
AOKAM PERDANA BERHAD (Aokam or Company)

· PROPOSED RESCUE SCHEME

· PROPOSED EMPLOYEES’ SHARE OPTION SCHEME (Proposed ESOS)

(Proposals)

1.
INTRODUCTION
On 20 November 2002, the Board of Directors of Aokam announced that the Company had entered into a Heads of Agreement with Amalan Menang Sdn Bhd (AMSB) in relation to the Proposals.

On behalf of the Board of Directors of Aokam, Southern Investment Bank Berhad (SIBB) wishes to announce that the Company has, on 17 December 2002, entered into a conditional Definitive Agreement with AMSB, Madam Ong Sok Hean and Samudera Sentosa Sdn Bhd (Samudera) in relation to the Proposals.  The Company has also obtained letters of support from the majority of its secured and unsecured scheme creditors to undertake the Proposed Rescue Scheme.
2.
PROPOSED RESCUE SCHEME


Summary of the Proposed Rescue Scheme

The Proposed Rescue Scheme will consist of the following:

Proposed Capital Reconstruction

· Proposed Capital Reduction and Consolidation; and

· Proposed Share Premium Reduction;

Proposed Restructuring Scheme

· Proposed Debt Settlement;

· Proposed Acquisition;

· Proposed Special Issue;

· Proposed Share Placement; 

· Proposed Amendments; and 

· Proposed Exemption.

The Company and the subsidiaries listed in Section 2.3 below propose to undertake the Proposed Rescue Scheme via four (4) separate schemes of arrangement with their creditors under Section 176 of the Companies Act, 1965 (Act).

2.1
Proposed Capital Reduction and Consolidation

The Proposed Capital Reduction and Consolidation encompasses a capital reduction exercise pursuant to Section 64 of the Act to reduce the existing issued and paid-up share capital of Aokam.

It is proposed that Aokam’s existing issued and paid-up share capital be reduced from RM83,415,113 to RM4,170,756 by cancellation of RM0.95 of the par value of each existing ordinary share of RM1.00 each and subsequent consolidation into ordinary shares of RM0.50 each in the proportion of ten (10) ordinary shares of RM0.05 each into one (1) ordinary share of RM0.50 each (Shares).

The credit of RM79,244,357 arising from the proposed capital reduction will be utilised to reduce Aokam’s accumulated losses which stood at RM188,043,565 as per its audited accounts as at 30 June 2002 to RM108,799,208.

2.2
Proposed Share Premium Reduction

Pursuant to Section 64(1) of the Act, the audited amount of RM15,543 in the share premium account of Aokam as at 30 June 2002 will be written off against Aokam’s accumulated losses.  This will result in the audited accumulated losses being further reduced from RM108,799,208 to RM108,783,665.

2.3
Proposed Debt Settlement
The Proposed Debt Settlement will involve four (4) separate schemes of arrangement, comprising both the secured creditors and unsecured creditors of the following four (4) companies within the Aokam Group (Scheme Companies):

· Aokam;

· Aokam Industries Sdn Bhd (AISB); 

· Pembangunan Papan Lapis (Sabah) Sdn Bhd (PPL); and

· Pacific Wood Products Sdn Bhd (PWP).

2.3.1
Proposed AISB Secured Creditors Scheme

The secured creditors of AISB comprise banking and financial institutions with credit facilities extended to AISB which are fully secured by way of:

(i) a first priority fixed charge on all lands, building and fixtures, plant, machinery, vehicles, computers and office and other equipment of AISB, as the case may be, wheresoever located both present and future; and

(ii) a second priority floating charge on all the undertaking and the rest of the properties and assets not specified in (i) above of AISB including but not restricted to stock in trade, raw materials, cash and cash equivalents, letters of credit, work-in progress, finished products, goodwill, uncalled capital and book and other debts owing to AISB, as the case may be, at any time and from time to time. 

The secured creditors of AISB are also fully guaranteed by Aokam.

Proposed settlement for secured creditors of AISB

The salient terms of the proposed settlement are as follows:

(i)
Waiver of all charges and interest from 9 March 2002 until the completion of the Proposed Rescue Scheme; 

(ii)
The claim outstanding of the secured creditors of AISB as at 8 March 2002 (including interest charges up to 8 March 2002) will be settled as follows:

(a)
approximately RM9,126,900 equivalent to the estimated realisable value (ERV) of the securities shall be deemed to be the value of the portion of claims which is adequately secured and shall receive 100% recovery and be settled by way of:  

· RM26,900 will be via cash payment;

· RM4,550,000 will be converted into 9,100,000 new Aokam Shares; and

· RM4,550,000 will be converted into RM4,550,000 nominal value Aokam Redeemable Convertible Secured Loan Stocks 2003/2005 (RCSLS).  The salient terms of the RCSLS is set out in Appendix I.
(b) the unsecured portion will be subject to a waiver of 82.67% of the amount outstanding as at 8 March 2002.  The balance of the unsecured portion after the 82.67% waiver estimated at RM2,892,610 will be settled through the conversion of debts into 5,785,220 new Aokam Shares. 

(iii)
Upon the Proposed AISB Secured Creditors Scheme taking effect, the secured creditors of AISB shall release the securities and debentures held by them as security for the liability of AISB;

(iv)
All previous arrangements, agreements, compromises, commitments, negotiations and moratorium entered into with AISB shall be superseded by the Proposed AISB Secured Creditors Scheme; and

(v)
Upon acceptance of the terms of this scheme by the secured creditors of AISB, the guarantees and/or indemnities given by Aokam to the secured creditors of AISB shall be discharged and Aokam, being the guarantor, shall be released absolutely.

2.3.2
Proposed PPL Secured Creditor Scheme

The secured creditor of PPL comprises a financial institution with credit facilities extended to PPL, which are fully secured by way of: 

(i) a first priority fixed charge on all lands, building and fixtures, plant, machinery, vehicles, computers and office and other equipment of PPL, as the case may be, wheresoever located both present and future; and

(ii) a second priority floating charge on all the undertaking and the rest of the properties and assets not specified in (i) above of PPL including but not restricted to stock in trade, raw materials, cash and cash equivalents, letters of credit, work-in progress, finished products, goodwill, uncalled capital and book and other debts owing to PPL, as the case may be, at any time and from time to time. 

The secured creditor of PPL is also fully guaranteed by Aokam.

Proposed settlement for secured creditor of PPL

The salient terms of the proposed settlement are as follows:

(i)
Waiver of all charges and interest from 9 March 2002 until the completion of the Proposed Rescue Scheme; 

(ii)
The claim outstanding of the secured creditor of PPL as at 8 March 2002 (including interest charges up to 8 March 2002) of approximately RM7,696,852 equivalent to the ERV of the securities shall be deemed to be the value of the portion of claims which is adequately secured and shall receive 100% recovery and be settled by way of:  

· RM16,852 will be via cash payment;

· RM3,840,000 will be converted into 7,680,000 new Aokam Shares; and

· RM3,840,000 will be converted into RM3,840,000 nominal value Aokam RCSLS.  
(iii)
Upon the Proposed PPL Secured Creditor Scheme taking effect, the secured creditor of PPL shall release the securities and debentures held by them as security for the liability of PPL;

(iv)
All previous arrangements, agreements, compromises, commitments, negotiations and moratorium entered into with PPL shall be superseded by the Proposed PPL Secured Creditor Scheme; and

(v)
Upon acceptance of the terms of this scheme by the secured creditor of PPL, the guarantees and/or indemnities given by Aokam to the secured creditor of PPL shall be discharged and Aokam, being the guarantor, shall be released absolutely.

2.3.3
Proposed Aokam Secured Creditor Scheme

The secured creditor of Aokam is a financial institution which is an assignee of the entire facility granted by Standard Chartered Bank Malaysia Berhad (SCB) to the Scheme Companies and security given by the Scheme Companies to SCB as security for the facility. 

The secured creditor of Aokam had provided a standby letter of credit (the Backdrop Guarantee) of RM40,280,000 to SCB to cover the principal outstanding under the facilities in an amount up to RM38,000,000 plus accrued interest thereon and other obligations payable in connection therewith.

The Scheme Companies had subsequently defaulted in payment to SCB. Following the default, SCB had recovered the amount by recalling on the Backdrop Guarantee.  Consequently, the debt and the security for the debt were assigned to the secured creditor of Aokam.

The security for the said facility comprises the following: 

(i) a first priority fixed and floating charge on all of Aokam’s and PWP’s assets;

(ii) a second priority fixed charge on all lands, building and fixtures, plant, machinery, vehicles, computers and office and other equipment of PPL or AISB, as the case may be, wheresoever located both present and future; and

(iii) a first priority floating charge on all of the undertaking and the rest of the properties and assets not specified in (ii) above of PPL or AISB, as the case may be, whatsoever and wherever situated both present and future including but not restricted to stock in trade, raw materials, cash and cash equivalents, letters of credit, work-in-progress, finished products, goodwill, uncalled capital and book and other debts owing to PPL or AISB, as the case may be, at any time and from time to time.

Proposed settlement for secured creditor of Aokam

The salient terms of the proposed settlement are as follows:

(i)
Waiver of all charges and interest from 9 March 2002 until the completion of the Proposed Rescue Scheme; 

(ii)
The claim outstanding of the secured creditor of Aokam as at 8 March 2002 (including interest charges up to 8 March 2002) will be settled as follows:

(a)
approximately RM5,429,417 equivalent to the ERV of the securities shall be deemed to be the value of the portion of claims which is adequately secured and shall receive 100% recovery and be settled by way of:  

· RM9,417 will be via cash payment;

· RM2,710,000 will be converted into 5,420,000 new Aokam Shares; and

· RM2,710,000 will be converted into RM2,710,000 nominal value Aokam RCSLS.  
(c) the unsecured portion will be subject to a waiver of 82.67% of the amount outstanding as at 8 March 2002.  The balance of the unsecured portion after the 82.67% waiver estimated at RM5,690,569 will be settled through the conversion of debts into 11,381,138 new Aokam Shares. 

(iii)
Upon the Proposed Aokam Secured Creditor Scheme taking effect, the secured creditor of Aokam shall release the securities and debentures held by them as security for the liability of the Scheme Companies; and

(iv)
All previous arrangements, agreements, compromises, commitments, negotiations and moratorium entered into with the Scheme Companies shall be superseded by the Proposed Aokam Secured Creditor Scheme.

2.3.4
Proposed Aokam Unsecured Creditors Scheme

The unsecured creditors of Aokam comprise of all the creditors of the Company and the unsecured hire purchase creditors except preferential creditors, secured creditors and the subsidiaries of the Company. 

Proposed settlement for unsecured creditors of Aokam

The salient terms of the proposed settlement are as follows:

(i)
Waiver of all charges and interest from 9 March 2002 until the completion of the Proposed Rescue Scheme; 

(ii)
A waiver of 82.67% of the amount outstanding as at 9 March 2002.  The balance of the outstanding amount after the 82.67% waiver estimated at RM11,173,959 will be settled through the conversion of debts into 22,347,918 new Aokam Shares.

(iii)
All previous arrangements, agreements, compromises, commitments, negotiations and moratorium entered into with Aokam shall be superseded by the Proposed Aokam Unsecured Creditors Scheme; and

(v)
Upon acceptance of the terms of this scheme by the unsecured creditors of Aokam, the guarantees and/or indemnities given by the Scheme Companies to the unsecured creditors of Aokam shall be discharged and the Scheme Companies, being the guarantor shall be released absolutely.

The Proposed Debt Settlement is summarised in a table below:
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2.4
Proposed Acquisition 

Aokam proposes to acquire the entire issued and paid-up share capital of Key Heights Sdn Bhd (KHSB).  KHSB has four (4) wholly-owned subsidiaries (Acquiree Companies) namely: 

· Kumpulan Kinabatangan Timber Sdn Bhd (KKT); 

· Pinawantai Sdn Bhd (PSB); 

· Wincohasil Sdn Bhd (WSB); and

· Bizkaya Sdn Bhd (BSB),

from AMSB, Madam Ong Sok Hean and Samudera for a proposed purchase consideration of RM150,000,000 to be satisfied by the issuance of 300,000,000 new Aokam Shares.

(i)
Basis of arriving at the purchase consideration 

The proposed purchase consideration of RM150,000,000 has been arrived at on a willing buyer-willing seller basis after taking into consideration the long term liability amounting to RM10,000,000 in the KHSB Group as well as the indicative market value of: 

(a) the rights to extract and sell timber held by KKT and PSB in timber area Benta Wawasan IIC, Kalabakan Forest Reserve, Tawau, Sabah measuring approximately 25,000 hectares; and

(b) the rights to extract and sell timber held by WSB and BSB in timber areas YK1/01, YK1/02 and YK1/03, Sungei Pinangah Forest Reserve, Keningau, Sabah measuring approximately 6,000 hectares.  

Jordan Lee, Jaafar and Chew Sdn Bhd in their letters dated 27 November 2002 and 10 December 2002 indicated that the market value of (a) and (b) above is RM113,000,000 and RM55,000,000 respectively.   

(ii)
Salient terms of the conditional Definitive Agreement

The salient terms of the conditional Definitive Agreement are as follows:

(a) The conditional Definitive Agreement is conditional upon approvals being obtained from the authorities as set out in Section 8, within twelve (12) months from the date of the conditional Definitive Agreement;
(b) Aokam shall make the necessary applications to the SC and other relevant authorities in relation to the Proposals not later than thirty (30) days pursuant to the signing of the conditional Definitive Agreement; 

(c) Upon approval of the SC for the Proposed Rescue Scheme, the relevant parties shall enter into a conditional Share Sale Agreement relating to the Proposed Acquisition on or before the expiry of thirty (30) days from the date of the SC’s approval; 
(d) Pursuant to the execution of the conditional Definitive Agreement, Aokam shall pay RM1,000,000 as the requisite security deposit, payable to an appointed Stakeholder, as stakeholder pending the completion and implementation of the Proposed Rescue Scheme; and
(e) The vendors of KHSB shall ensure all terms and conditions of the agreements in relation to the timber concession areas are observed and fully complied with.

(iii)
Salient terms of the draft conditional Share Sale Agreement

The salient terms of the draft conditional Share Sale Agreement are as follows:

(a)
Aokam shall acquire the entire issued and paid-up share capital of KHSB comprising of 6,000,002 ordinary shares of RM1 each free from all claims, charges, liens, encumbrances and equities whatsoever together with all rights attached thereto including all dividends, rights and distributions declared paid or made in respect thereof after the completion date; 

(b)
The purchase consideration of RM150,000,000 shall be satisfied on the completion date if such a day is not a Market Day in Kuala Lumpur, the next succeeding Market Day whereby Aokam shall allot and issue 300,000,000 new Aokam Shares at the issue price of RM0.50 per new Aokam share; 
(c)
The acquisition of KHSB by Aokam is also inter-conditional upon all the other proposals comprised in the Proposed Restructuring Scheme. The conditional Share Sale Agreement is further subject to and conditional upon approvals being obtained within twelve (12) months as set out in Section 2.4 (ii) above; and
(d)
The conditional Share Sale Agreement will become unconditional upon receipt of all the approvals, waivers or consents from the relevant authorities as set out in Section 2.4 (ii) above.

(iv)
Basis of issue price of the new Aokam Shares 

The issue price of RM0.50 per Aokam Share was arrived at after taking into consideration the following:

(a) Pre-suspension market price of Aokam Shares as at 24 September 2002 of RM0.06 per Aokam ordinary share of RM1.00 each;

(b) The proforma NTA of Aokam as at 30 June 2002 after the Proposed Rescue Scheme of RM0.03 per Aokam ordinary share of RM0.50 each; and

(c) Section 59 of the Act that restricts the issue of shares at a discount to its par value.  The Board proposes to change the par value of Aokam ordinary shares from RM1.00 to RM0.50 each pursuant to the Proposed Rescue Scheme.

2.4.1
Information on the Acquiree Companies 

(a)
KHSB
KHSB was incorporated in Malaysia on 16 September 2002 under the Act as a private limited company.  The authorised share capital of KHSB is RM10,000,000 comprising 10,000,000 ordinary shares of RM1.00 each and the issued and paid-up share capital is 6,000,002 ordinary shares of RM1.00 each.

KHSB’s principal acitivity is investment holding. KHSB has four (4) wholly-owned subsidiaries namely, KKT, PSB, WSB and BSB.

The proforma consolidated audited financial data of KHSB for the past five (5) financial years ended 31 December 2001 and six (6) months period ended 30 June 2002 are as follows:

	
	 <-----------Audited financial year ended 31 December------->
	Audited 6 months ended 30 June

	
	1997
	1998
	1999
	2000
	2001
	2002

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Turnover 
	5,059
	1,279
	-
	40,470
	25,135
	13,802

	Profit/(Loss) before taxation 
	(237)
	(155)
	405
	1,672
	500
	690

	(Less): Taxation 
	-
	-
	(6)
	(418)
	(271)
	(455)

	Profit/(Loss) after taxation
	(237)
	(155)
	399
	1,254
	229
	235

	Shareholders’ funds
	(257)
	(412)
	(14)
	1,240
	1,470
	1,903

	Return/(Loss) on shareholders’ funds (%) 
	92.22
	37.62
	(2,850)
	101.13
	15.58
	12.35

	Total borrowings
	25
	4
	-
	285
	228
	383

	NTA
	(257)
	(412)
	(14)
	1,240
	1,470
	1,903


Notes:

1
The turnover in 1997 and 1998 is contributed by PSB.  PSB temporarily ceased its operations in 1998 and resumed its operations in April 2000 under a new management. This resulted in the decrease in turnover in 1998 and no turnover recorded in 1999.
2
The turnover in 2001 decreased for both KKT and PSB as there was weak market demand of local logs due to the high influx of illegal logs from overseas.
(b)
KKT
KKT was incorporated in Malaysia on 11 August 1981 under the Act as a private limited company.  The authorised share capital of KKT is RM1,000,000 comprising 1,000,000 ordinary shares of RM1.00 each, all of which have been issued and fully paid-up.

KKT’s principal acitivities are in the business of timber extraction and other related activities.  KKT was given a right to extract logs for a period of 10 years with effect from 22 March 1999 via a Log Extraction Agreement dated 22 March 1999 and Supplemental Log Extraction Agreement dated 20 March 2000 (collectively the Log Extraction Agreements) entered into between KKT and Sabah Softwoods Sdn Bhd (SSSB).  SSSB had engaged KKT as the sole contractor to extract and remove all merchantable timber from an area of approximately 25,000 hectares situated at Kalabakan Forest Reserve in Tawau, Sabah (Kalabakan Forest).

Subsequently, pursuant to the Log Extraction Agreement-Novation dated 20 March 2000 between SSSB, Rakyat Berjaya Sdn Bhd (RBJ) and KKT, SSSB was released and discharged from its rights and obligations arising under the Log Extraction Agreements and instead, such duties, obligations and covenants would be assumed by RBJ as if RBJ was a party to the Log Extraction Agreements in lieu of SSSB.

On 5 November 2002, there was another Supplemental Log Extraction Agreement entered into between RBJ and KKT to revise the log extraction fees of the Log Extraction Agreements.

The Kalabakan Forest is located within an area of approximately 306,310 hectares (Licensed Area) whereby the Chief Minister of Sabah had entered into a Licence Agreement with Benta Wawasan Sdn Bhd (Licensee) on 24 April 1996 granting the Licensee the right to extract and remove timber from the Licensed Area.  

The Licensee divided the whole timber operations into two arms, namely log extraction and marketing.  The Licensee awarded the log extraction contract to SSSB, which subsequently entered into the aforementioned Log Extraction Agreements with KKT.  SSSB’s rights, duties and obligations therein were subsequently assigned and novated to RBJ pursuant to the Log Extraction Agreement-Novation as stated above.

Under the marketing arm, the Licensee appointed Sabah Melale Wood Industries Sdn Bhd (SMWI), which in turn as an agent cum vendor agreed to sell exclusively the commercial logs extracted from the Kalabakan Forest to PSB.  This is further elaborated in Section 2.4.1(c) below. 

The audited financial data of KKT for the past five (5) financial years ended 31 December 2001 and six (6) months period ended 30 June 2002 are as follows:

	
	 <-----------Audited financial year ended 31 December------->
	Audited 6 months ended 30 June

	
	1997
	1998
	1999
	2000
	2001
	2002

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Turnover 
	-
	-
	-
	6,050
	3,413
	2,378

	Profit/(Loss) before taxation 
	(1)
	(1)
	(207)
	100
	(523)
	(882)

	(Less): Taxation 
	-
	-
	2
	(20)
	20
	-

	Profit/(Loss) after taxation
	(1)
	(1)
	(205)
	80
	(503)
	(882)

	Shareholders’ funds
	216
	215
	(11)
	70
	(433)
	(1,315)

	Return/(Loss) on shareholders’ funds (%) 
	(0.46)
	(0.47)
	1,864
	114.29
	116.17
	67.07

	Total borrowings
	-
	-
	-
	73
	237
	332

	NTA
	216
	215
	(11)
	70
	(433)
	(1,315)


Note:

Refer to the notes of the proforma financial data of the KHSB Group for explanation on the financial data of KKT
(c)
PSB
PSB was incorporated in Malaysia on 20 March 1981 under the Act as a private limited company.  The authorised share capital of PSB is RM1,000,000 comprising 1,000,000 ordinary shares of RM1.00 each, all of which have been issued and fully paid-up.

PSB’s principal acitivities are in the marketing and trading of timber logs.  PSB was given the exclusive rights to purchase logs through SMWI via a Log Purchase Agreement dated 22 March 1999 and two (2) Supplemental Agreements dated 20 March 2000 and 8 November 2002 entered into between PSB and SMWI.  SMWI had agreed to sell exclusively to PSB up to April 2010 and PSB had agreed to purchase all merchantable timber and logs extracted by KKT from the Kalabakan Forest.

The audited financial data of PSB for the past five (5) financial years ended 31 December 2001 and six (6) months period ended 30 June 2002 are as follows:

	
	 <-----------Audited financial year ended 31 December------->
	Audited 6 months ended 30 June

	
	1997
	1998
	1999
	2000
	2001
	2002

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Turnover 
	5,059
	1,279
	-
	34,420
	21,722
	11,424

	Profit/(Loss) before taxation 
	(236)
	(154)
	612
	1,572
	1,023
	1,571

	(Less): Taxation 
	-
	-
	(8)
	(398)
	(291)
	(455)

	Profit/(Loss) after taxation
	(236)
	(154)
	604
	1,174
	732
	1,116

	Shareholders’ funds
	(453)
	(607)
	(3)
	1,170
	1,903
	3,019

	Return/(Loss) on shareholders’ funds (%) 
	52.10
	25.37
	(20,133)
	100.34
	38.47
	36.97

	Total borrowings
	31
	52
	-
	256
	211
	375

	NTA
	(453)
	(607)
	(3)
	1,170
	1,903
	3,019


Note:

Refer to the notes of the proforma financial data of the KHSB Group for explanation on the financial data on PSB
(d)
WSB
WSB was incorporated in Malaysia on 21 March 2001 under the Act as a private limited company.  The authorised share capital of WSB is RM1,000,000 comprising 1,000,000 ordinary shares of RM1.00 each, all of which have been issued and fully paid-up.

WSB’s principal acitivity is in the business of timber extraction and other related activities. WSB was given a right to extract logs for a period of 3 years with effect from 1 February 2002 via a Log Extraction Agreement dated 7 August 2002 entered into between WSB and RBJ.  RBJ had engaged WSB as the sole contractor to extract and remove all commercial timber from an area of approximately 6,000 hectares situated at Sungei Pinangah Forest Reserve in Keningau, Sabah (Keningau Forest).

The Keningau Forest is located within an area of approximately 599,828 hectares (Concession Area) whereby the Sabah State Government had entered into a Concession Licence Agreement with the Sabah Foundation (Concession Licensee) on 10 September 1997 granting the Concession Licensee the right to extract and remove timber from the Concession Area.  The Concession Licensee with the consent of the Chief Minister of Sabah, had assigned all its rights and obligations under the Concession Licence Agreement to RBJ. 

Approximately RM900,000 from the cash proceeds of the issued and paid-up share capital, has been incurred as pre-operating expenses prior to the commencement of logging operations in Keningau Forest.  Currently, WSB is undertaking infrastructure works to enable commercial operations and the logging operation in Keningau Forest is expected to commence in March 2003.

The audited financial data of WSB for the period from 21 March 2001 to 30 June 2002 is as follows:

	
	Audited period from 21 March 2001 to 30 June 2002

	
	RM’000

	Turnover 
	-

	Profit/(Loss) before taxation 
	-

	(Less): Taxation 
	-

	Profit/(Loss) after taxation
	-

	Shareholders’ funds
	100

	Return/(Loss) on shareholders’ funds (%) 
	-

	Total borrowings
	-

	NTA
	100


(e)
BSB
BSB was incorporated in Malaysia on 15 March 2001 under the Act as a private limited company.  The authorised share capital of BSB is RM1,000,000 comprising 1,000,000 ordinary shares of RM1.00 each, all of which have been issued and fully paid-up.

BSB’s principal acitivity is in the marketing and trading of timber logs.  BSB was given the exclusive rights to purchase logs through Sabah Berjaya Sdn Bhd (SB) via a Log Purchase Agreement dated 25 June 2002 entered into between BSB and SB.  SB had agreed to sell exclusively to BSB up to January 2005 and BSB had agreed to purchase all commercial timber extracted by WSB from the Keningau Forest.

Pursuant to the assignment of the Concession Licensee’s rights and obligations in relation to the Concession Area to RBJ as set out in Section 2.4.1(d) above, RBJ had on 7 October 1997 awarded the exclusive rights to market and sell all the commercial logs and timber extracted from the Concession Area to SB.

Approximately RM900,000 from the cash proceeds of the issued and paid-up share capital, has been incurred as pre-operating expenses prior to the commencement of operations by BSB.  BSB’s operation is expected to commence in March 2003 at the same time as WSB.
The audited financial data of BSB for the period from 15 March 2001 to 30 June 2002 is as follows:

	
	Audited period from 21 March 2001 to 30 June 2002

	
	RM’000

	Turnover 
	-

	Profit/(Loss) before taxation 
	-

	(Less): Taxation 
	-

	Profit/(Loss) after taxation
	-

	Shareholders’ funds
	100

	Return/(Loss) on shareholders’ funds (%) 
	-

	Total borrowings
	-

	NTA
	100


2.4.2
Vendors of KHSB

The vendors of KHSB and their shareholdings in KHSB are as follows:

	Vendor
	No. of shares held


	Equity interest

(%)
	Original cost of investment

(RM)
	Date of investment

	AMSB
	2,600,000
	43.33
	2,000,000
600,000
	20 Nov 2002
29 Nov 2002

	Ong Sok Hean
	2,000,001
	33.34
	1
2,000,000
	20 Nov 2002
29 Nov 2002

	Samudera
	1,400,001
	23.33
	1,400,001
	29 Nov 2002

	Total
	6,000,002
	100.00
	6,000,002
	


2.4.3
Information on AMSB

AMSB was incorporated in Malaysia on 6 March 2000 under the Act as a private limited company.  The authorised share capital of AMSB is RM100,000 comprising 100,000 ordinary shares of RM1.00 each and the issued and paid-up share capital is 10,000 ordinary shares of RM1.00 each.

AMSB’s principal activity is investment holding. 

The directors and substantial shareholders of AMSB as at 30 November 2002 are as follows:

	
	Direct
	Indirect

	Directors and substantial shareholders
	No of shares
	%
	No of shares
	%

	Sy Choon Yen
	5,000
	50.00
	5,0001
	50.00

	Looh Yen Loo
	5,000
	50.00
	5,0002
	50.00


Notes:

1
Deemed interested by virtue of Looh Yen Loo being the spouse of Sy Choon Yen

2
Deemed interested by virtue of Sy Choon Yen being the spouse of Looh Yen Loo

2.4.4
Information on Samudera

Samudera was incorporated in Malaysia on 23 November 2002 under the Act as a private limited company.  The authorised share capital of Samudera is RM100,000 comprising 100,000 ordinary shares of RM1.00 each and the issued and paid-up share capital is 100 ordinary shares of RM1.00 each.

Samudera’s principal activity is investment holding. 

The directors and shareholders of Samudera as at 30 November 2002 are as follows:

	
	Direct
	Indirect

	Directors and shareholders
	No of shares
	%
	No of shares
	%

	Loke Kar Wing
	99
	99.00
	-
	-

	Ong Dea Bea
	1
	1.00
	-
	-


2.5
Proposed Special Issue

Pursuant to the Proposed Rescue Scheme, Aokam proposes to undertake a special issue of 20,000,000 new Aokam Shares to Bumiputera investors to be identified later.  The offer price for the 20,000,000 new Aokam Shares is proposed to be at RM0.50 per Share.  The gross proceeds of RM10,000,000 from the Proposed Special Issue is intended to be utilised for Aokam Group’s working capital purposes.

2.6
Proposed Share Placement

Upon completion of the Proposed Rescue Scheme, the vendors of KHSB will undertake, if necessary, a share placement of Aokam Shares to the public to meet the 25% public shareholding requirement.

2.7
Proposed Amendments 

The Board of Directors of Aokam proposes to amend its Memorandum and Articles of Association to enable the Company to revise the par value of the ordinary shares of Aokam from RM1.00 to RM0.50 each pursuant to the Proposed Rescue Scheme.

2.8
Proposed Exemption 

Upon completion of the Proposed Rescue Scheme, AMSB, Madam Ong Sok Hean, Samudera and parties connected to them namely, Mr Sy Choon Yen, Ms Looh Yen Loo, Mr Loke Kar Wing and Ms Ong Dea Bea (Interested Parties) will own more than 33% of the enlarged issued and paid-up share capital of Aokam.  As such, pursuant to paragraph 6(1)(a) of Part II of the Malaysian Code on Take-Overs and Mergers, 1998 (Code), the Interested Parties are obliged to extend a mandatory offer to acquire the remaining Aokam Shares not owned by the Interested Parties.  The Interested Parties propose to seek an exemption from the mandatory offer obligation under Practice Note 2.9.3 of the Code.

2.9
Ranking of new Aokam Shares

The new Aokam Shares to be issued pursuant to Proposed Debt Settlement, Proposed Acquisition and Proposed Special Issue, will upon allotment and issue, rank pari passu in all respects with the existing Aokam Shares except that they will not be entitled to any dividends, rights, allotments and/or other distributions, the entitlement date of which is prior to the date of allotment of the aforesaid shares. 
3.
PROPOSED ESOS
Aokam proposes to establish an employees' share option scheme for the benefit of the eligible employees and executive Directors of the Company and its subsidiaries (Aokam Group).


The principal features of the Proposed ESOS are as follows: 


(i) the number of new Aokam Shares to be offered under the Proposed ESOS shall be subject to a maximum of ten percent (10%) of the issued and paid-up share capital of Aokam at any time during the existence of the Proposed ESOS;


(ii) any employee (including Executive Directors) shall be eligible to participate in the Proposed ESOS if the following conditions are satisfied: 

a) the employee or Executive Director must be a full time and confirmed employee of the Company or of an eligible subsidiary;


b) in the case of employee or Executive Director who has been in permanent full-time employment of Aokam or of its eligible subsidiaries, six (6) continuous months including any deemed period of service and service during the probation period and his employment has been confirmed in writing;


c) in the case of employee or Executive Director who is serving under a fixed term contract of employment, he has to serve Aokam and/or its eligible subsidiaries for at least six (6) continuous months and the contract (including any period of employment which that person has already served) must be for a duration of at least two (2) years;


d) the employee or Executive Director must have attained the age of eighteen (18) years;


e) the Executive Director is not an Executive Director who represents the Government or a Government institution/agency; and


f) is not a Government employee serving in the public service scheme as defined under Article 132 of the Federal Constitution.

(iii)
the Proposed ESOS shall be in force for a period of five (5) years commencing  from the date of the confirmation letter submitted by the Adviser stating that: 

a) the Company has fulfilled the SC's conditions of approval for the ESOS;


b) the Bye-Laws do not contravene the guidelines on ESOS as stipulated under the SC's Policies and Guidelines on Issue/Offer of Securities; and


c) the Company has obtained other relevant approvals for the ESOS and has fulfilled any conditions imposed therein;


and may be extended for a further period of up to five (5) years from the day after the date of expiration of the original five (5) year period;

(iv) 
the price payable upon the exercise of the options under the Proposed ESOS shall be the weighted average market price of the Aokam Shares for the five (5) market days immediately preceding the date on which the options are offered with a discount of not more than ten percent (10%) or at par value of the Aokam Shares, whichever is higher; and

(v) 
the new Aokam Shares to be issued pursuant to Proposed ESOS, will upon allotment and issue, rank pari passu in all respects with the existing Aokam Shares except that they will not be entitled to any dividends, rights, allotments and/or other distributions, the entitlement date of which is prior to the date of allotment of the aforesaid shares.

4.
RATIONALE FOR THE PROPOSALS

Aokam has been incurring losses for the past 7 years, which has caused the financial situation of the Aokam Group to deteriorate.  Prior to the Proposed Rescue Scheme, the Company had sought to restructure the Aokam Group via two separate proposals.  The two separate proposals have since been aborted.  With the abortion of the two earlier restructuring proposals coupled with the accumulated losses incurred in the past, there is an urgent need for financial situation of the Aokam Group to be restructured.

The Proposed Rescue Scheme offers a comprehensive plan to the restructuring of the Aokam Group.  It would generally enable the scheme creditors to recover a higher return on the debts owing to them compared to the returns, if any, to be received under the liquidation of Aokam.  As the Proposed Rescue Scheme would enable Aokam Group to remain as a going concern, shareholders’ investment in Aokam would be preserved from total losses which would be the case if Aokam is wound up.

The Proposed Capital Reduction and Consolidation will reduce the accumulated losses to a more manageable level to better reflect the present value of the Group.

The Proposed Debt Settlement is intended to reduce the Group's borrowings, thus lowering its interest burden, through partial cash payment and the issuance of Aokam Shares and RCSLS to settle its borrowings.  It will also offer an opportunity for the scheme creditors of the Company to participate in the potential long term growth of the Group after the Proposed Rescue Scheme.
The Proposed Acquisition is intended to revive the existing timber processing operations of the Aokam Group through the supply of logs.  The expected revival of its timber business as well as the contribution from the KHSB Group will generate sufficient income to sustain the restructured Aokam Group’s viability as a going concern entity.

The Proposed Special Issue would provide the much needed funds for the working capital for the Aokam Group’s current operations as well as increase the Bumiputera participation in Aokam pursuant to the Proposed Rescue Scheme.  

The Proposed Amendments are to enable the Company to change the par value of Aokam shares from RM1.00 to RM0.50 each pursuant to the Proposed Rescue Scheme.
The Proposed ESOS is proposed to motivate, retain and reward eligible employees and executive Directors of the Company and its subsidiary companies for the continued commitment and loyalty to the Group.  Under the Proposed ESOS, the eligible employees and executive Directors will have the opportunity to continue to participate in the equity of the Company and thereby, would serve to motivate them to excel and strive hard towards greater achievement within the Group and their own improvement for the overall performance of the Group. 

5.
PROSPECTS OF THE INDUSTRY

Malaysia’s export of timber and timber products reached an unprecedented RM17.7 billion in terms of export receipts in 2000.  Logs and primary processed timber products continued to make important contributions to Malaysia’s export earnings with combined exports amounting to RM10,233.2 million or 57.8% of total exports of timber and timber products in 2000.  

The recent global economic slowdown, however, has affected the timber industry which is largely export-oriented. The softening of the United States, the European Union and Japanese markets, being Malaysia’s key markets for a wide range of timber products and furniture, invariably have an impact on the performance of the timber sector.  

(Source: Malaysian Timber Council, 10 January 2002)

The production of wood products was sustained in 2001, reflecting mainly the strong saw milling activities in the early part of the year.  Production declined towards the middle of the year when external demand deteriorated further.  Like the rubber products industry, the increased volume of wood products did not translate into higher export receipts, as prices of plywood and sawn timber remained low in the global market and amidst sluggish demand from Japan and the United States.  Similarly, lower external demand also resulted in the decline in exports of furniture and parts in 2001. 

(Source: BNM Annual Report 2001)

Production of the wood-based industry, comprising plywood, joinery, flooring and sawn timber, fell by 10.8% in the first six months of 2002, particularly due to lower exports of plywood to Japan.  However, while the sector is still experiencing contraction on a year-on-year basis, some early signs of bottoming out have emerged lately with overall output of wood products recording a moderate decline of 6.2% in the second quarter of 2002 as compared to a decline of 15.4% in the first quarter of 2002.  Currently, the sector, excluding the furniture industry, operates between 55% - 60% of its capacity, with 75% of its output exported.  Production capacity is expected to improve further to 70% due to stronger demand from other importing countries such as South Korea and Taiwan.

Under sustainable forest management policy, the total hectarage for the annual allowable extraction of permanent forests was reduced under the Eighth Malaysia Plan.  Hence, the overall production of saw logs is not expected to experience any significant increase.  On the whole, the overall production of sawn timber is projected to decline by 4.1%.
(Source: Economic Report 2002/2003) 

The outlook for timber prices is, however, expected to be favourable in 2002. Recent developments in the local timber industry have led to timber price gains which augur well for the industry as a whole.  Log and plywood prices have increased by 30% on average from three (3) months ago to US$120-US$130 per cubic metre and UD$320-US$330 per cubic metre respectively, surpassing levels in 2000 before the industry declined.  The indefinite extension of the Indonesia log export ban as well as the clampdown of illegal logging by Sarawak authorities were two (2) of the several factors that boosted timber prices.  The ban on Indonesian log exports, together with China and Malaysia agreeing to stop log imports from Indonesia should push prices higher in the second half of 2002. 

The beginning of a demand recovery has also heightened the supply tightness. Export prices of saw logs, sawn timber and rubber are forecast to improve as external demand for these commodities is expected to pick up, particularly in the second half of 2002. Demand from countries like South Korea, Taiwan and the United States has recovered visibly while orders from Japan and China are expected to increase more meaningfully in the coming months, in view of progressive depletion in stocks.  Most Malaysian plywood mills are running at relatively high production capacity utilisation of 70-80% and those few that expanded capacities in recent years would be better positioned to capture the demand uptrend.

(Source: Surf88.com, The Star, 13 July 2002, International Tropical Timber Organization, Tropical Timber Market Report 16 – 31st July 2002 and BNM Annual Report 2001)
6.
RISK FACTORS

The viability and the feasibility of the Proposals will depend on the following factors, which may not be exhaustive and which may have an impact on the future performance of the restructured Aokam Group:

(i) Market price

The market price of the new Aokam Shares on the KLSE is dependent on, amongst others, the prevailing stock market sentiment, the volatility of the stock market, interest rates, future profitability of the Group and the industry in which the Group operates.  There is no assurance that the market price of the new Aokam Shares will be maintained at any particular level subsequent to the completion of the Proposed Rescue Scheme.

The price that the new Aokam Shares will trade on the KLSE upon and subsequent to its listing will be dependent upon market forces beyond the control of the Company.

(ii) Business risks

The Group is subject to certain risks inherent in those specific to the timber industry.  These include but are not limited to weather conditions, raw material supply and prices, changes in cost of labour, constraints in labour supply, changes in general economic and business conditions, foreign exchange rate fluctuations and negative publicity from non-governmental organisations concerned with the effect of the timber industry on the environment which may affect certain export markets, development of new products and a diversified market network.  Although Aokam seeks to limit these risks, no assurance can be given that any change to these factors will not have a material adverse effect on the Group’s business.

(iii) Changes in controlling major shareholders

The Proposed Rescue Scheme will result in new controlling shareholders namely, the vendors of KHSB, holding 75% equity interest in Aokam.  These new controlling shareholders may introduce a new set of directors, who will effectively determine the future business direction of Aokam.

(iv) Competition


Competition is faced in the form of substitute materials, which may be more environmentally acceptable in certain markets. This may affect the plywood, sawn timber and moulded products markets to which the Aokam Group supplies. No assurance is therefore given that the Aokam Group will be able to maintain its existing market share in the future.


(v) Risk of not securing additional timber contracts


Although the Aokam Group would secure the rights to extract and sell timber logs from the Kalabakan Forest and Keningau Forest pursuant to the Proposed Acquisition, the Group still bears the risk of not obtaining additional timber contracts after the rights to extract and sell timber logs from Kalabakan Forest and Keningau Forest expires in April 2010 and January 2005 respectively.  Although the Aokam Group and the KHSB Group intend to continue to secure additional timber contracts, there can be no assurance that any new timber contracts will be secured.

(vi) Risk of termination of timber rights agreements

Although the Aokam Group would secure the rights to extract and sell timber logs from the Kalabakan Forest and Keningau Forest in Sabah through the purchase of the entire equity interest in KHSB, the Group still bears the risk of those timber rights agreements being terminated due to a default by the KHSB Group.  The KHSB Group will endeavour to comply with all the terms and conditions of the timber rights agreements.

(vii) Fluctuation in selling price of timber products


Inherent to the timber industry is the fluctuation in the selling price of timber products such as logs, plywood, sawntimber and moulded products.  Therefore, the profit of the Aokam Group will be subject to fluctuations due to changes in the selling prices of its products.  Although the Aokam Group seeks to limit this risk by having a diversified market for its products, no assurance can be given that the Group’s profitability will not be materially affected should any one market suffer from a downturn in selling prices or demand.

(viii) Dependence on key personnel


The Aokam Group believes that its continuing success will depend, to a significant extent, upon the abilities and continuing efforts of its key management and operational personnel as well as new personnel to be introduced with the proposed injection of the KHSB Group into Aokam. The departure of these key staff could adversely affect the Aokam Group’s continuing ability to compete in the industries in which it is involved.  The Aokam Group’s future success will also depend upon its ability to attract and retain skilled personnel.

(ix) Foreign exchange risk


At the moment, there are no material fluctuations in foreign currency exchange rate as a result of the pegging of the RM to United States Dollar (USD) at the official fixed rate of USD1.00 for RM3.80. However, no assurance can be given that the peg will be maintained in the future, and that if the peg is removed, that it will not have an adverse material effect on the performance of the Aokam Group.  Aokam Group also exports to European countries and is subject to fluctuation risks in the Euro.

(x) Political and economic considerations


Like all other business entities, changes in political and economic conditions in Malaysia and elsewhere could materially and adversely affect the financial and business prospects of the Aokam Group and the markets of their end products, in particular the timber products.

(xi) Fuel cost

Fuel cost is a significant component of the production cost of a forest harvesting operation. Any increase in the cost of fuel will have an adverse impact on the profitability of the logging operation.

(xii) Climatic changes

The weather condition affects directly the logging operations. Advance planning could mitigate the effect of known climatic pattern. However, the occurrence of any unpredictable changes in weather condition like prolonged rain and exceptionally heavy rainfall during a normally climatic friendly/workable period will jeopardise the logging operations.

(xiii) Legislative considerations

The Aokam Group and the KHSB Group’s operations, where they are currently operating or may undertake projects in the future, are subject to the jurisdiction of numerous governmental agencies with respect to extraction of timber, manufacturing of timber related products and other regulatory matters.  Apart from the rules and regulations of the Ministry of Trade and Industry, the Forestry Department and the Sabah State Government, the Aokam Group and/or the KHSB Group are also subjected to other regulatory matters including principally the following legislation:

· Factories and Machinery Act, 1967;

· National Forestry Act, 1984

· Industrial Coordination Act, 1975; and

· Sales Tax Act, 1972.

The Aokam Group and the KHSB Group always endeavour to comply with the above legislation. 

(xiv) Failure/Delay in the Proposals

The Proposals are subject to and dependent upon the approvals being obtained from all relevant authorities in a timely manner.  Hence, should there be any failure/delay in obtaining the approvals, the Proposals would be affected accordingly.

Although the Aokam Group and the KHSB Group seek to limit these risks, no assurance can be given that any changes to these factors will not have a material adverse effect on the groups’ businesses.  

7.
EFFECTS OF THE PROPOSALS

7.1 
Share Capital

The effects of the Proposals on the share capital of Aokam are set out below:

	
	No. of ordinary shares of RM1.00 each
	No. of ordinary shares of RM0.50 each

	
	‘000
	‘000

	
	
	

	Existing issued and paid-up share capital
	83,415
	-

	Less: Proposed Capital Reduction and Consolidation
	(79,244)
	-

	After Proposed Capital Reduction and Consolidation
	-
	8,342

	
	
	

	Shares to be issued pursuant to:
	
	

	Proposed Debt Settlement
	-
	61,714

	Proposed Acquisition
	-
	300,000

	Proposed Special Issue 
	-
	20,000

	After the Proposed Rescue Scheme
	-
	390,056

	
	
	

	Upon conversion of RCSLS
	-
	22,200

	Upon exercise of ESOS options1
	-
	41,225

	Enlarged share capital
	-
	453,481

	
	
	


Note:

1
Based on 10% of the enlarged share capital after the Proposed Rescue Scheme

7.2
Earnings

The successful completion of the Proposals is expected to enhance the future earnings potential of the Aokam Group.

7.3
Net Tangible Assets (NTA)

For illustrative purposes only, the effect of the Proposals on the audited NTA as at 30 June 2002 of the Aokam Group is set out below:

	
	
	(I)
	(II)
	(III)
	(IV)
	(V)
	(VI)
	(VII)

	
	Audited as at 31 June 2002
	After Proposed Capital Reduction & Consolidation 
	After (I) & Proposed Share Premium Reduction
	After (II) & Proposed Debt Settlement 
	After (III) & Proposed Acquisition1

	After (IV) & Proposed Special Issue2
	After (V) & full conversion of RCSLS
	After (VI) & full exercise of ESOS options3

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	Share Capital
	83,415
	4,171
	4,171
	35,028
	185,028
	195,028
	206,128
	226,741

	Share Premium
	15
	15
	-
	-
	-
	-
	-
	-

	Accumulated (losses)
	(199,344)
	(120,100)
	(120,085)
	(24,666)
	 (179,222)4
	(181,722)
	(181,722)
	(181,772)

	Shareholders’ funds / NTA
	(115,914)
	(115,914)
	(115,914)
	10,362
	5,806
	13,306
	24,406
	45,019

	
	
	
	
	
	
	
	
	

	No of ordinary shares (‘000)
	83,4155
	8,3426
	8,3426
	70,0566
	370,0566
	390,0566
	412,2566
	453,4816

	NTA per share (RM)
	(1.39)
	(13.90)
	(13.90)
	0.15
	0.02
	0.03
	0.06
	0.10


Notes:

1
Based on the proforma audited accounts of KHSB Group as at 30 June 2002 and does not include the forecast earnings of the KHSB Group. 

2
Include RM2.5 million for corporate exercise expenses

3
Assuming the exercise price of the ESOS options is RM0.50 per ESOS option

4
The goodwill of approximately RM154 million arising from the Proposed Acquisition is written off to the reserves

5
Par value of RM1.00 each

6
Par value of RM0.50 each

7.4
Substantial Shareholders

The effects of the Proposals on the substantial shareholders of Aokam as at 15 November 2002 on a proforma basis are shown below:

(a)
In term of number of Aokam shares

	
	
	(I)
	(II)
	(III)
	(IV)
	(V)
	(VI)
	(VII)

	Ordinary shares of
	RM1.00 each
	RM0.50 each

	Substantial shareholders
	As at 15 November 2002
	After Proposed Capital Reduction & Consolidation 
	After (I) & Proposed Debt Settlement
	After (II) & & Proposed Acquisition
	After (III) & Proposed Special Issue
	After (IV) & Proposed Share Placement
	After (V) & full conversion of RCSLS
	After (VI) & full exercise of ESOS options

	
	‘000
	‘000
	‘000
	‘000
	‘000
	‘000
	‘000
	‘000

	Credit Suisse First Boston (Hong Kong) Limited (CSFB-HK)
	22,350
	2,236
	14,347
	14,347
	14,347
	14,347
	17,987
	17,987

	Vendors of KHSB
	-
	-
	-
	300,000
	300,000
	292,540
	292,540
	292,540


(b) In term of % equity interest in Aokam shares

	
	
	(I)
	(II)
	(III)
	(IV)
	(V)
	(VI)
	(VII)

	Substantial shareholders
	As at 15 November 2002
	After Proposed Capital Reduction & Consolidation 
	After (I) & Proposed Debt Settlement
	After (II) & & Proposed Acquisition
	After (III) & Proposed Special Issue
	After (IV) & Proposed Share Placement
	After (V) & full conversion of RCSLS
	After (VI) & full exercise of ESOS options

	
	%
	%
	%
	%
	%
	%
	%
	%

	CSFB-HK
	26.79
	26.79
	20.48
	3.88
	3.68
	3.68
	4.36
	3.97

	Vendors of KHSB
	-
	-
	-
	81.07
	76.91
	75.00
	70.96
	64.51


7.5
Gearing

The effect of the Proposed Rescue Scheme on the gearing of Aokam Group is set out below:

	
	Audited as at

30 June 2002
	After Proposed Rescue Scheme

	
	RM’000
	RM’000

	
	
	

	Interest bearing borrowings
	113,292
	21,483

	
	
	

	Shareholders’ funds / (deficit)
	(115,914)
	13,306^

	
	
	

	Gearing (times)
	*
	1.61

	
	
	


Note:

*
Not applicable as the shareholders’ funds is in a deficit position

^
The shareholders’ funds after the Proposed Rescue Scheme includes the write-off of goodwill arising from the Proposed Acquisition of approximately RM154 million against the reserves of the Aokam Group

7.6
Dividend

The Board of Directors of Aokam does not expect to recommend any dividend for the financial year ending 30 June 2003 after taking into consideration the financial situation of the Aokam Group.  However, upon the completion of the Proposed Rescue Scheme and depending on the cashflow position of the restructured Aokam Group, the Board of Directors of Aokam may be in a position to declare dividends in the future.

8.
APPROVALS REQUIRED

The Proposals are subject to the approval of the following:

(i) Securities Commission (SC);

(ii) Foreign Investment Committee;

(iii) Ministry of International Trade and Industry;

(iv) Bank Negara Malaysia for the issuance of RCSLS to CSFB-HK and Credit Suisse First Boston, Labuan Branch;

(v) Kuala Lumpur Stock Exchange (KLSE) for the admission to the Official List and the listing of and quotation for new Aokam Shares on the Main Board of the KLSE;

(vi) the High Court of Malaya;

(vii) Shareholders of Aokam and KHSB in extraordinary general meetings (EGM) to be convened;

(viii) Scheme creditors of the Scheme Companies and shareholders of Aokam in separate court meetings to be convened; and

(ix) any other relevant authorities, if applicable.

The Proposed Capital Reconstruction is not conditional upon any other proposals. 

The Proposed Debt Settlement, Proposed Acquisition, Proposed Special Issue, Proposed Share Placement and Proposed Amendments are inter-conditional.  The Proposed Restructuring Scheme is conditional upon the Proposed Capital Reconstruction but not vice versa.

The implementation of the Proposed Restructuring Scheme is conditional upon the Proposed Exemption being obtained.

The Proposed ESOS is conditional on the Proposed Rescue Scheme but not vice-versa.

9.
DIRECTORS’ AND SUBSTANTIAL SHAREHOLDERS’ INTERESTS

9.1
Directors’ interests

None of the Directors and/or persons connected with the Directors have any interest, direct or indirect, in the Proposed Rescue Scheme.
Dr. Tee Choon Hwa and Mr Peter Lee Pui Tet, being full-time Executive Directors of Aokam, are entitled to participate in the Proposed ESOS and is therefore deemed interested in their respective entitlement under the Proposed ESOS.

The interests of Dr. Tee Choon Hwa and Mr Peter Lee Pui Tet in Aokam as at 15 November 2002 are set out below:

	
	
	Direct
	Indirect

	Name
	Proposed maximum allotment of entitlement

(No. of options)
	No of Shares held
	%
	No of Shares held
	%

	Dr. Tee Choon Hwa
	500,000
	80,000
	0.10
	-
	-

	Peter Lee Pui Tet
	500,000
	-
	-
	-
	-


Accordingly, they have abstained and will continue to abstain from all Board of Directors deliberations on the Proposed ESOS in relation to the resolution pertaining to their respective allocation pursuant to the Proposed ESOS.  Dr. Tee Choon Hwa will abstain from voting in respect of his direct shareholdings in Aokam at the forthcoming EGM.  

Dr. Tee Choon Hwa and Mr Peter Lee Pui Tet have also undertaken to ensure that persons connected with them will abstain from voting on the relevant resolution pertaining to their respective allocation under the Proposed ESOS at the forthcoming EGM.

Save as disclosed above, none of the other Directors and persons connected to them have any interest, direct or indirect, in the Proposed ESOS.

9.2
Substantial shareholders’ interests

To the best knowledge of the Board of Directors of Aokam, none of the other substantial shareholders and/or persons connected with the substantial shareholders have any interest, direct or indirect, in the Proposals.

10.
DIRECTORS’ RECOMMENDATION

The Directors of Aokam, after having considered all aspects of the Proposed Rescue Scheme, are of the opinion that the Proposed Rescue Scheme is fair and reasonable and is in the best interest of the Company and its shareholders in view of the financial situation currently faced by the Company.

Save for Dr. Tee Choon Hwa and Mr Peter Lee Pui Tet, who are deemed interested in their respective entitlement under the Proposed ESOS, the Directors of Aokam are of the opinion that the Proposed ESOS is fair and reasonable and in the best interest of the Company and its shareholders.

11.
APPLICATION TO THE AUTHORITIES

It is the intention of Aokam to submit the necessary application to the authorities by 31 December 2002.

12.
EXPECTED COMPLETION DATE

The Proposals are expected to be completed by the second quarter of 2003.

13.
DEPARTURE FROM THE SC’S GUIDELINES

As Aokam is currently under financial distress and requires compromise from both shareholders and creditors, the Proposed Rescue Scheme will be presented as a “rescue” case to the SC for its consideration.  As such, certain exemptions of Chapter 15 and Chapter 18 of SC’s Policies and Guidelines on Issue/Offer of Securities will be sought from the SC:
(i) Pricing of shares

In accordance with the SC’s Guidelines: 

(a) The issue price of the shares should be set at a discount of not more than 10% from the 5-day weighted average market price at the price fixing date to be determined after approval of the SC for the special issue; and

(b) The issue price of shares should be based on the 5-day weighted average market price set 1 day before the announcement of the acquisition.

It is proposed that the issue price for the Aokam Shares pursuant to the Proposed Special Issue and the Proposed Acquisitions be fixed at RM0.50.

(ii)
Pricing of RCSLS conversion price

In accordance with the SC Guidelines, the conversion price of convertible securities could now be set at a discount of not more than 10% from the 5 day-weighted average market price of the underlying shares at a price-fixing date to be determined after the approval of the SC for the issuance of the convertible securities.

It is proposed that the conversion price of RCSLS be fixed at RM1.00 for two (2) Aokam Shares.

(iii) Proforma NTA upon completion of the Proposed Rescue Scheme

The SC’s guidelines state that the proforma NTA position of a distressed listed company should be at least 33% of the par value of its ordinary shares after the corporate proposal.

Based on the audited accounts as at 30 June 2002, the proforma NTA of the Aokam Group after the Proposed Rescue Scheme is RM0.03 per ordinary share of RM0.50 each.
(iv) Par value of Aokam shares changed from RM1.00 each to RM0.50 each

The SC’s guidelines state that distressed listed companies undertaking restructuring scheme via “NewCo” structures are allowed to split the par value of their ordinary shares.
Although the Proposed Rescue Scheme does not involve a “NewCo” structure, the Board of Directors of Aokam proposes to change the par value of Aokam shares from RM1.00 each to RM0.50 each.
(v) Moratorium on disposal of shares

The SC’s guidelines for reverse take-overs state that a moratorium shall be imposed on 50% of the consideration shares to be received by the vendors of the businesses to be injected, whereby the vendors will not be allowed to sell, transfer or assign their shareholdings for one (1) year from the date the shares issued as consideration for the acquisition are listed on the KLSE.  Thereafter, the vendors are allowed to sell, transfer or assign only up to a maximum of one-third per annum (on a straight-line bases) of their respective shareholdings under moratorium.  The vendors of KHSB propose to seek a waiver from the moratorium.
14.
ADVISER

SIBB has been appointed as adviser to Aokam for the Proposals.

15.
DOCUMENT FOR INSPECTION

The following documents are available for inspection at B-11-3 Megan Phileo Promenade, 189 Jalan Tun Razak, 50400 Kuala Lumpur for a period of two (2) weeks from the date of this announcement:
(a) Conditional Definitive Agreement; and

(b) Indicative valuers letters as referred to in Section 2.4

This announcement is dated 18 December 2002.

APPENDIX I

The salient terms of the RCSLS are as follows:

	Issue Size
	RM11,100,000 nominal value of RCSLS.



	Issue Price
	100% of the nominal value of the RCSLS. 



	Form and Denomination


	The RCSLS will be issued in registered form and in multiples of RM1.00



	Issue Date
	The date of issue of the RCSLS.



	Tenure
	The RCSLS shall be valid from the Issue Date until the Maturity Date.



	Maturity Date
	Means the 30 June 2005.



	Coupon Rate
	The RCSLS shall bear a coupon rate of 5% per annum based on the nominal value of the outstanding RCSLS



	Payment of Coupon Rate


	The coupon will be payable annually.

	Conversion Price
	The RCSLS will be converted from RM1.00 nominal value of RCSLS to two (2) new Aokam Shares, credited as fully paid-up.



	Conversion Rights
	The registered holder will have the right at any time during the Conversion Period to convert the RCSLS into new Aokam Shares at the Conversion Price.



	Conversion Period
	Conversion into fully paid-up ordinary shares of Aokam of RM0.50 each will be allowed at any time from date of issuance of the RCSLS up to the Maturity Date.



	Security
	The RCSLS shall be secured against the fixed assets of the Scheme Companies



	Redemption
	Unless previously converted, the holder of the RCSLS shall be entitled to redeem the RCSLS within the following time schedules:

(a) 50% of the RCSLS on the last day of the twelve (12) months period commencing from the Issue Date or 30 June 2004, whichever shall be later; and

(b) the balance 50% of the RCSLS on the Maturity Date.



	Transferability
	The RCSLS will not be transferable or traded.



	Trust Deed
	The RCSLS will be constituted under a trust deed to be executed between Aokam and a duly authorised trustee who will act in the interest of the RCSLS holders.



	Listing
	The RCSLS will not be listed on the KLSE.  Approval-in-principle from the KLSE will be sought for the listing of new Aokam Shares arising from the conversion of the RCSLS.



	Status of New Shares
	The new Aokam Shares to be issued pursuant to the conversion of RCSLS will, upon allotment and issue, rank pari passu in all respects with the existing Aokam shares, except that they will not be entitled to any dividends, rights, allotment and/or distributions, the entitlement date of which is prior to the allotment of the said shares.



	Governing Laws
	The laws of Malaysia.
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