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Regional Plantations

Sharp drop in CPO price is
always disruptive

Watch out for default or deferment of deliveries

The recent sharp decline in CPO price can be rather disruptive to business.
There is also rising risk of default by buyers, or buyers seeking to defer
some shipments of higher priced palm oil locked in earlier. Positively, the
current CPO ASP is still above the industry’s average operating cost of
production estimated for FY22E at <MYR2,500/t. But the situation in
Indonesia is worrisome (although temporary) as domestic net CPO ASP was
last quoted at IDR8,000/kg (or MYR2,374/t on 24 June). We maintain our
NEUTRAL call on the sector. Preferred BUYs: KLK, 10l and BAL.

ID’s domestic CPO price approaching 2-year low

1M FCPO price fell -16% WoW to MYR4,798/t last Friday (-27% MTD-to-24
June or -MYR1,809/t). 1M FCPO has given back almost all of this year’s
CPO price gain. 1M FCPO has fallen 41% since hitting a high of MYR8,163/t
on 1 Mar. Positively, the price gaps between CPO and other vegetable oils
(namely soybean oil and rapeseed oil) have remained wide, lending some
support to CPO price - see Figs.1-4. While CPO price is attractive relative
to peers, the recent sharp decline in CPO price can be disruptive to
business as buyers may adopt a wait-and-see attitude hoping to catch even
lower prices considering Indonesia’s tanks are presently “overflowing”.
The situation in Indonesia (ID) seems dire judging from the recent sharp
decline in domestic CPO price that hit record -2-year low (Fig.5). Last
quoted price of MYR2,374/t (-14% YoY) is 40% below the price at the start
of the year in Indonesia, and at ~MYR2,421/t discount to Malaysian CPO
price. But we reckon this is temporary as domestic price should recover
quickly as soon as Indonesia’s stockpile normalizes.

POGO spread now favourable for discretionary

The recent drop in CPO price has rendered discretionary palm biodiesel
viable again as the POGO (ie palm oil -gas oil) spread is now favourable.
1M FCPO now trades at a USD212/t discount to gas oil price - Fig.6. The
last time POGO spread was favourable was back in 2018-19. Nonetheless,
it remains to be seen if this spread can be sustained long enough to help
stimulate the palm biodiesel demand in a meaningful way in the coming
weeks.

ID’s CPO price fast approaching cost of production

The industry’s average all-in operating cost of production (to customer)
for FY21 is estimated at ~MYR1,900/t (Fig.7). Even after factoring higher
fertilizer cost pressures in FY22E, we estimate the industry’s operating
cost to be less than MYR2,500/t. Given current global CPO price of above
MYR4,000/t, there are still good margins to be made but mostly for
Malaysia-based growers as Indonesia-based growers are presently hurt by
the burdensome export taxes (and domestic market obligation) and slow
issuance of export permits. The latest transacted price of IDR8,000/kg (or
MYR2,374/t on 24 June) is fast approaching breakeven costs of some
companies. Nonetheless, we believe Indonesia’s low net CPO prices is
temporary. Under normal circumstances, the net CPO price in Indonesia
would have been ~MYR1,000/t higher than current level.

Maybank
NEUTRAL ...,

Analyst

Ong Chee Ting, CA
(603) 2297 8678
ct.ong@maybank-ib.com

Regional CPO price forecast

Full year avg (FOB)

MDEX / MPOB prices:

3M CPO price (27 June)
YTD (27 June) 3M CPO ASP
YTD (27 June) spot CPO ASP

2022F 2023F
MYR/t MYR/t
5,000 3,400
4,922
5,884
6,353

Plantation stocks mentioned on cover page

Company BBG

ticker
MY listed
KL Kepong KLK Buy
101 Corp 101 Buy
SG listed
Bumitama BAL Buy

Rec Shrpx Tgt px

LCY LCY
22.36  30.90
3.78 4.87
0.65 0.98

Source: Maybank IBG Research

Terms used in this note:

ASP - Average Selling Price
BMD - Bursa Malaysia Derivative
CPO - Crude Palm Oil

FCPO - Futures Crude Palm Oil
FFB - Fresh fruit bunches

ID - Indonesia/ Indonesian
LCY - Local currency

mt - million tonnes

MTD - Month-to-date

MY - Malaysia/ Malaysian

PO - Palm Oil

t - tonne

WoW - Week-on-week
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Stock Bloomberg Mkt cap Rating Price TP Upside P/E (x) P/B (x) Div yld (%)
code (USD'm) (LC) (LC) (%) 22E 23E 22E 23E 22E 23E
Sime Darby Plant SDPL MK 6,752 Hold 4.30 4.97 20 10.5 17.2 1.8 1.7 5.7 3.5
KL Kepong KLK MK 5,488 Buy 22.36 30.90 42 10.9 15.9 1.9 1.8 4.9 3.8
101 Corp 101 MK 5,394 Buy 3.78 4.87 32 14.6 16.3 2.2 2.1 4.1 3.7
First Resources FR SP 1,992 Sell 1.74 1.94 16 8.5 10.6 1.5 1.4 5.9 4.7
Genting Plant GENP MK 1,320 Hold 6.48 8.40 34 10.2 16.2 1.1 1.1 5.9 3.7
Bumitama Agri BAL SP 819 Buy 0.65 0.98 57 6.0 6.7 1.0 1.0 6.7 6.0
Swk Oil Palms SOP MK 553 Hold 4.18 6.52 59 4.9 8.3 0.7 0.7 4.0 3.6
Ta Ann TAH MK 427 Hold 4.23 5.87 46 6.0 9.4 1.1 1.0 9.9 6.4
Boustead Plant ~ BPLANT MK 420 Hold 0.83 1.03 38 5.8 15.3 0.6 0.6 171 3.9
TSH Resources TSH MK 348 Hold 1.1 1.43 33 8.7 12.4 0.8 0.8 5.5 2.4
TH Plantations THP MK 123 Sell 0.62 0.73 19 4.7 11.7 0.7 0.7 0.0 0.0

Fig.1: 1M palm oil price discount to US soybean oil at Fig.2: Rotterdam Palm Oil CIF price discount to Argentina

USD448/t (24 June 2022) Soybean Oil at USD101/t (24 June 2022)
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Fig.3: Palm oil price discount (in %) to Argentina soybean oil Fig.4: Palm Oil price premium to Germany rapeseed oil at
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Fig. 5: Domestic CPO spot prices in Malaysia and Indonesia (converted from IDR into MYR per tonne)
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Source: Bloomberg, GAPKI

Fig. 6: Palm Oil-Gas Oil (POGO) is favourable with palm oil trading at USD212/t (24 June) discount to gas oil
usb/t usD/t
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Source: Bloomberg

Fig. 7: Estimated all-in operating cost of production (to customer) per CPO tonne

MYR/t Est. all-in operating cost of production (to customer) per CPO tonne
2,800 — wFYi4 WFY15 ®WFY16 ©FY17 WFY18 ®FY19 ®FY20 WFY21 ——

SDPL 101 KLK GENP THP TSH SOP TAH BPLANT GGR FR BAL AALI SIMP LsIP

Sources: Company, MIBG estimates
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Fig.8: Geographical exposure (by oil palm planted area)

Company Malaysia  Indonesia Others Remarks
(%) (%) (%)
SDPL MK - Sime Darby Plantation 51 33 16 Has integrated operations in ID
101 MK - 101 Corporation 88 12 -
KLK MK - KL Kepong 43 55 2 Has integrated operations in ID
GENP MK - Genting Plantations 41 59 -
THP MK - TH Plantations 97 3
SOP MK - Sarawak Oil Palms 100
TAH MK - Ta Ann Holdings 100
TSH MK - TSH Resources 15 85
BPLANT MK -Boustead Plantations 100
HAPL MK - Hap Seng Plantations 100
FR SP - First Resources - 100 - Has integrated operations in ID
BAL SP - Bumitama Agri - 100

Source: Companies

Risk statement

There are several risk factors that may affect our sector view, earnings estimates,
price targets, and ratings of stocks under coverage. Key risks to the sector and
companies are:

Upside risks: (i) Weaker-than-expected production recovery of palm oil and other
vegetable oils in 2022; (ii) Brent crude oil price inches closer to USD150/barrel;
(iii) Weather anomalies at major palm oil and oilseeds producing regions persisting
into 2022; (iv) Unfriendly government policies at producing or exporting countries;
and (v) the Russia-Ukraine war extending into 2H22.

Downside risks: (i) Reversal of Brent crude oil price to sharply below
USD80/barrel; (ii) Negative policies imposed by importing countries; (iii)
Unfriendly government policies at producing or exporting countries; (iv) Production
in 2022 turns out much stronger than expected; (v) Global demand turns out to be
weaker than expected on demand destruction; and (vi) Weaker competing oil
prices (like soybean and rapeseed).
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “Maybank IBG”) and consequently no representation is made as to the accuracy or completeness of this report by Maybank IBG and it should not be
relied upon as such. Accordingly, Maybank IBG and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct,
indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at
any time, without prior notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Maybank IBG expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the
occurrence of unanticipated events.

Maybank IBG and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time
participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities
mentioned in the material presented in this report. One or more directors, officers and/or employees of Maybank IBG may be a director of the issuers of the securities mentioned in this
report to the extent permitted by law.

This report is prepared for the use of Maybank IBG’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any
form or manner without the prior express written consent of Maybank IBG and Maybank IBG and its Representatives accepts no liability whatsoever for the actions of third parties in this
respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia

Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Research Pte. Ltd. (“MRPL") in Singapore has no obligation to update
such information for any recipient. For distribution in Singapore, recipients of this report are to contact MRPL in Singapore in respect of any matters arising from, or in connection with, this
report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), MRPL
shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Securities (Thailand) Public
Company Limited. Maybank Securities (Thailand) Public Company Limited (“MST”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MST Institutional and Retail Research departments may differ in either
recommendation or target price, or both. MST reserves the rights to disseminate MST Retail Research reports to institutional investors who have requested to receive it. If you are an
authorised recipient, you hereby tacitly acknowledge that the research reports from MST Retail Research are first produced in Thai and there is a time lag in the release of the translated
English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the I0D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MST does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MST does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Securities USA Inc (“MSUS”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the
distribution of this report by MSUS in the US shall be borne by MSUS. This report is not directed at you if Maybank IBG is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before reading it that MSUS is permitted to provide research material concerning investments to you under relevant
legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned within must do so with: Maybank Securities
USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK

This document is being distributed by Maybank Securities (London) Ltd (“MSUK”) which is authorized and regulated, by the Financial Conduct Authority and is for Informational Purposes only.
This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for
the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this
report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.

DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of
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