(UNAUDITED BUT REVIEWED)

MFEC PUBLIC COMPANY LIMITED AND ITS SUBSIDIARIES
NOTES TO INTERIM FINANCIAL STATEMENTS

FOR THE THREE-MONTH PERIODS ENDED 

31 MARCH 2005 AND 2004

1.
GENERAL INFORMATION


1.1
Basis for the preparation of interim financial statements


These interim financial statements have been 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 statements of earnings, changes in shareholders’ equity and cash flows to bring them into line with the full format used 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
Basis of consolidation



The consolidated financial statements include the financial statements for the three-month period ended 31 March 2005 of the Company and its subsidiary companies and have been prepared on the same basis as that applied for the consolidated financial statements for the year ended 31 December 2004. There have been no changes in the composition of the subsidiaries during the period except for 4Bizinet Company Limited.

	
	Percentage
	

	Subsidiary companies
	of shareholding
	Principal activities

	
	31 March
	31 December
	

	
	2005
	2004
	

	
	%
	%
	

	Promptnow Company Limited
	60.00
	60.00
	Creates entertainment medias for electronics   

   devices

	4Bizinet Company Limited
	51.00
	35.05
	Design, production and sale of internet 

   application

	Advance Intelligence Modernity 

  Company Limited
	51.00
	51.00
	Development and sale of computer software
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The Company invested in the subsidiaries during the third quarter of 2004. Accordingly, there is no consolidated statement of earnings for the three-month period ended 31 March 2004. 


The percentage of total assets and total revenues of the subsidiaries included in the consolidated financial statements are as follows: 

	
	
	Percentage of total revenues

	
	Percentage of total assets
	included in consolidated

	
	included in consolidated
	statement of earnings

	
	balance sheet as at 
	for the three-month period 

	Subsidiary companies
	31 March 2005
	ended 31 March 2005

	Promptnow Company Limited
	0.54
	0.79

	4Bizinet Company Limited
	3.79
	3.95

	Advance Intelligence Modernity 

  Company Limited
	0.29
	0.01



1.3
Joint venture agreement


On 8 September 2003, the Company entered into a joint venture agreement with two local companies to make a combined bid for a computer system project. The joint venture’s bid was successful and work has partially commenced. For the Company’s portion of the work started at the beginning of the fourth quarter of 2004, and most of the work was completed in the first quarter of 2005. All remaining work is expected to be completed within the second quarter of 2005. 

1.4
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 2004.
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2.
TRADE ACCOUNTS RECEIVABLE


The aging of outstanding trade accounts receivable balances as at 31 March 2005 and                    31 December 2004 are as follows: -

(Unit: Thousand Baht)
	
	CONSOLIDATED
	THE COMPANY ONLY

	
	31 March 2005
	31 December 2004
	31 March 2005
	31 December 2004

	Less than 3 months
	232,586
	733,296
	218,046
	728,847

	3 - 6 months
	23,477
	2,946
	23,037
	2,376

	6 - 12 months
	8,923
	26,388
	8,500
	26,155

	More than 12 months
	361
	8,010
	72
	7,721

	Total
	265,347
	770,640
	249,655
	765,099

	Less: Allowance for doubtful
	
	
	
	

	     accounts
	(2,231)
	(2,234)
	(2,140)
	(2,140)

	Trade accounts receivable - net
	263,116
	768,406
	247,515
	762,959


3.
RELATED PARTY TRANSACTIONS


During the periods, the Company had significant business transactions with its subsidiaries (being eliminated from the consolidated financial statement) and related companies (related by the way of common shareholders and / or common directors).  Such transactions are summarised below: -

 (Unit: Million Baht)

	
	CONSOLIDATED

	
	For the three-month 

	
	periods ended 

31 March

	
	2005
	2004
	Pricing policy

	Transactions with related companies:
	
	

	
Sales of goods and services
	6.3
	0.1
	Cost plus margin

	
Purchases of office equipment
	0.5
	0.2
	Cost plus margin

	
Purchases of goods and services
	0.3
	1.4
	Cost plus margin

	
Rental and related service expenses
	1.5
	1.2
	Contractual price
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(Unit: Million Baht)

	
	THE COMPANY ONLY

	
	For the three-month 

	
	periods ended 

31 March

	
	2005
	2004
	Pricing policy

	Transactions with subsidiaries and related companies:
	
	

	
Sales of goods and services
	6.5
	0.1
	Cost plus margin

	
Purchases of office equipment
	0.5
	0.2
	Cost plus margin

	
Purchases of goods and services
	0.4
	1.4
	Cost plus margin

	
Rental and related service expenses
	1.5
	1.2
	Contractual price



The outstanding balances of the above transactions have been separately shown in the balance sheets as follows: -

(Unit: Thousand Baht)

	
	
	CONSOLIDATED
	THE COMPANY ONLY

	
	Relationship
	31 March 2005
	31 December 2004
	31 March 2005
	31 December 2004

	Amounts due from related parties
	
	
	
	
	

	Subsidiary:
	
	
	
	
	

	  
Promptnow Company Limited
	
	-
	-
	1,044
	1,027

	Related companies:
	
	
	
	
	

	
Modernform Integration Services 
	Common shareholders
	
	
	
	

	

Company Limited
	and directors
	-
	2,749
	-
	2,749

	
M.I.S. Outsourcing Company
	Common directors
	64
	-
	64
	-

	

Limited
	
	
	
	
	

	
Modernform Group Public
	Common shareholders
	
	
	
	

	

Company Limited
	and directors
	6,260
	-
	6,260
	-

	
	
	6,324
	2,749
	7,368
	3,776

	Loan to subsidiary
	
	
	
	
	

	  
Promptnow Company Limited
	
	-
	-
	2,200
	900

	Other non-current assets - deposit
	
	
	
	
	

	Related company:
	
	
	
	
	

	
Modernform Tower Company Limited
	Common shareholders
	
	
	
	

	
	and directors
	1,289
	1,161
	1,289
	1,116
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 (Unit: Thousand Baht)

	
	
	CONSOLIDATED
	THE COMPANY ONLY

	
	Relationship
	31 March 2005
	31 December 2004
	31 March 2005
	31 December 2004

	Amounts due to related parties
	
	
	
	
	

	Subsidiaries:
	
	
	
	
	

	
Promptnow Company Limited
	
	-
	-
	23
	785

	
4Bizinet Company Limited
	
	-
	-
	2,354
	2,354

	Related companies:
	
	
	
	
	

	
Modernform Integration Services 
	Common shareholders
	
	
	
	

	

Company Limited
	and directors
	-
	1,252
	-
	1,252

	
M.I.S. Outsourcing Company Limited
	Common directors
	-
	2
	-
	2

	
Modernform Group Public Company 
	Common shareholders
	
	
	
	

	

Limited
	and directors
	319
	2,717
	319
	2,125

	
Modernform Tower Company Limited
	Common shareholders 
	
	
	
	

	
	and directors
	137
	131
	137
	131

	
Motif Technology Company Limited
	Common shareholders
	-
	2,408
	-
	2,408

	
	
	456
	6,510
	2,833
	9,057


4.
INVESTMENTS ACCOUNTED FOR UNDER THE EQUITY METHOD


Investments in subsidiaries accounted for under equity method as at 31 March 2005 and             31 December 2004 were as follows: -
	Company's name
	Nature of business
	Paid up capital
	Investment proportion

	
	
	31 March 2005
	31 December 2004
	31 March 2005
	31 December 2004

	
	
	Million Baht
	Million Baht
	%
	%

	Promptnow Company Limited
	Create entertainment medias
	7.5
	7.5
	60.00
	60.00

	
	   for electronics devices
	
	
	
	

	4Bizinet Company Limited
	Design, production and sale 
	30.0
	21.8
	51.00
	35.05

	
	   of internet applications 
	
	
	
	

	Advance Intelligence Modernity
	Develop and sale of
	3.0
	3.0
	51.00
	51.00

	   Company Limited
	   computer software
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 (Unit: Thousand Baht)

	
	Investments 

	Company's name
	Cost method
	Equity method

	
	31 March 2005
	31 December 2004
	31 March 2005
	31 December 2004

	
	
	
	
	

	Promptnow Company Limited
	4,500
	4,500
	2,479
	3,060

	4Bizinet Company Limited
	15,300
	7,650
	17,061
	8,596

	Advance Intelligence Modernity Company Limited
	1,530
	1,530
	1,441
	1,586

	   Total (in the Company financial statements)
	21,330
	13,680
	20,981
	13,242



As at 31 December 2004, the Company’s percentage shareholding in 4Bizinet Company Limited amounts to 35.05 percent but its financial statements were included in the 2004 consolidated financial statements since the Company is able to exercise management control over this company. However, the Company’s shareholding in that subsidiary has been increased to 51 percent since the Company had paid in the uncalled portion of the share price, amounting to Baht 7.65 million, in March 2005.

5.
BANK OVERDRAFTS AND SHORT-TERM LOANS FROM FINANCIAL INSTITUTIONS 


Bank overdrafts and short-term loans from financial institutions have been secured by the pledge of the Company’s deposits amounting to Baht 35 million.
6.
CORPORATE INCOME TAX


Corporate income tax for the period has been calculated on earnings after adding back certain expenses which are disallowed for tax computation purpose, at the rate of 25 percent for the Company and 30 percent for its subsidiaries.

7.
COMMITMENT AND CONTINGENT LIABILITIES


7.1
Bank guarantees


As at 31 March 2005, there were outstanding bank guarantees of Baht 77.7 million                (31 December 2004: Baht 57.6 million) issued by the bank on behalf of the Company in respect of certain performance bonds as required in the normal course of business of the Company.
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7.2
Commitment


a)
As at 31 March 2005, the Company and its subsidiaries have outstanding lease commitments in respect of office space of approximately Baht 13 million                (31 December 2004: Baht 15.7 million), for the Company only approximately Baht 10.4 million (31 December 2004: Baht 12.7 million). This amount includes commitments of Baht 5.7 million (31 December 2004: Baht 6.5 million) under agreements which the Company has entered into with a related company.


b)
As at 31 March 2005, the Company has outstanding payment commitments in respect of subcontract service agreement of approximately Baht 5.6 million                (31 December 2004: Baht 10.8 million).


c)
As at 31 March 2005, the Company has outstanding lease commitments in respect of motor vehicles and office equipment of approximately Baht 0.4 million                   (31 December 2004: Baht 0.8 million).


7.3
Credit card facility


As at 31 March 2005, the Company has a credit card facility of Baht 300,000 with a local bank for its convenience in purchasing goods from overseas (31 December 2004: Baht 300,000).

8.
BUSINESS SEGMENT INFORMATION


The Company and its subsidiaries’ operations involve the single industry segment of the distribution of computer and computer system and its provision of related services and are carried out in a single geographic area, Thailand. As a result, all of the revenues, earnings and assets as reflected in these financial statements pertain to the aforementioned business segment and geographic area.

9.
FINANCIAL INSTRUMENTS


9.1
Financial risk management and policies



The Company and its subsidiaries do not hold or issue derivative instruments for speculative or trading purposes.
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9.2
Interest rate risk



The interest rate risk is the risk whereby future movements in market interest rates will affect to the results of operations and cash flows of the Company and its subsidiaries. Such exposure to interest rate risk relates primarily to deposits with financial institutions, bank overdrafts and loans from financial institutions. The Company and its subsidiaries do not use derivative financial instruments to hedge this risk.

(Unit: Thousand Baht)

	
	CONSOLIDATED

	
	Balance as at 31 March 2005

	
	Floating
	Fixed
	
	

	
	interest rate
	interest rate
	No interest
	Total

	Financial assets
	
	
	
	

	Cash and cash equivalents
	250,024
	-
	88
	250,112

	Pledged deposits with financial institutions
	-
	35,453
	-
	35,453

	Financial liabilities
	
	
	
	

	Bank overdrafts and short-term loans 
	
	
	
	

	   from financial institutions
	159,700
	-
	-
	159,700


(Unit: Thousand Baht)

	
	THE COMPANY ONLY

	
	Balance as at 31 March 2005

	
	Floating
	Fixed
	
	

	
	interest rate
	interest rate
	No interest
	Total

	Financial assets
	
	
	
	

	Cash and cash equivalents
	245,644
	-
	75
	245,719

	Pledged deposits with financial institutions
	-
	35,035
	-
	35,035

	Financial liabilities
	
	
	
	

	Bank overdrafts and short-term loans 
	
	
	
	

	   from financial institutions
	159,700
	-
	-
	159,700
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9.3
Foreign currency risk



The exposure of the Company to foreign currency risk relates primarily to its payables that are denominated in foreign currencies. The Company primarily utilises forward exchange contracts for accounts payable with maturities of less than one year to hedge those financial liabilities.



As at 31 March 2005, the Company and its subsidiaries has financial liabilities dominated in foreign currencies amounting to USD 0.2 million which are not hedged the foreign currency risk.



Forward exchange contracts which remained outstanding on 31 March 2005 are summarised below: -

	
	
	Forward contract

	Currency
	Amount
	exchange rate

	USD (Buy)
	1,478,826
	39.075 - 40.650




The Company has not estimated the fair value of the above forward exchange contracts since the individual contracts have a short period to maturity and their carrying value does not materially differ from their fair value.  


9.4
Credit risk and liquidity risk



Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in a financial loss to the Company.  Liquidity risk arises from the possibility that customers may not be able to settle obligations to the Company within the normal terms of trade.



However, due to the Company’s prudent credit policy and those customers’ creditworthiness, the Company does not anticipate material losses from its debt collection.
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9.5
Fair value



Fair value is defined as the amount at which an instrument could be exchanged in a current transaction between knowledgeable willing parties on an arm’s length basis.  Fair values are obtained from quoted market prices, discounted cash flow models or net asset value, as appropriate.



Since the majority of the financial assets and liabilities are short term, their carrying value does not materially differ from their fair value.

10.
SUBSEQUENT EVENT

On 25 April 2005, the Annual General Meeting of the Company’s shareholders for the year 2005 passed the following resolutions: -

a. 
Approved the payment of a dividend of Baht 0.50 per share to the holders of the 200 million shares of the Company, on 20 May 2005, and the appropriation of five percent of the 2004 earnings to the statutory reserve.

b. 
Approved to issue and offer of 10,000,000 registered, non-transferable warrants free of charge to the directors and employees of the Company and its subsidiaries (ESOP). These warrants are exercisable at a price of Baht 4 per share in a ratio of 1 warrant to 1 new ordinary share, every six months for a period not over 3 years and 6 months from the issue date. The first exercise date will be notified by the directors.

c. 
Approved the purchase of 6,413,000 shares of Modernform Integration Services Company Limited (“MIS”) from its existing shareholders at a price of Baht 18.50 per share, a total of approximately Baht 118.64 million. The Company is to issue new ordinary shares to pay for the acquisition, at a rate of 2.6508654 new ordinary shares of the Company (with a par value of Baht 1 each) for 1 share of MIS (with a par value of Baht 10 each).


d.
Approved an increase in the share capital of the Company from 200 million shares to be 227 million shares through the issuance of 27 million ordinary shares with a par value of Baht 1 each. The additional registered capital is to be reserved fort he exercise of the warrants discussed in b. and to pay for the acquisition of the shares of MIS, as discussed    in c. 


(UNAUDITED BUT REVIEWED)

11.
RECLASSIFICATION


Certain amounts in the financial statement presented herein for comparative purposes have been reclassified to conform to the current period’s classification, with no effect on net earnings or shareholders’ equity, previously reported.

12.
APPROVAL OF INTERIM FINANCIAL STATEMENTS


These interim financial statements have been approved by the directors of the Company.
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