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Activity in the Malaysian Oil and Gas Industry

Pursuant to the PDA, PETRONAS is vested with exclusive ownership to Malaysian
Oil and Gas reserves. The PDA provides for all exploration and exploitation of
petroleum by PETRONAS in Malaysia, and accordingly, any initiative to undertake
the exploration and extraction of crude oil and gas in Malaysia can oniy be carried out
via a PSC with PETRONAS.

Consequently, any new terms that may have an adverse impact to the regular terms
of a PSC such as reduction of profit sharing of the contractors under the PSC may
lower the tevel of oif exploration, deveiopment and production activities as the
contractors will he less motivated to carry out crude oil exploration and extraction
aciivities in Malaysia as well as preclude investors from fuiure ventures. This
reduction in the level of oil exploration and extraction will lower the demand for
products and services provided by Oil and Gas support companies such as our
Group.

In the event PETRONAS does not react to change the terms of the PSC to reflect the
current market, global conditions or economic situations that affect the Qil and Gas
Industry, many PSCs may be discouraged to enter the Malaysian Qil and Gas
market, resulting in a downturn of market activity and consequently affect the
performance of our Group. However, in the event PETRONAS reacts timely to the
current market conditions, the resultant outlook will be favourable for our Group.

The Oil and Gas Industry is one of the major contributors to the Malaysian economy,
both as a source of energy and a major foreign exchange earner, and as such, it is
expected that there will be continued growth in the industry in terms of steady stream
of contracts and in turn, revenue and growth in the long term for our Group.

Depletion Of Hydrocarbon Resources

All hydrocarbon deposits are non-renewable, whereby it is not possible to regenerate
these hydrocarbons within a reasonable timeframe once they have been extracted.
As such, hydrocarbon resources in all hydrocarbon producing regions, including
Malaysia, will eventually be depleted. (t is likely that demand for supporting products
and services in Malaysia, including offshore topside maintenance services will be
adversely affected after Oil and Gas Industry exploration and production activities
ceases in Malaysia.

As at 1 January 2007, Hydrocarbon Reserves in Malaysia are as foltows:-
< Reserves of crude oil {including condensates) amounted to 5.4 billion BOE;
L Reserves of natural gas amounted o 14.8 billion BOE.

At the present rate of production, Mydrocarbon Reserves in Malaysia are expected to
sustain production as follows:

-

& Production of crude oil {including Condensates) for 21 years; and

<> Production of natural gas for 34 years.

[THE REST OF THIS PAGE HAS BEEN LEFT BLANK INTENTIONALLY]
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The relatively long period of time before current reserves of crude oil (including
condensates) in Malaysia are expected to be completely depleted enables Gii and
Gas Industry organisations, including locat providers of ofishore topside maintenance
services, to diversify into other industries and/or venture into overseas markets. The
National Depletion Pclicy introduced in 1980 to safeguard the exploitation of the
natural oil reserves by postponing development and control the production of major
oit fields {with reserves of 400 million Barrels or more) will alsc ensure that extraction
is carefully managed and sustained cover the long ferm.

Current reserve estimates tend to be conservative and may underestimate the actual
amount of hydrocarbons that is ultimately extracted, as they do not take into account
the following:-

]

*

*

the existence of currently undiscovered Hydrocarbon Reserves;

- technological advances that increases the amount of hydrocarbons that may be
commercially extracted from existing reserves;

o technological advances that enable production from previously inaccessible
reqgions.

As such, activities in the Oil and Gas Industry in Malaysia may very well continue
beayond the currently estimated date of complete Hydrocarbon Reserve depletion.

{Source: Independent Assessment of the Offshore Supporting Services for the Qit and
Gas Industry, focusing on Offshore Topside Maintenance, Vital Factor Consulting Sdn
Bhd)

Nevertheless there is no assurance that our Group’s business performance will not
be affected by the decline in Malaysia’s Oil and Gas reserves.

Regulatory Compliancef Dependence on Licenses/ Permits

All service providers wishing to participate in the Oif and Gas Industry in Malaysia are
required to obtain the necessary licenses, or registrations with PETRONAS and other
relevant authorities. All of these licenses and registrations are only valid for a
stipulated timeframe, which is renewable subject to compliance with the relevant
conditions. The requirements set out by PETRONAS and the authorities may be
subject to changes, which could then affect certain operations of our Group. Failure
by our Group to renew, maintain or obtain the required licenses and registrations may
have arn adverse eltect on our Group.

PETRONAS is the main licensor governing our operations in the Maiaysian Qil and
Gas Industry. The licences issued by PETRONAS enable us to provide certain
maintenance and marine vessel services and are subject to shareholding structure
and various employment and operating conditions. Cur registrations with the MOF
and CIDB aiso enable us to tender for contracts from the Government. These
licences and registrations are valid for certain periods of time with the renewal based
on our compliance with those requirements imposed by the relevant authorities.

Fundamental changes to PETRONAS’ policy with regards to the regulation of the Oil
and Gas Industry may occur in future. These changes either by restricting or
liberalising the regulations governing the Oil and Gas Industry may have an adverse
or favourable impact on how we operate. If restrictive, there can be no assurance that
our business will not be materally affected by these changes.
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Ajthough we have not experienced any problems in the past and do not foresee any
potential problems in renewing our existing licences when they become due, we
cannot provide any assurance that our licences will be renewed or if renewed, such
renewal would be effected within the anticipated timeframe or without any new terms
and conditions imposed, which may materially affect our operations. Please see
Section 4.2 .4 for a list of our licences and reqistrations.

Political, Economic and Regulatory Considerations

Changes and developments in political, economic and regulatory conditions in
Malaysia and the countries in which our Group may operate in future could materially
and/or adversely affect the profitability and business prospects of our Group and
industry in which we operate. These uncertainties include, but are not fimited to, the
changes in political leadership, changes in investment policies and taxation,
expropriation, nationalisation, changes in interest rates, changes in regulatory
structure, risks of war and global economic downturn.

Our Group's revenue and our ability to achieve and sustain profitability depend on the
overall demand for the services that we offer. Any economic slowdown in the world,
region or national economy may cause our customers to defer or reduce purchases
of our services. Uncenrtainty in the global economic environment may cause some
businesses to curtail or eliminate spending and as such may have an impact on our
Group where certain customers may curtail their procurement of products and
services.

Although we practice efficient operating procedures and prudent financial
management, there can be no assurance that adverse politicat and economic
developments, which are beyond our control, will not materially affect our
performance or the industry as a whole.

Competitive Industry

Qur Group’s work contracts are awarded based on open tender which are restricted
to PETRONAS licensees. Generally, track record, reputation, experience, prompt
deiivery/completion, sufficient technical capacity, personnel and pricing are major
factors in most tender awards.

We face competition from other local service providers in the Malaysian Qil and Gas
Industry. Although there is competition between the local ficensed service providers,
threat from new entrants is mitigated to a certain extent by the barriers of entry for the
provision of supporting products and services for the Oil and Gas Industry in
Malaysia. Some key barriers to entry include technical expertise, knowledge required
to facilitate works and services, ability to demonstrate a good safety record, ability to
meet customers’ specifications and the ability to obtain licences and registrations with
PETRONAS and various government bodies such as the CIDB and the MOF.

Although we cannot guarantee that we will be able to continue io compete
successfully or that the level of competition and pressure on pricing will not affect our
margins, we have several competitive advantages over our competitors as set out in
Section 4.2.2.
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RISKS RELATING TO OUR OPERATIONS AND BUSINESS

3.2.1

3.2.2

Business Risks

Gur Group is subject to business risks common to the Gil and Gas Industry at large.
This may include amongst others, changes in government policies, shortages in
skilled workforce, fluctuations in demand for our products and services, market
acceptance of new products and services, changes in general economic conditions,
competitive conditions in the industry, business and credit conditions and other
business risks common to going concerns.

Our senior management has on average in excess of twenty (20) years of relevant
experience in the industry and our other management and technical personnel have
on average in excess of ten (10) years of relevant experience as well.

However, no assurance can be given that any changes in these factors would not
have any material adverse impact on our Group’s business and profitability.

Operational, Health and Safety Risks

Qur business activities are subject to operational! risks inherent in the Qit and Gas
industry such as accidents, fire breakouts and explosions which may occur on the
offshore platforms. These risks could result in substantial losses due to injury and
loss of life, severe damage o property, equipment and environment as well as the
suspension of operations and termination of contract and potential legal proceedings.
In this regard, we have purchased insurance covering our equipment, general third
parties’ liabilities (such as injury, loss or property damage) and other iiabilities relating
to marine and environment which we deem are adequate to protect us against liability
for such events.

To minimise the above operational risks, we implement the following risk
management practices:

(2) We emphasise on heafth and safety throughout all levels of our operations as
well as compliance with customers’ wvarious manuals such as HSE
specifications to ensure worksites are in full operating efficiency and the
working conditions and environment are safe. Refer to Section 4.2.10 for our
HSE management;

(b} We undertake continuous health and safety training for our employees;

{c) We have developed and implemented an emergency response plan in order
to cater for any accidents at any of our offices or operational {acilities
whereby these places are eguipped with basic reguiatory fire fighting
equipment. We have in piace additional equipment and spare parts to cope
with unexpected emergencies in addition to holding regular meetings and
discussions to identify and mitigate any potential business cperation risks;

{d} Qur marine vessel meets all the safety requirements set out in various
licences issued by the reievant authorities such as the Domestic Shipping
Licensing Board and the American Bureau of Shipping, Kuala Lumpur. We
also conduct various in-house training and briefing on safety reguirements on
a continuous basis; and
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(e} We place significant emphasis on quality and adherence to stringent quality
standards. DESB, our wholly-owned subsidiary was certified with MS 1SO
90001:2000 Quality Management System from SIRIM QAS International Sdn
Bhd in 1999. Further, our good safety track record is reflected hy various
certificates awarded to us by PETRONAS Carigali. Please see Section 4.2.10
for further details.

Our Directors believe that these risks are mitigated through the periodic audits of our
HSE precedures and practices, drills, continuous health and safety mesetings and
reviews, training and other measures. Since 2004, our Group has recorded
approximately 8 million man-hours with zero loss time injury for our offshore
operations. In 2007, we were awarded "PETRONAS Carigali HSE Awards
2006/2007. These achievements are a reflection of our commitment to good safety
practices. However there is no assurance that incidents and damages will not occur.

Our Directors will use their best endeavours to ensure that an adequate leve! of
insurance coverage against such risks is maintained. Notwithstanding the above, no
assurance can be given that any insurance coverage arranged will be adequate and
availabie to cover ail and any claims arising therefrom.

Dependent On Major Customers

For the FYE 30 September 2007, PETRONAS Carigali and Sarawak Shell
contributed 78.5% and 16.1% to the total turnover of our Group, respectively. Any
tfermination (with or withoul cause} of existing contracts with these major customers
may significantly affect our operations, performance and profitability.

The following faclors serve to mitigate our Group's dependency on these major
customers:-

PETRONAS Carigali
< PETRONAS Carigali has been a customer of our Group for approximately

seventeen {17) years indicating a long-term and stable business relationship.
This would provide the basis for a continuing business relationship.

< Our Group has been a provider of a wide range of offshore piatform services to
PETRONAS Carigali over the past seventeen (17) years, including:-

o} Provision of offshore maintenance services for 309 offshore
platforms/structures, four {4) SBM systems, and one (1) FPSO facility;

o Charter of marine vessels;

o Minor fabrication; and

o Offshare hook-up and commissioning services.

.

¥
‘0

In addition, our Group has successfully secured a letter of award from
PETRONAS Carigali on 5 November 2007 for the “Provision for Hook-up and
Commissioning of PETRONAS Carigali Sdn Bhd facilities” which expires in
20110. This further strengthens the continuing relationship between PETRONAS
Carigali and our Group.

*

PETRONAS Carigali is a subsidiary of PETRONAS, which is entrusted with
developing and adding value 1o ail the Oil and Gas resources in Malaysia. As
such, PETRONAS and its subsidiaries are pringipal operators in the Malaysian
Oit and Gas Industry, and will inevitably be a major source of revenue for our
Group or any other provider of ofishore platform services in Malaysia.

L2
S
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& As PETRONAS Carigali is a major PSC operator in Malaysia, dependency is a
common feature among other larger operators in the Oif and Gas Industry in
Malaysia, especially those servicing the upstream Cil and Gas sector.

Sarawak Shell

<> Sarawak Shell has been a customer of our Group for twenty-seven (27) vears,
indicating an established business relationship. This would also provide the
basis for continuing business and growth.

& Sarawak Shell is a PSC operator, and is one of the main participants in the
Malaysian Qil and Gas Industry. It is inevitable that Sarawak Sheli would
constitute a major source of revenue for service providers like our Group.

Nevertheless there is no assurance that our Group's dependency on major customers
will not affect our future business performance.

The focal Gil and Gas Industry is still very active with new and existing PSC operators
increasing activity through deepwater exploration and development activities,
marginal field developments and enhanced recovery. Thus it is expected that the
local Oil and Gas Industry will continue to be active and grow in the near future.
Further as mentioned in Section 4.7, our Group is looking at expanding our current
operations overseas, where opportunities in QCif and Gas Industry exist, to mitigate
against any gver dependence on the domestic market by spreading our revenue base
over a greater geographical area.

Future Business Performance Depends On The Award Of New Contracts

Qur revenues are largely derived from medium-term to long-term contracts. It is
generally very difficuit to predict whether and when we will be awarded such contracts
as they frequently involve a lengthy and complex bidding and selection process. The
hidding costs associated with tendering for new contracts may not necessarily result
in the award of a new contract. We parlicipate in a number of tenders each year.
Failure to win such tenders could affect our future financial performance.

Nonetheless, we believe that our established track record which is associated with
quality, reliability, technical expertise and service excellence, good HSE record as
well as our long-standing relationship with our major customers would provide us with
a key advantage when submitting our tenders for new contracts.

Dependent On Our Key Personnel And Skilled Workforce

Our continued success depends, to a significant extent, upon the abilities, continued
efforts and teamwork of our Directors and senior personnel as well as our ability to
attract and retain experienced engineers, project managers and other technical and
management personnel. If we lose a significant number of directors or members of
our senior management and/or are unable to replace these key personnel, this may
impact our Group's future prospects.

In this regard, our Directors presently have in place, human resource strategies which
include providing competitive and performance-based remuneration, adopting
succession planning for key positions and providing employees with a variety of on-
going training programmes to upgrade their knowledge and capabilities. However, we
cannot provide any assurance that the above measures will be successful in
attracting and retaining key personnel or ensuring a smooth transition should
changes occur.
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3.2.7

3.2.8

Delay In The Completion Of Work Qrders

Qur contracts comprise numerous work orders. The timely completion of these work
orders is dependent on many external facters which may be beyond our control such
as work stoppage due to poor working weather conditions, unexpected breakdown in
our own or chartered marine vessels and other operational hazards. In particular, our
outdoor blasting and painting activities are affected by adverse weather conditions as
blasting and painting cannot be carried out in the open under rainy weather. This
could lead to an increase in our operating costs due to the standby cost of equipment
and labour overtime to make up for lost time. Any such delays could have an adverse
impact on our ability 10 conduct our activities and complete our contractual
obligations,

In mitigation, our management has in place, effective cost and operaticnai monitoring
procedures to ensure that our work orders are completed on time and on a profitable
basis. Based on our long historical track record, we have operated under many
different types of external conditions and have been able to successfully minimise
and mitigate the adverse impact of such conditions on our business performance.
However, there is no assurance that external factors such as adverse weather
conditions or unexpected breakdown in marine vessels would not adversely impact
the performance of our business in the future.

Operating In A Strict Environmental Regime

We are subject fo increasingly stringent faws and regufations relating to
environmental protection in conducting the majority of our operations, including laws
and regulations governing the generation, storage, handling, treatment and disposal
of waste materials. We incur and expect to continue to incur, capital and operating
costs to comply with environmental laws and regulations. Qur business involves
working around and with volatile, toxic and hazardous substances and other highly
regulated materiais. Although we have not contravened any environmental
regulations to-date, we are subject to potential material Labilities relating to claims
alleging personal injury or property damage as a result of exposures to, or releases
of, hazardous substances or as a result of accidents or other incidents resulting from
our operations, all of which could have a material adverse effect on our financial
condition and results of operations.

Environmental Concerns

We believe that our existing operations are in compliance with the relevant
environmental legislation governing activities within Malaysia such as the stringently
maonitered Environmental Quality Act, 1974.

Nevertheless, there is a possibility that the Government may change its regulations
with regards to environmental matters in the future which would require our Group to
modify our facilities or incur expenses that could have an adverse effect on our
Group's operating restilts.

[THE REST OF THIS PAGE HAS BEEN LEFT BLANK INTENTIONALLY]
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Investment Activities Risk and New Ventures

If opportunities present themselves, we may from time to time acquire additional
businesses or invest in synergistic new ventures. As such, there is a potential risk
that these investments may have longer than expected gestation periods or may not
be entirely successful. In this event, we may take time to recover or be unable to
recover our initial invesiments.,

We plan to mitigate this risk by exercising due care with effective evaluation and
assessment prior to the commencement of such business or ventures in relation to
customer demand or market trends.

RISKS RELATING TO INVESTING IN THE IPO SHARES

3.3

3.3.2

No Priot Public Market For Our Shares

There is currently no public market for our Shares. There can be no assurance that
an active market for our Shares will develop and continue to develop upon or
subseguent to our Listing or, if developed, that such a market wifl be sustained.

The IPO Price of RM1.45 for the IPO Shares has been determined after taking into
consideration a number of factors, including but not limited to, our financial and
operating history and condition, our prospects and the prospects of the industry in
which we operate, our management and the market prices for shares of companies
engaged in business similar o ours. There can be no assurance that the IPO Price
will correspond to the price at which our Shares will trade on the Main Board of Bursa
Securities upon or subsequent to our Listing.

Price Volatility

The market price of and demand for our Shares could be affected by various factors
and events including the following:-

{a) the level of liquidity of the market for our Shares;

() the difference between our actual financial operating results and those
expected by investars and financial analysts;

(c) changes in financial analysts’ recommendations or projections;
(d) changes in general market conditions and broad market fluctuations; and
{e) general operational and business risks.

The volatility in the trading price of our Shares may be caused by tactors beyond our
control and may be unrelated or disproportionate o our financial results.

[THE REST OF THIS PAGE HAS BEEN LEFT BLANK INTENTIONALLY]
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Capital Market Risks

The performance of the local bourse is very much dependent on external factors such
as the performance of the regional and world bourses and the inflow and outflow of
foreign funds. Sentiments are aiso largely driven by internal factors such as the
economic and political conditions of the country as well as the growth potential of the
various sectors of the economy. These factors invariably contribute to the volatility of
trading volumes witnessed on Bursa Securities, thus adding risks to the market price
of the listed securities. Nevertheless, the profitability of our Group is not dependent
on the performance of Bursa Securities as the business activities of our Group have
no direct correlation with the perfermance of securities listed on Bursa Securities

Profit Forecast May Vary From Actual Results

It should be noted that the profit forecast are based on various assumptions with
respect to the levels and timing of revenues, cost and various other matters of an
operational or financial nature, which our Directors believe to be reasonable,

A forecast, by its very nature, is subject to uncertainties and unexpected events,
many of which are outside the control of our Group and our Directors. Also, events
and circumstances often do not occur as anticipated and therefore actual results may
differ from the forecast either positively or negatively. Accordingly, our Directors
cannot and do not guarantee the achievement of the forecast.

The consolidated profit forecast should be reviewed in conjunction with the
description of the business, the historical financial information, risk factors and other
materials contained in this Prospectus. Potential investars should note carefuily the
bases and assumptions of the profit forecast.

Future Dividends Are Dependent on Future Performance

Our Company is principaily an investment hoiding company and the core operations
of our Group are carried out through our subsidiaries. Therefore, our Company's
major source of income comprises dividends and other distributions received from our
subsidiaries. Our ability to pay dividends or make other distributions to our
shareholders is dependent on several factors such as the operating results and the
cash flow position of our subsidiaries and potential covenants in our future loan
agreements.

Controlled by Our Promoters

Upon Listing, our Promoters, as set out in Section 5.1, will collectively hold 74,.38% of
our enfarged issued and paid-up share capital. As a result, they will still be able to, in
the foreseeable future, effectively control the business direction and management of
our Group as well as influence the outcome of certain matters requiring the vote of
our shareholders unless our Promoters are required to abstain from voting by law
and/or by the relevant guidelines or regulations.

As a step towards good corporate governance, we have appointed three (3)
Independent Directors and an Audit Commitiee have been set up to ensure that afl
future transactions involving related parties, if any, are entered into on an arms-length
hasis.
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Failure/ Delay in the Listing

The occurrence of any one or more of the following events, which is not exhaustive,
may cause a delay in or cancellation of our Listing:-

{a) The identified investors fail to subscribe {0 the portion of IPO Shares intended
to be placed o them although they have furnished their irrevocable
undertaking letters to subscribe for such Shares;

(b) The Sole Underwriter exercising its rights pursuant to the Underwriting
Agreement to discharge themselves from its obiligations thereunder;

{c} We are unable to meet the public spread requirement i.e. at least 25% of our
enlarged issued and paid-up share capital must be heid by a minimum
number of 1,000 public shareholders holding not less than 100 Shares at the
point of Listing; and/or

{d) We are unable to obtain tbe permission from Bursa Securilies for our
admission to the Official List to deal in and for the quotation of our entire
enlarged issued and paid-up share capital.

In such an event, subject {o restrictions set out in Section 3.3.8 below, we will return
in fuil without interest, all monies paid in respect of any application accepted.

Delay between Admission and Trading of the IPO Shares

After the IPO Shares have been aliocated to the respective investors’ CDS Accounts
in Bursa Depository, which would occur at least two (2} clear Market Days prior to the
anticipated date for Admission, it may not be possible to recover monies paid in
respect of IPQ Shares from us in the event the Admission and the commencement of
trading on the Main Board of Bursa Securities do not occur.

Delays in the Admission and the commencement of trading in shares on Bursa
Securities have occurred in the past. In order for us to return monies to investors in
respect of the IPO Shares following their allotment and issue, a reduction of our share
capital would be required. This would require a special resolution of our shareholders
and such resolution would have to be confirmed by the Malaysian High Court. There
can be no assuance that monies can be recovered within a short period of time, or at
all. )f Bursa Securities does not admit our Shares for our Listing, the market for our
Shares will be iliiquid and it may not be possible to trade our Shares. This may also
have a materially adverse effect on the value of our Shares.
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