Requisite Announcement by Public Merchant Bank Berhad

On behalf of Foreswood Group Berhad


FORESWOOD GROUP BERHAD  (“FGB” OR “COMPANY”)

REQUISITE ANNOUNCEMENT PURSUANT TO PRACTICE NOTE 4/2001 OF THE LISTING REQUIREMENTS OF KUALA LUMPUR STOCK EXCHANGE, IN RELATION TO THE PROPOSED CORPORATE AND DEBT RESTRUCTURING SCHEME OF FGB 

1.
INTRODUCTION

On 22 August 2002, the Company had announced that FGB is an “affected listed issuer” pursuant to Practice Note 4/2001 (“PN4”) of the Listing Requirements of the Kuala Lumpur Stock Exchange (“KLSE”).


The KLSE had, vide its letter dated 5 June 2003 approved an extension of time from 22 May 2003 to 21 July 2003 to enable FGB to announce its Requisite Announcement.


On behalf of FGB, Public Merchant Bank Berhad (“PMBB”) wishes to announce that as part of the Company’s regularisation plan, the Board of Directors of the Company had deliberated and proposed to undertake the following:-

(i) the proposed reduction of the Company’s existing issued and paid-up share capital of RM57,114,000 comprising 57,114,00 ordinary shares of RM1.00 each in FGB (“FGB Shares”) to RM5,711,400 comprising 5,711,400 of RM0.10 each, by cancelling RM0.90  of the par value from every existing FGB Share and the consolidation of the resultant shares thereafter (“Proposed Capital Reduction and Consolidation”)

(ii)
the proposed cancellation of a portion of FGB’s share premium account of up to RM20.914 million, pursuant to Section 64(1) of the Act, wherein the audited amount in the share premium account of FGB as at 31 December 2002 stands at RM49.471 million of which RM28.557 million would be utilized for the Proposed Rights Issue (as detailed below) (“Proposed Cancellation of Share Premium Account”);

(ii)
the proposed renounceable two-call rights issue of up to 57,114,000 new FGB Shares (“Rights Share”) with up to 47,595,000 free warrants (“Warrants”) at an issue price of RM1.00 per Rights Share on the basis of ten (10) Rights Shares for every one (1) FGB Share held after the Proposed Capital Reduction and Consolidation together with five (5) Warrants for every six (6) Rights Shares issued (“Proposed Rights Issue”);

(iii) Proposed settlement of debts owing to financial institution lenders (“FI Lenders”) amounting to RM169.111 million to be satisfied via the issuance of a combination of new FGB Shares, 1.5% 5-year irredeemable convertible unsecured loan stock (“ICULS”), 1.5% 10-year redeemable convertible secured loan stocks (“RCSLS”), the restructuring of a portion of the debts owing as a term loan and a cash payment of approximately RM5.4 million (“Proposed Debt Restructuring”)

(Collectively referred to as the “Proposed Corporate Debt Restructuring Scheme”)

2.
DETAILS OF THE PROPOSED CORPORATE AND DEBT RESTRUCTURING SCHEME

2.1 PROPOSED CAPITAL REDUCTION AND CONSOLIDATION

The Proposed Capital Reduction and Consolidation shall involve the following:-

(i) The reduction of the existing issued and paid-up share capital of FGB of RM57,114,000 comprising 57,114,000 FGB Shares to RM5,711,400 comprising 57,114,000 ordinary shares of RM0.10 each by cancelling RM0.90 of the par value of RM1.00 of each existing Share pursuant to Section 64 of the Act; and

(ii) The subsequent consolidation of 57,114,000 ordinary shares of RM0.10 each into 5,711,400 FGB Shares of RM1.00 each credited as fully paid-up.

The sanction of High Court of Malaya for the Proposed Capital Reduction and Consolidation pursuant to the Act would be sought after the approvals of the relevant authorities and the shareholders of FGB have been obtained.

The Proposed Capital Reduction and Consolidation will give rise to a credit of approximately RM51,402,600 which would be utilised to reduce the Company’s accumulated losses.  Based on the audited consolidated financial statements of FGB for the financial year ended 31 December 2002, the accumulated losses of FGB amounting to RM227.195 million, would be reduced to RM175.792 million.

2.2 PROPOSED CANCELLATION OF SHARE PREMIUM ACCOUNT

Pursuant to Section 64(1) of the Act, a portion of the audited share premium of FGB of up to RM20.914 million will be utilized to write-down the accumulated losses of FGB. The Proposed Corporate Debt Restructuring Scheme will result in the consolidated accumulated losses of FGB being further reduced from RM175.792 million to RM154.878 million.

2.3 PROPOSED RIGHTS ISSUE

FGB is proposing to undertake a renounceable two-call rights issue of up to 57,114,000 Rights Shares with up to 47,595,000 Warrants at an issue price of RM1.00 per Rights Share, of which the first call of RM0.50 per Rights Share is payable in cash upon application and the second call of RM0.50 per Rights Share amounting to approximately RM28.557 million is payable out of FGB’s audited share premium account, on the basis of ten (10) Rights Shares for every one (1) FGB Share together with free Warrants on the basis of five (5) Warrants for every six (6) Rights Shares issued. 

The Rights Share with free Warrants shall be provisionally allotted to the shareholders of FGB whose names appear in the Register of Members or Record of Depositors at the close of business, on the date to be determined by the Board of Directors of the Company after obtaining the approvals of the relevant authorities and the shareholders of FGB.  

Fractions of a share arising from the Proposed Rights Issue will be dealt with by the Board of Directors of the Company as they deem fit.

The new FGB Shares arising from the Proposed Rights Issue and from exercise of the Warrants shall, upon issue and allotment, rank pari passu in all respects with the existing FGB Shares then in issue after the Proposed Capital Reduction and Consolidation, save and except that they shall not be entitled for any dividends, rights and allotment and/or other distributions which may be declared prior to the date of allotment of the said shares.

2.3.1 Basis of Arriving at the Issue Price

The issue price of RM1.00 per Rights Share was arrived at after taking into consideration the following:-

(i) the closing market price of FGB Shares on 15 August 2002 of 18.5 sen (prior to the suspension of trading of FGB Shares on 16 August 2002), and

(ii) the par value of FGB Shares of RM1.00 after the Proposed Capital Reduction and Consolidation.

2.3.2 Utilisation of Proceeds

The Proposed Rights Issue is expected to raise proceeds totaling approximately RM28.56 million which will be utilized in the manner set out as follows:-

	
	RM’000

	Partial debt repayment pursuant to Proposed Debt Restructuring 
	5,412

	Payment for land premium on property held by a wholly owned subsidiary
	4,500

	Working Capital
	15,645

	To defray estimated expenses of the Proposed Debt Corporate Restructuring Scheme
	3,000

	
	28,557


2.3.3 Irrevocable Undertaking by Substantial Shareholders 

The Directors of FGB will also be seeking to procure irrevocable undertakings from certain of its substantial shareholders to subscribe in full for their respective entitlements to the Proposed Rights Issue.  The Proposed Rights Issue will be undertaken on a minimum subscription basis such that at least RM5.412 million will be raised from the Proposed Rights Issue.  Nevertheless, the Company will attempt to procure underwriters for the balance of the Proposed Rights Issue not taken up by the irrevocable undertakings.

2.3.4 Principal Terms of the Warrants

The Warrants shall only be issued to shareholders of FGB who subscribe for the Proposed Rights Issue.

The principal terms of the Warrants are as follows:-


	Entitlement 


	:
	Each Warrant entitles the registered holder to subscribe for one (1) new FGB by cash payment at an exercise price during the exercise period subject to adjustments in accordance with the provisions of the deed poll.



	Exercise period
	:
	The Warrants may be exercised at any time, during a period of ten (10) years commencing from the date of issue of the Warrants. Warrants not exercised during the exercise period will thereafter lapse and cease to be valid.


	Expiry date
	:
	The date ten (10) years from the date of issue of the warrants when the Warrants will lapse and cease to be valid.



	Exercise price
	:
	The exercise price of the Warrants will be fixed at RM1.00 each.



	Deed poll
	:
	The Warrants will be constituted under a deed poll to be executed by the Company.



	Listing status 


	:
	Application will be made to the KLSE for the admission to the Official List and the listing and quotation of Warrants and the listing and quotation of the new FGB Shares arising from the exercise of the Warrants.




2.4 PROPOSED DEBT RESTRUCTURING

FGB is proposing to restructure the debts of FGB and its subsidiary companies (“FGB Group”) amounting to approximately RM169.111 million (inclusive of accrued interest) as at 31 March 2002 for debts owing to certain financial institutions as set out below:-

	FI Lenders


	Principal and interest in respect of Loans/Amount Owing


	Debt Waiver
	Settlement
	Total Settlement

	
	
	
	Cash payment
	Term Loan
	Shares
	ICULS(2)
	RCSLS
	

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

	Secured:
	
	
	
	
	
	
	
	

	AmBank Group (1)
	126,990
	66,796
	4,000
	20,000
	29,042
	2,152
	5,000
	60,194

	Unsecured:
	
	
	
	
	
	
	
	

	Financial Institutions
	42,121
	34,315
	1,412
	
-
	5,546
	848
	-
	7,806

	Total
	169,111
	101,111
	5,412
	20,000
	34,588
	3,000
	5,000
	68,000


Notes:-

(1)
AmBank Group consist of AmBank Berhad and AmMerchant Bank Berhad

(2)
As part of the debt settlement with the FI Lenders, additional 808,649 ICULS will be issued to the FI Lenders as up front settlement of interest payable on the ICULS (200,332) and RCSLS (608,317) issued pursuant to the Proposed Corporate Debt Restructuring Scheme 


The above are the broad terms for the Proposed Debt Restructuring that FGB is proposing to undertake. As at the date of this announcement, FGB has approached its lenders to brief them on the broad terms of the Proposed Debt Restructuring and has obtained approvals-in-principle for a majority of the aggregated debt.  An announcement will be made at a later date, once the terms of the Proposed Debt Restructuring have been finalised and agreed upon by the respective lenders.

2.4.1
SECURED LENDERS
The total debt due and owing to the secured lenders is approximately RM126.990 million.  The total debt due and owing to the secured lender will be settled in the following manner:-

(i) waiver of RM66.796 million, representing  52.6% of the secured loans of 126.990 million as at 31 March 2002 (“Secured Loan Hair-Cut”);

(ii) the settlement of the balance of the secured loans of RM60.194 million in the following manner:-  

(a) To restructure RM20.000 million as a term loan at an interest rate of 7% per annum.  A moratorium on the principal repayment will be applied on the 1st year while the repayment of the term loan in the subsequent years are as follows:-

	
	RM million

	2nd year
	3

	3rd year
	3

	4th year
	3

	5th year
	4

	6th year
	7

	Total
	20


(b) Cash payment of RM4.000 million;

(c) RM2.152 million nominal value of ICULS at 100% of its nominal value;

(d) RM5.000 million nominal value of RCSLS of its nominal value; and

(e) 29.042 million new FGB Shares issued at RM1.00 per share; and    

(iii) up front settlement of total interest payable amounting to RM0.752 million (discounted to its present value based on a discount rate of 4%) on the ICULS and RCSLS issued pursuant to the Proposed Debt Restructuring satisfied via the issuance of RM0.752 million nominal amount of ICULS.

In addition, FGB is proposing to obtain the secured lender’s consent for a waiver on all interest accrued after 31 March 2002, whereby all interest accrued after 31 March 2002 will be written off from the accounts of FGB.

2.4.2 UNSECURED LENDERS

The total debt due and owing to unsecured lenders is approximately RM42.121 million.  The total debt due and owing to the unsecured lenders will be settled in the following manner:-

(i)
waiver of RM34.315 million representing  81.5% of the unsecured loans of RM42.121 million as at 31 March 2002; 

(ii)
the settlement of the balance of the unsecured loans of RM7.806 million in the following manner:-  

(a)
Cash payment of RM1.412 million;

(b)
RM0.848 million nominal value of ICULS at 100% of its nominal value; and

(c)
5.546 million new FGB Shares issued at RM1.00 per share; and

(iii)
up front settlement of total interest payable amounting to RM0.057 million (discounted to its present value based on a discount rate of 4%) on the ICULS issued pursuant to the Proposed Corporate Debt Restructuring Scheme satisfied via the issuance of RM0.057 million nominal amount of ICULS.

In addition, FGB is proposing to obtain the unsecured lenders’ consent for a waiver on all interest accrued after 31 March 2002, whereby all interest accrued after 31 March 2002 will be written off from the accounts of FGB.

2.4.3 SALIENT TERM OF THE ICULS AND RCSLS

2.4.3.1 ICULS


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

	Issue Size
	:
	RM3,808,649 *



	Tenure
	:
	5 years



	Coupon rate
	:
	1.5% per annum



	Conversion period
	:
	From the beginning of the 3rd year to the end of the 5th year, during which the ICULS are to be converted into new FGB Shares. At the end of the 5th year, the ICULS shall be automatically converted into new FGB Shares of RM1.00 each 



	Conversion price


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



	Ranking of the new shares
	:
	The FGB 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 FGB Shares save and except that they shall not be entitled for 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 
	:
	Not listed


*
As part of the debt settlement with the FI Lenders, additional 808,649 ICULS will be issued to the FI Lenders as payment of interest calculated at the rate of 1.5% on the total nominal value of ICULS and RCSLS issued as detailed in 2.4.1 (iii) and 2.4.2 (iii) 

2.4.3.2 RCSLS


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

	Issue Size
	:
	RM5,000,000



	Tenure
	:
	10 years



	Coupon rate
	:
	1.5% per annum



	Redemption
	:
	The RCSLS is redeemable from the beginning of the 7th year at the sole discretion of FGB



	Conversion period
	:
	From the beginning of the 3rd year to the end of the 10th year and the balance of which are unconverted would be fully redeemed at the end of the 10th year



	Conversion price


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



	Security
	:
	A fixed and floating charge on all assets and properties of Foreswood Industries Sdn Bhd, a wholly owned subsidiary of FGB


	Ranking of the new shares
	:
	The FGB 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 FGB Shares save and except that they shall not be entitled for any dividends, rights, allotment and/or other distributions, the entitlement date of which is prior to the date of the conversion of the RCSLS.



	Listing
	:
	Not listed 


3. 
RATIONALE FOR THE PROPOSED CORPORATE AND DEBT RESTRUCTURING SCHEME

The FGB Group has been registering losses consecutively for the past three (3) years and is anticipated that it will not generate adequate profits in the immediate future.  Hence, it is envisaged that FGB may not be able to generate sufficient cashflow to meet its entire financial obligation in the ordinary course of business.

The Proposed Capital Reduction and Consolidation is carried out to cancel the capital of the Company which has been lost and is unrepresented by available assets and the Proposed Debt Restructuring is formulated to reduce and restructure the total borrowings of FGB Group and to maximise the return to the FI Lenders

In addition, the Proposed Rights Issue, which forms an integral part of the Proposed Corporate Debt Restructuring Scheme, is formulated to raise funds to finance the immediate part payment of FGB’s scheme debts and to provide working capital to the FGB Group to restore its level of operation which shall consequently generate the required funds to meet the term loan and RCSLS redemption obligation in the future.

4.
EFFECTS OF THE PROPOSED CORPORATE AND DEBT RESTRUCTURING SCHEME

4.1
SHARE CAPITAL

The effects of the Proposed Corporate and Debt Restructuring Scheme on the issued and paid-up share capital of FGB will be as follow: 

	
	No. of Shares 

	Existing share capital as at 31 December 2002
	57,114,000

	
	

	Share capital after Proposed Capital Reduction and Consolidation
	5,711,400

	
	

	To be issued pursuant to the Proposed Rights Issue
	57,114,000

	To be issued pursuant to the Proposed Lenders Scheme
	34,587,592

	
	97,412,992

	Assuming full conversion of ICULS 
	3,808,649

	Assuming full conversion of RCSLS 
	5,000,000

	Assuming full exercise of Warrants
	47,595,000

	Enlarged Share Capital
	153,816,641


4.2
EARNINGS

The Proposed Corporate and Debt Restructuring Scheme is not expected to materially affect the earnings of the FGB Group for the financial year ending 31 December 2003 as it is expected to be completed only in the second quarter of 2004.  However, the Proposed Corporate and Debt Restructuring Scheme is expected to contribute positively to the future earnings of the FGB Group.

4.3
NET TANGIBLE ASSETS 

The proforma effects of the Proposed Corporate and Debt Restructuring Scheme on the NTA of FGB are illustrated below:-

	
	I
	II
	III
	IV
	V

	
	Audited Accounts as at 31 December 2002
	After I and Proposed Capital Reduction and Consolidation and Proposed Cancellation of Share Premium Account
	After II and Proposed Rights Issue  
	After III and Proposed Debt Restructuring
	After IV and assuming full conversion of ICULS, RCSLS and full exercise of Warrants 

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

	Share capital 
	57,114
	5,711
	62,825
	97,413
	153,817

	Share Premium Reserve
	49,471
	28,557
	-
	-
	-

	Accumulated losses
	(227,195)
	(154,878)
	(154,878)
	(46,382)*
	(46,382) 

	ICULS
	-
	-
	-
	3,809 
	-

	NTA
	(120,610)
	(120,610)
	(92,053)
	54,840 
	107,435

	No. of shares in issue
	57,114
	5,711
	62,825
	97,413
	153,817

	NTA per ordinary share
	(2.11)
	(21.12)
	(1.47)
	0.56 
	0.70


Notes:-

*  
Accumulated losses has been adjusted for the debt waiver, off-setting of share premium account and also a reversal of interest expense accrued for the period from April 2002 to December 2002 of RM7.385 million

4.4
SHAREHOLDING STRUCTURE

The proforma effects of the Proposed Corporate and Debt Restructuring Scheme on the shareholding structure of FGB are as follow: -

	
	(-------------------------------------------No. of shares in FGB-----------------------------------------(

	
	
	I
	II
	III
	IV

	
	As at 19 May 2003
	After Proposed Capital Reduction &  Consolidation and Proposed Cancellation of Share Premium Account 
	After (I) and Proposed  Rights Issue & Warrants
	After (II) and Proposed Debt Restructuring
	After (III) and assuming full conversion of ICULS, RCSLS and full exercise Warrants

	
	No. of Shares 
	%
	No. of Shares
	%
	No. of Shares
	%
	No. of Shares
	%
	No. of Shares
	%

	
	
	
	
	
	
	
	
	
	
	

	Prolific Enterprise Sdn Bhd*
	3,236,000
	5.67
	323,600
	5.67
	3,559,600
	5.67
	3,559,600
	3.65
	6,256,267
	4.07

	Other existing shareholders
	53,878,000
	94.33
	5,387,800
	94.33
	59,265,800
	94.33
	59,265,800
	60.85
	104,164,133
	67.72

	AmBank Group
	-
	-
	-
	-
	-
	-
	29,041,640
	29.81
	36,946,254
	24.02

	Other financial institutions
	-
	-
	-
	-
	-
	-
	5,545,952
	5.69
	6,449,987
	4.19

	
	
	
	
	
	
	
	
	
	
	

	Total
	57,114,000
	100.00
	5,711,400
	100.00
	62,825,400
	100.00
	97,412,992
	100.00
	153,816,641
	100.00


*
Assuming Prolific Enterprise Sdn Bhd subscribes for their rights entitlement under the Proposed Rights Issue
5.
INTER-CONDITIONALITY

The Proposed Capital Reduction and Consolidation, Proposed Cancellation of Share Premium Account,  the Proposed Debt Restructuring, and the Proposed Rights Issue are inter-conditional upon each other.

6.
APPROVALS REQUIRED

The Proposed Corporate and Debt Restructuring Scheme is subject to the approvals of the following:

(i) the Securities Commission;

(ii) the Foreign Investment Committee and Ministry of International Trade and Industry;

(iii) the KLSE for the listing and quotation for the new FGB Shares and Warrants issued pursuant to the Proposed Debt Restructuring and the new FGB Shares to be issued and allotted from the conversion of ICULS and RCSLS as well as the exercise of the Warrants;

(iv) the High Court in relation to the Proposed Capital Reduction and Consolidation and the Proposed Cancellation of Share Premium Account;

(v) the shareholders of FGB at an extraordinary meeting to be convened for the Proposed Corporate and Debt Restructuring Scheme; and

(vi) any other relevant authorities, if required.

In addition, the Proposed Corporate and Debt Restructuring Scheme are subject to the signing of a Debt Settlement Agreement between FGB and the FI Lenders of FGB for the Proposed Debt Restructuring.

7.
INTERESTS OF DIRECTORS AND SUBSTANTIAL SHAREHOLDERS AND PERSONS CONNECTED TO THEM

To the best knowledge of the Directors of FGB, 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 Corporate and Debt Restructuring Scheme.

8.
DEPARTURE FROM THE SC’S GUIDELINES ON ISSUE/OFFER OF SECURITIES (“SC GUIDELINES”)

The Proposed Corporate and Debt Restructuring Scheme has not departed from the SC Guidelines.

9.
STATEMENT BY DIRECTORS

The Board of Directors of FGB, having taken into consideration all aspects of the Proposed Corporate and Debt Restructuring Scheme, are of the opinion that the Proposed Corporate and Debt Restructuring Scheme are in the best interest of the Company given the current circumstances and predicament of the Company. Accordingly, the successful implementation of the Proposed Corporate Debt Restructuring Scheme is critical for the revival of FGB.

10.
ADVISER

PMBB has been appointed as adviser to FGB for the Proposed Corporate and Debt Restructuring Scheme. 

11.
APPLICATION TO THE RELEVANT AUTHORITIES

Barring unforeseen circumstances, applications to the relevant authorities for the Proposed Corporate and Debt Restructuring Scheme will be submitted within two (2) months from the date of this announcement.

12.
ESTIMATED TIME FRAME FOR COMPLETION
Barring any unforeseen circumstances and subject to all the required approvals, the Proposed Corporate and Debt Restructuring Scheme are expected to be completed by the second quarter of 2004.
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