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Tunas Baru Lampung (rsLa)

Sweet, Sweet Evolution

Sweetened margins with sugar; Initiate at BUY

Initiate TBLA at BUY with TP of IDR1,500 (+69% upside), as we believe
earnings will grow at 127% CAGR (2015-17), driven by its new lucrative
and highly regulated sugar business. Longer-term growth will be driven
by further expansion by both the sugar and palm oil divisions. Our SOTP
TP (EV/ha valuation of USD9,000 for its palm oil, DCF valuation for its
sugar mill and P/E of 8x for its refined sugar business) implies 2017 P/E
of 8.9x and P/BV of 2x. At 5.3x 2017 P/E, 1.2x P/BV, the stock has yet to
reflect its earnings potential and declining execution risk.

Benefitting from the industry’s strict regulations

The sugar industry has experienced abnormal returns (IRR of 60% for
sugar cane producers and 26% for millers) through the enactment of raw
sugar import quotas and price floors. These were put in place by the
government to address the persistent undersupply of sugar due to
structural issues while at the same time protect inefficient (high
production cost) small sugar farmers (56% of sugar cane planters). Costly
and scarce land bank availability, however, serves as an entry barrier for
new players. Nonetheless, TBLA is one of the very few companies that
can grab this opportunity because it can convert its maturing oil palm
plantations into sugar cane as the location happens to be suitable for it.

Rising palm oil output

We expect a strong output recovery in 2H16 — especially toward 4Q16 —
that should make up 60% of the year’s output. Additionally, TBLA’s
6,740ha (c.17% of nucleus planted area) of newly maturing palm oil
estates should raise production in coming years and support earnings at
its palm oil division. We forecast fresh fruit bunch (FFB) production at its
own estates (nucleus) will grow at 13.4% CAGR in 2016-2018F.

Strong earnings growth; Undemanding valuations

We expect the company’s earnings to grow 245% in 2016 and 32% in 2017
as 1) the company expands into the highly profitable sugar industry and
2) CPO output should recover in 2H16 onwards.

Maybank kimEng

BUY

Share Price

12m Price Target

Company Description
PT Tunas Baru Lampung

IDR 890
IDR 1,500 (+69%)

is an upstream and

downstream palm oil player expanding into the sugar

business

Statistics
52w high/low (IDR)

3m avg turnover (USDm)

Free float (%)
Issued shares (m)
Market capitalisation

Major shareholders:

P1 Budi Delta Swakarya

P Sungai Budi

Price Performance

900 -
850 -
800 -
750 -
700 -
650 -
600 -
550 -
500 -
450 -

o

895/454
0.4

45.7
5,342
IDR4.8T
USD367M

L/.8%
£6.9%

- 170
- 160
- 150
- 140
- 130
- 120
- 110
- 100
- 90

- 80

400 T T T T T T T
Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16

Tunas Baru Lampung - (LHS, IDR)

70

Tunas Baru Lampung / Jakarta Composite Index - (RHS, %)

Absolute (%)
Relative to index (%)

Source: FactSet

-12M
92
49

FYE Dec (IDR b) FY14A FY15A FY16E FY17E FY18E
Revenue 6,338 5,331 6,635 7,582 8,066
EBITDA 1,065 843 1,436 1,775 1,836
Core net profit 433 197 680 896 947
Core EPS (IDR) 81 37 127 168 177
Core EPS growth (%) 375.9 (54.5) 245.2 31.7 5.7
Net DPS (IDR) 25 11 51 67 71
Core P/E (x) 11.0 241 7.0 5.3 5.0
P/BV (x) 1.9 1.7 1.4 1.2 1.0
Net dividend yield (%) 2.8 1.2 5.7 7.5 8.0
ROAE (%) 20.5 7.4 21.5 23.6 21.5
ROAA (%) 6.4 2.4 6.7 8.0 8.2
EV/EBITDA (x) 6.2 8.1 6.4 5.0 4.7
Net gearing (%) (incl perps) 103.7 142.5 125.1 100.9 83.2
Consensus net profit - 500 891 947
MKE vs. Consensus (%) 36.0 0.5 0.0

Anthony Lukmawijaya
anthony.lukmawijaya@maybank-ke.co.id

(62) 21 8066 8690 (62) 21 8066 8680

Isnaputra Iskandar, CFA
isnaputra.iskandar@maybank-ke.co.id

THIS REPORT HAS BEEN PREPARED BY PT MAYBANK KIM ENG SECURITIES

SEE PAGE 38 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATION:



Tunas Baru Lampung

Value Proposition

Fully integrated oil palm company with 40,084ha of
nucleus planted area across Sumatra and Kalimantan.
Transformed into a sugar player starting 2012. Converting
old, low-yielding oil palm trees into sugar cane due to
suitable location in Lampung. Targets 15,000ha by 2017.
Obtained raw sugar import quota of 264,000 tons this
year (zero in 2015 and 108,000 tons in 2014).

Will become fully integrated sugar player through the
completion of its 8,000 tcd (tons of cane per day) mill by
the end of 4Q16.

Sugar should lift ROE from 7.4% in 2015 to 21.5%/23.6% in
FY16/17F respectively.

TBLA revenue composition & EBITDA margin

Ve
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Financial Metrics

. Crude oil price corrected from its all-time high in 1H11,
which resulted in negative sentiment on share price.

2. In 2014, TBLA was awarded raw sugar import quota of

108,000 tons, on top of the positive sentiments from
recovering crude oil price.

Record-high profit in 2014, +376% YoY, mostly due to
refined sugar.

4. TBLA was not given any sugar import quota for 2015 as

newly elected government reviewed the import quota.
CPO price tumbles again following crude oil crash.

5. Government awarded TBLA with raw sugar import quota

of 264,000 tons, the most ever.

Overall EBITDA margin to increase from 16% in 2015 to
23% in 2017 driven by TBLA’s high-margin sugar division.
For every IDR1,000/kg ASP increase in CPO price, net
profit would increase 16%/14% for FY16/17F respectively.
Significant growth in net profit will lead to higher FCF,
translating to higher pay-out ratio and higher dividend
yield, in our view. We expect 40% DPR in 2016 onwards,
from the usual 30%.

Management will also focus on deleveraging going
forward. With lower cost of capital and higher earnings,

Swing Factors

Upside

Better-than-expected FFB yields.

Better-than-expected CPO prices going forward.
Increase in government’s sugar price floor.
Better-than-expected sugar cane yields and extraction
rate.

Downside

ROIC should improve to 12% in 2017 from 3% in 2015.

Net profit vs ROIC and dividend yield
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Worse-than-expected CPO prices going forward.

Delay in sugar mill completion.

Elimination of government protection towards the
domestic sugar industry that is dominated by small
farmers.

Government decides not to allocate raw sugar import
quota to TBLA.

anthony.lukmawijaya@maybank-ke.co.id B
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Tunas Baru Lampung

1.

Investment Thesis

TBLA is transforming from a predominantly palm oil company into a half
sugar, half palm oil company. Its entrance into the lucrative sugar
industry in Indonesia (highly protected by the government) will more than
triple TBLA’s earnings in 2016 and continue to support its strong growth in
2017 as the new sugar mill commences operation. On the back of this
exposure, we expect TBLA to be re-rated on substantial earnings growth.

Sugar industry: Protected and highly profitable

Indonesia’s sugar industry is unique compared to other countries.
Structural issues such as inefficient small farmers and outdated sugar mills
(some have been around for over 100 years) have resulted in a persistent
undersupply of production for more than 10 years.

To overcome this undersupply while at the same time protect
uncompetitive small farmers (with high production costs), the government
imposed a raw sugar import quota system and also set a price floor for
sugar. This price floor, which historically has been significantly higher
than the international sugar price, creates handsome returns for sugar
refiners (industrial, c.30% EBIT margin) and millers (retail, c.57% EBIT
margin).

In the right place, at the right time

Not everyone can enter into this lucrative business. Our channel checks
suggest total sugar refinery capacity has reached 4m tons per annum,
enough to plug Indonesia’s undersupply of c.3m tons per annum. This
would imply that it would be hard, if not impossible, for new players to
request permits to build a new sugar refinery, thus leaving TBLA as the
last company to build a sugar refinery in the country.

Building a sugar mill, on the other hand, also has its structural challenges
such as the costly and scarce land bank availability in locations suitable
for harvesting sugar cane. Based on our calculations, the sugar milling
business could generate a project IRR of c.26% (premised on the
assumption that the mill can secure adequate feedstock) excluding land
acquisition cost. Taking into account the price of acquiring 15,000ha of
land bank (required to maximize sugar mill utilization rate) however,

IRR would drop to 8.9%, making it not economically feasible for new
players to enter the business.

TBLA, on the other hand, has the luxury of converting its maturing palm
oil plantation in Lampung, an area which is suitable for sugar cane
plantations, thus does not require huge capital outlay to purchase land.

Sustainable import quota

Once its sugar mill is completed in 4Q16, TBLA will become one of the few
sugar players that is fully integrated (having its own sugar cane
plantation). This will please the government as it directly contributes to
the aim of self-sustainability for the local sugar industry and considering
the domestic supply deficit, we expect the government will continue to
grant sugar import quotas to TBLA thus sustain the lucrative refinery
business.

In 2016, TBLA was awarded an import quota of 264,000 tons. We expect
the quota to stay at ¢.200,000 tons/annum going forward considering the
3m-ton supply deficit — resulting in a quota of around 250,000 tons if
divided evenly between the 12 refinery owners — and because the
company is seen as a supporter of the government’s goal of improving the

September 28, 2016
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local sugar industry. Our forecast of a 200,000-ton quota/annum still
factors in government execution risks.

Downstream products to offset CPO price volatility risks

Even though we expect CPO prices to be flattish, risks still exist
considering uncertainties in important factors like weather and prices of
other substitutes. Given this backdrop, we see TBLA’s palm oil
downstream operation as a hedge against downside risks to CPO prices.
Earnings will be less affected by CPO price volatility as the downstream
division will absorb CPO as raw materials. Downstream products
comprising cooking oil, palm kernel oil (PKO), and stearine made up c.61%
of TBLA’s 2015 revenue.

Attractive valuations; re-rating potential

On the back of becoming a fully integrated sugar player, we forecast
earnings growth of 245% in 2016F and 32% in 2017F. Currently, TBLA
trades at an undemanding 5.3x 2017F P/E and 1.2x P/BV, still lower than
its LT means of 10.7x and 1.5x, respectively, due to the current challenge
in the oil palm sector.

Share price has recovered from its lowest point in 2015 upon the
announcement of the sugar import quota, but we believe the market has
yet to price in the potential of its sugar milling business.

Initiate at BUY with a SOTP TP of IDR1,500, which translates to 2017F 8.9x
P/E and 2x P/BV. We believe TBLA deserves a re-rating.

September 28, 2016 5
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2.

Focus Charts

Figure 1: Net profit to jump significantly due to import sugar
in 2016 and commencement of sugar mill in 2017

Figure 2: TBLA’s sugar division
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Figure 3: Overall gross & operating margins to increase as
refined sugar and white retail sugar generate high margins

Figure 4: Company plans to deleverage going forward after
completion of its sugar mill in 2017
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Figure 5: Sugar price floor aimed to protect small farmers
provides significant returns to sugar players in the country

Figure 6: Refinery generates higher project IRR as it requires
significantly less capital outlay as opposed to sugar mill
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Oil Palm White Sugar Sugar Refinery
Assumptions:
Size of plantation 15,000ha 15,000ha NA
End product CPO White sugar Refined sugar
Life of mill 20 years 20 years 20 years
Replanting cost USD6,000/ha USD1,333/ha NA
Capital outlay of mill UsD12m USD100m USD50m
Cost of land usb111m* usb111m* NA
20 Years ASP (IDR/kg) IDR7,500 IDR10,000 IDR9,875
IRR (excl. Cost of land) 5.08%* 26%* 55%
IRR (incl. Cost of land) -2.06%* 8.9%* 55%

Source:

Company, Maybank; * based on brownfield land prices due to land scarcity
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Company Profile

3.1 Background
Established in 1973 as part of the conglomerate Sungai Budi Group, TBLA
is a fully integrated palm oil company with a land bank of ¢.95,000ha
across the Sumatra and Kalimantan regions. Through PT Sungai Budi and
PT Budi Delta Swakarya, the Sungai Budi Group holds 58.68% of the
company, followed by the public (41.22%) and others (0.1%).
Figure 7: TBLA’s shareholding structure
PT. SUNGAI BUDI PT. BUDI DELTA SWAKARYA PUBLIC OTHERS
(28.63%) (30.05%) (41.22%) (0.1%)
PT. TUNAS BARU LAMPUNG Thk (IDX:TBLA)
] | - | | | |
BSA BDP BNIL BNCW AKG BPG SAP
(99.97%)  (99.99%)  (99.99%)  (98.00%)  (99.71%)  (99.75%) (00.00%)  (73.94%)  (90.00%)  (90.00%)
0Oil Palm Qil Palm Qil Palm OilPalm  Qil Palm Oil Paim Oil Palm 0il Palm Qil Palm Qil Palm

Plantation

Piantation,
Pineapple &
Sugar Cane 'Y

Plantation  Plantation  Plantation Plantation Plantation  Plantation  Plantation  Plantation

(15.00%)

Source: Company, Maybank

As of 2015, the company had a fresh fruit bunch (FFB) milling capacity of
1.35m tons and a kernel crushing capacity of 270,000 tons per annum. On
average, TBLA processes c.50% of its total CPO production to olein
(cooking oil) and sells it under the brands “Rose Brand” and “Tawon”
which are distributed by over 48,000 outlets across Indonesia.

The company also tapped into the lucrative domestic sugar industry back
in 2013 by building a sugar refinery with an output capacity of 212,000
tons and has been converting oil palm plantations that are past their
prime into sugar plantations. As of 1H16, the company had converted a
cumulative 9,312ha of its past-prime oil palm plantations into sugar cane
plantations since 2011.

Next, TBLA started construction of its sugar mill with a potential white
sugar production capacity of 100,000 tons back in 2015. Completion of this
by the end of 2016 will transform the company into an integrated sugar
producer.

Figure 8: TBLA’s oil palm and sugar business summary

Oil Palm Sugar
% of Revenue
2010 100% 0%
2015 86% 14%
2018E 67% 33%
Plantation acreage (1H16 ha) 52,704 9,312
Milling Capacity (tons/annum) 1.35m 1.2m*

Source: Company, Maybank; * based on sugar cane equivalent

September 28, 2016
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3.2 Revenue breakdown

As of 2015, cooking oil (i.e palm olein) sales made up the largest part of
TBLA’s revenue at 33%, followed by CPO (16%), palm kernel oil (15%),
stearine (13%), sugar (11%), and others (12%). Domestic sales comprised
57% of revenue, with exports at 43%.

The company exports its CPO, PKO, stearine and crude coconut oil to the
Netherlands, Singapore, Malaysia, Hong Kong and China. We expect TBLA’s
revenue mix will change significantly in the next two years as its sugar
business’ contribution increases going forward. This should translate to
higher operational margins given the sugar division’s higher margins.

Figure 9: TBLA revenue breakdown for FY15 Figure 10: Expect higher contribution from sugar in 2016F
10%

12%

12% 16%

m CPO m CPO
11%
Sugar Sugar
B Cooking oil B Cooking oil
B Stearine 33% W Stearine
m  PKO ®  PKO
m  Others ®  Others
Source: Company, Maybank Source: Company, Maybank

September 28, 2016 8



Tunas Baru Lampung

4.1

4.2

Figure 11: Refined sugar for industrial purposes sold in sacks

Sweet Sugar: Industry Dynamics

The Indonesian sugar industry is a little perplexing — it was the world’s
second largest sugar producer in the 1930s but is now one of the world’s
largest importers. Sugar cane planted areas have remained the same but
low yields and inefficient production due to old equipment are believed to
be the key reasons for the c.3m supply-demand gap. This is why as of 2015,
Indonesia imports about USD682.7m of sugar in value, world’s 7th largest
importer, which is about 3% of the world’s total sugar imports.

We believe this undersupply in the sugar industry benefits TBLA. Being the
last company to obtain a permit to build a sugar refinery and also one of
the very few players with its own sugar cane plantation should sustain its
sugar import quota going forward.

Apart from TBLA, Salim Ivomas Pratama (SIMP 1J), Indofood group’s
plantation arm, is the only listed Indonesian player in the sugar space and
even then, it only makes up c.3% of its total revenue. In contrast, we
expect sugar to account for 38% and 65% of TBLA’s revenue and EBITDA in
2017.

Opportunities for the new kid on the block

The government’s plan to achieve self-sufficiency by 2019 looks barely
plausible at this stage but has created opportunities for TBLA. After being
a fully integrated palm oil player for over 30 years, the company is
expanding its reach into the sugar business. We believe the regulated and
protected sugar industry in Indonesia could result in high margins for
efficient sugar players in the country.

The company is eyeing its entry into the retail segment, which offers even
higher margins, now that it is close to having an integrated infrastructure
with its soon-to-be completed sugar mill. This comes on the back of
having built a sugar refinery in 2013 and 9,312ha of planted sugar cane
plantation as of 1H16 (targets to plant up to 15,000ha by 2018).

Sugar industry overview

In general, there are two segments within the sugar industry in Indonesia,
namely refined sugar which is mainly used for industrial purposes and
white sugar which is sold to retail customers. Most refined sugar is
processed from imported raw sugars, which are melted/dissolved,
decoloured and crystallized. White sugar, on the other hand, is mostly
milled from local sugar cane plantations and processed for retail purposes.

(35 Maybank kimEng
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Figure 12: White sugar sold to retail customers
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4.3

Demand outstrips supply

Indonesians love sugar. It has been an integral part of the local daily diet
from sweetened tea to sweetened coffee. This is reflected in the steady
increase in the country’s sugar consumption (both industrial and retail)
from 3.34m tons in 2004 to 5.7m tons in 2015, a 10-year CAGR of 5.5%.

Still, the country’s sugar consumption per capita is still very low
compared to its Southeast Asian peers like Malaysia, Thailand, Vietnam
and the Philippines. With the growing middle class, we expect the growth
rate will be sustainable going forward. Domestic production of sugar,
however, has been relatively flattish for the past 10 years, with a 10-year
CAGR of only 2.1%, and the undersupply has grown as a result.

As such, the government decided to allow the import of raw sugars from
other large sugar producing countries such as Brazil and Thailand to fill
the gap. As a comparison, Indonesia produced 33.7m tons of sugar cane in
2015, while during the same period, Brazil produced 739.3m tons,
followed by India’s 341.2m tons, China’s 125.5m tons, Thailand’s 100.1m
tons and Pakistan’s 63.8m tons.

Figure 13: Demand for sugar is double the supply
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Figure 14: Global sugar production

Figure 15: 2015 sugar cane planters’ estate by segment
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4.4

4.5

Structural deficiency of Indonesia’s sugar production

From being one of the world’s largest sugar exporters, Indonesia is now
among the world’s largest sugar importers. Indonesia’s sugar production
has languished behind Brazil, the US, Thailand and Australia. Although the
harvest area of sugar cane in Indonesia is similar to Australia, with the
latter’s acreage falling off in recent years, Indonesia’s output is far
behind. Notwithstanding the benefit of being one of the fastest sugar
consuming countries, Indonesia’s sugar production remains stubbornly
inadequate.

The underlying challenges are:

Small holders - Small holders account for c.56% of the country’s
c.472,000ha of sugar cane plantations. These farmers tend to be
inefficient in harvesting and have high production costs as some of them
rent their sugar cane plantation land.

Low yields - Indonesia’s low yield is attributable to inferior sugar cane
seedlings, poor cultivation process and weak supply chain management.

Old equipment and mills - Around 65% of the country’s existing sugar
mills are over 100 years old as most were built during the Dutch colony
era. This results in operational inefficiencies and thus leads to lower
extraction rate of white sugar.

High barriers to entry - Land bank availability in regions suitable for
sugar cane plantations is scarce and also very expensive, rendering the
creation of an integrated sugar mill economically unfeasible. Take Java
for example, where 46% of sugar cane plantations are located on the
island. A conservative cost for tha of land bank would amount to
IDR150m/ha land (ie broadly similar to brownfield acquisition prices given
the heavily populated Java Island has no more sizeable greenfield land
bank). As such, a 15,000ha sugar cane plantation would require a capital
outlay of IDR2.25t.

We do not expect the government’s push for self-sufficiency by 2019 to be
realised. Also, such deeply rooted structural deficiencies are unlikely to
be resolved anytime soon. Instead, they create opportunities for new
players like TBLA, with its inherent legacy advantages, to penetrate the
market.

Raw sugar import quota to make up for shortfall

The production deficit is made up for by imports. While the government
allows the import of raw sugar from other countries, it also enacts a quota
on the amount of raw sugar allowed to be imported on an annual basis.
This is to ensure that imported raw sugar will not flood the domestic
market and disrupt the domestic sugar price.

Raw sugar import quota has been increasing since 2012, in line with the
increasing undersupply of sugar in Indonesia. In 2012, the government
allowed 2.35m tons of raw sugar to be imported into the country, and the
figure grew to 3.1m tons in 2015 as growth in sugar consumption has been
outpacing production. It is important to note that sugar import quotas are
granted only to companies that operate sugar refineries for industrial
purposes.

Currently there are only 12 refineries in Indonesia and they are operated
by only nine companies. TBLA is one of them. From our understanding, the
government will not grant additional licenses to build new refineries in
Indonesia as it believes the country’s combined sugar refining capacity is
already sufficient to close the supply deficit.
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As of 2016, TBLA was granted a raw sugar import quota of 264,000 tons by
the government, or equivalent to 8.5% of the allocated import quota for
the period. We believe the allocated raw sugar import quota could
significantly increase TBLA’s earnings for 2016F.

Figure 16: Historical raw sugar import quota set by the government
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Source: Various internet sources, Maybank

4.6 Price floor to protect local farmers

In striving to improve sugar production, apart from imposing import
quotas on raw sugar, the government also publishes a reference price for
both refined sugar and retail white sugar, effectively setting a price floor
for the two. This is being done to protect local farmers which have high
production costs (some farmers rent their land for sugar cane cultivation)
and cannot compete with international sugar prices due to their lack of
scale and harvesting inefficiencies.

The government’s reference price for sugar was 61-143% higher than
international prices from 2012-2015. In reality, however, prices for both
refined sugar and retail white sugar are even higher than the reference
prices after factoring in distribution costs due to the supply-demand gap.

Since the inflated prices are aimed at keeping inefficient producers in
business, efficient and competitive players can generate substantial
returns at these prices.

Figure 17: Gov’t regulates sugar prices to protect the domestic sugar farmers
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4.7

4.8

4.9

Profitability of refineries and millers

Import quotas allow refineries to purchase raw sugar from overseas and
the refined sugar is sold to industrial users. We believe refiners tend to be
more profitable than millers as the capital required for refineries is much
lower, yet they generate similar profits.

For example, TBLA’s existing refinery, which has a capacity of 200,000
tons, required a capital outlay of USD50m and generates operating margin
of c.30%. On the other hand, its sugar mill, which has a white sugar
production capacity of 100,000 tons, required an investment outlay of
USD100m and generates operating margin of c.57%.

Our calculation suggests that given a 20-year lifespan and average selling
price of c.IDR10,000/kg, a sugar mill (excluding land acquisition cost)
would generate an IRR of 26% while a sugar refinery can reach up to 60%
IRR. Important to note, however, is that refineries are subject to
uncertainties about securing the import quota which is granted by the
government annually. In 2015, TLBA failed to secure any import quota for
its refinery as the newly elected government reviewed import quotas
being allocated to refiners.

Opportunity for TBLA

TBLA has already entered the refinery business and is completing its sugar
mill by the end of the year to produce sugar from its own plantations for
the retail segment. Unlike other new players, TBLA was able to convert
c.9,312ha of ageing oil palm into sugar cane as of 1H16 since 2011,
already ensuring a minimum 58.2% operating capacity. The company plans
to increase its sugar cane plantation to 12,000ha this year and 14,000ha
by 2017.

Recent news also pointed out that the government will require existing
refineries to submit a long-term proposal for the development of sugar
cane plantations to support the local sugar industry. Refiners that fail to
execute on the submitted proposal will have to transfer their assets to the
government. Should the regulation be strictly enforced, TBLA would be at
an advantage in obtaining import quotas compared to its refinery
competitors through the completion of its integrated sugar mill next year.

Competitive landscape

Indonesia has 63 sugar mills, mostly spread across Java and Sumatra island.

Out of the 63 mills, 53 are owned by SOE companies such as PTPN XI and
PT Rajawali Nusantara Indonesia while the remaining 10 are controlled by
the private sector. Sugar Group is the largest private sugar player
controlling c.62,000ha of sugar cane plantation and distributes its
premium brand “Gulaku” white sugar across the country.

There are currently nine companies controlling 12 refineries. These
refineries are spread across six areas: East Java with six refineries, and
Central Java, Lampung, West Java, North Sumatra and South Sulawesi
with one each. TBLA is one of only two listed Indonesian companies that
own a sugar refinery, and it has a capacity of 212,000 tons/annum. The
other is SIMP, which owns two sugar refineries with a combined capacity
of 720,000 tons/annum.
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While data on each refinery is very limited, various sources have reported
that Indonesia’s total refinery capacity is somewhere between 4m and 5m
per annum, sufficient to close the supply deficit. As such, we believe it
would be hard for the government to allow new refineries to open going
forward.

Figure 18: SIMP & TBLA the only two listed Indonesian companies

Company Location
PT Angels Products

Banten, West Java

PT Jawamanis Rafinasi (Wilmar) Banten. West Java

PT Sentra Usahatama Jaya Banten. West Java

PT Permata Dunia Sukses Utama Banten. West Java

PT Dharmapala Usaha Sukses (Olam) Cilacap, Central Java

PT Sugar Labinta Lampung

PT Duta Sugar International (Wilmar) Banten. West Java

PT Makassar Tene Makassar, South Sulawesi

PT Salim Ivomas Pratama (SIMP 1J)

South Sumatra
PT Tunas Baru Lampung (TBLA IJ)

Lampung, South Sumatra

Source: Various Internet Sources, Maybank

Figure 19: Sugar players’ market shares based on estimated refining
capacity/annum
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Source: Various Internet Sources, Maybank

While TBLA only accounts for 6% of the total refining capacity in Indonesia,
we believe the company’s sugar import quota allocation should be
sustainable at ¢.200,000 tons per annum at least in the near future based
on Indonesia’s supply deficit of c.3m tons/annum. With a total of 12
operating refineries, each refinery should be given an import allocation of
€.250,000 tons/annum if divided evenly.
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4.10 Long road to self-sufficient sugar production

While there is still a risk that the government won’t grant sugar import
quotas, we believe the domestic supply deficit of sugar in Indonesia will
persist for quite some time and as such, government will keep allowing
sugar to be imported in the long run.

In 2015, Indonesia’s total sugar consumption amounted to 5.7m tons,
while production only reached 2.5m tons, indicating a supply deficit of
3.2m tons. Assuming consumption grows at 3% p.a. and production
increases by 10% p.a., by our estimate we will still be experiencing a
deficit of 800k tons by 2026.

In our view, a 10% CAGR for sugar production over 10 years is not possible.
With sugar cane yield of 70 tons/ha and an 8% extraction rate assumption,
Indonesia would need an average of 82,000ha of planted sugar cane per
annum and four new mills to be fully functional ever year. Land bank
availability is definitely one of the barriers as there is limited available
land bank in the region.

Furthermore, conversion to sugar cane from empty land in Java or oil
palm trees in Sumatra would not be easy nor cost efficient. In Java’s case,
where the island is heavily populated and has some of the biggest cities in
Indonesia with robust economic activities, land prices will continue to rise
and it may be more cost effective to transform the valuable agricultural
land into industrial or residential areas.

For conversion of oil palm trees in Sumatra, cost-to-maturity for oil palm
trees is estimated to be around USD6,500/ha and it may not be cost
efficient to do so, unless they are past their prime, low-yielding and due
for replanting. Moreover, only South Sumatra (Lampung especially) is
suitable for growing sugar cane as other parts of Sumatra has high average
rainfall and is more suitable for planting oil palm trees.

Figure 20: 3% increase in consumption and 10% increase in Figure 21: ..which we don’t think is possible given land bank
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5.1

5.2

Economics of Sugar Involvement

Expansion into sugar

With the appeal of an ageing, largely inefficient and protected sugar
industry, TBLA decided to expand into sugar in 2012. It completed its
212,000-ton p.a refinery in 2013 at a capital outlay of USD50m. It was
rewarded with a sugar import quota of 18,000 tons in that same year. As
Indonesia persistently experiences a shortfall in domestic sugar production,
TBLA was granted an even higher import allocation of 264,000 tons in 2016.

As of 6M16, the company already had a cumulative 9,312ha of planted
sugar cane and was planning to further increase it to c.14,000ha in 2017.
These plantations were converted from the company’s maturing oil palm
plantations which have reached over 20 years of age. TBLA’s plans to
become an integrated sugar player would be realized when its sugar cane
mill in Lampung, with a capacity of 8,000 tons per day (equivalent to
¢.100,000 tons of white sugar) is completed by 2017. TBLA will be able to
produce white sugar and sell it to the retail market.

Natural crossover

We think that TBLA is in the right place at the right time to convert into a
fully integrated sugar player as 1) Lampung, where the majority of TBLA’s
land bank is located, is perfect for the cultivation of sugar cane because
it’s near the equator (more suitable for sugar plantations), 2) only past-
prime oil palm plantations over 21 years of age will be converted into
sugar cane plantations thus resulting in minimal opportunity cost, and 3)
the government’s protection of the sugar industry will significantly boost
TBLA’s earnings going forward.

Figure 22: TBLA sugar cane plantation 2012-2018F
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5.3

5.4

The land barrier

Not all plantation companies (including oil palm plantation) can enter the
sugar industry. Location of the sugar cane plantation, land bank
availability and land acquisition costs play an important role. Sugar cane
plantations are best located in regions near the equator or places with
relatively dry weather. This would mean that the hundreds of thousands
of hectares of oil palm estates in the Kalimantan region would not be
suitable as sugar cane yields might not be economical enough to justify
the conversion.

Most of the sugar cane plantations in Indonesia are located in East Java
(46%), followed by Lampung (24%), Central Java (12%) and the rest
scattered across six regions. Sugar mills have been historically built
around the region as well. Out of the 63 sugar mills that Indonesia has, 52
are located in Java, making it a central island for sugar cane plantations
(60% of Indonesians also reside in Java Island).

While it would be logical to develop sugar cane plantations in Java, land
bank availability in Java is limited, especially if one were to buy tens of
thousands of hectares outright. Even if there happens to be an
opportunity to purchase such parcels of land in Java, assuming a
conservative IDR150m/ha (ie. broadly similar to brownfield acquisition
prices as there is no more sizeable greenfield land in the heavily
populated Java Island), a 15,000ha land would cost a steep outlay of
IDR2.25t, before taking into account the USD100m investment to build an
8,000tcd (equivalent to ¢.100,000 tons of sugar cane/annum) sugar mill.

Economics of switching from oil palm into sugar cane

We believe the company’s decision to convert its maturing palm oil
plantation is borne out of economics. For an existing plantation, the land
cost has been sunk and is therefore taken out of the equation. TBLA’s IRR
for sugar is 26% vs 5.59% for oil palm. But the critical assumptions are that
the selling price of CPO remains at IDR7,500/kg while sugar price at
IDR10,000/kg assumes continued government protection.

Figure 23: Sugar mill vs oil palm IRR project comparison

Oil Palm Sugar
Assumptions:
Size of plantation 15,000ha 15,000ha
End product CPO White sugar
Life of mill 20 years 20 years
Replanting cost USD6,000/ha USD1,333/ha
Capital outlay of mill usD12m UsD100m
Cost of land usb111m* usb111m*
ASP (IDR/kg) IDR7,500 IDR10,000
IRR (excl. Cost of land) 5.08%* 26%*
IRR (incl. Cost of land) -2.06%* 8.9%*

Source: Company, Maybank; * based on brownfield acquisition prices
(PLEASE REFER TO APPENDIX 1 PG 30 FOR IRR & NPV CALCULATION)

Our channel checks suggest that currently, the going price for 1ha of land
in Lampung area is around IDR100m (ie. broadly similar to brownfield
acquisition prices given the scarcity of sizeable greenfield land bank). A
new planter would need to take into consideration the land acquisition
cost of IDR1.5t. IRR for an integrated sugar mill would drop to 8.9% and
generate a negative NPV (c.-IDR255b), effectively making it economically
unfeasible for new players to enter.

September 28, 2016

(35 Maybank kimEng



Tunas Baru Lampung

5.5

TBLA has the upper hand compared to other companies wanting to enter
the industry as the company had already owned its existing 9,312ha land
bank and is located in Lampung, which happens to be suitable for sugar
cane plantations.

Revenue and cost dynamics of milling facility

Assuming a yield of 75 tons/ha and an extraction rate of 8%, a 14,000ha
estate could produce 900,000 tons of sugar cane/annum, thus translating
to 84,000 tons of white sugar/annum. With an ASP of IDR10,500/kg and
all-in cost of IDR4,500/kg, TBLA will be able to generate an operating
profit of IDR504b and net profit of IDR378b in 2017 from its white sugar
business alone (EBIT margin of c.57%).

Figure 24: TBLA white sugar business assumptions

White Sugar 2017E 2018E
Sugar cane landbank 14,000 15,000
Sugar cane yield (tons/ha) 75 75
Sugar cane production (tons) 1,050,000 1,125,000
Extraction rate 8.0% 8.5%
White sugar production (tons) 84,000 95,625
White sugar ASP (IDR/kg) 10,500 10,500
White sugar Revenue (IDR Bn) 882 1,004
Sugar cane planting cost (IDR/kg) 2,000 2,000
All in milling Cost (IDR/kg) 2,500 2,500
White sugar margin (IDR/kg) 6,000 6,000
White sugar operating profit (IDR Bn) 504 574
Op. Profit margin (%) 57% 57%

Source: Company, Maybank

5.6

Refined sugar business, a huge boost to bottom line

With its own sugar refinery, TBLA is one of a handful of companies in
Indonesia given a permit by the government to import raw sugar. While
the company did not obtain an import quota last year as the newly
elected government reviewed the import quotas, TBLA was given a permit
to import 264,000 tons of raw sugar this year. The figure is significantly
higher than 2014’s allocation of 108,000 tons. We believe this year’s
import quota could significantly increase TBLA’s bottom line.

Figure 25: TBLA historical import quota allocation

300,000
250,000
200,000
150,000

100,000

J

264,000

1

200,000 200,000

1

1

108,000

1

50,000 - 18,000 .

0 T T T T T 1
2013 2014 2015 2016F 2017F 2018F

Sugar import quota allocation (tons)

Source: Company, Maybank KE

September 28, 2016

\
W

P

(35 Maybank kimEng



Tunas Baru Lampung

From a number’s perspective, the average import price would be
c.IDR5,940/kg (IDR5,400 average international price + 10% import tax).
Management stated that refinery all-in cost of production would
conservatively be IDR1,000/kg. This would translate to a refined sugar
cost of IDR6,940/kg. The government’s sugar reference price was set at
IDR9,100/kg but in reality, refined white sugar is being sold at around
IDR10,000-12,000/kg in the open market.

One may argue that MNCs looking to buy refined white sugar would have
the bargaining power to lower prices to closer to the overall import cost
and thus pressure margins. However, TBLA’s refined white sugar
customers are mostly SMEs which arguably are price takers and thus the
company enjoys very good margins.

Assuming a conservative ASP of IDR10,500/kg and sales volume of 200,000
tons, this would result in an operating profit margin of IDR3,560/kg (or
34%). Contribution from the 264,000 tons of imported raw sugar would be
c.IDR500b towards TBLA’s bottom line in 2016.

Figure 26: TBLA’s refined sugar business calculation
Refined Sugar

Refined sugar ASP (IDR/kg) 10,500
Raw sugar import price (IDR/kg) 5,400
Import tax (10%) 540
All-in refinery cost (IDR/kg) 1,000
Total refined sugar cost (IDR/kg) 6,940
Refined sugar margin (IDR/kg) 3,560
Refined sugar net margin (%) 25.4

Source: Company, Maybank KE

While the refined sugar business is lucrative, we acknowledge the risk of
not being allocated a sugar import quota by the government. On the
bright side, a local newspaper report citing the Ministry of Trade said the
government will further tighten import quota allocation for refiners.
Refiners will still be given raw sugar import quotas if they submit a
detailed proposal on plans to develop sugar cane plantations and mills to
support the domestic sugar industry.

As such, TBLA would have the bargaining power to secure its raw sugar
import quota going forward. The completion of its sugar mill should be
seen as a good gesture in supporting the government’s plan in developing
domestic sugar production. Going forward, we conservatively expect TBLA
to receive a sugar import quota of 200,000 tons/year in 2017 and 2018.
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6. Palm Oil Business and Outlook

TBLA has around 95,000ha of land bank across the Sumatra and
Kalimantan region. Majority of its land bank is located in the Lampung
(South Sumatra) area with 33,548ha of planted area, followed by
Palembang (South Sumatra) with 13,111ha planted area and Pontianak
(West Kalimantan) with 6,045ha planted area, in which 52,704ha are
planted as oil palm plantations as of 1H16.

Out of the 52,704ha (inclusive of plasma) of oil palm plantations,
44,967ha are mature while the remaining 7,737ha are immature
plantations. Around 40,084ha or 76% of its total oil palm plantations are
nucleus area.

Looking at its nucleus age profile, Lampung has the oldest and largest
area at an average age of 13.6 years and 23,700ha of nucleus planted area,
followed by Palembang at 8 years average age and 10,400ha. Pontianak is
the newest development at only 4.6 years average age and around

6,050ha.
Figure 27: TBLA oil palm plantation profile as of 1H16
Oil Palm Plantation profile Lampung Palembang Pontianak Total
Total area 66,035 15,800 13,500 95,335
Planted 33,548 13,111 6,045 52,704
Mature 31,144 10,385 3,438 44,967

Source: Company, Maybank
6.1 Price flattish in ST; LT demand-supply outlook stable

We share the view of our regional plantation analyst, Ong Chee Ting (refer
to his report Regional Plantations: Don't bet on La Nina yet dated July 12,
2016), as we expect a much stronger HoH output, capping the price upside
from the recovering supply. We expect CPO prices will likely average
C.MYR2,500/t in 2H16. Our CPO ASP forecast for 2016 and 2017 is
MYR2,450 and MYR2,400/t, respectively.

While we expect a supply recovery as we enter the peak cropping months
to cap the upside on CPO prices in the short term, we are not worried
about palm oil’s middle- to long-term demand prospects. Assuming the
current CPO price (c.IDR7,500/kg) stays, we believe EBIT margins of c.30%
for its upstream and an additional c.5% for its downstream division are at
least sustainable. Adding the expectation of strong output recovery from
4Q16 onwards, we expect margin expansion as higher yield should
translate to lower unit production cost.

Being the cheapest and most commonly used edible oil with the highest
productivity, palm oil’s long-term consumption demand will be
sustainable as populations of emerging and developing economies like
India, Indonesia and the African continent are growing rapidly.

To support this, Oil World’s latest forecast shows tightening stock-to-
usage ratio for palm oil as well as the seven other oils, which are soybean
oil, cotton oil, groundnut oil, sunflower oil, rapeseed oil, palm kernel oil,
and coconut oil (palm oil made up 36% of market share).

Looking ahead for palm oil, even though Oil World forecasts a sharp
increase in production in 2017F when trees recover from El Nino stress,
demand growth is sustainable to absorb the increase in supply.
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Figure 28: Stock-to-usage ratio
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Figure 29: Palm oil’s demand and supply (10 years)
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6.2 Downstream as a hedge

Considering the backdrop of stronger output going forward capping CPO
price upside, we are positive on TBLA’s ability to produce downstream
products, which will provide additional margins to offset CPO price
downside risks. In 2015, when CPO prices were pressured by tumbling oil
prices and implementation of export levies, downstream products made
up 82% of TBLA’s oil palm division revenue, which increased from 58%
contribution in 2010.

TBLA’s major downstream products include palm cooking oil (olein, 45%)
palm kernel oil (PKO, 20%), and stearine (18%) which comprise c.83% of its
total downstream revenue for FY15. Other downstream products include
biodiesel, palm expeller, palm fatty acid distillate (PFAD), margarine, and
soaps.

Source: Maybank KE, Oil World

Figure 30: Oil palm division revenue breakdown Figure 31: FY15 downstream revenue composition
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Biggest contribution of its downstream products came from its cooking oil
(olein). Although TBLA’s “Rose” brand is not as big as Indofood’s “Bimoli,”
Sinarmas’ “Filma,” or Wilmar’s “Sania,” the brand has gained respectable
market awareness and also popularity recently due to its competitive
pricing and also its wide variety of products, ranging from dried vermicelli
to flour. This can be seen from TBLA’s 2-year (2013-2015) CAGR of 35% for
cooking oil revenue.
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6.3

While TBLA has its downstream products to offset CPO price downside
risks, TBLA also owns its upstream division to enjoy the increase in prices
during a CPO price bull trend. We believe this flexibility will sustain oil
palm division earnings, while TBLA enjoys higher margins from its sugar
division upon the completion of its sugar mill.

Upstream sustainability

TBLA’s upstream operational capabilities such as its age profile and FFB
yield, however, are not as great as its peers. As of 1H16, TBLA’s age
profile was 14 years old and TBLA produced 5.3 tons of FFB/ha (not
annualized). This is below its peers’ average of c.10 years old and
7.3tons/ha.

We believe this is due to where its estates are located, whereby 59% of its
total planted areas are in Lampung (most bottom part of South Sumatra).
Lampung is less suitable than Kalimantan as well as other parts of Sumatra
for oil palm tree planting due to its dryness and soil type. This explains
why dense rainforests in Indonesia are located in North Sumatra and also
in Central and East Kalimantan.

Figure 32: Estate location composition
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Lampung (S. Sumatra) ® Palembang (S. Sumatra) ® Pontianak (W. Kalimantan)

Source: Company, Maybank KE

At the same time, TBLA’s estates in Lampung are also the oldest,
averaging c.18 years old. This is why management decided to cut down
old, past-prime oil palm trees and convert them into sugar cane
plantations in 2012 instead of replanting with oil palm. Lampung’s
generally drier weather renders it more suitable for sugar cane crops than
oil palm trees.

Figure 33: Area rainfall precipitation comparison

Total Rainfall Precipitation (mm) 2014 2013 2012
Lampung 1,484 2,457 1,685
North Sumatra 1,860 2,627 3,175
West Sumatra 2,787 4,627 4,339
Central Kalimantan 2,351 3,260 2,596
West Kalimantan 2,305 3,382 3,081
East Kalimantan 2,245 2,854 2,421

Source: Maybank KE
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In 2016, like other planters in the region, TBLA’s nucleus FFB output
dropped 23% YoY in 1H16 due to lagged effect of 2015’s strong El Nino on
yield. That being said, we believe that TBLA will deliver exciting FFB
production growth at 13.4% CAGR for 2016-2018F, driven by its younger
estates in Palembang and Pontianak, also taking into account the
conversion of past-prime oil palm trees to sugar cane. 45% of its estates
are still in young mature/immature stages. We expect FFB yield to

improve as these trees mature.

Figure 34: Nucleus FFB growth trend

Figure 35: Nucleus age profile
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7. Financial Analysis
7.1 Earnings analysis
We expect TBLA’s revenue to grow by 24%/14% for 2016/17F mainly on the
back of refined sugar contribution from the import allocation and
commencement of its sugar mill operations starting in 2017. Revenue from
its sugar division should significantly increase from IDR586b in 2015 to
IDR2.2t in 2016 as the company was given a sugar import allocation of
264,000 tones. Additionally, we also expect recovering CPO production in
2017 to support TBLA’s revenue growth going forward.
For 2017, we expect sugar revenue to further grow by 33% to IDR2.9t as
the company’s sugar mill will have commenced operations and should
contribute 84,000 tons of white sugar volume sales. As such, we expect
TBLA’s sugar business to contribute 33-38% of the company’s total revenue
for 2016-17F.
Figure 36: Income statement
in IDRb 2013A 2014A 2015 2016E 2017E 2018E
Revenue 3,705 6,338 5,331 6,635 7,582 8,066
Palm Qil (Upstream + Downstream) 3,631 5,451 4,745 4,464 4,700 5,062
Sugar 74 887 586 2,171 2,882 3,004
Cost of Goods Sold 2,756 5,045 4,161 4,905 5,449 5,786
Gross Profit 950 1,293 1,170 1,729 2,133 2,280
Palm Oil (Upstream + Downstream) 933 1,182 1,140 946 1,017 1,094
Sugar 17 111 30 783 1,116 1,186
Operating Expenses 456 497 567 599 713 819
Selling Expenses 289 295 305 285 346 392
G&A Expenses 167 202 262 314 366 427
Operating Profit 493 795 604 1,131 1,420 1,461
Other Income (375) (233) (341) (224) (227) (199)
Net Interest Income (Expenses) (171) (201) (219) (274) (247) (219)
FX Gain (Loss) (250) (105) (165) 29 - -
Others 46 73 43 20 20 20
Profit Before Tax 119 562 263 906 1,194 1,262
Income Tax 33 126 62 226 298 315
Minority Interest 2 3 4 -
Net Profit 84 433 197 680 896 947
Key assumptions 2013A 2014A 2015A 2016E 2017E 2018E
IDR/USD 10,930 12,315 13,220 13,500 13,500 13,500
Nucleus FFB production (tons) 618,651 718,512 541,812 452,204 529,828 572,784
Gross CPO ASP (IDR/kg) 7,152 8,266 7,447 8,031 8,064 8,500
CPO revenue (IDRbn) 1,260 1,901 853 790 855 927
House CPO ASP forecast (MYR/ton) 2,450 2,400 2,500
Refined sugar sales volume (tons) 18,000 108,000 0 200,000 200,000 200,000
White sugar production (tons) - - - - 84,000 95,625
Refined sugar ASP - 10,500 10,000 10,000
White sugar ASP - - 10,500 10,500

Source: Company, Maybank
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We expect TBLA’s net profit to grow by 245% to IDR680b in 2016F and by
32% to IDR896b in 2017F as the sugar business starts to really kick in. From
2018 onwards, we acknowledge that earnings growth will slow as sugar
earnings boost should peak and stabilize unless there is capacity expansion.
However, both sugar volume and ASP should grow together with
Indonesia’s population and inflation, respectively. Additionally, we still
expect growth coming from its maturing oil palm trees.

1H16 net profit of IDR310b was within expectations, making up 45% of our
forecast, as TBLA was carried by its sugar division, while its oil palm
division suffered from severely weak FFB yield due to the El Nino impact.
We are expecting a stronger 2H16, on the back of recovering output for oil
palm and sustainable refined sugar sales from its raw sugar import quota.
TBLA has only sold 78,430 tons of sugar as of 1H16, as raw sugar import
only started in 2Q16, leaving room to sell more sugar in 2H16. 1Q16 net
profit was only IDR50b compared to 2Q16’s IDR260b.

7.2 Sensitivity analysis

Our sensitivity analysis suggests that changes in refined sugar ASP will
have the most impact on our earnings forecast. Despite generating lower
margins compared to the retail white sugar business, refined sugar sales
volume is almost double that of retail white sugar. For every IDR1,000/kg
increase/decrease in refined sugar price, our 2016-17F earnings will
increase/decrease by 21% and 16% respectively.

Figure 37: Earnings most sensitive towards changes in refined sugar prices

Sensitivity Analysis 2016E 2017E 2018E
Sugar import quota + 10,000 3% 2% 2%
Refined Sugar ASP + IDR1,000/kg 21% 16% 15%
Retail white Sugar ASP + IDR1,000/kg NA 7% 7%
CPO Price increase by IDR1,000/kg 16% 14% 13%

Source: Maybank KE

7.3 Sweetened margins

While overall margins have been under pressure for the past several years
due to the decline in CPO prices, we expect an improvement on the back
of its sugar business. As we have pointed out, margins for the sugar
business (both refined and white sugar) are very high (EBIT margin of 34%
and 57% respectively), and as such, will propel TBLA’s margins.

For 2016/17F, we expect TBLA to generate 17%/19% EBIT margins as the
company sells 200,000 tons of refined sugar in 2016F and an additional
84,000 tons of white sugar in 2017F as its mill becomes fully operational.
Net profit margins should also significantly improve from 4% in 2015 to 10%
in 2016F and 12% in 2017F.

Figure 38: Gross and operating margin forecast Figure 39: EBITDA & net margin forecast
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7.4 Balance sheet: Deleveraging opportunity

Figure 40: Balance sheet

in IDRb 2013A 2014A 2015A 2016E 2017E 2018E
Cash & Equivalents 648 520 296 636 272 136
Inventory 787 956 1,146 1,351 1,501 1,594
Account Receivable 416 711 797 992 1,134 1,206
Other current assets 684 674 890 1,107 1,265 1,346
Total Current Assets 2,535 2,860 3,129 4,086 4,172 4,281
Fixed/plantations assets 3,516 4,245 5,984 6,724 7,014 7,284
Other non-current assets 162 222 171 201 223 237
Total Non-Current Assets 3,678 4,468 6,155 6,926 7,238 7,522
TOTAL ASSETS 6,212 7,328 9,284 11,011 11,409 11,803
Short-term Debts 1,496 1,430 1,595 1,391 1,052 915
Account Payable 183 292 330 410 469 499
Other Short-term Liabilities 591 868 783 974 1,113 1,184
Total Current Liabilities 2,270 2,590 2,708 2,776 2,634 2,599
Long-term Debts 1,548 1,644 2,803 3,623 3,380 3,139
Total Long-term Liabilities 597 630 894 1,113 1,272 1,353
Total Non-Current Liabilities 2,270 2,590 2,708 4,736 4,652 4,492
TOTAL LIABILITIES 4,414 4,864 6,405 7,512 7,286 7,091
Minority Interest 15 18 21 21 21 21
Capital Stock - Par Value 618 668 668 668 668 668
Capital Paid in Excess of Par Value 264 503 495 495 495 495
Others (3) (2) 344 344 344 344
Retained Earnings 905 1,279 1,350 1,971 2,595 3,184
Total Stockholders’ Equity 1,783 2,447 2,857 3,478 4,102 4,691
TOTAL LIABILITIES & EQUITY 6,212 7,328 9,284 11,011 11,409 11,803

Source: Company, Maybank

TBLA has been leveraging up in the past several years at it entered the
sugar business. The company’s net gearing ratio stood at 0.88x in 2012
and rose to 1.43x as of 2015. However, the company plans to steadily
deleverage its balance sheet going forward, as it expects handsome
returns from its sugar mill investment. We expect the company’s net
gearing ratio will fall to 1.25x in 2016F and 0.83x in 2018F.

For its total debts, c.30% is denominated in USD, while the rest is in IDR.
Average cost of debts is c.6% pa.

Figure 41: Total debt since 2012 Figure 42: Company plans to deleverage going forward after
6000 - the completion of its sugar mill in 2017
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7.5 Cash flow analysis

Figure 43: Cash flow statement

in IDRb 2013A 2014A 2015A 2016E 2017E 2018E
Operating (13) 536 (90) 564 932 1,119
Net Income 84 433 197 680 896 947
Depreciation & Amortization 211 270 239 305 355 375
Changes in Working Capital (236) (355) (238) (319) (233) (135)
Others (73) 188 (288) (102) (86) (68)
Free Cash Flow (910) (421) (2,026) (436) 332 519
Investing (897) (957) (1,936) (1,000) (600) (600)
Capital Expenditures (897) (957) (1,936) (1,000) (600) (600)
Financing 1,083 319 1,933 834 (423) (297)
Equity 23 256 344 - - -
ST Liabilities 893 (66) 165 (204) (340) (136)
LT Liabilities 60 97 1159 820 (242) (242)
Others 106 33 265 219 159 81
Dividend Paid (73) (26) (131) (59) (272) (358)
Changes in Cash & Equivalents 100 (128) (224) 340 (364) (136)
Ending Cash and Equivalents 648 520 296 636 272 136

Source: Company, Maybank

7.6

Post-completion of its sugar mill in 2017, we expect the company’s capex
to fall to IDR600b/annum after peaking at IDR1.9t back in 2015 (beginning
of mill construction) and thus start to generate positive FCF. TBLA’s sugar
business should generate high free cash flows as margins for both refined
sugar and retail white sugar are high while annual maintenance capex for
refinery and mill are expected to be IDR10b and IDR30b respectively.

Management stated that deleveraging will be the focus for TBLA once its
sugar mill is fully operational. As such, we expect the company will start
paying off its debt starting in 2017.

Dividend policy

Management has set a dividend policy whereby the company will always
try to distribute 30% as dividends. However, should the company generate
profits above IDR500b, it will distribute 40% of earnings as dividends to
reward investors. As we expect the company will generate a net profit of
IDR680b in 2016F and IDR896b in 2017F, the payable dividend/share would
be IDR51 and IDR67 respectively, translating to a yield of 5.7% and 7.5%
respectively.

September 28, 2016
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8. Valuation

8.1 SOTP valuation

Our SOTP target price of IDR1,500 implies 8.9x 2017F P/E (still below its
5-year historical mean of 10.4x). We use EV/ha valuation methodology for
TBLA’s palm oil business, DCF methodology for its sugar business and P/E
methodology for its refined sugar business, considering the different
nature of the divisions.

We assume an EV/ha of USD9,000 for the palm business, a slight discount
to its local peers’ average of c.USD10,000 EV/ha due to its lower
productivity compared to its peers and also due to anticipation of the
industry’s current challenges.

We assign a LT growth rate of 3% and WACC of 10.5% (70-30% debt to
equity capital structure for both TBLA’s sugar refinery and sugar mill
financing) for TBLA’s sugar business’ DCF methodology. We believe
contribution from its sugar business should significantly increase TBLA’s
earnings going forward as profit margins are thick for both refined sugar
and retail white sugar business.

Figure 44: SOTP valuation

2017 Assumption Cash Debt Net Debt Equity Value Valuation methodology
EV IDRb IDRb IDRb IDRb IDRb

Palm Qil Business 4,859 EV/ha (USD 9,000/ha)

Refined sugar business 3,936 8x 2017 P/E

White sugar business 3,521 DCF (LT 3%, WACC 10.5%)

Sub-total 12,316 272 (4,432) (4,160) 8,156

# of shares, bn 5.34

NAV / Share, IDR 1,527

Price Target, IDR 1,500

WACC assumptions:

Rf 7.0%
Rp 9.5%
Beta 1.0

CoE 16.5%
CoD 10.5%
Tax 25%

Net CoD 7.9%
WACC 10.5%

Source: Company, Maybank

8.2 Attractive P/E and P/BV

TBLA’s P/E and P/BV valuations are at 1SD below their LT means, which is
undemanding as the share price has yet to recover from the disappointing
2015 results (due to weak CPO prices and no raw sugar import quota). We
believe the share price should recover given the brighter outlook of both
its oil palm and sugar divisions this year.

Additionally, considering the fact that these valuations have yet to factor
in its high-margin sugar milling business, we believe there will be even
more upside potential and possible re-rating for TBLA.
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Figure 45: Forward P/E band
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Figure 46: Historical P/BV band
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8.3

Local and regional peer comparisons

TBLA trades at a discount to its local and regional peers’ average. We
believe this is due to the relatively lower productivity of its oil palm
division, and also due to worries that the import sugar quota from the
government is not sustainable.

However, as explained above, we see much upside on the brighter outlook
of the oil palm division this year and also the completion of the sugar mill.
We also believe the sugar import quota will be sustainable as the current
domestic sugar deficit will be hard to change.

Figure 47: Against local peers

Source: Maybank KE, Bloomberg

Mkt Cap Shr Px TP EV/Ha

Company TG (e e by (e A6 EV/EBITDA (x) P/B(x) Div Yield (%) ROE (%)

23 Sept 23 Sept 23sept 16E 17E  16E  17E  17E  16E  17E  17E
Astra Agro (AALI 1J) BUY 2,276 15450 19,000 10,460 20.9 181  10.0 89 17 1.9 22 9.9
Sawit Sumbermas (SSMS 1) N.R 1,192 1,635 N.R 19,196 28.3  19.1 164 117 3.9 1.0 1.4  20.9
London Sumatra (LSIP1J)  BUY 799 1,530 1,750 6,381 20.8 131 86 59 13 1.9 3.0  10.1
Fﬁ%le High Plantn BWPT o 523 218 350 7764 N/A N/A  N/A  NA 1.1 0.0 00 26
L‘;”as BaruLampung (TBLA g,y 35 870 1,500 13,555 6.8 52 63 50 1.1 50 7.7 23.6
Dharma Satya (DSNG 1J)* NR 341 420 NR 8,484 140 93 92 77 13 1.8 1.7 146
sampoerna Agro (SGRO 1J)*  N.R 281 1,940 NR 4,445 147 118 95 69 1.0 12 18 93
Indonesia Average (excl. 20.8 15.8 2.0

BWPT)

Source: Maybank KE, Bloomberg ( * = not rated, based on Bloomberg numbers)

Additionally in the region, Malaysian planters command higher valuations
due to differences in land values. Most Malaysian planters own their land
while Indonesian planters only have the rights to plant on their land. As
Singapore-listed planters’ estates are mostly located in Indonesia, their
valuations are broadly similar to Indonesian planters.

September 28, 2016
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Figure 48: Against regional peers
Mkt Cap Shr Px TP EV/Ha

Company Rating (USDm) (LCY) (LCY) (USD/ha) PE (x) EV/EBITDA (x) P/B (x) Div Yield (%) ROE (%)
26 Sept 26 Sept 16E 17E 16E 17E 16E 16E 17E 16E
Sime Darby (SIME) Hold 12,151  7.90 7.56 11,526  21.3 20.7 14.6 13.8 1.4 3.2 3.1 7.0
101 Corp (IOl) Hold 6,848 4.48 4.20 34,714 28.5 26.2 19.6 17.0 4.2 1.8 1.9 12.5
KL Kepong (KLK) Hold 6,224 24.04 21.60 19,858  28.0 25.1 16.4 15.2 2.5 2.1 2.4 12.7
Felda Global (FGV) Hold 2,137 2.41 1.80 7,511 62.7 34.9 15.1 12.8 1.4 1.0 1.7 2.2
Gent Plant (GENP) Hold 2,110 10.96 10.18 11,461  33.5 25.2 23.7 18.6 1.9 0.6 0.8 5.9
Swk Qil Palms (SOP) Hold 408 3.80 4.00 8,197 15.6 11.3 7.9 6.3 1.1 1.3 1.8 7.5
TSH Resources (TSH) Hold 620 1.88 1.95 22,345 25.2 18.5 23.1 18.3 1.8 1.2 1.6 7.2
Ta Ann (TAH) Buy 389 3.60 3.75 5,130 14.4 13.3 7.0 6.6 1.3 3.1 3.4 9.2
TH Plant (THP) Hold 243 1.13 1.20 10,512 33.2 33.2 14.7 14.2 0.8 0.9 0.9 2.3
Bous Plant (BPlant) Hold 580 1.49 1.50 4,894 74.6 41.4 27.9 20.9 1.1 4.4 2.4 6.8
Malaysia Average 28.8 24.2
Golden Agri (GGR)* N.R 3,373 0.36 N.R 12,079 15.6 14.7 11.6 9.8 0.6 2.3 2.6 3.7
First Resources (FR) Buy 2,168 1.86 1.80 13,279 24.4 18.0 13.2 10.3 2.7 1.2 1.7 11.5
Bumitama (BAL) Buy 956 0.74 0.97 11,506 18.3 10.9 12.7 7.9 2.2 1.1 1.9 12.4
Indofood Agri (IFAR)* N.R 462 0.45 N.R 5,624 17.4 9.9 7.8 6.4 0.5 0.7 0.9 2.8
Singapore Average 18.8 14.9

Source: Maybank KE, Bloomberg
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9.

9.1

9.2

9.3

9.4

Risks

Regulatory risks

Regulatory risks remain an unpredictable factor regarding the profitability
of plantation companies. For the oil palm industry, import tariffs levied by
the top importing or consuming countries, enforcement of export levies,
and also environmental certification are among the common barriers
faced.

For the sugar industry, regulatory risks are relatively low, in our view,
considering the current rigid demand and supply situation. However, its
impact can be huge if there are regulatory changes. Regulations that may
affect existing sugar players are those relating to import quota, floor price
for local sugar, and refinery licensing.

Resistance from NGOs

We are concerned that if NGOs gain more support from the government,
new plantings of oil palm may become harder to execute. Additionally,
they may hinder operations through constant inspections and audits. This
may also affect TBLA’s expansion strategy as well as their profitability.

Weather impact

Weather anomaly will always be a wildcard for planters, and its impact is
significant on production. After the strong 2015-16 El Nino event, there is
a 50% chance of a La Nina developing in 4Q16. Depending on its severity, a
mild La Nina could boost production yields and dampen CPO prices, while
a severe La Nina could hinder harvesting and damage infrastructure
temporarily, and also decrease soybean yields in South America leading to
a positive boost in CPO prices.

Global economy

Global economic slowdown of big importers like China, India, and Europe
can negatively affect demand which will lead to lower prices. For example
in 1H16, significant demand weakness had offset the decrease in supply of
palm oil and capped the CPO price upside.

September 28, 2016
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10. Appendix 1

Figure 49: NPV & IRR of integrated sugar mill excluding land acquisition cost (20 years)

\
N

i) Maybank kimEng

INTEGRATED SUGAR MILL PROJECT

Year 2015 2016 2017 2018 2019 2020 2031 2032 2033 2034 2035
Sugar production 0 0.0 84,000 95,625 95,625 102,000 102,000 102,000 102,000 102,000 102,000
ASP 0 0.0 10,500 10,500 10,500 10,500 9,000 9,000 9,000 9,000 9,000
Operating marginMargin / kg 0 0.0 6,000 5,820 5,633 5,438 2,072 2,072 2,072 2,072 2,072
Operating Cashflow (IDR Bn) 0 0.0 432 471 458 470 213 213 213 213 213
Maintenance capex (IDR Bn) 0 0.0 30 30 30 30 30 30 30 30 30
FCFF (IDR Bn) -650 -650 402 441 428 440 183 183 183 183 183
PV CASHFLOW (IDR Bn) -650 -650 329 327 287 267 37 33 30 27 25
IRR (%) 26.0%
NPV (IDR Bn) 1,184 Assumption
Sugar cane yield (tons/ha) 75
Extraction rate 8.5%
Avg. Volume sales (tons) 100,000
Avg. ASP (IDR/kg) 10,000
Avg. Alin cost (IDR/kg) 5,635
WACC 10.5%
Source: Company, Maybank
Figure 50: NPV & IRR of oil palm replanting (20 years)
PALM OIL REPLANTING PROJECT
Year 2015 2016 2017 2018 2019 2020 2031 2032 2033 2034 2035
Landbank 15000 15000 15000 15000 15000 15000 15000 15000 15000 15000 15000
Theoretical FFB Production 0 0 0 5.1 11.05 13.6 19.55 18.7 18.7 17 15.3
CPO production (Tons) 0 0 0 16830 36465 44880 64515 61710 61710 56100 50490
Total Revenue 0 0 0 143 31 383 550 526 526 478 430
Allin Cost 0 0 0 108 233 287 413 395 395 359 323
FCFF -344 -344 -344 -309 77 95 137 131 131 119 107
PV CASHFLOW -344 -312 -282 -229 52 58 28 24 22 18 15
IRR 5.08%
NPV -407 Assumption
Avg. FFB Yield (tons/ha) 17.9
OER (%) 22%
Avg. CPO ASP (IDR/kg) 7,500
Avg. Aliin Cost (IDR/kg) 6,400
WACC (%) 10.5%
Source: Company, Maybank
Figure 51: NPV & IRR of integrated sugar mill including land acquisition cost (20 years)
INTEGRATED SUGAR MILL PROJECT INCLUDING LAND ACQUSITION ASSUMPTION
Year 2015 2016 2017 2018 2019 2020 2031 2032 2033 2034 2035
Year 1 2 3 4 5 16 17 18 19 20
WHITE SUGAR MILL 1 1 1 1 1 1 1 1 1 1 1
Operating Cashflow (IDR Bn) 432 471 458 470 213 213 213 213 213
Maintenance capex (IDR Bn) 30 30 30 30 30 30 30 30 30
FCFF (IDR Bn) (2,150) (650) 402 441 428 440 183 183 183 183 183
PV CASHFLOW (IDR Bn) (2,150) (650) 329 327 287 267 37 33 30 27 25
IRR (%) 8.9%
NPV (IDR Bn) -255 Assumption
15,000ha cost (IDR Bn) 2,250
Sugar cane yield (tons/ha) 75
Extraction rate 8.5%
Avg. Volume sales (tons) 100,000
Avg. ASP (IDR/kg) 10,000
Avg. Alin cost (IDR/kg) 5,635
WACC 10.5%
Source: Company, Maybank
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Figure 52: IRR of a sugar refinery can reach 60% due to its low capital outlay and high production capacity
REFINED SUGAR

Year 2015 2016 2017 2018 2019 2020 2031 2032 2033 2034 2035
Year - 1 2 3 4 5 16 17 18 19 20

Volume sold - 200,000 200,000 200,000 180,000 180,000 145,800 145,800 145,800 145,800 145,800

ASP (IDR/kg) - 10,500 10,000 10,000 10,000 10,500 9,000 9,000 9,000 9,000 9,000

Operating margin (IDR/kg) 3,780 3,280 3,280 3,280 3,780 2,280 2,280 2,280 2,280 2,280

Operating Cashflow (IDR Bn) - 594 519 519 470 537 276 276 276 276 276

Maintenance capex (IDR Bn) - 10 10 10 10 10 10 10 10 10 10

FCFF -337.5 -337.5 584 509 509 460 266 266 266 266 266

IRR 60.0%

Source: Company, Maybank
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FYE 31 Dec FY14A FY15A FY16E FY17E FY18E
Key Metrics

P/E (reported) (x) 11.0 24.1 7.0 5.3 5.0
Core P/E (x) 11.0 24.1 7.0 5.3 5.0
P/BV (x) 1.9 1.7 1.4 1.2 1.0
P/NTA (x) 1.9 1.7 1.4 1.2 1.0
Net dividend yield (%) 2.8 1.2 5.7 7.5 8.0
FCF yield (%) nm nm nm 7.0 10.9
EV/EBITDA (x) 6.2 8.1 6.4 5.0 4.7
EV/EBIT (x) 8.3 11.3 8.1 6.3 6.0
INCOME STATEMENT (IDR b)

Revenue 6,337.6 5,331.4 6,634.5 7,582.3 8,066.4
Gross profit 1,292.7 1,170.5 1,729.4 2,132.9 2,280.4
EBITDA 1,065.0 843.3 1,435.8 1,775.2 1,836.2
Depreciation (227.8) (197.2) (260.0) (310.0) (330.0)
Amortisation (42.0) (42.3) (45.0) (45.0) (45.0)
EBIT 795.2 603.9 1,130.8 1,420.2 1,461.2
Net interest income /(exp) (201.0) (219.3) (274.0) (246.6) (219.1)
Associates & JV 0.0 0.0 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0 0.0 0.0
Other pretax income (31.7) (121.4) 49.5 20.0 20.0
Pretax profit 562.4 263.2 906.4 1,193.7 1,262.1
Income tax (125.9) (62.4) (226.2) (297.8) (314.7)
Minorities (3.0 (3.8) 0.0 0.0 0.0
Perpetual securities 0.0 0.0 0.0 0.0 0.0
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 433.5 197.0 680.2 895.9 947.4
Core net profit 433.5 197.0 680.2 895.9 947.4
Preferred Dividends 0.0 0.0 0.0 0.0 0.0
BALANCE SHEET (IDR b)

Cash & Short Term Investments 519.7 296.0 635.6 271.8 135.6
Accounts receivable 711.2 797.2 992.0 1,133.7 1,206.1
Inventory 956.1 1,146.0 1,350.9 1,500.8 1,593.6
Reinsurance assets 0.0 0.0 0.0 0.0 0.0
Property, Plant & Equip (net) 4,245.5 5,984.5 6,724.5 7,014.5 7,284.5
Intangible assets 0.0 0.0 0.0 0.0 0.0
Investment in Associates & JVs 0.0 0.0 0.0 0.0 0.0
Other assets 896.0 1,060.2 1,308.1 1,488.6 1,583.2
Total assets 7,328.4 9,283.8 11,011.1 11,409.4 11,802.9
ST interest bearing debt 1,429.9 1,595.4 1,391.4 1,051.5 915.3
Accounts payable 292.3 329.7 410.3 468.9 498.8
LT interest bearing debt 1,644.2 2,803.0 3,622.7 3,380.3 3,138.7
Other liabilities 1,498.0 1,677.0 2,087.0 2,385.0 2,538.0
Total Liabilities 4,864.0 6,405.3 7,511.6 7,286.1 7,090.5
Shareholders Equity 2,446.8 2,857.0 3,478.1 4,101.9 4,690.9
Minority Interest 17.6 21.5 21.5 21.5 21.5
Total shareholder equity 2,464.4 2,878.5 3,499.5 4,123.4 4,712.4
Perpetual securities 0.0 0.0 0.0 0.0 0.0
Total liabilities and equity 7,328.4 9,283.8 11,011.1 11,409.4 11,802.9
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CASH FLOW (IDR b)

Pretax profit

Depreciation & amortisation
Adj net interest (income)/exp
Change in working capital

Cash taxes paid

Other operating cash flow

Cash flow from operations
Capex

Free cash flow

Dividends paid

Equity raised / (purchased)
Perpetual securities

Change in Debt

Perpetual securities distribution
Other invest/financing cash flow
Effect of exch rate changes

Net cash flow

562.4
269.7
201.0
(354.9)
(125.9)
0.0
536.1
(957.2)
(421.1)
(26.0)
255.9
0.0
30.2
0.0
32.7
0.0
(128.2)

263.2
239.5
219.3
(238.4)
(62.4)
0.0
(89.6)
(1,936.2)
(2,025.8)
(131.0)
344.1
0.0
1,324.2
0.0
264.7
0.0
(223.7)

906.4
305.0
274.0
(319.2)
(226.2)
0.0
564.4
(1,000.0)
(435.6)
(59.1)
0.0

0.0
615.7
0.0
218.6
0.0
339.6

1,193.7
355.0
246.6

(233.0)

(297.8)

0.0
931.6

(600.0)
331.6

272.1)

0.0

0.0
(582.3)
0.0
159.0
0.0
(363.7)

1,262.1
375.0
219.1

(135.2)

(314.7)

0.0

1,118.7

(600.0)
518.7

(358.4)
0.0
0.0

(377.8)
0.0

81.2
0.0
(136.2)
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FYE 31 Dec FY14A FY15A FY16E FY17E FY18E
Key Ratios

Growth ratios (%)

Revenue growth 71.0 (15.9) 24.4 14.3 6.4
EBITDA growth 51.1 (20.8) 70.3 23.6 3.4
EBIT growth 61.1 (24.1) 87.3 25.6 2.9
Pretax growth 372.9 (53.2) 244.3 31.7 5.7
Reported net profit growth 414.4 (54.5) 245.2 31.7 5.7
Core net profit growth 414.4 (54.5) 245.2 31.7 5.7
Profitability ratios (%)

EBITDA margin 16.8 15.8 21.6 23.4 22.8
EBIT margin 12.5 11.3 17.0 18.7 18.1
Pretax profit margin 8.9 4.9 13.7 15.7 15.6
Payout ratio 30.2 30.0 40.0 40.0 40.0
DuPont analysis

Net profit margin (%) 6.8 3.7 10.3 11.8 1.7
Revenue/Assets (x) 0.9 0.6 0.6 0.7 0.7
Assets/Equity (x) 3.0 3.2 3.2 2.8 2.5
ROAE (%) 20.5 7.4 21.5 23.6 21.5
ROAA (%) 6.4 2.4 6.7 8.0 8.2
Liquidity & Efficiency

Cash conversion cycle 77.3 115.0 113.0 115.6 118.4
Days receivable outstanding 32.0 50.9 48.5 50.5 52.2
Days inventory outstanding 62.2 90.9 91.6 94.2 96.3
Days payables outstanding 16.9 26.9 27.2 29.0 30.1
Dividend cover (x) 3.3 3.3 2.5 2.5 2.5
Current ratio (x) 1.1 1.2 1.5 1.6 1.6
Leverage & Expense Analysis

Asset/Liability (x) 1.5 1.4 1.5 1.6 1.7
Net gearing (%) (incl perps) 103.7 142.5 125.1 100.9 83.2
Net gearing (%) (excl. perps) 103.7 142.5 125.1 100.9 83.2
Net interest cover (x) 4.0 2.8 4.1 5.8 6.7
Debt/EBITDA (x) 2.9 5.2 3.5 2.5 2.2
Capex/revenue (%) 15.1 36.3 15.1 7.9 7.4
Net debt/ (net cash) 2,554.4 4,102.4 4,378.5 4,160.0 3,918.4

Source: Company; Maybank
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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, “MKE”) and consequently no representation is made as to the accuracy or completeness of
this report by MKE and it should not be relied upon as such. Accordingly, MKE 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. MKE 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.

MKE 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. MKE may, to the extent
permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published.
One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report.

This report is prepared for the use of MKE’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 MKE and MKE 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 Kim Eng Research Pte. Ltd. (“Maybank
KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact
Maybank KERPL 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), Maybank KERPL 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

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) 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. Maybank Kim Eng Securities (Thailand) Public
Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result.

Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET.
MBKET accepts no liability whatsoever for the actions of third parties in this respect.

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 Kim Eng Securities USA Inc (“Maybank KESUSA”), 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 Maybank KESUSA in the US shall be borne
by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through Maybank Kim Eng Securities USA Inc. This report is not
directed at you if it 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 Maybank KESUSA is permitted to provide research material concerning investments to you under relevant legislation and regulations.

UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services
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.
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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 Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued and
distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim Eng
Securities (“PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand: MBKET (Reg.
No0.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission.
Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange
Commission. Vietnam: Maybank Kim Eng Securities JSC (License Number: 71/UBCK-GP) is licensed under the State Securities Commission of Vietnam.Hong
Kong: KESHK (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI”) is a
participant of the National Stock Exchange of India Limited (Reg No: INF/INB 231452435) and the Bombay Stock Exchange (Reg. No. INF/INB 011452431) and is
regulated by Securities and Exchange Board of India. KESI is also registered with SEBI as Category 1 Merchant Banker (Reg. No. INM 000011708) US: Maybank
KESUSA is a member of/ and is authorized and regulated by the FINRA - Broker ID 27861. UK: Maybank KESL (Reg No 2377538) is authorized and regulated by
the Financial Services Authority.

Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further
act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment
banking services, advisory and other services for or relating to those companies.

Singapore: As of 28 September 2016, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research
report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the
research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected
parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by the requirements under Paragraph
16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission.

As of 28 September 2016, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or
investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the
companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of
the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable
of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political
factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality
of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its
own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.

Definition of Ratings

Maybank Kim Eng Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (excluding dividends)
HOLD Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)
SELL Return is expected to be below -10% in the next 12 months (excluding dividends)

Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.
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