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SECTOR UPDATE

Building Materials — Malaysia
Benefitting From Spillover Of Commodities Rally

Aluminum, ferroalloy and tin players are expected to post strong earnings in 2Q22,
which offer an attractive trading catalyst. This is due to the improved production yoy
after the lockdown and spillover of record-high prices from 1Q22, benefitting from
structurally favourable supply-demand dynamics. We believe prices for the selected
commodities have bottomed as current spot prices could be below some of the global
producers’ cash production costs. Maintain OVERWEIGHT. Top pick: Press Metal.

WHAT’S NEW

¢ Expect robust performance in upcoming 2Q22 results. We believe aluminum, ferroalloy
and tin companies will post stellar 2Q22 earnings, which offer an attractive trading
opportunity as the strong earnings may have yet to be fully reflected in their share prices.
This is largely due to higher production yoy after the lockdown and the spillover effect of
record-high commodity prices from 1Q22. Most of the companies under our coverage sell
forward at least 2-3 months ahead so they managed to lock in the favourable prices before
the prices trended downwards. Prices have eased entering into 2H22, mainly due to the
weak market sentiment caused by the fear of recession. While sentiment may remain fragile
in the near term, we believe this presents a good buying opportunity as China’s gradual
lifting of its lockdown will stimulate demand and support prices accordingly.

Rising energy prices... Skyrocketing electricity costs and declining commodity prices amid
the rising rates and fear of economic slowdown have led some global producers to cut or
exit the market. Recently, the Ferroalloy Association in China asked its members to cut
output by >60%, and over 40 producers agreed to do so. Ningxia in China, a major
ferroalloy production hub, plans to reduce daily production by 67% to 1,450 mt/day. We
noted that today’s FeSi spot price of US$1,800/mtis below cash cost for some of these
producers (vs OMH’s cash cost: $1,200-1,400/mt). Producers in India also cut output by
40% in July. For tin, many major smelters in China decided to halt production in July too.
Hence, around 13,500mt of refined tin (4% of global production) will not be produced in Jun-
Jul 22. These production cuts will form a significant support for the commodity prices.

e ...give local smelters low-cost advantage over global peers. Given the power-intensive
nature of the smelting business, OMH and PMetal have significant advantage over global
peers as they offer substantially lower costs, given their access to eco-friendly low-cost
hydropower in Sarawak. For example, OMH is in the lowest quartile for production costs
(fifth-largest FeSi producer, ex-China). Comparable smelters in China and Europe run at a
cost that can be 2x or 3x higher. The use of hydropower, solar panels and waste heat
recovery helps to reduce their carbon footprints too. China’s strict environmental
requirements will push more small producers to withdraw from the market. Hence, local
smelters may fill the void left by some global players exiting the market. This was reflected
as Malaysian smelters were the 2nd biggest suppliers to the US for FeSi in 4M22.

ACTION

¢ Maintain OVERWEIGHT as we expect the favourable structural supply-demand to support
the lofty commodity prices, especially after China gradually lifts its lockdown in 2H22. We
favour the ferroalloy, tin and aluminium segments as they are poised to post strong results
this year due to: a) elevated ASPs, b) improved production, and c) healthy demand. Most of
our target prices imply close to -0.5SD from historical mean PE (vs current share prices
trading between -1 to -1.5SD). Top pick: PMetal.

OVERWEIGHT

(Maintained)
TOP SECTOR PICKS
Share Price Target
2 Aug 22 Price
Company Rec (RM) (RM)
Press Metal BUY 4.95 7.40
Source: UOB Kay Hian
KEY ASSUMPTIONS
Average Ytd  2022F 2023F
Ferroalloy (US$/mt)
ASP - FeSi Alloy 2,000 1,900 1,700
ASP - Mn Alloy 1,450 1,400 1,300
Tin (US$/mt)
ASP 38,000 34,000 32,000
Aluminum (US$/mt
ASP - Aluminum 2,900 2,500 2,600

Source: UOB Kay Hian
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KEY REGIONAL PRODUCTION CUTS
China: Cut output by >60%
India: Slash production by 40%

Tin China: Halt production in July impacting 13,500mt
(4% global production)

Europe: Lost about half of its aluminium smelting
capacity last year due to the high power prices

Source: Bloomberg, UOB Kay Hian
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PEER COMPARISON
Share Price  Target Market PE P/B ROE
2 Aug 22 Price Cap FY22F  FY23F  FY22F  FY23F  FY22F  FY23F
Company Tickers Rec (R™m) (RM) (R™) (x) (x) (x) (x) (%) (%)
Press Metal PMAH MK BUY 4,95 7.40 40,790 18.3 16.6 6.0 55 40.3 317
Malaysia Smelting Corp SMELT MK BUY 2.24 3.07 1,010 49 5.2 12 1.0 279 22.0
OM Holdings OMH MK NR 2.08 n.a. 1,450 5.2 4.1 n.a. n.a. 12.3 17.1

Source: Bloomberg, UOB Kay Hian
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o Our preferred picks: COMMODITIES PRICES

a) Press Metal (PMAH MK/BUY/Target: RM7.40). With a sixth consecutive quarter of =
record-high earnings in 1Q22, PMetal continues to be a prime beneficiary of strong L =
aluminium prices backed by structural supply shortage and robust demand. The 42% §_- :..%
additional smelting capacity is set to supercharge a two-year net profit CAGR of 43% £ 1%
from 2021. PMetal has hedged 60% of its aluminium sales volume at US$2,400/mt for = - P
2022 and 35% at US$2,500/mt for 2023. Preference for low carbon and greener =] g wal =
aluminium also lends further strength to current spot prices. ;: ;;: u';{ 0| g | RS gy

b) Malaysia Smelting Corp (SMELT MK/BUY/Target: RM3.07) is on track for another :’::'" '1'_": ;:} :i _"': ‘f‘f :: ";
strong year in 2022 backed by the ramp up in production and improvement in smelting
margins from the full utilisation of its new eco-friendly smelting plant. Despite the volatile ~ Source: MITI, Bloomberg, UOB Kay Hian
market sentiment that is pressuring tin prices, we still believe prices will remain firm in \Sc HISTORICAL FORWARD PE
the long run as the structural supply issue will persist.
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c) OM Holdings (OMH MK/NOT RATED/Current: RM2.05) is in a sweet spot to benefit ,
from elevated ferroalloy prices backed by structurally favourable supply-demand ™ LY
dynamics. Its use of low-cost eco-friendly hydropower, tax benefits and long-term ™ .g_( \ L
earnings visibility via its capacity expansion and diversification plan, put it ahead of its = vk f“h-'h.,"'"’ N
global peers. The economic reopening helps OMH to resolve its manpower shortage 4 -N'\,.wi -\,,,
issue and fully resume production going forward.
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ESSENTIALS Source: UOB Kay Hian
¢ Stronger production amid economic reopening. OMH’s 2Q22 production volumes for  OMH HISTORICAL FORWARD PE
FeSi and Mn alloy improved to 35,004mt (+52% yoy) and 60,767mt (+61% yoy), which  w G e AgD b
brought 1H22 output to 68,929mt (+12% yoy) and 121,307mt (+28% yoy) respectively. This *
is mainly due to the absence of lockdown and border reopening. Sales volumes of FeSiand  **
Mn alloys increased to 37,779mt (+25% yoy) and 52,172mt (+2% yoy), largely due to export ~ *
bulk shipments that were delayed towards end 1Q22, which were brought forward to 2Q22.  * o
Due to its hedging practice, we believe OMH has locked in most of its sales in 1H22 at ™
N VAW A YV

>US$2,000/mt for FeSi and >US$1,500/mt for Mn alloy. @

o
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Source: UOB Kay Hian

Capacity expansion to boost earnings ahead. The conversion of two of the idled FeSi
furnaces to produce Mn alloys has recently been completed, targeting to produce an
additional 100,000mt/year. With the new converted furnaces, OMH is running 14 out of 16 PMETAL HISTORICAL FORWARD PE

furnaces (6 FeSi and 8 Mn alloy). The remaining two idled furnaces are being converted into :n = s
producing silicon metal (MetSi), which are expected to be completed in 4Q22
(24,000mt/year). With stable production output and elevated prices in 2022, OMH is  =»
expected to register strong profit for FY22. The company is trading at 3-4x 2022F PE. CMS’
recent disposal of its 25% stake in OM Sarawak (OMS) is underway, expected to be
completed by end-4Q22. Hence, from 2023 onwards, OMH will be able to recognise 100%
profit from OMS.
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Surge in power prices continues to disrupt production. LME aluminium prices touched  Source: UOB Kay Hian

an all-time high at US$3,985/mt before retreating to the current level of around US$2,400/mt BREAKDOWN OF FERROALLOY PRODUCTION
(ytd average: US$2,975/mt) which was affected by the frail sentiment on China’s lockdowns. COSTS
Besides favourable structural demand globally, electric vehicles (EV), renewable energy s

(RE) and infrastructure, LME aluminium prices are supported by supply tightness from 0% s . m A o
partial plant shutdowns, power curtailment in China and Europe as well as supply disruption o . -
caused by the Russia-Ukraine war. Note that Europe has lost around half of its aluminum ::’ & materal
smelting capacity last year. Any further hikes in energy prices this coming winter could push s s “ - o
more smelters to cut production. 0%
0% 1: Reductant

o Tin supply disruption continues. LME inventory rose to 3,260mt due to weak demand 20% - 13%
from China’s lockdown but inventory still remains low (three days’ worth of global 10% A Sy
consumption vs historical average of >14 days or >15,000mt). Production in Indonesia (the o Fedi s =y

world’s largest tin exporter) has been declining in recent years due to changes in regulatory  Source: UOB Kay Hian
policies. It is considering raising the royalty rate on tin from 3% to a new progressive rate to

increase the value extracted from its natural resources to boost its economy. It is also

preparing a policy on a planned ban on processed tin exports.
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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
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