Type

: Announcement
Subject

: Hong Leong Industries Berhad (“HLIB” or “the Company”) 

· Proposed disposal by Guolene Packaging Industries Berhad (“GPIB”), a 96.4% subsidiary of HLIB, of 33,300,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Guolene Packaging & Printing Sdn Bhd (“GP&P”) to San Miguel Corporation (“San Miguel”) for a cash consideration of RM56,300,000;

· Proposed disposal by GPIB of 10,000,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Guolene Woven Products (Melaka) Sdn Bhd (“GWP”) to San Miguel for a cash consideration of RM62,400,000;

· Proposed disposal by GPIB of 9,350,002 ordinary shares of RM1.00 each, representing 68% of the issued and paid-up share capital of Guolene Plastic Films Sdn Bhd (“GPF”) to San Miguel for a cash consideration of RM12,700,000; and

· Proposed disposal by GPIB of 1,000,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Packaging Research Centre Sdn Bhd (“PRC”) to San Miguel for a cash consideration of RM1,600,000.
(hereinafter referred to collectively as “the Proposed Disposals”)
1.
INTRODUCTION


Aseambankers Malaysia Berhad (“Aseambankers”) on behalf of the Board of Directors of Hong Leong Industries Berhad (“HLIB” or “the Company”), is pleased to announce that Guolene Packaging Industries Berhad (“GPIB”), a 96.4% subsidiary of the Company, had on 17 November 2004 entered into four (4) separate Sale and Purchase Agreements (“SPAs”) with San Miguel Corporation (“San Miguel”) for the following:

a) Proposed disposal by GPIB of 33,300,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Guolene Packaging & Printing Sdn Bhd (“GP&P”) to San Miguel for a cash consideration of RM56,300,000;

b) Proposed disposal by GPIB of 10,000,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Guolene Woven Product (Melaka) Sdn Bhd (“GWP”) to San Miguel for a cash consideration of RM62,400,000;

c) Proposed disposal by GPIB of 9,350,002 ordinary shares of RM1.00 each, representing 68% of the issued and paid-up share capital of Guolene Plastic Films Sdn Bhd (“GPF”) to San Miguel for a cash consideration of RM12,700,000; and

d) Proposed disposal by GPIB of 1,000,000 ordinary shares of RM1.00 each, representing the entire issued and paid-up share capital of Packaging Research Centre Sdn Bhd (“PRC”) to San Miguel for a cash consideration of RM1,600,000.

Details of the Proposed Disposals are set out in Section 3 below.

2.    BACKGROUND INFORMATION ON THE COMPANIES  

                          2.1  San Miguel

                          
San Miguel was incorporated in the Republic of the Philippines in 1913. The authorised share capital of San Miguel is Philippine Pesos (Php) 22,500,000,000 divided into 4,500,000,000 common shares with par value of Php5.00 each, of which 2,845,989,841 common shares of Php5.00 each are issued and fully paid-up.

                           
San Miguel is the largest publicly listed food, beverage and packaging company in the Philippines.  The company’s product portfolio includes beer, hard liquor, non-alcoholic beverage, meats and processed meats, animal feeds, flour and dairy. San Miguel, through its San Miguel Packaging Products Division, is also engaged in the production of glass, metal, plastic, carton and laminate products.  The company maintains 14 plants in the Philippines and 5 offshore plants in China, Vietnam and Indonesia manufacturing glass, metal and plastic products.

            2.2 
GP&P

GP&P was incorporated in Malaysia on 20 December 1973 with an authorised share capital of 50,000,000 ordinary shares of RM1.00 each, of which 33,300,000 ordinary shares of RM1.00 each have been issued and fully paid-up.

GP&P is principally engaged in the manufacture and sale of duplex board boxes and flexible packaging materials. 

                          2.3 GWP

GWP was incorporated in Malaysia on 24 May 1989 with an authorised, issued and fully paid-up share capital of 10,000,000 ordinary shares of RM1.00 each.

The principal activities of GWP are the manufacture and sale of polypropylene and polyethylene bags, woven sacks, fabrics and the industrial laminated products. 
                          2.4 GPF

GPF was incorporated in Malaysia on 27 March 1978 with an authorised share capital of 15,000,000 ordinary shares of RM1.00 each, of which 13,750,000 ordinary shares of RM1.00 each have been issued and fully paid-up.

The principal activities of GPF are the manufacture and sale of high and low density polyethylene and biaxially oriented polypropylene products.

                          2.5 
PRC

PRC was incorporated in Malaysia on 23 January 1990 with an authorised, issued and fully paid-up share capital of 1,000,000 ordinary shares of RM1.00 each.

PRC is principally involved in research and development on packaging products.

3.             
DETAILS OF THE PROPOSED DISPOSALS

3.1 Sale Consideration

             
The total sale consideration of RM133,000,000 in cash (“Sale Consideration”) for the Proposed Disposals was arrived at on a willing buyer-willing-seller basis after taking into account the audited Net Tangible Assets (“NTA”) of GP&P, GWP, GPF and PRC (hereinafter collectively referred to as “the 4 Subsidiaries” and individually referred to as “a Subsidiary”) as of 30 June 2004 totaling RM67,717,000.

             
Pursuant to the SPAs, the Sale Consideration for the Proposed Disposals will be received by GPIB in the following manner:

i) 20% of the Sale Consideration (“Escrow Amount”), i.e. RM26,600,000, shall be deposited by San Miguel into an escrow account as deposit and part payment within seven (7) business days after the execution of the SPAs, of which 50% of the Escrow Amount shall be released to GPIB on the Completion Date (as defined below) and the balance no later than 3 months after the Completion Date; and

ii) The balance 80% of the Sale Consideration, i.e. RM106,400,000, shall be paid by San Miguel to GPIB on the Completion Date of the Proposed Disposals, being the date falling no later than seven (7) business days after the SPAs have become unconditional, or such other date as may be mutually agreed between the parties (“Completion Date”).

                          
3.2 Audited NTA and Profit/Loss of the 4 Subsidiaries

             
The audited NTA of GP&P, GWP, GPF and PRC as at 30 June 2004 are RM35,932,000, RM14,977,000, RM15,713,000 and RM1,095,000 respectively.  The audited net profits after taxation of GP&P, GWP and PRC for the financial year ended 30 June 2004 are RM4,085,000, RM1,143,000 and RM129,000 respectively whilst the audited loss after taxation of GPF for the financial year ended 30 June 2004 is RM1,335,000.
                          
3.3 
Original Cost of Investment

The original cost of investment by GPIB in GP&P, GWP, GPF and PRC were RM35,769,000, RM20,778,000, RM 26,080,000 and RM1,003,000 respectively. The investment by GPIB in the 4 Subsidiaries were made in the financial year ended 30 June 1997.

3.4 
Utilisation of Proceeds

The proceeds arising from the Proposed Disposals will be utilised to reduce HLIB Group’s borrowings.

3.5 Liabilities to be assumed

There is no liability to be assumed by San Miguel arising from the Proposed Disposals.

           4.             
SALIENT TERMS OF THE PROPOSED DISPOSALS

 i) 
The shares in the 4 Subsidiaries will be disposed free from all claims, mortgage, lien, charge, pledge or assignment or other encumbrance and with all rights attaching thereto, including without limitation all dividends and distributions paid or made in respect thereof on and after the date of the SPAs.

ii) 
GPIB and San Miguel acknowledge and confirm that the Sale Consideration is based on the audited Net Asset Value (“NAV”) of the 4 Subsidiaries totaling RM67,717,000 as at 30 June 2004.


In the event that the NAV of a Subsidiary as at the last day of the calendar month immediately preceding the Completion Date (“Post-Completion Audit Date”), as determined by independent accountants, is different from its audited NAV as at 30 June 2004, the Sale Consideration shall be adjusted and increased or reduced accordingly by the difference between its NAV as at Post-Completion Audit Date and its NAV as at 30 June 2004.

iii) 
Provided that GPIB is not in breach of any of the provisions contained in the SPAs and all of the conditions precedent set out in the SPAs have been fulfilled, in the event that San Miguel fails to pay the Sale Consideration for the Proposed Disposals less the Escrow Amount on the Completion Date, the Escrow Amount shall be forfeited in favour of GPIB.

iv)
The four (4) separate SPAs for the sale and purchase of the 4 Subsidiaries are inter-conditional upon each other and are to be completed simultaneously; and

v)
HLIB unconditionally and irrevocably guarantee to San Miguel the due and punctual performance of GPIB of its obligations under the SPAs. 

            5.            
RATIONALE FOR THE PROPOSED DISPOSALS

The Proposed Disposals will enable the HLIB Group to focus on its existing core businesses and to utilise the sale proceeds to reduce the HLIB Group’s borrowings.

            6.            
EFFECTS OF THE PROPOSED DISPOSALS

The proforma effects of the Proposed Disposals on the share capital, NTA, earnings and major shareholdings structure of the HLIB Group are as follows:

6.1       
Share Capital

The Proposed Disposals will not have any effect on the share capital of HLIB.

6.2        
NTA

Based on the audited consolidated accounts of the HLIB Group for the financial year ended 30 June 2004, the Proposed Disposals will increase the NTA of the HLIB Group from RM468.4 million to RM536.2 million and the NTA per share of the HLIB Group from RM1.20 to RM1.51.  The proforma effects of the Proposed Disposals on the HLIB Group is tabulated in Table 1 of this announcement.

6.3       
Earnings

The Proposed Disposals is expected to result in a gain on disposal of approximately RM54.2 million at the HLIB Group level. The gain from the Proposed Disposals will translate to an increase in net earnings per share of approximately 24.9 sen for the financial year ending 30 June 2005.
6.4        Major Shareholding Structure

The Proposed Disposals will not have any effect on the major shareholding structure of HLIB.

7.
APPROVALS REQUIRED

The Proposed Disposals are subject to the following approvals being obtained:

(a) Ministry of International Trade and Industry;

(b) Shareholders of HLIB at an Extraordinary General Meeting (“EGM”) to be convened;

(c) Shareholders of GPIB; and

(d) Any other approvals (if required)

The proposed disposal of GPF is also conditional upon GPIB obtaining the waiver of pre-emption rights from Lembaga Tabung Angkatan Tentera (the shareholder of 30% equity interest in GPF) in respect of the GPF shares to be disposed to San Miguel.

The Proposed Disposals is expected to be completed by the end of first quarter of year 2005.
8.          
DIRECTORS AND MAJOR SHAREHOLDERS’ INTEREST

None of the Directors and major shareholders of HLIB or any persons connected to the Directors and major shareholders of HLIB, have any interest, direct or indirect, in the Proposed Disposals.


9.          
DIRECTORS’ STATEMENT
Having considered all aspects of the Proposed Disposals, the Board of Directors of HLIB are of the opinion that the Proposed Disposals are in the best interest of the HLIB Group.  

10.         COMPLIANCE WITH THE SECURITIES COMMISSION’S POLICIES AND  


GUIDELINES ON ISSUE/ OFFER OF SECURITIES

The Proposed Disposals are not subject to the approval of the Securities Commission (“SC”) and does not fall under the SC’s Policies and Guidelines on Issue/Offer of Securities or any amendments thereof (“SC Guidelines”). To the best knowledge of the Board of Directors of HLIB, the Proposed Disposals will not result in any departure from the SC Guidelines.

11.     
APPLICATIONS TO THE RELEVANT AUTHORITIES

The applications to the relevant authorities (where applicable) for the Proposed Disposals are expected to be made within one (1) month from the date of this announcement. 

12. DOCUMENTS FOR INSPECTION

The SPAs in relation to the Proposed Disposals will be made available for inspection at the Registered Office of HLIB at Level 9, Wisma Hong Leong, 18 Jalan Perak, 50450 Kuala Lumpur from Monday to Fridays (except public holidays) during normal business hours from the date of this announcement up to the date of the EGM to be convened to seek shareholders’ approval for the Proposed Disposals.

TABLE 1 

	
	Audited as at 30.06.2004

RM’000
	
	After the Proposed Disposal

RM’000

	Share Capital
	112,661
	
	112,661

	Other reserves
	360,862
	
	349,175

	Retained profits
	317,469
	
	383,404

	Treasury shares
	(59,835)
	
	(59,835)

	Irredeemable convertible unsecured loan stocks (“ICULS”)
	206,957
	
	206,957

	
	938,114
	
	992,362

	Less : goodwill
	469,689
	
	456,157

	
	
	
	

	NTA
	468,425
	
	536,205

	
	
	
	

	NTA per share (RM) *
	1.20
	
	1.51


* ICULS is excluded in deriving the NTA per share.

