	ANNOUNCEMENT TO BURSA MALAYSIA SECURITIES BERHAD
released on 21 December 2007


SALCON BERHAD (“Salcon” or “Company”)

PROPOSED PRIVATE PLACEMENT OF UP TO 10% OF THE ISSUED AND PAID-UP SHARE CAPITAL OF SALCON
1.0
INTRODUCTION
On behalf of the Board of Directors of Salcon (“Board”), MIMB Investment Bank Berhad (“MIMB”) wishes to announce that the Company is proposing to undertake a private placement of up to 58,312,000 new ordinary shares of RM0.50 each in Salcon (“Shares” or the “Salcon Shares”) representing approximately 10% of the enlarged issued and paid-up share capital of Salcon based on the assumption that the existing outstanding warrants and options pursuant to the Company’s employees share option scheme are fully exercised (“Proposed Private Placement”). 

Further details on the Proposed Private Placement are set out in the ensuing sections.

2.0
DETAILS OF THE PROPOSED PRIVATE PLACEMENT
2.1
Number of Shares

The Proposed Private Placement entails the issuance of up to 58,312,000 new Salcon Shares representing approximately ten percent (10%) of the enlarged issued and paid-up share capital of Salcon of RM291,562,428 comprising 583,124,855 Shares (“Placement Shares”), which was arrived at after taking into account the following:

(a) Salcon’s issued and paid-up share capital as at 14 December 2007 of RM212,600,402 comprising 425,200,804 Salcon Shares;
(b) assuming full exercise of the 104,912,701 outstanding warrants 2007/2012 issued by Salcon (“Warrants”); and

(c) assuming that all the options under the Company’s Employees Shares Option Scheme (“ESOS”) of 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 Proposed Private Placement.
2.2 Placement arrangement
The Company intends to place the Placement Shares via MIMB acting as the placement agent, to third party investor(s) to be identified at a later date. 
Such investor(s) shall be person(s) who qualify under Schedules 6 and 7 of the Capital Markets & Services Act, 2007.  In order to maximise the proceeds to be raised from the Proposed Private Placement and subject to market conditions, the Proposed Private Placement may be implemented in tranches up to a maximum of 58,312,000 Placement Shares, within six (6) months from the date of the Securities Commission (“SC”) approval for the Proposed Private Placement, or any extended period as may be approved by the SC.
2.3 
Pricing

The issue price of the Placement Shares shall be determined by the Board at a later date (“Price-Fixing Date”) at a discount, if appropriate, of not more than 10% over the weighted average market price of Salcon Shares for the five (5) days immediately prior to the Price-Fixing Date, after the approval of the SC has been obtained.  However, the issue price is subject to a minimum of RM0.50, being the par value of Salcon Shares.

2.4

Ranking of the Placement Shares



The Placement Shares will, upon allotment and issue, rank pari passu in all respects with the existing Salcon Shares, except that they shall not be entitled to any dividends, rights, allotments and/or other distributions which may be declared, made or paid, before the date of allotment of the Placement Shares.

2.5

Listing and quotation of the Placement Shares

Application will be made to Bursa Malaysia Securities Berhad (“Bursa Securities”) for the listing of and quotation for the Placement Shares on the Main Board of Bursa Securities.

2.6

Utilisation of proceeds

Scenario A:

The Proposed Private Placement (assuming that none of the outstanding Warrants and ESOS Options are exercised on or prior to the Proposed Private Placement) is expected to raise gross proceeds of RM48,047,600, assuming the indicative issue price of the Placement Shares of RM1.13 per share (based on five (5) days weighted average market price of Salcon Shares up to 18 December 2007).
	No. of Placement Shares
	42,520,000

	Indicative issue price
	RM1.13

	
	RM48,047,600


The proceeds are proposed to be utilised as follows:

	Proposed Utilisation
	RM,000

	Working capital for the Nan An project (1)
	35,000

	Repayment of bank borrowings
	10,000

	General working capital for Salcon and its subsidiaries (“Salcon Group” or the “Group”)
	2,748

	Estimated expenses related to the Proposed Private Placement
	300

	Total
	48,048


Scenario B:

The Proposed Private Placement (assuming that all of the outstanding Warrants and ESOS Options are exercised on or prior to the Proposed Private Placement) is expected to raise gross proceeds of RM65,892,560, assuming the indicative issue price of the Placement Shares of RM1.13 per share (based on five (5) days weighted average market price of Salcon Shares up to 18 December 2007).
	No. of Placement Shares
	58,312,000

	Indicative issue price
	RM1.13

	
	RM65,892,560


The proceeds are proposed to be utilised as follows:

	Proposed Utilisation
	RM,000

	Working capital for the Nan An project (1)
	35,000

	Repayment of bank borrowings
	10,000

	General working capital for Salcon and its subsidiaries (“Salcon Group” or the “Group”)
	20,593

	Estimated expenses related to the Proposed Private Placement
	300

	Total
	65,893


Note:  

(1)
The Nan An project involves the investment, construction, operation, management and maintenance for the Coastal 3-Town Water Intake Engineering Project at Nan An Municipality, Fujian Province, People’s Republic of China.
Any difference between the indicative proceeds above and the actual proceeds raised from the Proposed Private Placement (dependent on the final issue price of the Placement Shares and the final number of Placement Shares issued) as well as any differences in the actual expenses relating to the Proposed Private Placement shall be adjusted to the allocation for general working capital of the Salcon Group.

3.0
RATIONALE FOR THE PROPOSED PRIVATE PLACEMENT


The Proposed Private Placement will enable Salcon to raise funds for the repayment of bank borrowings and working capital purposes of the Group. 

4.0
EFFECTS OF THE PROPOSED PRIVATE PLACEMENT

The effects of the Proposed Private Placement have been illustrated based on the following scenarios:

Scenario A: 
Assuming that none of the outstanding Warrants and ESOS Options are exercised on or prior to the Proposed Private Placement.

Scenario B: 
Assuming that all of the outstanding Warrants and ESOS Options are exercised on or prior to the Proposed Private Placement.

4.1
Share Capital 


The effects of the Proposed Private Placement on the issued and paid-up share capital of Salcon are as follows:
	Scenario A
	
	
	

	
	No. of Shares
	
	RM

	Share capital as at 14 December 2007
	425,200,804
	
	212,600,402

	Maximum number of Placement Shares to be issued pursuant to the Proposed Private Placement
	42,520,000
	
	21,260,000

	Enlarged share capital
	467,720,804
	
	233,860,402


	Scenario B
	
	
	

	
	No. of Shares
	
	RM

	Share capital as at 14 December 2007
	425,200,804
	
	212,600,402

	Assuming full exercise of outstanding Warrants
	104,912,701
	
	52,456,351

	
	530,113,505
	
	265,056,753

	Assuming full exercise of ESOS Options
	53,011,350
	
	26,505,675

	
	583,124,855
	
	291,562,428

	Maximum number of Placement Shares to be issued pursuant to the Proposed Private Placement
	58,312,000
	
	29,156,000

	Enlarged share capital
	641,436,855
	
	320,718,428


4.2 Earnings and Earnings Per Share

The Proposed Private Placement is not expected to have any material effects on the earnings of the Group for the financial year ending 31 December 2007.  Nevertheless it is expected to contribute to the future earnings of the Group due to availability of additional working capital to the Group.  There will be also savings in interest expenses as part of the proceeds raised from the Proposed Private Placement will be used to repay bank borrowings of the Group.  Assuming an average borrowing cost of 8% per annum, the repayment of bank borrowings of RM10.0 million will result in estimated interest savings of approximately RM800,000 per annum.
However, the earnings per share of Salcon is expected to be diluted as a result of the increase in the number of Salcon Shares in issue after the Proposed Private Placement.

4.3 Net Assets (“NA”) and Gearing

The proforma effects of the Proposed Private Placement on the NA per Share of the Salcon Group, based on the audited financial statements of Salcon for the financial year ended 31 December 2006 are as follows:
	Scenario A

Group
	Audited as at

31 December 2006
	I

After adjustment for the completion of the rights issue(1)
	II

After I and adjustment for the exercise of 1,110,000 Warrants(2)
	III

After II and Proposed Private Placement(5) 

	
	RM’000
	RM’000
	RM’000
	RM’000

	Share capital
	106,023
	212,045
	212,600
	233,860

	Reserves
	19,005
	31,960
	32,238
	58,726

	Accumulated Losses
	(12,281)
	(12,281)
	(12,281)
	(12,281)

	Shareholders’ funds/NA
	112,747
	231,724
	232,557
	280,305

	No. of ordinary shares (‘000)
	212,046
	424,090
	425,200
	467,720

	NA per share (RM)
	0.53
	0.55
	0.55
	0.60

	Bank borrowings (RM’000)
	106,431
	87,431
	87,431
	77,431

	Gearing ratio (times)
	0.94
	0.38
	0.38
	0.28


	Scenario B

Group
	Audited as at

31 December 2006
	I

After adjustment for the completion of the rights issue(1)
	II

After I and adjustment for the exercise of 1,110,000 Warrants(2)
	III

After II and assuming full exercise of 104,912,701 Warrants(3) 
	IV

After III and assuming full exercise of ESOS Options(4)
	V
After IV and Proposed Private Placement(5)

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

	Share capital
	106,023
	212,045
	212,600
	265,056
	291,562
	320,718

	Reserves
	19,005
	31,960
	32,238
	58,466
	85,902
	122,338

	Accumulated Losses
	(12,281)
	(12,281)
	(12,281)
	(12,281)
	(12,281)
	(12,281)

	Shareholders’ funds/NA
	112,747
	231,724
	232,557
	311,241
	365,183
	430,775

	No. of ordinary shares (‘000)
	212,046
	424,090
	425,200
	530,113
	583,124
	641,438

	NA per share (RM)
	0.53
	0.55
	0.55
	0.59
	0.63
	0.67

	Bank borrowings (RM’000)
	106,431
	87,431
	87,431
	87,431
	87,431
	77,431

	Gearing ratio (times)
	0.94
	0.38
	0.38
	0.28
	0.24
	0.18


Notes:-

(1)
Taking into consideration the rights issue with warrants of Salcon which was completed on 23 May 2007.

(2)
Based on the 1.110 million Warrants exercised prior to 14 December 2007 at the exercise price of RM0.75 per share.

(3)
Based on the exercise price of RM0.75 per share.

(4)
Based on the exercise price of RM1.28 per share for 3,320,800 ESOS Options (granted but not exercised) and assuming that the exercise price for 49,690,551 ESOS Options will be at RM1.00 per share.

(5)
Assuming an issue price of RM1.13 per Placement Share and after defraying the estimated expenses in relation to the Proposed Private Placement of RM300,000.
4.4
Substantial Shareholders’ Shareholding 

Since none of the substantial shareholders has any interest direct or indirect in the Proposed Private Placement, there is no effect on the substantial shareholders’ shareholdings save for the corresponding dilution in the percentage shareholdings of the substantial shareholders as a result of the enlarged share capital of the Company after the Proposed Private Placement.

4.5
Dividend


The Proposed Private Placement is not expected to have any material effect on the dividend policy of the Company for the financial year ending 31 December 2007. 


Nevertheless, the future dividend that may be declared and paid by Salcon will depend on, amongst others, the future performance, cashflow position and the funding requirements of the Salcon Group.
5.0
APPROVALS REQUIRED


The Proposed Private Placement is subject to the following approvals being obtained:-

(a)
the SC;  and


(b)
Bursa Securities for the listing of and quotation for the Placement Shares. 

Pursuant to Section 132D of the Companies Act, 1965 (“Section 132D Authority”), the Company had on 26 June 2007 during its fourth (4th) Annual General Meeting obtained the shareholders’ mandate for the Directors of Salcon to issue and allot new Salcon Shares the aggregate of which does not exceed 10% of the issued and paid-up share capital of the Company for the time being subject to the approvals of all relevant authorities being obtained for such allotment and issue.  Under the Section 132D Authority, the Directors of Salcon are authorised to issue up to 42,520,000 Placement Shares based on the issued and paid-up share capital as at 26 June 2007.  Accordingly, the Proposed Private Placement (under Scenario A) will not require a separate approval of Salcon’s shareholders at an extraordinary general meeting (“EGM”).
In the event that the Company issues more than 42,520,000 Placement Shares, it will seek the necessary approval of its shareholders for the Proposed Private Placement at the EGM to be convened.
6.0
DIRECTORS’ AND MAJOR SHAREHOLDERS’ INTERESTS

None of the Directors, major shareholders and/or persons connected to the Directors and/or major shareholders of Salcon has any interest, direct or indirect, in the Proposed Private Placement.

7.0
DIRECTORS’ STATEMENT
After taking into consideration all aspects of the Proposed Private Placement, the Board is of the opinion that the Proposed Private Placement is in the best interest of the Salcon Group. 
8.0
DEPARTURES 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 Private Placement.

9.0
ADVISER

The Board of Directors of Salcon has appointed MIMB as the Adviser for the Proposed Private Placement.

10.0
FURTHER INFORMATION

The applications to the SC for the Proposed Private Placement are expected to be made within two (2) months from the date of this announcement.

This announcement is dated 21 December 2007.
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