⌫
⌫   ⌦  
⌫⌫⌫ 
⌫⌫⌫
 ⌫
     


 ⌫⌫⌦⌫⌫⌦⌫⌫⌦⌫⌫⌦⌫⌫⌦
 

 ⌫    ⌫⌫
   
    
 ⌦⌫


22. PROVIDENT FUND

The Company, the subsidiary and its employees have jointly

established a provident fund as approved by the Ministry of Finance

in accordance with the Provident Fund Act B.E. 2530.  The fund is

contributed by the Company, the subsidiary and its employees at

the rate of 3 - 7 percent of their basic salaries.  The fund is

managed by TISCO Asset Management Company Limited and will

be paid to employees upon termination in accordance with the rules

of the Company and the subsidiary's staff provident fund. During

the year, the contribution of the Company and the subsidiary to the

fund totaled by approximately of Baht 3.4 million and Baht 0.2

million, respectively.

23. COMMITMENT AND CONTINGENT LIABILITIES

23.1 Bank guarantees

As at 31 December 2005, in respect of certain performance

bonds required in the normal course of business, there were

outstanding bank guarantees issued by banks on behalf of

the Company of Baht 269.6 million (2004: Baht 57.6 million)

and bank guarantees issued on behalf of subsidiaries of Baht

6.5 million.
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23.2 Commitment

a) As at 31 December 2005, the Company and its

subsidiaries have outstanding lease commitments in

respect of office space of approximately Baht 26.6 million

(the Company only: Baht 11.8 million). This amount

includes commitments of Baht 3.2 million under

agreements which the Company has entered into with

a related company.

b) As at 31 December 2005, the Company has outstanding

payment commitments in respect of subcontract service

agreement of approximately Baht 8.6 million.

23.3 Credit card facility

As at 31 December 2005 and 2004, the Company has a credit

card facility of Baht 300,000 with a local bank for its

convenience in purchasing goods from overseas.

23.4 Guarantee

As at 31 December 2005, the Company had outstanding

obligations in respect of guarantees on behalf of the

subsidiaries as follows :

  
  
   
  
  
 
  
 
   ⌫

  
 

⌫
 


   

5

14

50

3

-

26

60

-
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24. FINANCIAL INFORMATION BY SEGMENT

The Company and its subsidiaries' operations involve the single

industry segment of the distribution of computer and computer

system and its provision of related services for local and export

sales.  Information in the earnings statements for the years ended

31 December 2005 and 2004 is below presented by geographical

segment :

⌫  

  
 


  

2548

  
2547 2548 2547 2548 2547

445 768 - - 445

144

66

303

958

768

87

55

121

1,031

Trade accounts receivable - net

Inventories

Equipment - net

Other assets

Total assets

(Unit : Million
Baht)

2005

Local Overseas Total

2004 2005 2004 2005 2004

445 768 - - 445

144

66

303

958

768

87

55

121

1,031

  ⌫  
   ⌫ 

The balance sheet information as at 31 December 2005 and 2004 is

below presented by geographical segment :




⌫
⌫


⌫⌫
    

  

2548

  
2547 2548 2547 2548 2547

1,509

357

1,417

360

-

-

2

1

1,419

361

9

(188)

(47)

135

1,509

357

9

(259)

(30)

77

Sales and service income

Earnings from operations

Other income

Selling, administrative and

interest expenses

Corporate income tax

Net earnings

For the years ended
31 December 2004 and 2003

(Unit : Million Baht)

2005

Local Overseas Total

2004

1,509

357

9

(259)

(30)

77

2005 2004 2005 2004

1,509

357

1,417

360

-

-

2

1

1,419

361

9

(188)

(47)

135
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25. FINANCIAL INSTRUMENTS

25.1 Financial risk management and policies

The Company and its subsidiaries do not hold or issue

derivative instruments for speculative or trading purposes.

25.2 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 subsidiaries.  Such

exposure to interest rate risk relates primarily to deposits at

financial institutions, bank overdrafts and short-term loans

from financial institutions. The Company and its subsidiaries

do not use derivative financial instruments to hedge this risk.


⌫
⌫⌫
⌫
⌫



 
   
    
 
    

  

⌫⌫
⌦



 


⌫
⌫
⌧

 

⌫
⌫

 



30,132,844

3,500,000

56,648,654

-

35,430,765

3,000,000

156,546

-

-

30,289,390

38,930,765

59,648,654

 / Consolidated

  ⌫   /Balance as at 31 December 2005
  
  


⌫
⌫⌫
⌫
⌫



 
   
    
 
    

  

⌫⌫
⌦



 


⌫
⌫
⌧

 

⌫
⌫

 



12,019,805

3,500,000

38,021,046

-

35,010,009

-

102,932

-

-

12,122,737

38,510,009

38,021,046

 / The Company Only

  ⌫   /Balance as at 31 December 2005
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25.3 Foreign currency risk

The exposure of the Company to foreign currency risk

relates primarily to its trade accounts payable that are

denominated in foreign currencies. The Company utilises

forward exchange contracts, mostly with maturities of no more

than one year, in order to hedge the foreign currency risk

related to these payables, covering the full amount of such

liabilities.

Forward exchange contracts which remained outstanding

on 31 December 2005 are summarised below :

 
USD (Buy)

⌫


Forward contract
exchange rate


Amount

1,337,334 40.94 - 41.39


Currencies



⌫⌫
 ⌫

  
   

   

   
 ⌫
⌫
⌫

 ⌫⌫⌫⌫⌫⌫⌫⌫⌫⌫
⌫⌦⌫⌫
 ⌦⌫
 ⌫⌫
⌫

 ⌫⌫⌫⌫
⌫  ⌫
⌫⌫⌫
⌫⌫  ⌦⌫
⌫

 
⌦⌫⌫
 ⌫ ⌫ 
⌫ 
⌫⌫⌫ 
⌫ 


⌫
  ⌫⌫
⌦⌫


The Company has not estimated the fair value of the above

forward exchange contracts since the individual contract

have a short period to maturity and their carrying value does

not materially differ from their fair value.

25.4 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.

25.5 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.
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26. SUBSEQUENT EVENT

On 22 February 2006, a meeting of the Company's Board of

Directors passed a resolution to propose that the Annual General

Meeting of the Shareholders to be held in April 2006 adopt a

resolution to pay of a dividend of Baht 0.33 per share, or a total of

Baht 71.61 million, to the shareholders in respect of the 2005

earnings.

Such dividend will be paid and recorded after it is approved by the

Annual General Meeting of the Company's shareholders.

27. PRESENTATION

The presentation of these financial statements has been made in

compliance with the Notification of the Business Development

Department dated 14 September 2001, issued under the

Accounting Act. B.E. 2543.

Certain amounts in the financial statements of the year ended

31 December 2004 have been reclassified to conform to the

current year's classification, with no effect on the net earnings or

shareholders' equity previously reported.

28. APPROVAL OF FINANCIAL STATEMENTS

These financial statements were authorized for issue by Board of

Director on 22 February 2006.
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