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PCCS GROUP BERHAD

Company No. 199301026191 (280929-K)
26 August 2024

MINORITY SHAREHOLDERS WATCH GROUP
Level 23, Unit 23-2, Menara AlA Sentra

No. 30, Jalan Sultan Ismail

50250 Kuala Lumpur

Dear Management Team,

Re: 30" Annual General Meeting (AGM) of PCCS Group Berhad (“PCCS’ or “the Group”)
to be held on Monday, 26" August 2024

On behalf of my esteemed Board of Directors, | express my heartfelt gratitude and hereby
extend our prompt response to your esteemed letter dated 19 August 2024.The answersare
graciously provided below for your kind perusal.

Operational & Financial Matters

1. In FY2024, theappard division, operating in China and Cambodia, gener ated
RM 367.81 million in revenue, down 19.58% from FY 2023, primarily dueto reduced
sales from Hong Kong apparel divison (page 24 of Annual Report (AR) 2024).

a) Given thesignificant drop in the apparel division’srevenuerelativeto the
Group’srevenue, please provide a year-on-year sales breakdown by market for
the apparel division.

FYE 2024 | FYE 2023 | Difference
(RM’000) | (RM’000) | (RM’000)
Cambodia 27,740 20,780 6,960
The People’ s Republic of 157,997 190,185 (32,188)
China
Hong Kong 182,074 246,457 (64,383)
Total 367,811 457,422 (89,611)

b) DoesHong Kong'smarket contributethe most to the apparel division’s profit
marginsuntil therecent drop in salesin this market caused aflattish effect on the
apparé divison’sprofitable performance of RM 4.9 million?

The statement standstrue, indeed.
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What factors contributed to the sharp declinein Hong Kong' s apparel sales,
affecting the appard divison and Group’soverall revenues? Wasthe downturn
for Hong Kong appar el division expected to continue, or isit viewed as a one-time
occurrence?

The significant downturn in Hong Kong's apparel sales can primarily be
attributed to areduction in ordersfrom buyers, precipitating a substantial
declinein the divison'srevenue. However, it iscrucial to acknowledgethat this
setback isexpected to betemporary asthe buyerswere depleting excessive stocks
duetothelingering impact of the pandemicin recent yearsrather than indicative
of aprolonged trend.

What isthe outlook for the Hong Kong appard market, and what strategiesare
planned to boost sales specifically for this market?

Theoutlook for thefirst half of the global consumers market ishighly promising,
as evidenced by numerous prominent market reports. Thisbodeswell for our
Hong Kong appare market, which has a significant boom potential. The sales
division in Hong Kong exports garmentsto various parts of the world, excepting
inner China. There are clear indications of recovery and global market
momentum during thefirst quarter of the new financial year. To drive sales
growth, we areimplementing arange of strategicinitiatives. Firstly, weaim to
enhance client engagement by fortifying relationships with existing clients and
attracting new ones through per sonalized interactions and exceptional service.
Additionally, assertive marketing strategies and revitalized sales efforts will be
deployed toreinstate previous sales levels and achieve further expansion in the
current quarter.

In addition to the strategic initiatives, we are also investing in upgrading
equipment and manufacturing facilitiesto stay ahead of industry trends and
consumer preferencesin new financial year. By staying up to date with the latest
fashion styles and technologies, we can offer our clientsinnovative products that
meet their evolving needs.

Furthermore, we are expanding our distribution channels by partnering with
onlineretailersand exploring new marketsboth domestically and internationally.
Thiswill allow usto reach awider audience and increase brand awar eness.

To ensure sustainable growth, we are also prioritizing sustainability practices
throughout our supply chain. We believe that responsble sourcing and
production methods not only benefit the environment but also contributeto long-
term profitability.
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In FY 2024, the credit financing division’s (which specializesin providing loansfor
preowned automobiles) revenue rose by 68.48% to RM 9.3 million, driven by higher
interest income. PAT grew 94.68% to RM 1.83million despiteincreased impair ment
allowancesresulting from the weakened debt servicing capacity of certain customer
segments. Thisled to a higher credit loss charge/net credit cost on average lease
receivables of 9.85% as opposed to 6.23% recorded in FY 2023 (page 24 of AR2024).

a)

b)

Which customer segments experienced weakened debt servicing capacity? Has
the Group seen improvement in these customers debt servicing ability? How are
borrowers repayment behavioursin thefirst three months of FY2025?

The B40 group (representing households with an income below RM 4,850 in
Malaysia) isfurther categorized into four sub-groupsbased on their income
range: Household Group. These borrower s face weakened debt servicing capacity
due to susceptibility to macroeconomic policiesand changes such as policy
interest rate hikes, natural disasterslikefloods, job security concerns, etc.
Additionally, some of them lack financial literacy which can lead to poor
individual financial planning or alack of discipline resulting in delayed scheduled
instalment payments. Regarding repayment behavioursin thefirst three months
of FY 2025, they align closely with the Company's existing business model and
risk appetite.

What isthe total loan portfolio size for preowned automobilesloansin the
Malaysian market? What per centage of thetotal preowned automobile loan
mar ket doesthe Group’scredit financing division currently serve?
Thereisadearth of comprehensive online information regarding the rather
fragmented used-car market. The available data encompasses statistics provided
by Moror Intelligence, an India-based market research company.

Quoting Datuk Tony Khor Chong Boon, president of the Federation of Motor
and Credit Companies Associations of Malaysia, ascited in an article published
by The Edge on March 5th, 2024, Mordor Inteligence highlights that between
January and May 2021, a staggering 347,000 used carswere sold—a figure
seemingly on par with the new car market in terms of volume. Furthermore, it
assertsthat Malaysia's used-car market was valued at US$25.14 billion during
that year and isprojected to reach US$35.25 billion by 2027—an impressive
compound annual growth rate (CAGR) of 5.4%. Another India-based market
resear ch firm named K en Resear ch anticipates even more aggressive growth for
the market at a CAGR of 8.5% from 2022 to 2027. Additionally, it emphasizes
that the most sought-after price point for used carsfalls below RM 30,000 while
Perodua, Proton Honda Toyota ,and Nissan emerge asthe most popular brands
in thisdomain. As such, the Group's credit financing division currently servesa
clientele not yet worth mentioning.
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In FY 2024, the other segment’srevenueroseto RMO0.73 million, a 48.98% increase
driven by medical devices sales. However, a Loss After Tax of RM5.15 million was
reported, worsened by lower dividendsreceived from subsidiariesin the investment
holding company and high development costs, amounting to RM 3.8 million, incurred
at the Singapor e-based medical company, coupled with insufficient turnover to cover
operational costs (page 24 of AR 2024).

a)

b)

What isthe name of the Singapor e-based medical company and who are on the
leader ship team of the company, and what istheir experiencein theindustry?
The Singapore-based medical company, La Prima Medicare Pte. Ltd, specializes
in thetrading of medical devices and conductsresearch & development in
Singapore. Theteam comprises experienced Malaysianswith over 20 year s of
expertisein thisfield. Additionally, one team member isaformer general
manager of Biosensors|International Group, Ltd. in Malaysia, while another was
previously a senior executive at St. Jude Medical and currently servesasour
Regional Regulatory Affairs Manager. Theteam isled by the distinguished Mr.
Gan Chee Eng, whose illustrious background as a former top executive at Amway
Asialendsinvaluable expertise to thetable. Furthermore, the Resear ch and
Development project in Singaporeis spearheaded by Cor porate Controller, Dr.
Tang Lai Huat.

What sgnificant deve opment occurred in the Snhgapor e-based medical company? Please
provide the breakdown of the RM 3.8 million spent on the company.

Our medical device segment has expanded to Malaysia, Indonesia, the Philippines, and
Thailand, resulting in a modest increase in sales over the past few months Regarding the
RM 3.8 million spent made by the company, apart from the ordinary operating loss
incurred, a ggnificant portion was primarily attributed to one-time expensesreated to
resear ch and development dueto restructuring of strategic partner participation. This
situation hasled to an accounting predicament whereit ischallenging to recognize these
expenditures asintangible assets accor ding to accounting treatments. Although these
expenses areimmediately recognized in our Profit & Loss statement, it isimportant to
notethat the valuableintdligence and new scientific or technical knowledge acquired
during thisprocessremains within our company's possession. Furthermore, if this
project eventually achievesits set goals successfully, we still have the opportunity for
patenting these technical knowledges and intdligence.

Please explain how additional distributors can expedite the development process.
Appointing theright distributorsiscrucial in expediting the development process, asthey
possess the ability to strategically target hospitals and accounts for product deployment.
Moreover, they play a pivotal rolein establishing direct connectionswith medical
practitioners, facilitating immediate feedback on regulatory changes. By doing so, we
effectively mitigate risks associated with stock possession and exposure to commer cial
frauds or unauthorized product usage by end-users. Additionally, thesedistributorsare
ingrumental in addressing one of themost critical challengesfaced by our industry -
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ensuring regulatory compliance through dbtaining local authorized licensesfor salesor
internationally recognized certifications such asFDA or CE marking.

d) What specific steps are being taken to increase turnover ? Can we expect a
turnaround for thisdivison in the next fiscal years?
Steps are going to be taken are expand thereevant product range aswell as
recruit more capable per sonnels from the industry to quickly open the market
and nicheinto thedistribution channels aswell as deep cultivation of the
channels; Starting amedical business can be both exhilarating and demanding,
particularly when it comesto the development of novel devices. The process of
bringing a product to market in thisfield can span anywherefrom 5to 15 years,
contingent upon theintricacy of the device or pharmaceutical compound. Amidst
periods of economic recession, this presentsan even more formidable challenge
for enterprises operating within the medical industry. They are confronted with a
daunting decision: should they disregard therecessionary climate and assume
that it will have disspated by thetimetheir product reachesfruition? Or should
they temporarily suspend resear ch and development (R& D) until thereisgreater
clarity regarding prevailing economic conditions?
This predicament arises dueto recessions exerting significant influence on
consumer spending patterns and healthcare budgets. It becomesimperative for
companiesto meticulously evaluate whether allocating resourcestowards R& D
during uncertain economic timesisfinancially feasible or if it would be prudent
to await mor e stable circumstances. On one hand, disregar ding the recession may
result in missed opportunities as competitor s might persistently pursue their
R& D endeavour s unabatedly, potentially gaining an advantageous position once
mar ket conditionsimprove. On the other hand, halting R& D efforts could lead to
delaysin introducing innovative productsto patients who stand to benefit from
them.
Striking a balance amidst these factor s necessitates thoughtful consider ation and
strategic planning. Companies must assess various facets such asfinancial
stability, projections of market demand, regulatory requisites, and potential
collaborations befor e making informed decisions about continuing or pausing
their R&D activities.
Condgdering these challenges, the Group has devised a strategic plan to 1. Swiftly
achieve profitability in our trading business; 2. Ensurethat each individual R& D
project attains significant milestones or progresswithin the designated timeline,
enabling usto secure financing from the market and sustain these projectsuntil
scientific advancementstransform into marketable technologies.

4. Theinventoriesgrew by doubledigits, specifically 81.3% year over year, increasing
from RM58.4 million to RM 105.9 million in FY 2024 (page 124 of AR2024).



What do those inventories comprise? Will there be any write down or write off
inventories? What are the Group plansto optimize inventory management?
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2024 2023 Difference | Growth
(RM’000) | (RM’'000) | (RM’000) %
Raw materials 77,755 43,159 34,596 72.92
Work-in- 7,641 5,268 2,373 5.00
progress
Finished goods 20,537 10,059 10,478 22.08
Total 105,933 58,486 47,447 100.00

Thesurgein inventories, which experienced a remarkable 81.3% year-on-year
growth from RM58.4 million to RM 105.9 million in FY 2024, predominantly consists
of raw materials. As stated on page 156 of AR2024, an impressive 72.92% of this
inventory increase can be attributed to the procurement of raw materialsaimed at
meeting the upcoming surgein ordersfor our esteemed Appare segment.

Given that the expansion of inventory isdirectly linked to thissurgein orders, we do
not anticipate any significant write-downsor write-offs. Our vigilant inventory
management practices ensur e that purchases are closely aligned with cusomer
ordersand material consumption requirements. We consistently strive towards
optimizing inventory management by aligning raw material procurement with actual
order demands, ther eby minimizing therisk associated with excessive or obsolete
inventory.

Sustainability Matters

1. ThePCCS statement summarisestheir sustainable performancefor FY 2024 across

multiple Asian locations. The disclosuresfocus on two entities: the Apparel
Manufacturing Facilitiesat SGL in Suzhou, China, and WHD in Phnom Penh,
Cambodia (page 54 of AR 2024).

a) Why arethedisclosuresfocused only on these two appare manufacturing
facilitieswhen the Group also hasfacilitiesin Shandong, China, and Beauty Silk
Screen in Cambodia?

The disclosures primarily focus on these two appar e manufacturing facilities due
to their relatively substantial turnover, accounting for over 20% of the Group's
total revenue. Whilethe Group also operatesfacilitiesin Shandong, China, and
Beauty Silk Screen in Cambodia, their contributions are comparatively less
significant within the broader scope of financial disclosures.
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b) What isthe utilization ratefor each of the facilitiesaswell asthe financial

contribution of each facility to the Group’srevenue? Has the Group optimized
the land utilization at the Shandong factory, as mentioned in the last AGM ?

We have effectively utilized each manufacturing facility; however, the Group has
yet to optimize land utilization at the Shandong factory dueto the challenging
recruitment of sewers. Thisisprimarily because most local citizens are engaged in
their own agricultural lands. The management is planning toinnovate
recruitment strategies and salaries package, such asimplementing different
working hours systems.

Please provide a comprehensive sustainable performance disclosure for those
facilitiesnot covered in the current statement in the following annual report.
Facilities not covered in the current statement areregrettably unavailable for
immediate access due to certain commercial consraints, but shareholders can
rest assured that PCCS primarily engages with prominent and renowned

inter national buyers. Our proven track record of securing an endless stream of
ordersisattributed to our unwavering commitment to Environmental, Social and
Governance (ESG) principles, aswell asalignment with our buyers sustainability
framework.

2. The Group consumed 90% of recycled materialsfor garment production at Wan He
Da Manufacturing Company Limited (WHD) (page 56 of AR2024).

a)

b)

What arethe adoption rates of these eco-friendly options among consumer s?
Which demogr aphic segments areinclined to pur chase sustainable and innovative
products?

Our consumers consistently advocate for eco-friendly options, resultingin a
steadfast preference for sustainable and innovative products thr oughout our
entire cussomer base. However, it should be noted that there areinstanceswhere
certain raw materials are not availablein recycled form.

With the shift towar ds sustainable materials, hasthe Group experienced a
significant risein raw material costs? How isthisbeing mitigated to ensure
product profitability for the Group and affordability for customers?

Yes, we have witnessed a surge in raw material costs as a consequence of the
transition towar ds sustainable materials. In order to counterbalance this impact
and uphold product profitability while ensuring affordability for our valued
customers, we concentrate on waste reduction throughout the production process
and procure the most cost-efficient and compatible raw materials. Furthermore,
our well-established partnershipsand resilient supply chain empower usto secure
competitive pricing and deliver top-notch products.
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c¢) DoesWHD stand alonein developing products using sustainable materials within
the apparel manufacturing industry? Is there an intention to adopt thispractice
across other manufacturing sites, and if so, what is the anticipated timeline for
thisexpansion?
WHD isnot alonein spearheading the pioneering utilization of sustainable
materials within the appard manufacturing industry. The additional infor mation
remains consistent with that stated above 1 (c).

. The Group has outlined two environmental sustainability targetsfor PCCS
Garments (Suzhou) Limited (SGL) as below.

What arethe main reasonsor challengesfor SGL to fail to achievethetarget?
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The primary obstacles encountered by SGL in attaining its environmental
sustainability objectives are asfollows: Escalated Electricity Usage: Numerous
factor s have contributed to the upsurgein electricity consumption. These encompass
asurgein ordersfor the heat sublimation department, resulting in heightened
utilization of high-power press machines, augmented operational demands on the
finishing depar tment's equipment due to additional ironing orders; and a substantial
increasein the usage of electric boilers. Furthermore, departmentsthat previously
lacked air conditioning, such asthe cutting department, have had to lease two 20hp
air conditionersfor the summer season owing to unusually elevated temperatures
compared to previous years. Reduction of Water Consumption Intendity: The
targeted reduction in water consumption of 3% was not achieved and instead only
amounted to a mere 0.3% dueto an underground water pipeleakageissue. The
investigation into thismatter proved time-consuming, with theleak being identified
only in May 2024.

Regarding environment and ener gy conservation, what arethe Group’s plan and
targetsfor carbon neutrality, reducing greenhouse gas emissions, and using
renewable energy?

Our Group isdedicated to integrating environmental and energy conservation
principlesinto our operations. While our primary focus remains on generating
profits and achieving cost savingsto deliver substantial returnsto our shareholders,
we acknowledge the critical importance of carbon neutrality and reducing
greenhouse gas emissions. We ar e actively wor king towar ds aligning our economic
obj ectives with sustainability goals by incor porating renewable ener gy sour ces and
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implementing strategies to minimize our carbon footprint. Detailed information
regarding our strategies and initiatives can be found in our sustainability report,
which outlinesour commitment to attaining significant environmental benefitswhile
maintaining robust economic performance.

Corporate Governance Matters

1. Thesalariesand other emolumentsof Mr. Chan Chow Tek, a hon-independent non-
executive director, amounted to RM620.4 thousand in FY 2024, which is significantly
higher than those of other non-executive directors.

Additionally, below isthe historical data on Mr. Chan’s salaries and other
emoluments, which are consstently high throughout the yearsfrom 2021, even after
hisredesignation to Non-Independent Non-Executive Director in November 2020

Salaries and other emoluments (RM’ 000) 2020* | 2021 | 2022 | 2023 | 2024
Chan Chow Tek 640 | 583 |588.3 | 608.4 | 620.4

IsMr. Chan Chow Tek still leading the Group’s marketing activities and responsible
for the development and growth of the garment business despite being redesignated
from Executive Director to Non-Independent Non-Executive Director in November
20207?

Please explain therationalesfor the salaries and other emoluments payments of Mr.
Chan Chow Tek, which amounted to RM 620.4 thousand in FY 2024, notably greater
than that of other non-executive directors.

M ost importantly, he continues to embody the persona of PCCS (Hong Kong)

Limited'sambassador to all esteemed customers. In the past, he dedicated
consider abletime and effort in personally attending to the diversetravel
requirements and well-being of individual clients. However, currently hisis not
involved in the day-to-day operations and strategic decisons of our conglomer ate.
Thisapproach enhances our credibility and ensures a seamlesstransition for our
valued clientele. Nonetheless, we have alr eady devised a more comprehensive
succession plan.

2. TheBoard hasnot adopted Practice 5.2 of the Malaysian Code on Cor porate
Governance (MCCG), which statesthat at least half of the board comprises
independent directors. For large companies, the board comprises most independent
directors.

The Board currently conssts of eight (8) members, comprisng one (1) Senior
Independent Non-Executive Chairman, one (1) Group Managing Director, one (1)
Executive Director, three (3) Non-Independent Non-Executive Director s and two (2)
Independent Non-Executive Director (page 30 of Corporate Governance (CG) Report
2023).
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Guidance 5.2 of the MCCG highlightsthat a board comprising most independent
directorsallowsfor more effective management over sight.

What criteria are being used to evaluate the effectiveness of the current Independent
Directors, and how will thisimpact the selection of new candidates?

The classification of independenceislimited to non-executive directors exclusively,
excluding worker directors. Furthermore, any individual who hasor had a
significant businessredationship with the company in the past three years, either
directly or indirectly through another entity, would not be considered independent.
Thiscriterion encompasses individuals possessing industry knowledge, financial
acumen, strategic planning capabilities, legal expertise, and leader ship sKills.
Distinguished board membersexhibit critical thinking abilities and make well-
informed decisons while providing effective oversight. The evaluation of
Independent Directors performanceis conducted by the entire Board of Directors
(excluding the Director under assessment) through self-assessments. Each director
independently completes a questionnair e evaluating the board's processes,
effectiveness, and their own contributions. Although this allowsfor introspection, it
also carriestherisk of inherent biases when directorsrate themselves. M or eover,
based on this evaluation process, it will be determined whether to extend or continue
an appointment.

Have the Board found suitable candidates to be appointed as the additional
independent Non-Executive Directors? What are the qualifications and experience
theBoard is seeking in a potential independent Director ?
Duetothelimitationsimposed by our availableresourcesand internal strategies, we
are currently inclined towards maintaining the existing structurefor at least the
upcoming fiscal year.

. The Board has not adopted Practice 5.9 of the MCCG which states that the board
comprises at least 30% women directors.

Asof 31 March 2024, the Group hastwo female Directorsout of 8 Directors,
representing 25% femalerepresentation on the Board (page 42 of Corporate
Governance (CG) Report 2023).

At the Group’ s 29" AGM, the management/boar d stated that thereisno exact

timelinefor adopting this practice but mentioned that efforts are underway to
achieve this obj ective as soon as possible.
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What stepshasthe Board taken to addressthe shortfall and meet the recommended
per centage of women director s?

We recommend sour cing candidates from organisations such asthe 30% Club
Malaysia and the Institute of Corporate Directors Malaysia (ICDM).

The current gender representation on our Board, with only two female Director’s
accounting for just 24% of the entire Board, leaves room for improvement. Thisfalls
short of therecommended benchmark set out in Practice 5.9 of the MCCG, which
emphasizes the significance of substantial women representation. Although we are
diligently griving to addressthismatter and continuously identifying highly suitable
female candidatesfor an imminent Director rolewithin our esteemed Group, the
provision of additional consideration shall remain consistent with that stated above
in question 2. Our aim isto enhance diversity and ensure a mor e balanced
representation on our esteemed Board.

Sincerely yours,

Dr. Tang La Huat
Mabile # +6012 7940574
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