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The Chief Executive Officer

Minority Shareholders Watch Group
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No. 30, Jalan Sultan Ismail,

50250 Kuala Lumpur BY HAND

Attention: Mr. Devanesan Evanson

Dear Sir,

44™ Annual General Meeting of Seremban Engineering Berhad (’SEB”) on 14 December
2023.

We refer to your letter dated 6 December 2023. Kindly find your issues raised in the interest of
minority shareholders and all other stakeholders of SEB and our management replied hereunder.

Operational & Financial Matters

1. The Group's FYE2023 revenue surged to RM274.82 million, a notable RM80.54 million
increase from the preceding year, driven by elevated project revenue in electrical &

electronics, food, and palm oil refineries. Profits after tax were RM4.62 million, down from
RMS5.15 million (page 18 of Annual Report (AR) 2023).

FYE 2019 2020 2021 2022 2023
Revenue 06,236 73,080 93,602 194,275 274,824
Profit Before | - 4,309 1,861 2,611 4,951 4,621
Tax (PBT)

Profit After | - 4,331 3,260 2611 5,152 4,621
Tax (PAT)

Net PBT | -6.5 2.5 2.8 2.5 167
Margin (%)

Net PAT | -6.5 4.5 2.8 27 157
margin (%)




a) Please provide a breakdown of revenue contribution by industry segment.

Approximately 70% of revenue was from Food and electrical & electronic
industries. 22% revenue was from Oil & Gas, rubber & glove and palm oil
industries while remaining 8% was from renewable energy, chemical and others
industries.

b) Is the top contributor also the most profitable? If not, which industry segment is
most profitable to the Group and why?

No. Palm oil, rubber glove and chemical industries were more profitable with better
profit margin from orders secured and resources cost control. Nevertheless, the
circumstances may vary depending on the nature and size of the orders secured as
well as the contract terms and conditions agreed upon with the customers.

c) What is the main reason for the consistent decline in its net profit margin since
FYE2020?

This was due to higher manpower, transportation and material costs suffered during
the challenging MCO period for the past few years. Consequently, this had resulted
in lower project profit margin recorded in certain sizeable projects from Food and
Electrical & Electronics industries, causing consistent decline in net result.

d) What expectations and strategies does the Group have in place for a better net profit
margin in FYE20247

The Group will continue improving its net profit margin via its stringent project and
resources management planning in enhancing cost efficiency and optimization with
the following strategies: -

(1) Investment in automated machineries for cost improvement and effectiveness.
(2) Retraining on skill labour and staff to improve staff efficiency and productivity.

2. The cost of sales rose +47% year-on-year from RM178.7 million in FYE2022 to RM262.6
million in FYE2023 (page 56 of AR2023).

Which specific element in the cost of sales contributed significantly to the rise, and what
measures, if any, are being taken to address or manage these increased costs?

The increase of COGS was due to additional project labour cost from shortage of manpower,
the impact of the implementation on minimum wages and surge in material, rental of
machineries, logistic and transportation cost. The Group will continue its optimization
exercise in achieving efficient cost control to manage the increased cost.



3. The contract assets increased substantially from RM33.0 million in FYE2022 to RM73.7
million in FYE2023 (page 55 and 83 of AR2023).

a) Why is there a delay in billing for work that has already been completed, leading
to higher recognition of contract assets?

While project cost was incurred during the progress for fabrication and
construction of some major projects at sites, the billings can only be made upon
achieving the project milestones specified in the contracts. Therefore, there was a
timing difference that resulting to the substantial increase of the contract assets
which included Retention withheld by customers amounting to approximately
RM10 million.

b) When does the Group plan to issue the billing to the customer and how much is the
amount?

The Group had completed the billings to the customers for progress milestones
achieved subsequent to FYE2023 and the retention billings will be issued upon
completion of the project expected to be within FYE2024 on contract terms and
conditions agreed upon.

¢) Who are the customers who make up this category of the Group’s contract asset in
FYE2023 and what are their profiles?

From food and oil & gas project related customers.

4. The reversal of impairment on trade receivables and contract assets witnessed a substantial
increase, climbing from RM21,569 in FYE2022 to RM1.2 million in FYE2023 for trade
receivables, and from NIL in FYE2022 to RM471,339 in FYE2023 for contract assets (page
56 and 88 of AR2023).

a) What factors contributed to the higher reversal of impairment on trade receivables
and contract assets?

This was due to improvement on collection of trade receivables with improvement of
credit control measures. The average expected credit loss (ECL) rate had improved
from 29.6% for FYE 2022 to 28.1% for FYE 2023 that contributed the higher reversal
of impairment on trade receivables and contract assets.

b) Will there be further recoverability of trade receivables and contract assets in the
coming periods?

Yes,



5. The trade bills increased significantly from RM26.5 million in FYE2022 to RM55.0 million
in FYE2023 (page 55 and 85 of AR2023).

a) What are factors or specific projects that led to the notable change in trade bills?

This was due to increase in trade bill for project financing on order books secured
for food, electrical & electronics industries.

b) With a net debt to equity ratio rising from 0.77x to 1.51x, what are the strategies
the Group plans to employ to ensure effective working capital management?

The debt equity ratio increase was mainly due to project financing on few sizeable
projects secured by the Group during the year. The Group will put in further effort
to improve the receivables collection as well as better credit terms negotiation with
trade creditors in enhancing the effectiveness of working capital management.

Sustainability Matters

1. The Group recorded higher fuel consumption at 17,340Gj in FYE2023 vs 4,695Gj in prior
year. The increase in energy consumption is due to an increase in business activity at one
of the project sites, leading to higher usage of fuel for their tools and machinery.

a)

b)

Which of the project sites experienced the increase in business activity, and what were
the contributing factors?

Food and Oil & Gas Industries’ projects were recording higher fuel consumption on
diesels for usage of equipment and machineries such as gensets, excavators, cranes, air
compressors, tower lights etc in business activities at project sites.

Considering the likely continuation of an upward trajectory in energy costs, has the
Group conducted a feasibility study on installing solar panels on the roofs of the project
sites? If yes, what is the anticipated reduction in energy consumption, and how will it
impact the financial performance of the Group?

It is not economically viable and practical to install solar panels at project sites which
are clients’ properties. The short-term natures of the construction projects might not
align with the long-term return on the investment required for the solar panels
installation. The upfront cost for installation might not be justifiable within the project
timeline compared to the energy savings to be realized during the construction phased.

What is the expected timeline for installing these solar panels, and at which project sites
will they be installed first?

The Group has no plan to install the solar panels.



Corporate Governance Matters

1

The Group has deviated from Practice 1.4 of the Malaysian Code of Corporate Governance
(MCCG), which recommends that the Chairman of the board should not concurrently serve
as a member of the Audit Committee (AC), Nomination Committee (NC), or Remuneration
Committee (RC).

The current Chairman of the board is serving as a member of the AC, NC, and RC
committees (page 8 of Corporate Governance (CG) Report).

What is the rationale for the Chairman of the Board to assume roles in committees such as
the AC, NC, or RC, rather than having these roles distributed among other directors?

The Board is aware of this practice as espoused by the Malaysian Code on Corporate
Governance 2021 (the “Code”). With the recommendation of the Nominating Committee,
the Board will be deciding before the forthcoming AGM in 2024 to proceed with the
reshuffle and/or reconfiguration of the Board Committees’ composition with an ultimate
aim to instil the Board Chairman’s objectivity in boardroom deliberations on observations
and recommendations put forth by the Board Committees.

The Group has deviated from Practice 5.2 of the MCCG, which specifies that a minimum
of half of the board should consist of independent directors. In the case of Large Companies,
the board should predominantly comprise independent directors.

Presently, the Board consists of six (6) members, including two (2) Executive Directors,
two (2) Non-Independent Non-Executive Directors (NINED), and two (2) Independent
Non-Executive Directors (INEDs) (page 23 of CG report).

Has the Board identified potential candidates to serve as additional Independent Directors?
If not, is there a specified timeline in place for achieving this objective?

The Board has no definite timeline in place to meet the 50% target of independent directors
onboard as espoused by the Code. Having said that, the Board will continue to identify
suitable candidate(s) as additional Independent Director(s) to join the Board from time to
time.

The Group has deviated from the Practise 5.9 of MCCG which suggests that the Board
comprises at least 30% women directors.

The Board currently has one (1) female only among its six (6) members, which represents
about 17% of the Board composition (page 31 of CG report).

Given the current underrepresentation of women on the Board, when are additional women
directors expected to join the Board



In the Company’s Corporate Governance Report 2023, the Board explained that it will in
assessing the suitability of any candidate for the directorship, take into consideration the
candidate’s reputation, educational background, skills, knowledge, expertise, competence
and experience that is in line with the Group’s business operations, age, time commitment,
independence and integrity.

It must be appreciated that onboarding of any Board member requires rigorous efforts to
be undertaken by the Nominating Committee deploying the Group’s Policy on Fit and
Proper in selecting suitable candidates. Moreover, the Nominating Committee has to take
note of the findings from the Board’s annual process in assessing the Board, Board
Committees and individual Directors as per the current Board skills matrix.

Although the Board recognises and embraces the benefits of having a diverse Board and
sees increasing diversity at the Board level as an essential element in maintaining a
competitive advantage, it does not have and/or intend to set any targets for gender in its
Diversity Policy. The existing female Director will, in the Board’s views, fulfil the intended
outcome of “Board decisions are made objectively in the best interests of the company
taking into account diverse perspectives and insights. The Board has no definite timeline
to meet the 30% target as espoused by the Code.

Please feel free to contact our Company Secretary should you require further clarification.
Thank you.

Yours faithfully,

Seremban Engineering Berhad

Mai Hung

Chief Executive Officer



SEREMBAN ENGINEERING BERHAD

ANNEXURE 3: SUMMARY OF QUESTIONS AND ANSWERS (“Q&A”) OF THE FORTY-FOURTH ANNUAL
GENERAL MEETING (“44TH AGM”) OF THE COMPANY HELD AT LANGKAWI ROOM, BUKIT JALIL GOLF &
COUNTRY RESORT, JALAN JALIL PERKASA 3, BUKIT JALIL, 57000 KUALA LUMPUR, WILAYAH
PERSEKUTUAN KUALA LUMPUR ON THURSDAY, 14 DECEMBER 2023 AT 10.00 A.M.

Questions:

1. First of all, | wish to put on records for the Board’s efforts to revert and walk through the
enquiries raised by the Minority Shareholders’ Watch Group (MSWG) via letter dated 6
December 2023 with the shareholders just now. Secondly, | wish to suggest some improvements
needed for pages 26-7 of the Annual Report 2023 on the Profile of Key Senior Management.
Profile of Senior Finance Manager, Ms. Lai Ngan Guan as introduced to the shareholders
just now, is not disclosed therein. (Mr. Lee Chee Meng, representative of MSWG)

Thank you for your appreciation and suggestion made. We shall look into the area highlighted for
improvements in Annual Report 2024.

2. What is the average turnaround time for revenue generated from fabrication and civil
engineering services? Based on the audited figures for financial year under review, the Company
took about 3-4 months to raise billings. (Mr. Yeoh Kean Beng)

Being a solution provider for engineering services including mechanical, fabrication, engineering
support, offsite installation, civil and structural construction, electrical, architectural and
instrument works, maintenance, shutdown works and industrial trading, the sales mix contribution
would be much diverse and varied in terms of completion given different project milestone for
revenue recognition, depending on the nature and size of the orders secured as well as the contract
terms and conditions agreed upon with the customers.

While project cost was incurred during the progress for fabrication and construction at sites, billings
can only be made upon achieving project milestones specified in the contracts. Therefore, there
was a timing difference that resulted to substantial increase in contract assets (including retention
sum withheld by customers).

3. As can be seen from the Statement of Cash Flows on page 58 of the Annual Report 2023, the
Company and the Group have a negative net cashflow for operating activities of RM24.79
million, mainly due to the increase in trade receivables and contract assets. With a current ratio
of 1.0x and high gearing ratio, this may imply the near-term liquidity of the Company presents
credit risks. What are the mitigating measures put in place to improve the situation? (Mr. Yeoh
Kean Beng)

Management would continue to closely monitor and improve collections and overdue debts, and
ensure effective credit controls (such as negotiation for better credit terms with suppliers) to
enhance working capital management and keep leverage at a comfortable level. The high gearing
ratio was mainly due to project financing on several sizeable projects secured by the Group during
the financial year under review.
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On the other hand, the Group will also step up its marketing efforts for new business opportunities
with better commercial terms and conditions and higher profit margin in civil construction,
structural steel and piping works for projects and plants expansion while enhancing
competitiveness via project and resources management in achieving efficient cost control and
optimization.

4. a)Asdisclosed in Note 4, Recurrent Related Party Transactions of Revenue Nature (RRPT) under
Other Compliance Information on page 42 of Annual Report 2023, the revenue generated
from the projects entered into with the related party, MIE Industrial Sdn. Bhd. (MIE) was
RM103.54 million. What are nature and size of the projects awarded by MIE?

b) Is the project awarded by Dutch Lady the major revenue and contract assets contributor of
the Group? What is the status of completion?

c) Can the Board share the latest development of Jetty Arang project which was announced on
14 June 2023? Is SEB contemplating any corporate exercises such as Rights Issues in the near
future to finance this project? (Mr. Wong Yuen Choong)

a) The details of the nature and amount of RRPT entered into with MIE are outlined in Section 2.3
of the Circular to Shareholders on RRPT dated 27 October 2023. The projects secured through
group synergy collaboration and support from MIE, generally from those of electrical &
electronic, oil & gas and rubber gloves industries.

b) Dutch Lady Project with total contract sum of RM172.6 million, awarded in 2 parcels namely,
the CO3 Project and CO4 Project, was considered one of the major revenue contributors of the
Group of which reference is made to Note 29(c) to the financial statements - Operating
Segments on page 94 of the Annual Report 2023. As part of group synergy, total contract works
under this project awarded by SEB to MIE was RM115 million of which the details can be seen
in announcement made on 23 June 2022.

As of to-date, 95% of the contract works had been duly completed with 80% being billed and
recognized as revenue.

c) As explained in announcement made on 1 November 2023, both the Company and NS
Corporation had mutually agreed to an extension of time up until 13 January 2024 to obtain
the Conditions Subsequent. With that, the Company shall conduct and complete a feasibility
study in relation to the Jetty Arang Project within 6 months from the date of the receipt of the
last of the following documents:

e the letters of alienation in respect of both the RAC Land and the Sea Land with category
of land use and conditions in compliance with the proposed Concession; and
e the terms of the Lease Agreement and the Concession Agreement.
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As of to-date, the Company does not contemplate any corporate exercise for project financing.
The Group currently utilizes the existing Project Blanket Line facility to finance the sizeable
projects on hand. The Company will make the necessary announcement on further
development on Jetty Arang Project, if any.

END OF DOCUMENT



