(UNAUDITED BUT REVIEWED)


VINYTHAI PUBLIC COMPANY LIMITED

NOTES TO INTERIM FINANCIAL STATEMENTS

1.
GENERAL INFORMATION


1.1
Basis of preparation of interim financial statements



These interim financial statements are prepared in accordance with Accounting Standards Pronouncement No. 41 “Interim financial statements”, with the Company choosing to present condensed interim financial statements. However, additional line items are presented in the balance sheets, and the earnings statements, changes in shareholders’ equity, and cash flows as in the annual financial statements.



The interim financial statements are intended to provide information additional to that included in the latest annual financial statements. Accordingly, they focus on new activities, events and circumstances so as not to duplicate information previously reported. These interim financial statements should therefore be read in conjunction with the latest annual financial statements.


1.2
Significant accounting policies



The interim financial statements are prepared using the same accounting policies and methods of computation as were used for the financial statements for the year ended 31 December 2005.

2.
CASH AND CASH EQUIVALENTS

Cash and cash equivalents as at June 30, 2006 and December 31, 2005 are as follows:

	
	(Unit : Thousand Baht)

	
	30 June
2006
	31 December 
2005

	
	
	

	  Cash on hand
	1,938
	2,757

	  Cash at banks - current accounts and saving accounts
	1,091,807
	388,881

	  Fixed deposits   
	-
	552,365

	  Promissory notes
	-
	100,736

	    Bank of Thailand bonds
	999,243
	1,797,090

	  Total
	2,092,988
	2,841,829


3.
DEPOSIT RESERVED FOR SERVICING BONDS

In connection with the issuance of the bonds discussed in Note 7, the Company is required to maintain a debt service reserve account with the bondholders’ representative. On a monthly basis (except in the month in which the bonds are to be redeemed), the Company is to deposit an amount equal to at least one fifth of the bond principal due for redemption under the next installment. This is to ensure that on the last day of the month prior to the month in which the bonds are to be redeemed, the Company will have sufficient cash for the repayment of the principal due to the bondholders.

By the resolution of the bondholder passed on 24 March 2006, the Company was granted a wavier from its obligation to deposit an amount equal to at least one fifth of the bond principal due for redemption under the next installment in the debt service reserve account on a monthly basis. The Company has already deposited the amount equal to the total principal and interest to be paid at the last installment to the bondholders to the debt service reserve account.
4.
TRADE ACCOUNTS RECEIVABLE 


As at 30 June 2006 and 31 December 2005, the aging of the outstanding balance of accounts receivable was as follows :-

	
	
	(Unit : Thousand Baht)

	
	
	Accounts Receivable
	

	
	Unrelated Parties
	Related Parties
	Total

	
	30 June 2006
	31 December 2005
	30 June 2006
	31 December 2005
	30 June 2006
	31 December 2005

	Current receivables
	1,281,706
	1,326,554
	198,381
	169,244
	1,480,087
	1,495,798

	Past due receivables 
	
	
	
	
	
	

	  Less than 3 months
	102,946
	134,937
	893
	-
	103,839
	134,937

	  3 - 6 months
	3,197
	781
	31
	-
	3,228
	781

	  6 - 12 months
	55
	-
	-
	-
	55
	-

	  More than 12 months
	-
	7,668
	-
	-
	-
	7,668

	Total
	1,387,904
	1,469,940
	199,305
	169,244
	1,587,209
	1,639,184

	Less : Allowance for doubtful accounts
	
	(15,000)
	(23,000)

	Trade accounts receivable - net
	
	
	1,572,209
	1,616,184


5.
RELATED PARTY TRANSACTIONS

During the period, the Company had significant business transactions with its associated and related companies (related by way of holding interest, common shareholders and/or common directors). These transactions were in the ordinary course of business of the Company and in accordance with prices and rates stipulated in the relevant agreements with those companies. Significant transactions with those related companies are summarised below.

	
	(Unit : Million Baht)

	
	For the three-month periods
	For the six-month periods
	

	
	ended 30 June
	ended 30 June
	Pricing policy

	
	2006
	2005
	2006
	2005
	

	1.  
Sales of finished products
	
	
	
	
	

	
Related companies :
	
	
	
	
	

	Cppc Public Company Limited 

   
and Charoen Pokphand Group companies
	140
	155
	311
	246
	Market prices

	Solvay S.A. and Solvay Group companies
	34
	1
	39
	11
	Market prices

	Peroxythai Co., Ltd.
	18
	12
	34
	25
	Market prices

	PTT Chemicals Public Company Limited
	4
	4
	8
	8
	Market prices

	2.  
Others income
	
	
	
	
	

	Related companies :
	
	
	
	
	

	Peroxythai Co., Ltd.
	0.4
	0.5
	0.8
	0.9
	Market prices

	Solvay S.A. and Solvay Group companies
	0.7
	0.2
	1.2
	0.5
	Market prices

	3.  
Dividend income
	
	
	
	
	

	Related company :
	
	
	
	
	

	PTT Chemicals Public Company Limited
	-
	67
	-
	67
	By resolution of shareholders’ meetings of related company

	4.  
Purchase of raw materials
	
	
	
	
	

	Associated company :
	
	
	
	
	

	Pimai Salt Co., Ltd.
	50
	47
	96
	90
	Contract prices of salt which approximate production costs

	Related company :
	
	
	
	
	

	PTT Chemicals Public Company Limited
	955
	685
	1,745
	1,524
	Average of Ethylene market prices in major regions worldwide.

	5.  
Purchase of spare parts, services expenses and others
	
	
	
	
	

	Related companies :
	
	
	
	
	

	Solvay S.A. and Solvay Group companies
	6.9
	7.4
	9.9
	19.3
	Market prices

	Peroxythai Co., Ltd.
	0.2
	0.1
	0.3
	0.3
	Market prices

	6.  
Royalty expenses and technical assistance servics
	
	
	
	
	

	Related company :
	
	
	
	
	

	Solvay S.A. and Solvay Group Companies
	61
	18
	97
	40
	Contract prices at normal market rates and contract prices and conditions that have been approved by meetings of the shareholders.

	7.  
Commission expenses 
	
	
	
	
	

	Related companies :
	
	
	
	
	

	Solvay S.A. and Solvay Group companies
	0.2
	0.4
	0.7
	1.6
	Normal market rates



The outstanding balances of the transactions are shown separately as related parties items in the balance sheets.

6.
INVESTMENT ACCOUNTED FOR UNDER EQUITY METHOD

This represents an investment in Pimai Salt Company Limited, a 28.49% owned associated company. 
	
	(Unit : Thousand Baht)

	
	30 June
2006
	31 December 
2005

	
	
	

	  Investment - at cost
	397,678
	397,678

	  Accumulated share of loss in
	
	

	     associated company
	(10,426)
	(20,161)

	  Investment in associated company - equity method
	387,252
	377,517



The Company recognised its share of profit and loss from investment in the associated company based on the financial statements for the three-month and six-month periods ended 30 June 2006, which were prepared by the associated company’s management but not reviewed by its auditor. However, the Company’s management does not expect any material adjustment to such financial statements would be required if they were to be reviewed by an auditor.
7.
BONDS

On 26 February 2001, the Company issued Baht 7,400 million of five-and-a-half-year bonds (7,400,000 units with a par value of Baht 1,000 each) maturing on 26 August 2006 to institutional investors or investors meeting specific criteria. Principal and interest are repayable twice a year, on 26 February and 26 August, and the bonds bear interest at a fixed rate for the 1st - 18th months from the date of bond issuance and then at the MLR of Bangkok Bank Public Company Limited from the 19th month until maturity.

Under the conditions of the bond issuance, the Company has to comply with certain obligations stipulated in the rights and obligations of the Company and the bondholders and by resolution of bondholders’ meetings. Among others, these include the maintenance of a debt to equity ratio of not more than 2 : 1 and that the Company will not implement any reduction in its paid-up capital unless such reduction is authorized by a resolution of a meeting of the bondholders. In addition, any dividend payment is not to exceed 40 percent of the net profit of the Company unless approval has been granted by a meeting of the bondholders. Moreover, the Company is not to pay a cash dividend until redemption of the bonds is complete. As at 30 June 2006, the Company had a debt to equity ratio of 0.31 :1 (31 December 2005 : 0.24 : 1), which did not exceed the required ratio.

In addition, the two major shareholders of the Company have entered into a Shareholders’ Support Agreement to provide cash deficiency support for servicing debt in an amount not exceeding Baht 800 million as security for the bondholders.


The Company has mortgaged its fixed assets and pledged its debt service reserve account with the bondholders’ representative.

By a resolution of the bondholders’ meeting passed on 9 July 2003, the Company was given consent to reduce its paid-up capital in order to offset its deficit, so that it would be in a position to legally pay dividends to its shareholders. However, such consent is granted on the condition that the Company not pay a cash dividend until redemption of the bonds is complete.
By the resolution of the bondholder passed on 24 March 2006, the Company was granted consent to the distribution of a cash dividend not exceeding Baht 688 million to the Company's shareholders in respect of the 2005 earnings. In exchange for the consent to make a cash dividend payment, the Company is to deposit an amount equal to the total principal and interest to be paid to the bondholders in the debt service reserve account, until the redemption date of 26 August 2006.
8.
LONG-TERM LOAN

To finance expansion projects, on 20 June 2005 the Company entered into a Baht 2,000 million long-term loan agreement with a local bank. This is a ten-year term loan which, after a two-year grace period is to be repaid in sixteen equal semi-annual installments, commencing 31 December 2007 with the loan maturing on 30 June 2015.  The loan carries interest at a fixed rate for the 1st - 2nd years from the first drawdown date and then at a rate linked to the MLR of Bangkok Bank Public Company Limited. As at 30 June 2006, the Company has drawn down a total of Baht 2,000 million from such facility.
Under the loan agreement, the Company is to maintain the following financial covenants:-
a) A Debt to Equity Ratio not higher than 1.5 : 1.
b) A Debt Service Coverage Ratio not lower than 1 : 1.
9.
SHARE CAPITAL/ DIVIDEND

In accordance with resolutions of the Annual General Meeting of shareholders passed on 27 April 2005, the Company had to implement the following :-

a) Reduce registered capital from 5,689,021,122 Baht (948,170,187 ordinary shares with a par value of Baht 6 each) to 5,688,928,530 Baht (948,154,755 ordinary shares with a par value of Baht 6 each) by means of eliminating the 15,432 unissued shares.

b) Increase registered capital from 5,688,928,530 Baht (948,154,755 ordinary shares with a par value of Baht 6 each) to 7,111,160,664 Baht (1,185,193,444 ordinary shares with a par value of Baht 6 each) through the issuance of 237,038,689 new ordinary shares with a par value of Baht 6 each, to support the issuance of warrants to PTT Chemical Public Company Limited (formerly known as “Thai Olefins Public Company Limited”).

The increase in the Company’s registered capital was registered with the Ministry of Commerce on 12 May 2005. 
c) Issue warrants to PTT Chemical Public Company Limited, free of charge.

These warrants are divided into two series, series I warrants of 118,519,344 units exercisable from 15 August 2005 to 25 November 2005, and series II warrants of 118,519,345 units exercisable from 1 November 2005 to 25 November 2005. Both series have a conversion ratio of one warrant per one ordinary share and a conversion price of Baht 11.50 per share.

The warrants in both series contain Mandatory Conversion options, which entitle the Company to force conversion of the warrants in order to finance the expansion projects, pursuant to the terms of the warrants and Warrant Issue Agreement dated 28 February 2005 between the Company and PTT Chemical Public Company Limited.
The Company issued such warrants on 31 May 2005.

d) Reserve 237,038,689 new ordinary shares with a par value of Baht 6 each for the conversion of the warrants issued to PTT Chemical Public Company Limited.

PTT Chemical Public Company Limited exercised the series I warrants and the series II warrants on 31 August 2005 and 30 November 2005, converting them to 118,519,344 and 118,519,345 new ordinary shares, respectively, at a conversion price of Baht 11.50 per share. The Company registered the increases in its paid-up capital with the Ministry of Commerce on 1 September and 30 November 2005, respectively.
e) Paid a dividend of Baht 0.35 per share to the Company's shareholders in respect of the 2004 earnings (totaling Baht 331,854,164). The dividend was distributed on 27 May 2005.
In accordance with resolutions of the Annual General Meeting of shareholders passed on 25 April 2006, the Company was to distribute a cash dividend of Baht 0.58 per share to the Company's shareholders in respect of the 2005 earnings (totaling Baht 687,412,198) which the dividend was distributed on 24 May 2006 and the Company was to set aside a statutory reserve at 5 percent of the 2005 net profit (totaling Baht 119,520,664).
10.
BASIC EARNINGS PER SHARE

Basic earnings per share is determined by dividing net earnings for the period by the number of ordinary shares in issue during the period.

11.
STATEMENTS OF CASH FLOWS


For the purpose of the statements of cash flows, cash and cash equivalents include cash in hand and at banks with an original maturity of 3 months or less and without restrictions.

12.
CORPORATE INCOME TAX


No corporate income tax is payable since the tax loss brought forward from the previous period exceeds net earnings for the period.
13.
FINANCIAL INFORMATION BY SEGMENT


The Company’s operations comprise the manufacturing and distribution of PVC and related by-products for both domestic and export markets. For the three-month and six-month period ended        30 June 2006, the export sales represented approximately 25 percent and 24 percent (2005: 24 percent and 31 percent) of total sales. The Company’s operations involve a single industry segment and are carried out from a single geographic area in Thailand.
14.
LEASE AND RENTAL COMMITMENTS

As at 30 June 2006, the Company had the following outstanding lease and rental commitments:-

a)
Lease commitments in respect of land for its plant for a period of 30 years as from 15 June 1989 to 14 June 2019. The outstanding balances of rental commitments are approximately Baht 106 million.

b)
Commitments in respect of motor vehicle operating leases amounted to approximately Baht 16 million, which are repayable within the year 2010. 

c)
Other lease and rental commitments payable in the future are as follows :-

	
	Million Baht

	Payable within 1 year
	36

	Payable between 2 - 10 years
	193

	Total 
	229


15.
OTHER COMMITMENTS


The Company had the following other outstanding commitments:-

a)
The Company has entered into an agreement to purchase raw materials from a related local company. The Company agrees to purchase raw materials at the quantity and price stipulated in the agreement.

b)
The Company has entered into an agreement with an associated company to purchase raw materials produced by this associated company at the quantity and at the price stipulated in the relevant joint venture agreement.

16.
BANK GUARANTEES

As at 30 June 2006, there were outstanding bank guarantees and standby letters of credit totaling Baht 89 million (31 December 2005 : Baht 73million) issued by banks on behalf of the Company, mostly to secure the commitments to purchase machines and raw materials.
17.
APPROVAL OF FINANCIAL STATEMENTS


These financial statements were authorized by the authorised directors on 9 August 2006.
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