Tajo Berhad

Announced by PMBB on behalf of Tajo Berhad


TAJO BERHAD (“TAJO” OR “COMPANY”)

2. DETAILS OF THE PROPOSALS

2.1
Information on Mithril


Mithril was incorporated as a shelf company to facilitate the Proposed Restructuring Exercise and to assume the listing status of Tajo.


Mithril was incorporated in Malaysia under the Act on 19 April 2002. The authorised share capital of Mithril is RM100,000 comprising 100,000 ordinary shares of RM1.00 each, of which 2 ordinary shares of RM1.00 each have been issued and fully paid-up. 


The directors and shareholders of Mithril, who are nominees of Tajo, are Johariah binti Jamaludin and Taher bin Nordin.

In order to accommodate the increase in the issued and paid-up share capital of Mithril upon completion of the proposed corporate exercise, the authorised share capital of Mithril from RM100,000 comprising 100,000 ordinary shares of RM1.00 each to RM500,000,000 comprising 500,000,000 ordinary shares of RM1.00 each. The Memorandum of Association of Mithril will be duly amended to reflect the increase.
2.2
The Proposed Capital Reconstruction


Tajo proposes that the existing issued and paid-up share capital of the Company of RM39,540,000 ordinary shares of RM1.00 each in Tajo be reduced, pursuant to Section 64 of the Act to RM3,954,000 comprising 39,540,000 ordinary shares of RM0.10 each. The reduction of RM0.90 from every existing ordinary share of RM1.00 each would give rise to a credit of RM35,586,000 which would be utilised to reduce the Company’s audited consolidated accumulated losses of RM195,857,583 as at 31 December 2001 to RM160,271,583.

Upon reduction of the paid-up share capital, the issued and paid-up share capital of Tajo shall be consolidated in such manner that every ten (10) ordinary shares of RM0.10 each shall constitute one (1) ordinary share of RM1.00 each, upon which the sum of RM1.00 each shall be credited as having been fully paid-up, thereby consolidating 39,540,000 ordinary shares of RM0.10 each into 3,954,000 ordinary shares of RM1.00 each in Tajo (“Consolidated Shares”).


In connection thereto, the existing unexercised warrants of Tajo of 14,798,000 warrants will also be reduced, pursuant to Section 64 of the Act to 1,479,800 warrants on the basis of ten (10) warrants into one (1) warrant (“Consolidated Warrants”). The principal terms and conditions of the Consolidated Warrants shall remain the same with the existing deed poll of Tajo.

The High Court of Malaya’s sanction for the Proposed Capital Reconstruction pursuant to Section 64 of the Act would be sought after the receipt of the approval of the shareholders and warrantholders of Tajo.

2.3
The Proposed Cancellation of Share Premium Account

Pursuant to Section 64(1) of the Act, the audited amount of RM17,105,963 in the share premium account of Tajo as at 31 December 2001 will be cancelled against Tajo’s accumulated losses. This will result in the consolidated accumulated losses being further reduced from RM160,271,583 to RM143,165,620.
2.4
The Proposed Scheme of Arrangement

Tajo proposes to enter into a scheme of arrangement with its shareholders and Mithril under Section 176 of the Act whereby Mithril shall issue 3,954,000 new Mithril Shares in exchange for the Consolidated Shares on the basis of one (1) new Mithril Share for every one (1) Consolidated Share. Accordingly, Mithril will also issue 1,479,800 new warrants (“Warrant A”) on the basis of one (1) Warrant A for every one (1) Consolidated Warrant. Upon completion of the Proposed Scheme of Arrangement, Tajo will become a wholly-owned subsidiary of Mithril.


Mithril will emerge as the new listing vehicle and the holding company of Tajo and the new assets to be acquired (“Mithril Group”).

2.5
The Proposed Fund Raising

2.5.1
The Proposed Rights Issue of Shares


The Proposed Rights Issue of 15,816,008 Rights Shares together with 5,272,002 new Warrant B at an indicative issue price of RM1.00 per Rights Share with Warrant B is to be implemented on a renounceable basis of four (4) Rights Shares for every one (1) Mithril Share held after the Proposed Share Swap together with one (1) Warrant B attached to every three (3) Rights Shares issued. Details on the indicative principal terms of Warrant B are set out as follows:
	Form
	:
	The Warrant B will be issued in registered form and constituted by a deed poll.

	Warrant entitlement
	:
	Each warrant carries the entitlement, at any time during the Exercise Period, to subscribe for one (1) new Mithril Share at the Exercise Price, subject to adjustments in accordance with the provisions of the deed poll.

	Exercise Period
	:
	From the beginning of the 2nd year to the end of the 5th year.

	Exercise Price
	:
	The exercise price of the Warrant B shall be set at RM1.00 per share.

	Expiry
	:
	At the close of business on the maturity date of the Warrant B, being a date five (5) years from the date of issue of the Warrant B, any Warrant B which has not been exercised will lapse and cease thereafter to be valid for any purpose.

	Listing
	:
	Application will be made to the KLSE for admission to the Official List and the listing of and quotation for the Warrant B and the new Mithril Shares arising from the exercise of the Warrant B.

	Board Lot
	:
	Comprising 1,000 warrants.

	Ranking
	:
	The new Mithril Shares to be issued pursuant to the exercise of the Warrant B will upon issue and allotment, rank pari passu in all respects with the then existing Mithril Shares save and except that they shall not be entitled to any dividends, rights, allotment and/or other distributions, the entitlement date of which is prior to the date of the exercise of the Warrant B.



The Rights Shares shall be provisionally allotted to the shareholders of Mithril whose names appear in the Register of Members or Record of Depositors at the close of books of Mithril after the Proposed Share Swap on a date to be determined by the Directors of Mithril. Fractions of a share arising from the Proposed Rights Issue will be dealt with by the Directors of Mithril as they deem fit.


The Rights Shares will, upon issue and allotment, rank pari passu in all respects with the existing Mithril Shares save and except for any dividends, rights, allotment and/or other distributions which is prior to the date of allotment of the Rights Shares.

A notice of allotment will be despatched to the entitled shareholders. The Proposed Rights Issue is expected to raise proceeds totalling approximately RM15.816 million which will be utilised in the manner set out as follows:

	
	
	RM’000

	
	
	

	Partial debt repayment to unsecured creditors
	
	10,499

	
	
	

	Working capital
	
	2,317

	
	
	

	Expenses for Proposed Restructuring Exercise
	
	3,000

	
	
	

	
	
	

	
	
	15,816


2.5.2
The Proposed RCSLS Issue


The Proposed RCSLS Issue will involve an issuance of a total of RM105,300,000 nominal amount of RCSLS. The Proposed RCSLS Issue will be offered to the general public.

The principal indicative terms of the RCSLS are set out as follows:

	Tenure
	:
	5 years



	Coupon rate
	:
	3% per annum



	Redemption
	:
	The RCSLS will be redeemable at the end of the 5th year



	Conversion period
	:
	From the beginning of the 2nd year to the end of the 5th year, during which the RCSLS may be converted into Mithril Shares



	Conversion price


	:
	RM1.00 nominal amount of RCSLS is convertible into one (1) new Mithril Share



	Ranking of the new shares
	:
	The new Mithril Shares to be issued pursuant to the conversion of the RCSLS will upon issue and allotment, rank pari passu in all respects with the then existing Mithril Shares save and except that they shall not be entitled to any dividends, rights, allotment and/or other distributions, the entitlement date of which is prior to the date of the conversion of the RCSLS.


	Security
	:
	Charge over MAAKK 1, MAAKK 2, MAA Kuching and MAA Penang



	Listing
	:
	Application will be made to the Kuala Lumpur Stock Exchange for admission to the Official List and the listing of and quotation for the RCSLS and subject to meeting the spread requirement of not less than one hundred (100) RCSLS holders or such other prevailing guidelines



	Rating
	:
	To be determined at a later date


2.5.3
The Proposed ICULS Issue


The Proposed ICULS Issue will involve an issuance of a total of RM60,700,000 nominal amount of ICULS. The Proposed ICULS Issue will be offered to the general public.

The principal indicative terms of the ICULS are set out as follows:

	Tenure
	:
	5 years



	Coupon rate
	:
	8% per annum



	Conversion period
	:
	From the beginning of the 2nd year to the end of the 5th year, during which the ICULS are to be converted into ordinary shares of RM1.00 each. At the end of the 5th year, the ICULS shall be automatically converted into new Mithril Shares of RM1.00 each



	Conversion price


	:
	RM1.00 nominal amount of ICULS is convertible into one (1) new Mithril Share of RM1.00 at par



	Ranking of the new shares
	:
	The new Mithril Shares to be issued pursuant to the conversion of the ICULS will upon issue and allotment, rank pari passu in all respects with the then existing Mithril Shares save and except that they shall not be entitled to any dividends, rights, allotment and/or other distributions, the entitlement date of which is prior to the date of the conversion of the ICULS.



	Listing
	:
	Application will be made to the Kuala Lumpur Stock Exchange for admission to the Official List and the listing of and quotation for the ICULS and subject to meeting the spread requirement of not less than one hundred (100) ICULS holders or such other prevailing guidelines





The Proposed RCSLS Issue and the Proposed ICULS Issue are expected to raise an aggregate proceeds of RM116,000,000 which will be utilised in the following manner:

	
	
	RM’000

	
	
	

	Proposed MAAKK 1 Acquisition
	
	70,000

	
	
	

	Proposed Kuching Acquisition
	
	23,100

	
	
	

	Proposed Penang Acquisition
	
	47,300

	
	
	

	Proposed Saferay Acquisition
	
	17,500

	
	
	

	Working capital
	
	8,100

	
	
	

	
	
	

	Total
	
	166,000



Mithril will arrange for underwriting for the Proposed Rights Issue, the Proposed RCSLS Issue and the Proposed ICULS Issue at a later date.

2.6
The Proposed Debt Settlement

Tajo/Mithril is currently formulating a proposed debt restructuring exercise to restructure the debts of Tajo and its subsidiary companies (“Tajo Group”) amounting to approximately RM171.401 million (inclusive of accrued interest) as at 30 September 2001 for debts owing to certain financial and non-financial institutions.

The total secured and deemed secured lenders and the total unsecured and deemed unsecured lenders amounting to approximately RM55,000,000 and RM116,401,000 respectively as at 30 September 2001, will in broad terms, be settled in the following manner:

(i)
secured and deemed secured creditors to undertake a 100% debt to equity/warrant conversion for the secured portion, i.e. issuance of new Mithril Shares to settle the secured portion outstanding as well as issuance of Warrant B on the basis of one (1) new Warrant B for every three (3) new Mithril Shares issued. The issue price of the Mithril shares is set at RM1.00 per Mithril Share. Tajo/Mithril is also proposing to obtain the secured and deemed secured creditors’ consent for a moratorium on the interest;

(ii)
unsecured and deemed unsecured creditors to be paid approximately RM10.499 million representing approximately 9% of the total principal and accrued interest outstanding as at 30 September 2001; and

(iii)
unsecured and deemed unsecured creditors to undertake a 100% debt to equity/warrant conversion for the balance principal and accrued interest outstanding as at 30 September 2001, after the cash repayment. The conversion price of the debts into new Mithril Shares is set at approximately RM3.36 per Mithril Share. Warrant B will be issued on the basis of one (1) new Warrant B for every one (1) Mithril Share issued. Tajo/Mithril is also proposing to obtain the unsecured and deemed unsecured creditors’ consent for a moratorium on the interest.


The above are the broad terms for the Proposed Debt Settlement that Tajo/Mithril is proposing to undertake. As at the date of this announcement, Tajo has approached certain of its major lenders to brief them on the broad terms of the Proposed Debt Settlement. An announcement will be made at a later date, once the terms of the Proposed Debt Settlement have been finalised and agreed upon by the respective lenders.

2.7
The Proposed Acquisitions

2.7.1
The Proposed Saferay Acquisition

2.7.1.1
Particulars


The Proposed Saferay Acquisition involves the proposed acquisition by Mithril of 1,200,000 ordinary shares of RM1.00 each in Saferay representing the entire issued and paid-up share capital of Saferay from Ong Kah Huat and Cheong Chee Yun (“Saferay Vendors”) for a purchase consideration of RM48,000,000 to be satisfied in the following manner:

(a)
RM17,500,000 in cash; and
(b)
RM30,500,000 nominal amount of RCULS.

A summary of the number of shares to be acquired from the Saferay Vendors and the mode of satisfaction is set out as follows:

	
	No. of Saferay shares
	
	%
	
	Purchase consideration
	
	Mode of satisfaction

	
	
	
	
	
	
	
	Cash
	
	RCULS

	
	
	
	
	
	RM
	
	RM
	
	RM

	
	
	
	
	
	
	
	
	
	

	Ong Kah Huat
	1,000,000*
	
	80.0
	
	40,000,000
	
	14,583,333
	
	25,416,667

	
	
	
	
	
	
	
	
	
	

	Cheong Chee Yun
	200,000
	
	20.0
	
	8,000,000
	
	2,916,667
	
	5,083,333

	
	
	
	
	
	
	
	
	
	

	
	1,200,000
	
	100.0
	
	48,000,000
	
	17,500,000
	
	30,500,000


Note:

*
A total of 200,000 ordinary shares in Saferay out of the 1,000,000 ordinary shares in Saferay are currently still registered in the name of Huang Da-Sheng as bare trustee for Ong Kah Huat.

Details of the indicative principal terms of the RCULS are set out as follows:

	Tenure
	:
	5 years



	Coupon rate
	:
	1% per annum




	Redemption and redemption period
	:
	The RCULS will be redeemable at Mithril’s sole option from the beginning of the 2nd year to the end of the 5th year, otherwise at the end of the 5th year, the RCULS will be converted into new Mithril Shares of RM1.00 each



	Conversion period
	:
	From the beginning of the 2nd year to the end of the 5th year, during which the RCULS are convertible into Mithril Shares



	Conversion price


	:
	RM1.00 nominal amount of RCULS is convertible into one (1) new Mithril Share



	Ranking of the new shares
	:
	The new Mithril Shares to be issued pursuant to the conversion of the RCULS will upon issue and allotment, rank pari passu in all respects with the then existing Mithril Shares save and except that they shall not be entitled to any dividends, rights, allotment and/or other distributions, the entitlement date of which is prior to the date of the conversion of the RCULS.



	Listing
	:
	Not listed



	Status
	:
	Not traded



The cash portion of the purchase consideration will be funded from the Proposed RCSLS Issue and the Proposed ICULS Issue.


There are no liabilities to be assumed by Tajo/Mithril pursuant to the Proposed Saferay Acquisition, save for the liabilities incurred in the ordinary course of business of Saferay.
2.7.1.2
Other principal terms and conditions

The other principal terms and conditions of the Proposed Saferay Acquisition are as follows:

(i)
The purchase consideration shall be settled by Tajo/Mithril in the following manner:

(a)
a sum of RM17,500,000 in cash to be paid to the Saferay Vendors on the completion of the SPA;

(b)
a sum of RM18,000,000 to be satisfied by the issue of RM18,000,000 nominal amount of RCULS (“RCULS A”); and

(c)
a further sum of RM12,500,000 to be satisfied by the issue of RM12,500,000 nominal amount of RCULS (“RCULS B”).

(ii)
The Proposed Saferay Acquisition is conditional upon:

(a)
the approvals from the various parties and regulatory authorities as described in Section 8 herein;

(b)
the reports from the auditors and solicitors confirming inter- alia, that:
(aa)
there is no material discrepancy or variation of the amounts shown in the audited accounts of Saferay for the financial year ended 30 April 2001 and the management accounts for the period ended 31 December 2001;
(bb)
and/or there is no material irregularities in the legal, contractual or statutory position of the company; and
(cc)
provided that the results of the special audit on the financial, contractual or trading position, business prospect and the legal, corporate structure contractual and statutory records of Saferay to determine the assets and liabilities of the company and to verify the accuracy of the representations and warranties contained in the SPA and any material irregularities in the affairs of the company as at the date of the SPA (“Special Audit”) is satisfactory to Tajo/Mithril at its sole and absolute discretion; and
(c)
there shall not be imposed by the relevant authorities any encumbrances or any moratorium or any conditions which may render the new Mithril Shares to be issued pursuant to the conversion of the RCULS or any part thereof not freely transferable;

(ii)
The Saferay Shares shall be acquired free from all claims, charges, liens, and encumbrances together with all rights attaching thereto and all dividends and distributions declared, paid or made in respect thereof on and after the date of the SPA;

(iii)
Tajo/Mithril undertakes to procure the release of the Saferay Vendors and the other guarantors from the joint and several guarantees given by them in favour of banks or financial institutions as security for the credit facilities granted to Saferay, within three (3) months from the date the SPA is completed. Tajo/Mithril also undertakes at all times after the completion of the SPA to indemnify and keep the Guarantors fully indemnified from and against all claims, demands, actions, proceedings, costs and expenses which may be incurred or suffered by or initiated against the Guarantors arising from or in connection with the individual guarantees provided that the SPA is completed in the manner provided in Section 6.01 of the SPA and provided further That this indemnity will not be applicable in respect of a particular individual guarantee if the said individual guarantee is enforced against the Guarantors by reason only of the Guarantors committing any criminal acts in respect of the relevant credit facilities secured by the said individual guarantee, which leads to a default under the said facilities.
(iv)
In addition and without prejudice to Section 6.02(4) of the SPA, in the event Tajo/Mithril fails to procure the release of the Guarantors from the individual guarantees or any part thereof within the aforesaid three (3) months’ period, then Tajo/Mithril shall provide to the Guarantors within thirty (30) days from the date of expiry of the aforesaid three (3) months’ period, cash and/or other securities acceptable to the Guarantors which shall be of a total value not less than the total amount guaranteed under the undischarged individual guarantees, as security for the Purchaser’s indemnity provided in Section 6.02(4) of the SPA;

(v)
Tajo/Mithril agrees that at any time prior to the completion of the SPA, subject to the availability of tax exempt income or Section 108 of the Income Tax Act, 1967 to frank such dividend, Saferay shall be entitled to declare and pay to the Saferay Vendors, a total sum of RM2,500,000 (“Agreed Dividend”) only as dividend in respect of the financial year(s) prior to the completion of the SPA from the distributable net profits of Saferay provided that the payment of such Agreed Dividend shall be made in the following manner:

(a)
the Agreed Dividend may be paid to the Saferay Vendors only if and upon Saferay achieving a Net Profit (as defined in Section 2.9.1.3 (i)) of not less than RM5,000,000 only for the financial year ending 30 April 2003 (“1st Year Warranted Profit”); and

(b)
in the event the Net Profit of Saferay for the financial year ending 30 April 2003 is less than the 1st Year Warranted Profit, then and in such an event, such shortfall amount in the 1st Year Warranted Profit shall be deducted by Saferay from the Agreed Dividend, and the balance (if any) of the Agreed Dividend (after deduction of such shortfall) shall be paid to the Saferay Vendors upon completion of the audit of Saferay’s accounts for the financial year ending 30 April 2003; and

(vi)
The Saferay Vendors warrants that:

(a)
the profit after taxation of Saferay determined in accordance with the generally accepted accounting principles and excluding any extraordinary items for the financial year ending 30 April 2002 will not be less than RM3,700,000; and

(b)
the net tangible assets (“NTA”) of Saferay, after deduction of the dividend to be declared and paid pursuant to Section 2.9.1.2 (v) above shall be:

(aa)
as at 30 April 2002 not less than RM10,400,000; and

(bb)
as at the completion of the SPA, not less than RM11,400,000 (“Warranted NTA”).

2.7.1.3
Profit Guarantee

The Saferay Vendors represent, warrant and guarantee to Tajo/Mithril that the aggregate profitability of Saferay for the financial years ending 30 April 2003 (“First Financial Year”), 30 April 2004 (“Second Financial Year”) and 30 April 2005 (“Third Financial Year”) (“collectively referred to as “the Financial Years”) shall not be less than RM18.0 million (“Saferay Guaranteed Profit”). The principal terms of the Profit Guarantee include, inter-alia, the following:
(i)
The profitability of Saferay shall be the net profit after taxation (if any) imposed by the Inland Revenue Board of Malaysia, and minority interest and after any extraordinary gains/losses as shown in the audited accounts of Saferay, for the relevant Financial Year (hereafter referred to the “Net Profit”), audited by an international reputable auditor mutually agreed by the Saferay Vendors and Tajo/Mithril (“Agreed Auditors”);

(ii)
The RCULS A to be issued pursuant to the Proposed Saferay Acquisition shall serve as security for the Saferay Guaranteed Profit during the period from the date of the SPA up to 30 April 2005 and are to be converted or cancelled in accordance with the terms of the SPA;

(iii)
Upon completion of the final audit of Saferay’s accounts by the Agreed Auditors for each of the First Financial Year and the Second Financial Year, in the event that the Net Profit for the relevant Financial Year shall be or exceed RM5.0 million, the Saferay Vendors shall be entitled to convert such nominal amount of the RCULS A (on the basis of RM1.00 nominal value of the RCULS A for every RM1.00 in the Net Profit), as shall be of equivalent value to the Net Profit achieved for that relevant Financial Year, into such number of new Mithril Shares at an issue price of RM1.00 per Mithril Share, free from any moratorium, restrictions and encumbrances;

(iv)
In the event that the profit warranty ceases to be applicable pursuant to the terms of the SPA, all the RCULS A not converted shall be automatically converted into new Mithril Shares at an issue price of RM1.00 per Mithril Share;

(v)
Upon completion of the final audit of Saferay’s accounts by the Agreed Auditors for the Third Financial Year and in the event that the aggregate Net Profit of Saferay for the Financial Years shall be less than the Saferay Guaranteed Profit (hereafter referred to as the “Profit Shortfall”), the Profit Shortfall shall be made good by either:

(a)
payment by the Saferay Vendors to Tajo/Mithril of the Profit Shortfall amount within twenty one (21) market days on demand from Tajo/Mithril after receipt of a certified true copy of the audited accounts of Saferay for the Financial Years; or

(b)
cancellation of such nominal amount of the remaining RCULS A on the basis of RM1.00 nominal value of the RCULS A for every RM1.00 in the equivalent value of the Profit Shortfall; or

a combination of the above options.

2.7.1.4
Service Agreement

Under the terms of the SPA, Mithril shall procure that Saferay enters into service agreements with the Saferay Vendors to undertake the following:

(i)
appoint the Saferay Vendors as the Executive Directors of Saferay for a period commencing from the completion date (i.e. a date not later than 5.00 p.m. on a business day in Kuala Lumpur falling fourteen (14) days from the date on which the last of the outstanding approvals referred to in Section 8 has been obtained) to the date of the completion of the audit of the Saferay accounts for the Third Financial Year, (“hereafter referred to as the Management Period”); and 

(ii)
the management control of Saferay shall remain with the Saferay Vendors during the Management Period.

2.7.1.5
Information on Saferay

Saferay was incorporated in Malaysia under the Act on 18 November 1991. The present authorised share capital of Saferay is RM5,000,000 comprising 5,000,000 ordinary shares of RM1.00 each, of which 1,200,000 have been issued and fully paid-up.


Saferay is a pioneer manufacturer specialising in architectural mouldings made of polyurethane rigid foam (“PU”) for interior and exterior decorations, renovations and re-decoration. Being in the industry for over 9 years, Saferay has its own range of mouldings, which are currently sold under the brand name of ‘Gaudi Décor’. It also manufactures products under private labels for its foreign customers and has established for itself, a reputation for manufacturing high quality products. Saferay represents one of the top 5 manufacturers of PU products worldwide and has established an international marketing network in the United States of America, Taiwan and Europe.


Based on Saferay’s latest audited accounts, the NTA of Saferay as at 30 April 2001 and the profit after taxation for the financial year ended 30 April 2001 were RM9,245,732 and RM3,645,974 respectively. A summary of the key financial information on Saferay for the past five (5) financial years ended 30 April 2001 is set out as follows:
	
	Financial Year Ended 30 April

	
	1997
	1998
	1999
	2000
	2001

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

	
	
	
	
	
	

	Turnover
	3,059
	5,779
	9,491
	11,138
	17,013

	Profit before taxation
	97
	243
	1,710
	3,003
	4,001

	Taxation
	(3)
	(14)
	2
	(246)
	(355)

	Profit after taxation
	94
	229
	1,712
	2,757
	3,646

	No. of shares in issue ’000)
	500
	500
	500
	500
	1,000

	Net earnings per share (RM)
	0.19
	0.46
	3.42
	5.51
	3.65

	NTA
	320
	519
	2,231
	4,988
	9,246

	NTA per share (RM)
	0.64
	1.04
	4.46
	9.98
	9.25


2.7.1.6
Basis of Arriving at the Purchase Consideration

The purchase consideration for the Proposed Saferay Acquisition of RM48,000,000 was arrived at on a “willing-buyer willing-seller” basis after taking into consideration the following:

(a)
the adjusted net tangible assets of Saferay as at 30 April 2001 of RM9,245,732; and

(b)
the Saferay Guaranteed Profit.


The purchase consideration of RM48,000,000 for the Proposed Saferay Acquisition, represents a price earning multiple of 8 times over the profit guarantee for the First Financial Year and 13 times over the profit for the year ended 30 April 2001.

2.7.1.7
Information on the Saferay Vendors

2.7.1.7.1
Ong Kah Huat


Ong Kah Huat, age 51, is presently a director and substantial shareholder of Saferay.

2.7.1.7.2
Cheong Chee Yun


Cheong Chee Yun, age 41, is presently a director and substantial shareholder of Saferay.

2.7.1.8
Cost of Investment

The Saferay Vendors’s cost of investment in Saferay represent their subscription of shares in Saferay, details of which are set out as follows:

	
	Date of investment
	
	No. of ordinary shares
	
	Cost of investment

	
	
	
	
	
	RM

	
	
	
	
	
	

	Ong Kah Huat
	23/12/1991
	
	1
	
	1

	
	17/04/1992
	
	4,999
	
	4,999

	
	21/07/1993
	
	32,500
	
	32,500

	
	23/12/1994
	
	50,000
	
	50,000

	
	01/03/1995
	
	2,500
	
	2,500

	
	30/11/1995
	
	60,000
	
	60,000

	
	07/06/2000
	
	150,000
	
	150,000

	
	08/08/2000
	
	500,000
	
	500,000

	
	31/05/2001
	
	200,000*
	
	200,000

	
	
	
	1,000,000
	
	1,000,000

	
	
	
	
	
	

	Cheong Chee Yun
	31/05/2001
	
	200,000
	
	200,000

	
	
	
	
	
	

	
	
	
	1,200,000
	
	1,200,000


Note:

*
200,000 ordinary shares out of this 1,000,000 shares in Saferay are currently still registered in the name of Huang Da-Sheng as bare trustee for Ong Kah Huat.
2.7.2
The Proposed MAAKK 1 Acquisition

2.7.2.1
Particulars


The Proposed MAAKK 1 Acquisition involves the proposed acquisition by Mithril of twenty-nine (29) subsidiary parcels of commercial/office space situated on the Ground, First, Second, Third, Fifth, Sixth, Seventh and Eighth Floors with an approximate lettable area of 189,727 square feet together with 195 units of basement carpark bays forming part of an 11 storey office building with 3 basement car park known as “Menara MAA” located in Kota Kinabalu from MAA for a cash consideration of RM70,000,000.


There are no liabilities to be assumed by Tajo/Mithril pursuant to the Proposed MAAKK 1 Acquisition.
2.7.2.2
Other principal terms and conditions

The other principal terms and conditions of the Proposed MAAKK 1 Acquisition are as follows:

(i)
The Proposed MAAKK 1 Acquisition is subject to and conditional upon the approvals as mentioned in Section 8 herein (“Conditions Precedent”);

(ii)
Notwithstanding the provisions of Section 2.7.2.2(i) above, the parties may by mutual written agreement waive the requirement of any of the Conditions Precedent;

(iii)
The SPA shall become unconditional upon the receipt of the last and final of the approvals relating to the Conditions Precedent;

(iv)
The purchase consideration shall be paid within a period of two (2) months from the date of this agreement becoming unconditional (unless extended further by mutual agreement of the parties hereto) (“Completion Date”);

(v)
MAA shall at its own cost and expense cause any security interest of whatsoever nature over MAAKK 1, except for the caveat (as stated in viii below) lodged by Tajo/Mithril, to be removed;

(vi)
Notwithstanding anything to the contrary contained in the SPA, if MAAKK 1 at any time during the continuance of the SPA is howsoever encumbered by or subjected to any security interest whatsoever, Tajo/Mithril shall be entitled to suspend the time for payment of the purchase consideration until the security interest is removed at the cost and expense of MAA;

(vii)
Each of the parties to the SPA shall take the necessary steps to apply for or submit the application for the approvals referred to in Schedule 6 thereof as soon as practically possible after the execution of the SPA but not later than four (4) months from the date of the SPA;

(viii)
MAA agrees and consent to Tajo/Mithril lodging a private caveat against MAAKK 1 as deemed expedient provided that if the SPA is terminated due to MAA’s default, such caveat shall forthwith be removed by Tajo/Mithril at the cost of Tajo/Mithril; and


2.7.2.3
Lease Agreement

Under the terms of the SPA in respect of the Proposed MAAKK 1 Acquisition, MAA have agreed to a fixed term lease in respect of MAAKK 1 for the fixed lease period of three (3) years commencing from the Completion Date (“the Lease Period”) with an option, exercisable by MAA to renew on terms to be agreed by both parties.


Under the Lease Agreement, MAA shall pay Mithril the total fixed rental of Ringgit Sixteen Million Eight Hundred (RM16,800,000.00) (“the Rental”) as agreed fixed rental during the Lease Period. The Rental shall be payable in arrears by quarterly installments of Ringgit One Million Four Hundred (RM1,400,000.00) by or on the 26th day of each third month.

2.7.2.4
Information on Menara MAA - Kota Kinabalu


Menara MAA – Kota Kinabalu fronts onto the western side of Lorong Api-Api 1, within the locality of Api-Api and is located at the southern fringe of Kota Kinabalu City Centre. The building forms part of a comprehensive commercial and residential development known as Api-Api Centre developed by Tokojaya Sdn. Bhd, the Sabah Urban Development Corporation and Sabah Economic Development Corporation. 

It is conveniently located in a distinctive neighbourhood that houses prominent hotels, office blocks as well as the largest shopping mall in the city. It is accessible from Kota Kinabalu/Sembulan/Tanjung Aru New Costal Highway (Lebuhraya Pantai Baru) onto Lorong Api-Api 1.


Menara MAA – Kota Kinabalu is currently held under a ninety-nine (99) year leasehold interest expiring on 31 December 2086 held under part of Master Title Town Lease 017545265, District of Kota Kinabalu, Sabah.
2.7.2.5
Basis of Arriving at the Purchase Consideration

The purchase consideration for the Proposed MAAKK 1 Acquisition of RM70,000,000 was arrived at based on a “willing-buyer willing-seller” basis after taking into consideration the market value of MAAKK 1 of RM70,000,000 as appraised by Messrs. Firdaus & Associates, an independent firm of professional valuers, in its valuation report dated 27 November 2001 based on the comparative and investment valuation methods.

2.7.2.6
Information on MAA

MAA was incorporated in Malaysia under the Companies Act, 1965 on 2 September 1968 as Malaysian American Assurance Company Berhad. It assumed its current name on 7 December 1985. MAA is principally involved in the transaction of life and general insurance. The present authorised share capital of MAA is RM500,000,000 comprising 500,000,000 ordinary shares of RM1.00 each and the issued and paid-up share capital of MAA is RM150,000,000 comprising 150,000,000 ordinary shares of RM1.00 each.


MAA is a wholly-owned subsidiary company of MAA Holdings Berhad, a company listed on the Main Board of the KLSE. The Board of Directors of MAA are YM Tunku Dato’ Seri Iskandar Bin Tunku Abdullah, YM Tunku Dato’ Ya’acob Bin Tunku Abdullah, Major General (Rtd) Lai Chung Wah, Razman Hafidz Bin Tan Sri Dato’ Abu Zarim and Dato’ Iskandar Michael Bin Abdullah.

2.7.2.7
Cost of Investment

The cost of investment of MAAKK 1 is RM69,224,000 while the net book value based on the audited accounts of MAA as at 31 December 2001 is RM69,224,000.

2.7.3
The Proposed MAAKK 2 Acquisition

2.7.3.1
Particulars


The Proposed MAAKK 2 Acquisition involves the proposed acquisition by Mithril of sixteen (16) subsidiary parcels of commercial space situated on the Mezzanine, Eighth and Tenth Floors with an approximate lettable area of 34,996 square feet together with 47 units of basement carpark bays forming part of an 11 storey office building with 3 basement car parks known as “Menara MAA” located in Kota Kinabalu from Tokojaya for a purchase consideration of RM14,500,000 to be satisfied in the following manner:
(a)
10,000,000 new Mithril Shares; and
(b)
RM4,500,000 of RCULS.

There are no liabilities to be assumed by Tajo/Mithril pursuant to the Proposed MAAKK 2 Acquisition.
2.7.3.2
Other principal terms and conditions

The other principal terms and conditions of the Proposed MAAKK 2 Acquisition are as follows:

(i)
The Proposed MAAKK 2 Acquisition is subject to and conditional upon the approvals as mentioned in Section 8 herein (“Conditions Precedent”);

(ii)
Notwithstanding the provisions of Section 2.7.3.2(i) above, the parties may by mutual written agreement waive the requirement of any of the Conditions Precedent;

(iii)
The SPA shall become unconditional upon the receipt of the last and final of the Conditions Precedent;

(iv) The purchase consideration shall be paid within a period of two (2) months from the date of this agreement becoming unconditional (unless extended further by mutual agreement of the parties hereto) (“Completion Date”);
(v) The properties under the Proposed MAA KK 2 Acquisition are presently encumbered by the Loan Caveats (as defined under the SPA and detailed in Schedule 7 of the SPA). The Vendor warrants that the Loan Caveats shall be removed before expiry of the Approval Period (being 6 months from the date of the SPA or, upon a written request for extension, 9 months from the date of the SPA);
(vi)
Tokojaya shall at its own cost and expense cause any security interest of whatsoever nature over MAAKK 2, except for the caveat (as stated in viii below) lodged by Tajo/Mithril, to be removed;

(vii)
Notwithstanding anything to the contrary contained in the SPA, if MAAKK 2 at any time during the continuance of the SPA is howsoever encumbered by or subjected to any security interest whatsoever, Tajo/Mithril shall be entitled to suspend the time for payment of the purchase consideration until the security interest is removed at the cost and expense of Tokojaya;

(viii)
Each of the parties to the SPA shall take the necessary steps to apply for or submit the application for the approvals referred to in Schedule 5 thereof as soon as practically possible after the execution of the SPA but not later than four (4) months from the date of the SPA;

(ix)
Tokojaya agrees and consent to Tajo/Mithril lodging a private caveat against MAAKK 2 as deemed expedient provided that if the SPA is terminated due to Tokojaya’s default, such caveat shall forthwith be removed by Tajo/Mithril at the cost of Tajo/Mithril; and


2.7.3.3
Lease Agreement

Under the terms of the SPA in respect of the Proposed MAAKK 2 Acquisition, Tokojaya has agreed to a fixed term lease in respect of MAAKK 2 for the fixed lease period of three (3) years commencing from the Completion Date (“the Lease Period”) with an option, exercisable by Tokojaya to renew on terms to be agreed by both parties.

Under the Lease Agreement, Tokojaya shall pay Tajo/Mithril the total fixed rental of Ringgit Three Million Four Hundred and Eighty Thousand (RM3,480,000.00) (“the Rental”) as agreed fixed rental during the Lease Period. The Rental shall be payable in arrears by quarterly installments of Ringgit Two Hundred and Ninety Thousand (RM290,000.00) by or on the 26th day of each third month.

2.7.3.4
Basis of Arriving at the Purchase Consideration

The purchase consideration for the Proposed MAAKK 2 Acquisition of RM14,500,000 was arrived at based on a “willing-buyer willing-seller” basis after taking into consideration the indicative market value of MAAKK 2 of RM14,490,000 as appraised by Messrs. Firdaus & Associates, an independent firm of professional valuers, in its letter dated 7 June 2002 based on the comparative and investment valuation methods.

2.7.3.5
Information on Tokojaya

Tokojaya was incorporated in Malaysia under the Act on 13 December 1985. Tokojaya is principally a property developer. The present authorised share capital of Tokojaya is RM5,000,000 comprising 5,000,000 ordinary shares of RM1.00 each and the issued and paid-up share capital of Tokojaya is RM5,000,000 comprising 5,000,000 ordinary shares of RM1.00 each.


The Board of Directors of Tokojaya comprises Kong Hock Sian and Wong Yit Poh, while the substantial shareholders of Tokojaya are Kong Hock Sian, Wong Yit Poh and Hwong You Soon with 36.76%, 38.24% and 25% equity interest respectively.

2.7.3.6
Cost of Investment

Tokojaya has developed and completed Menara MAA – Kota Kinabalu for sale in 1999 in the ordinary course of business. The cost of investment of MAAKK 2 to Tokojaya is RM6,723,035.46.

2.7.4
The Proposed MAA Kuching Acquisition

2.7.4.1
Particulars


The Proposed MAA Kuching Acquisition involves the proposed acquisition by Mithril of all the subsidiary parcels within 8 levels encompassing the whole of Level 1, Level 3, Level 4, Level 5, Level 6, Level 7, Level 8 and Level 11 with an approximate lettable area of 50,653 square feet together with basement carpark attached within an 11 storey office building with basement car park known as “Menara MAA” located in Kuching from MAA for a cash consideration of RM23,100,000.


There are no liabilities to be assumed by Tajo/Mithril pursuant to the Proposed MAA Kuching Acquisition.
2.7.4.2
Other principal terms and conditions

The other principal terms and conditions of the Proposed MAA Kuching Acquisition are as follows:

(i)
The Proposed MAA Kuching Acquisition is subject to and conditional upon the approvals as mentioned in Section 8 herein (“Conditions Precedent”);

(ii)
Notwithstanding the provisions of Section 2.7.4.2(i) above, the parties may by mutual written agreement waive the requirement of any of the Conditions Precedent;

(iii)
The SPA shall become unconditional upon the receipt of the last and final of the Conditions Precedent;

(iv)
The purchase consideration shall be paid within a period of two (2) months from the date of this agreement becoming unconditional (unless extended further by mutual agreement of the parties hereto) (“Completion Date”);

(v)
MAA shall at its own cost and expense cause any security interest of whatsoever nature over MAA Kuching, except for the caveat (as stated in viii below) lodged by Tajo/Mithril, to be removed;

(vi)
Notwithstanding anything to the contrary contained in the SPA, if MAA Kuching at any time during the continuance of the SPA is howsoever encumbered by or subjected to any security interest whatsoever, Tajo/Mithril shall be entitled to suspend the time for payment of the purchase consideration until the security interest is removed at the cost and expense of MAA;

(vii)
Each of the parties to the SPA shall take the necessary steps to apply for or submit the application for the approvals referred to in Schedule 5 thereof as soon as practically possible after the execution of the SPA but not later than four (4) months from the date of the SPA;

(viii)
MAA agrees and consent to Tajo/Mithril lodging a private caveat against MAA Kuching as deemed expedient provided that if the SPA is terminated due to MAA’s default, such caveat shall forthwith be removed by Tajo/Mithril at the cost of Tajo/Mithril; and


2.7.4.3
Lease Agreement

Under the terms of the SPA in respect of the Proposed MAA Kuching Acquisition, MAA have agreed to a fixed term lease in respect of MAA Kuching for the fixed lease period of three (3) years commencing from the Completion Date (“the Lease Period”) with an option, exercisable by MAA to renew on terms to be agreed by both parties.


Under the Lease Agreement, MAA shall pay Tajo/Mithril the total fixed rental of Ringgit Five Million Five Hundred and Forty Four Thousand (RM5,544,000.00) (“the Rental”) as agreed fixed rental during the Lease Period. The Rental shall be payable in arrears by quarterly installments of Ringgit Four Hundred and Sixty Two Thousand (RM462,000.00) by or on the 26th day of each third month.

2.7.4.4
Information on Menara MAA - Kuching


Menara MAA – Kuching is located along the southern and northern sides of Jalan Ban Hock and Jalan Central Timur respectively. Kuching Town Centre is located about 1.6 kilometres to the north-west of Menara MAA – Kuching.


Menara MAA - Kuching is constructed on a piece of land measuring 56,005 square feet currently held under a sixty (60) year leasehold interest expiring on 28 April 2051 held under Title No. Lot 86 Section 53, Kuching Town Land District, State of Sarawak.

2.7.4.5
Basis of Arriving at the Purchase Consideration

The purchase consideration for the Proposed MAA Kuching Acquisition of RM23,100,000 was arrived at based on a “willing-buyer willing-seller” basis after taking into consideration the indicative market value of MAA Kuching of RM23,150,000 as appraised by Messrs. Firdaus & Associates, an independent firm of professional valuer, in its letter dated 20 May 2002 based on the comparative and investment valuation methods.

2.7.4.6
Cost of Investment

The cost of investment of MAA Kuching is RM20,858,000 while the net book value based on the audited accounts of MAA as at 31 December 2001 is RM20,858,000.

2.7.5
The Proposed MAA Penang Acquisition

2.7.5.1
Particulars


The Proposed MAA Penang Acquisition involves the proposed acquisition by Tajo of 5 pieces of freehold land area totaling 23,839 square feet held under Geran Nos. 35889, 35890, 14949, 35860 and Interim Register Geran (First Grade) No. 1252 for Lot Nos. 682, 684, 687, 213 and 212(2) respectively, Section 14, Georgetown, District of Timur Laut, State of Pulau Pinang with a 13 storey retail/office building erected thereon, comprising 3 levels of retail space, 5 levels of car park and 5 levels of office space with an approximate lettable area of 233,685 square feet known as “Menara MAA” located in Penang from MAA for a cash consideration of RM47,300,000.


There are no liabilities to be assumed by Mithril pursuant to the Proposed MAA Penang Acquisition.
2.7.5.2
Other principal terms and conditions

The other principal terms and conditions of the Proposed MAA Penang Acquisition are as follows:

(i)
The Proposed MAA Penang Acquisition is subject to and conditional upon the approvals as mentioned in Section 8 herein (“Conditions Precedent”);

(ii)
Notwithstanding the provisions of Section 2.7.5.2(i) above, the parties may by mutual written agreement waive the requirement of any of the Conditions Precedent;

(iii)
The SPA shall become unconditional upon the receipt of the last and final of the Conditions Precedent;

(iv)
The purchase consideration shall be paid within a period of two (2) months from the date of this agreement becoming unconditional (unless extended further by mutual agreement of the parties hereto) (“Completion Date”);

(v)
MAA shall at its own cost and expense cause any security interest of whatsoever nature over MAA Penang, except for the caveat (as stated in viii below) lodged by Tajo/Mithril, to be removed;

(vi)
Notwithstanding anything to the contrary contained in the SPA, if MAA Penang at any time during the continuance of the SPA is howsoever encumbered by or subjected to any security interest whatsoever, Tajo/Mithril shall be entitled to suspend the time for payment of the purchase consideration until the security interest is removed at the cost and expense of MAA;

(vii)
Each of the parties to the SPA shall take the necessary steps to apply for or submit the application for the approvals referred to in Schedule 5 thereof as soon as practically possible after the execution of the SPA but not later than four (4) months from the date of the SPA;

(viii)
MAA agrees and consent to Tajo/Mithril lodging a private caveat against MAA Penang as deemed expedient provided that if the SPA is terminated due to MAA’s default, such caveat shall forthwith be removed by Tajo/Mithril at the cost of Tajo/Mithril; and


2.7.5.3
Lease Agreement

Under the terms of the SPA in respect of the Proposed MAA Penang Acquisition, MAA have agreed to a fixed term lease in respect of MAA Penang for the fixed lease period of three (3) years commencing from the Completion Date (“the Lease Period”) with an option, exercisable by MAA to renew on terms to be agreed by both parties.


Under the Lease Agreement, MAA shall pay Tajo/Mithril the total fixed rental of Ringgit Eleven Million Three Hundred and Fifty Two Thousand (RM11,352,000.00) (“the Rental”) as agreed fixed rental during the Lease Period. The Rental shall be payable in arrears by quarterly installments of Ringgit Nine Hundred and Forty Six Thousand (RM946,000.00) by or on the 26th day of each third month.

2.7.5.4
Information on Menara MAA - Penang


Menara MAA – Penang is located within the peripheries of the city centre of Penang. It is situated along the northern side of Jalan Argyll in Section 14, Georgetown, Penang. It is located at the northern fringe of the city centre of Georgetown and is easily approachable from the city centre via Jalan Penang and Jalan Argyll, the frontage road of Menara MAA – Penang.


Menara MAA - Penang is constructed on five pieces of freehold land measuring approximately 22,772 square feet currently held under Lots 212(2), 213, 682, 684 and 687 Section 14, Town of Georgetown, District of Timur Laut, Penang.

2.7.5.5
Basis of Arriving at the Purchase Consideration

The purchase consideration for the Proposed MAA Penang Acquisition of RM47,300,000 was arrived at based on a “willing-buyer willing-seller” basis after taking into consideration the indicative market value of MAA Penang of RM47,500,000 as appraised by Messrs. City Valuers & Consultants Sdn Bhd, an independent firm of professional valuers, in its valuation report dated 2 June 2002 based on the income method of valuation and comparison valuation method.

2.7.5.6
Cost of Investment

The cost of investment of MAA Penang is RM47,320,000 while the net book value based on the audited accounts of MAA as at 31 December 2001 is RM47,320,000.

2.8
The Proposed Exemption


As at 10 June 2002, MAA and MAA Credit, being parties acting in concert, do not hold any equity interest in Mithril. However, upon completion of the Proposed Debt Settlement and Proposed Acquisitions, MAA and MAA Credit will collectively hold approximately 46,215,414 Mithril Shares representing approximately 39.75% of the enlarged issued and paid-up share capital of Mithril (before the conversion of the RCSLS, RCULS and ICULS and the exercise of the warrants).


As such, pursuant to Part II of the Code, MAA and MAA Credit will be obliged to extend a mandatory offer for all the remaining Mithril Shares not already owned by MAA and MAA Credit upon completion of the Proposed Restructuring Exercise. In this regard, MAA and MAA Credit will apply for an exemption from the SC from the obligation to undertake a Mandatory Offer under Practice Note 2.9.3 of the Code.

In the event Mithril does not comply with the shareholding spread requirement pursuant to Paragraph 8.15 of the Listing Requirements of KLSE, MAA being the largest shareholder of Mithril upon completion of the Proposed Restructuring Exercise, undertakes that it will carry out an offer for sale of such number of Mithril Shares as deemed necessary to the public to meet the shareholding spread requirement of the KLSE.

3.
RATIONALE FOR THE PROPOSED RESTRUCTURING EXERCISE
The Tajo Group has been registering losses consecutively for the past five (5) years and is anticipated that it will not generate adequate profits in the immediate future. Hence, it is envisaged that Tajo may not be able to generate sufficient cashflow to meet its entire financial obligation in the ordinary course of business or through the sale of assets.


The Proposed Restructuring Exercise offers a comprehensive plan to the restructuring of the Tajo Group. It is formulated with the aim of rebuilding the financial strength of the Company via the injection of profit-generating assets and the restructuring of its existing debt obligations, with the view of enabling the 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 Tajo.


As part of the aforesaid Proposed Restructuring Exercise, a capital reconstruction and scheme of arrangement has been carried out, which is aimed at strengthening the financial footing of the Group, via cancelling the capital of the Company which has been lost and is unrepresented by available assets. In addition, the primary objective of the Proposed Scheme of Arrangement is to enable the existing shareholders of Tajo to participate in Mithril (being the new listed company) which will consist of new profit generating assets.


The Proposed Debt Settlement is structured to reduce Tajo’s existing debts to a more manageable level and to address the present difficulty experienced by Tajo Group in meeting its debt obligations as well as interest payments due to the current unfavourable/deficit cashflow position of the Group.


The Proposed Rights Issue is to raise capital funds to finance the working capital requirements of the Group and to partly finance the debt settlement that Tajo/Mithril is proposing to undertake. The Proposed RCSLS Issue and the Proposed ICULS Issue are to raise funds to partly finance the Proposed Saferay Acquisition and to finance the Proposed MAAKK 1 Acquisition, the Proposed Kuching Acquisition and the Proposed Penang Acquisition.


The Proposed Acquisitions will provide Tajo/Mithril with new core businesses upon the completion of the Proposed Restructuring Exercise. The Proposed Acquisitions are expected to contribute positively to the Group’s future earnings. Leaseback agreements has been signed between Mithril and MAA, the vendor of MAAKK 1, MAA Kuching and MAA Penang to guarantee the amount to be derived from the rental income of the MAAKK 1, MAA Kuching and MAA Penang while profit guarantee agreements has been signed between Mithril and the vendors of Saferay and MAAKK 2 to guarantee the amount of profit after tax and profit before tax to be derived from the manufacturing business of Saferay and rental income from MAAKK 2 respectively. These agreements guarantee that there will be a future stable and steady income and cashflow stream from the MAAKK 1, MAAKK 2, MAA Kuching, MAA Penang and Saferay for the minimum duration of the agreements.


In summary, the Proposed Restructuring Exercise is expected to restore the financial strength of the Company and provide an opportunity to the existing shareholders of Tajo to participate in a viable company with sustainable earnings. In addition, the Proposed Restructuring Exercise, if successfully implemented would immediately turnaround the Tajo Group, as it would acquire profit and cashflow generating assets and at the same time put Tajo/Mithril in a firmer financial condition.

4.
PROSPECTS OF THE PROPOSED ACQUISITIONS


The Malaysian economy remained resilient in 2001 in the face of a challenging external environment. While the global economic slowdown in 2001 was more severe than earlier expectations, Malaysia avoided economic contraction and growth for the year remained in positive territory.

The fiscal stimulus programme, privatisation of infrastructure projects and housing development contributed to a stronger growth of 2.3% in the construction sector.


(Source: Bank Negara Malaysia Annual Report 2001)


On 25 September 2001, the Government unveiled a new RM4.3 billion stimulus package designed to generate economic activities with the biggest spin-off effects possible. The new package, on top of the RM3 billion pump-priming measures announced in March, will help Malaysia contain the effects of a global economic slowdown.


With these new measures, gross domestic product growth for 2001 will stay positive at between 1% and 2%.


(Source: Business Times 26 September 2001)

The Malaysian economy is forecast to grow by 4-5% in 2002, led by stronger performances in the manufacturing and services sectors. The recovery in global electronics demand will contribute towards growth in the manufacturing sector while the pace of expansion in the services sector will be driven by higher economic activities.


The manufacturing sector is projected to expand by 6.5% (2001 : 0.2%), following the recovery in global electronics demand which is already reflected in the considerable reduction in the stock overhang of chips. Improved domestic demand arising from the fiscal stimulus will also enhance output from the sector, in particular construction-related industries. Consumer spending on passengers cars and household durables such as washing machines, refrigerators and audio visual products is also envisaged to be higher with the improvement in the overall economy. The manufacturing sector, therefore, is expected to contribute to 2.1 percentage points to real gross domestic product growth.
(Source: Economic Report 2001/2002)


The positive effects of the fiscal stimulus programme were reflected in the continued output expansion of construction-related-materials to meet demand from the construction sector. The production of iron and steel products as well as non-metallic mineral products, including cement and concrete products, tiles and ceramic products expanded further during the year.


(Source: Bank Negara Malaysia Annual Report 2001)


Overall occupancy showed little difference in 2001 compared to the previous year. The overall occupancy rate eased by a marginal 0.6% over the year to 77.7% for the current year 2001. Government buildings enjoyed higher occupancies with an average rate of 96.2% in occupancy compared to 73.3% achieved by private buildings for 2001. 


(Source: Property Market Report 2001)

5.
RISK FACTORS
5.1
New business 
Tajo and its subsidiary companies are principally involved in investment holding and the manufacturing and trading of bricks. Therefore, the Group is subject to business risks inherent within the manufacturing and construction industry.


However, upon completion of the Proposed Restructuring Exercise, the shareholders shall be further exposed to risks inherent in the commercial property sub-sector. These risks include supply of labour, changes in the labour cost, fluctuation in raw material costs and changes in the general economic, business and credit conditions.
5.2
Business risks
Upon completion of the Proposed Restructuring Exercise, Tajo/Mithril will be directly exposed to the risks inherent in the ordinary course of business relating to the commercial property sector. These include, inter-alia, demand for commercial properties, interest rates and supply of new commercial properties coming online.


Although, Tajo/Mithril seeks to limit these risks by, inter-alia, no assurance can be given that any change to these factors will not have a materially adverse effect on the Group's performance.
5.3
Change in control
The Proposed Restructuring Exercise will result in the emergence of a new controlling shareholder, namely MAA upon the completion of the Proposed Restructuring Exercise. MAA as the new controlling shareholder may introduce new Directors who will effectively determine the future business direction of Tajo/Mithril. In this regard, MAA will be able to influence the outcome of matters requiring the vote of Tajo/Mithril’s shareholders, unless it is required to abstain from voting by law and/or the relevant authorities. 

5.4
Dependence on key personnel
The success of the Group will depend to a significant extent upon the abilities and continued efforts of the Directors and senior management of the Tajo/Mithril. The Group's future success will also depend upon its ability to attract and retain skilled personnel. 

5.5
Political, economic and regulatory considerations
Like all other business entities, changes in political, economic and regulatory conditions in Malaysia and elsewhere could materially and adversely affect the financial and business prospects of the Group. Amongst the political, economic and regulatory uncertainties are the changes in political leadership, expropriation, nationalisation, re-negotiation or nullification of existing sales orders and contracts, interest rates, methods of taxation and currency exchange rates.

5.6
Market Price Risk

The market price of Mithril Shares on the KLSE is dependent on, amongst others, the prevailing stock market sentiments, the volatility of the stock market, interest rates, future profitability of the Group and the industry in which the Group operates. There is little assurance that the market price of the Rights Shares will be maintained at any particular level subsequent to the Proposed Restructuring Exercise.

6.
EFFECTS OF THE PROPOSED RESTRUCTURING EXERCISE

The effects of the Proposed Restructuring Exercise are as set out below.

6.1
Share capital

The effects of the Proposed Restructuring Exercise on the issued and paid-up share capital of Tajo/Mithril as at 31 December 2001 are as follows:

	
	Tajo
	
	Mithril

	
	No. of shares
	
	No. of shares

	
	RM’000
	
	RM’000

	
	
	
	

	Existing
	39,540
	
	*

	Proposed Capital Reconstruction
	(35,586)
	
	

	
	
	
	

	
	3,954
	
	

	To be issued pursuant to:
	
	
	

	Proposed Share Swap
	
	
	3,954

	Proposed Rights Issue
	
	
	15,816

	Proposed Debt Settlement
	
	
	86,490

	Proposed MAAKK 2 Acquisition
	
	
	10,000

	
	
	
	116,260

	
	
	
	

	- Upon full conversion of RCSLS
	
	
	105,300

	- Upon full conversion of RCULS 
	
	
	35,000

	- Upon full conversion of ICULS
	
	
	60,700

	Exercise of warrants
	
	
	56,575

	
	
	
	373,835



Note:

*
Two (2) ordinary shares of RM1.00 each.

6.2
NTA

The proforma effects of the Proposed Restructuring Exercise on the consolidated NTA of Tajo/Mithril based on the audited accounts of Tajo as at 31 December 2001 are as follows:
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Note:

1.
After taking into account the goodwill arising from the acquisition of Tajo by Mithril of approximately RM141.92 million as at 31 December 2001.

2.
The splitting of the equity and liability component of the nominal amounts of RM35 million RCULS and RM105.3 million RSCLS is in accordance with the requirement of Malaysian Accounting Standard Board 24, and resulted in both the discounts on RCULS and RCSLS and other reserves of RM9,782,140 and RM21,021,618 respectively.  The splitting of the liability and equity component of the RCULS and RCSLS is based on the Residual Equity Valuation Method whereby, the liability component of the RCULS and RCSLS is valued using the Discounting Cashflow Method at the discounting factor of 8%.

3.
After taking into account the estimated restructuring expenses amounting to RM3.0 million to be borne by the Company.

4.
After taking into account the goodwill arising from the Proposed Saferay Acquisition of approximately RM38.754 million based on the latest audited accounts of Saferay as at 30 April 2001.

6.3
Earnings

The Proposed Restructuring Exercise is not expected to have any effect on the earnings of the Tajo/Mithril Group for the financial year ending 31 December 2002 as the Proposed Restructuring Exercise is only expected to be completed in the financial year ending 31 December 2003. However, the Proposed Restructuring Exercise is expected to contribute positively to the future earnings of the enlarged Mithril Group.

6.4
Gearing


The effects of the Proposed Restructuring Exercise on the gearing of Tajo/Mithril are as follows:

	
	Existing

as at

30 09 01
	After Proposed Restructuring Exercise
	After the conversion RCULS
	After the conversion of

RCSLS, ICULS, RCULS

and the Warrants

	Borrowings (RM’000)
	171,401*
	112,500^
	87,300#
	3,000##

	Shareholders’ funds (RM’000)
	(112,617)
	279,176
	314,176
	476,051

	Gearing ratio (times)
	N/A
	0.40
	0.28
	0.01



Notes:

*
Comprising all interest bearing debts of RM171.401 million (inclusive of interest accrued on borrowings) as at 30 September 2001.

^
Comprising all interest bearing debts at their carrying values of RM112,500,000, including RM84.3 million of RCSLS, RM25.2 million of RCULS and RM3 million of borrowings in Saferay. The computation of the carrying values of RCSLS and RCULS is as follows:

	
	RSCLS
	
	RCULS

	At nominal value 
	RM105,300,000
	
	RM35,000,000

	Less: Discount
	(RM21,021,618)
	
	(RM9,782,140)

	Net carrying value
	RM84,278,382
	
	RM25,217,860


#
Assuming the RM35 million nominal values of RCULS are fully converted.

##
Assuming RM105.3 million nominal values of RCSLS are fully converted.

6.5
Substantial shareholders


The proforma effects of the Proposed Restructuring Exercise on the shareholdings of the substantial shareholders of Tajo/Mithril based on the Register of Substantial Shareholders as at 13 May 2002 are set out as follows:

	
	<------------------------------Tajo------------------------------>
	<------------------------------Mithril------------------------------>

	
	(I)

As at 13 May 2002
	(II)

After (I) and the Proposed Capital Reconstruction
	(III)

After (II) and the Proposed Cancellation of Share Premium Account
	(IV)

After (III) and the Proposed Scheme of Arrangement
	(V)

After (IV) and the Proposed Rights Issue
	(VI)

After (V) and the Proposed RCSLS Issue

	Shareholder
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%

	
	
	
	
	
	
	
	
	
	
	
	
	

	Pembenaan Merkuri Sdn Bhd
	11,401
	28.83
	1,140
	28.83
	1,140
	28.83
	1,140
	28.83
	5,700
	28.83
	5,700
	28.83


	
	<------------------------------Mithril------------------------------>

	
	(VII)

After (VI) and the Proposed ICULS Issue
	(VIII)

After (VII) and the Proposed Debt Settlement
	(IX)

After (VIII) and the Proposed Acquisitions

	Shareholder
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%
	No. of 

shares (‘000)
	%

	
	
	
	
	
	
	

	MAA and MAA Credit
	-
	-
	46,215
	43.49
	46,215
	39.75

	Malayan Banking Berhad
	-
	-
	20,138
	18.95
	20,138
	17.32

	Danaharta Managers Sdn Bhd
	-
	-
	11,714
	11.02
	11,714
	10.08

	Tokojaya
	-
	-
	-
	-
	10,000
	8.60

	Pembenaan Merkuri Sdn Bhd
	5,700
	28.83
	5,700
	5.36
	5,700
	4.90


7.
INTER-CONDITIONALITY


The Proposed Capital Reconstruction, the Proposed Cancellation of Share Premium Account, the Proposed Scheme of Arrangement, the Proposed Rights Issue, the Proposed RCSLS Issue, the Proposed ICULS Issue, the Proposed Debt Settlement, the Proposed Acquisitions and the Proposed Exemption are inter-conditional.

8.
APPROVALS REQUIRED

The Proposals are subject to the approvals of the following:

(i)
the SC;

(ii)
the FIC and MITI for the Proposed Restructuring Exercise;

(iii)
the KLSE for the listing of and quotation for the new shares issued pursuant to the Proposed Restructuring Exercise, the RCSLS, the ICULS, Warrant A and Warrant B and the new shares arising from the conversion of the RCSLS, the RCULS, ICULS  and the warrants;

(iv)
the High Court, pursuant to section 64 and 176 of the Act for the Proposed Capital Reconstruction, the Proposed Cancellation of Share Premium Account and the Proposed Scheme of Arrangement;

(v)
the signing of a Debt Settlement Agreement between Tajo and its creditors for the Proposed Debt Settlement;

(vi)
the shareholders of Tajo at an extraordinary general meeting to be convened for the Proposed Restructuring Exercise;

(vii)
holders of Warrants 1995/2003 of Tajo at a Warrantholders’ meeting to be convened; and

(viii)
Any other relevant authorities, if required.

9.
INTERESTS OF DIRECTORS AND SUBSTANTIAL SHAREHOLDERS AND PERSONS CONNECTED TO THEM

To the best knowledge of the Directors of Tajo, none of the Directors and/or substantial shareholders of the Company and/or persons connected with them have any interest, direct or indirect, in the Proposed Restructuring Exercise, other than their respective rights entitlements as shareholders and right to apply for excess Rights Shares, the right of which are also available to all other shareholders pursuant to the Proposed Rights Issue. 
10.
STATEMENT BY DIRECTORS

The Board of Directors of Tajo, having taken into consideration all aspects of the Proposals, are of the opinion that the Proposals are in the best interest of the Company given the current circumstances and predicament of the Company. Accordingly, the successful implementation of the Proposals are eminent for the revival of Tajo.

11.
APPLICATION TO THE RELEVANT AUTHORITIES
Barring unforeseen circumstances, the Board of Directors of Tajo expects to make the necessary application to the authorities within two (2) months from the date of this announcement.

12.
CIRCULAR TO SHAREHOLDERS AND NOTICE OF EGM

A Circular to shareholders and warrantholders of Tajo, setting out the details of the Proposals together with the notice of EGM will be despatched to the shareholders and warrantholders of Tajo in due course.

13.
ADVISER

Tajo has appointed PMBB as the adviser for the Proposals.

14.
COMPLIANCE WITH THE SC GUIDELINES

The Proposed Restructuring Exercise which represents a reverse take-over/back-door listing will be guided by, inter-alia, Chapter 18 of the SC’s Policies and Guidelines on Issue/Offer of Securities. However, as Tajo is presently insolvent, the Proposed Restructuring Exercise will be submitted to the SC and other relevant regulatory authorities as a “rescue case”.

15.
ESTIMATED TIME-FRAME FOR COMPLETION

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

16.
DOCUMENTS FOR INSPECTION

The following documents are available for inspection at the registered office of Tajo at Suite 17.05 (B), 17th Floor, Menara MAA, No.12, Jalan Dewan Bahasa, 50460 Kuala Lumpur during normal office hours from Monday to Friday (except public holidays) from the date hereof for a period of two weeks:

(i)
The SPA dated 7 June 2002 pertaining to the Proposed Saferay Acquisition;

(ii)
The SPA dated 7 June 2002 pertaining to the Proposed MAAKK 1 Acquisition;

(iii)
The SPA dated 7 June 2002 pertaining to the Proposed MAAKK 2 Acquisition;

(iv)
The SPA dated 7 June 2002 pertaining to the Proposed MAA Kuching Acquisition;

(v)
The SPA dated 7 June 2002 pertaining to the Proposed MAA Penang Acquisition;

(vi)
The valuation report, prepared by Firdaus & Associates dated 27 November 2001 in respect of the valuation of the MAAKK 1;

(vii)
The indicative valuation letter, prepared by Firdaus & Associates dated 7 June 2002 in respect of the valuation of the MAAKK 2;

(viii)
The indicative valuation letter, prepared by Firdaus & Associates dated 20 May 2002 in respect of the valuation of the MAA Kuching; and

(ix)
The valuation report, prepared by City Valuers & Consultants Sdn Bhd dated 2 June 2002 in respect of the valuation of the MAA Penang.


This announcement is dated 10 June 2002.
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