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Company Description

Falcon Energy Group Limited, an investment holding company, provides services from the initial
exploration stage to production and postproduction stage to oil companies and contractors worldwide.
The company operates through four segments: Marine, Oilfield and Drilling Services, Oilfield Projects,
and Resources. The Marine segment owns and operates a fleet of vessels, including accommodation
work barges, multi-functional support vessels, seismic vessels, anchor handling tug and offshore supply
vessels, and harbour tugs vessels. This segment offers platform supply and engineering services, such as
offshore hook-up and commissioning, offshore conductor piling, hydraulic work-over/coiled
tubing/well stimulation, and pipe trenching services for the production phase of oil and gas projects.
The Oilfield and Drilling Services segment provides agency, logistics, procurement, and general support
and drilling services to oil companies, oil and gas contractors, and shipyards; engineering and
consultancy services for the construction of oil rigs and offshore support vessels; and sources spare
parts and machineries. It also owns and operates oil rigs. The Oilfield Projects segment offers shipping
and transportation services; sells demulsifies; and provides international trade, logistics, and oilfield
services of engineering, technical, and consultation, as well as shipping agency services for offshore
oilfield explorations, construction, and marine transportation. The Resources segment engages in coal
mining and trading activities. It owns interests in three coal-mining concessions in East Kalimantan,
Indonesia. The company also offers project management, and marketing and business development
services; imports, exports, and trades in oil and gas field equipment and marine equipment related
accessories; and operates as a bareboat charterer and ship manager. Falcon Energy Group Limited was
incorporated in 2004 and is based in Singapore.

(Source: http://www.sgx.com/wps/portal/sgxweb/home/company_disclosure/stockfacts?code=5FL)
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1. In the Chairman’s message and business review (pages 3 to 5 of the annual report), the
chairman talked extensively on the corporate developments that would allow the company
to restructure and emerge stronger this crisis, which included the following key
developments:

- Debtrestructuring

Sale and leaseback of non-core assets
Issuance of new ordinary shares
Disposal of shares in CH Offshore

Under the header “Looking ahead”, it was briefly mentioned that the group be “intensifying
its business development efforts.”

(i) Given the financial position of the group, and the liquidity situation, can
management let shareholders know how much of their time and energy is
spent on the core business?

(ii) What is the role of the independent directors in (a) the restructuring and
in (b) guiding the group back to a growth path?

(iii) Can the board clarify on the roles of Mr Tan Pong Tyea (as executive
chairman and CEO) and Mr Cai Wenxing (as executive director)? What is
the separation of roles and responsibilities between Mr Tan and Mr Cai?

(iv) Following the partial sale of CH Offshore, would there be as re-organisation
or a further streamlining of the group’s operations?

(v)  For the benefit of both new and shareholders, can the board provide an
overview and an update of the group’s operations, i.e. the marine division,
the oilfield and drilling services division, the oilfield projects division and
the resources division? Please provide the utilisation rates, the order
book, pipeline projects, opportunities and management’s priorities in the
coming 6-18 months. Has the gradual increase in oil prices led to more
business enquires and a potential pick-up in business activities?

2. As disclosed in Note 9(a) (page 88 - Assets held for sale), on 26 July 2018, the group
entered into a sale and purchase agreement with BT Investment Pte. Ltd., a wholly-owned
subsidiary of Baker Technology Limited, in relation to the sale of 217,800,000 shares
representing 30.90% of equity interest in CH Offshore Ltd (“CHO”) for a total consideration
of $$25,047,000. Upon the completion of the disposal, the group’s interest in CHO will be
reduced from 64.91% to 34.01%, and accordingly CHO ceased to be a subsidiary and will
be accounted as an associate of the group.

(i) Can management help shareholders understand the new arrangement, if
any, in the day-to-day running and the strategic management of CHO

following the partial sale?

(ii) Whatis the rationale of retaining a 34% stake in CHO?
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The group increased its CH Offshore stake in a takeover in February 2015 at a sweetened
price of 55 cents per share, increasing from the initial offer price of 49.5 cents per share.
Following the close of the offer, the group’s stake increased to 86.7% from 29.1%
previously, making CHO a subsidiary.

(iii)

(iv)

)

With the benefit of hindsight, can management help shareholders
understand its investment thesis for the acquisition and the projections
that were slow to materialise?

Has the board reviewed the group’s risk management framework? What
changes have been made to help the board improve its ability to identify
areas of business risks and to quantify them appropriately?

Will the board consider a review of the group’s capital risk management
and consider setting an internal limit to the group’s gearing ratio that
would allow the group to achieve sustainable growth through the business
cycle?

3. Would the board elaborate further on the other governance practices of the group?
Specifically:

()

(ii)

Board composition: With the cessation of Mr. Lim Kuan Meng on 1 November
2017, all three board committees had just two members. The board has stated
that it is aware of the requirement of the Code of Corporate Governance for the
board committees to consist of at least three members where (i) all of them
must be non-executive directors; and (ii) a majority of them must be
independent directors. The company explained that it has been looking for a
suitable candidate to be appointed as the third independent director but the
board has not been able to find one. Has the nominating committee (NC)
reviewed the overall desired competency matrix of the board and
identified any gaps in skills or competencies that could be addressed in
future director appointments? Can the NC elaborate in greater detail the
search and nomination process for directors, especially independent
directors? Would the NC be widening its reach and leverage a professional
search firm to find a director who is of a right fit for the board? Can the NC
provide shareholders with a timeline for the appointment of an additional
independent director?

Alternate directors: Guideline 4.5 of the 2012 Code of Corporate Governance
(CG Code) states that boards should generally avoid approving the appointment
of alternate directors. Alternate directors should only be appointed for limited
periods in exceptional cases such as when a director has a medical emergency.
The CG Code further recommends that alternate directors be appointed for
limited periods only. Can the board help shareholders understand the
rationale for the appointments of Ms Tan Sooh Whye and Ms Cai Wenting
as alternate directors since July 2006?



Securities Investors Association (Singapore)

7 Maxwell Road #05-03 MND Building Annexe B Singapore 069111

Tel: (65) 6227 2683 Fax: (65) 6220 6614

Email: admin@sias.org.sg www.sias.org.sg

v UEN No: S99550111B

(iii)

(iv)
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Attendance of directors: In the table showing the attendance of the directors at
board and board committee meetings (page 18), Mr Cai Wenxin (with Ms Cai
Wenting as alternate director) attended 2 out of 5 board meetings. Can the
company help shareholders understand how many meetings were
attended by Mr Cai and how many by Ms Cai? How can the company, the
company secretary and the directors improve the scheduling of board
meetings so that the attendance of all directors can be improved?

Remuneration of alternate directors: In addition, both alternate directors
received between 6-7% as bonuses in their remuneration package. Would the
remuneration committee (RC) help shareholders understand the reason
for the bonus?

2018 Code of Corporate Governance: Mr Lien Kait Long was first appointed to
the board in October 2004. At the 14th Annual General Meeting scheduled to be
held on 30 October 2018, Mr Lien, being a director who retires by rotation
pursuant to Article 115 of the Constitution of the company, is seeking his re-
election. In August 2018, the Monetary Authority of Singapore issued a revised
Code of Corporate Governance (“2018 Code”). As a consequence of the revised
2018 Code, the Singapore Exchange will be making amendments to its Listing
Rules. The Listing Rule changes will come into effect on 1 January 2019, except
for the rules on the 9-year tenure for independent directors and the requirement
for independent directors to comprise one-third of the board which come into
effect on 1 January 2022. Under the revised Listing Rules, the term of an
independent director will be limited to nine years after which the long tenured
directors will be subject to a two-tier vote by shareholders. Has the company
evaluated the impact of the 2018 Code and the amendments to the Listing
Rules on the board?

A copy of the questions for the Annual Report for the financial year ended 30 June 2017
could be found here:

https://sias.org.sg/qa-on-annual-reports/?company=Falcon%20Energy%20Group%20Ltd

The company’s response could be found here: -----




