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Risk Factors and Risk Management

Risk Management

The Company carries number of risks, both
industrial and corporate-specific risks. The
Company pays utmost attention to various
risk factors associated with its business
operations and to achieve its corporate
goals. An audit committee also provides
advice to the management regarding
appropriateness and sufficiency of the

Company’s risk management policy.

Risk Factors

1. Risks relating to Financial

Management:

- Interest Rate and Foreign

Exchange Risk on Loans :
The Company does not have loan
obligations in foreign currencies and
therefore, is not exposed to either
exchange rate risk or interest rate
risk on foreign loans.

- Interest Rate and Credit Risk on
Short-term Investments : Interest
rate fluctuates from time to time
with international trends. The Company
has surplus cash position, which are
placed on short term deposits both in
Thai Baht and foreign currency,
particularly in US Dollars. The rate
variations impact the interest
income earned by the Company.
The Company makes every effort to
exercise significant prudence in
selecting healthy financial institutions
and fixing up credit exposure limit for
each institution at varying maturity
tenors but not over one year for such

investments.

- Exchange Rate Risk on Forex

flows : The Company exports about
50% of its production volume in
mainly US dollar currency. At the
same time, the key raw materials are
also imported, mainly in US Dollar
currency. The volume of exports and
imports  roughly balanced and
therefore, the Company uses natural
hedge by utilizing exports dollar
revenue to pay out for imports.
However, with increasing price trend
of imported raw materials and capital
goods, the Company does have net
short dollar exposure. In the event of
net short or long dollar exposure, the
Company normally follows the policy
of regular buying or selling of dollar
on spot except taking forward cover
for meeting the requirement for

capital goods imports.

2. Risks relating to Revenues and

Profits:

- Risk of fluctuation in Raw

Material Prices : The prices of the
three raw materials, pulp, caustic
soda and sulphur, are key drivers of
production costs, and each of these
products exhibits very volatile swings
in their prices, thereby influencing the
profitability significantly - both ways.
The ability to pass on the full impact
of the increased cost through higher
selling prices of rayon fibre is limited
by the textile market conditions and
competition from substitute fibres.
The Company follows a consistent
policy of buying the raw material on a
quarterly basis, and as far as possible,
selling the finished product on

quarterly basis.

- Risk from selling prices of

Substitute fibres : The viscose
fibre is substantially used as blend
with polyester or cotton fibre. The
price of cotton fibre is greatly
influenced by the bumper crop or
crop failure and particularly, Thailand
being a primarily cotton consuming
country; its impact is more visible.
Polyester fibre industry is characterized
by massive glut in production capacity
and also having oil based raw
material. Both these products exhibit
wild swings in their prices, which
influence the spinners to play with
the blending ratios of various fibres.
While viscose fibre has an identity of
its own, the fluctuations in price of
substitute fibres do have the
potential to exert significant pressure
on its price, if not significant shifts in
its demand pattern. This carries risks

as well as provides opportunities.

- Risk from Exchange Rate : The

Company always benefits from a
weaker Thai Baht exchange rate due
to higher volume of exports. This
increases the competitiveness of its
fibre as also the competitiveness of
its customers who process fibre for
export purposes. Since the sales
revenues are directly influenced by
exchange rate, while the costs are
only partly influenced by exchange
rate, the total revenues and profits
are affected adversely in a stronger
exchange rate situation. This is a

normal business risk.
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3. Risks relating to Marketing :

- Risk of Country Exposure

Turkey, Pakistan, Brazil, and Iran have
emerged as strong contenders in
textile trade after the abolition of
MFA quotas in 2005. Accordingly the
Company has increased its sales to
customers in these countries. The
Company has a policy to promote its
product to new countries to enlarge
its customer base. However, this
exposes to the political, and financial
risks faced by some countries from

time to time.

- Risk of Customer Exposure

The Company has 5 main local
customers. One of the customers is
a related company and buys more
than 20% of the Company’s
production on credit terms. However
this customer has wide international
clientele base and therefore, the
Company does not foresee any major
credit risk. The Company sales to
some export buyers in USA and
Canada, on credit through a trading
company in USA, which covers their
exposure under credit insurance
policy. Such exposure to one customer
is not over US$ 150,000. The
Company keeps a constant watch for

such credit sales.

- Risk of New Applications

Over the years, the Company has
increased its focus on the premium
and growing segment of non-woven
and other high-end knitting textile
segment. With commissioning of its
4t fine in April 2007, the Company
has further acquired the capability to
produce High Wet Modulus Fiber
(Modal) used for high-end cotton-
blended specialty woven applications.
Through sustained up-gradation of its

expertise and capability, the Company
is capable of handling the demanding
requirements of various segments.
However, as it addresses the higher
end of specialty products, there is an
exposure to quality related claims, in
the initial period of market
development, which is quite normal
in business. The Company has
obtained  expertise by hiring
experienced consultants in building
up necessary capabilities to minimize
this risk.

> Risk of Product Obsolesce

The Company keeps a track of new
product development in the cellulose
family through the R&D center of the
Group in India. The Company has
already identified “Birla Modal” as
product growth segment and is in
process to perfect this product on its
new production line no.4. The
Company does not foresee any
product obsolesce risk for its current

product range.

4. Risks from Operations :

- Risk related to Environment :

During the process of manufacturing
of viscose rayon staple fibre, various
liquid and air pollutants are
generated. The Company has made
substantial investments over the
years and is further investing to
strengthen its environment and
pollution control system. It presently
meets all the standards prescribed by
the Ministry of Industry. All the solid
wastes of the Company are properly
segregated and sent for disposal to
duly licensed agencies. The actual
levels are regularly monitored by the
Company and government agencies.

Any situation of improper treatment

carries environment risks. The
Company assigns highest priority to
remain well within the maximum
allowable limits. Last vyear, the
Company, at its own, carried out
Environment Impact Assessment
(EIA) study from an outside consultant
and based on the consultant’s report,
the required actions are being
attended to strengthen the system.
The Company has also obtained 1SO
14000 accreditation to have a proper
documented environment management
system and practices. Despite the
above, the Company perceives the
risk of any accidental disturbance to
environment to be medium to high.
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> Risk from Storage and Handling :

The Company and contractors
transport hazardous chemicals like
Caustic  Soda, Sulphur, Carbon
Disulphide and Sulphuric Acid are
stored at the Company’s premises.
The Company follows required
standards for their transportation or
storage. Though there has never
been any serious accident relating to
these products, the Company
perceives the risk of accidental or

miss-operation.

- Risk from Raw Material

Availability : Charcoal is the key
raw material in the manufacture of
Carbon Disulphide (CS,), a key
ingredient in the manufacture of
VRSF. Availability of Charcoal is
dwindling with declining wood
resources as well tighter Governmental
regulations. To mitigate its short
supply, the Company is setting up a
Natural gas based CS, production
facility at Saraburi with an investment
of Baht 656 Million to ensure steady
supply of CS,, which will enable the
Company to reduce the use of
charcoal, thereby helping indirectly to

the Company conducts mock drills,
emergency plan simulation etc. to
ensure highest standard of alertness.

- Project Risks : The Company is in

expansion phase to construct and
install production line no.5 at its
existing location in  Angthong
province and CS, manufacturing
facility at new location in Saraburi
province. These projects have a
considerable impact on existing
production facilities as well to the
project itself. Project risks may arise
in the form of faulty civil and
engineering design, poor quality of
material and workmanship, delay in
arrival of imported equipment and
market and logistics risks etc. Such
project risks may have a severe
impact not only on existing operations
but delay in project implementation
which may result into cost overrun,
delay in meeting the delivery
schedules to customers and investors.
To mitigate the materials loss from
construction, the Company has taken
Construction All Risk Insurance policy
(CAR) for both the projects.

- Global Economy :

Under post WTO
scenario, the
textile industry in
particular has been
facing a fierce
competition from
China, India,
Indonesia and
Pakistan.

countries, along with other group
companies. While the Company does
envisage the general business risks
to such investments, a regulatory
change in those countries may have
some impact on their financial
performance.

Under post
WTO scenario, the textile industry in
particular has been facing a fierce
competition from China, India,
Indonesia and Pakistan. Higher oil
price also poses challenge to control
the production costs including that of

. 5. External Risks :
the environment control system.

-> Risk  from

our raw materials. However, the

Manufacturing - Geo-political Risk The geo Company’s strong product quality

Operations : The Company has an
exhaustive preventive and predictive
maintenance system (TPM, Six
Sigma) to ensure good health of all
its manufacturing equipments. It also
has a regulated system of equipment
after designated life. The Company is
highly committed to safety. Besides
a very high level of safety
consciousness amongst all employees
and rigorous training and investment

in all the necessary safety equipment,

political events like terrorism cast
their  repercussions  worldwide,
increasing costs and risks of
business and impacting supply and
demand cycles.

= Risk from Regulatory changes

in countries where the Company
has investments : The Company
has made strategic investments
(backward and forward integration) by
subscribing in equity capital of

companies registered in  other

/brand and financial position should
continue to help during the period of

€economic recession.





