	ANNOUNCEMENT TO BURSA MALAYSIA SECURITIES BERHAD
released on 15 January 2007


SALCON BERHAD (“Salcon” or “Company”)

PROPOSED RENOUNCEABLE RIGHTS ISSUE OF UP TO 233,249,942 NEW ORDINARY SHARES OF RM0.50 EACH IN SALCON (“RIGHTS SHARES”) WITH UP TO 116,624,971 FREE DETACHABLE WARRANTS (“WARRANTS”), ON THE BASIS OF TWO (2) RIGHTS SHARES WITH ONE (1) WARRANT FOR EVERY TWO (2) EXISTING ORDINARY SHARES OF RM0.50 EACH IN SALCON (“SALCON SHARES” OR “SHARES”) HELD ON A DATE TO BE DETERMINED LATER AT AN INDICATIVE ISSUE PRICE OF RM0.57 PER RIGHTS SHARE (“PROPOSED RIGHTS ISSUE WITH WARRANTS”)

Contents:


1.
INTRODUCTION
On behalf of the Board of Directors of Salcon (“Board”), MIMB Investment Bank Berhad (formerly known as Malaysian International Merchant Bankers Berhad) (“MIMB”) wishes to announce that the Company proposes to undertake the Proposed Rights Issue with Warrants.
Further details of the Proposed Rights Issue with Warrants are set out below.

2.
DETAILS OF THE PROPOSED RIGHTS ISSUE WITH WARRANTS
2.1
Proposed Rights Issue with Warrants

2.1.1
Details of the Proposed Rights Issue with Warrants
The Proposed Rights Issue with Warrants involves the issuance of up to 233,249,942 Rights Shares together with up to 116,624,971 free detachable warrants at an indicative issue price of RM0.57 per Rights Share on a renounceable basis of two (2) Rights Shares with one (1) free detachable warrant for every two (2) existing Salcon Shares held by the entitled shareholders of the Company whose names appear in the Record of Depositors of the Company on an entitlement date to be determined and announced later by the Board.

The maximum of 233,249,942 Rights Shares and 116,624,971 Warrants have been arrived at based on the issued and paid-up share capital of Salcon as at 31 December 2006 of RM116,624,971 comprising 233,249,942 Salcon Shares and assuming that all the options under the Company’s Employees Shares Option Scheme (“ESOS”) that were previously granted and to be granted (up to 10% of the issued and paid-up share capital of the Company at any point of time) (“ESOS Options”) are exercised into new Shares on or prior to the entitlement date for the Proposed Rights Issue with Warrants  (“Scenario B”).

Assuming that none of the ESOS Options are exercised into new Shares on or prior to the entitlement date for the Proposed Rights Issue with Warrants, the Proposed Rights Issue with Warrants would entail the issuance of only 212,045,402 Rights Shares with 106,022,701 free Warrants (“Scenario A”).

The Warrants will be immediately detached from the Rights Shares upon issuance and separately traded.  The Warrants will be issued in registered form and constituted by a Deed Poll to be executed by the Company.  The salient terms of the Warrants are set out in Section 2.1.6 herein.

The renunciation of the Rights Shares by the entitled shareholders of Salcon will accordingly entail the renunciation of the free Warrants to be issued together with the Rights Shares pursuant to the Proposed Rights Issue with Warrants.  As such, the shareholders of Salcon who wish to receive the free Warrants must subscribe for the Rights Shares in order to be entitled to the Warrants. 

Any fractional entitlements under the Proposed Rights Issue with Warrants will be disregarded and shall be dealt with in such manner as the Board shall in their absolute discretion think expedient in the interest of the Company.

2.1.2
Basis of Arriving at the Rights Issue Price

The final rights issue price shall be determined by the Board after obtaining the approval of the Securities Commission (“SC”) for the Proposed Rights Issue with Warrants based on a discount that is deemed appropriate after taking into consideration the theoretical ex-rights price of Salcon Shares based on the five (5) days weighted average market price (“WAMP”) of the Shares immediately prior to the price fixing date subject to the minimum par value of RM0.50 each.

2.1.3 Status of the Rights Shares
The Rights Shares to be issued pursuant to the Proposed Rights Issue with Warrants will, upon allotment and issuance, rank pari passu in all respects with the then existing ordinary shares of the Company except that they will not be entitled to any dividends, rights, allotments and/or other distributions, the entitlement date of which is before the allotment date of the Rights Shares.

2.1.4
Utilisation of Proceeds 

Scenario A:

The Proposed Rights Issue with Warrants (assuming that none of the ESOS Options is exercised on or prior to the entitlement date of the Proposed Rights Issue with Warrants) is expected to raise gross proceeds of RM120,865,879 based on the indicative issue price of RM0.57 per Rights Share and it is proposed to be utilised for the following:

	Proposed Utilisation
	Amount

RM’000
	Expected time frame 
for utilisation of proceeds from date of listing of Rights Shares

	
	
	

	Repayment of bank borrowings
	29,000
	Within 3 months

	
	
	

	Working capital for sewage system project (Note 1)
	55,000
	Within 24 months

	
	
	

	Working capital for the Salcon Group
	34,866
	Within 24 months

	
	
	

	Estimated expenses relating to the Proposed Rights Issue with Warrants
	2,000
	Within 3 months

	
	
	

	
	120,866
	


Scenario B:

The Proposed Rights Issue with Warrants (assuming that all of the ESOS Options are exercised on or prior to the entitlement date of the Proposed Rights Issue with Warrants) is expected to raise gross proceeds of up to RM132,952,467 based on the indicative issue price of RM0.57 per Rights Share and it is proposed to be utilised for the following:

	Proposed Utilisation
	Amount

RM’000
	Expected time frame 
for utilisation of proceeds from date of listing of Rights Shares

	
	
	

	Repayment of bank borrowings
	29,000
	Within 3 months

	
	
	

	Working capital for sewage system project (Note 1)
	55,000
	Within 24 months

	
	
	

	Working capital for the Salcon Group
	46,952
	Within 24 months

	
	
	

	Estimated expenses relating to the Proposed Rights Issue with Warrants
	2,000
	Within 3 months

	
	
	

	
	132,952
	


Note 1:
A project by Rastamas-Salcon Joint Venture (“Rastamas-Salcon”), a joint venture between Rastamas Contractor Sdn. Bhd. and Salcon’s wholly-owned subsidiary, Salcon Engineering Berhad, on a 51:49 joint venture basis.  Rastamas-Salcon had on 15 January 2007 received a Letter of Intent from the Pengarah Kerja Raya Negeri Sabah to undertake a project to design, construct and complete a sewage system in Kota Kinabalu, Sabah (“the Project”) on turnkey/design and build basis, the value of which is approximately RM183.355 million.  For further information, please refer to Salcon’s announcement dated 15 January 2007 relating to the Project.
The indicative issue price of RM0.57 per Rights Share was arrived at after taking into consideration the theoretical ex-rights price of RM0.94 per Share based on the WAMP of Salcon Shares ended 12 January 2007 of RM1.31 per Share prior to the announcement.  The indicative issue price of RM0.57 represents a discount of RM0.37 or 39.36% from the theoretical ex-rights price.
Any difference between the final proceeds raised based on the final issue price for the Rights Shares or the number of Rights Shares to be issued shall be adjusted to the allocation for working capital of the Group.

Any proceeds arising from the exercise of the Warrants will be used as additional working capital of Salcon and its subsidiaries (“Salcon Group”).

2.1.5
Shareholders’ Undertakings and Underwriting Arrangement

Underwriting arrangements will be made for any Rights Shares for which no written irrevocable undertakings to subscribe has been received from the shareholders of the Company.  
2.1.6
Principal Terms of the Warrants

The free Warrants shall only be issued to the entitled shareholders of the Company who subscribe for the Rights Shares pursuant to the Proposed Rights Issue with Warrants.  Should the shareholders of the Company renounce their entitlements to the Rights Shares, they will not be entitled to the free Warrants.  The subscribers of the Rights Shares will be entitled to the free Warrants on the basis of one (1) free Warrant for every two (2) Rights Shares subscribed under the Proposed Rights Issue with Warrants.

	Form and denomination
	:
	The Warrants, which are issued with the Rights Shares are immediately detached upon issue and will be separately traded.  The Warrants will be issued in registered form and constituted by a Deed Poll to be executed by the Company. 

	
	
	

	Number of Warrants
	:
	Up to 116,624,971 Warrants to be issued in conjunction with the Proposed Rights Issue with Warrants to the entitled shareholders of Salcon on the basis of one (1) Warrant attached to two (2) Rights Shares subscribed.

	
	
	

	Exercise Price
	:
	The exercise price payable in respect of each new Shares to which a Warrant holder will be entitled to subscribe upon exercise of the Exercise Rights (as defined below) or such adjusted price in accordance with the terms and conditions to be set out in the Deed Poll shall be determined by the Board at a later date with a discount, if deemed appropriate, based on the theoretical ex-rights price of Salcon Shares after the Proposed Rights Issue with Warrants. 

	
	
	

	Exercise Period
	:
	The Warrants may be exercised at any time within a period of seven (7) years including and commencing from the issue date of the Warrants.  The Warrants not exercised during the exercise period will thereafter become lapse and void.

	
	
	

	Exercise Rights 
	:
	Each Warrant entitles the registered holder during the exercise period to subscribe for one (1) new Share in the share capital of the Company at the Exercise Price (as defined above).

	
	
	

	Deed Poll
	:
	The Warrants will be constituted by a Deed Poll to be executed by Salcon.

	
	
	

	Board Lot
	:
	For the purpose of trading on the Bursa Securities, a board lot of Warrants will be 100 Warrants carrying the rights to subscribe for 100 new Shares in Salcon or in such other denominations permitted by Bursa Securities from time to time.

	
	
	

	Status of New Salcon Shares to be issued pursuant to the exercise of the Warrants 
	:
	All the new Shares in Salcon to be issued upon the exercise of the Warrants shall, on allotment and issue, rank pari passu in all respects with the then existing Salcon Shares of the Company except that they shall not be entitled to any dividends, that may be declared prior to the date of exercise of the Warrants, nor shall they be entitled to any distributions or entitlements for which the record date is prior to the date of exercise of the Warrants.


	Listing
	:
	Application will be made for the admission to the Official List of Bursa Securities for the listing of and quotation for the Warrants and the new Salcon Shares to be issued arising from the exercise of the Warrants.


3.
RATIONALE FOR THE PROPOSED RIGHTS ISSUE WITH WARRANTS
3.1
Proposed Rights Issue with Warrants
The rationale for the Proposed Rights Issue with Warrants is as follows:

(i)
to raise funds for the repayment of bank borrowings and working capital purposes;


(ii)
to provide an opportunity to the existing shareholders to further increase their equity participation in the Company; and
(iii)
The free Warrants attached to the Rights Shares is expected to enhance the attractiveness of the Rights Shares to be issued pursuant to the Proposed Rights Issue with Warrants.  It would enable the entitled shareholders to benefit from the future growth of the Company and any potential capital appreciation arising thereof.  The Company would then be able to raise further proceeds as and when any of the Warrants are exercised.

4.
APPROVALS REQUIRED

The Proposed Rights Issue with Warrants is conditional upon approvals being obtained from the following:-

(i)
the SC;
(i) Bursa Securities for:
(a)
the listing of and quotation for the new Salcon Shares to be issued pursuant to the Proposed Rights Issue with Warrants; and

(b)
the admission of the Warrants to the Official List of Bursa Securities and the listing of and quotation for the Warrants and the new Shares to be issued pursuant to the exercise of the Warrants;
(ii) the shareholders of Salcon, at an extraordinary general meeting to be convened; and

(iii) any other relevant authorities (if applicable).

5.
EFFECTS OF THE PROPOSED RIGHTS ISSUE WITH WARRANTS
5.1 Proposed Rights Issue with Warrants
The effects of the Proposed Rights Issue with Warrants have been illustrated based on the following scenarios:

Scenario A: 
Assuming that none of the ESOS Options is exercised on or prior to the entitlement date of the Proposed Rights Issue with Warrants.

Scenario B: 
Assuming that all of the ESOS Options are exercised on or prior to the entitlement date of the Proposed Rights Issue with Warrants.

5.1.1
Share Capital

The proforma effects of the Proposed Rights Issue with Warrants on the issued and paid-up share capital of the Company are as follows:-

	Scenario A
	
	
	

	
	No. of Shares
	
	RM

	
	
	
	

	Existing share capital as at 31 December 2006
	212,045,402
	
	106,022,701

	
	
	
	

	To be issued pursuant to:
	
	
	

	- Proposed Rights Issue with Warrants
	212,045,402
	
	106,022,701

	
	424,090,804
	
	212,045,402

	
	
	
	

	Assuming all the Warrants are exercised
	106,022,701
	
	53,011,351

	Enlarged share capital
	530,113,505
	
	265,056,753

	
	
	
	


	Scenario B
	
	
	

	
	No. of Shares
	
	RM

	
	
	
	

	Existing share capital as at 31 December 2006
	212,045,402
	
	106,022,701

	Assuming full exercise of ESOS Options
	21,204,540
	
	10,602,270

	
	233,249,942
	
	116,624,971

	To be issued pursuant to:
	
	
	

	- Proposed Rights Issue with Warrants
	233,249,942
	
	116,624,971

	
	466,499,884
	
	233,249,942

	
	
	
	

	Assuming all the Warrants are exercised
	116,624,971
	
	58,312,486

	Enlarged share capital
	583,124,855
	
	291,562,428


5.1.2
Net Assets (“NA”) and Gearing
The proforma effects of the Proposed Rights Issue with Warrants on the audited NA of the Salcon Group based on the audited accounts of the Company for the financial year ended 31 December 2005, are set out follows:-
	Scenario A

Group
	Audited 

as at 31.12.05
	I

Proposed Rights Issue with Warrants 
	II

After I and assuming full exercise of  Warrants2

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Share capital
	106,023
	212,045
	265,057

	Share premium
	19,011
	31,8541
	78,504

	Translation reserve
	114
	114
	114

	Accumulated losses
	(17,289)
	(17,289)
	(17,289)

	Shareholders’ funds/NA
	107,859
	226,724
	326,386

	
	
	
	

	No. of Shares (’000)
	212,046
	424,090
	530,114

	
	
	
	

	NA per Share (RM)
	0.51
	0.53
	0.62

	
	
	
	

	Borrowings (RM’000)
	60,721
	60,721
	60,721

	
	
	
	

	Gearing (times)
	0.56
	0.27
	0.19


Notes:-

1.
Net of estimated expenses for the Proposed Rights Issue with Warrants amounting to approximately RM2.0 million.

2.
Assuming the indicative exercise price of the Warrants of RM0.94 per Share based on the ex-rights price after the Proposed Rights Issue with Warrants and the proceeds are utilised as working capital of the Group.
	Scenario B

Group
	Audited 

as at 31.12.05
	I

Assuming full exercise of

21,204,540
 ESOS Options1 
	II

After I 
and Proposed Rights Issue with Warrants
	III

After II and assuming full exercise of Warrants3 

	
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	

	Share capital
	106,023
	116,625
	233,250
	291,562

	Share premium
	19,011
	36,187
	50,514
	101,829

	Translation reserve
	114
	114
	114
	114

	Accumulated losses
	(17,289)
	(17,289)
	(17,289)
	(17,289)

	Shareholders’ funds/NA
	107,859
	135,637
	266,589
	376,216

	
	
	
	
	

	No. of Shares (’000)
	212,046
	233,250
	466,500
	583,124

	
	
	
	
	

	NA per Share (RM)
	0.51
	0.58
	0.57
	0.65

	
	
	
	
	

	Borrowings (RM’000)
	60,721
	60,721
	60,721
	60,721

	
	
	
	
	

	Gearing (times)
	0.56
	0.45
	0.23
	0.16


Notes:

1. Based on the exercise price of the ESOS Options of RM1.31 per Share, being the 5-days weighted average market price of Salcon Shares from 8 January 2007 to 12 January 2007 (being the latest practicable date prior to this announcement)

2.
Net of estimated expenses for the Proposed Rights Issue with Warrants amounting to approximately RM2 million.

3.
Assuming the exercise price of the Warrants of RM0.94 per Share and the exercise proceeds are utilised as working capital of the Group.  

5.1.3
Earnings

The Proposed Rights Issue with Warrants are not expected to have any material effect on the earnings of the Salcon Group for the financial year ending 31 December 2007 as it is expected to be completed in the third (3rd) quarter of the financial year ending 31 December 2007.  Nevertheless, the Proposed Rights Issue with Warrants is expected to result in interest savings arising from the repayment of bank borrowings and working capital purposes. 

However, the earnings per Share of the Company is expected to be diluted as a result of the increase in the number of Salcon Shares in issue after the Proposed Rights Issue with Warrants and as and when the Warrants are being exercised into new Shares.

5.1.4
Dividend

The Board does not expect the Proposed Rights Issue with Warrants to have a material effect on the future dividend policy of the Company as it would be dependent on the profitability and cashflow of the Salcon Group and available tax credits to frank dividends in the future.

5.1.5
Major Shareholders’ Shareholdings

The Proposed Rights Issue with Warrants should not have any effects on the major shareholders’ shareholdings in the Company on the assumption that all the shareholders of the Company subscribe for their respective entitlements to the Rights Shares.
6.
DIRECTORS’ AND MAJOR SHAREHOLDERS’ INTERESTS

None of the Directors or major shareholders of Salcon and persons connected to them are deemed to have any interest, direct or indirect, in the Proposed Rights Issue with Warrants beyond their respective entitlements under the Proposed Rights Issue with Warrants, if any, which are also available to other shareholders of the Company.
7.
ADVISER

MIMB has been appointed as Adviser of the Company for the Proposed Rights Issue with Warrants.
8.
DEPARTURE FROM GUIDELINES

To the best of its knowledge and belief, the Board confirms that there is no departure from the Policies and Guidelines on Issue/Offer of Securities issued by the SC in undertaking the Proposed Rights Issue with Warrants.

9.
SUBMISSION TO THE RELEVANT AUTHORITIES

The relevant applications to the relevant authorities namely the SC in relation to the Proposed Rights Issue with Warrants shall be made within 3 months from the date of this announcement.

For and on behalf of the Board of Directors

SALCON BERHAD

MIMB Investment Bank Berhad

(formerly known as MALAYSIAN INTERNATIONAL MERCHANT BANKERS BERHAD)
This announcement is dated 15 January 2007.
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Salcon Berhad

Released by MIMB


