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SECTOR UPDATE

Plantation — Malaysia
ESG Assessment Of Plantation Companies

We invited ZSL to share its SPOTT with us, which we believe is a good reference
point/tool for financial institutions to assess plantation companies using ESG. We
observe that some companies with better ESG ranking/disclosure have a higher
valuation. We believe that companies with better ESG practices and disclosure are
favoured by financial institutions and funds. Maintain MARKET WEIGHT.

WHAT’S NEW

o The plantation sector has been in the limelight due to environmental, social and governance
(ESG) issues mostly related to deforestation and the more recent labour issue. With the
increased adoption of sustainability-focused investing, we notice that:

a) Plantation companies’ share price trade sideways despite rising CPO prices.
b) Foreign shareholdings in plantation companies have been declining over the years.

e An ESG scorecard for investment reference. On 10 Mar 21, we invited the Zoological
Society of London (ZSL) to share with us its Sustainability Policy Transparency Toolkit
(SPOTT), which we believe would be a good reference point for financial institutions to
assess plantation companies on ESG. SPOTT also assesses the transparency and content
of companies’ disclosure regarding the organisation, policy and practice. ZSL conducts an
annual review of this scoring by engaging with companies under assessment by getting the
companies’ comments and feedback.

What is ZSL? ZSL is an independent International conservation charity based in London.
ZSL also works with the financial sector to integrate biodiversity into responsible, sustainable
and impact-oriented ESG investment instruments and decisions while enabling engagement
with portfolio companies.

Better ESG disclosure and engagement. With the increasing concern over companies
with ESG issues from stakeholders, companies are more willing to engage with ZSL to
further improve their ESG disclosure. The number of companies that engaged with ZSL
(from the SPOTT list) has grown from 20%, when ZSL started in 2016, to 50%. From our
virtual conference with ZSL, we observed that plantation companies are taking this matter
very seriously with good participation.

Premium for better ESG ranking/disclosure? Based on the SPOTT website, we did a
further study into the companies’ ESG ranking/disclosure and their valuations. We observed
that some of the companies with better ESG ranking/disclosure had higher valuations as
compared with their peers.

With the ESG theme starting to creep into financial and investment decisions by financial
institutions, we expect companies with better ESG practices and disclosure to be favoured
by financial institutions and funds.

ACTION

e Maintain MARKET WEIGHT. Our CPO price assumption is RM3,000/tonne for 2021, but we
remain concerned about potential price weakness due to the strong production recovery in
2H21 and demand rationing due to high CPO prices. In addition, we are also concerned
about the earnings leverage of CPO prices where the high CPO prices may not be reflected
in the companies’ earnings if they locked in forward sales at lower pricing towards end-20.
Having said that, we expect CPO prices to still trade at a high range in 1H21 as a result of
stock levels and the tight supply in 1H21.
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MARKET WEIGHT
(Maintained)
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PEER COMPARISON
Company Ticker Rec Price @ Target Market PE 2021F Div
12 Mar 21 Price Cap 2020 2021F  2022F ROE P/B Div Yield
(US$m) ) (x) ) (%) ) (%)
Malaysia (RM) (RM) (sen)
Hap Seng Plantations HAPL MK BUY 1.90 2.70 369 16.8 10.5 19.2 54 0.9 11.0 58
Kim Loong KIML MK BUY 1.49 1.80 338 11.2 9.3 11.0 5.6 1.8 8.8 5.9
KL Kepong KLK MK BUY 23.12 26.00 6,055 32.0 21.6 21.0 73 23 93.6 4.0
Sarawak Oil Palms SOP MK BUY 4.01 5.20 556 1.3 11.5 18.2 41 1.0 19.1 4.8
Genting Plantations GENP MK HOLD 9.22 9.80 2,009 325 226 329 5.2 1.7 25.0 2.7
10l Corporation 10l MK HOLD 423 4.40 6,433 441 258 23.9 6.5 28 8.5 20
IJM Plantations IJMP MK HOLD 1.87 1.85 400 16.3 18.3 234 (5.0 1.3 5.1 2.7
Sime Darby Plantation SDPL MK HOLD 4.87 4.90 8,141 39.6 23.9 31.8 9.7 25 8.0 1.6

Source: UOB Kay Hian
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o Prefer Hap Seng Plantation (HAP MK/BUY/TP: RM2.70) on the back of its higher earnings
sensitivity towards CPO prices. On top of that, its Roundtable on Sustainable Palm Oil
(RSPO) and International Sustainability & Carbon Certification (ISCC) certification has given
it a slight premium of about 5% as compared to its peers.

ESSENTIALS

¢ How does SPOTT assess companies? There are 10 categories based on which they
assess the transparency of companies to get the ESG score:

a) Sustainability policy and leadership
b) Landbank, maps and traceability

c) Deforestation and biodiversity

d) HCV,HCS and impact assessments
e) Soils, fire and GHG emissions

f

g) Community, land and labour rights

h) Certification standards or sustainability initiatives
i) Smallholders and suppliers

)

j) Governance and grievances

Adopting zero-burning policy. Most major plantation companies who are Roundtable
on Sustainable Palm Oil (RSPO)-certified are in compliance with a no-burning policy
which is one of the strictest requirements under RSPO regulations and they are also in
compliance with the ASEAN Policy on Zero Burning (2003). All plantation companies
based in Malaysia and Indonesia will need to be Malaysian Sustainable Palm Oil (MSPO)
and Indonesian Sustainable Palm Oil (ISPO) certified respectively. MSPO and ISPO
regulations do not allow the use of burning for clearing new areas and for replanting.

ASSUMPTION CHANGES

* We maintain our CPO price assumptions of RM3,000/tonne and RM2,600/tonne for
2021 and 2022 respectively. We expect CPO prices to still trade at a high range in 1H21
as a result of stock levels and the tight supply in 1H21.

SECTOR CATALYSTS

¢ Lower-than-expected global vegoil supply due to the impact of La Nina.

e Strong biodiesel demand due to recovery in crude oil prices or higher mandate from
producing countries.

¢ Stronger-than-expected commodity cycle.
SECTORS THAT ASSESSED BY SPOTT

Who is assessed by SPOTT? (2020)

215 soft commodity companies

ublic| ~60% private

100 palm oil producers, 100 timber & pulp 15 natural rubber

processors and traders producers and traders producers
(close to B0% of global landbank under cultivation)
-’ﬁ
16% public | 54% private public | 76% private  67% public | 33% private

Source: SPOTT, ZSL
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RSPO-CERTIFIED PLANTATION COMPANIES
Companies RSPO
GENP MK N

101 MK

KLK MK
SDPL MK
HAPL MK
1JMP MK
SOP MK
KIML MK
Source: RSPO

PLANTATION COMPANIES IN FTSE4AGOOD INDEX
ESG Grading Band

X X X 2 2 2 2

Companies

FGV Holdings

Genting Plantations

101 Corporation

KL Kepong

Sime Darby Plantations
Source: FTSE Russell
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SPOTT SCORING AND VALUATION OF PALM OIL PLANTATION COMPANIES

Company

Malaysia

New Britain Palm Oil Ltd*
United Plantations

Sime Darby Plantation
Kuala Lumpur Kepong
101 Corporation

Hap Seng Plantation Holdings

Genting Plantations

FGV Holdings

IJM Plantations

TSH Resources
Boustead Plantations
Sarawak Oil Palms

BLD Plantation

Jaya Tiasa Holdings

QL Resources
Singapore

Wilmar International
Golden Agri Resources
Olam International
Bumitama Agri

First Resources

Indofood Agri Resources
Mewah Group

Kencana Agri

Indonesia

Dharma Satya Nusantara
Austindo Nusantara Jaya
Eagle High Plantations
Sawit Sumbermas Sarana
Sampoerna Agro

Astra Agro Lestari

Bakrie Sumatera Plantations

Tunas Baru Lampung

* Owned by Sime Darby Plantation Berhad

Source: SPOTT, ZSL
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88.90%
81.20%
77.10%
68.30%
64.80%
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48.30%
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75.30%
68.10%
62.60%
54.40%
47.80%
41.80%
38.20%
14.20%

Scores
E S
93.3% 97.6%
84.9% 89.4%
78.8% 84.9%
77.5% 81.8%
72.7% 78.4%
70.9% 77.4%
68.3% 75.2%
63.0% 71.2%
59.4% 58.1%
53.3% 62.7%
43.3% 61.6%
41.4% 48.0%
19.5% 25.7%
17.1% 21.9%
7.0% 15.7%
87.30% 89.90%
76.20% 85.40%
74.70% 79.60%
66.10% 74.00%
61.10% 67.70%
47.30% 56.80%
43.60% 58.20%
26.10% 29.50%
71.80% 80.60%
62.50% 69.00%
55.50% 66.50%
49.60% 55.90%
43.60% 48.50%
36.40% 40.70%
35.40% 36.10%
12.20% 13.00%
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59.00%
53.50%
53.10%
33.00%
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28.90%
28.20%
9.60%

2021F PE

)

239
NA
239
216
258
10.5
226
203
18.3
18.5
375
1.5
NA
8.15
56.6

14.5
8.2
9.4
6.8
10.1
NA
NA
NA

141
NA
NA
25.0
16.9
18.7
NA
6.7
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘'U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2021, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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