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PLANTATIONS Overweight

KL PLANTATION INDEX
7.200 A Super-Cycle for the Palm Oil Industry

7,000

The palm oil industry witnessed an unprecedented super-cycle with CPO

6,800

6,600 futures topping RM6,000/mt yesterday for the first time. We turn bullish on
6.400 the sector as we expect a strong earnings trajectory for the plantation
' companies. We think CPO prices will remain strong in the first half of 2022
6.200 given the tight global vegetable oil supplies and also supply constraint for
6,000 palm oil in the top two producing countries. Hence, we revise up our CPO
5,800 price assumption from RM3,500/mt to RM4,300/mt and RM3,800/mt for
5,600 2022 and 2023, respectively. Our preferred exposures are Sarawak

Aug-21 Sep-21 Oct21 Nov-21 Dec-21 Jan-22 Feb-22 Plantation and Ta Ann as we believe they can fully capture the current CPO

price rally. Upgrade from Neutral to Overweight for the sector.
SECTOR PERFORMANCE

§ Tightening supply ahead of Ramadan celebration. Malaysian palm oil
Absolute Returns i";‘ f'\g g'\g industry started off 2022 with low carry-over stocks, standing at 1.61m mt.

: : ’ As 1H is the seasonal low production period coupled with the growing
demand ahead of the Hari Ramadan festive period, palm oil inventory is

expected to remain tight in the near-term.
RECOMMENDATION TABLE

§ Prefer pure upstream players in Malaysia. Following our upward CPO

Current  Target  Upside price revision, we raise our FY22-24 EPS forecast by 25%-65% for the

(RM) (RM) (%) Call plantation companies under our coverage. Our top picks are Malaysian
upstream players, namely, Sarawak Plantation and Ta Ann as their

AR L Sos o N recorded CPO prices are more reflective of the current CPO prices in
10l 433 4.67 79 N Malaysia given that they are not subject to the steep discount in
KLK 26.60 31.05 16.7 o Indonesia and majority of their CPO sales based on spot pricing.
SPB 2.84 4.27 50.4 o]
SIMEPLT 4.91 5.09 3.7 N . . .
Ta Ann 4.77 5.96 24.9 o} § Raising CPO price forecasts. In view of the stronger-than-expected
TSH 1.34 1.81 35.1 ¢ CPO price performance, we revise up our 2022 CPO price forecast from

RM3,500/mt to RM4,300/mt. For 2023, we raise our CPO price forecast
from RM3,500/mt to RM3,800/mt. We think CPO price will remain strong
in the 1H of 2022. Thereafter, CPO prices should ease as we expect
production to increase when the foreign workers start returning to
Malaysia.
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FINANCIAL SUMMMARY

chi‘; ®W miccap  EPS(sen)  FPS &fwm PIE (x) P/B (x) ROE (%) \E():Z;ge(%
Company (RMm) 2022F 2023F 2022F 2023F 2022F 2023F 2022F 2023F 2022F 2023F 2022F 2023F
FGV 175 63844 133 124 100 -67 132 141 13 13 244 131 38 35
Genting Plantations 850 7.6245 506 465 41 -81 168 183 15 14 86 70 38 34
0l Corp 433 27,2007 301 245 350 -188 144 177 33 31 142 127 35 28
KL Kepong 26.60 283290 2098 1722 338 -17.9 127 154 22 21 116 102 38 3.8
Sarawak Plantation 284 7924 357 284 88 200 80 100 11 10 144 106 35 35
Sime Darby Plantations 491 33,8004 296 255 100 -138 166 193 18 18 128 89 31 27
Ta Ann 477 21207 568 420 82 260 84 114 12 11 143 92 21 21
TSH Resources 134 18505 140 120 140 ~-143 96 112 10 10 118 79 08 08

Source: Public Invest Research estimates
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§ Supply limit by Indonesia. Indonesia has imposed a new rule that makes it
mandatory for local palm oil producers to sell 20% of their output to domestic
refiners at fixed prices. The Domestic Market Obligation requirement comes as the
global largest palm oil producer is in a bid to curb a rise in domestic cooking oll
prices that have climbed about 40% YoY. Indonesian authorities have imposed a
mandate, which requires 20% of the palm oil exports to be sold domestically at a
price ceiling of 9,300 rupiah (USDO0.65)/kg for CPO and 10,300 rupiah (USDO0.72)/kg
for palm olein. The capped prices will see palm oil products to be sold domestically

Supply constraint from Indonesia is at steep discounts of RM2,715/mt for CPO and RM3,024/mt for palm olein. It is
causing a steeper discount to worth noting that Malaysian CPO and palm olein prices currently stand at
Malaysian CPO prices RM5,700/mt and RM5,717/mt, respectively. The trade ministry expects the new

policy to remain until cooking oil prices return to a stable condition like before. With
the new restrictive policy in place, there will be a cut in Indonesian palm oil exports
in the subsequent months as about 6.6m mt or 12% of palm oil supplies will be
wiped out from the global export markets. This should result in further tightening of
global palm oil supply, which is already affected by the lack of new planting activities
in recent years.

§ No sign of incoming foreign workers. Though Malaysian government has agreed
to bring in 32,000 foreign plantation workers to ease the acute worker shortage in
the harvesting field, our channel checks reveal that there are no signs of incoming
foreign workers. No Memorandum of Understanding has been signed till now
following the government-to-government talks. Several articles highlighted that there
are some technical issues with regards to the minimum wage policy, related costs,
new standard operating procedure and visa issue as well. There is approximately

Worker shortage issue continue 5.8ha of palm oil plantations in Malaysia with a ratio of 1 worker to eight ha, which

plaguing the production in Malaysia means the labour-intensive sector requires about 725k workers. There have not
been any intakes since March 2020 and we estimate the present shortage would
have ballooned to 90k-100k level.

§ Expecting a slight increase in production. Malaysian Palm Oil Board expects
CPO production to improve 4.9% this year to 19m mt from 18.12 mt recorded in
2021, while stocks are projected to pick up 23.4% to 1.95m mt vs 1.58m mt last
year. Meanwhile, Malaysian palm oil exports are expected to increase by 9.3% YoY
to 17m mt this year from 15.56m mt previously. For Indonesia, palm oil production is
expected to rise from 51.3m mt to 53.8m mt this year. Indonesian Palm Oil
Association estimates the Indonesian palm oil exports would drop by 1m or 3% to

Low single-digit FFB production 33.2m mt this year, as domestic consumption increases, which is expected to rise
growth from the top two producing 12% this year to 20.6m mt (biodiesel mandate: 8.8m mt, domestic demand for
countries cooking oil: 8m mt (5.7 kiloliters).

§ A steep increase in minimum wage by year-end. Malaysia’s Human Resources
Minister, Datuk Seri Saravanan Murugan recently said that the minimum wage is
expected to increase from the current of RM1,200/mth to RM1,500/mth by the end
of the year. That is a steep growth of 25%. We believe that the labour-intensive
palm oil sector is unlikely to experience significant financial impact as more than
75% of the industry workers are already earning above the proposed minimum
wage. Labour cost normally makes up about 20%-30% of the total operating costs
but we expect an increase of only 5%-7% in the labour cost upon the
implementation of the proposed minimum wage.

§ Indonesian production growth is slowing down. The Indonesian government is
expected to find a balance between the new planting activities and environmental
issues. Without further new planting in the last 6 years and no replanting activities in
a sizeable development, Indonesian palm oil production is expected to see negative
growth in 2023, the first decline in a decade. (refer to Figure 8 and Figure 9)
Meanwhile, the domestic demand has been picking up, led by higher demand for
cooking oil and an increase in biodiesel mandate. The slowdown in palm olil
production coupled with the rising demand has put tremendous pressure on the
palm oil stockpiles in the largest producing country as it is facing supply constraint.
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§ A new base for the CPO prices. The 10-year average for the CPO price is
RM2,742/mt, which is far from the current level of RM5,951/mt. Due to the massive
jump in agricultural related expenses (wages, fertilizer and pesticide), we believe
CPO prices are heading to a higher base, led by cost-pushed inflation factor as
breakeven level for the CPO price will inch higher going forward. Based on our
analysis, RM1,800/mt was the near breakeven level in the past. Given the rising
costs, RM2,200-2,400/mt would be the new breakeven level in the future. This
would also indirectly push up the long-term average to around RM3,000/mt, which is
the psychological level for CPO prices.

Cost-pushed inflation factor driving
up the CPO base

§ A tale of two halves. We expect stronger CPO performance in the 1H before
seeing softer level for the CPO prices. We forecast CPO price average of
RM5,000/mt for the first 5 months before retracing to RM4,000/mt level in the 2H as
production starts recovering. The returning of the foreign workers could play a wild
card in Malaysian inventories as the prolonged worker shortage issue could
continue dragging down the production in Malaysia.

Figure 1: Correlation for KLCI Plantation vs MPOB CPO Price
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Source: Bloomberg, Publicinvest Research

Figure 2: Emergence of La Nina
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Figure 3: Closing Stocks vs CPO Prices
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Figure 4: Malaysia’s Palm Qil Export Performance
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level in Indonesia and Malaysia
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Figure 6: Indonesian CPO prices
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Source: Companies, Publiclnvest Research

Figure 7: Biodiesel Spread
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Figure 8: Indonesia’s CPO Supply Outlook
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Figure 9: Projected New Planting Area in Indonesia

Small production growth going
forward due to lack of new
plantings and sizeable replanting
activities

Source: Directorate General of Estate Crop (2012-2016), POC2017

Figure 10: South America Soybean Production
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YTD, CPO futures rose 19% to
RM5,588/mt

CPO’s discount to soybean oil
prices has expanded to
USD166/mt, the widest level in 5
months

Figure 11: CPO Futures
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Figure 12: soybean Oil Price’s Premium Over CPO Price
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Figure 13: CPO Price Forecasts

Malaysia 2019 2020A | 2021A | 2022F 2023F
Old Forecast 2,128 2,781 4,429 2,500 2,500
CPO Forecast
(RM/mt) 2,128 2,781 4,429 4,300 3,800
Exchange 414 4.15 4.15 4.15 415
CPO Forecast
(USD/mt) 514 670 1,067 1,036 916
Company el GENP | IOICorp | KLK | Sarawak Sime TSH Ta Ann
Plantation | Darby |Resources
Plant
Financial Year Dec Dec June Sept Sept Dec Dec Dec
FY22 Average | 4,300 4,300 4,350 4,350 4300 4300 4,300 4,300
CPO price
assumption
(RMimt)
FY23 Average | 3,800 3,800 4,050 3,950 3,800 3,800 3,800 3,800
CPO price
assumption
(RM/mt)

Source: MPOB, Publicinvest Research

Figure 14: Earnings sensitivity of companies to changes in CPO prices
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Figure 15: Change of Target Price
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for FY22
GENP Neutral Neutral plantation 8.23 9.02
earnings
SOP-based, 20x
101 Corp Neutral Neutral (o FY23 4.29 4.67
plantation
earnings
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KLK Outperform ~ Outperform 10 FY22 25.11 31.05
plantation
earnings
15x for FY22
ggra:vak Outperform  Outperform  plantation 3.88 4.27
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Sime 20x for FY22
Darby Neutral Neutral plantation 4.12 5.09
Plant earnings
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Ta Ann Outperform  Outperform  for Fygz 411 596
plantation
earnings
16x for FY22
TSH Outperform  Outperform  plantation 1.60 1.68
earnings
Source: Companies, Bloomberg, Publiclnvest Research
Figure 16: Plantation Stock Performance YTD
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STOCKS

OUTPERFORM The stock return is expected to exceed a relevant benchmark’s total of 10% or higher over the next 12months.

NEUTRAL The stock return is expected to be within +/- 10% of a relevant benchmark’s return over the next 12 months.

UNDERPERFORM The stock return is expected to be below a relevant benchmark’s return by -10% over the next 12 months.

TRADING BUY The stock return is expected to exceed a relevant benchmark’s return by 5% or higher over the next 3 months but
the underlying fundamentals are not strong enough to warrant an Outperform call.

TRADING SELL The stock return is expected to be below a relevant benchmark’s return by -5% or more over the next 3 months.

NOT RATED The stock is not within regular research coverage.

SECTOR

OVERWEIGHT The sector is expected to outperform a relevant benchmark over the next 12 months.

NEUTRAL The sector is expected to perform in line with a relevant benchmark over the next 12 months.

UNDERWEIGHT The sector is expected to underperform a relevant benchmark over the next 12 months.

DISCLAIMER

This document has been prepared solely for information and private circulation only. It is for distribution under such circumstances as may be permitted by applicable
law. The information contained herein is prepared from data and sources believed to be reliable at the time of issue of this document. The views/opinions expressed
herein are subject to change without notice and solely reflects the personal views of the analyst(s) acting in his/her capacity as employee of Public Investment Bank
Berhad (“PIVB”). PIVB does not make any guarantee, representations or warranty neither expressed or implied nor accepts any responsibility or liability as to its
fairness liability adequacy, completeness or correctness of any such information and opinion contained herein. No reliance upon such statement or usage by the
addressee/anyone shall give rise to any claim/liability for loss of damage against PIVB, Public Bank Berhad, its affiliates and related companies, directors, officers,
connected persons/employees, associates or agents.

This document is not and should not be construed or considered as an offer, recommendation, invitation or a solicitation of an offer to purchase or subscribe or sell
any securities, related investments or financial instruments. Any recommendation in this document does not have regards to the specific investment objectives,
financial situation, risk profile and particular needs of any specific persons who receive it. We encourage the addressee of this document to independently evaluate
the merits of the information contained herein, consider their own investment objectives, financial situation, particular needs, risks and legal profiles, seek the advice
of their, amongst others, tax, accounting, legal, business professionals and financial advisers before participating in any transaction in respect of any of the securities
of the company(ies) covered in this document.

PIVB, Public Bank Berhad, our affiliates and related companies, directors, officers, connected persons/employees, associates or agents may own or have positions
in the securities of the company(ies) covered in this document or any securities related thereto and may from time to time add or dispose of, or may be materially
interested in, any such securities. Further PIVB, Public Bank Berhad, our affiliates and related companies, associates or agents do and/or seek to do business with
the company(ies) covered in this document and may from time to time act as market maker or have assumed an underwriting commitment in the securities of such
company(ies), may sell them or buy them from customers on a principal basis, may have or intend to accommodate credit facilities or other banking services and
may also perform or seek to perform investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such investment
advisory or other services from any entity mentioned in this document. The analyst(s) and associate analyst(s) principally responsible for the preparation of this
document may participate in the solicitation of businesses described aforesaid and would receive compensation based upon various factors, including the quality of
research, investor client feedback, stock pickings and performance of his/her recommendation and competitive factors. The analyst(s) and associate analyst(s) may
also receive compensation or benefit (including gift and company/issuer-sponsored and paid trips in line with the Bank’s policies) in executing his/her duties. Hence,
the addressee or any persons reviewing this document should be aware of the foregoing, amongst others, may give rise to real or potential conflicts of interest.
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