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Surya Esa Perkasa (ESSA)
One step at a time

Taking an initial step to execute blue ammonia project

After the announcement of blue ammonia project back in Mar2021, we finally get
to see the first step to realizing this project. Currently, ESSA's blue ammonia
project is at its first phase of feasibility study of measuring the GHG emission
produced. The CO2-free ammonia project is expected to start its construction by
the end of 2023 with an estimated capex of USD150mn-200mn with targeted
commercial operation in 2026.

Strong performance in 3Q22

ESSA managed to score another quarterly record high revenue of USD206mn (+7%
QoQ) in 3Q22, driven by volume growth of ~43% QoQ as plant utilization reached
113% after a huge turnaround from maintenance back in FY21. The strong 3Q22
revenue brought its 9M22 revenue to USD557mn (+132% YoY). As cash cost
decreased by 8% QoQ, its 3Q22 GPM continues to be on the high side at 48.5%
(vs 48% in 2Q22). However, higher management fees and other costs dragged its
OPM down to 41.45% (vs 45% in 2Q22) and resulted in a 3Q22 net profit of
USD38mn (-8% QoQ), the 2™ highest quarterly earnings ever. The 3Q22 profit
achievement resulted in ESSA's booking 9M22 earnings of USD105mn (12x YoY).
Refer to Table 1 for more details

Expect similarly strong 4Q22 before maintenance in 1Q23

Currently, the ammonia plant is operating well beyond our expectation of 100%
utilization, a huge turnaround after big maintenance done in 2021. We expect the
plant to run optimally at the current rate high rate of 110% in FY22F before entering
a short maintenance in 1Q23 (with an expected utilization of 70%). Therefore, we
adjusted our FY22/23F utilization assumptions to 110%/95% (from 100%/105%)
but retain our FY22F/FY23F ESSA's ammonia ASP assumption of USD885/MT
and USD758/MT.

Rolled-forward valuation resulting in 15% lower TP at IDR1,210/sh

We rolled forward our DCF valuation to FY23F with WACC of 12% and 0% terminal
growth rate which translates to lower TP of IDR1,210/sh (from IDR1,430/sh),
implying a 12.5x FY23F PE and 6x FY23F EV/EBITDA (on its -0.5 std dev 5yr
EV/EBITDA). ESSA's strong cash generation and already low gearing level should
provide room for ESSA to splurge on the blue ammonia plan and dividend payment.
We expect ESSA to deliver earnings of USD142mn & USD101mn in FY22F and
FY23F, respectively. Currently, ESSA is trading at 10.3x FY23F PE and 5.2x
FY23F EV/EBITDA. Note that our calculation does not include the upside potential
from under development blue ammonia project.

FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
Sales (USD mn) 176 303 728 548 470
GP (USD mn) 9 110 341 243 208
OP (USD mn) (7) 86 300 209 176
NP (USD mn) (19) 14 142 101 88
EBITDA (USD mn) 40 134 348 257 225
Net debt (USD mn) 376 392 255 88 (76)
OP margin (%) 4) 28 41 38 38
ROE (%) (6) 5 28 17 13
Dividend yield (%) 0% 0% 2% 3% 3%
EPS (IDR) (18) 13 134 97 84
chg. (%, YoY) 172) 950 (28) (13)
BPS (IDR) 289 275 481 576 660
DPS (IDR) - - 1 40 29
PE (x) (9.6) 26.3 7.4 10.3 11.8
PB (x) 0.6 1.2 2.1 1.7 15
EV/EBITDA (x) 32.8 9.9 38 5.2 59
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|. A glimpse of the blue ammonia project

Almost all ammonia manufacturing is based on traditional fossil fuels, particularly natural
gas. From there, hydrogen is created through chemical reaction and combined with
nitrogen at high pressure and temperature to form ammonia. This method is often called
“Grey ammonia” and has a major drawback of emitting GHG. In fact, according to IEA,
the global average direct emission of ammonia production ranges from 1.6-2.7MT of
CO2 per MT (accounting for around 1.3% of total CO2 emission from energy system).

Fig 1. Energy consumption for and emission from ammonia production
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Notes: HVCs = high value chemicals, including ethylene, propylene, benzene, toluene and mixed xylenes. Energy intensities
shown on a gross basis to facilitate comparison between products and sectors, i.e. excluding the quantities of steam and
other energy carriers that are produced as by-products. Industrial energy consumption includes energy used in blast furnaces
and coke ovens and chemical feedstock. Industrial CO; emissions include process emissions.

Source: IEA, KISI

Currently, there are two ways to produce CO2-free ammonia:

1) Blue ammonia: It is essentially the same way as producing “grey ammonia”
with the exception that any CO2 generated during the production is captured
and permanently stored back in the soil (CCS).

2) Green ammonia: Hydrogen used in the production is obtained through
electrolysis powered by renewable energy instead of fossil fuel, making it
naturally clean ammonia.
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Fig 2. The process of manufacturing CO2-free ammonia
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Ammonia produced in these manners could also offer future options for the transition
toward net-zero emission, which includes:

1) Ideal energy storage, as ammonia can be easily stored in bulk as a liquid at -
330c. The stored ammonia can then be transported by pipes, trucks, or ships

2) Hydrogen carrier, the carbon-free ammonia can be reconverted into Hydrogen
which is a clean-burning fuel with no carbon emission, as opposed to storing
hydrogen which is difficult and expensive to store in bulk.

3) Zero-carbon fuel, ammonia can be burnt in an engine or used in a fuel cell to

produce electricity with ammonia’s only byproducts are water and nitrogen

Fig 3. ESSA’s blue ammonia project timeline
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Currently, ESSA’'s blue ammonia project is at its first phase of feasibility study of
measuring the GHG emission produced to calculate the carbon intensity values for
ammonia products. The CO2-free ammonia project is expected to start its
construction by the end of 2023 with an estimated capex of USD150mn-200mn
with targeted commercial operation in 2026. We think that this number is reasonable
given the similarity with other blue ammonia projects worldwide (see Fig 3.).
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Fig 4. Ongoing blue ammonia project worldwide

CF industries CF USs 1,250,000 2024  USD200mn USA
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OCI N.V. OCI NA 1,100,000 2025 USD450mn USA
Qatar Energy Ammonia-7 project - 1,200,000 2026  USDl1bn Qatar
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PT Surya Esa Perkasa ESSA 1J 700,000 2026  200mn Indonesia

Source: Various sources, KISI
Most plants are targeted to commence operation after 2024 and we should see the blue
ammonia forming its market by then, alongside with implementation of carbon pricing
system in most countries. Japan has also stated its commitment to take 2mn tons of blue
ammonia by 2027 with a gradually increasing amount. ESSA should be the ideal supplier
as ESSA will be the first manufacturer to produce blue ammonia in Southeast Asia if the
project is executed in a timely manner.
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ll. Strong performance in 3Q22

Table 1. 3Q22 earnings review
Revenue 102
Gross Profit 47
Operating Profit 42
Net Income 19
GPM 46.6%
OPM 41.0%
NPM 18.6%

192 206 7%  103% 241 351 557 132% 7%

92 100 8% 111% 95 158 258 171% 76%

86 85 -1%  105% 77 144 229 198% 76%

41 38 -8%  100% 8 67 105 1183% 74%
48.0%  48.5% 39.6% 45.1% 46.4%
45.0% 41.4% 31.9% 40.9% 41.1%
21.4% 18.3% 34% 191% 18.8%

Source: Company, KISI

Fig 5. Ammonia & LPG quarterly ASP

2022 has been a good start for ESSA as the significant leap in ammonia price resulted
in a 98% YoY jump on ESSA's 9M22 ASP to USD902/MT (from USD457/MT in 9M21).
On quarterly basis, however, 3Q22 ASP fell 11% QoQ to USD890/MT (from
USD1,001/MT in 2Q22). We believe that the record high ammonia price in 2Q22 was
driven by 1) several countries entering spring planting season, hence more demand for
fertilizer, and 2) supply-shock from the geopolitical tension. We retain our ESSA's
ammonia ASP assumption of USD885/MT in FY22F and therefore imply 4Q22F ASP to
be slightly lower than it was in 3Q22 owing to peak winter planting season.

Fig 6. Ammonia quarterly production and utilization
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Production-wise, ESSA’'s ammonia plant has been running at a utilization rate that is
above our expectations. As of 9M22, its plant produced 564,550 MT ammonia with
utilization at 109% and we expect the ammonia plant to run at the same high utilization
rate for 4Q22F. Therefore, we adjust our utilization assumption to 110% from 100% for
FY22F. We forecast ESSA to post a record-high top-line of USD728mn in FY22F (9M22
revenue was USD557mn, +132% YoY).
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Fig 7. Gas cost as a % of cash cost Fig 8. Profitability margin
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On the cost side, gas cost remains to be the biggest cost contributor. Compared to the
previous years, gas cost (as a % of cash cost) went up significantly due to the increase
in gas price while other costs remain stagnant. 3Q22 cash cost was down to USD74.9mn
(-8% QoQ) following the slight downturn in natural gas price. This resulted in a slightly
better GPM of 48.5% in 3Q22 vs 48% in 2Q22. We expect 4Q22F natural gas price to
remain stable and GPM to stay at relatively the same level.

Fig 9. ESSA gas purchase price and ammonia ASP correlation (1Q19-3Q22)
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All in all, ESSA recorded a 3Q22 net profit at USD38mn (+100% YoY, -8% QoQ), a
slightly lower QoQ due to higher management fees and other costs, nevertheless
operational remains strong. Along with the expected record-high revenue in FY22F, we
expect ESSA to book record-high earnings of USD142mn by FY22F as a result of
continued strong ASP and production volume in 4Q22F.
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On balance sheet, ESSA has also successfully brought down its debt from its significant
cash generation in this robust year. 9M22 leverage ratio is down to 0.7x, a significant
improvement vs 1.6x as of end 2021. With a lesser burden on the cash flow, ESSA will
be able to use its FCF for dividend distribution and capex for blue ammonia project

starting FY23F.

Fig 11. ROE and ROA
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lll. Maintain a positive view on ESSA

Taking into account this year’s exceptional plant production performance, we tweaked
our ESSA's utilization rate assumptions to 110% by FY22F (from 100% previously).
However, for FY23F, we have to adjust down the utilization rate to 95% (from 105%
previously) to take into account the expected maintenance period in 1Q23 (at 70%
utilization). However, we still maintain our FY22/23F ammonia price assumptions.

We also adjusted our cost of sales to match ESSA's gas pricing mechanism, USD/IDR
assumptions, and toned-down its non-operational costs. These changes our earnings
FY22/23F forecast by 5%/(-)4%, post 9M22 results.

Table 2.  Assumption changes

Ammonia plant utilization rate 110% 95% 105% 100% 105% 100%
Ammonia production (MT) 762,850 658,825 728,175 | 693,500 728,175 693,500
changes 10% -10% 5%

ESSA Ammonia ASP assumption (USD/MT) 885 758 590 885 758 674
changes -

USDIDR assumption 14,800 15,000 15,000 14,500 15,000 15,000
changes 2% -

Revenue (USDmn) 728 548 470 677 600 508
changes 8% -9% 7%

Gross profit (USDmn) 341 243 208 337 273 208
changes 1% -11%

Operating profit (USDmn) 300 209 176 294 233 171
changes 2% -10% 3%

Net profit (USDmn) 142 101 88 135 105 77
changes 5% -4% 14%

Source: Company, KISI

Fig 12. EV/ EBITDA band Fig 13. Revenue driver
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Subsequently, we rolled forward our DCF valuation to FY23F with WACC of 12% and 0%
terminal growth rate which translates to a lower TP of IDR1,210/sh (from IDR1,430/sh),
implying a 12.5x FY23F PE and 6x FY23F EV/EBITDA (on its -0.5 std dev 5yr
EV/EBITDA). ESSAs strong cash generation and already low gearing level should
provide room for ESSA to splurge on the blue ammonia plan and dividend payment. We
expect ESSA to deliver earnings of USD142mn & USD101mn in FY22F and FY23F,
respectively. Note that our calculation does not include the upside potential from under
development blue ammonia project.

Table 3. DCF valuation

Enterprise value (IDR bn) 23,113 Risk-free rate 7.2%
Net cash (IDR bn) (1,307) Market Premium 5.0%
Equity Value (IDR bn) 21,806 Beta 13
Minority (IDR bn) (2,891) After tax Cost of Debt 6.4%
Shares outstanding (mn) 15,661 Debt Proportion 25.4%
Target Price (IDR / share) 1,207.80 Equity Proportion 74.6%
Target Price (IDR /share - rounded 1,210 Cost of Equity 13.9%
Target P/E 12.5 Long-term growth 0.0%
Current P/E 10.3

Upside/downside 21.6% WACC 12.0%

Source: Company, KISI

Sensitivity analysis shows that every 5% movement in ASP will impact our FY23F
earnings estimates by 11.4%. Meanwhile, every 5% change in utilization will affect our
FY23F earnings estimates by 6.2%

Table 4. Sensitivity of utilization and ammonia ASP to FY23F earnings

Utilization
90% 62.1 73.0 84.0 94.9 105.8 116.7 116.7
959 66.6 78.1 89.6 101.2 112.7 124.2 124.2
100% 71.0 83.2 95.3 107.4 119.6 131.7 131.7
105% 75.5 88.3 101.0 113.7 126.5 139.2 139.2
110% 80.0 93.3 106.7 120.0 133.4 146.7 146.7
1159 84.4 98.4 112.4 126.3 140.3 154.2 154.2

Source: Company, KISI

Fig 14. ESSA’s peers’ comparison
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Company Overview

PT Surya Esa Perkasa (ESSA) is an Indonesia-based company engaged in refining and
processing natural gas to produce liquefied petroleum gas (LPG). ESSA owns and
operates one of the largest, privately-owned domestic LPG refineries in South Sumatra,
Indonesia.

Established in 2006, ESSA has been a publicly-listed company since 2012. Through its
subsidiary, PT Panca Amara Utama (PAU), ESSA became one of the biggest producers
of Ammonia in Indonesia. Its ammonia plant has a nameplate capacity of 1,900TPD (ton
per day) equipped with KBR Reforming Exchange System and Purifier Technology.

To date, ESSA's LPG production capacity stands at 174TPD (ton per day) and
condensate production capacity at 410 bpd (barrels per day). Its products consist of:

1. LPG, usually used as kitchen appliance fuel (mainly gas stoves) and
automotive fuel

2. Condensate (Pentane and heavier hydrocarbons), used as raw material for
paint, thinner, glue, tire vehicles, and light Naptha

3. Ammonia, mainly used as raw material for fertilizer production (~80% of the
market). It can also be used in pharmaceutical, food & beverage, textile,
industrial & household cleaning, water & wastewater treatment, metallurgical
processes, pulp & paper, leather, rubber, and others. In the future, it has
potential use as fuel for its high hydrogen content and zero CO2 emissions.

Fig 15. ESSA corporate structure
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Source: Company, KISI
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FY-ending Dec. (USD mn) 2020A  2021A  2022F  2023F  2024F Income statement
Current assets FY-ending Dec. (USD mn) 2020A 2021A  2022F 2023F  2024F
Cash & cash equivalent 74 81 46 116 204 Sales 176 303 728 548 470
Accounts & other receivables 2 20 29 29 22
COGS (166) (193) (387) (305) (262)
Inventories 22 32 43 55 44
Others 5 25 60 45 39 Gross profit 9 110 341 243 208
Non-current assets SG&A expense 17) (24) (41) (34) (31)
Fixed assets 619 574 534 491 447 Operating profit @ 6 300 209 176
Other non-current assets 70 7 185 139 119
Interest Income 1 0 1 1 1
Total assets 792 809 896 875 875
Current liabilities Interest expense (35) (78) (29) (21) (14)
Accounts & other payables 12 24 38 34 28 Others (net) 2 2 5 3 3
ST debt & bond 10 21 - - - X X
Other non-operating profit 1 2 3 4 5
Current portion of LT debt 70 48 90 72 52
Gains (Losses) in associates, - - - - -

Others 3 4 33 23 20 subsidiaries and JV

Non-current liabilities Earnings before tax (39) 10 276 192 167

LT debt & financial liabilities 370 404 211 133 7 Income taxes 6 4 (61) (42) @37

Provisions 9 4 9 7 6

Net profit after controlling (19) 14 142 101 88

Other non-current liabilities 6 3 7 5 4 interest

Total liabilities 480 509 388 274 187 Non-controlling interest 14 © (74 (49) 42)

Controlling interest Other comprehensive profit - - - - -
Capital stock 106 106 106 106 106 Total comprehensive profit . . B B B
Additional paid-in capital - - - - -

. . Total comprehensive profit of - - - - -
Retained earnings 90 107 242 300 358 controlling interest

Minority interest 115 87 161 195 225 EBITDA 40 134 348 257 225

Shareholders' equity 312 301 509 602 689

Cash flow Key financial data

FY-ending Dec. (USD mn) 2020A 2021A 2022F 2023F 2024F FY-ending Dec. 2020A 2021A 2022F 2023F 2024F

C/F from operating (24) 12 79 181 169 per share data (IDR)

Net profit (19) 14 142 101 88 EPS (18) 13 134 o7 84
L BPS 289 275 481 576 660
Depreciation 47 47 48 48 48
DPS - - 1 40 29
Net incr. in W/C 20 38 8 12 14
et incr. in (38) 8) (12) Growth (%)
Others (72) (12) (102 43 19 Sales (20.9) 72.9 139.9  (24.8)  (14.2)

C/F from investing (23) 3) 7) (5) (4 opP (1.3) (13.1) 25 0.3) 0.2)
CAPEX 23) @) @ ®) ®) NP (825.0)  (173.0) 914.6 (28.6) (13.0)

EBITDA 232% 160% -26% -12%
Investment in JV - - - - 1
Profitability (%)

C/F from financing (26) 2) (107) (105) 77) OP margin (4.1) 285 412 38.1 375
Chg. in equity 28 3 ) - - NP margin (10.9) 4.6 195 185 18.7
Chg. in debts (49) 23 172) (96) (76) EBITDA margin - 44.1 47.8 46.9 47.8

B ROA (2.4) 1.7 15.8 11.6 10.1
Dividends - - 1 (43) (30)
ROE (6.1) 4.6 27.8 16.8 12.8
Others ® @9 [ 2% Dividend yield 0% 0% 2% 3% 3%
CI/F from others - - - - - Dividend payout ratio 0% 0% 10% 30% 30%
Increase in cash (74) 7 (35) 71 88 Stability
Net debt (USD mn) 376 392 255 88 (76)
Int.-bearing debt/equity (%) 1.4 1.6 0.6 0.3 0.2
Valuation (X)
PE (9.6) 26.3 74 10.3 11.8
PB 0.6 1.2 2.1 1.7 1.5
EV/EBITDA 32.8 9.9 3.8 5.2 5.9
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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).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia
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