	ANNOUNCEMENT TO BURSA MALAYSIA SECURITIES BERHAD
released on 30 August 2006


RCE CAPITAL BERHAD (“RCE” or the “Company”)

· Proposed Acquisition Of 10,000,000 Ordinary Shares Of RM1.00 Each Representing The Entire Issued and Paid-up Share Capital of AMDB Factoring Sdn Bhd From AMDB Berhad For A Total Cash Consideration Of RM10.0 Million (“Proposed Acquisition”)

1.
INTRODUCTION
On behalf of the Board of Directors of RCE (“Board”), Malaysian International Merchant Bankers Berhad (“MIMB”) wishes to announce that the Company had on 30 August 2006, entered into a conditional Share Sale Agreement (“SSA”) with AMDB Berhad (“AMDB” or “the Vendor”) in respect of the Proposed Acquisition.
2.
PROPOSED ACQUISITION
2.1 Details of the Proposed Acquisition

The Proposed Acquisition involves the acquisition by RCE of 10,000,000 ordinary shares of RM1.00 each in AMDB Factoring Sdn Bhd (“AFSB”) (“Sale Shares”) representing the entire issued and paid-up share capital of AFSB from AMDB for a total cash consideration of RM10.0 million (“Purchase Consideration”).
The Proposed Acquisition shall exclude AFSB’s wholly owned subsidiary, AMDB Commercial Services Sdn Bhd (“ACSSB”), and its 20% investment in AmTrustee Berhad (“ATB”) which will be disposed of by AFSB at the respective book value as at 31 March 2006 prior to the completion of the Proposed Acquisition.

The Sale Shares shall be acquired free from any mortgage, charge, pledge, lien, assignment, hypothecation, security interest, title retention, preferential right or trust arrangement or other security arrangement or agreement conferring a right to a priority of payment and together with all rights and benefits attaching thereto (save for the First Dividend and the Second Dividend as defined in Section 2.9 herein).
2.2 Information On AMDB Factoring Sdn. Bhd. 
AFSB was incorporated in Malaysia on 14 September 1984 under the Companies Act, 1965 as a private limited company and its principal activities are that of a factoring and confirming services, specialising in trade related activities and general trading. 

It has an authorised share capital of RM10,000,000 divided into 10,000,000 ordinary shares of RM1.00 each, all of which have been issued and fully paid-up. AFSB presently has a wholly-owned subsidiary, ACSSB and an associate company, ATB. Both ACSSB and ATB shall be disposed of by AFSB prior to the completion of the Proposed Acquisition.
AMDB is the holding company of AFSB holding 100% of its issued and paid-up share capital. The information of AMDB is detailed in Section 2.4 below.

The directors of AFSB are Chew Siew Yeng, Mohammed Shahreza Bin Abdul Majid and Remesh Kumar A/L Kollara Natesan. 
The existing shareholder of AFSB as at 31 July 2006 is as follows:-

	Shareholder
	No. of Ordinary Shares 
Held in AFSB

 
	Direct Interest
%

	AMDB
	10,000,000
	100


2.3
Salient Financial Information of AFSB For The Financial Year Ended 31 March 2006

	Audited Financial Year Ended 31 March 2006
	RM’000

	
	

	Revenue 
	3,353

	Profit after taxation (“PAT”) 
	1,167

	NTA as at 31 March 2006
	23,774


2.4
Information On AMDB Berhad
AMDB was incorporated in Malaysia on 29 December 1965 and was listed on the Main Board of Bursa Securities on 28 November 1972. The principal activities of AMDB are the manufacturing of textile products and investment holding and its subsidiary companies are principally involved in property development, investment and management, tour and travel agency, restaurant operation, construction, electrical and power engineering construction and financial services.

AMDB has an authorised share capital of RM500,000,000 divided into 1,000,000,000 ordinary shares of RM0.50 each, of which 802,853,256 ordinary shares of RM0.50 each have been issued and fully paid-up as at 31 July 2006.

The major shareholders of AMDB and their relationship therein as at 31 July 2006 are as follows:-

	Name of  Major Shareholders
	Direct
	Indirect

	
	No. of Shares


	%
	No. of Shares
	%

	Tan Sri Dato’ Azman Hashim (“TSDAH”)

	475,077
	0.06
	354,450,212(1)
	44.15

	AmCorpGroup Berhad (formerly known as Arab-Malaysian Corporation Berhad) (“AMCORP”)

	294,450,212
	36.68
	60,000,000(2)
	7.47

	Megatime Enterprise Sdn Bhd*

	60,000,000
	7.47
	-
	-


Notes: 

(1) Deemed interested through his substantial shareholding in AMCORP; and

(2)
Deemed interested by virtue of Section 6(A)4 of the Companies Act, 1965 through Megatime Enterprise Sdn Bhd.

*
Megatime Enterprise Sdn Bhd is a wholly-owned subsidiary company of AMCORP.
The directors of AMDB are as follows:-

(a)
 Y.Bhg. Tan Sri Dato’ Azman Hashim;
(b) 
Y.Bhg. Dato’ Azlan Hashim;

(c) 
Y. Bhg. Dato’ Azhar Hashim;

(d) 
Y. Bhg. Dato’ Haji Yaacob @ Yaakub Bin A Hamid;

(e) 
Y. Bhg. Datuk Mohd Saufi Bin Haji Abdullah;

(f) 
Y. Bhg. Tan Sri Dato’ Chen Wing Sum;
(g)
Y. Bhg. Tan Sri Dato’ Lee Lam Thye;

(h) 
Encik Azmi Hashim; and

(i) 
Dr Mohan Thirunavukarasu

2.5
Basis Of Arriving At The Purchase Consideration 

The Purchase Consideration for the Proposed Acquisition amounting to RM10.0 million was arrived at between RCE and AMDB on a “willing-buyer willing-seller” basis negotiated between RCE and AMDB after taking into consideration the following:
(i) the audited NTA of AFSB of RM23.774 million as at 31 March 2006 and after taking into consideration the NTA Warranty of RM10 million, the First Dividend and Second Dividend as defined in Section 2.9 herein; and
(ii) the audited profit after tax of AFSB for the financial year ended 31 March 2006 of RM1.167 million and its future earnings potential.
2.6
Assumption of Liabilities

 There is no liability to be assumed by the Company arising from the Proposed Acquisition.
2.7
Original Dates and Costs of Investment


The original dates and costs of investment of AMDB in AFSB are as follows:-

	Shareholder
	Date 

of investment
	Number of AFSB shares held
	Original cost of investment

RM

	AMDB
	01.03.1985
	2
	2

	
	03.05.1985
	999,998
	999,998

	
	02.04.1986
	1,000,000
	1,000,000

	
	01.11.1993
	3,000,000
	3,000,000

	
	19.12.1994
	5,000,000
	5,000,000

	Total
	
	10,000,000
	10,000,000


2.8
Sources of funds
The Proposed Acquisition will be funded through internally generated funds and/or bank borrowings of RCE.
2.9
Salient Terms Of The Share Sale Agreement 
The salient terms of the Proposed Acquisition are as follows:-
(a)
Net Tangible Asset (“NTA”) Warranty
The Vendor has provided a warranty to RCE that the NTA of AFSB shall not be less than RM10 million on the unconditional date (being the date where all the conditions as stated in the SSA has been met) and will continue to be so up to and including the completion of the Proposed Acquisition (“NTA Warranty”).  

(b)
First Dividend

It has also been agreed that the Vendor shall be entitled to cause AFSB to declare a dividend of up to RM6,853,000 pending the completion of the Proposed Acquisition so long as the declaration and payment of the said dividends do not impair the current and ongoing operations and business of AFSB or affect the NTA Warranty (“First Dividend”).

(c)
Second Dividend

In addition, a second dividend has also been proposed to be payable to the Vendor in the event that the NTA at the unconditional date is higher than the warranted NTA (i.e. RM10 million), whereby the surplus (the NTA at the unconditional date less the warranted NTA) will be distributed to the Vendor as dividend (“Second Dividend”) provided the following conditions are met:

(i)
the declaration and payment of the Second Dividend do not impair the current and ongoing operations and business of AFSB or affect the NTA Warranty; and

(ii)
AFSB has sufficient tax credits under Section 108 of the Income Tax Act, 1967 to frank the payment of the Second Dividend in full out of its retained profits.
(d)
Payment Terms
An initial deposit of Ringgit Malaysia One Million (RM1,000,000) forming part of the Purchase Consideration shall be payable by RCE to the Vendor on the date of the SSA. The balance Purchase Consideration (i.e RM9,000,000) shall only be payable to the Vendor on completion date.

(e)
Conditions Precedent
The Proposed Acquisition is subject to the approvals from the relevant authorities as provided in Section 11 herein and is subject to a satisfactory due diligence investigation by RCE on AFSB.
3.
RATIONALE FOR THE PROPOSED ACQUISITION
The Board is continually striving to enhance the RCE and its subsidiaries’ (“RCE Group”) earnings base by diversifying into new investments which will give a reasonable return with acceptable risk profile. Backed by the strong performance of the trading and manufacturing sectors in Malaysia, the Board expects a continuing demand for credit factoring solutions for such sectors. As such, the Proposed Acquisition is expected to allow the RCE Group to capture a new profit generating business segment within the financial sector to complement its existing core business in providing personal loan financing. 
4.
FINANCIAL EFFECTS OF THE PROPOSED ACQUISITION 

4.1
Share Capital 

The Proposed Acquisition will not have any effect on the share capital of RCE as the Purchase Consideration shall be wholly satisfied in cash.
4.2
Net Assets and Gearing 

The proforma effects of the Proposed Acquisition on the consolidated net assets and gearing of the RCE Group based on the audited financial statements of RCE Group for the financial year ended 31 March 2006 are as follows:

	
	Audited as at

31 March 2006
RM’000
	After the Proposed Acquisition 

RM’000

	Share capital
	46,893
	46,893

	Reserves
	10,197
	10,197

	Retained Profits
	35,852
	^35,652

	Shareholders’ funds / Net Assets
	92,942
	92,742

	No. of ordinary shares (‘000)
	468,928
	468,928

	Net Assets per share (RM)
	0.20
	0.20

	Bank borrowings (RM’000)
	289,300
	*303,371

	Gearing ratio (times)
	3.11
	3.27


Notes: -

^  
After deducting an estimated expenses relating to the Proposed Acquisition of RM200,000; and
* 
Assuming that the balance 90% of the Purchase Consideration shall be made via bank borrowings and taking into consideration the bank borrowings of AFSB as at 31 March 2006.
4.3
Earnings

The Proposed Acquisition is not expected to have any material effects on the earnings of the Group for the financial year ending 31 March 2007 as the Proposed Acquisition is expected to be completed by the last quarter of the financial year ending 31 March 2007.
Nevertheless, the Proposed Acquisition is expected to contribute positively to the earnings of RCE Group in the longer term. The effect of the earnings per share of RCE Group is dependent on the profitability of RCE Group after the Proposed Acquisition.
4.4
Major Shareholders of RCE

There will be no effect on the major shareholdings of the RCE as there will be no issuance of new shares in RCE pursuant to the Proposed Acquisition.
5.
RISK FACTORS
As the RCE Group is already involved in the financial services industry through its subsidiary, RCE Marketing Sdn Bhd, which is involved in general loan financing, the Board of Directors of RCE does not foresee any new material risk factors associated with the Proposed Acquisition except for the general economic risks, business risks, financial risks, investment risks and transaction risks commonly associated with the financial services industry.  Nevertheless, there can be no assurance that adverse developments in the above-mentioned risk areas would not adversely affect the performance and financial position of the RCE Group.

6.
INDUSTRY OVERVIEW AND PROSPECTS
Factoring was introduced in Malaysia in 1982, but became more popular as bank credit became scarce. The 15 pure factoring firms registered with Bank Negara Malaysia -- many now subsidiaries of the anchor banks -- had assets of RM1.9 billion (“bn”) at end-2001, slightly down from RM2.0bn a year earlier. A number of factoring companies offer international services to exporters. 

The total volume of transactions in 2001 was estimated at RM1.95bn, down from RM3.1bn in 2000, according to Factors Chain International, an industry group. Before the Asian financial crisis, the industry recorded annual growth of nearly 30% for five consecutive years, peaking in 1997 when total transaction volume hit RM8bn. High non-performing loan ratios and corporate restructuring exercises after the crisis have forced companies to become more prudent with their accounts and caused volume to drop. 

Many of Malaysia's largest factoring firms have broad exposure to consumer credit, general commerce and financial services. Disclosed factoring (where the factor lets the debtors know that it is collecting payments on behalf of the client) is more common than undisclosed factoring (where the factor conceals the fact that it has been employed). 

Customers are generally small and medium-sized enterprises, most often trading and construction companies. There is no specific regulatory body that supervises the factoring industry. If a factoring company is a subsidiary or a financial division of a bank, it is regulated by Bank Negara Malaysia; otherwise, it is governed by the money-lending exemption licence that applies to credit companies and development finance institutions under the Banking and Financial Institutions Act of 1989. (Source: Economist Intelligence Unit Limited, London) / www.eiu.com)
Factoring is much less important to the financial system in the United States than it is in Cyprus, Italy, the United Kingdom and Portugal, the four countries where factoring plays the largest role in the economy. In regional terms, factoring is most important to the financial system in Europe. But, it is also quite important in countries elsewhere in the world such as Chile, Singapore and South Africa.

Growth in factoring was strongest in Australasia and Europe but evident in all regions. Not surprisingly, growth in factoring was extraordinarily strong in Eastern Europe [European Union (EU) 8 countries plus Romania]—growing by 434 percent in aggregate, though from a very small base. Even more established factoring markets in Western Europe, however, displayed unusually strong growth during the period under review: 91 percent in the United Kingdom, 76 percent in Italy, and 73 percent in Germany.

(Source: :Financing the Small and Medium- size Enterprises with Factoring: Global Growth in Factoring and Its Potential in Eastern Europe, Edition 1, Warsaw 2004, The World Bank / www.worldbank.org)
7.
DIRECTORS' AND MAJOR SHAREHOLDERS' AND/OR PERSONS CONNECTED WITH DIRECTORS’ OR MAJOR SHAREHOLDERS’ INTERESTS

Save as disclosed below, none of the other Directors or major shareholders of RCE or persons connected with the Directors and/or major shareholders of RCE as defined in the Listing Requirements have any interest, direct or indirect, in the Proposed Acquisition:

a) TSDAH is the Non-Executive Chairman of RCE and AMDB. He is also a major shareholder of RCE and AMDB via his direct and indirect shareholdings in AMCORP, a major shareholder of RCE and AMDB.

b) Puan Shalina Azman (“SBA”) is a Non-Executive Director of RCE and the daughter of TSDAH.

c) Cempaka Empayar Sdn Bhd (“CESB”) is a wholly-owned subsidiary of AMCORP and a major shareholder of RCE which holds 38.8% equity interest in RCE as at 31 July 2006.
d) AMCORP is a major shareholder of RCE and AMDB. AMCORP also holds a 44.2% direct and indirect interest and 75.9 million Irredeemable Convertible Unsecured Loan Stocks in AMDB as at 31 July 2006.

e) Slan Sdn Berhad (“SLAN”) is a major shareholder of RCE and AMDB (via its direct and indirect interest in AMCORP) and is a company in which TSDAH has a direct interest of 99.99%.

f) Ginagini Sdn Bhd (“GINAGINI”) is a major shareholder of RCE and AMDB (via its direct and indirect interest in AMCORP) and is a company in which TSDAH has an indirect interest of 100%.

Based on the above, TSDAH, SBA, CESB, AMCORP, SLAN and GINAGINI are deemed interested in the Proposed Acquisition.

TSDAH and SBA, being the interested Directors, have and will continue to abstain from all deliberations at the Board meetings of the Company in relation to the Proposed Acquisition. In addition, the above interested Directors and interested major shareholders of RCE shall abstain and ensure that persons connected to them (as defined under the Listing Requirements) shall abstain from voting in respect of their direct and indirect shareholdings in relation to the Proposed Acquisition. 

As at 31 July 2006, the shareholdings of the interested Directors and major shareholders in RCE were as follows:-
	Name of Directors / Major Shareholders
	Direct
	Indirect

	
	No. of shares 
	%
	No. of shares
	%

	
	
	
	
	

	TSDAH
	-
	-
	@182,069,680
	38.83

	SBA
	-
	-
	-
	-

	CESB ^
	182,069,680
	38.83
	-
	-

	AMCORP
	-
	-
	@182,069,680
	38.83

	SLAN
	-
	-
	@182,069,680
	38.83

	GINAGINI
	-
	-
	@182,069,680
	38.83


Notes:-
@
Deemed interested by virtue of Section 6A(4) of the Companies Act, 1965 through shareholdings in CESB.

^ 
A wholly-owned subsidiary of AMCORP.

8.
DIRECTORS’ STATEMENT

After taking into consideration all aspects of the Proposed Acquisition, the Board of Directors of RCE (save for TSDAH and SBA who are deemed interested in the Proposed Acquisition), is of the opinion that the Proposed Acquisition is fair and reasonable and is in the best interest of RCE Group. 
9.
ADVISER AND INDEPENDENT ADVISER
MIMB has been appointed as Adviser to RCE for the Proposed Acquisition.
In view of the interests of certain Directors and major shareholders of RCE as mentioned in Section 7 above, the Proposed Acquisition is deemed a related party transaction under Paragraph 10.08 of the Listing Requirements. Accordingly, Hwang-DBS Securities Berhad has been appointed to act as the Independent Adviser to advise the minority shareholders and Independent Directors of RCE on the Proposed Acquisition as to whether the transaction is fair and reasonable to the Company.
10.
DEPARTURES FROM SECURITIES COMMISSION’S POLICIES AND GUIDELINES ON ISSUE/OFFER OF SECURITIES

To the best of the knowledge and belief of RCE and MIMB, the terms of the Proposed Acquisition has not departed from the Securities Commission’s Policies and Guidelines on Issue/ Offer of Securities.
11.
APPROVALS REQUIRED

The Proposed Acquisition is subject to the approvals being obtained from the following authorities/parties:-

(a) Foreign Investment Committee pursuant to the Foreign Investment Committees’ Guideline on the Acquisition of Interests, Mergers and Take-Overs by Local and Foreign Interests;

(b) Shareholders of RCE at an extraordinary general meeting to be convened; and
(c) any other relevant authorities/parties (if required).
12.
ESTIMATED TIME FRAME FOR COMPLETION OF THE PROPOSED ACQUISITION
Barring any unforeseen circumstances and subject to all the required approvals being obtained, the Proposed Acquisition is expected to be completed by the last quarter of the financial year ending 31 March 2007.
13.
DOCUMENTS AVAILABLE FOR INSPECTION

The SSA relating to the Proposed Acquisition will be available for inspection at the registered office of RCE situated at 7th Floor, Wisma Tan Kim San, No. 518A, 3rd Mile, Jalan Ipoh, 51200 Kuala Lumpur during normal office hours from Mondays to Fridays (except public holidays) for a period of three (3) months from the date of this announcement.

This announcement is dated 30 August 2006.
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RCE Capital Berhad

Released by MIMB


