FEDERAL FURNITURE HOLDINGS (M) BERHAD (“FFHB” or the “Company”)

1.
INTRODUCTION

On behalf of FFHB, Aseambankers Malaysia Berhad (“Aseambankers”) wishes to announce that the Board of Directors of FFHB has proposed a capital reduction, a share premium reduction, rights issue with warrants and a debt settlement scheme with some of its financial institution lenders to restructure and settle a substantial part of its total banks’ borrowings as detailed below:-
(i) Proposed capital reduction by the cancellation of RM0.50 of the par value of every ordinary share of RM1.00 each in FFHB to set-off against the accumulated losses of FFHB (“Proposed Capital Reduction”); 

(ii) Proposed reduction of the share premium account to set-off against the accumulated losses of FFHB (“Proposed Share Premium Reduction”);

(iii)
Proposed renounceable rights issue of up to 57,900,360 new ordinary shares of RM0.50 each together with up to 49,628,880 free detachable new warrants at an issue price of RM0.50 each on the basis of seven (7) new ordinary shares of RM0.50 each with six (6) new warrants for every five (5) ordinary shares of RM0.50 each held in FFHB at a book closure date to be determined (“Proposed Rights Issue with Warrants”); and
(iv)
Proposed debt settlement between FFHB and its affected subsidiary companies (“FFHB Companies”) and their respective scheme lenders, which involve, inter alia, the following: 
(a)
Proposed disposal of three (3) properties by FFHB and its subsidiary companies (“FFHB Group”) to Bumper Wood Sdn Bhd (“SPV1”), the proposed novation of FFHB’s debt of RM35.322 million to SPV1 and the proposed issuance of Redeemable Secured Loan Stocks (“RSLS”) by SPV1 (referred to as “RSLS-SPV1”) to the affected secured lenders for partial settlement of debt owing to them;

(b)
Proposed disposal of four (4) properties by the FFHB Group to Paramount Wood Sdn Bhd (“SPV2”), the proposed novation of FFHB Companies’ debt of RM18.21 million to SPV2 and the proposed issuance of RSLS by SPV2 (referred to as “RSLS-SPV2”) to the affected unsecured lenders and the affected secured lenders for partial settlement of debt owing to them;

(c)
Proposed cash repayment of RM13.0 million from the proceeds of the Proposed Rights Issue With Warrants to the affected unsecured lenders and the affected secured lenders;

(d)
Proposed issuance of up to 29,014,400 new ordinary shares of RM0.50 each at an issue price of RM0.70 each to the affected unsecured lenders and the affected secured lenders (“Proposed Issue of Shares”); and

(e)
Proposed bilateral settlement with other secured financial institution by way of set-off against the borrowings of FFHB Companies with transfer of properties and proposed issuance of RSLS by FFHB (referred to as “RSLS-FFHB”).

(Herein collectively referred to as the “Proposed Debt Restructuring”)

(Item (i), (ii), (iii) and (iv) are collectively referred to as the “Proposals”)

Companies which are involved in the Proposed Debt Restructuring are FFHB, Federal Furniture Industries Sdn. Bhd. (“FFI”), Federal Furniture (M) Sdn. Bhd. (“FFM”), Federal Furniture (1982) Sdn. Bhd. (“FF (1982)”), Avante Corporation Sdn. Bhd. (“Avante”), MioDino The Office World (M) Sdn. Bhd. (“MioDino”) and Maskamaz Industries Sdn. Bhd. (“Maskamaz”) (“FFHB Companies”).

The main objective of the Proposals is to substantially reduce the total borrowings of the FFHB Group and its interest expense burden to enable the FFHB Group to return to profitability and continue its operations as a going concern and in the medium to long term, to enhance value for all shareholders and to put FFHB Group on a stronger financial footing to enable it to focus on its business rather than its debt problems.

2. DETAILS OF THE PROPOSALS

2.1
Proposed Capital Reduction

FFHB proposes to implement a capital reduction pursuant to Section 64(1)(b) of the Companies Act, 1965 (“Act”) by the cancellation of RM0.50 of the par value of every existing ordinary share of RM1.00 each in FFHB. The effects on the paid-up share capital are as follows :

(i)
Assuming none of the 13,675,900 existing warrants (“Existing Warrants”) as at 11 June 2004 are exercised prior to the Proposed Capital Reduction

	
	Before the Proposed Capital Reduction
	After the Proposed Capital Reduction
	

	
	
	
	(A)
	
	
	(B)
	(A) – (B)

	Share Capital 
	Par Value 

(RM)
	No. of Shares
	(RM)
	Par Value 

(RM)
	No. of Shares
	(RM)
	Credit Arising from the Proposed Capital Reduction

(RM)

	Existing issued & paid-up share capital @ 11 June 2004


	1.00


	27,681,500
	27,681,500
	0.50
	27,681,500
	13,840,750
	13,840,750


(ii)
Assuming all the 13,675,900 outstanding Existing Warrants as at 11 June 2004 are exercised prior to the Proposed Capital Reduction 

	
	Before the Proposed Capital Reduction
	After the Proposed Capital Reduction
	

	
	
	
	(A)
	
	
	(B)
	(A) – (B)

	Share Capital 
	Par Value

(RM)
	No. of Shares
	(RM)
	Par Value

(RM)
	No. of Shares
	(RM)
	Credit Arising from the Proposed Capital Reduction

(RM)

	Issued & paid-up share capital assuming all the outstanding Existing Warrants are exercised


	1.00


	41,357,400
	41,357,400
	0.50
	41,357,400
	20,678,700
	20,678,700


Assuming none of the Existing Warrants are exercised under the first scenario, the credit arising from the Proposed Capital Reduction of RM13,840,750 will be used to reduce the accumulated losses of FFHB. On a proforma basis, the audited consolidated accumulated losses of FFHB as at 31 December 2003 will be reduced from RM73,728,584 to RM59,887,834.

Under the second scenario above, assuming that all of the Existing Warrants are exercised, the credit arising from the Proposed Capital Reduction of RM20,678,700 will be used to reduce the accumulated losses of FFHB. On a proforma basis, the audited consolidated accumulated losses of FFHB as at 31 December 2003 will be reduced from RM73,728,584 to RM53,049,884.

	
	
	After the Proposed Capital Reduction

	
	Audited as at 

31 December 2003 


	Assuming none of the Existing Warrants are exercised


	Assuming all the 13,675,900 Existing Warrants are exercised at RM3.40 per share

	
	(RM)
	(RM)
	(RM)

	Share capital
	27,681,500
	13,840,750
	20,678,700

	Share premium
	10,833,007
	10,833,007
	43,655,167

	Accumulated losses
	(73,728,584)
	(59,887,834)
	(53,049,884)

	Revaluation reserves
	40,686,428
	40,686,428
	40,686,428

	Others
	19,578
	19,578
	19,578

	Shareholders’ funds
	5,491,929
	5,491,929
	51,989,989


The FFHB shares after the Proposed Capital Reduction shall rank pari-passu amongst each other in respect of entitlements to dividends, rights, allotments or other distributions should the entitlement date for such dividend, rights, allotments or other distributions be declared after the Proposed Capital Reduction.


2.2
Proposed Share Premium Reduction

Based on the audited accounts of FFHB for the financial year ended 31 December 2003, the share premium account of FFHB stood at RM10,833,007. 

It is proposed that the share premium account of FFHB be reduced by an amount of RM10,833,007 and that the credit arising therefrom be set-off against the accumulated losses of FFHB. 

Assuming that none of the Existing Warrants are exercised prior to the Proposed Share Premium Reduction, on a proforma basis, the audited consolidated accumulated losses of FFHB as at 31 December 2003 after taking into the account the credit arising from the Proposed Capital Reduction, will be further reduced from RM59,887,834 to RM49,054,827.

Assuming that all of the Existing Warrants are exercised at RM3.40 prior to the Proposed Share Premium Reduction, the share premium account will be increased from RM10,833,007 as at 31 December 2003 to RM43,655,167. On a proforma basis, the audited consolidated accumulated losses of FFHB as at 31 December 2003 after taking into the account the credit arising from the Proposed Capital Reduction, will be further reduced from RM53,049,884 to RM9,394,717.

	
	
	After the Proposed Capital Reduction
	After the Proposed Capital Reduction and the Proposed Share Premium Reduction

	
	Audited as at 

31 December 2003 


	Assuming none of the Existing Warrants are exercised


	Assuming all the 13,675,900 Existing Warrants are exercised at RM3.40 per share
	Assuming none of the Existing Warrants are exercised


	Assuming all the 13,675,900 Existing Warrants are exercised at RM3.40 per share

	
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)

	Share capital
	27,681,500
	13,840,750
	20,678,700
	13,840,750
	20,678,700

	Share premium
	10,833,007
	10,833,007
	43,655,167
	-
	-

	Accumulated losses
	(73,728,584)
	(59,887,834)
	(53,049,884)
	(49,054,827)
	(9,394,717)

	Revaluation reserves
	40,686,428
	40,686,428
	40,686,428
	40,686,428
	40,686,428

	Others
	19,578
	19,578
	19,578
	19,578
	19,578

	Shareholders’ funds
	5,491,929
	5,491,929
	51,989,989
	5,491,929
	51,989,989


2.3
Proposed Rights Issue with Warrants

The Proposed Rights Issue with Warrants entails a renounceable rights issue of up to 57,900,360 new ordinary shares of RM0.50 each in FFHB together with up to 49,628,880 detachable new warrants at an issue price of RM0.50 each on the basis of seven (7) rights shares with six (6) warrants for every five (5) ordinary shares of RM0.50 each in FFHB held at a book closure date to be determined.

The above is based on the issued and paid-up share capital of FFHB as at 11 June 2004 after taking into account the Proposed Capital Reduction of RM0.50 each and on the assumption that all the Existing Warrants are fully exercised.

In the event that the Existing Warrants are not exercised prior to the abovementioned book closure date, the Proposed Rights Issue with Warrants would entail a renounceable rights issue of 38,754,100 rights shares together with 33,217,800 warrants.

The warrants will be issued free to entitled shareholders of FFHB and renouncees who subscribe for the rights shares and will be immediately detached upon issue and traded separately on the Bursa Malaysia Securities Berhad (“Bursa Malaysia”).

2.3.1
Status Of Rights Shares 

All the rights shares will, upon allotment and issue, rank pari passu in all respects with the then existing ordinary shares of FFHB, except that they will not be entitled to any dividends or distributions declared or otherwise distributed, the record date of which is on or before the date of allotment of the rights shares.

2.3.2
Pricing Of The Rights Issue Price

The issue price of RM0.50 per rights share is based on the par value of the ordinary share of FFHB after the Proposed Capital Reduction. 

2.3.3
Salient Terms Of The Warrants
Each warrant confers the right on the warrant holder to subscribe for one (1) new FFHB ordinary share of RM0.50 each and may be exercised at any time within a period of ten (10) years from the date of issue of the warrant. The exercise price of the warrants is RM0.50 based on the par value of the ordinary share of FFHB. 

2.3.4
Utilisation Of Proceeds

Based on the indicative issue price of RM0.50 per rights share, the gross proceeds of up to RM28.950 million  (or RM19.377 million assuming no exercise of the Existing Warrants) to be raised from the Proposed Rights Issue With Warrants is proposed to be utilised as follows:

	Description
	Assuming None of the Existing Warrants are exercised

(RM’000)
	Assuming Full Exercise of Existing Warrants

(RM’000)

	Cash repayment to Affected Secured Lenders in SPV1 
	8,000
	8,000

	Cash repayment to Affected Unsecured Lenders in SPV2 
	5,000
	5,000

	Cash repayment to Bank Pertanian  Malaysia Berhad
	514
	514

	Working capital
	3,663
	13,236

	Estimated expenses
	2,200
	2,200

	Total
	19,377
	28,950


Notes:
Any variation to the proceeds after issue price of the rights shares is fixed, will be adjusted against the working capital of the FFHB Group.
2.3.5
Undertakings By Certain Substantial Shareholders

Certain substantial shareholders of FFHB will provide their irrevocable written undertakings to subscribe for a total of 12,604,480 rights shares together with 10,803,840 warrants at the rights issue price of RM0.50 each representing 32.52% of the Proposed Rights Issue with Warrants (assuming no exercise of Existing Warrants), as detailed below:

	Name
	No. of shares held as at 

11 June 2004
	Entitlement to Number of Rights Shares
	% of the Proposed Rights Issue with Warrants

	Dr. Choy Fook On
	2,517,550
	3,524,570
	9.09

	Tan Geok Foong
	1,865,050
	2,611,070
	6.74

	Choy Wai Hin
	1,252,000
	1,752,800
	4.52

	Choy Wai Ceong
	1,042,000
	1,458,800
	3.76

	Dr. Choy Sook Kuen
	567,000
	793,800
	2.05

	Choy Fook On & Sons Realty Sdn Bhd
	1,759,600
	2,463,440
	6.36

	TOTAL
	9,003,200
	12,604,480
	32.52


On the basis that none of the Existing Warrants are exercised prior to the implementation of the Proposed Rights Issue with Warrants, the remainder of 26,149,620 rights shares together with 22,413,960 warrants representing 67.48% of the Proposed Rights Issue with Warrants will be fully underwritten at an underwriting commission to be determined later by an underwriter or a consortium of underwriters. The underwriting commission shall be borne by the Company.

In the event that some or all of the Existing Warrants are exercised prior to the implementation of the Proposed Rights Issue With Warrants, resulting in the shareholdings of the collective shareholders above being diluted to less than 32%, the said shareholders have given an undertaking, individually and/or collectively, to apply for excess shares in aggregate of not less than 32% of the Proposed Rights Issue With Warrants. 

2.4.
Details of the Proposed Debt Restructuring

The total indebtedness (inclusive of principal and interest) of the FFHB Group as at the cut-off date at 31 December 2002 is approximately RM115.439 million. However, the Proposed Debt Restructuring exercise of the FFHB Companies will only involve the affected secured lenders, affected unsecured lenders and other secured lenders with an estimated aggregate principal debt of approximately RM48.906 million, RM37.936 million and RM14.964 million respectively. The settlement amount and the mode of settlement have been agreed to by all the affected lenders and FFHB via their respective letters subject to the signing of the debt restructuring agreement in due course.
The Proposed Debt Restructuring will entail the following:-

2.4.1
Proposed Disposal Of Three (3) Properties By The FFHB Group To SPV1, The Proposed Novation of FFHB’s Debt Of RM35.322 Million To SPV1 And The Proposed Issuance Of RSLS-SPV1 To The Affected Secured Lenders For Partial Settlement Of Debt Owing To The Affected Secured Lenders

As of 31 December 2002, FFHB has a total debt (principal and interest) of approximately RM48.906 million owing to the affected secured lenders in respect of the RM39.928 million short term loan taken to redeem the RM40 million 5 years bank guaranteed bonds that matured on 29 June 2002. The short term loan is secured by way of a third party legal charges on the Sungei Besi land and first party legal charges over the 2 shoplots in Seremban (“SPV1 Properties”). The details of SPV1 Properties are set out in Appendix I.

The Company proposes to settle the RM48.906 million debts as follows:

(a)
Proposed disposal by the FFHB Group to SPV1 of the SPV1 Properties for an agreed disposal value of RM35.322 million. In consideration of the disposal, the Company’s debt for the sum of RM35.322 million debt will be novated to SPV1 and be converted into RSLS-SPV1 which will be issued by SPV1 to the affected secured lenders. 


The above agreed disposal value of RM35.322 million is based on a 30% discount of the total indicative market value of the SPV1 Properties as assessed by firms of independent registered valuers in accordance with the comparison and investment methods on 31 December 2002.


A trustee will be appointed to manage SPV1 and to dispose of the SPV1 Properties. The proceeds to be raised from the aforesaid disposal will be utilised to redeem the RSLS-SPV1.

The proceeds from the subsequent proposed disposal of the SPV1 Properties by SPV1 will be distributed in the following order of priority:

(i)
FFHB for any monies paid in advance by FFHB to SPV1 in respect of the expenses incurred by SPV1;

(ii)
payment of the fees due to the Trustee and all costs, charges, expenses and liabilities incurred by the Trustee in relation to the administration of RSLS-SPV1;

(iii)
redemption of RSLS-SPV1 in SPV1;

(iv)
back-end effective interest yield of 6.4% per annum accruing on the RSLS-SPV1;

(v)
redemption of RM2.640 million RSLS-SPV2 (Class A) in SPV2; 

(vi)
redemption of RSLS-SPV2 (Class B) in SPV2; and


(vii)
FFHB (if there are any remaining proceeds after (i) to (vi) above).

(b)
Proposed cash repayment of RM8.0 million from the proceeds of the Proposed Rights Issue With Warrants on a proportionate basis to the affected secured lenders in accordance with their respective debt amount.

(c)
The remaining debt of RM5.584 million will be settled via the proposed issuance of approximately RM2.640 million RSLS-SPV2 (Class A) and the balance of RM2.944 million will be settled by the Proposed Issue of Shares (“Unsecured Portion”).


Currently, the shareholder of SPV1 is FFHB and the directors of SPV1 are Choy Wai Hin and Choy Wai Ceong. Eventually or after the transfer of the SPV1 Properties to SPV1, FFHB will dispose its shares in SPV1 to a non-related and independent party and the directors will be replaced by persons jointly nominated by the affected secured lenders.

2.4.2
Proposed Disposal Of Four (4) Properties By The FFHB Group To SPV2, The Proposed Novation Of The FFHB Companies’ Debt Of RM18.21 Million To SPV2 And The Proposed Issuance Of RSLS-SPV2 To The Affected Secured Lenders and Affected Unsecured Lenders For Partial Settlement Of Debt Owing To The Affected Secured Lenders And Affected Unsecured Lenders

As of 31 December 2002, the FFHB Companies have a total debt of approximately RM37.936 million owing to the affected unsecured lenders. After taking into account the remaining RM5.584 million debt, being the Unsecured Portion owing to the affected secured lenders as referred to in Section 2.4.1(c) above, the total debt to be restructured under this Section 2.4.2 is approximately RM43.520 million. 

The Company proposes to settle the above debt of RM43.520 million, as are owing to the SPV2 Lenders respectively, in the following manner:

(a)
Proposed cash repayment of RM5.0 million from the proceeds of the Proposed Rights Issue With Warrants on a proportionate basis to the affected unsecured lenders in accordance with their respective debt amount (excludes the affected secured lenders in respect of the Unsecured Portion).

(b)
Proposed disposal by the FFHB Group to SPV2 of the SPV2 Properties with an indicative market value of RM22.4 million for an agreed disposal value of RM18.21 million. In consideration of the disposal, the FFHB Companies’ debt of RM18.21 million will be novated to SPV2 and converted into RSLS-SPV2, which will be issued by SPV2 to the affected secured lenders and affected unsecured lenders.

Note :

One of the SPV2 properties, the Cheras land, was sold to Shell Trading Malaysia Sdn Bhd (“Shell”) on 9 June 2003 for RM5.3 million. The net proceeds, after deducting the deposit received, redemption sum paid to Malayan Banking Berhad and expenses relating to the disposal, amounted to RM3.27 million. As of 11 June 2004, the outstanding proceeds that have yet to be received is RM1.59 million. This is because the conversion approval has not been obtained by the Company. The net proceeds of RM3.27 million will be utilised towards redemption of RSLS-SPV2 in accordance with the order of priority set out below.


The disposal value of RM18.21 million was agreed by the SPV2 Lenders at a discount to the indicative open market value of the properties as assessed by a firm of registered valuer in accordance with the comparison method on 31 December 2002.


 A trustee will be appointed to manage SPV2 and the disposal of the three (3) SPV2 Properties in SPV2.
The proceeds from the subsequent proposed disposal of the SPV2 Properties by SPV2 and the net proceeds of RM3.27 million from the sale of the Cheras Land will be distributed in the following order of priority:

(i)
FFHB for any monies paid in advance by FFHB to SPV2 in respect of expenses incurred by SPV2; 

(ii)
payment of the fees due to the Trustee and all costs, charges, expenses and liabilities incurred by the Trustee in relation to the administration of RSLS-SPV2;
(iii)
redemption of the RSLS-SPV2 (Class A) and RSLS-SPV2 (Class B) to be held by affected secured lenders and affected unsecured lenders respectively on a pro-rata basis;

(iv)
payment of back-end effective yield of 6.4% per annum accruing on the RSLS-SPV2 (Class A) and RSLS-SPV2 (Class B);

(v)
redemption of RSLS-SPV1 to be held by the affected secured lenders; and

(vi)
FFHB (if there are any remaining proceeds after (i) to (v)) above.


(c)
Proposed issuance of up to 29,014,400 new ordinary shares in FFHB of RM0.50 each at an issue price of RM0.70 each to the SPV2 Lenders towards settlement of the remaining debt of RM20.31 million owing to the affected secured lenders and affected unsecured lenders. Further details of the Proposed Issue of Shares are contained in Section 2.4.3

Currently, the shareholder of SPV2 is FFHB and the directors of SPV2 are Choy Wai Hin and Choy Wai Ceong. Eventually or after the transfer of the SPV2 Properties to SPV2, FFHB will dispose its shares in SPV2 to a non-related and independent party and the directors will be replaced by persons jointly nominated by the affected secured lenders and affected unsecured lenders. 


The terms of the RSLS-SPV1 and RSLS-SPV2 (Class A and Class B) are set out in Appendix II.

2.4.3
Proposed issuance of up to 29,014,400 new ordinary shares in FFHB of RM0.50 each at an issue price of RM0.70 each to the affected secured lenders and affected unsecured lenders. 

The issue price of RM0.70 each for every one (1) new ordinary share of RM0.50 each in FFHB was agreed between FFHB and the affected secured lenders and the affected unsecured lenders as per the letters of agreement or approval in principle.

The new ordinary shares to be issued will, upon allotment and issue, rank pari passu in all respects with the existing ordinary shares of FFHB, except that they shall not be entitled to any rights, dividends, allotment and/or other distributions on the entitlement date of which precedes the issue date of the new ordinary shares.

2.4.4
Proposed Bilateral Settlements With The Other Secured Lenders By Way Of Set-Off Against The Borrowings Of The FFHB Companies With The Transfer Of Properties And Proposed Issuance Of RSLS-FFHB

Other secured lenders who have agreed to the settlement of the indebtedness owing to them and the respective outstanding debts are as follows:-


(a)
Bumiputra-Commerce Bank Berhad

Part of the total outstanding debt of RM6.876 million is secured by an assignment by way of security of the 14th Floor of Menara Choy Fook On located in Petaling Jaya in favour of Bumiputra-Commerce Bank Berhad (“BCB”). The 14th Floor of Menara Choy Fook On has an indicative market value of RM5.5 million, based on the valuation dated 31 December 2002 carried out by an independent registered valuer. Cipta Sentosa Sdn Bhd, a director-related company, has agreed to dispose the 3rd Floor of Menara Choy Fook On to Bumiputra-Commerce Bank Berhad (“BCB”) for RM2.02 million. BCB has agreed to accept the transfer by way of assignments of the two (2) properties as full and final settlement of the amount owing to BCB on certain bank facilities amounting to RM6.876 million. 


(b)
Malayan Banking Berhad

Malayan Banking Berhad (“MBB”) has agreed to accept the transfer by way of an assignment of the 15th Floor of Menara Choy Fook On as full and final settlement of the RM4.950 million debt owing by the relevant FFHB Companies. The 15th Floor Menara Choy Fook On has an indicative market value of RM5.5 million, based on the valuation dated 31 December 2002 carried out by an independent valuer. MBB has agreed to accept the transfer by way of assignments of 15th Floor, Menara Choy Fook On as full and final settlement of the amount owing to MBB on certain bank facilities amounting to RM4.950 million. 

(c)
Affin Bank Berhad

Affin Bank Berhad (“Affin”) has a memorandum of deposit over FFHB’s 9,518,912 5-Year Zero Coupon Irredeemable Convertible Unsecured Loan Stocks (“Faber ICULS”) issued by Faber Group Berhad. Affin has agreed that these Faber ICULS shall be disposed of by FFHB or a party acceptable to Affin at the minimum sum of RM1.238 million. The proceeds of the disposal shall be paid to Affin as partial settlement towards the total borrowings of RM7.023 million granted by Affin to FFI on certain banking facilities. FFHB will guarantee the full repayment of up to RM1.238 million to Affin in the event of any shortfall arising from the disposal of the Faber ICULS. 

The minimum sum of RM1.238 million was arrived at based on the closing price of the Faber ICULS on 20 August 2003 of RM0.13 per ICULS. The market price of RM1.00 nominal value of Faber ICULS as at 16 June 2004 is RM0.14.

The balance indebtedness of FFI of RM5.785 million arising from the short-term loan facility and overdraft facility is to be restructured in accordance with the manner stated in Section 2.4.2.

(d)
Southern Investment Bank Berhad

Southern Investment Bank Berhad (“SIBB”) has a  third party  first legal charge over 4 vacant parcels of industrial land held under Geran Nos. 32885 to 32888 for Lots 8421 to 8424, all in the Mukim of Kapar, District of Klang, Negeri Selangor Darul Ehsan. SIBB has agreed that the total outstanding debt of RM1.900 million owing by FFM to SIBB will be settled by the conversion of the RM1.900 million debt into RM1.900 million RSLS-FFHB. The RSLS-FFHB will be issued by FFHB to SIBB and will not be listed on the Bursa Malaysia. 


The terms of the RSLS-FFHB is set out in Appendix II.
3.
RATIONALE FOR THE PROPOSALS


3.1
Proposed Capital Reduction and the Proposed Share Premium Reduction

The rationale for the Proposed Capital Reduction and the Proposed Share Premium Reduction are:


(i)
to reduce FFHB Group’s accumulated losses;


(ii) 
cancel any paid-up capital which is lost or unrepresented by available assets; and

(iii)
without a capital reduction and share premium reduction for FFHB, the Proposed Rights Issue with Warrants and the Proposed Debt Restructuring may not be viable and acceptable to the shareholders and scheme lenders.

3.2
The Proposed Rights Issue With Warrants


The rationale for the proposed rights issue are:

(i)
to raise funds from the shareholders of FFHB to partially settle the debt of FFHB as part of the Proposed Debt Restructuring of FFHB;

(ii)
to partly increase its issued and paid-up capital to meet the minimum share capital requirement set by the Bursa Malaysia of RM40.0 million for a Second Board company listed on the Bursa Malaysia;

(iii)
to improve and strengthen the profitability and cash flow position of the Company via substantial interest costs savings, arising from the reduction in borrowings and a lower gearing level.


The rationale for the issuance of warrants are as follows :

(i)
to give the shareholders of FFHB an incentive to subscribe for the rights shares;

(ii)
to provide the shareholders of FFHB an opportunity to further increase their equity participation in the Company; and

(iii)
to raise additional working capital for the FFHB Group in future as and when the new warrants are exercised into new ordinary shares in FFHB.
3.3
Proposed Debt Restructuring

The rationale for the Proposed Debt Restructuring is to substantially reduce the total borrowings of the FFHB Group and its interest expense burden to enable the FFHB Group to return to profitability and continue its operations as a going concern and in the medium to long term, to enhance value for all shareholders and to put FFHB Group on a stronger financial footing to enable it to focus on its business rather than its debt problems.

4.
FINANCIAL EFFECTS OF THE PROPOSALS

4.1
Share Capital

Assuming no exercise of Existing Warrants prior to the Proposals
	Share Capital 
	
	Par Value 

(RM)
	No. of Shares
	RM

	Existing issued & paid-up share capital @ 11 June 2004


	
	1.00


	27,681,500
	27,681,500

	After Proposed Capital Reduction
	
	0.50
	27,681,500
	13,840,750



	To be issued pursuant to the Proposed Rights Issue with Warrants


	
	0.50
	38,754,100
	19,377,050

	
	
	
	66,435,600
	33,217,800

	To be issued pursuant to the Proposed Debt Restructuring
	
	0.50
	29,014,400
	14,507,200

	
	
	
	95,450,000
	47,725,000

	To be issued on full exercise of the Rights Warrants


	
	0.50


	33,217,800


	16,608,900



	Enlarged Share Capital
	
	0.50
	128,667,800
	64,333,900


Note:
Assuming that none of the Existing Warrants will be exercised as the Existing Warrants are out of the money now (exercise price at RM3.40)

Assuming full exercise of all the 13,675,900 outstanding Existing Warrants prior to the Proposals

	Share Capital 
	
	Par Value 

(RM)
	No. of Shares
	RM

	Existing issued & paid-up share capital @ 11 June 2004


	
	1.00


	27,681,500
	27,681,500

	To be issued assuming full exercise of Existing Warrants 
	
	1.00
	13,675,900
	13,675,900



	 
	
	1.00
	41,357,400
	41,357,400

	After Proposed Capital Reduction
	
	0.50
	41,357,400
	20,678,700

	To be issued pursuant to the Proposed Rights Issue with Warrants
	
	0.50
	57,900,360
	28,950,180

	
	
	
	99,257,760
	49,628,880

	To be issued pursuant to the Proposed Debt Restructuring
	
	0.50
	29,014,400
	14,507,200

	
	
	
	128,272,160
	64,136,080

	To be issued assuming full exercise of the Rights Warrants 
	
	0.50
	49,628,880
	24,814,440

	Enlarged Share Capital
	
	0.50
	177,901,040
	88,950,520


4.2
NTA

The indicative effects of the Proposals on the NTA of the Company are as follows :

Assuming no exercise of Existing Warrants prior to the Proposals

	
	(1)

Audited as at 31.12.2003

(RM)


	(2)

After Proposed Capital Reduction 

(RM)
	(3)

After (2) and  Proposed Share Premium Reduction

(RM)
	(4)

After (3) and Proposed Rights Issue With Warrants

(RM)
	(5)

After (4) and Proposed Debt Restructuring

(RM)
	(6)

After (5) and full exercise of Rights Warrants 

(RM)

	Share capital
	27,681,500
	13,840,750
	13,840,750
	33,217,800
	47,725,000
	64,333,900

	Share premium
	10,833,007
	10,833,007
	-
	-
	*3,602,880
	3,602,880

	Revaluation reserve
	40,686,428
	40,686,428
	40,686,428
	40,686,428
	372,520
	372,520

	Foreign exchange reserve
	19,578
	19,578
	19,578
	19,578
	19,578
	19,578

	Accumulated losses
	(73,728,584)
	(59,887,834)
	(49,054,827)
	(49,054,827) 
	(17,697,319)
	(17,697,319) 



	Shareholders’ funds
	5,491,929
	5,491,929
	5,491,929
	24,868,979
	34,022,659
	50,631,559

	Less:  Goodwill on consolidation
	(134,384)
	(134,384) 
	(134,384)
	(134,384) 
	(134,384) 
	(134,384) 

	NTA
	5,357,545
	5,357,545
	5,357,545
	24,734,595
	33,888,275
	50,497,175

	No. of ordinary shares
	27,681,500
	27,681,500
	27,681,500
	66,435,600
	95,450,000
	128,667,800

	NTA per share (RM)
	0.19
	0.19
	0.19
	0.37
	0.36
	0.39


* After deducting estimated expenses of RM2.2 million.

Assuming full exercise of all the 13,675,900 outstanding Existing Warrants prior to the Proposals

	
	(1)

Audited as at 31.12.2003

(RM)


	(2)

After full exercise of Existing Warrants 

(RM)
	(3)

After (2) and Proposed Capital Reduction 

(RM)
	(4)

After (3) and  Proposed Share Premium Reduction

(RM)
	(5)

After (4) and Proposed Rights Issue With Warrants

(RM)
	(6)

After (5) and Proposed Debt Restructuring

(RM)
	(7)

After (6) and full exercise of Rights Warrants 

(RM)

	Share capital
	27,681,500
	41,357,400
	20,678,700
	20,678,700
	49,628,880
	64,136,080
	88,950,520

	Share premium
	10,833,007
	#43,655,167
	43,655,167
	-
	-
	*3,602,880
	3,602,880

	Revaluation reserve
	40,686,428
	40,686,428
	40,686,428
	40,686,428
	40,686,428
	372,520
	372,520

	Foreign exchange reserve
	19,578
	19,578
	19,578
	19,578
	19,578
	19,578
	19,578

	Accumulated (losses)/profit
	(73,728,584)
	(73,728,584)
	(53,049,884)
	(9,394,717)
	(9,394,717)
	21,962,791
	21,962,791

	Shareholders’ funds
	5,491,929
	51,989,989
	51,989,989
	51,989,989
	80,940,169
	90,093,849
	114,908,289

	Less:  Goodwill on consolidation
	(134,384)
	(134,384) 
	(134,384) 
	(134,384)
	(134,384) 
	(134,384) 
	(134,384) 

	NTA
	5,357,545
	51,855,605
	51,855,605
	51,855,605
	80,805,785
	89,959,465
	114,773,905

	No. of ordinary shares
	27,681,500
	41,357,400
	41,357,400
	41,357,400
	99,257,760
	128,272,160
	177,901,040

	NTA per share (RM)
	0.19
	1.25
	1.25
	1.25
	0.81
	0.70
	0.65


*
After deducting estimated expenses of RM2.2 million

#
 Based on existing exercise price of RM3.40 per warrant.

4.3
Earnings and Dividends

After the Proposals, FFHB Group is expecting to incur a loss in the financial year (“FY”) ending 2004 mainly attributed to a loss on disposal of approximately RM17.446 million as a result of the proposed disposal of certain properties to the SPVs. This is however, mitigated by an interest savings of RM6.893 million in FY ending 2004 and a write-back of interest accrued for 2003 of RM6.641 million.

Barring unforeseen circumstances and assuming that the Proposals is completed in the fourth quarter of 2004, the Group’s financial performance is expected to turnaround to profitability in 2005, after the completion of the Proposals. This is mainly attributable to interest savings arising from the reduction in bank borrowing. 

For the FYE 31 December 2003, FFHB did not declare any dividend. The Board does not expect to propose any dividend for the financial year ending 31 December 2004.  
4.4
Substantial Shareholders
The indicative effects of the Proposals on the shareholdings of the substantial shareholders of the Company are as follows: -

Scenario I – On the assumption that none of the Existing Warrants are exercised prior to the Proposals

	Shareholders
	Existing as at 

11 June 2004
	(1)

After Proposed Capital Reduction and Proposed Share Premium Reduction
	(2)

After (1) and Proposed Rights Issue with Warrants
	(3)

After (2) and Proposed Debt Restructuring


	(4)

After (3) and full exercise of Rights Warrants

	
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares
	(%)

	Mega Gold Harvest Sdn Bhd
	2,845,000
	10.28
	2,845,000
	10.28
	6,828,000
	10.28
	6,828,000
	7.15
	10,242,000
	7.96

	Low Mei Loon
	3,900,000
	14.09
	3,900,000
	14.09
	9,360,000
	14.09
	9,360,000
	9.81
	14,040,000
	10.91

	Dr. Choy Fook On
	2,517,550*
	9.09
	2,517,550*
	9.09
	6,042,120
	9.09
	6,042,120
	6.33
	9,063,180
	7.05

	Tan Geok Fong
	1,865,050
	6.74
	1,865,050
	6.74
	4,476,120
	6.74
	4,476,120
	4.69
	6,714,180
	5.22

	Choy Fook On & Sons Realty Sdn Bhd
	1,759,600
	6.36
	1,759,600
	6.36
	4,223,040
	6.36
	4,223,040
	4.42
	6,334,560
	4.92

	Choy Wai Hin
	1,252,000
	4.52
	1,252,000
	4.52
	3,004,800
	4.52
	3,004,800
	3.15
	4,507,200
	3.50

	Choy Wai Ceong
	1,042,000
	3.76
	1,042,000
	3.76
	2,500,800
	3.76
	2,500,800
	2.62
	3,751,200
	2.92

	Other existing shareholders
	12,500,300
	45.16
	12,500,300
	45.16
	30,000,720
	45.16
	30,000,720
	31.43
	45,001,080
	34.97

	Scheme Lenders
	-
	-
	-
	-
	-
	-
	29,014,400
	30.40
	29,014,400
	22.55

	
	27,681,500
	100.00
	27,681,500
	100.00
	66,435,600
	100.00
	95,450,000
	100.00
	128,667,800
	100.00


Note:


*
Out of the 2,517,550 ordinary shares,1,400,000 ordinary shares are held in trust by HSBC Nominees (Tempatan) Sdn Bhd in relation to shares pledged by Dr. Choy Fook On.

Scenario II – On the assumption that all of the Existing Warrants are fully exercised prior to the Proposals

	
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	Existing as at 

11 June 2004
	After full exercise of Existing Warrants
	After (1) and Proposed Capital Reduction and Proposed Share Premium Reduction
	After (2) and Proposed Rights Issue with Warrants


	After (3) and Proposed Debt Restructuring
	After (4) and

full exercise of

Rights Warrants

	
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares 
	(%)
	No. of shares
	(%)

	Mega Gold Harvest Sdn Bhd
	2,845,000
	10.28
	2,845,000
	6.88
	2,845,000
	6.88
	6,828,000
	6.88
	6,828,000
	5.32
	10,242,000
	5.76

	Low Mei Loon
	3,900,000
	14.09
	3,900,000
	9.43
	3,900,000
	9.43
	9,360,000
	9.43
	9,360,000
	7.30
	14,040,000
	7.89

	Dr. Choy Fook On
	2,517,550*
	9.09
	2,517,550
	6.09
	2,517,550
	6.09
	6,042,120
	6.09
	6,042,120
	4.71
	9,063,180
	5.10

	Tan Geok Fong
	1,865,050
	6.74
	1,865,050
	4.51
	1,865,050
	4.51
	4,476,120
	4.51
	4,476,120
	3.49
	6,714,180
	3.77

	Choy Fook On & Sons Realty Sdn Bhd
	1,759,600
	6.36
	1,759,600
	4.25
	1,759,600
	4.25
	4,223,040
	4.25
	4,223,040
	3.29
	6,334,560
	3.56

	Choy Wai Hin
	1,252,000
	4.52
	1,252,000
	3.03
	1,252,000
	3.03
	3,004,800
	3.03
	3,004,800
	2.34
	4,507,200
	2.53

	Choy Wai Ceong
	1,042,000
	3.76
	1,042,000
	2.52
	1,042,000
	2.52
	2,500,800
	2.52
	2,500,800
	1.95
	3,751,200
	2.11

	Other existing shareholders
	12,500,300
	45.16
	26,176,200
	63.29
	26,176,200
	63.29
	62,822,880
	63.29
	62,822,880
	48.98
	94,234,320
	52.97

	Scheme Lenders
	-
	-
	-
	-
	-
	-
	-
	-
	29,014,400
	22.62
	29,014,400
	16.31

	
	27,681,500
	100
	41,357,400
	100
	41,357,400
	100
	99,257,760
	100
	128,272,160
	100
	177,901,040
	100.00


Notes:-

*
Out of the 2,517,550 ordinary shares, 1,400,000 ordinary shares are held in trust by HSBC Nominees (Tempatan) Sdn Bhd in relation to shares pledged by Dr. Choy Fook On.
^
As at 11 June 2004, the Choy family does not hold any Existing Warrants

4.5
Gearing

The indicative effects of the Proposals on the gearing ratio of the FFHB Group are as follows:

Assuming no exercise of Existing Warrants prior to Proposals
	
	(1)

Audited as at 31.12.2003 
	(2)

After Proposed Capital Reduction 

  
	(3)

After (2) and Proposed Share Premium Reduction

 
	(4)

After (3) and Proposed Rights Issue With Warrants


	(5)

^After (4) and Proposed Debt Restructuring

    
	(6)

After (5) and full exercise of Rights Warrants 

   

	
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)

	Total Borrowings (A)
	101,746,152
	101,746,152
	101,746,152
	88,598,333
	14,018,887
	14,018,887

	Shareholders’ funds (B)
	5,491,929
	5,491,929
	5,491,929
	24,868,979
	34,022,659
	50,631,559

	Gearing ratio (A)/(B)
	18.53
	18.53
	18.53
	3.56
	0.41
	0.28


^
Based on the issuance of 29,014,400 new ordinary shares of RM0.50 each to the SPV 2 Lenders at RM0.70 per new ordinary share

Assuming full exercise of Existing Warrants prior to Proposals 
	
	(1)

Audited 

as at 31.12.2003


	(2)

^^After full exercise of Existing Warrants 


	(3)

After (2) and Proposed Capital Reduction 


	(4)

After (3) and  Proposed Share Premium Reduction


	(5)

After (4) and Proposed Rights Issue With Warrants


	(6)

After (5) and ^Proposed Debt Restructuring


	(7)

After (6) and full exercise of Warrants

 

	
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)
	(RM)

	Total Borrowings (A)
	101,746,152
	101,746,152
	101,746,152
	101,746,152
	88,598,333
	14,018,887
	14,018,887

	Shareholders’ funds (B)
	5,491,929
	51,989,989
	51,989,989
	51,989,989
	80,940,169
	90,093,849
	114,908,289

	Gearing (times) (A)/(B)
	18.53
	1.96
	1.96
	1.96
	1.09
	0.16
	0.12


^
Based on the issuance of 29,014,400 new ordinary shares of RM0.50 each to the Scheme Lenders at RM0.70 per new ordinary share
^^
Based on the assumption that all the Existing Warrants are exercised at RM3.40 per new ordinary share of RM1.00 each 

5.
APPOINTMENT OF ADVISER


Aseambankers has been appointed as the adviser to the Company in connection to the Proposals.
6.
CONDITIONS OF THE PROPOSALS

The Proposals are conditional upon the approvals of the following:-

(a) the SC for the Proposed Rights Issue With Warrants, the Proposed Issue of Shares, the Proposed Debt Restructuring and the proposed issuance of the RSLS;

(b) the High Court of Malaya for the Proposed Capital Reduction and the Proposed Share Premium Reduction;

(c) the Foreign Investment Committee (“FIC”) for the Proposed Debt Restructuring;

(d) the Ministry of International Trade and Industry (“MITI”) for the Proposed Debt Restructuring;

(e) the Bursa Malaysia for the admission and the listing of and quotation for the new FFHB shares and warrants to be issued pursuant to the Proposed Rights Issue With Warrants, new FFHB shares pursuant to the Proposed Debt Restructuring and new FFHB shares arising from the exercise of the warrants;
(f) the shareholders of FFHB for the Proposed Capital Reduction, the Proposed Share Premium Reduction, the Proposed Rights Issue With Warrants, the Proposed Issue of Shares and the Proposed Debt Restructuring at an Extraordinary General Meeting (“EGM”) to be convened; and

(g) other relevant authorities, if any. 

7.
DEPARTURE FROM THE SC’S POLICIES AND GUIDELINES ON ISSUE/OFFER OF SECURITIES

On 16 June 2004, Aseambankers, had on behalf of FFHB, submitted an application letter to the SC to seek certain exemptions from the SC on certain guidelines in relation to assets valuation of which the decision is still pending. 

Saved as disclosed above, the Proposals has not departed from the SC’s Policies and Guidelines On Issue/Offer of Securities. 

8.
DIRECTORS’ AND SUBSTANTIAL SHAREHOLDERS’ INTEREST

None of the directors and substantial shareholders of FFHB and/or any other persons connected with them has any interest, direct or indirect in the Proposals other than their respective existing shareholdings and entitlements for the Proposed Rights Issue with Warrants. 

However, the Choy Family has given an irrevocable written undertaking individually and/or collectively, to apply for such number of Rights Shares as may be necessary to constitute not less than 32% of the Proposed Rights Issue With Warrants in the event that there is further exercise of Existing Warrants prior to the implementation of the Proposed Rights Issue With Warrants.

9.
DIRECTORS’ RECOMMENDATION TC "9.
DIRECTORS’ RECOMMENDATION" \f C \l "1" 
The Board of Directors, having considered the rationale for the Proposals after careful deliberation, is of the opinion that the Proposals is in the best interest of FFHB and its shareholders. 

10.
SUBMISSION TO SC


The application to the SC for the Proposals is expected to be made within two (2) months from the date of this announcement.

This announcement is dated 24 June 2004.
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