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MKH Oil Palm Bhd

Harvesting success

Valuation / Recommendation

We have a SUBSCRIBE recommendation on MKH Oil Palm (East
Kalimantan) Bhd (MKHOP) with a FV of RM0.80 based on 14x FY24F
EPS, translating to 29% upside to IPO price. Our target PE is at a 25%
discount to Malaysian’s peers average PE, considering MKHOP’s smaller
market capitalisation. We like MKHOP for the favourable age profile and
superior FFB vyield of its plantation, which would be a compelling play
should crude palm oil (CPO) prices remain high.

Investment Highlights

Prime plantation profile. Currently, 95% of MKHOP's plantation area is
comprised of prime mature oil palms (aged 10-16 years), while the
remaining 5% consists of young mature oil palms (aged 4-9 years). This
favourable age profile has contributed to MKHOP achieving an average
Fresh Fruit Bunch (FFB) yield of 24.1 MT/ha for FY23, far ahead of the
average FFB yield in East Kalimantan, which stands at 17.4 MT/ha. We
anticipate MKHOP’s FFB yields to improve further to 25.5MT/ha and
26.5MT/ha in FY24 and FY25 respectively, indicating a rebound from the
adverse impacts of La Nina in previous years. This would help to drive a
modest 4-6% growth in FFB production for FY24-25, and similarly for its
CPO production on the back on stable oil extraction rate of 20-21%.
Overall, we believe MKHOP’s plantation output should remain prime for
years to come, while its planned acquisition of 5,000ha of land post-IPO
would add ~27% to its plantation landbank and start contributing from
FY28 onwards.

Significant margins improvement in FY24-FY25. Despite achieving
better ASP, the margins for MKHOP had been on a downtrend since FY21
mainly due to the spike in fertiliser and labour costs. We see FY24 as a
key turning point for the company, as a combination of favourable CPO
prices and lower production costs (i.e. fertiliser and fuel) should help to
significantly boost MKHOP’s EBIT margins recovery to 22-24% in FY24-
25 (from a low of only 14% in FY23).

Based on market forecast, we have assumed MKHOP to achieve a stable
CPO ASP (Indonesia domestic price) of RM3,500/3,400 per tonne in
FY24-25 (vs. RM3,350/tonne realised in FY23). For sensitivity analysis,
we estimate for every RM100/tonne increase in our CPO price
assumptions, MKHOP’s FY24-25 earnings will rise by 3% respectively.

Risk factors for MKHOP include (1) Fluctuation in the market prices of
CPO and PK; and (2) Adverse weather conditions affecting FFB yield.

FY Sep FY21 FY22 FY23 FY24F FY25F
Revenue (RM m) 306.6 315.8 338.0 357.3 360.1
EBITDA (RM m) 140.3 109.7 78.4 110.4 117.4
PAT (RM m) 77.5 60.1 31.3 58.2 64.0
PAT Margin (%) 25.3 19.0 9.2 16.3 17.8
EPS (sen) 9.6 7.5 3.9 5.7 6.2
EPS Growth (%) 314.4 -22.4 -48.0 46.2 8.8
BV Per Share (sen) 0.26 0.35 0.39 0.47 0.50
PE (x) 10.9 10.0
Net Gearing (%) 0.3 Cash Cash Cash Cash
ROE (%) 125 12.9
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Business Overview

MKH Oil Palm specialises in cultivating oil palm and producing
crude palm oil (CPO) and palm kernel (PK), with its plantation
landbank mainly located at East Kalimantan, Indonesia. The
company adopts sustainable plantation practices and is
ISPO-certified.

Listing Details

Listing date 30 April 2024
New shares (m) 220.0
Offer for sale (m) 30.7
Funds raised (RM m) 136.4

Ordinary shares (m) 1,023.6
Market cap (RM m) 636.6
Free float 36.0
P/E (FY24F) 10.9
Metro Kajang (Oversea) 30.7%
Metro Kajang Holdings 28.7%
PT Hikmat 3.9%
Utilisation of Proceeds RM m

Top 3 Shareholders

Expansion of land banks for oil palm plantation ~ 42.0

Capital expenditures for existing plantation

lands 230
Setup of PK crushing facility 9.0
Working capital 3.4
Repayment of loan due to related party 30.0
Listing expenses 10.0
7.3%
22.0%
2.5%

6.6%

30.8%

Source: Company, Mercury Securities
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Key Charts

Figure 1 : Benchmark Malaysia CPO Price trend (RM/tonne)
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Figure 2 : MKHOP’s FFB production & yield
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Figure 3 : MKHOP’s plantation hectarage, by age profile
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Figure 4 : MKHOP’s Oil & Kernel Extraction Rate (%)
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Peer Comparison (as at 9 Apr 2024)

Company _l?ilai);:berg (SLrEi)re e Mkt Cap B ((OB/Or)owth P/E (x) ROE (%) $f;|3i(‘g/io‘)’e”d
Malaysia UsS$ m 2024 2025 2024 2025 2024 2025 2024 2025 2024 2025
KLK Kepong KLK MK 23.02 5,312 105.8 56 195 185 1.7 1.7 8.4 8.7 2.8 2.9
Sime Darby Plantation SIME MK 4.69 6,679 (21.9) 19 219 214 1.7 1.6 8.0 7.9 2.6 2.7
Genting Plantation GENP MK 6.20 1,171 253 (6.5 175 187 1.0 1.0 5.6 5.6 3.4 3.4
IOl Plantation 101 MK 4.03 5,262 48.5 3.1 192 187 2.1 20 111 110 2.7 2.8
FGV Holdings FGV MK 1.41 1,083 176.6 115 181 16.2 0.8 0.8 4.9 5.7 3.2 3.4
Hap Seng Plantation HAPL MK 1.92 323 286 (41) 131 136 0.8 0.7 5.4 5.7 4.1 4.3
Simple Average MY 60.5 19 182 179 i3 i3 7.2 7.5 3.1 3.2

Indonesia & Singapore

PT Astra Agro AALI 1J 6,975 845 240 (7.2) 103 111 0.6 0.6 4.7 5.0 n/a n/a
Wilmar International WIL SP BIGHIl 16,261 9.8 116 9.7 8.7 0.8 0.7 8.1 8.6 4.6 5.3
Golden Agri GGR SP 0.27 2,541 98.7 9.7 6.5 5.9 0.5 05 131 122 2.0 4.0
First Resources FR SP 1.40 1,619 46.6 (2.9) 7.6 7.9 1.0 1.0 13.7 126 6.1 6.6
Simple Average ID & SG 44.8 2.8 8.5 8.4 0.7 0.7 9.9 9.6 4.2 5.3

Source: Bloomberg

IPO Details
Offer for Sale (m) Public Issue (m) Total (m) ()
Retail Offering
Eligible Persons - - - 0.0
Malaysian Public (Bumiputera) - 25.6 25.6 25
Malaysian Public (Non-Bumiputera) - 25.6 25.6 25
Institutional Offering
Selected investors 30.7 168.8 199.5 195
Total - 220.0 250.7 24.5

Source: Company
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Group Structure Post Listing

IPO Note
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Disclaimer & Disclosure of Conflict of Interest

The information contained in this report is based on data obtained from data and sources believed to be reliable at the time of issue of this report. However,
the data and/or sources have not been independently verified and as such, no representation, express or implied, are made as to the accuracy, adequacy,
completeness or reliability of the information or opinions in this report.

» o« » oo

This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”, “intend” and
“expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such forward-looking statements
are based on assumptions made and information currently available to Mercury Securities Sdn Bhd. (“Mercury Securities”) and are subject to known and
unknown risks, uncertainties and other factors which may cause the actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking statements. Caution should be taken with respect to such statements and
recipients of this report should not place undue reliance on any such forward-looking statements. Mercury Securities expressly disclaims any obligation to
update or revise any forward-looking statements, whether as a result of new information, future events or circumstances after the date of this publication or to

reflect the occurrence of unanticipated events.

Accordingly, neither Mercury Securities nor any of its holding company, related companies, directors, employees, agents and/or associates nor person
connected to it accept any liability whatsoever for any direct, indirect, or consequential losses (including loss of profits) or damages that may arise from the
use or reliance on the information or opinions in this publication. Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Mercury Securities has no obligation to update its opinion or the information in this report.

This report does not have regard to the specific investment objectives, financial situation and particular needs of any specific person. Accordingly, investors
are advised to make their own independent evaluation of the information contained in this report and seek advice from, amongst others, tax, accounting,
financial planner, legal or other business professionals regarding the appropriateness of investing in any securities or the investment strategies discussed or
recommended in this report. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances or otherwise represents a personal recommendation to you. This report is not intended, and should
not under no circumstances be considered as an offer to sell or a solicitation of any offer or a solicitation or expression of views to influence any one to buy or
sell the securities referred to herein or any related financial instruments.

Mercury Securities and its holding company, related companies, directors, employees, agents, associates and/or person connected with it may, from time to
time, hold any positions in the securities and/or capital market products (including but not limited to shares, warrants and/or derivatives), trade or otherwise
effect transactions for its own account or the account of its customers or be materially interested in any securities mentioned herein or any securities related
thereto, and may further act as market maker or have assumed underwriting commitment or deal with such securities and provide advisory, investment, share
margin facility or other services for or do business with any companies or entities mentioned in this report. In reviewing the report, investors should be aware
that any or all of the foregoing among other things, may give rise to real or potential conflict of interests and should exercise their own judgement before
making any investment decisions.

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will remain
confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to Mercury Securities. This research report and
its contents may not be reproduced, stored in a retrieval system, redistributed, transmitted, or passed on, directly or indirectly, to any person or published in
whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Mercury Securities takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Mercury Securities own website material) are provided solely for your convenience. The
information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or
Mercury Securities’ website shall be at your own risk.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to the laws of the
jurisdiction in which you are located.

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.
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Recommendation Rating

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence, the recommendation
rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating as the analyst may not follow the stocks
adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months (including dividend yield)
HOLD Stock’s total return is expected to be within +10% or -10% over the next 12 months (including dividend yield)
SELL Stock’s total return is expected to be -10% or worse over the next 12 months (including dividend yield)
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