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THAI ENGINE MANUFACTURING PUBLIC COMPANY LIMITED

AND ITS SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003 (Unaudited / Limited Review Only)

and December 31, 2003 (Audited)


1.
Basis of financial statement preparation


1.1
The consolidated and Company financial statements of THAI ENGINE MANUFACTURING PUBLIC COMPANY LIMITED incurred accumulated deficit as at June 30, 2004 and December 31, 2003 in amount of Baht 6,694.59 million and Baht 6,696.22 million respectively, and as at June 30, 2004 and December 31, 2003, current liabilities pursuant to the Company financial statements exceeded current assets by the amount Baht 30.25 million and Baht 29.70 million respectively. In addition, total liabilities pursuant to the consolidated financial statements and the Company financial statements were more than total assets by the amount Baht 6,694.59 million and Baht 6,696.22 million respectively. The Company and its subsidiaries are implementing the Company’s rehabilitation plan, which has been approved by the Central Bankruptcy Court. The approved rehabilitation plan has major steps relating to some assets and liabilities to the Company with a special purpose for managing and selling the Company’s secondary assets. However, some important steps of the plan are still during implementation and such implementation has not yet finalized at present.  The ability of the Company and its subsidiaries to continue their businesses as going concerns depends on the success in business restructuring in accordance with the rehabilitation plan. Nevertheless, the accompanying financial statements have been prepared on the going concern basis, presuming that the realization of asset and settlement of liabilities and obligations will occur in the ordinary course of the business restructuring of the Company and its subsidiaries without expectation of significant disruption to the ongoing activities.


1.2
The consolidated and Company interim financial statements are prepared in accordance with the generally accepted accounting principles in Thailand and presented by using the condensed format as specified by the accounting standard No. 41, “Interim Financial Statements” including additional transactions in the primary financial statements i.e. balance sheets, statements of income, changes in shareholders’ equity and cash flow in compliance with the format prescribed by the Department of Commercial Registration’s on Announcement “Determination of Condensed Items required in the Financial Statements (B.E.2544)” in order to be complied with the Securities and Exchange Commission’s and the Stock Exchange of Thailand’s (“SET”) regulation.


1.3
The Company prepares its statutory financial statements in Thai language as required by law and has them translated into English for the convenience of the readers.


1.4
The consolidated financial statements incorporate the financial statements for the six-month period ended on June 30, 2004 and for the years ended on December 31, 2003 of Thai Engine Manufacturing Public Company Limited (herein after called “the Company”) and its subsidiaries (herein after called “the subsidiaries”), which were incorporated in Thailand as follows: 

	
	
	
	Equity interest owned
	

	
	Registered capital
	by the Company
	Nature of Business

	
	As at
	As at
	

	
	June 30, 2004
	December 31, 2003
	June 30, 2004
	December 31, 2003
	

	
	Million Baht
	Million Baht
	Percent
	Percent
	

	Tem Part (1995) Co., Ltd.
	
	
	
	
	

	   (Wholly owned by TEM Assets 

    Recovery Co., Ltd.)
	1
	1
	99
	99
	Trading of spare parts

	TEM Assets Recovery Co., Ltd.           
	
	
	
	
	

	   (Herein after called “AMC I”)
	0.5
	0.5
	99
	99
	Holding and disposal of the selected

	
	
	
	
	
	non-core assets of the Company 

	T.E.M. Business Operations Co., Ltd.
	
	
	
	
	

	   (Herein after called “AMC II”)
	0.5
	0.5
	99
	99
	Holding the selected core assets of 

	
	
	
	
	
	the Company and function as an operating business unit


1.4.1
Outstanding balances and transactions between the Company and its subsidiaries have been eliminated from the consolidated financial statements.

1.4.2
Investments in the subsidiaries and the value ascribed to the equity in the subsidiaries have been eliminated from the consolidated financial statements.

2.
Business reorganization plan



On November 7, 2000, the creditors’ meeting voted in favour of the Company’s reorganization plan and on December 20, 2000, the Central Bankruptcy Court approved the reorganization plan and appointed Churchill Pryce Planner Company Limited as plan administrator.  Subsequently, on January 2, 2002, the plan administrator lodged a petition for amendment of the approved plan and thereafter on April 4, 2002, the Central Bankruptcy Court approved the amendment of the plan.  However, the company was unable to implement and proceed to complete the plan amendments within the dateline by August 2002. Thus, the implementation of the reorganization plan has to be carried on under conditions set in the plan amendments.



On August 22, 2003, the Central Bankruptcy Court approved the resignation of Churchill Pryce Planner Company Limited from being plan administrator and appointed the Company as temporary plan administrator and on October 6, 2003, the Central Bankruptcy Court approved Thai Engine Manufacturing Public Company Limited and Asian International Planners Limited to be new plan co-administrators as the meeting of creditors had agreed.


Rehabilitation plan

The rehabilitation plan is divided into the following seven steps: -


2.1
Restructure of existing indebtedness by classification creditors into 10 classes.  The debt restructured under the plan consists of principal and accrued interest up to April 21, 2000, of Baht 6,861 million and then no interest will be charged except for the restructured secured debt transferred to AMC II for which interest will commence after due one year or at the beginning of the second year.  In addition, the value of secured debt will be restated as the appraised value of the collateral given as security.  The value of debt exceeding the appraised value will be restated as unsecured debt.


2.2
Transfer of selected assets and liabilities to Special Purpose Vehicles (SPVs).  The two SPVs will be set up as follows: -


2.2.1
A Special Purpose Vehicle in the form of the Asset Management Company I (AMC I) is to be set up to hold and dispose of selected non-core assets of the Company such as the provisioned trade accounts receivable, investments and other assets of the Company.  The value of the transferred assets will be an equal amount of the unsecured liabilities, which were transferred.


2.2.2
A Special Purpose Vehicle in the form of the Asset Management Company II (AMC II) is to be set up to hold the selected core assets such as fixed assets, trade accounts receivable, inventories and goodwill and to function as an operating business unit.


2.3
Transfer of the pledged unutilized land and share certificate to secured creditors in respect of final settlement of these obligations.


2.4
Capital reduction



The Company will undertake multiple capital reductions to reduce capital from Baht 240 million to Baht 3.75 million.


2.5
Capital increase and swapping of debt for equity



After the capital reduction, the Company will issue 7.125 million new shares at a par value of Baht 10 each, totaling Baht 71.25 million and allot them to creditors, in proportion to their outstanding balances, in a debt/equity swap.  The shareholding structure will thus be changed such that creditors will hold 95% of share and former shareholders will hold the remaining 5%.


2.6
Based on the restructure projections prepared in accordance with the rehabilitation plan, no significant earning assets will remain in the Company at this stage of the restructure and the Company will be unable to repay its remaining level of debt.  Creditors will then forgive the remaining debt.



Under the Plan Amendment, the forgiveness of remaining debt by the creditors may be accomplished if there incurs the repayment by the new investor (in full) of the Convertible Debt and the payment (in full) of the purchase price for the creditor shares (at Baht 5 per share) or else there is an affirmative vote equivalent to more than 50% of the votes cast by creditors holding the remaining debt at the time of the vote.


2.7
Issue warrants for the purchase of AMC II shares with an option for a former director to purchase such warrants and re-listing of operating business units through acquisition by the Company.  Then, the Amendment was made pursuant to an investor making an offer to acquire the entire registered share capital of the Company.



According to the Plan, this step is to be implemented after the forgiveness by creditors of the remaining debt of the Company.



Under the Plan Amendment, the AMC II Debt to the Company of Baht 69.07 million (which is equivalent to 30% of the core assets of the Company transferred to AMC II) shall be transferred pari passu to the creditors of the Company with the distribution to the creditors, and the unsecured debt of AMC II of Baht 239.88 million shall remain outstanding on the terms that creditors would indirectly control AMC II through their 95% stake in the Company.



   Under the rehabilitation plan, the administrator has five years to implement the plan. 


Plan implementation




According to the Plan Administrator’s report, the Company completely restructured its existing indebtedness under the plan (the first step of the plan).  The claims of secured debts of approximately Baht 331 million according to original secured claim were restated to the appraised value of the collateral given as security of approximately Baht 94 million.  The value of debt exceeding the appraised value was treated as unsecured debt.  The Official Receiver has now finalized all of the creditors’ claims against the Company.  The approved amounts have been used to determine the value of each creditor’s assignments to AMC I and AMC II.  Two special purpose vehicles were established, as subsidiaries of the Company as asset management companies; AMC I and AMC II, under the names of “TEM Assets Recovery Co., Ltd.” and “T.E.M. Business Operations Co., Ltd.”.  Step 2, the assignment of creditor claims to AMC I and AMC II, had been achieved through the signing of the Assignment Agreements and related Asset Assignment Agreements for AMC I and AMC II on which the execution dated of these agreements were April 23, 2001, January 1, 2002 and February 15, 2002, respectively.  Step 3, the transfer of collateral to remaining secured creditors was completed on January 17, 2002.  Step 4, the capital reduction had been completed on October 22, 2001.  The Plan Administrator has been working with related authorities and legal counsel to complete Step 5, the capital increase and swap of debt, had been finalized on May 22, 2002.  The last 2 steps, forgiveness of remaining debt and re-listing of operating business unit, will be followed the conditions stipulated in the Plan Amendment since the Company is unable to accomplish the plan as approved by the Central Bankruptcy Court on April 4, 2002 within the specified period of August 2002.




In accordance with the progress report of the rehabilitation plan implementation entitled “Sale of all Company’s registered share capital to investors” which offered investors to buy portion of the Company’s registered capital that creditors held at 95% of all registered share capital within 90 days commencing from the signing date of asset sale contract, since the investors had not completed the undertaking within the designated date, the creditors, therefore, still hold ownership rights in shares and the following undertaking has to be carried out so that above condition will become effective that is – to transfer liability belonging to the AMC II for the amount of Baht 69.07 million with the Company (about 30% of the Company’s major assets which had been transferred to AMC II) to the Company’s creditors so that every creditor within the same group has pari passu right on liability and to apportion that liability to all creditors and let unsecured liability of Baht 239.88 million still remain with the AMC II as specified as the condition.




In accordance to the minutes of the creditors’ meeting on the Company’s rehabilitation plan dated May 11, 2004 and July 8, 2004, a company has submitted a proposal to purchase all liabilities under the rehabilitation plan from the Company and its subsidiaries. At present, this proposal has not been accepted by over 51% of the creditors.


Liabilities under rehabilitation plan




Under the rehabilitation plan, the creditors lodged claims with the Central Bankruptcy Court for repayment as of April 21, 2000, the amount totaling to Baht 6,861 million have been finalized by the Official Receiver.  The approved amounts have been used to determine the value of each creditor’s assignments to AMC I and AMC II.




The Company recorded its foreign currency-denominated liabilities under the rehabilitation plan using the exchange rate as at April 21, 2000 and after such date the Company ceased recording accrued interest expenses, in conformity with the condition stipulated in the rehabilitation plan.




To conform with the rehabilitation plan, during 2000, the Company booked adjustments for the liabilities for which claims were lodged by creditors in excess of the amount per the liabilities accounts of the 1999 financial statements which amounted to Baht 2,752 million (net of unclaimed liabilities of approximately Baht 93 million) and Baht 10.7 million (net of the reversal of over-recorded liabilities and unclaimed liabilities totaling of approximately Baht 3.8 million) respectively as “Loss from adjustments of liabilities under rehabilitation plan” in the statements of earnings respectively.  Most of the above additional amount consists of loans from financial institutions, guarantee liabilities and related accrued interest expenses in respect of those additional liabilities totaling Baht 1,999 million, and import duty and its penalties totaling approximately Baht 763 million. 




On April 23, 2001, the Plan Administrator had implemented the Assignments Agreements in accordance with the Approved Plan for AMC I and AMC II, transferring debts of Baht 2,643 million and Baht 240 million, to AMC I and AMC II, respectively. 




As at June 30, 2004 and December 31, 2003, liabilities under rehabilitation plan are as follows: - 

(Unit: Million Baht)
	

	Consolidated
	The Company Only

	
	2004
	2003
	2004
	2003

	Liabilities under the plan finalized by the official receiver
	6,841
	6,841
	6,841
	6,841

	Less:
Liabilities transferred to AMC I and AMC II
Swapping of debt for equity
	-
	-
	(2,950)
	(2,950)

	Net balances
	6,841
	6,841
	3,891
	3,891


3.
Significant accounting policies


Significant accounting policies used in the preparation of the interim financial statements are consistent with those used in the annual financial for the year ended December 31, 2003; hence, these interim financial statements should be read in conjunction with the 2003 annual financial statements.

4.
Related party transactions



The Company had significant business transactions with its subsidiaries. These transactions, which have been concluded on the terms and basis as determined by the Company and its subsidiaries and done in the course of normal business, are summarized below: -


-
Inter-assets and liabilities

(Unit : Thousand Baht)
	
	As at

	
	June 30, 2004
	December 31, 2003

	Amount due from subsidiary companies
	
	

	     TEM PART (1995) COMPANY LIMITED 
	  1,129
	    699

	             TOTAL
	  1,129
	    699

	
	
	

	Amount due to subsidiary companies
	
	

	     TEM ASSETS RECOVERY COMPANY LIMITED 
	  2,335
	  2,335

	     T.E.M. BUSINESS OPERATIONS COMPANY LIMITED
	13,990
	12,230

	             TOTAL
	16,325
	14,565



Amount due from subsidiary companies and amount due to subsidiary companies are related to transfer of assets and liabilities under the rehabilitation plan as detailed in notes to financial statements No. 2 and the payment for each other.  
(Unit : Thousand Baht)
	
	For the six-month period

	
	ended on June 30, 2004

	-  Inter revenue
	

	     T.E.M. BUSINESS OPERATIONS COMPANY LIMITED
	    3,852


5.
Cash and cash equivalent/restricted bank deposits



As at June 30, 2004 and December 31, 2003, cash and cash equivalents consist of the following: -

	
	(Unit: Thousand Baht)

	
	Consolidated

	
	As at

	
	June 30, 2004
	December 31, 2003

	Cash on hand and at banks
	2,531
	13,075

	Less: Deposits - subject to encumbrance
	(884)
	(1,881)

	Cash and cash equivalents
	1,647
	11,194





As at June 30, 2004 and December 31, 2003, fixed deposits of the subsidiaries amounting to Baht 0.88 million and Baht 1.88 million respectively, were pledged as collateral against securities to Provincial Electricity Authority and creditors under rehabilitation plan.




As at June 30, 2004 and December 31, 2003, the Company transferred cash on hand and at banks of Baht 0.07 million and Baht 2.67 million respectively to AMC II, of which the names of bank accounts have not been changed to be AMC II.

6.
Trade accounts and notes receivable - net 



The aging of the outstanding balances as at June 30, 2004 and December 31, 2003 is as follows: -

	
	(Unit: Thousand Baht)

	
	Consolidated

	
	As at

	
	June 30, 2004
	December 31, 2003

	Trade account receivable
	
	

	  Not yet due
	46,425
	14,892

	     Past due
	
	

	  -  Up to 90 days
	38,765
	10,014

	  -  91 -180 days
	125
	26

	  -  181 - 365 days
	3
	-

	  -  Over 365 days 
	2,632,705
	2,632,753

	              Total
	2,718,023
	2,657,685

	Less: Allowance for doubtful accounts
	(2,632,858)
	(2,632,844)

	Trade accounts receivable - net
	85,165
	24,841

	Notes receivable
	1,613
	890

	Trade accounts and notes receivable - net
	86,778
	25,731





Debt collection agents have been appointed by the Creditors Committee to manage the collection of non-performing receivables transferred to AMC I, of which outstanding for more than 365 days.  The outstanding receivables comprised of accounts receivables, post-dated cheques and returned cheques for a total of approximately Baht 2,632.38 million.  




The 5 biggest receivables of AMC I for the total approximate amount of Baht 2,529.54 million were legally used and subsequently the Bankruptcy Courts ordered the custody of the 4 biggest assets of these receivables and the repayment amount given by the court was Baht 2,428.45 million. At present, debt collection could be received for amount of Baht 0.02 million and the legal department and administrative department of the Company anticipate that collection from these receivables is not possible, thus approval from creditors of the plan is needed for writing off all these debts. 




In the second quarter of year 2004, 4 shops are appointed as distributing agent.

7.
Inventories - net




Consisted of:

	
	(Unit: Thousand Baht)

	
	Consolidated

	
	As at

	
	June 30, 2004
	December 31, 2003

	Raw materials and spare parts
	93,216
	112,465

	Work in process
	-
	4,040

	Finished goods
	10,698
	2,222

	Goods in transit
	5
	-

	         Total
	103,919
	118,727

	Less: Provision for stock obsolescence and diminution in value
	(15,052)
	(14,169)

	Inventories – net
	88,867
	104,558


8.
Investments accounted for under equity method/Excess of loss over costs of investments accounted for under equity method

	
	
	
	
	The Company Only

	
	
	
	Percentage
	Investments

	Company’s name
	Type of business
	Paid up capital
	of investment
	At cost
	Equity

	
	
	June 30, 
	December 31, 
	June 30, 
	December 31, 
	June 30, 
	December 31, 
	June 30, 
	December 31, 

	
	
	2004
	2003
	2004
	2003
	2004
	2003
	2004
	2003

	
	
	Million
	Million
	
	
	Thousand
	Thousand
	Thousand
	Thousand

	
	
	Baht
	Baht
	
	
	Baht
	Baht
	Baht
	Baht

	Tem Part (1995) Company Limited
	
	
	
	
	
	
	
	
	

	   (Wholly owned by TEM Assets 
	
	
	
	
	
	
	
	
	

	   Recovery Company Limited)
	Trading of spare parts
	1
	1
	99
	99
	990
	990
	(4,245)
	(4,214)

	TEM Assets Recovery 
	Holding and disposal of 
	
	
	
	
	
	
	
	

	   Company Limited
	   the selected non-core 
	
	
	
	
	
	
	
	

	
	   assets of the Company
	0.5
	0.5
	99
	99
	500
	500
	(2.634,453)
	(2,633,942)

	T.E.M. Business Operations 
	Holding the selected core 
	
	
	
	
	
	
	
	

	   Company Limited
	   assets of the Company 
	
	
	
	
	
	
	
	

	
	   and functioning as an 
	
	
	
	
	
	
	
	

	
	   operating business unit
	0.5
	0.5
	99
	99
	500
	500
	(117,736)
	(122,221)

	
	
	
	
	
	
	1,990
	1,990
	(2,756,434)
	(2,760,377)





As at June 30, 2004 and December 31, 2003, accumulated share of loss from investments in subsidiary companies exceeded costs of investments; therefore, the Company recorded such excess as "Excess of loss over costs of investments accounted for equity method" under non-current liabilities in the balance sheets.

9.
Property, plant and equipment 



For the six-month period ended on June 30, 2004

(Unit: Thousand Baht)

	
	Consolidated

	Book value-net as at January 1, 2004
	82,098

	Purchase of asset
	665

	Disposal / transfer out
	-

	Depreciation
	(3,980)

	Book value-net as at June 30, 2004
	78,783




The subsidiary company pledged most of land plus building and machines to guarantee for two commercial banks, which were creditors under the rehabilitation plan.

10.
Unutilized assets - net



Consisted of :

(Unit: Thousand Baht)

	
	

Consolidated



	
	As at

	
	June 30, 2004
	December 31, 2003

	Plant building
	9,473
	9,473

	Assets pending for sales
	3,341
	3,341

	           Total
	12,814
	12,814

	Less: Provision for impairment loss of assets
	(9,473)
	(9,473)

	Unutilized assets – net
	3,341
	3,341



A subsidiary company owned a factory building, which has not been used ever since it was completed and it is expected to unused anymore. The subsidiary company made an allowance for impairment at full amount.


An asset pending for sale that was a piece of land a subsidiary company received in payment from a debtor since 1999 has not been used in operation by that subsidiary company. This piece of land has not been appraised by any in dependent appraiser and the ownership right still vested in the Company, not yet transferred to the subsidiary company. 

11.
Short-term loans from other companies



As at June 30, 2004 the subsidiary company was granted a loan in form of promissory note by other company. Such loan carries interest rate at 6% per annum and is expected to be used in the subsidiary company’s operation. 

12.
Commitments



As at June 30, 2004 and December 31, 2003, there were outstanding lease commitments in respect of office and service center. Rental payable in the future under the agreements is approximately Baht 0.3 million and Baht 0.4 million per month respectively.

13.
Bank guarantees



As at June 30, 2004 and December 31, 2003, there were outstanding bank guarantees of Baht 0.3 million equivalent for two years issued by the banks on behalf of the Company in respect of certain performance bonds as required in the normal course of business.

14.
Litigation


14.1.
On 14 December 2001, the Company was accused by an individual in criminal case for charge of jointly mismanagement of assets with other parties.  The case is being under investigation and the outcome is not yet known. At present, the plaintiff has already withdrawn the case. 


14.2
Legal action has been taken against the Company and the guarantors of the Company by local and overseas trade creditors, banks and financial institutions relating to its default on the payment of trade debts and loans amounting to Baht 875.70 million (part of amount Baht 174.76 million the court withdrawn the case) and Baht 1,587.41 million respectively  (at the date of filling legal claims). 

15.
Financial instruments
Financial risk management and policies



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

Interest rate risk



The interest rate risk is the risk that future movements in market interest rates will affect the results of the Company and its subsidiaries’ operations and their cash flows. The Company and its subsidiaries’ exposure to interest rate risk relates primarily to their cash at banks, certain loans and debentures.  However, under the rehabilitation plan the Company was exempted from interest burden as from 21 April 2001 except for the restructured secure debt transferred to AMC II for which interest will commence after due one year or at the beginning of the second year. The Company and its subsidiaries consider such risk to be minimal. Therefore, the Company and its subsidiaries do not use derivative financial instruments to hedge such risk. 


Foreign currency risk



The Company and its subsidiaries have exposure to foreign currency risk relates primarily to its trade receivables, trade payables and certain loans, which are denominated in foreign currencies.  However, under the rehabilitation plan, those foreign currency-denominated payables and loans were translated into Baht by using the exchange rates as at 21 April 2001. 



Below is the summary of the Company and its subsidiaries’ foreign currency-denominated assets and liabilities as at June 30, 2004 and December 31, 2003, which were unhedged.  

	
	
	
	Exchange rate

	Foreign 
	Assets
	Liabilities
	Buying
	Selling

	Currency
	
	
	(Baht per unit of foreign currency)

	
	As at
	As at
	As at
	As at

	
	June 30
	December 31,
	June 30
	December 31,
	June 30
	December 31,
	June 30
	December 31,

	
	2004
	2003
	2004
	2003
	2004
	2003
	2004
	2003

	US dollar
	71,837.20
	37,234
	128,385
	268,540
	40.8363
	39.5385
	41.0305
	39.7378


Credit risk



The Company and its subsidiaries are exposed to credit risk primarily with respect to trade accounts and notes receivable.  The Company has the large number of entities comprising its customer bases and the management believes that the Company’s maximum exposure to credit risk is limited to the carrying amount of receivables less allowance for doubtful accounts as stated in the balance sheets.

Fair value



Since the majority of the financial assets are short-term and loans are minimal exposed to interest rate risk, the management believes that the fair value of the Company and its subsidiaries’ financial assets and liabilities does not materially differ from their carrying value. 

16.
Financial information by segment

The operations of the Company and its subsidiaries involve the single industry segment of assembly and sale of small diesel machines, and are carried on entirely in Thailand.  As a result, all of the revenues, operating loss and assets as reflected in the financial statements pertain to this industry segment and geographic area.

17.
Approval of financial statements


The rehabilitation plan’s administrators have approved these financial statements.


