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Key financial ratios

Total Assets RM million 7702 18,992 -T% v
Total Liabdities RM million 1601 12.388 6% ¥
Deposits, cash and bank balances RM milllion 1618 1220 33N A
MNet Assets (NA) per Share "M 14 122 -T% ¥
Total Equity RM milflion 6,100 6,604 8% ¥
Earning per Share (EPS) sen (6.7) (29.6) 1% A
Return on Shareholders' Fund (ROSF) 4 (5.90) (24.21) 76% A
Total Borrowings RM milllion 4,907 5403 0% v
Total Borrowings and LLA RM million 9223 9731 -5% ¥
Liguidity Ratio (1] times 100 102 -2% v
Gearing Ratio™ (i} times 151 147 3% A
Gearing Ratio (excluding LLA) times 080 082 -2% v

*Gearing rotio equals to Borrowings, Loan due 1o o significont shareholder ond LLA kabiity
{in Current Lioblities and Non-Current Lichilities) divided by Totol Equity.

i) Reduction in Liquidity Rotio due to repoyment of long-term oo
{¥) Despite the reduction in totol borrowings ond LLA by 5%, the georing rotio mcreased by 3%
due to o decreose in totol equity os o result of loss incurred during the yeor

EBIT vs CPO price
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nance Inc, extended the contx

of the plantation giant’s chairman,
Datuk Azhar Abdul Hamid.Azhar
will be the government-appointed
director and chairman of the FGV
board effective Sept 8.

In the run-up to his contract extension,
names had been bandied about to take over
the chairmanship,among them, Datuk Seri
Shahidan Kassim,an Umno chieftain who
is Member of Parliament for Arau (Perlis).

Azhar's credentials as a plantation man
are well known. He spent many years at Per-
nas International Holdings Bhd,Sime Darby
Bhd and Tan Sri Syed Mokhtar Albukhary's
Tradewinds Bhd, which Pernas International
had morphed into.

Azhar’s extension could stem from the
government realising just how challenging
things are at FGV,which has been suffering
from financial woes for years.

Another view is that the government
is satisfied with the performance of Azhar
and other members of the FGV manage-
ment team.

A

As talk of a snap poll looms, murmurs of a
possible privatisation of FGV by its 33.66%
parent, the Federal Land Development Au-
thority (FELDA), have resurfaced.

Privatisation is seen as a means for the
current government to gain the support of
FELDA settlers, who make up the majority
of voters in as many as 54 constituencies.

In an email response to questions from
The Edge on the possible privatisation of FGV,
FELDA replies, “As you are aware, a special
task force on FELDA was recently set up,
chaired by Tan Sri Abdul Wahid Omar. The
setting up of this task force was to study the
best possible ways to consolidate FELDA's
finances and sustainability for the bene-
fit of its settlers, which includes exploring
various options and avenues to resolve its
financial challenges.

“As regards the question on the priva-
tisation of FGV, we are not in a position to
comment on the matter at this moment. In
the event that any recommendation is made
by the task force, it will report its findings
and proposals to the government for ap-
proval,” it added.
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is worth RM3.07 billion.

If the government were to take
vate, it is likely to pay a hefty premium t
woo the settlers. FGV's shares were floated
in 2012 at an offer price of RM4.55. FELDA
pocketed RM5.99 billion from the sale of
its shares while FGV raised RM4.9 billion in
fresh capital from the listing of new shares.
1ts initial public offering was the second
biggest globally,after Facebook.

When it share price hit its peak in 2012,
FGV's market cap was slightly below RM17
billion.

Turning FGV around

Datuk Haris Fadzilah Hassan has been the
CEOof FGV for 18 months.The perception was

that he was facing an uphill task as the plan-

tation group was financially stressed,with a ‘
dwindling cash pile and ballooning losses.

Haris,who has a three-year contract, tells
The Edge he believes the management has
done well in terms of resolving the funda-
mental issues.

“I think in terms of focusing on the ba-
sics, we have been doing well.

“All of the plantation numbers are im-
proving. Things that we can't control still
persist. Whatever problems FGV faced be-
fore, we are still facing, for instance, LLA
(land lease agreement, see sidebar) and age
profile, the (corporate) culture.

“The culture part is still the main part
— it is something that takes a longer time
to change, but I am still here working on
it,” Haris says.

He divides the restructuring work into
three areas, and frankly states that not all
are within the management's control.

“So,divide it in terms of two areas, areas
that we can control,which is the operational
numbers, [for] which I think we have done
a serious transformation, and two is the
culture, which is still a work in progress
...and three is to have new sources of rev

CONTINUES ON PAGE 59
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Costs have been brought down over last 18 months

FROM PAGE 56
enue,which is what we are doing,” he says.

For the first quarter ended March 31,2020
(1QFY2020), FGV's net loss swelled to RM142.35
million from RM3.37 million a year ago.Quar-
terly revenue shrunk to RM2.78 billion from
RM3.28 billion. However, the saving grace is that
its operating cash flow improved to RM218.27
million in 1QFY2020 compared with RM19.71
million a year ago.

“We have stopped the bleeding, now, we
want to sustain that performance and grow
selectively,

“All things are on track as far as [ see it ...
The board is also happy, they have tosay if they
are not happy.I'm appointed by the board, not
by the government, which is a major change
in terms of the governance of FGV,” he says.

As at end-March, FGV's cash pile stood at
RML38 billion. However, it had short-term debt
of RM3.02 billion and long-term borrowings of
RM749.29 million. Finance costs in 10FY2020
came to RM48.16 million.

Haris does not think the multi-billion short-
term debts pose any major concern.“Not really
... we are still okay with that.”

TA Securities plantation analyst Angeline
Chin is among the handful who have a posi-
tive take on FGV.She hasa "hold” rec

Peer comparison table

(RM)
S0 Plantation Buy 497 | 568 366 | 245| 24| 24 18| 28| 639|100
101 Corp sel | 438| 398| 320| 264| 28| 26| 18| 23| 85102
KLK Buy | 2258 2524| 240 15| 22| 21| 23| 23] 94100
FGV Hoid | tm| 16| 555| 304| 10| tof 18| 18| 17| 32
UMP uR | 73| 168| 295|247 11| 1| 29| 29| 39| 46
TSH Buy | 089 149| 165| 11| o8| 07| 22| 34| s1| 62
UnitedMalacca | Hold | 470| 507| 1380| 240| 07| 07| 14| 21| 05| 29
(sGD)
Wilmar [Buy | 404] 453 206[ 82] 15] 14] 22] 24 73] 79

dation on the stock.

"W now expect FGV to record a lower profit
before tax of RM72.9 million and RM134.5 mil-
lion for FY2020 and FY2021 respectively after
factoring in weak 1QFY2020 results, lower FFB
(fresh fruit bunch) production and lower mar-
gins,” says Chin,who pegs her target price at
RML.16 (see table).

Ivy Ng, head of Malaysia research and re-
gional head of agribusiness research at CIMB
Investment Bank, meanwhile, has a “reduce”
call on FGV,with a target price of 98 sen based on
a10% discount to FGV's sum of parts valuation.

In her first-quarter result review, Ng wrote
that FGV has been loss-making for the ninth
consecutive quarter. “The wider losses, de-
spite efforts to turn around the group, reflect
the vulnerability of the group's current busi-
ness model to low commodity prices due to
its high costs of production.”

Land lease a heavy cost burden

Peer comparisons show that FGV did not fare
as well as others like Kuala Lumpur Kepong
Bhd, 101 Corp Bhd and Sime Darby Plantations
Bhd,all of which were profitable in 1QFY2020.

Haris argues that such comparisons are
unfair, largely because of the annual LLA
payments of RM248 million.

“The business model itself is different if
you want to compare against Sime Darby
Plantation or 101 because they own the land.
Ours is a lease, so we have to fulfil that lease
portion (payment) first, and that itself has a
disadvantage,” he explains.

Apart from the RM248 million annual pay-
ment to parent FELDA, FGV also has to fork out
15% of its profits to FELDA as part of its LLA.

According to Haris, back-of-the-envelope
calculations show that FGV has to add RM300
per tonne of CPO produced as a result of the
RM248 million LLA payment, which makes
it difficult to match its peers’ performance.

“Our previous CPO costs, ex-mill, is
RM1,800, 50 [after] you add [the RM300], it's
RM2,100,50we need prices to be at least around
RM2,100.

“Whatwe have done over the past 1% years
is to bring down our costs through efforts on
the field. We have brought it down to RM1,500
per metric tonne ... RM1,500 per metric tonne
plus RM300 is RM1,800, so we have some
headroom there. This really helps in terms
of improving the profit of FGV," says Haris.

Also hanging like an albatross around

Notable purchases under FGV's acquisition run since its IPO

WLOOMMENG, TA RESEARCT

FGV's neck is the age profile of its trees. FGV's
prospectus in 2012 indicated that 36% of its
plantations were between 21 and 25 years and
16.9% was over 25 years.To put it another way,
52.9% of FGV's plantations were regarded as
old eight years ago.

Today, however, old trees account for one
third, or 32%, of its plantations. This has been
achieved through a replanting ise cover-
ing 15,000ha a year.This costs about RM300 mil-
lion a year,or RM2.4 billion in total since 2012,

with a war chest of RM4.9 billion after its
IPO,FGV was on the acquisition trail to expand
its plantations with younger trees,

The acquisitions — including that of Sa-
bah-based Pontian United Plantations Bhd
for RM1.2 billion, and Asian Plantations Ltd
for RM628 million cash plus assumption of
RM388 million liabilities — were supposed
to help reduce the age profile of FGV's trees.
Unfortunately, the goal was not achieved even
after the coffers were nearly empty (see table).

“This is why in 2018, we had to take close
to RM1 billion in impairments of invest-
ments that were made between 2012 and
2014.These are some of the reasons why we
have it much harder compared with other
plantation companies,” says Haris.

FGV owns good assets too
According to its FY2019 annual report, FGV is
top of the class in many areas. For instance,
itis the largest palm oil mill operator in Ma-
laysia with 68 mills.

In 2019, FGV's CPO output rose to 3.07
million tonnes annually, from 2.82 million
tonnes previously, making it the largest CPO

producer in Malaysia.In the downstream busi-
ness, FGV's Saji is the top refined cooking oil
brand with a 34% market share,while its Seri
Pelangi brand is the No 1 selling margarine
with a 40% market share.

For seedlings, FGV's Yangambi germinated
seed is the biggest seller in Malaysia, with a
44% market share,

In edible oil storage, FGV has 844,400 met-
ric tonnes of capacity — the largest in Ma-
laysia and second largest in the world. FGV
also has the largest compounded fertiliser
production,with a capacity of 730,000 metric
tonnes per year,

The largest selling refined sugar brand
in the country, Gula Prai, with a 61% market
share,is produced by FGV's 51%-owned sub-
sidiary, MSM Malaysia Holdings Bhd.

According to its FY2019 annual report,
FFB production rose by 5.6% to 4.45 million
metric tonnes, compared with 4.21 million
metric tonnes in FY2018, FGV's FFB yield in
FY2019 was 18.44 metric tonnes per ha,while
OER (oil extraction rate)was higher at 20.61%.

FGV'’s average palm tree age profile was
13.8 years in 2019, compared with 16.25 years
in 2012,according to its annual reports.Such
improvements, perhaps, will be a great help
in addressing the root cause of FGV's issues
as younger and more productive trees will
generate better earnings and cash flow.

“Within one company we have so many
things going for us, yet we are not able to
capitalise on it,” Haris says.

With 1% years of his planned three-year
stint over,can Haris do the necessary to turn
FGV around?
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couple of weeks ago, FGV Holdings

The other one is the opportunity to imple-

Bhd CEO Datuk Haris Fadzilah Has-  ment mechanisation, because the LLA land is
san sat down with The Edgeonthe  about3si,000ha, [and] only about 48% is consid-
21st floor of Wisma FGV in Kuala  ered flattish. Due to the hilly nature, we cannot
Lumpur foran interview thatwent  do mechanisation, so our costs are a bit high.
on for almost two hours.

Haris was, as always, straight-
talking. Following are excerpts from the in-
terview.

The Edge: In the past, FGV had issues with
FELDA. How are things now?

Datuk Haris Fadzilah Hassan: Together with
our chairman (Datuk Azhar Abdul Hamid), we
went and presented the status of FGV |to FELDA
chairman Datuk Seri Idris Jusoh| because they
(FELDA) are the biggest shareholder at 33.66%;
[so] we updated him (Idris) on everything.

It was very good, it was refreshing to hear
the way that he wants to engage with FGV,and
really work closely with FGV, which I think is
quite a good platform.

What's with Bright Cow?

We have started diversifying our income poten-
tial. Our business is very much palm-based. Of
course,we have our logistics business, we have
MSM (Malaysia Holdings Bhd), but over the last
1% years, we have grown another two [streams
of income), which are integrated farming and
FMCG (fast moving consumer goods).

Integrated farming is basically to maximise
the profit that we can get per hectare. We pay a
land lease to FELDA, so0 if 1 can generate more
revenue from the same hectare of land, then it
will cover a lot of expenses.

We have gone into dairy farming as well. We
bought into the Bright Cow brand of products,
which has a farm in Linggi, Negeri Sembilan,
but it (the acquisition} is basically to add value
to our own animal feed business.

We have new products coming in for the an-
imal feed, and this is the next big thing that we
want to p partof the circul y
where we turn what used to be a by-product in
terms of waste, to wealth.

Is there any capital expenditure (capex)
deployed for this animal feed business?

The only capex incurred so far is for Bright
Cow,where we have spent about RM12 million

Is this also because of some of the planta-
tions you acquired?

We also bought plantations — after the TPO,we
bought about 80,000ha of new plantation, but
some of those ventures were not paying the
returns we were expecting. This is one of the
ONgoing court cases.

With the new Roundtable on Sustainabl
Palm Oil (RSPO) standards with regards to, let’s
say,new planting, we have even less hectarage
that we can plant because under the new rules,
any gradient which is more than 25¢, we cannot
plant vil palm. So we are looking at 86,000ha
of land which cannot be replanted. 1f we talk
about 350,000ha in total, it is more than 20%,
maybe 25% of the hectarage.

How are things at (your 51%-owned unit)
MSM?

At MSM, sugar is a controlled item, but there are
five layers of distribution in terms of middle-
men before it reaches the consumer. Let's say
the cost coming out of the factory is RM2,000,
the market ceiling is RM2,800, there is about
RM700 to RM800 that is being passed among
the distribution layers.

Also, for our procurement, for example, last
year through tightening our procurement and
combining purchases, we managed to save
RM170 million.

What we are encouraging FGV (to do is) to go
beyond (what it is currently doing), try to offer
services to other companies as well and move
away from just palm oil in terms of FMCG and
continuing non-palm oil.

FGV wanted to sell its stake in MSM at one
point of time ...

At the time, we were looking to sell up to a cer-
tain percentage so that we don't remain a 51%
shareholder, it becomes an associate. But the
prices that we were getting were quite low at
that point, but we are still open for a strategic
partnership because when the Johor refinery
came on board, that added one million tonnes

to buy cows. of new capacity to MSM.

Why has FGV been so badly affected finan-  What happens to the refinery in Perlis?
cially compared with other plantationcoun-  The Perlis plant is small, it is only about 200,000
ters? tonnes. That plant is going to be decommis-

1f you take the last five quarters, four quarters
were losses and one, which is the last quarter,
was a positive. But there are many parts to that.
One of the reasons why we are different when
compared to the other plantation companies is
the LLA (land lease agreement) commitment.
Before we can show our first ringgit of profit,
we need to first minus RM248 million,and then
from there is a 15% share of profits.

Even for analysts, they see this as land we
don’t own,we don’t have a premium from land
appreciation because we are not going to bene-
fit from land appreciation [costs] compared to
other companies. That means you will not have
opportunities for property play, for example.

The second reason why we are different is
the age profile. We have to spend a lot in terms
of replanting, and this adds more to our costs
per hectare.

sioned [and the land used| for our integrated
farming.This is a huge tract of land that we can
utilise to do large-scale food industries, cassava.

What sort of impact to your bottom line
will this have?

We expect a return of 15%. When we look at the
palm oil business, I mean in the last 10 years,
even if we become the best player in this industry,
when we look in terms of returns, it is 4%.And it
has not been growing over the past years because
CPO prices rarely go above RM3,000 per tonne.

S0 you are basically moving away from
plantations?
We are not moving away from plantation. But
we are moving away from the dependence on
the commodity part.

CONTINUES OM PAGE 38
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FGV will survive evenif FELDA ends LLA prematurely

== GV Holdings Bhd will be able to
forge ahead, even if its 99-year
land lease agreement (LLA) with
the Federal Land Development
Authority (FELDA) — its major
shareholder — is terminated, says
CEO Datuk Haris Fadzilah Hassan.
He acknowledges that the proposed move
by FELDA to take back its plantation land,
spanning 355,000ha, was raised at a recent
by FELDA chairman Datuk Seri Idris Jusoh
and special task force head Tan Sri Abdul
Wahid Omar,among others.
currently, FGV generates 30% of its total
&tshﬁujthunnh{m)umpu:ﬁumtlwm
land, says Haris, the fact that
the land subject to the LLA applies only to
pla.ntauon estates, not the mills owned by

'\Vefuelmmdmemhumhlp[mm
FELDA], it will still be the same even when
the land goes back to FELDA. Because of the
proximity of our mills [to the plantations],
it will still send [its crude palm oil from the
plantations] to our mills," he tells The Edge
in an interview.

“As it is, 70% of the supply chain comes
from outside, but we have to follow the agree-
ment in that there is already some provision
on how to calculate the [requisite] compen-
sation.”

and northwards, the challenging environ-
ment and soft crude palm oil (CPO) prices
have resulted in FGV payments of only about
RM400 million a year, or half what FELDA
'was expecting.
Nevertheless, if FELDA does decide to
undo the LLA and reclaim its land bank, it
would have to pay billions in compensation,
which it may not be able to afford at this
point in time. That is apart from having to
give at least six months’ notice if it wants
to see the return of less than 10,000ha and
18 months’ notice for more than 10,000ha.
mh&s{mmsﬂofmueswhch
include ongoing art
fmmitsacqumuonofammktmludn
nesian company PT Eagle High Plantations
TBK from the Rajawali group, the vehicle
of businessman Tan Sri Peter Sondakh, for
US$505.4 million (RM2.26 billion then),which
was 95.86% higher than the market value of

mshamhgruupstems!wmtheﬂmmu's
in Eagle High
mnuﬂmmﬁmawtmdauupmu
which was part of the agreement, and, im-
portantly, at the original price of U5§505.4
million. Arbitration is ongoing at the Sin-
gapore International Arbitration Centre,
FELDA had filed a notice in April last year
tosell back its 37% in Eagle High to Rajawali,

FGV's 2012 listing prospecty that
the LLA is for 99 years, starting from 2012,and
the first point of negotiation on the terms of
the LLA will come only about 20 years into
the agreement,

Under the LLA, FGV has to pay RM248
million a year as a fee,as well as a 15% quan-
tum of operating profits to its 33.66% par-
ent FELDA in return for using the latter’s
land bank.

While FELDA was looking at fees and its
15% share, reaping as much RM800 million

which chall d the ise.

In April last year, the then rulins Paka-
tan Harap )
RM&6.23 billion to support sewra.l initiatives
for FELDA to restructure and strengthen
its operations. There was an outcry when
it was announced that FELDA’s liabilities
had surged 11 times to RM14.4 billion in 2017
from a mere RM1.2 billion in 2007, largely
brought about by mismanagement.

These bits of information came to light
in the tabling of the FELDA White Paper.

FGV will have to be compensated
While FGV has suffered losses in the finan-
cial years ended December 2018 and 2019
(FY2018 and FY2019), TA Securities fore-
casts that the plantation giant will rake
in RM72.9 million in net profit in FY2020,
rising to RM134.5 million in FY2021 and
RM159.1 million in FY2022, that is,with the
LLA still intact.

In the event that the LLA is terminated,
FGV's compensation would be calculated
based on the average profit per mature hec-
tare for the entire leased land (based on its
latest audited financial statements at the
point of notice) multiplied by the loss of
FGV's future profits.

Th il by d for 10years
in future profits if the LLA is terminated less
than eight years from the last replanting,and
five years of future profits if the agreement
is terminated more than eight years from
the land’s last replanting.

FELDA is also obligated to take over the
employment of rele'vant plantation staff
with the better
ﬂ;anudmmsoﬁuedprmously:f&em
is terminated.

Haris points out that if FELDA decides
to terminate its LLAwith FGV, it would bea
huge financial that FGV
Ius communicated to FELDA that, should
there be any variation in the LLA, it would
be subject to shareholders’ approval.

FELDAwould also have to assume main-
tenance and upkeep costs as well,

FGV spends RM300 million a year in re-
planting activities, RM250 million to RM300
million in fertilising activities, RM270 billion
in worker housing, and RM590 million in
salary costs for plantation staff,,
to nearly RM1.5 billion in operating costs.

“It is not only that they have to pay the
compensation, but they are also looking at
operational costs of RML5 billion. So, we

said that you [FELDA| need to be aware of
this," Haris says.

Should the LLA be terminated, Haris says,
FGV would have a stronger balance sheet,as
it would not have to spend on replanting,
fertiliser,worker housing and fertiliser costs,

‘Iwmnothmmbwmuiumpladnx
fertiliser,} d salary but Twill
be much leaner because the mill is still with
me. In away,[they still need FGV,] unless they
dmdembmidan:wmiﬂ...m mme,{such

an] i
isuhmdysmﬂ]tbm \'onmdoingl’.hu
because you don't want the fruit to go to us,
which I think, financially as a business,does
not make sense,” he says. He adds that FGV,
in this instance, would be a private miller
company that is asset-light in nature.

On how serious FELDA is about termi-
nating the LLA and what is driving such a
move, Haris says the issue seems to pop up
aﬁvmmrs,butnddndmqutdtz

PR

toit includ!nxthemrmimnmofthem
this time around.

Haris says certain quarters feel they can
manage the LLA land better than FGV. Ulti-
mately, it is about the people managing the
land who ended up working for FGV since
the agreements started, and will shift back
to FELDA should the LLA be terminated.

Haris says: “So,1 am not sure how much
better they [FELDA| can do [compared to us).
The only thing they would benefit from is
the tree-age profile,which has improved.

“At the point atwhich the LLAwas signed
in 2012, more than 53% of the trees were
considered old, and we have been replant-
ing about RM300 million,or 15,000ha, every
year, so we brought down the age profile ...
The age profile has very much improved.”

FGV has brought down the average age
profile of the oil palms on the estates it man-
ages to 13.2 years, from 16.3 years previously,
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FGV will survive even if FELDA ends LLA

and replanting is set to continue until 2026.

“This is something they will benefit
from,where the LLA is silent on replant-
ing costs but,definitely, this is something
that [we] would like to claim compensa-
tion for,” says Haris.

Based on the annual RM300 million
replanting costs since its 2012 listing,
FGV has spent RM2.4 billion. Given FEL-
DA’s 15% profit share, FGV assumes 85%
of the costs.

Another issue not clearly spelt out in
the LLA is housing. The CEO noted that
because of the Roundtable on Sustaina-
ble Palm Oil (RSPO) regulations, FGV has
had to upgrade worker housing at a cost
of RM270 million.

Consequently, in areas in which the
agreement is vague or silent, FGV would
have to engage in negotiations with its
largest shareholder, noting that there
is an arbitration clause present as well.

While he could not say whether nego-
tiations on LLA compensation would end
up in arbitration proceedings, Haris says
FGV is prepared for such an eventuality.

He notes that in the past 1% years of
his mandate as CEO, the termination of
the LLA has been brought up once in a
while, likening it to a “cloud that is al-
ways there”.

Haris notes that, if FELDA were to ter-
minate its LLA with FGV, the latter could
have RM4 billion to RMS5 billion in cash,
which could be used to buy a plantation
that has level terrain, is well-connected
and is suitable for monetisation.

“That is some indication of the plans we
want to do if we have RM4 billion. It is a
fresh start ...It is like another IPO,because
from the IPO, it generated RM10 billion,
FELDA got RM6 billion and FGV got about
RM4.2 billion, but then, hopefully, this time
around it will be well spent.” |
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