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Sawit Sumbermas Sarana (SSMS)
Favorable debt refinancing

Recent bond rating downgrade was NOT due to cash-flow risk

On 28Jun22, SSMS secured an 8-yr syndicated bank loan of IDR3.6tn with a 9%
p.a. interest rate. Subsequently, SSMS announced a tender offer to buyback its
USD300mn notes maturing in 23Jan2023 at USD900 for each USD1,000 in
principal amount of notes; and able to redeem ~86.58% (or equivalent to
USD259.7mn) from bondholders as of 7Jul2022. Following the conclusion of the
notes’ tender offer, both Moody’s and S&P downgraded SSMS debt ratings to
Caa2 (one notch below) and “Selective Default" (from CC), respectively. The
downgrades were NOT due to potentially insufficient cash flows to settle the
remaining USD40.3mn but due to description technicality. Quoting Moody’s
comment “the buyback of the notes at a discount to par value and the diminished
creditor rights of the residual noteholders (as noteholders will have to contend with
secured bank debt, which has priority claim and ranks ahead of the notes) highlight
the company’s very high credit exposure”. In addition, Moody’s “expects SSMS to
generate sufficient internal cash to redeem the residual USD40.3mn notes when
they mature in Jan2023".

Refinancing reduced SSMS debt risk profile

Considering the refinancing into bank loans, SSMS managed to 1) reduce its forex
risk and 2) get away from the costly USD bond withholding tax structure. With their
attractive plantation profile and overall higher CPO price to sustain in FY22F and
FY23F as explained in our initiation report (SSMS Initiation — Stepping into its
prime), we expect SSMS to generate hefty earnings of IDR2.7tn and IDR2.3tn
respectively. The strong cash flow generation and moderate capex spending for
routine maintenance should allow SSMS to generate sufficient cash for
deleveraging, and redeem the residual USD40.3mn bonds (including the last
coupon payment) when it matures in Jan2023. Historically, SSMS’s global bond
has been munching on their earnings, especially on 2018 and 2019. The
refinanced debt also saves SSMS IDR35bn interest expenses in FY23.

Maintain BUY recommendation offering ~37% upside

We maintain our BUY call with TP at IDR2,040/sh, implying 7.2x FY22F PE and
USD21.7k/Ha or at a premium as compared to other established Indonesian CPO
companies). We have yet to analyze the earnings impact from revised export duty.
Our sensitivity analysis shows that every IDR1,000/kg change in CPO ASP should
impact SSMS’s earnings by 15%, and every 5% change in CPO production should
impact SSMS’s earnings by 9%. Currently SSMS is trading at 5.2x FY22F PE, 1.7x
FY22F EV/EBITDA, and a massive 38% ROE.

2020A 2021A 2022F 2023F 2024F
Sales (IDR bn) 4,011 5,203 7,293 6,149 6,250
GP (IDR bn) 1,797 2,205 4,102 3,361 3,504
OP (IDR bn) 1,109 1,552 3,326 2,611 2,755
NP (IDR bn) 577 1,516 2,685 2,247 2,517
EBITDA (IDR bn) 1,429 1,858 3,633 2,920 3,062
Net debt/(cash) (IDR bn) 4,411 4,374 1,765 (83) (1,616)
OP margin (%) 27.7 29.8 45.6 42,5 44.1
ROE (%) 13.0 27.7 37.6 25.5 25.0
Dividend yield (%) - 3.1 4.1 7.2 6.0
EPS (IDR) 60.5 159.1 281.9 235.9 264.3
chg. (%, YoY) NA 155.6 111.7 (18.4) 5.3
BPS (IDR) 511.4 641.2 885.5 1,052.7 1,260.0
DPS (IDR) - 30.5 39.8 70.5 59.0
PE (x) 14.0 6.1 5.2 6.3 5.6
PB (x) 8.8 7.4 4.6 5.1 4.2
EV/EBITDA (x) 17 15 17 14 12
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Fig 1. Leverage ratio

Fig 2. Net profit and NPM
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Fig 2. SSMS EV/EBITDA

EV/EBITDA

Average = w= == +] Std Dev

)
28 -

w= == == -1 Std Dev +2 Std Dev -2 Std Dev

23 A

18 -

13 A

8 -

3 T T T T T T T T
Jun-18 Dec-18 Jun-19 Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22

Source: Company, KISI

Source: Company, KISI

Fig 3. SSMS EV/Ha
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Company overview

PT Sawit Sumbermas Sarana Tbk is an Indonesia-based palm oil company. The Company
manages an integrated business across over 23 oil palm estates, eight oil palm mills (PKS),
and one palm kernel mill out of Pangkalan Bun, Central Kalimantan, Indonesia. The
Company manages a total of approximately 116,029 hectares (ha) of land bank, of which
about 81,237 ha was already planted with mature plants, consisting of approximately
68,880 ha of the planted nucleus and over 12,357 ha of planted plasma area. The
Company’s subsidiaries include PT Mitra Mendawai Sejati, PT Kalimantan Sawit Abadi,
PT Mirza Pratama Putra, PT Sawit Mandiri Uatama, PT Tanjung Sawit Abadi, PT Menteng
Kencana Mas, Sawit Plantation Holding (SPH), Sawit Plantation International (SPI) and
Sawit Sumbermas International (SSI).

Fig 4. SSMS operational map photo
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Fig 5. SSMS company structure
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Balance sheet (IDR bn)
FY-ending Dec. (IDR bn) 2020A 2021A 2022F 2023F 2024F
Current assets
Cash & cash equivalent 1,908 1,833 2739 3,522 4,919
Accounts & other receivables 611 668 871 636 657
Inventories 315 353 350 306 301
Others 581 647 647 647 647
Non-current assets
Fixed assets 4531 4401 4,602 4479 4,350
Intangible assets 9 11 12 14 15
Total investment 1,880 1,951 1,951 1,951 1,951
Other non-current assets 2,940 3,987 3,992 3,997 4,003
Total assets 12,776 13,851 15,164 15,551 16,843
Current liabilities
Accounts & other payables 748 653 285 261 224
ST debt & bond } } } } }
Current portion of LT debt 185 257 204 105 170
Others 507 554 554 554 554
Non-current liabilities
LT debt & financial liabilities 6,159 6,002 5,190 4,036 3,415
Other non-current liabilities 308 277 277 277 277
Total liabilities 7,905 7,743 6,730 5,524 4,841
Controlling interest
Capital stock 953 953 953 953 953
Additional paid-in capital 541 541 541 541 541
Retained eamings 2999 4225 6531 8107 10,063
Others 355 357 357 357 357
Minority interest 23 33 53 69 88
Total equity 4,871 6,108 8,434 10,027 12,001
Cash flow (IDR bn)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
C/F from operating (290) 465 2,618 2,806 2,764
Net profit 577 1,516 2,685 2,247 2,517
Depreciation 320 306 307 309 307
Net incr. in W/C (1,186) (1,357)  (375) 249 (61)
Others - - - - -
C/F from investing (209) (176) (508) (186)  (179)
CAPEX (209)  (176)  (508)  (186)  (179)
Others - - - - -
CIF from financing 204  (363)(1,203) (1,838) (1,188)
Incr. in equity - - - - -
Incr. in debts (22) (84) (844) (1,183) (645)
Dividends - (290) (379) (671) (562)
Others 226 12 20 17 19
Increase in cash -295 -74 906 783 1,397
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Income statement (IDR bn)
FY-ending Dec. (IDR bn) 2020A 2021A 2022F 2023F 2024F
Sales 4,011 5203 7,293 6,149 6,250
COGS -2,214  -2,998 -3,191 -2,788 -2,747
Gross profit 1,797 2,205 4,102 3,361 3,504
SG&A expense -688 -654 -775 -750 -749
Operating profit 1,109 1,552 3,326 2,611 2,755
Financial income

Interest income 64 509 240 359 461
Financial expense

Interest expense (541) (541) (481) (379) -
Other non-operating profit 53 163 163 163 163
Gains (Losses) in associates, (65) 70 160 128 128
subsidiaries and JV
Earnings before tax 900 1,874 3,469 2,903 3,251
Income taxes (319) (347) (763) (639) (715)
Non-controlling interest 4 11 20 17 19
Net profit 577 1516 2,685 2247 2,517
EBITDA 1,429 1,858 3,633 2,920 3,062
Key financial data (IDR bn)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
per share data (IDR)
EPS 60.5 159.1 281.9 235.9 264.3
BPS 511.4 641.2 885.5 1,052.7 1,260.0
DPS - 30.5 39.8 70.5 59.0
Growth (%)
Sales growth 224 29.7 40.2 (15.7) 17
OP growth 174.7 39.9 114.4 (21.5) 55
NP growth 4,845.6 162.8 77.2 (16.3) 12.0
EBITDA growth 103.7 30.0 95.6 (19.6) 4.9
Profitability (%)
OP margin 27.7 29.8 45.6 425 441
NP margin 14.4 29.1 36.8 36.6 40.3
EBITDA margin 35.6 35.7 49.8 47.5 49.0
ROA 4.7 11.4 18.5 14.6 155
ROE 13.0 27.8 37.2 245 23.0
Dividend yield - 31 4.1 7.2 6.0
Dividend payout ratio - 50.4 25.0 25.0 25.0
Stability
Net debt (IDR bn) 4,435 4,426 2,197 372 -1,031
Int.-bearing debt/equity (%) 142.6 114.6 85.1 17.4 13.3
Valuation (X)
PE 14.0 6.1 5.2 6.3 5.6
PB 8.8 7.4 4.6 51 4.2
EV/EBITDA 1.7 1.5 1.7 1.4 1.2
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally entitled
to receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and agreed
to be bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may constitute a
violation of law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to
clients of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its
confidentiality at all times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of by
any means or altered in any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations
as to their accuracy, completeness or correctness. This 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. KISI accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the use
of the material presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI' clients only and does not consider any specific investment objectives, financial situation
and the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be
construed or considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging)
relating to the securities, other financial instruments, and other form of investments issued or offered by the Company (ies) covered in this
Report. It is your own responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment
objectives, financial situation and particular needs, and (c) consult your own professional and financial advisers as to the legal, business,
financial, tax and other aspects before participating in any transaction in respect of the securities of Company (ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original date of
publication by KISI and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies)
mentioned in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of
KISI’ activities. KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus based
on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company (including those
covered in the Report). However, the individual analyst(s) may receive compensation based on the scope of his/their coverage of Company
(ies) in the performance of his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees, among
other things, may give rise to real or potential conflicts of interest. KISI 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. KISI 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.

Please note that the securities of the Company (ies) covered in this Report might not be eligible for sale in all jurisdictions or to all categories
of investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others, the prevailing
laws of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities covered in this Report
can fall as well as rise and an investor (including you) may get back less than invested. Future returns are not guaranteed, and a loss of
original capital may be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and
supervised by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).
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