
ANNOUNCEMENT

Mangium Industries Berhad ("MIB" or the “Company”)

I
-
Proposed debt settlement of MIB amounting to approximately RM58.52 million up to 31 December 2004 (including accrued interest up to 31 December 2004) between the Company and certain of its subsidiaries and the secured and unsecured creditors to be settled by a combination of new ordinary shares of RM1.00 each in MIB (“MIB Shares”), irredeemable convertible unsecured loan stocks (“ICULS”), redeemable convertible secured loan stocks ("RCSLS") and cash payment ("Proposed Debt Settlement");

II
-
Proposed renounceable rights issue of RM16.0 million nominal value 5-year ICULS together with 16.0 million free detachable warrants (“Warrants”) attached on the basis of RM1.00 nominal value ICULS with one (1) free detachable warrant attached for every two (2) existing MIB Shares ("Proposed Rights Issue Of ICULS"); 

III
-
Proposed joint-venture between MIB and Telaga Chipmill Sdn Bhd (“TCSB”) (“Proposed Joint-Venture”)

IV
-
Proposed Employee Share Option Scheme for Executive Directors and eligible employees Of MIB and its subsidiaries (“Proposed ESOS"); and 

V
-
Proposed increase in the authorised share capital of MIB from RM50,000,000 comprising 50,000,000 MIB Shares to RM200,000,000 comprising 200,000,000 MIB Shares (“Proposed Capital Increase”)

(Collectively known as the “Proposals”)
1.
INTRODUCTION

On 22 December 2003, OSK, on behalf of the Board of MIB, announced the abovementioned Proposals.

In view of the developments that have taken place since the announcement of the Proposals, the Company proposed certain modifications to the earlier Proposals.

This announcement on the proposed modifications to the earlier Proposals, should be read in conjunction with the previous announcement made on the Proposals.

2.
DETAILS OF THE MODIFICATION TO THE PROPOSALS

A summary of the modifications to the Proposals is tabulated as follows:-

	
	Original Proposals
	Modifications to the Proposals

	Proposed Debt Settlement
	· Secured Creditor

The debt that is due and owing to the secured creditors of approximately RM18.84 million (inclusive of interest up to 31 December 2003 of approximately RM2.28 million) will be settled in the following manner:-

(a) approximately 30% or RM5.65 million will be paid via proceeds from the Proposed Rights Issue of ICULS; 

(b) approximately 70% or RM13.19 million will be converted into RM13.19 million nominal value of RCSLS, on the basis of RM1.00 nominal value of RCSLS for every RM1.00 amount of debt outstanding; and

(c) the issuance of an additional RM1.98 million nominal value of ICULS to serve as an up-front coupon payment of 5% per annum for the RCSLS for a period of three (3) years on the basis of RM1.00 nominal value ICULS for every RM6.66 nominal value RCSLS; and

(d) the payment of an additional coupon of 5% per annum for the RCSLS, in cash, which shall be paid semi-annually for a period of three (3) years.


	· Secured Creditor

The total debt estimated as at 31 December 2004 that will be due and owing to the secured creditors amounting to RM20.46 million (inclusive of accrued interest for the financial year ended ("FYE") 31 December 2003 and FYE 31 December 2004 totalling RM2.28 million and RM1.62 million respectively) will be settled in the following manner:-

(a) 30% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM5.65 million will be settled in cash via proceeds from the Proposed Rights Issue; 

(b) 70% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM13.19 million will be settled via the issuance of RM13.19 million nominal value RCSLS, on the basis of RM1.00 nominal value RCSLS for every RM1.00 amount of debt outstanding; 

(c) the issuance of an additional RM1.98 million nominal value ICULS to serve as an up-front coupon payment of 5% per annum for the RCSLS for a period of three (3) years. The ICULS that are issued to the Secured Creditors as up-front coupon payment pursuant to the Proposed Debt Settlement, will not carry any further up-front coupon/payments;

(d) the payment of an additional coupon of 5% per annum for the RCSLS, in cash, which shall be paid semi-annually for a period of three (3) years; and

(e) the accrued interest for the FYE 31 December 2004 amounting to RM1.62 million will be settled via the issuance of RM1.62 million nominal value ICULS, on the basis of RM1.00 nominal value ICULS for every RM1.00 amount outstanding.  The ICULS that are issued will not carry any up-front coupon/payments.



	
	· Unsecured Creditor

Up to 31 December 2003, the estimated amount outstanding to unsecured creditors is approximately RM34.51 million (inclusive of interest up to 31 December 2003 of approximately RM3.02 million).  The unsecured creditors have a choice of participating in either Option 1 or Option 2 below for the settlement of the amount owed:-

Option 1 

(a) approximately 15% or RM5.18 million will be paid via proceeds from the Proposed Rights Issue of ICULS; and

(b) approximately 85% or RM29.33 million will be converted into 29.33 million new MIB Shares at an issue price of RM1.00 each. 

Option 2

(a) approximately 15% or RM5.18 million will be paid via proceeds from the Proposed Rights Issue of ICULS; 

(b) approximately 85% or RM29.33 million will be converted into RM29.33 million nominal value of ICULS on the basis of RM1.00 nominal value of ICULS for every RM1.00 amount outstanding; and

(c) issuance of an additional RM14.67 million nominal value of ICULS to serve as an up-front coupon payment of 10% per annum for the ICULS issued to the unsecured creditors for a period of five (5) years on the basis of RM1.00 nominal value ICULS for every RM1.00 amount of up-front settlement of the additional coupon of 10% intended for the ICULS. 


	· Unsecured Creditor

The total debt estimated as at 31 December 2004 that will be due and owing to the unsecured creditors amounts to RM38.06 million (inclusive of accrued interest for the FYE 31 December 2003 and FYE 31 December 2004 totalling RM3.02 million and RM3.55 million respectively).  The unsecured creditors have a choice of participating in either Option 1 or Option 2 below for the settlement of the amount owed:-

Option 1

(a) 15% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM5.18 million will be settled in cash via proceeds from the Proposed Rights Issue; 

(b) 85% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM29.33 million will be settled via the issuance of 29.33 million new MIB Shares at an issue price of RM1.00 each; and

(c) the accrued interest for the FYE 31 December 2004 amounting to RM3.55 million will be settled via the issuance of RM3.55 million nominal value ICULS, on the basis of RM1.00 nominal value ICULS for every RM1.00 amount outstanding.  The ICULS that are issued, will not carry any up-front coupon/payments. 

Option 2

(a) 15% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM5.18 million will be settled in cash via proceeds from the Proposed Rights Issue;

(b) 85% of total debt as at 31 December 2003 (inclusive of accrued interest up to 31 December 2003) or RM29.33 million will be settled via issuance of RM29.33 million nominal value ICULS on the basis of RM1.00 nominal value ICULS for every RM1.00 amount outstanding;

(c) the issuance of additional RM14.67 million nominal value ICULS to serve as an up-front payment of 10% per annum for the ICULS issued to the Unsecured Creditors for a period of five (5) years. The ICULS that are issued to the Unsecured Creditors as up-front coupon payment, pursuant to the Proposed Debt Settlement, will not carry any further up-front coupon/payments; and

(d) the accrued interest for the FYE 31 December 2004 amounting to RM3.55 million will be settled via the issuance of RM3.55 million nominal value ICULS, on the basis of RM1.00 nominal value ICULS for every RM1.00 amount outstanding.  The ICULS that are issued will not carry any up-front coupon/payments.



	Proposed Rights Issue Of ICULS
	· The proposed renounceable rights issue of RM16.0 million nominal value zero coupon 5-year ICULS together with 16.0 million free detachable Warrants attached on the basis of RM1.00 nominal value  ICULS with one (1) free detachable Warrant attached for every two (2) existing MIB Shares held and an additional RM8.0 million nominal value ICULS, which would serve as the up-front coupon of 10% per annum for the RM16.0 million ICULS for a period of five (5) years.


	· No change.

	
	· The Board of MIB undertake to obtain the irrevocable written undertaking from the major shareholder of MIB, namely Tranzdell Sdn Bhd, holding approximately 14.8% equity interest in MIB to subscribe in full for its entitlements under the Proposed Rights Issue of ICULS.


	· The Board of MIB undertake to obtain the irrevocable written undertaking from the major shareholder of MIB, namely M.K. Assets Sdn Bhd, holding approximately 14.8% equity interest in MIB to subscribe in full for its entitlements under the Proposed Rights Issue of ICULS.

	Proposed Joint-Venture
	· The proposed joint-venture between MIB and Telaga Chipmill Sdn Bhd (“TCSB”).
	· The Company had, on 19 December 2003, entered into a joint venture agreement with TCSB.  The construction of the wood chip mill is approximately 50% completed and full operations are expected to commence in March 2005.



	Proposed ESOS
	· The proposed employees’ share option scheme for executive directors and eligible employees of MIB and its subsidiaries.
	· The proposed employees’ share option scheme for executive and non-executive directors, and eligible employees of MIB and its subsidiaries.
· The non-executive director must not sell, transfer or assign shares obtained through the exercise of options offered to him pursuant to a share scheme for employees within one (1) year from the date of offer of such options.


	Proposed Capital Increase
	· The proposed increase in the authorised share capital of MIB from RM100,000,000 comprising 100,000,000 MIB Shares to RM200,000,000 comprising 200,000,000 MIB Shares.


	· No change.

	Proposed Amendment to the Articles
	· None.
	· An amendment to the Articles is proposed to be made pursuant to the Proposed ESOS to enable the non-executive directors of MIB to participate in the Proposed ESOS.

The existing Article 5(e) of the Company’s Articles of Association which reads:-

“every issue of shares or options to employees and/or Directors of the Company shall be approved by the members in general meeting and no Director shall participate in such issues of shares or options unless:-

(i) the members in general meeting have approved of the specific allotment to be made to such Director; and

(ii) he holds office in the Company in an executive capacity Provided Always that a Director not holding office in an executive capacity may so participate in an issue of shares pursuant to a public issue or public offer.”

is proposed to be amended and replaced thereof with the following:-

“every issue of shares or options to employees and/or Directors of the Company shall be approved by the members in general meeting and no Director shall participate in such issues of shares or options unless the members in general meeting have approved of the specific allotment to be made to such Director.”


3.
FINANCIAL EFFECTS OF THE PROPOSALS

3.1 Share Capital

The Proposed Joint-Venture and Proposed Capital Increase will not have any effect on the issued and paid-up share capital of MIB.

The effects of the Proposed Rights Issue of ICULS, Proposed Debt Settlement and Proposed ESOS on the issued and paid-up share capital of MIB based on the assumption the RCSLS will be fully redeemed, are set out below:-

	
	No of shares

’000

	Existing (as at 20 August 2004)
	32,000

	After completion of the Proposed Debt Settlement 
	10,633*1

	
	42,633

	Upon full conversion of ICULS 
	59,199*1

	Upon full exercise of Warrants 
	16,000

	
	117,832

	Upon full exercise of options under the Proposed ESOS
	4,263*2

	Upon Completion of the Proposals
	122,095

	
	


Notes:-

*1
The Company had received confirmation that both SCB and SBB will opt for Option 1, whilst MAA Credit will opt for Option 2. 

*2
Based on the maximum number of options available based on the enlarged issued and paid-up capital after completion of the Proposed Debt Settlement. 

The Proposed ESOS will not have an immediate effect on the existing issued and paid-up capital share capital of MIB. However, it will increase progressively depending on the number of options exercised and the number of new ordinary shares issued pursuant thereto.

3.2 NTA And Gearing

The Proposed Capital Increase will not have any effect on the NTA and gearing of MIB.

The effects of the Proposed Rights Issue of ICULS, Proposed Debt Settlement and Proposed ESOS on the consolidated NTA and gearing of MIB based on the audited financial results of MIB as at 31 December 2003 are as follows:-

	
	As at 31 December 2003
	(I)

After  Proposed Rights Issue
	(II)

After (I) and Proposed Debt Settlement*1
	(III)

After (II) and full redemption of RCSLS*4 
	(IV)

After (III) and  full conversion of ICULS*5 and full exercise of  Warrants*6
	(V)

After (IV) and full exercise of ESOS*7

	
	
	
	
	
	
	

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

	Share capital
	32,000
	32,000
	42,633
	42,633
	98,504
	102,767

	Share premium
	584
	584
	584
	584
	584
	584

	Revaluation reserve
	8,191
	8,191
	8,191
	8,191
	8,191
	8,191

	ICULS, Warrants and RCSLS – Equity Reserve
	-
	16,000
	40,891
	39,871
	-
	-

	Retained earnings/ (accumulated losses)
	(8,588)
	(8,588)
	(10,588)*2
	(10,588)
	(10,588)
	(10,588)

	Merger deficit
	(20,844)
	(20,844) 
	(20,844) 
	(20,844) 
	(20,844) 
	(20,844) 

	Shareholders' fund
	11,343
	27,343
	60,867
	59,847
	75,847
	80,110

	Less: intangible assets
	(2,952)
	(2,952) 
	(2,952) 
	(2,952) 
	(2,952) 
	(2,952) 

	NTA
	8,391
	24,391
	57,915
	56,895
	72,895
	77,158

	
	
	
	
	
	
	

	Borrowings
	52,328
	52,328
	1,622*3
	1,622
	1,622
	1,622

	RCSLS
	-
	-
	12,168
	-
	-
	-

	Total liabilities
	52,328
	52,328
	13,790
	1,622
	1,622
	1,622

	
	
	
	
	
	
	

	NTA per share (RM)
	0.26
	0.76
	1.36
	1.33
	0.62
	0.63

	
	
	
	
	
	
	

	No. of shares (‘000)
	32,000
	32,000
	42,633
	42,633
	117,832
	122,095

	
	
	
	
	
	
	

	Gearing (times)
	4.61
	1.91
	0.23
	0.03
	0.02
	0.02

	
	
	
	
	
	
	


Notes:-

*1
The Company had received confirmation that SCB and SBB will opt for Option 1, whilst MAA Credit will opt for Option 2. 

*2
After taking into account of the estimated expenses of RM2.0 million for the Proposals.

*3
For the purposes of the proforma, settlement is assumed to be based on the outstanding debts of RM50.70 million with scheme creditors as at 31 December 2003 instead of RM58.52 million as described in Section 2 above. The difference has been reflected as a reduction in cash settlement for the purposes of presentation in the proforma.

*4
Assuming the RCSLS are redeemed in accordance with the redemption schedule.

*5
As part of the Proposals, the aggregate RM59.20 million nominal value ICULS to be issued comprises RM16.0 million issued for cash, RM18.7 million issued for the Proposed Debt Settlement to Scheme Creditors, RM19.33 million issued as up-front coupon payment for the RCSLS and ICULS, and RM5.17 million issued as settlement for the accrued interest for the FYE 31 December 2004. Upon conversion of all the ICULS, this will give rise to an increase in share capital of 59.20 million MIB Shares representing RM39.87 million in value.

*6
Assuming the exercise price of the Warrants to be RM1.00 for the purpose of illustration.

*7
Based on the maximum number of ESOS Options available based on the enlarged issued and paid-up capital after completion of the Proposed Debt Settlement, and assuming an option price of RM1.00 per share for the purpose of illustration.

The Proposed ESOS is not expected to have any immediate effect on the NTA of the MIB Group for the financial year ending 31 December 2004 and until such time that the ESOS options under the Proposed ESOS are exercised.

3.3 Substantial Shareholders' Shareholdings

The effects of the Proposals on the substantial shareholders' shareholdings are set out below:-

	
	As at 20 August 2004
	(I)

After Proposed  Rights Issue
	(II)

After (I) and Proposed  Debt Settlement*1
	(III)

After (II) and full redemption of RCSLS
	(IV)

After (III) and full conversion of ICULS and full exercise of Warrants
	(V)

After (IV) and full exercise of ESOS*2

	
	No of shares

'000
	%


	No of shares

'000
	%


	No of shares

'000
	%


	No of shares

'000
	%


	No of shares

'000
	%


	No of shares

'000
	%



	M. K. Assets Sdn Bhd


	4,735
	14.8
	4,735
	14.8
	4,735 
	11.1
	4,735 
	11.1
	10,654 
	9.0
	10,654 
	8.7

	Muk Sai Tat*3 


	4,735
	14.8
	4,735
	14.8
	4,735
	11.1
	4,735 
	11.1
	10,654 
	9.0
	10,654 
	8.7

	Peter Wong *3


	4,735
	14.8
	4,735
	14.8
	4,735
	11.1
	4,735 
	11.1
	10,654 
	9.0
	10,654 
	8.7

	Loh Hien Hua


	1,909
	6.0
	1,909
	6.0
	1,909
	4.5
	1,909
	4.5
	4,295
	3.6
	4,295
	3.5

	MAA Credit Sdn Bhd


	-
	-
	-
	-
	-
	-
	-
	-
	30,607 
	26.0
	30,607 
	25.1

	Standard Chartered Bank Berhad


	-
	-
	-
	-
	8,508
	20.0
	8,508 
	20.0
	9,500 
	8.1
	9,500 
	7.8

	Southern Bank Berhad


	-
	-
	-
	-
	2,125
	5.0
	2,125 
	5.0
	2,125 
	1.8
	2,125 
	1.7


Notes:-

*1
The Company had received confirmation that both SCB and SBB will opt for Option 1, whilst MAA Credit will opt for Option 2. 

*2
Based on the maximum number of options available based on the enlarged issued and paid-up capital after completion of the Proposed Debt Settlement. 

*3
Indirect shareholdings. Deemed interested by virtue of their substantial shareholdings in M. K. Assets Sdn Bhd.

3.4 Earnings

The Proposed Rights Issue of ICULS, Proposed Debt Settlement and Proposed ESOS are not expected to have any effect on the earnings of the MIB Group for the financial year ending 31 December 2004 as the Proposed Rights Issue of ICULS, Proposed Debt Settlement and Proposed ESOS are only expected to be completed in mid 2005.  However, the Proposals are expected to contribute positively to the future earnings of the MIB Group.

3.5 3.5
Dividends

The Company did not declare any dividends for the financial year ended 31 December 2003.  The Proposed Rights Issue of ICULS, Proposed Debt Settlement and Proposed ESOS are not expected to have any impact on the dividend to be recommended or declared by MIB for the financial year ending 31 December 2004. The future dividend policy will depend on the financial circumstances of the Company at the relevant time, taking into consideration the performance and cash resources of the MIB Group.

4.
SUBMISSION TO THE SECURITES COMMISSION ("SC") FOR THE REVISED PROPOSALS

A submission will be made to the SC and other relevant authorities within a month from the date of this announcement, to seek their approval for the Proposals.

This announcement is dated 21 September 2004.
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