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Bangkok Steel Industry Public Company Limited


I have audited the accompanying consolidated balance sheet of Bangkok Steel Industry Public Company Limited and its subsidiary companies as at 31st December, 2004 and the related consolidated statements of earnings, change in shareholders’ equity and cash flow for the year then ended, and the separate financial statements of Bangkok Steel Industry Public Company Limited for the same period.  These financial statements are the responsibility of the Company’s management as to their correctness and completeness of the presentation.  My responsibility is to express an opinion on these financial statements based on my audit. 


I conducted my audit 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 audit provides a reasonable basis for my opinion, except as mentioned in the third and the fourth paragraph.


As at 31st December, 2004, I did not audit the financial statements of six subsidiaries which are Ratchasima Steel Product Co., Ltd., Sainamthip Property Co., Ltd., N.K.L. Co., Ltd., Universal Enterprise Co., Ltd., Prajeanlarp Co., Ltd. and Dechalarp Co., Ltd.  The financial statements of the subsidiaries as included in the consolidated financial statements had total assets, as at 31st December, 2004, of Baht 9,354.62 million (or 51.12% of the consolidated assets) and total revenues for the year ended 31st December, 2004 of Baht 904.10 million (or 6.80% of the consolidated revenues), and the Company’s financial statements for the year ended 31st December, 2004 included share of loss from investment in subsidiaries based on the equity accounting method amounting to Baht 233.74 million (or 78.35% of the consolidated net loss for the year).  Two of all financial statements of the said subsidiaries were audited by other auditors and the other four subsidiaries were prepared by the management which I was not able to obtain sufficient and appropriate evidences to ascertain that the results of audits by other auditors and the management reports are reasonable assurance to express my opinion in relation to the amounts of transactions for the six subsidiaries included in the consolidated financial statements.


As at 31st December, 2004, I was not able to obtain sufficient evidence on the loan and accrued interest expenses due to the financial institutions amounting to Baht 18,727.98 million (or 89.93% of the total liabilities).  I could not perform other alternative tests to satisfy myself as to the amount of liabilities and other related commitments, as the Company had purchased back such debts and rights in debt settlement of the financial and trade liabilities from the overseas subrogating financial institutions.


As discussed in Note 24.2 to the financial statements, as at 31st December, 2004, the Company was sued by 14 financial institutions for its default in repayment of debts, totaling of 34 cases, amounting to Baht 11,989.20 million.  Of these, 16 cases have been withdrawn by the creditors and contracts of compromise made.  The remaining 18 cases have the capital of Baht 9,565.39 million and are in the process of hearing .   In addition, the Company has used, for more than 10 years, the trademarks “Hua-Wou-Kan-Tai” and “MC” which “Tran Asia Pacific Co., Ltd.” and “Metro Co., Ltd.”, its related companies, have the trademark rights.  Such two related companies had lodged the claim for settlement under the Company’s rehabilitation plan. Currently, the process of hearing was finished and it is waiting for an order of the Comptroller of the Bankruptcy. As at 31st December, 2004, the Company has not recorded the estimation of contingent liabilities.


As discussed in Note 2.2 to the financial statements, the consolidated and the Company’s financial statements as at 31st December, 2004, reported a capital deficiency of Baht 7,743.71 million and Baht 4,358.78 million, respectively (2003 : Baht 8,583.14 million and Baht 7,143.59 million, respectively), the current liabilities exceeding current assets by Baht 20,813.58 million and Baht 13,698.72 million, respectively (2003 : Baht 21,198.39 million and Baht 14,136.56 million, respectively), total liabilities exceeding total assets by Baht 7,743.71 million and Baht 4,358.78 million, respectively (2003 : Baht 8,538.17 million and Baht 7,038.33 million, respectively) and the loans from financial institutions and other creditors - overdue for repayment amounting to Baht 13,402.74 million and Baht 10,857.96 million, respectively (2003 : Baht 10,770.67 million and Baht 10,770.67 million, respectively).  On 5th March, 1999, the Stock Exchange of Thailand suspended the trading of the listed shares of the Company.  On 13th October, 2000, two commercial banks filed a petition with the Central Bankruptcy Court to order the Company to arrange for a business rehabilitation plan.  Subsequently, on 22nd December, 2004, the Supreme Court gave an order the Company to rehabilitate its business in accordance with the Bankruptcy Act. On 7th February, 2005 the Central Bankruptcy Court issued an order that it agreed with the Company’s business rehabilitation plan.  Currently, the Company is proceeding in accordance with the business rehabilitation plan.  These factors raise doubts about the Company’s ability to continue as a going concern.  However, the accompanying financial statements have been prepared assuming that the Company will continue as a going concern and do not include any adjustments that might result from the outcome of these uncertainties.


As the uncertainties of matters mentioned in the third to the sixth paragraph may have strong significant effects to the financial statements, I was unable to express an opinion on the consolidated and the Company’s financial statements for the year ended 31st December, 2004.


Without modifying my opinion, I draw attention to the following:


a)
As discussed in Note 2.1 to the financial statements, in the year 2002, Ratchasima Steel Product Co., Ltd. had increased share capital by 120 million shares, at Baht 100 each, amounting to Baht 12,000 million.  The shares were issued to Treemit Marketing Co., Ltd. representing 60 percent of the issued and called-up share capital.  During the year ended 31st December, 2004, Treemit Marketing Co., Ltd. paid for the share subscription payable by cash of Baht 1,620 Million and by ordinary shares of three related companies at the transferred value of Baht 7,380 million, resulting in a goodwill of Baht 6,292 million.  The amount of which had been written off as expense in full.  As at 31st December, 2004, Treemit Marketing Co., Ltd. has the outstanding balance of share subscription payable of Baht 3,000 million.  However, the Company’s financial statements have recorded the share of gain (loss) from investments in the two subsidiary companies based on net earnings (loss) after the adjustments of inter-company profits.  In August, 2004, Treemit Marketing Co., Ltd. paid for share subscription payable to five related companies of Baht 1,291.35 million by cash of Baht 117 million and by transfer share of Ratchasima Steel Product Co., Ltd. by 80.27 million shares, at Baht 100 each, totally of Baht 8,027.03 million.  These result in loss on share transfer after the elimination of inter-company transaction of Baht 5,860.68 million in the consolidated financial statements.


b)
During the year 2001 to 2002, the Company and two subsidiary companies entered into the Participating Agreement and the Assignment Agreement to purchase its financial and trade liabilities from several subrogating financial institutions.  The principal and accrued interest expenses per accounting records of which were Baht 6,120.61 million, at the purchase price of Baht 918.74 million.  These may result in an unrealized gain of Baht 5,201.87 million.  Hence, the Company has not reversed the full amount of the financial and trade liabilities.  The Company and its subsidiaries recorded the purchased amount under the account of rights in debt settlement, as part of the assets in the balance sheet.


c)
As discussed in Note 6 to the financial statements, the Company had significant transactions with related parties.  The effects of these transactions were reflected in the financial statements on the basis determined by the Company and the related parties.

d)
On 1st December, 2004, the Office of Securities and Exchange Commission (SEC) filed a criminal compliant with the Department of Special Investigation (DSI) to pursue its investigation against the Company’s the directors and managements as follows: 1) during 2001 - 2002, these persons colluded for 3 subsidiaries of the Company to increase their capital even though they were not actually in need of more capital.  Furthermore, they proceeded for the Company to waive its right in buying capital increase shares of those subsidiaries.  Although such actions had been approved by either the Company’s board of director meeting or the shareholders’ meeting, there is no evidence showing that these three persons provided complete and sufficient information to the meetings.  Apparently, the persons who bought the capital increase shares of those three subsidiaries, instead of the Company, are all related to the Company’s board of director members or major shareholders.  This resulted in the Company’s authorization and management control over its three subsidiaries’ assets and benefits, which having significant hidden values and parts of them can be surely recognized, to fall under such related persons 2) on the charge of failure to prepare the Company’s 2002 financial statements in compliance with the Accounting Standard on Consolidated Financial Statements and Accounting for Investment sin Subsidiaries.  This was caused by the Company had waived its right to buy capital increase shares of the above-mentioned subsidiaries.  However, the Company has already revised such financial statements and submitted the revised version to the SEC on 15th September, 2003.


Another auditor examined the consolidated financial statements for the year ended 31st December, 2003 of Bangkok Steel Industry Public Company Limited and its subsidiaries, and the separate financial statements of Bangkok Steel Industry Public Company Limited, in accordance with generally accepted auditing standards, and expressed a qualified audit opinion on those statements as per the report dated 26th February, 2004.   In which it reported the inability to obtain sufficient evidence on the loans and accrued interest expenses due to the financial institutions.  In addition, the report drew attention to the following: a) the uncertainty on going concern of the Company and its subsidiary companies.  b) the consolidated financial statements did not include the financial statements of one subsidiary company.  c) the Court had ordered the Company to rehabilitate its business and  to appoint a plan administrator.  d) the Company might be delisted from the Stock Exchange of Thailand.  e) the correction of the consolidated financial statements and the Company’s financial statements for the year ended 31st December, 2002.  The balance sheet as at 31st December, 2003, and statements of earnings, change in shareholders’ equity and cash flow for the year then ended, presented herein for comparative purpose formed an integral part of the financial statements which another auditor had examined and reported thereon.  I have not performed any other audit procedures subsequent to the date of the report.


Mr. Anurak  Lelapiyamit


Certified Public Account (Thailand) No. 3462


BDO Richfield Limited

BANGKOK : 21st February, 2005
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