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|0l Corporation:
Customers and investors want sustainability

In Q1 2016, 101 Corporation’s (I01:MK) stock price rose to a year-to-date high of MYR
5.00. In February 2016, Chain Reaction Research published a report warning that I0l’s
equity value might collapse given Chain Reaction Research’s forecast that the
Roundtable on Sustainable Palm Qil (RSPO) might suspend IOl shortly thereafter. In
March 2016 RSPO temporarily suspended 10l due to its clearing of forests in violation of
RSPQ’s policy. As forecasted, by May 2016, I10I’s shares fell 18% to MYR 4.12 while IOl
lost 26 major corporate customers. Separately, IOl announced it would sue the RSPO of
which it is a voluntary member. Finally, by mid-May 2016, analysts’ negative
recommendations peaked and Moody’s reviewed I01’s debt for a downgrade.

Appreciating these clear market signals, 101 changed its approach. On June 6th, 2016,
IOl withdrew its lawsuit against RSPO and announced it would focus on improving its
sustainability profile to achieve customers’ No Deforestation, No Peat, No Exploitation
(NDPE) commitments and zero-deforestation polices. In doing so, 10l announced it
would strive to achieve a more stringent RSPO Next certification by Q4 2016. Shortly
afterwards IOl’s equity price gained 6% reaching MYR 4.38 by July 11, 2016.

Key Findings

* |0l stated in June 2016 it would implement RSPO Next certification by Q4 2016.
Meanwhile, IOl needs to resolve its pending RSPO complaints.

* 26 customers suspended contracts because of 10I’'s RSPO noncompliance.

* 10I's RSPO suspension may drag on, further suppressing IOl's equity value.

* Inresponse to I0Ol's share price collapse because of the RSPO suspension, 101
conducted 10 share repurchase programs.

* |0l experienced equity volatility five times between 2011 to 2015 due to landbank
and RSPO concerns.

* |0l's forward PE and PB ratios are expected to be above peers.

As shown in Figure 1, IOl's decision to drop its lawsuit against RSPO and to come into
compliance with customers’ NDPE polices, as well as its statement that it wants to
achieve the RSPO Next certification by Q4 2016, are positive signs that 10l may be
supporting its higher-margin CSPO business line — allowing for equity price recovery. At
the same time, 101 still has one major RSPO complaints pending.

In summary, 10I’s RSPO suspension is likely to result in lost revenue and reduced
operating earnings, continued equity price downdrafts and reputational damage. To
demonstrate that 10l understands its market and customers’ concerns, the company
may want to focus on achieving RSPO compliance and RSPO Next certification and
establishing stringent operational risk controls that properly manage its landbank. Yet,
guestions remain regarding whether RSPO Next is operational. 10l may benefit from
employing a robust operational risk management framework built on sustainability, so
as to demonstrate to investors the seriousness with which it takes its current RSPO
suspension and its possible palm oil revenue at risk. Simply put, 10l cannot move
forward without resolving its RSPO cases first.
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Investors’ Responses

10l’s 5-year equity price trend compared to I0l's major landbank shows that RSPO
concerns may have resulted in negative price swings on five occasions. This may
represent a pattern for 10Il. Repeated allegations of forest and peatland clearing, land
grabbing, occupation of customary land and RSPO complaints and violations may have
contributed to IOI's equity volatility and to its temporarily underperforming the FTSE
Malaysia Palm Oil Plantation index. As shown in Figure 2 above, 10I's landbank and
RSPO exposure often is not fully priced into its equity valuation.

10l’s equity price dropped 18% after RSPO’s temporary suspension announcement.
As shown in Figure 2 above, |0Ol’'s equity value dropped from a year-to-date high of MYR
5 on March 14, 2016 to year-to-date low MYR 4.12 on May 16, 2016. Over this same
period, the FTSE Malaysia Palm Qil Plantation Index lost 9% and the Jakarta Agricultural
Index lost only 4%. Prior to its suspension, 10l was outperforming both indices with a
year-to-March 14th, 2016 return of 19%, while the two indices had returned 11%.

Failure to redress RSPO complaint cases might negatively impact IOI's equity value. If
IOl fails to address its RSPO non-compliance in its two complaint cases and to meet
customers’ NDPE procurement requirements, its suspension may drag on, possibly
depressing I0l’s equity valuation. The second non-resolved RSPO complaint might
further hamper 10I’s publicly stated commitment to obtaining the more stringent RSPO
Next certification. Because 20% of I0Ol’s crude palm oil (CPO) is estimated to be sourced
from third parties, 101 may also require that its suppliers adhere to RSPO’s Next
certification. Furthermore, 10l is likely to see controversy over its third party supply
base in the near-term.
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Figure 3
101 analysts’ recommendation
mean and dispersion

10l initiated 10 share repurchase programs to stem equity price collapse. In May
2016, 101 bought back more than 13 million shares for MYR 50 million — 0.2% of total
shares outstanding. 101’s top shareholders, including its founders the Lee family,
engaged in active trade trying to prevent further short-term losses and possibly gain on
potential long-term equity appreciation.

Analysts downgraded 10l after its RSPO suspension. As shown in Figure 3 below,
according to Thomson Reuters, analysts’ opinion after the announcement of the RSPO
lawsuit was that 10l was a “strong sell”. Since 10l announced it was no longer pursuing
its lawsuit against RSPO, Maybank and MIDF Research revised their recommendations
from underperform to a buy. CIMB also revised its recommendation to a hold. Investors
have also reported confidentially to Chain Reaction Research that they likewise
downgraded 10l given its RSPO suspension.
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Moody’s “reviews IOl for downgrade,” investors now may be in breach of their own
sustainability policies. Due to the RSPO suspension and IOl’s revenue and margin
uncertainty, 10I’s credit profile has destabilized. As a result, on May 11, 2016, Moody’s
announced it was reviewing IOl’s senior unsecured bonds and bank credit facilities for a
downgrade, suggesting that 10l may experience difficulties servicing its liabilities.
Additionally, as shown in Figures 8, 9, and 10 in the appendix, IOl’s creditors, investors,
and underwriters may now also have their sustainability policies at risk of violation
because of 10I's RSPO noncompliance.

101 may continue to lose CSPO higher margin market because its puts customers in
breach of their sustainability policies. Unless 10l can resolve its RSPO certification
noncompliance, the company may lose more customers who increasingly demand
CSPO from suppliers in order to support achieving their NDPE and zero-deforestation
commitments. 51% of 10I’s revenue comes from markets with numerous customer
NDPE commitments — 15% revenue exposure to the US and 36% to the EU markets.

Customers’ Responses

With lower sales volume expectations for I0I's last fiscal quarter, fiscal year ending
June 30 2016, 10I's annual revenue for 2016 is now forecasted at $2,841 million (MYR
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Figure 4
10I’s 26 customers suspend
relationships

List of customers who suspended
contracts with 10l due to I0I’s RSPO
suspension:

Ahold

Archer Daniels Midland
Beiersdorf

Bunge
Colgate-Palmolive
Delhaize Group

Dr. Oetker

Dunkin' Donuts
Ferrero

Fonterra

Golden Agri-Resources
Hershey'’s

Johnson & Johnson
Kellogg’s

Louis Dreyfus
Marks & Spencer
Mars

McDonald's
Mondeléz

Neste Oil

Nestlé

Olam

Proctor & Gamble
RB

Unilever

Wilmar International

Figure 5
101 sales volume at risk

Estimates:

Total CPO processed =1,096,000 mt
Sustainable CPO =418,000 mt
26 customers x 7700 mt = 200,000 mt
As % of total CPO =18%

11,788 million), 1.4% higher year-over-year. Operating earnings are forecasted to be
21% better than 2015, yet still 16% lower than prior years’ average. Several
considerations are at play:

* Asshown in Figure 4, 26 customers have suspended their contracts with IOl.

* Asaresult, 3% of the company’s total annual palm oil sales volume are not secured
until the end of 10I’s fiscal 2016. Annualized, unsecured sales volume could range
from 16.5% to 18% of volume, if 10l fails to find new customers.

* Operating earnings could be 32% lower quarter-over-quarter. Annualized this could
result in 8% to 11% lost operating profits, as a consequence of the suspensions.

32% operating earnings are at risk, quarter-over-quarter for Q2 2016, which is 10I's
fiscal year end. Although 10I's palm oil segment generates 15% of its revenue, it
contributes 67% to its earnings. This means that small revenue losses can have larger
impacts on net income. Analysis shows that $23 million (MYR 91 million) in revenue are
uncertain as are $36 million (MYR 144 million) operating earnings due to loss of
customers. The main assumptions for the estimates are:

* Annual sustainable capacity of 420,000 tons, 38% of total.

* Average sales 7,700 sustainable metric tons palm oil per year per customer.

* Difficulty realizing sales for 2 months of the quarter or 3 % of the annual volume, as
seen on Figure 5.

* Declining commodity stock piles in the country (Maybank says 25% year-over-year).

* CPO price per ton MYR 2,737 (S 681).

* Difficulty finding substitute customers on a short notice.

* Brexit's possible adverse CPO price impacts.

Thus $23 million of palm oil revenue may be at risk, but could be offset by generally
higher CPO prices. This is how IOI’s annual revenue is forecasted up by 1.4% on an
annual basis.

As Q2 2016 is the last quarter of the fiscal year 2015/2016 for 10, total sales for that
year are forecasted down 3% and operating earnings down by 8%; this is offset by
higher CPO prices. As 10l profits from rising CPO prices, the negative financial effect of
the RSPO and consecutive customers’ suspension is not discernible in its forecasted
financial results of $2,841 million revenue and $1,014 operating earnings. |IOl’s 2017
forecasts remain, however, contingent on 10I’s progress with RSPO. Evidence from
other studies shows that it usually takes three months to find replacement customers,
which means it can be assumed that IOl could find them for its fiscal 2017. The price
IOl could get with new customers, however, may be lower than previously secured.

Revenue loss due to procurement policy noncompliance resulted in depressed profit
margins and increased liquidity risk as 26 customers suspend contracts with I0Il. As
previously reported by Chain Reaction Research, growers that did not meet customers’
procurement policies experienced difficulty finding replacement customers and lost
leverage in contract negotiations, which resulted in worse terms and conditions than
would otherwise be expected. Material consequences were decreased profits,
decreased returns to shareholders and increased liquidity risks — likely similar to
Moody’s review for downgrade.
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As reported June 12" 2016 in the Financial Times, Nestlé stated it would be closely
monitoring I10I. Nestlé disengaged completely soon after. Unilever stated it would no
longer purchase from 10l and Kellogg’s shifted 67% of its 10l CSPO purchases to other
suppliers. Mars opted out from purchasing during the suspension. Mondeléz responded
that it requires all its suppliers to have valid RSPO certification.

Yet it is critical to understand that 101’s RSPO suspension, if resolved, may not result in
customers returning — since 10l has been clearly in breach of some of these customers’
NDPE and zero-deforestation procurement policies.

101 downplays its revenue at risk at 0.5%, but peers in similar situations have
experienced up to 10% revenue at risk. On March 24, 2016, 101 said that as its CSPO
premium was 0.5% and that 10I's revenue would only slightly decrease because of the
suspension, equating to est. $3.5 million lost revenue per quarter. However, the June
2016 Chain Reaction Research report Palm Oil Revenue at Risk: Failure to Meet Buyers’
Procurement Policies Results in Lost Revenue found that similar firms’ inability to meet
customers’ sustainability policies has resulted in revenue at risk at 10% — 20 times IOl’s
estimate. This is primarily driven by the loss of existing customers and the associated
difficulty finding other replacements on short notice, and the loss of CSPO price
premium. This suggests that IOl’s revenue at risk may range from 0.5% to 10%.

I0I’s forward PE ratio and EPS are still positive, considering:

* Annual revenue outlook at MYR 11,788 million and net earnings at MYR 1,014.
* Stock may have upward support at MYR 4.12, resistance above MYR 4.40.

As shown in Figure 6 below, despite its RSPO suspension, 10l may finish the year at a PE
ratio above 27. This would still be trending a third higher than historical average (2009
to 2014) and still above peers’ and industry mean. Forecasts for 10I’s fiscal 2017 are
also positive, given that unsold inventory in 2016 can be sold in 2017.

Figure 6 Metric FY 2012 FY 2013 FY 2014 FY2015 | Est.2016 | Est.2017

101 2016 profitability estimates Revenue 15,640 12,199 11,911 11,621 11,788 12,254
OPEX 13,274 10,484 10,132 10,274 10,133 10,534
EBIT 2,367 1,715 1,905 1,347 1,634 1,720
Net 1,789 1,970 1,255 445 1,014 1,175
Income
EPS 0.28 0.31 0.53 0.03 0.16 0.18
PE 15.06 22.45 26.92 153.67 27.41 23.66

As shown in Figure 7 below, relative to its peers, |0l has a Price/Book ratio of 5.12 or
three times greater than its peer average, implying that 10l may be overpriced versus
its competitors. Its Enterprise Value/Sales and EV/EBITDA are also above peers’ and
industry averages demonstrating that IOl may be overpriced. Its EV/EBIT, however, is
two times below peer average. This EV/EBIT ratio shows that 10l may be generating

earnings as efficiently as its competitors.
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Figure 7
101 relative performance

Company P/E P/B P/FCFF EV/Sales |EV/EBITDA| EV/EBIT Div Yield
101 Corp 27.41% 5.12 1.32 2.86* 16.86 20.31% 2.6%
Kuala
Lumpur 20.50 2.40 20.29 1.85 13.34 22.18 3.0%
Kepong
Sime Darby 27.01 1.46 44.26 1.35 13.86 23.34 2.9%
Genting

- 28.59 1.85 NA 5.37 16.58 33.96 0.8%
Plantations
Felda Global| ¢ 4, 0.85 NA 0.55 7.62 177.63 2.5%
Ventures
UM

. 22.07 1.78 93.62 4.67 14.48 54.10 2.0%
Plantations
Golden Agri-| ¢ 67 0.55 12.94 0.81 9.57 21.72 2.2%
Resources
First

16.44 2.18 24.40 NA NA 15.13 NA
Resources
United. 15.61 2.25 NA NA 10.25 13.63 4.4%
Plantations
Peers mean 22.72 1.67 39.10 2.44 12.24 45.21 2.5%
Peers median 21.28 1.81 24.40 1.60 13.34 22.76 2.5%
Food
20.12 2.89 20.49 1.61 10.90 16.16 NA

Products

Thomson Eikon: Smart Estimates and Profundo estimates (101 Corp P/E, EV/Sales)

I0l’s Pathway Forward

101 has articulated corrective actions, implementation needs to be demonstrated. On
June 6™, 2016, 101 submitted its action plan to the RSPO stating that it has begun
rehabilitating affected areas and increasing its capacity to prevent forest fires on its
concessions. |0l also stated it is willing to engage further with legal and sustainability
stakeholders and to better adhere to evolving Indonesian law and policies. IOl must
also reengage its customers to assure that future palm oil contracts will not conflict
with NDPE and zero-deforestation procurement policies.

The pending development of the RSPO complaint case in Long Teran Kanan, Sarawak,
Malaysia against |0l continues to represent risk to I0I. Should 10l fail to address its two
pending RSPO complaint cases, RSPO noncompliance could be maintained and
customers suspending contracts might continue indefinitely.

IOl is a founding member of RSPO with significant interest in the future of the
organization. As a member 10l is expected to:

* Implement in practice its commitments to RSPO and meet RSPO Next standards.

* Proactively lead the industry through its transition to sustainability.

* Transparently disclose its third party suppliers, given that 20% of its palm oil is from
third party suppliers.
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Figure 8
I0I’s Creditors 2010 — 2016

* Hold its third party suppliers fully compliant with its own purchasing policy and also
with downstream customers NDPE policies and zero-deforestation commitments.

* Engage with third party suppliers in solving noncompliance similar to other industry
members such as Wilmar, Cargill, GAR, Musim Mas, etc., or disengage if compliance
is not achievable.

* Resolve its two RSPO complaint cases: Katepang and Long Teran Kanan.

* Match I0I's sustainability policies with lessons learned from its RSPO complaints.

* Demonstrate strong institutional commitment to suspend third-party suppliers in
violation of RSPO, 10I's own internal policies, and its customers’ policies.

In addition, 10l is known to supply custom-made specialty fats that its customers
depend on — yet still 26 customers suspended I0I. The longer |10l fails to address market
expectations, the more likely its customers will find alternative suppliers and the less
likely they will return to I0l. While 101 may hastily be pushing to resolve its RSPO
complaints, 10I’s customers’ concerns may increase if IOl is seen as rushing to
resolution without executing the expected “on-the-ground” changes its customers
require.

In summary, 10I’s RSPO suspension is likely to result in lost revenue and reduced
operating earnings, continued equity price downdrafts and reputational damage. To
demonstrate that IOl understands its market and customers’ concerns, |0l may want to
focus on achieving RSPO compliance and RSPO Next certification and establishing
stringent operational risk controls that properly manage its landbank and RSPO risks.
01 may benefit from employing a robust operational risk management framework built
on sustainability, so as to demonstrate to investors the seriousness with which it takes
its current RSPO suspension and its possible palm oil revenue at risk.

Appendix: I0l's Creditors, Underwriters, and Bondholders

Creditors Country Total Commitments USD
million

Mitsubishi UFJ Financial Japan $465

Oversea-Chinese Banking Singapore $200

Corporation

Sumitomo Mitsui Financial Japan $165

HSBC United Kingdom $100

United Overseas Bank Singapore $80

Total loans identified $1,090

Source: Bloomberg and Thomson Eikon
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Figure 9
10l’s Underwriters 2010 - 2016

Underwriters Country Amount underwritten USD
million

Citigroup United States $150

HSBC United Kingdom $150

Mitsubishi UFJ Financial Japan $150

Morgan Stanley United States $150

Total amount underwritten $600

Source: Bloomberg

Figure 10
10l’s Bondholders Q1 2016

Disclaimer:

This report and the information therein is derived from
selected public sources. Chain Reaction Research is an
unincorporated project of Climate Advisers, Profundo,
and Aidenvironment (individually and together, the
"Sponsors"). The Sponsors believe the information in this
report comes from reliable sources, but they do not
guarantee the accuracy or completeness of this
information, which is subject to change without notice,
and nothing in this document shall be construed as such a
guarantee. The statements reflect the current judgment
of the authors of the relevant articles or features, and do
not necessarily reflect the opinion of the Sponsors. The
Sponsors disclaim any liability, joint or severable, arising
from use of this document and its contents. Nothing
herein shall constitute or be construed as an offering of
financial instruments or as investment advice or
recommendations by the Sponsors of an investment or
other strategy (e.g., whether or not to “buy”, “sell”, or
“hold” an investment). Employees of the Sponsors may
hold positions in the companies, projects or investments
covered by this report. No aspect of this report is based
on the consideration of an investor or potential investor's
individual circumstances. You should determine on your
own whether you agree with the content of this

Bondholders Country Value of Bonds USD million
ﬁ\r:frgiz Family Mutual United States $174.2
Zurcher Kantonalbank Switzerland $7.9
JPMorgan Chase United States $7.5
MassMutual Financial United States $6.5
Manulife Financial Canada $6.4
Prudential (UK) United Kingdom $6.0
Julius Bar Switzerland $5.6
Lombard Odier Switzerland $5.4
AXA France $4.5
Bank of East Asia China $2.5
Sumitomo Mitsui Trust Japan S1.7
Temasek Singapore $1.5
Union Bancaire Privée Switzerland $S0.8
NN Group Netherlands $0.5
Pacific Century Group China $0.5
Raiffeisen Zentralbank Austria $0.5
BayernlLB Germany $0.3
Dynagest Switzerland $0.3
DZ Bank Germany $0.3
BlackRock United States $0.1
Total holdings identified $232.9

Source: Bloomberg
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