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Malaysia Petrochemicals NEGATIVE.....
Year Ahead 2026: Still a drag

Maintain NEGATIVE on Malaysia Petrochemicals Analyst

Olefin & polymer prices are likely to remain on a structural downtrend in Jeremie Yap
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capacity additions and build-outs. Meanwhile, we believe that the jeremie.yap@maybank-ib.com

capacity closures announced so far are unlikely to be sufficient to offset
the oversupply environment. We do not expect PE-naphtha spreads to
improve meaningfully in 2026-2027E. We have SELLs on PCHEM (TP:
MYR2.38) and LCTITAN (TP: MYRO.35).

2026-2027 likely to see record new capacity start-ups

We are expecting olefin & polymer prices to remain on a structural
downtrend in 2026E as the current downturn ensues due to new, massive
capacity additions and build-outs. Net capacity addition in 2025-2028E
(49m tpa cumulative) is larger than its preceding 4 years (30m tpa), with
2027E likely the record year for new capacity start-ups. This wave of
supply growth is occurring against a backdrop of only moderate demand
recovery, particularly in China and other key downstream markets,
limiting the industry’s ability to absorb new capacity.
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Capacity closure announced likely insufficient

South Korean petrochemical companies have announced that they would
work together and with government support to close down 2.7-3.7m tpa
of naphtha cracking capacity - which translates into about 1.1-1.5m tpa of
ethylene output. This will likely not even move the needle as it will be
short of the 25m tonnes that the world needs to balance the market.
Meanwhile, China’s “anti-involution” plan could see 30-year-old plants
phased out by 2029E and those that are 20 years or older reviewed for
emission and safety standards. This may not be too significant as only 9%
of China’s capacity will be over 30 years old by 2029E. Capacity closures
announced so far are unlikely to be sufficient to offset the oversupply
environment. We estimate 25m tonnes or more closures would be needed
by 2028E to bring the petrochemical cycle to mid-cycle spreads.

Lower ASPs to impact PCHEM & LCTITAN

Overall, operating rates are likely to remain suppressed, prolonging
margin compression across the olefin and polymer value chain. Any
meaningful price recovery is therefore expected to be delayed until post-
2027, when the pace of new capacity additions starts to taper and supply-
demand balances gradually normalise. We have SELLs on both PCHEM &
LCTITAN. We view that: i) PCHEM’s de-rating may ensue if the company
continues to report quarterly losses; and ii) PE-naphtha spreads are not
wide enough for LCTITAN to be profitable.

Stock Bloomberg Mkt cap Rating Price TP Upside P/E (x) P/B (x) Div yld (%)

code (USD'm) (LC) (LC) (%) 25E 26E 25E 26E 25E 26E
Petronas Chem. PCHEM MK 6,836 Sell 3.48 2.38 (32) nm 44.6 0.7 0.7 1.7 1.1
Lotte Chemical TTNP MK 230 Sell 0.41 0.35 (14) nm nm 0.1 0.1 0.0 0.0
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Urea, Methanol and Ammonia prices
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Global polyethylene (PE) capacity additions
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Global polypropylene (PP) capacity additions
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O&D margins may continue to be in the
negative territory for PCHEM

PCHEM’s olefins and derivatives (O&D) PAT margins have been in negative
territory in the past 5 quarters - mainly due to weak spreads, operational
hiccups and the “Creditors Reliability Test” runs in Pengerang. As polymer
prices continues its downtrend, this may cause PAT margins to trend deeper
in negative territory.

While PCHEM generally has a significant advantage of its lower fixed gas
feedstock from parent company PETRONAS, PPC will continue to add
volatility to PCHEM’s earnings due to input naphtha costs, which is
insufficient to bring the unit to profitability in the current environment.
With that, O&D margins may continue trending deeper into negative
territory if polymer prices were to continue sliding.

PCHEM’s quarterly PAT margins
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While our forecasts suggest that PCHEM would turn profitable with a core
net profit of MYR624m-MYR707m in FY26-27E, we project the swing from a
low base effect (from core net losses of -MYR378m) due to hiccups in PPC
in FY25E. Based on our estimates, PCHEM trades at a PER of 45x FY26E EPS
- which we deem to be demanding.

MIBG’s forecast on PCHEM’s core net profit (FY22-27E)
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LINE project to expand LCTITAN’s losses in
FY26E

On the other hand, LCTITAN’s core net losses is expected to widen in 2026E
due to the commissioning of its LINE project in Indonesia. While this marks
a key milestone for the company, it could weigh on earnings as LCTITAN
begins recognising annual depreciation of approximately MYR700m (based
on our estimates), in our view. Given current market conditions and
subdued olefin prices, achieving breakeven may be an immediate
challenge.

LCTITAN still faces a double whammy: as i) declining olefin prices given the
ongoing supply glut couples with; ii) margin squeeze from still elevated
naphtha prices. Also, we are concerned with LCTITAN’s deteriorating
balance sheet since the beginning of the downcycle in FY22 - mainly due to

heavy losses and the group’s LINE expansion in Indonesia.

LCTITAN’s core net profit/loss forecasts (FY21-27E)
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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 of fer 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 2001),
MRPL shall be legally liable for the contents of this report.

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.

If you are an authorised recipient, you hereby tacitly acknowledge that the research reports from MST 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 10D 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 Wedbush Securities Inc. (“Wedbush”), 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 Wedbush in the US shall be borne by Wedbush. This report is not directed at you if Wedbush 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 Wedbush is permitted to provide research material concerning investments to you under relevant
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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
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