TONGKAH HARBOUR PUBLIC COMPANY LIMITED AND ITS SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AS AT AND FOR THE YEARS ENDED 31st DECEMBER, 2005 AND 2004

1.
GENERAL INFORMATION

Tongkah Harbour Public Company Limited was incorporated as a limited company under the Thai Civil and Commercial Code on 7th January, 1976 and become a public limited company on 6th June, 1994.  The Company is engaged in the core business of offshore tin mining, gold exploration and mining, igneous rock quarrying, and property development and management.  Its registered office is located at No. 252/11 7th Floor, Muangthai Phathara Office Tower I, Ratchadapisek Road, Huaykwang, Bangkok.  The Company has two branches.  The first branch is located at 12 Soi Sapanhin, Amphur Muang, Phuket and the second branch is located at 68/6 Moo 4, Tambol Thatom, Amphur Kaengkhoi, Saraburi.



Consolidated


The Company Only


2005
2004
2005
2004

Number of employees at the end of year (Persons)
82
84
30
28

Employee expenses (Thousand Baht)
26,439
27,502
11,172
11,025

The operational progress of its subsidiary companies

Tungkum Limited (a subsidiary company) was incorporated to operate a gold mining in Loei Province.  The first three mining licenses and the remaining three licenses were officially approved by the Ministry of Industry on 25th October, 2002 and 23rd January, 2003 respectively.  Regarding the approval of six licenses, the fee amounting to Baht 6.5 million was paid to the Department of Mineral Resources (DMR) on 13th March, 2003.  In addition, Tungkum Limited received Investment Promotion Certificate No. 1108/2546 dated 25th February, 2003 from the Board of Investment.  On 26th December, 2005, Tungkum Limited has signed credit facility contract by two local banks.  Currently, Tungkum Limited is in the process to construct the infrastructure and processing plant for the due production.

Sky Cliff Limited (a subsidiary company) intended to develop a serviced residential building - Le Metro Condominium on the plots of its own land.  The project construction commenced on September, 2003 with the estimated cost (excluding cost of land) of Baht 905 million.  The piling work process has been completed.  The progress report dated 14th November, 2005 of Tongkah Harbour Public Company Limited as submitted to the Stock Exchange of Thailand reported that Sky Cliff Limited is temporary suspended due to uncertainty in pricing materials for construction.  The management is currently appraising the situations of material prices and market.  Once the favorable suppliers are obtained, business will continue as usual.  Human Resources are transferred to Tungkum Limited to assist its due production phase.
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2.
ASSUMPTION OF PREPARATION OF THE FINANCIAL STATEMENTS

As shown in the financial statements, the Company and its subsidiary companies have experienced continuous operating losses and had current liabilities substantially in excess of current assets. Nevertheless, the accompanying financial statements have been prepared on the going concern basis, assuming that the realization of assets and settlement of liabilities and obligations will occur in the ordinary course of business of the Company and its subsidiary companies, without any expectation of significant disruption to the ongoing activities.

3.
THE PROGRESS REPORT ON THE COMPANY’S OPERATION

According to the SET decision to allow the trading of the Company's securities since 25th March, 2003, the Company has to submit the progress report on the Company's operation of each business to the SET every 3 months.  On 14th November, 2005 the SET had announce to post “SP” (Suspension) signs to suspend trading of securities until the Company are able to improve the qualification and reinstated back to their normal sector.

4.
TIN MINING OPERATIONS

On 12 December 1997, the Company entered into a tin mining agreement with a contractor to operate an offshore tin mining concession under the Company’s technical and engineering supervision and control in the Company’s lease areas. Under the agreement, the Company receives a monthly fixed income. Such agreement has been renewed several times and recently expired in December 2002. The latest agreement permits the new contractor to operate tin mining until 31 January 2005, with the Company to receive monthly payments which vary in line with the market price of tin, together with all proceeds from sales of tantalum and tin smelting by-products.

On 21st May, 2004, the Company entered into a tin mining agreement with another contractor for tin production capacity expansion.

By June, 2005, the Company temporarily suspended its offshore tin mining operation due to the cost burden of royalty fees on the contractors rendering it unprofitable to continue until the rate are revised.  Negotiations are ongoing to reduce current royalty rates with government.

Tin ore production and stock for the year are shown below:

(Unit : Kilograms)



2005
2004

Production

Tin ore stock  - beginning of year
6,060
11,220

Production during year
4,020
147,420

Sold during year

(10,080)

(152,580)
Tin ore stock - end of year

-


6,060
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5.
BASIS OF THE CONSOLIDATION AND THE COMPANY’S FINANCIAL STATEMENTS

5.1
The consolidated and the Company’s financial statements have been prepared in accordance with accounting standard pronounced by the Institute of Certified Accountants and Auditors of Thailand (ICAAT) and the Announcement of the Commercial Registration Department dated 14th September, 2001 issued under the Accounting Act B.E. 2543.

5.2
The consolidated financial statements include the financial statements of Tongkah Harbour Public Company Limited (hereinafter called “the Company”) and the following subsidiaries:

	
	
	
	
	(Unit : Percent)

	
	
	
	Percentage of

	
	Percent owned

by the Company 

as at 31st December
	Nature of business
	Total assets included in the consolidated total assets

as at 31st December
	Total revenues included in the consolidated total revenues for the year 

ended 31st December

	
	2005
	2004
	
	2005
	2004
	2005
	2004

	
	
	
	
	
	
	
	

	Sky Cliff Limited
	75.00
	75.00
	Developing service apartment
	35
	39
	-
	-

	Tungkum Limited

(95.91 percent held directly by the Company  and 2.95 percent held through Cholsin Limited (2004 : 95.91% and 2.95%, respectively))
	98.86
	98.86
	Gold exploration and gold mining development
	50
	43
	-
	-

	Cholsin Limited
	72.10
	72.10
	Crushing contractor of the Company’s andesite mining
	5
	6
	-
	-

	Sea Minerals Limited
	83.70
	36.00
	Offshore tin exploration
	-
	-
	-
	-

	Master Mariners Service

Company Limited

(held through Tungkum Limited)
	-
	90.48
	Registered liquidation on 18th October, 2005
	-
	-
	-
	-

	Mining and General Management

Company Limited
	-
	64.93
	Registered liquidation on 18th October, 2005
	-
	-
	-
	-


Outstanding balances between the Company and its subsidiaries, significant intercompany transactions, investments in subsidiaries in the Company’s records, and its subsidiaries’ share capital and revaluation surplus of land awaiting development have been eliminated from the consolidated financial statements.

The goodwill and the excess of the net book value of its subsidiaries over cost of investments at the acquisition date is presented in the balance sheets and will be amortized over a period of ten years.

6.
SIGNIFICANT ACCOUNTING POLICIES

Significant accounting policies adopted by the Company and its subsidiaries are summarized below.

6.1
Sales

Revenues from sales of tin ore and andesite are recognized when the goods produced are sold and delivered, after excluding value added tax.
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6.2
Allowance for doubtful accounts

Allowance for doubtful accounts is provided for the estimated collection losses that may be incurred in collection of receivables.  The allowance is based on collection experience and the current status of receivables outstanding at the balance sheet date.

6.3
Inventories

Inventories are valued at the lower of cost (average method) and net realizable value.

6.4
Amortization

Investments in andesite mining (excluded cost of land purchased and cost of land improvement) and tin mining rights are amortized by equal annual installments over the period of 25 years.

6.5
Investments accounted for under equity method

Investments in subsidiaries (only in the financial statements of the Company) are stated under the equity method.  Loss of subsidiaries in excess of cost of investments in subsidiaries is presented as a liability under the caption of “Provision for loss from investments accounted for under equity method”.

6.6
Other investments

Long-term investments in non-marketable equity securities, which the Company holds as other investments, are valued at cost. The Company recognizes loss on impairment of other investments in the earnings statements when the fair value of the investments is lower than the cost.

6.7
Fixed assets and depreciation

Fixed assets are stated at cost less related accumulated depreciation.

Depreciation of fixed assets, less approximate salvage value, is provided on the straight-line method, over the following estimated useful lives:

Land improvement
-
10
years

Buildings, temporary buildings and dry dock
-
5
years and 20 years

Motor vehicles
-
5
years

Furniture and office equipment
-
10
years

Machinery and equipment
-
10 
years

Others
-
5
years and 10 years

No depreciation is provided for land and work in progress.
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6.8
Land awaiting development

Land awaiting development, which is a fixed asset of a subsidiary company, was initially recorded at cost. However, the land was subsequently revalued by an independent appraiser and was therefore recorded by its reappraised value.  Revaluations are to be made with sufficient regularity to ensure that the carrying amount of assets does not materially differ from their fair value at the balance sheet date.

The differences arising from revaluation are dealt in the financial statements as follows:

-
When an asset’s carrying amount is increased as a result of the revaluation, the increase is credited directly to equity under the heading of “Revaluation surplus”.  However, a revaluation increase will be recognized as income to the extent that it reverses a revaluation decrease of the same asset previously recognized as an expense.

-
When an asset’s carrying amount is decreased as a result of the revaluation, the decrease is recognized as an expense.  However, a revaluation decrease will be charged directly against the related “Revaluation surplus” to the extent that the decrease does not exceed the amount held in the revaluation surplus in respect of that same asset. Any excess amount is to be recognized as an expense in the earnings statements.

6.9
Exploration expenditures and development costs

Exploration expenditures and development costs incurred before the date of issuance of mining rights are deferred as assets in the balance sheets to await amortization once the concession begins to earn operating income.

6.10
Environmental restoration expenses

Future expenses relating to environmental liabilities have arisen as a result of past events, the Company establishes a provision when the obligation is incurred and charge to the statement of income over the remains of useful life of mining right and permission.  These provisions are made on the best estimation of expenses which pay to current obligation on balance sheet date.

6.11
Interest capitalization

The interest cost of the borrowings related to mine exploration and development has been capitalized and has recorded them under exploration expenditures and development costs, until the mine is ready for its intended use.

6.12
Foreign currency

Exchange rates adopted :-

Foreign currency transactions during the period
-
at the rates ruling on the transaction dates.

Assets and liabilities in foreign currency outstanding

on the balance sheet date
-
at the rates ruling on the balance sheet date.

Exchange gains and losses are included in determining earnings.
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6.13
Buffer stock contributions

Believing that the buffer stock contributions will not be recoverable, the Company has adopted a policy of expending buffer stock contributions to earnings instead of recognizing them as an asset in the balance sheets.

6.14
Impairment of assets

The Company will reduce the carrying amount of the Company’s asset to its recoverable amount if, and only if, the recoverable amount of an asset is less than its carrying amount.  That reduction is an impairment loss.
6.15
Basic loss per share

Basic loss per share as presented in the earnings statements is determined by dividing net loss for the year by the weighted average number of ordinary shares in issued during the year.

6.16
Use of accounting estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of revenues, expenses, assets and liabilities and disclosure of contingent assets and liabilities.  Subsequent actual results may differ from these estimates.

7.
RELATED PARTY TRANSACTIONS

The Company has certain transactions with its related parties.  A portion of the Company’s assets, liabilities, revenue and expenses arose from transactions with certain related parties.  These related parties are related through investment, common shareholdings and/or directorships.  The effects of these transactions are reflected in the financial statement on the basis determined by the Company and the related parties.

The Company has transactions and balances with its related parties as follow:

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Short-term advance to related parties

Mr. Ronald Ng Wai Choi
2,407
4,010
1,034
755

Sintana Holding Limited
-
408
648
408

Sea Minerals Limited
-
80
33
80

Other Companies

940

140

290

140


3,347

4,638

2,005

1,383
Short-term loans to related parties

Sky Cliff Limited

-


-


82,893

66,970
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(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Other receivable - related parties

Tungkum Limited
-
-
5,400
5,400

Sky Cliff Limited
-
-
11,200
11,200

Cholsin Limited
-
-
640
640

Mining and General Management Company Limited
-
-
-
631

Master Mariners Service Limited
-
-
-
244

Aspac Construction Limited

124

64

124

64


124

64

17,364

18,179
Long-term loans to related parties

Cholsin Limited

Principal
-
-
70,780
66,310

Accrued interest receivable

-


-


36,619

31,784


-


-


107,399

98,094

Tungkum Limited

Principal
-
-
197,066
63,406

Accrued interest receivable

-


-


17,084

12,557


-


-


214,150

75,963


-


-


321,549

174,057
Trade account payable - related party

Cholsin Limited

-


-


16,978

17,129
Short-term advances from related parties

Mr. Ronald Ng Wai Choi
972
-
-
-

Sintana Holding Limited
3,220
440
-
-

Mining and General Management Company Limited
-
-
-
253

Mr. John Peter Mills
-
972
972
972

Sino Pac Development (Thailand) Company Limited
-
32
-
30

Other companies

3

3

-


-



4,195

1,447

972

1,255
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(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Short-term loans from related parties

Sky Cliff Limited

Principal
-
-
-
-

Accrued interest payable

-


-


2,375

2,375


-


-


2,375

2,375
Sea Minerals Limited
Principal
-
-
1,353
-

Accrued interest payable

-


-


16

-



-


-


1,369

-

Aspac Construction Limited

Principal
1,077
3,077
1,077
3,077

Accrued interest payable

861

605

861

605


1,938

3,682

1,938

3,682
Sintana Holding Limited
Principal
1,220
73,830
1,220
73,830

Accrued interest payable

6

634

6

633


1,226

74,464

1,226

74,463


3,164

78,146

6,908

80,520
Long-term loans from related party

Cholsin Limited
Principal
-
-
-
352

Accrued interest payable

-


-


7,455

7,463


-


-


7,455

7,815
Loans to Tungkum Limited have been made for the purpose of gold exploration and mining.  The Company’s management believe that these loans will be fully recoverable after gold mining operations commence.

Since 1998, loans have been made to Cholsin Limited for crushing in the Company’s andesite mining in Saraburi Province.  The Company’s management believes that these loans will be fully recoverable.  The loans are secured by the pledge of share certificates of Tungkum Limited held by Cholsin Limited, and most of the equipment of Cholsin Limited.
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(Unit : Thousand Baht)



Consolidated

The Company Only


2005
2004
2005
2004
Pricing policies


Transactions with subsidiaries


(eliminated from the consolidated


financial statements)


Interest income
-
-
13,345
9,459
-
Average actual cost of the








source of funds provided


Rental income
-
-
2,460
12,180
-
At cost, price comparable


Management fee
-
-
200
61

to the market prices


Interest expenses
-
-
52
271
-
Average actual cost of the








source of funds provided


Crushing cost
-
-
8,640
12,093
-
Baht 45 per ton


Electricity
-
-
534
703
-
At cost, price comparable


Office rental
-
-
-
-

to the market prices


Transactions with related companies







Interest income
-
40
-
40
-
Average actual cost of the








source of funds provided


Rental income
715
660
715
660
-
At cost, price comparable


Management fee
1,224
1,225
-
-

to the market prices


Interest expenses
2,441
885
2,441
885
-
Actual cost charged by the 








bank, Minimum Overdraft 








Rate of a local bank
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8.
CASH AND CASH EQUIVALENTS
(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Petty cash
223
172
121
102

Cheque on hand
5,950
-
-
-

Cash at banks

Current accounts
10,705
12,243
84
12,062

Saving accounts

14,958

129,939

17

1,113
Total

31,836

142,354

222

13,277
9.
TRADE ACCOUNTS RECEIVABLE

An aging analysis of the trade accounts receivable as at 31 December is set forth below.

(Unit : Thousand Baht)

Accounts receivable -
Accounts receivable -





Tin ore sales


andesite sales


Total


2005
2004
2005
2004
2005
2004

Not yet due
-
-
120
600
120
600

Past due for under 3 months
-
-
5,076
1,696
5,076
1,696

Past due for 3 - 6 months
-
-
178
39
178
39

Past due for 6 - 12 months
-
-
8
79
8
79

Past due for over 12 months

1,890

1,890

860

745

2,750

2,635
Total trade accounts receivable
1,890
1,890
6,242
3,159
8,132
5,049

Less: Allowance for doubtful accounts

(1,890)

(1,890)

-


-


(1,890)

(1,890)
Trade accounts receivable - net

-


-


6,242

3,159

6,242

3,159
The Company believes that the amount of allowance for doubtful accounts is adequate in the present situation.
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10.
INVESTMENTS ACCOUNTED FOR UNDER EQUITY METHOD / PROVISION FOR LOSS FROM INVESTMENTS ACCOUNTED FOR UNDER EQUITY METHOD

10.1
Investments accounted for under equity method as at 31 December are presented below:

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Sky Cliff Limited



Paid up capital

41,927

41,927

41,927

41,927
Acquisition cost
-
-
321,709
321,709

Less : Share of loss - accumulated

-


-


(37,569)

(25,812)


-


-


284,140

295,897

Tungkum Limited





Paid up capital

500,000

500,000

500,000

500,000
Acquisition cost
-
-
469,306
469,306

Less : Share of loss - accumulated

-


-


(82,323)

(59,971)



-


-


386,983

409,335

Sea Minerals Limited





Paid up capital

-


72,000

-


72,000
Acquisition cost

-

8,338
-
8,338

Less : Share of loss - accumulated

-


(7,511)

-


(7,511)



-


827

-


827

Investments accounted for under equity method

-


827

671,123

706,059
During the year 2004, the Company additionally made an investment in the ordinary shares of Sea Minerals Limited for 187,200 shares at Baht 6 each (par value at Baht 100 each) amounting to a total cost of Baht 1.14 million.  As a result, the Company now holds 259,200 ordinary shares in Sea Minerals Limited, representing 36% and the status of Sea Minerals Limited is changed to a associated company.

So, the Company recognized its share of profit (loss) from the investment in the ordinary shares of Sea Minerals Limited, by using the latter’s financial statements for the year ended 30th September, 2004, as audited by another auditor, and did not take into account any adjustment from the different accounting year end between the Company and the latter, since the related monetary value was insignificant.
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10.2
Provision for loss from investments accounted for under equity method as at 31 December consists of the followings:

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Cholsin Limited

Paid up capital

150,000

150,000

150,000

150,000
Acquisition cost

-

-
62,001
62,001

Less : Share of loss - accumulated

-


-


(110,179)

(99,899)


-


-


(48,178)

(37,898)
Master Mariners Service Company Limited

Paid up capital

10

10

10

10
Acquisition cost

-

-
-
-

Less : Share of loss - accumulated

-


-


-


(118)


-


-


-


(118)
Mining and General Management Company Limited

Paid up capital

1,000

1,000

1,000

1,000
Acquisition cost
-
-
-
362

Less : Share of loss - accumulated

-


-


-


(1,200)


-


-


-


(838)
Sea Minerals Limited







Paid up capital

72,000

72,000

72,000

72,000
Acquisition cost

-

-
11,303

-

Less : Share of loss - accumulated

-

-

(8,410)

-

Provision for impairment

(7,200)

-


(7,200)

-




(7,200)

-


(4,307)

-


Total

(7,200)

-


(52,485)

(38,854)
In January, 2005, the Company made an additional investment in the ordinary shares of Sea Minerals Limited for 226,075 shares at Baht 10 each (par value at Baht 100 each) amounting to a total cost of Baht 2.26 million.  As a result, the Company now holds 485,275 ordinary shares in Sea Minerals Limited, representing 67.40% and the status of Sea Minerals Limited is changed from an associated company to a subsidiary company.

In April, 2005, the Company made an additional investment in the ordinary shares of Sea Minerals Limited for 117,360 shares at Baht 6 each (par value at Baht 100 each) amounting to a total cost of Baht 0.70 million.  As a result, the Company now holds 602,635 ordinary shares in Sea Minerals Limited, representing 83.70%.

Since such change has no significant effect to the financial statement of the year 2004, the Company had not retrospectively adjusted the comparative financial statement for the year 2004.

Summary of Sea Minerals Limited’s share capital, 720,000 ordinary shares of Baht 100 each, held by Tongkah Harbour Public Company Limited as follow :
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No. of share
Percentage of holding
Status
Before year 2004
72,000
10.0%
Investment

Year 2004
259,200
36.0%
Associate company

Year 2005
602,635
83.7%
Subsidiary company

At the Extraordinary Shareholders’ Meeting No. 1/2005 on 20th May, 2005 and No. 2/2005 on 10th June, 2005, the shareholders of Master Mariners Service Company Limited had a special resolution to dissolve its operation.  The subsidiary company registered the dissolution with the Ministry of Commerce on 24th June, 2005, and registered liquidation on 18th October, 2005.

At the Extraordinary Shareholders’ Meeting No. 1/2005 on 20th May, 2005 and No. 2/2005 on 10th June, 2005, the shareholders of Mining and General Management Company Limited had a special resolution to dissolve its operation.  The subsidiary company registered the dissolution with the Ministry of Commerce on 24th June, 2005, and registered liquidation on 18th October, 2005.

11.
LONG-TERM INVESTMENT IN TIN MINING

(Unit : Thousand Baht)

2005
2004
Cost of tin mining rights
24,319
24,319

Less: Accumulated amortization

(24,319)

(23,588)
Tin mining rights-net

-


731
Amortization for the year

731

972
As at the balance sheet date, the mining rights granted to the Company were as follows:



Area



Mining right no.
Rai
Ngan
Sq. Wah
Expiry date

18066/13050
5,626
1
77
19th May, 2006


18071/13369
2,362
1
39
28th March, 2008


18064/13448
3,883
3
73
28th July, 2008


18065/13449
2,901
0
68
28th July, 2008

12.
INVESTMENT IN ANDESITE MINING

The balance of investment in andesite mining in Saraburi Province as at 31 December consists of the following:

(Unit : Thousand Baht)

2005
2004

Land and land improvements
27,470
26,703

Other development expenses

23,653

23,653
Total investments in andesite mining
51,123
50,356

Less: Accumulated amortization

(8,975)

(8,112)
Investments in andesite mining - net

42,148

42,244
Amortization for the year

863

863
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Other development expenses are mainly expenses for filing applications for mining licenses, consultants’ fees and exploration and development expenses.

The cost of land and land improvements is the cost of land title deeds and land possessory rights (Nor. Sor. 3 and Nor. Sor. 3 Kor) which are in the name of a related company.  These have to be transferred to the Company by June 1998 and June 2001, according to the Sale and Purchase Agreement and Assignment of Claim made with that related company.  However, due to the tight liquidity in the financial markets, the Company decided to postpone the transfer of the land possessory rights to be in the name of the Company as such transfer would incur a substantial sum in fees.

Some of the land possessory rights (Nor. Sor. 3 and Nor. Sor 3 Kor) have been pledged to a bank by the related company to secure credit facilities for the Company’s exclusive use, and some are pledged to secure bank guarantees of the Company and its subsidiary and related companies.

As at the balance sheet date, the mining rights granted to the Company are as follows:



Area



Mining right no.
Rai
Ngan
Sq. Wah
Expiry date

28676/15268
88
3
81
May, 2009


28675/15632
154
2
67
January, 2007

13.
LONG-TERM INVESTMENT IN GOLD MINING

As at 31 December long-term investment in gold mining represented the exploration expenditures and development costs for the gold mining project of Tungkum Limited (a subsidiary) and consists of the following:

(Unit : Thousand Baht)

2005
2004
Exploration expenditures

Balance as at beginning of period
230,323
225,637

Expenditure incurred during the period

-


4,686

Balance as at end of period

230,323

230,323

Development costs

Professional consultant service
8,319
-

Mine development cost
9,980
-

Other capitalized expenditures

6,299

-




24,598

-


Land purchase
42,118
35,605

Special prospecting license fee and other initial costs
6,206
6,206

Mining lease application fees and related expenses
5,575
5,575

Benefit to the Department of Primary Industries and Mines

12,290

12,290

Interest cost

82,832

78,316



403,942

368,315
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Please refer to the operational progress on Tungkum Limited as appeared on Note 1 of these notes to financial statement.

As at the balance sheet date, the gold mining rights granted to the Company are as follows:



Area



Mining right no.
Rai
Ngan
Sq. Wah
Expiry date

26968/15574
130
3
66
January, 2028


26969/15575
241
1
96
January, 2028


26970/15576
220
1
70
January, 2028


26971/15558
281
2
20
September, 2027


26972/15559
205
3
4
September, 2027


26973/15560
211
-
8
September, 2027

During 2005, the interest cost of borrowing from the Company and a financial institution relating to exploration and development amounted to Baht 4.5 million (2004 : Baht 4.8 million).  This was capitalized and included in the exploration expenditures and development costs.

14.
LONG-TERM INVESTMENT IN LE METRO CONDOMINIUM PROJECT

(Unit : Thousand Baht)



2005
2004
Cost of land
78,996
78,996

Revaluation surplus recorded in 1995
334,477
334,477

Devaluation in 1999
(4,903)
(4,903)

Bored piles work
40,475
40,475

Architectural design service
12,376
14,295

Others

7,944

7,944


469,365

471,284
Land awaiting development represents the land of a subsidiary company, on which that subsidiary company intended to develop a serviced residential building - Le Metro Condominium.
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According to the report of this independent appraisal company dated 14 July 1999, the fair market value of the land is approximately Baht 409 million.  The subsidiary company therefore reflected the newly reappraised value in its accounts.  During the year 2003 a company offered to purchase such land at the price of Baht 422 million.  And at the end of the year 2004, the Company drafted a letter of intent to enter a joint venture to develop a serviced residential building on the said land with a joint investor, whereby the Company can bring in the said land as its investment, at book value.  In addition, end of year 2005, the Company has the land reappraised by an independent appraisal company.  According to the report of this independent appraisal company dated 10th November, 2005, the fair market value of the land was approximately Baht 409 million equal the previous reappraised value.  As at the balance sheet date, the Company and the subsidiary company believe that the current fair market value of the land was not significantly different from the previously reappraised value.

The plot of land awaiting development was mortgaged for credit facility of related company.

The progress report dated 4th March, 2003 of the Company as submitted to the Stock Exchange of Thailand reported that the subsidiary company land, situated on the Ratchadapisek Road, Bangkok, had a permit to build an office and residential tower, which was expired on 3rd November, 2004.  Currently District office has extended the timeline to be till 4th November, 2006.

The project construction started in September, 2003 with the estimated cost (excluding cost of land) of Baht 905 million.  In regard to the project progress, the piling work process was completed.  Please also refer to the operational progress section of Sky Cliff Limited as appeared on Note 1 of these notes to financial statement.

15.
PROPERTY, PLANT AND EQUIPMENT - NET

(Unit : Thousand Baht)



Consolidated





Building,

Furniture








Land and
temporary building

and office
Machinery
Dredge major

Work in



Land
improvement
and dry dock
Vehicles
equipment
and equipment
components
Others
progress
Total
At cost

As at 1st January, 2005
61,740
991
71,450
43,348
13,018
49,422
1,229
4,184
10,787
256,169
Purchase
-
-
-
77,874
1,947
12,285
-
709
137,865
230,680

Disposal
-
-
-
(13,971)
-
-
(1,229)
-
-
(15,200)

Transfer in (out)

-
-
-
-
-
(1,885)
-
-
1,885
-

As at 31st December, 2005

61,740
991
71,450
107,251
14,965
59,822
-
4,893
150,537
471,649
Accumulated depreciation










As at 1st January, 2005
-
842
8,497
20,077
8,952
27,141
1,229
1,622
-
68,360

Depreciation for the year
-
99
4,699
12,666
1,765
4,748
-
91
-
24,068

Disposal

-
-
-
(1,378)
-
-
(1,229)
-
-
(2,607)
As at 31st December, 2005

-
941
13,196
31,365
10,717
31,889
-
1,713
-
89,821
Net book value











As at 31st December, 2005

61,740
50
58,254
75,886
4,248
27,933
-
3,180
150,537
381,828
As at 31st December, 2004

61,740
149
62,953
23,271
4,066
22,281
-
2,562
10,787
187,809
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Depreciation included in the earnings statements for the year was as follow:

(Unit : Thousand Baht)


Consolidated



2005
2004

Included in production costs
6,223
6,228

Included in selling and administrative expenses
17,378
10,902
Included in exploration expenditures and development costs

467

-



24,068

17,130

The gross carrying amount of the fully depreciated of plant and equipment that are still in use are Baht 18,033,901 (2004 : Baht 20,730,963).

Details of property, plant and equipment for 2005 financial statements of the Company only are as follows:

 (Unit : Thousand Baht)



The Company Only






Building,

Furniture





Land and
temporary building
Motor
and office
Machinery





Land
improvement
and dry dock
Vehicles
equipment
and equipment
Others
Total
At cost:

As at 1st January, 2005

53,066
991
63,995
16,409
6,192
6,164
1,516
148,333

Purchase

-
-
-
6,475
1,054
16
11
7,556

As at 31st December, 2005


53,066
991
63,995
22,884
7,246
6,180
1,527
155,889
Accumulated depreciation:










As at 1st January, 2005

-
842
7,001
10,443
4,455
3,937
1,044
27,722

Depreciation for the year

-
99
3,208
3,116
380
493
91
7,387
As at 31st December, 2005

-
941
10,209
13,559
4,835
4,430
1,135
35,109
Net book value:










As at 31st December, 2005

53,066
50
53,786
9,325
2,411
1,750
392
120,780
As at 31st December, 2004

53,066
149
56,994
5,966
1,737
2,227
472
120,611
Depreciation included in the earnings statements for the year was as follow:

(Unit : Thousand Baht)


The Company Only



2005
2004
Included in production costs
2,435
2,440

Included in selling and administrative expenses

4,952

4,488



7,387

6,928

The gross carrying amount of the fully depreciated of plant and equipment that are still in use are Baht 10,901,031 (2004 : Baht 9,845,872).
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16.
OTHER NON-CURRENT ASSETS

Cholsin Limited (a subsidiary) has other non-current assets amounting to Bath 30.5 million related to its underground gold mining operations at Toh Moh District, Narathiwad Province, Thailand. The subsidiary set aside a full provision for loss on impairment in value of these assets in its accounts since it ceased its gold mining operation.

17.
TRADE ACCOUNT PAYABLE - OTHERS

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Trade account payable - construction cost of 

Le Metro Condominium Project
5,879
10,002
-
-

Trade account payable - andesite mining operations
238
407
238
407

Trade account payable - tin mining operations

246

1,173

246

1,174


6,363

11,582

484

1,581
18.
LONG-TERM LOANS

On 29 March 2001, the Company entered into a debt restructuring agreement with a local bank to restructure overdrafts of approximately Baht 5 million and long-term loans of approximately Baht 5 million, totaling approximately Baht 10 million. The bank allows the Company to repay the loan on a quarterly basis at the times and amounts stipulated in the agreement commencing in March 2003 and within March 2011. The loan carries interest at MLR per annum.

On 11 April 2001, the Company entered into a debt restructuring agreement with another local bank to restructure overdrafts and related accrued interest, totaling Baht 35 million. The bank allows the Company to repay the loan in 60 monthly installments of Baht 0.6 million each, commencing in April 2003. The loan carries interest at MLR per annum. The Company also raised an additional loan of Baht 6 million from the bank in order to settle all the outstanding balance of loans from a finance company. Such additional loan carries interest at MLR per annum, and is to be repaid in 60 monthly installments of Baht  0.1 million each, commencing in April 2003. In order to supplement its collateral to the bank, the Company redeemed the land mortgaged with the finance company and pledged it to the bank instead.

On 29 June 2001, one of its subsidiary companies entered into a debt restructuring agreement with a local bank to restructure overdrafts and related accrued interest, totaling approximately Baht 8 million. The bank allows the subsidiary company to repay the loan in 60 monthly installments of Baht 0.13 million each, commencing in July 2003. The loan carries interest at MLR per annum.

On 16 July 2001, the Company entered into a debt restructuring agreement with another local bank to restructure overdrafts and related accrued interest totaling approximately Baht 17 million. The bank allows the Company to repay the loan in 96 monthly installments at the times and amounts stipulated in the agreement commencing in July 2003 and within June 2011. The loan carries interest at MLR plus 1% per annum.
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On 25th February, 2004, the Company entered into loan agreements of Baht 48 million for settled the amount of other payable - purchase of new office building with a local bank.  This loan bears interest at the rate of MLR plus 1% per annum and is due for monthly repayment of Baht 572,000 each, commencing in March, 2004.

As at 31st December, the outstanding loans can be summarized as follows:

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Long-term loans
77,094
97,200
73,117
91,632

Less : Current portion of long-term loans

(21,111)

(20,711)

(19,520)

(19,120)
Long-term loans - net

55,983

76,489

53,597

72,512
19.
CREDIT FACILITIES

Credit facilities of the Company and its subsidiary companies granted by local financial institutions are secured by the mortgages/pledges listed below.

1.
Certain plots of land and construction thereon of the Company.

2.
Certain plots of land awaiting development and construction thereon of a subsidiary company.

3.
Some of land possessory rights (Nor. Sor. 3 and Nor. Sor. 3 Kor).

4.
Machinery and equipment of its subsidiary company.

5.
New office building

20.
HIRE PURCHASE CREDITORS - NET

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Hire purchase creditor
44,026
18,677
862
2,013

Less :
Deferred interest
(3,496)
(877)
(88)
(229)


Deferred input VAT

(1,810)

-


-


-


38,720
17,800
774
1,784
Less : Current portion of hire purchase creditor

(12,365)

(5,976)

(440)

(1,248)
Hire purchase creditor - net

26,355

11,824

334

536
Hire purchase creditor incurred from the purchase of vehicle.
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21.
PROVISION FOR ENVIRONMENTAL RESTORATION EXPENSES

(Unit : Thousand Baht)


Consolidated


The Company Only


2005
2004
2005
2004

Provision for mine restoration
2,403
-
250
-
Less : Charged to the statement of income

(157)

-


(63)

-

Balance as at end of period

2,246

-


187

-

Provision for forest restoration
8,157
-
-
-
Less : Charged to the statement of income

(1,360)

-


-


-

Balance as at end of period

6,797

-


-


-

The quarrying operations of the Company and the gold mining operations of a subsidiary company must follow the regulations of the office of Environmental Policy and Planning regarding environmental protection and rehabilitation of the concession areas, and take such measures in these areas as were proposed by them in their environmental impact assessment.
And the subsidiary company is committed to pay fees for 10 - years’ land use, started on 31st August, 2000 which is to be paid within 10 years.

22.
SHARE CAPITAL

22.1
At the Ordinary Shareholders’ Meeting No. 10/2004 on 26th April, 2004, had resolved to decrease the Company’s registered share capital from Baht 599.92 million (599.92 million shares of Baht 1 each) to Baht 505.55 million (505.55 million shares of Baht 1 each).  At the same time it had also resolved to increase the Company’s registered share capital from Baht 505.55 million to Baht 605.55 million by issuing 100 million shares of Baht 1 each.

The Company registered the decrease and increase in shares capital with the Ministry of Commerce on 6th and 10th May, 2004 respectively.

Private Placement (PP)

On 23rd June, 2004, the Company issued the ordinary shares (PP) and received the share settlement of 49,285,700 shares at Baht 2.8 per share in the total amount of Baht 137,999,960.

On 30th September, 2004 the Company issued the ordinary shares (PP) and received the share settlement of 50,714,300 shares at Baht 2.5 per share in the total amount of Baht 126,785,750.
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Employee Stock Option (ESOP) Implementation

On 16th April, 2004, the Company issued the ordinary shares in respect of Employee Stock Option Implementation Plan and received the share settlement of 21,903,000 shares at Baht 0.734 per share in the total amount of Baht 16,076,802.

The above PP and ESOP can be summarized as follows:






Share premium

Issue date
No. of shares
Baht per share
Amount
(Share discount)
April, 2004
21,903,000
0.734
16,076,802
(5,826,198)

June, 2004
49,285,700
2.8
137,999,960
88,714,260

September, 2004

50,714,300
2.5
126,785,750

76,071,450


121,903,000

280,862,512
158,959,512
22.2
At the Ordinary Shareholders’ Meeting No. 11/2005 on 4th March, 2005, the Company’s shareholders had resolved to increase the Company’s registered share capital from Baht 605.55 million (605.55 million shares of Baht 1 each) to Baht 756.94 million (756.94 million shares of Baht 1 each) by issuing the additional 151.39 million ordinary shares of Baht 1 each.

The Company issued the above ordinary shares to the Company’s former shareholders and received the share subscription of 151.39 million shares at Baht 1.71 per share in the total amount of Baht 258.87 million.






Share premium

Issue date
No. of shares
Baht per share
Amount
(Share discount)
April, 2005
151,387,893
1.71
258,873,297
107,485,404

The Company registered the above change of share structure with the Ministry of Commerce on 16th March, 2005 and on 12th April, 2005, respectively.

23.
SHARE PREMIUM - NET

(Unit : Thousand Baht)


2005
2004
Share premium
550,626
443,141
Share discount

(62,926)

(62,926)
Share premium - net

487,700

380,215
24.
DIRECTORS’ REMUNERATION

Directors’ remuneration represents the benefits paid to the Company’s directors in accordance with Section 90 of the Public Limited Companies Act.
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25.
IMPAIRMENT OF ASSETS RELATING TO OPERATIONS OF ANDESITE QUARRY

The operations of the andesite quarry of the Company and its subsidiary company has suffered persistent losses.  Given this, the Company and its subsidiary company considered whether there had been impairment of the value of their property, plant and equipment, and investment relating to the operations of the quarry, of which the net book value as at the balance sheet date was approximately Baht 64.1 million and approximately Baht 46.6 million for the Company only (2004 : approximately Baht 69.9 million and Baht 49.4 million for the Company only).  To this end, cash flows from the quarry were projected, using a discounted rate of 7 percent.  These projected cash flows suggested that the future cash flows would be in excess of the net book value of the related assets as at the balance sheet date. The Company and the subsidiary company believe that the future projected cash flows from the quarry would not be significantly different from the projection and will exceed the net book value of the assets as at the balance sheet date.

26.
FINANCIAL INFORMATION BY SEGMENT

The Company’s and its subsidiaries’ core business is mining, which includes tin mining operations in Phuket Province, andesite mining operations in Saraburi Province, and gold exploration and development in Loei Province.  The Company also has an investment in a subsidiary, Sky Cliff Limited, whose main asset is a plot of land in Bangkok.  Plans to develop a serviced apartment building on the land which has been started in September, 2003, please refer to Note 1 of the financial statements for further information on the status of the project.

Sales and cost of sales broken down by segment for the years were presented in the earnings statements for the periods. A breakdown of the assets of the Company and its subsidiary by segment as at the balance sheet date is presented below


(Unit : Million Baht)



Mining Business



Gold exploration and


development of gold





Tin Mining


mining project


Andesite Mining


Property Business


Eliminated


Total



2005


2004


2005


2004


2005


2004


2005


2004


2005


2004


2005


2004

Investment in other projects

Tin mining
-
0.7
-
- 
-
- 
-
- 
-
- 
-
0.7

Andesite mining
-
- 
-
- 
42.1
42.2
-
- 
-
- 
42.1
42.2

Gold mining
-
- 
391.6
368.3
-
- 
-
- 
-
- 
391.6
368.3

Phuket project
-
- 
-
- 
-
- 
7.0
7.0
-
- 
7.0
7.0

Le Metro Condominium project
-
- 
-
- 
-
- 
469.4
471.3
-
- 
469.4
471.3

Property, plant and equipment - net
116.3
113.4
233.8
33.9
22.0
27.7
9.7
12.8
-
- 
381.8
187.8

Other assets

1,123.7

1,007.3

64.5

131.9

48.7

49.3

  -


-


(1,140.9)
(1,013.2)

96.0

175.3
Total assets

1,240.0

1,121.4

689.9

534.1

112.8

119.2

486.1

491.1

(1,140.9)
(1,013.2)

1,387.9
1,252.6
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27.
PROMOTIONAL PRIVILEGES

By virtue of the provisions of the Board of Investment Promotion Act, B.E. 2520, Tungkum Limited (a subsidiary company) was granted certain promotional privileges in respect of gold mining and production under the promotion certificate No. 1108/2546 dated February 25, 2003.  Under these privileges, the subsidiary company has received exemption from certain taxes and duties as detailed in the certificate, including exemption from corporate income tax from the date of commencement of earnings revenue for the period of 8 years.  In addition, Tungkum Limited was awarded the privileges to pay only 50 percent of income tax on net taxable income of promoted business for the period of 5 years after the expiration of corporate income tax exemption.

As a promoted industry, the subsidiary company is required to comply with certain terms and conditions as specified in the promotion certificate.

28.
COMMITMENTS AND CONTINGENT LIABILITIES

Guarantee

28.1
As at 31st December, 2005, the Group has an outstanding bank guarantees amounting to approximately Baht 3.6 million (2004 : Baht 3.06 million) and for the Company only had outstanding guarantees amounting to approximately Baht 0.9 million (2004 : Baht 0.6 million). The guarantees were issued by banks on behalf of the Company and its subsidiary companies in respect of certain performance bonds as required in the ordinary course of the businesses of the Company and its subsidiary companies.

Litigation

28.2
Certain companies initiated legal action against the Company and its contractor, claiming compensation of approximately Baht 299 million, in connection with tin dredging conducted by the Company and its contractor in the Bangtao Bay concession area. This activity purportedly caused land erosion in the area where those companies are situated.

On 7th December, 1999, the Civil Court ruled that the lawsuit against the Company and its contractor was dismissed, and they would not have to make payment of the above compensation. In March, 2000, the plaintiff lodged an appeal with the Appeal Court, claiming compensation of approximately Baht 175 million, and the Company filed a statement to defend the appeal on 24th April, 2000.

On 29th March, 2002, the Appeal Court judged to stand firm with the Civil Court’s ruling to dismiss the case. However, the plaintiff lodged an appeal to the Supreme Court on 26th April, 2002.  The Company has counter appealed and was accepted by the Supreme Court on 2nd July, 2002.

On 20th December, 2005, the Supreme Court judged to stand firm with the civil court’s ruling to dismiss the case.
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Commitments and contingent liabilities as a result of quarrying and gold mining operations

28.3
A subsidiary company entered into a Memorandum of Understanding with the Kao - luang local council in Loei province. The memorandum included an agreement to compensate for any damage to the environment caused by its gold mining operation.

28.4
Under the agreement with the Forestry Department and the Agricultural Land Reform Office (ALRO), a subsidiary company has the following commitments and contingent liabilities regarding its gold mining operations.

The subsidiary company has to pay the land usage fee at rate of 2.5% of gold production to the Agricultural Land Reform Office (ALRO).  The subsidiary company is appealing to the Ombudsman of Thailand to rule against this levy as this is double charged with the fee charged by the DMR in Note 28.5.  In addition the ALRO fee was not mentioned in the concession agreement.

The Ombudsman of Thailand had informed on 17th February, 2004, judged to pay above fee to ALRO.

The subsidiary company must follow the regulations of the Forestry Department regarding environmental protection and rehabilitation of the concession areas, and is liable for damage of the environment up to Baht 0.8 million.  There were outstanding bank guarantees issued by a bank on behalf of the Company.

28.5
Under the concession agreement for exploration and development of gold mining entered into by the subsidiary company and the Department of Mineral Resources (DMR), upon receiving the first batch of mining license, the subsidiary company shall give the right to the Government for purchasing the ordinary shares at the rate of 5 to 10 percent of the registered share capital at par value, and pay the royalty to DMR at the rate of 2.5 percent, and distribute 1.5 percent of gold ore production to DMR.

Construction and other services agreements

28.6

As at 31st December, 2004, a subsidiary company had commitments resulting from entering into consultancy services agreements with various suppliers in respect of Le Metro Condominium project construction amounting to Baht 3.3 million.

28.7
As at 16th December, 2003, a subsidiary company entered into security access system supply contract with a company amounting to USD 0.51 million.
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Others

28.8
Under an agreement between the Company and a subsidiary’s minority interest, the Company is committed to release from mortgage a part of the subsidiary’s land awaiting development in proportion to the minority interest’s shareholding. The commitment is in relation to the subsidiary’s mortgage of the land to secure the credit facilities of Baht 30 million granted by a bank to the Company.

28.9
A subsidiary company has guaranteed Baht 15 million bank overdraft facilities for the Company since the Company has provided advances and loans to the subsidiary company for working capital purpose.

29.
Financial instruments
Financial risk management and policies
The Company and its subsidiaries are exposed to risks from changes in market interest rates and from nonperformance of contractual obligations by counterparties. The Company and its subsidiaries do not use derivative instruments to manage such risks.

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 relate primarily to lending and borrowings.  The Company and its subsidiaries do not use derivative financial instruments to hedge such risk.

Foreign currency risk
The Company and its subsidiaries are not exposed to foreign currency risk because the Company and its subsidiaries have no material transactions denominated in foreign currencies.

Credit risk
The Company is exposed to credit risk primarily with respect to trade accounts since the majority of sales are supplied to a limited number of customers. However, due to those customers’ creditworthiness, the Company does not anticipate material losses from its debt collection.

Fair value
The management believe that the fair value of the Company and its subsidiaries financial assets and liabilities does not materially differ from their carrying value.

30.
APPROVAL OF FINANCIAL STATEMENTS

These financial statements have been approved by the Company’s board of directors.
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