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Stranded land is a type of
stranded asset. Stranded assets
are “assets that have suffered
from unanticipated or premature
write-downs, devaluations or
conversion to liabilities.”

Ten company groups have over 1
million ha in stranded land:

Pacific Inter-Link, Menara
Group, Tadmax project
Korindo

Astra Agro Lestari
Gandasawit Utama
Hardaya Inti Plantations
Salim Group and Indofood
Agri Resources

Genting Plantations
Eagle High Plantations
PTT Green

Austindo Nusantara Jaya

Indonesian Palm Oil’s Stranded
Assets: 10 Million Football Fields of
Undevelopable Land

Key Findings

e 6.1 million ha of forests and peatland are “stranded assets” on the balance
sheet of Indonesian palm oil companies as it cannot viably be developed. This
magnitude is potentially unknown to investors and bankers. Analysts may be
mispricing these stranded assets into current financial valuations.

o 29 percent of Indonesia’s leased out landbank cannot be developed without
violating buyers’ No Deforestation, No Peatland, No Exploitation (NPDE)
policies. This stranded land is equal in size to ten million football fields.

e NDPE compliant growers may enjoy wider, more secure markets and be able to
sell at higher prices. This could render a full transition to NDPE imminent.

e With 365 NPDE policies from traders and consumer goods companies, and new
regulations from the Government of Indonesia, analysts need to change their
financial modeling techniques to include stranded asset discounts.

o 95 identified palm oil company groups — 35 of which are publicly traded — each
hold at least 1,000 ha of stranded land within their concessions.

e 10 percent of Indonesia’s total land has been leased for oil palm concessions in
the last 25 years.

Due to stranded assets, the Indonesian palm oil industry may be facing a trend of
lower growth and equity revaluations. Banks may be left with poor loan collateral
when the underlying oil palm concession is recognized as stranded land. Risks and
costs for companies and credit and equity investors are likely to increase. This means
that landbank expansion — regardless of location — is a high-risk financial strategy. To
mitigate business risk, companies may want to focus on improving growth and yield,
achieving buyer NDPE policies and alternative growth strategies instead of risky
landbank expansion. Only companies that comply with NDPE policies by refraining
from developing forests or peatland will retain access to the market segment that
demands sustainable production. This segment is quickly becoming mainstream and
offers better CPO trade terms.

Palm Oil Supply Chain in Transformation

Three out of every 10 ha leased to oil palm concessions in Indonesia is stranded land.
This land cannot be developed without violating buyers’ No Deforestation, No
Peatland, No Exploitation (NPDE) policies. This undevelopable land area is the same
size as ten million football fields. Four trends are driving this supply chain
transformation.

Trend #1: Undeveloped palm oil landbanks are no longer a viable proxy for financial
valuation. Traditionally, a palm oil company’s undeveloped landbank is a key factor in
its financial valuation. Landbanks are used to determine a company’s projected future
net earnings and share price. However, under current market conditions undeveloped
forested and peatland cannot generate any future value without violation of NDPE
policies.
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365 companies globally have
zero-deforestation or NDPE
supply chain commitments
driving market innovation in the
Indonesian palm oil sector,
leading to risk mitigation.

Figure 1: Weekly plantation
development and deforestation
monitoring

Trend #2: 365 companies globally have adopted zero-deforestation or NDPE
policies. Included in this group are 25 of the largest palm oil traders and refiners.
Some of these traders and refiners have suspended or excluded non-compliant
growers from their supply chains because of unwillingness to stop deforestation
and/or peatland development. As a result, non-compliant palm oil companies find
themselves excluded from selling downstream to these companies if they do not
comply with their procurement policies. Examples of growers who were suspended
include: 10l Corporation, Austindo Nusantara Jaya, Sawit Sumbermas Sarana and
Provident Agro. Regardless of the legal rights growers may have, palm oil buyers have
also suspended growers when they violate buyers’ zero-deforestation commitments.

Trend #3: The Government of Indonesia is directing the palm oil industry away from
deforestation and peatland development to improving growth and yields. President
Jokowi recently issued a revised regulation on the protection of peatland. This
revision comes in addition to the twice-extended forest-clearing moratorium and a
five-year ban on new oil palm concessions. As expressed by President Jokowi, the
Government of Indonesia wants to increase growth and yield at existing plantations
as opposed to expand plantations via deforestation and peatland destruction.

Trend #4: “Eyes in the sky” provide immediate transparency and monitoring
capabilities. Plantation development is now recorded by high-resolution satellite
imagery that is easily available for monitoring and intervention. Imagery from Landsat
7 and 8 and Sentinel 1 and 2 satellites are now available on a weekly basis. For
example, as shown below in Figure 1, plantation development and its associated
deforestation of this sample plot are monitored on a weekly basis.

Week 1

>

Week 2

Week 3

Week 4
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Indonesian Palm Oil Landbank is 21 Million Ha

Since 2013, refiners and traders including Wilmar International, Musim Mas, Golden
Agri-Resources, Apical, 10l Corporation and ADM have publicly released their lists of
direct and third party suppliers to their CPO mills. Based on analysis of these supplier
lists, it is estimated that Indonesia has 900 CPO mills. These CPO mills purchase Fresh
Fruit Bunches from a variety of sources including the mill’s own plantations, third
parties, and nearby smallholders.

Indonesian palm oil concession leases on public land are for 35 years in the first
rotation. These leases are repeatedly extendable by 25 years.

One of the current discourses in the palm oil industry concerns the public availability
of oil palm concession maps. Concession maps are generally unavailable to the public
and are treated as a state and company secret. As a result, financial valuation can be
challenging. As shown below in Figure 2, Chain Reaction Research-partner
Aidenvironment has compiled a composite concession map that shows that 21 million
ha of land in Indonesia has been leased out for oil palm concessions.

Figure 2: Area leased for oil palm

: : : 491,305
concessions in Indonesia as of

2016 (ha)
Source: Aidenvironment

5,387,190

®m Papua = Kalimantan Sumatra Sulawesi

Similar techniques yield comparable results. Other estimates for the total palm oil
plantation landbank in Indonesia are 15 million ha excluding plantations less than five
years old and areas planted by smallholders and companies beyond available
concession maps. In 1990, one million ha in Indonesia was planted with palm oil.

Indonesian Palm Qil’s Stranded Assets: Ten Million Football Fields | February 8, 20173


https://www.foe.co.uk/sites/default/files/downloads/greasy_palms_impacts.pdf

10°00'N

10°0'0"S

Figure 3: Map of oil palm

concessions in Indonesia 2015
100°0'0"E

As shown below in Figure 3, in the last 25 years, an additional 10 percent of

Indonesia’s land surface area has been allocated to palm oil.
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Figure 4: Stranded land in
Indonesia by peat, forest and
peat forest (ha)
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29 Percent of Oil Palm Concessions are Stranded Land

As shown in Figure 4 below, analysis shows that 6.1 million ha of stranded land exists
within Indonesia’s oil palm concessions aggregate landbank. This equals the size of
ten million football fields. There are three categories of stranded land.

e The first category is accessible concessions with peat. Peat development is now
prohibited by recent legislation that declared an extended moratorium on all
peatland development. There are 1,532,364 ha of peat that is stranded land.

e The second category is concessions with remaining forest cover, usually located
further inland. Deforestation in these concessions will likely trigger intervention
and suspension by traders and refiners and downstream buyers. There are
3,505,012 ha of forest that is stranded land.

o The third category is peat forest. There are 1,086,881 ha of peat forest that is
stranded land.

Region Papua Kalimantan| Sumatra Sulawesi | Total (ha)
Peat (ha) 616,522 759,805 126,037 0 1,532,364
Forest (ha) 1,635,759 | 1,614,348 96,397 158,508 3,505,012
Peat Forest (ha) 662,301 405,575 19,005 0 1,086,881
Total (ha) 2,914,582 | 2,779,272 | 271,493 158,508 | 6,123,801
Total % stranded 94% 23% 5% 32% 29%
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Figure 5: Stranded land inside oil

palm concessions, West
Indonesia, 2016

Kalimantan: As shown above in Figure 5, despite Kalimantan’s palm oil expansion
over the last 15 years, the region has significant stranded land.

Sumatra: As shown above in Figure 5, little undeveloped land remains inside current
concession areas in Sumatra, where massive plantation development commenced
in the 1990s. What land remains is foremost undeveloped peat and possibly some
High Conservation Value forests in concession areas of RSPO members. This does not
mean that development in Sumatra has consolidated. The island has seen significant
unregulated expansion by smallholders who occupy land outside concessions. This
has resulted in the loss of large areas of forest and peatlands.
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Figure 6: Stranded land inside oil

palm concessions, East
Indonesia, 2016

Papua: As shown above in Figure 6, Indonesia’s last frontier in Papua contains
significant stranded land. Plantation development in Papua has become intensely
contested resulting in several companies having let their legal concession rights lapse
while others were forced to suspend their deforestation activities. In some instances,
companies cleared enough land to run a viable CPO mill, whilst others were forced to
stop well before reaching their financial break-even point.

Sulawesi: As shown above in Figure 6, limited areas on Sulawesi are suitable for oil
palm trees in the intact forests in Gorontalo Province. These areas may already be
considered stranded land as buyers and investors have already taken action to
prevent further clearance.

95 Company Groups Have Stranded Land Greater Than 1,000 Ha

Analysis shows that 95 company groups, 35 of which are publicly traded, each have at
least 1,000 ha of stranded land. As shown below in Figure 7, the ten companies
groups with the largest stranded landbanks jointly account for 1 million ha.
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Figure 7: The ten palm oil
company groups with the largest

Company groups with largest stranded land

stranded land banks in Indonesia,
2016
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Stranded Land: Operational Impacts

Stranded land may lead to negative operational and financial impacts. When a
concession continues to develop its landbank contrary to buyers’ NDPE policies, its
buyers may suspend it, resulting in material revenue at risk.

But when a concession accepts that remaining forest and peatland can no longer be
developed, it may lose potential future net income from each stranded land ha over
the length of the lease. This means that investors may find that projected return on
investment decreases from stranded land as overall yields decrease. The extent of
negative impacts is determined by the operational status of the concession.

1. Company groups such as Dharma Satya Nusantara in West Kalimantan and Papua,
Provident Agro in Sulawesi, and Musim Mas in Papua may have to forfeit
concessions that are fully covered in forests or located on peat. Direct cost
incurred remains limited to surveys fees and acquisition of usufruct rights from
local communities. There are no sanctions for letting permit terms lapse but sale
of concession rights, in full or in part, are not allowed.

2. The impact of stranded land is higher when on-going land development has to be
suspended prior to achieving an investment’s hurdle rate or operational break-
even point. This might prevent a CPO mill from becoming viable. This occurs in
Papua because larger concessions are required for a plantation project to be
financially viable. When High Carbon Stock (HCS) forest and peat surveys confirm
that further expansion would violate NDPE policies, then investors would have to
write off all expenses related to land acquisition, land clearing, seeds and
planting. In Papua, Eagle High Plantations, Goodhope and Noble Group face such
impacts.

3. Companies that had developed their landbanks before NDPE policies came into
force in 2014 can operate CPO mills but must refrain from additional land
development. For the remainder of their landbank, they may be forced to forfeit
their concessions. Companies to whom this applies include Korindo, Golden Agri-
Resources and Genting Plantations.
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Stranded Land: Financial Impacts

NDPE compliance is the preferred long-term strategy. NDPE compliance also
provides improved market access to the largest 25 traders. When a concession
continues to develop its landbank contrary to government regulations and buyers’
NDPE policies, it may be suspended by buyers resulting in material revenue at risk.
Even if a non-compliant producer finds a narrow market niche to sell its contested
palm oil products, this could happen at price discounts. Given the current market
transition to universal NDPE policies, complying with NDPE commitments provides:

e Access to high value markets to the largest 25 traders.

e Better relations with investors, bankers, buyers and civil society.

e  Minimizes risk of future stranded land impacting financial performance.

e Producer guarantees and the exposure to a wide client pool and competitive
market conditions.

The downside of complying with NDPE policies is that plantation groups may be left
with stranded land. As shown in Figure 8 below, stranded land has specific investor
impacts and multiple financial consequences.

1. Reduced earnings growth. NDPE policies mean the criteria for achieving
profitable investments in new concessions need to be scrutinized. As a result,
landbank expansions no longer equal earnings growth.

2. Unjustified capital expenditures from the purchase of concession rights,
infrastructure development, land clearing, purchase of seeds and new plantings.
When permits are declined or companies are excluded from NDPE covered supply
chains, these expenses are unjustified. This may further suppress earnings
margins and free cash flow resulting in decreasing shareholder value.

3. Increased cost of equity and debt. Stranded land used as loan collateral may
result in creditors perceiving the company as riskier. This may tighten their
liquidity and solvency requirements. Credit investors may raise their required
interest rates to compensate for these additional risks. Upward change in cost of
debt could increase the weighted average cost of capital too, thus potentially
reducing the value of the entire enterprise.

4. Reduced free cash flows and profits. The potential revenue and earnings which
land can generate is determined by the expected cash outflows and cash inflows
over a certain horizon. Any remaining free cash flow become earnings available to
be dispersed to investors. A discounted cash flow model can show how much
present value can be derived from land, and hence the impacts of stranded land
on the company’s value.

5. Reduced intrinsic and market value. In the process, credit and equity investors
may perceive increased risks, exacerbating the situation via increased cost of
financing and lower discounted present value cash flows. These developments
can impact both a company’s intrinsic and market values. Such a process is
mapped below in Figure 8.
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Figure 8: Stranded land material
financial impacts model

Figure 9: Case studies
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As shown below in Figure 9, four case studies are presented that illustrate the
negative operational and financial impacts from stranded land on palm oil companies.

% Stranded |Stranded

Compan Stranded |Stranded Share orice land’s NPV |land’s NPV
pany Land (ha) |land of P of FCFE per | of FCFE vs

total land share share price
Tadmax 76,292 97% MYR 0.36 1.40 -393%
Noble Group 42,534 59% SGD 0.18 0.00 -3%
Provident Agro 18,930 41% IDR 452 77.46 -17%
Eagle High 77,501 23% IDR 218 93.86 - 43%
Plantations

Figure 9 above shows the absolute and relative figures of stranded land for each listed
company and contrasts its per share value of Free Cash Flow to Equity (FCFE). The
estimates are presented in absolute terms and as a percentage of current share price.

As some companies trade at a premium or discount to their intrinsic value, their
market capitalization may not represent the present value of their potential free cash
flow. Market capitalization may also accommodate further information, such as
operational and financial risks discounts.

Assuming this to be the current status quo and that the market has efficiently priced
in other information, the analysis shows that the four companies Tadmax, Noble
Group, Provident Agro, and Eagle High Plantations are likely to experience share price
adjustments due to stranded land.
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The following industry changes can therefore be expected:

1. NDPE is likely to soon dominate the palm oil industry, eventually establishing a
more sustainable market.

2. During this period of transition, NDPE compliance may mean higher prices for
NDPE products.

3. The industry may be facing a period of slower organic revenue growth due to
inability to develop non-NDPE compliant landbanks.

4. A period of company revaluations to adjust for any stranded land may occur.

5. Increased volatility caused by companies’ uncertainty by how they approach this
NDPE transition may lead to reduced equity returns.

6. Change is the appreciation of future land acquisitions may evoke demand for
increased transparency with regards to the quality of new land prior to any
positive company revaluations.

Case Studies

Tadmax Resources
Bloomberg Ticker WIJ:MK
Cash Flow Model Inputs

Pacific Inter-Link, Tadmax, and Menara: Tanah Merah Project Papua

Stranded land 76,292 ha The Tanah Merah Project (Project) consists of seven related concessions. It is
Stranded land 97% operated by a network of individuals from Malaysia, Kuwait and Indonesia, including
percent of total former police and army officers. The Project represents the single largest current
Cost of equity 8.5% threat to Indonesia’s forests.
FCFE as percent of 10% Should the Project succeed, the companies involved will enter the ranks of
revenue Indonesia’s medium-sized oil palm growers. The Project might also cause leakage by
using Pacific Inter-Link’s refineries to produce products to sell in countries with less
usD MYR concern for the palm oil industries’ negative environmental and social impacts.
Market S43 188.4
capitalization  million  million Analysis, shown below in Figure 10 and Figure 11, demonstrates that the Project may
Stranded land $155 633.6 not succeed in acqw.rlng.and d'eveloplng. its six concessm’ns totaling 2?3,394 ha. This is
- - because the concession is subject to Indigenous Peoples’ customary rights. As a
FCFE million  million e . .
- result, Pacific Inter-Link and other refiner-traders may only be able to sell the
Share price $0.08  0.355 Project’s palm oil products at significant discount.
Stranded land ~ $0.31 1.360

FCFE per share While the Project might generate income from timber sales, this would increase the
FCFE per share BEEDA  risk that Indonesia’s Corruption Eradication Commission (KPK) will take action.

percent

Major Investors Pacific Inter-Link: Hayel Saeed Anam Group
Tadmax: Datuk Faizal Abdullah
Menara: Shin Yang and Pelita

Number of Concessions 7

Regions Papua

Total Landbank 273,394 ha

Stranded Land 246,531 ha (90%)
e Forest 216,195 ha (79%)
o Peat 2,072 ha (1%)
e Peat Forest 28,264 ha (10%)

Stage of Development Land development started
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Figure 10: Pacific Inter-Link,
Tadmax, and Menara: Tanah
Merah Project Papua stranded
land summary

Pacific Inter-Link
Cash Flow Model Inputs
Stranded land 132,665 ha
Cost of equity 9%
FCFE percent of 10%
revenue

FCFE present 3,976 billion

value IDR

FCFE present $298 million

value USD

Figure 11: Tanah Merah Project
Papua stranded land map

Menara

Cash Flow Model Inputs
Stranded land 37,575 ha
Cost of equity 9%

FCFE percent of 10%
revenue

FCFE present value 982 billion

IDR

FCFE present value
usD

S74 million

No mill present

NDPE Commitment No

Key Markets and Buyers Pacific Inter-Link: Africa, China, and Ukraine.
Buyers include Ulker (Turkey) and Mohammed
Enterprises Tanzania Ltd.

Tadmax, a publicly traded company, is involved in the Project. Currently, its share
price does not correspond to the intrinsic valuation of all potential cash flows that its
land assets can generate. 97 percent of its oil palm concessions can be considered
stranded land.

From an investor perspective, Tadmax’s stranded land represents an investment
that cannot pay off. If Tadmax could return 10 percent FCFE on the potential CPO
revenue it could source, this might support Tadmax’s share price at MYR 1.36 or
higher vs its current price of MYR 0.36. Thus, its stranded land amounts to 400
percent of its price.
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Menara is a consortium of 28 unlisted companies that may not be able to generate
likely envisioned free cash flows of IDR 948 billion. Credit investors should be aware
that 38,607 ha are of little to no value for the company and are therefore poor

collateral or source of cash flows.

Pacific Inter-Link may also not be able to generate likely envisioned free cash flows of
IDR 4,000 billion. Credit investors should be aware that 159,239 ha are of little to no
value for the company and are therefore poor collateral or source of cash flows.

The present value of the estimated FCFE which can be derived from Tadmax’ 97
percent stranded land is nearly 4 times the company’s current market value. While
this suggests that its market capitalization is not on par with its intrinsic value,
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investors should be aware that no future growth can be expected to stem from a
third of the company’s oil palm land, its book value may be overstated and it cannot
used as reasonable collateral.

Eagle High Plantations: West Kalimantan and Papua

Figure 12: Eagle High Plantations Major Investors PT. Rajawali Capital International
stranded land summary Number of Concessions 25
Regions Kalimantan
Papua
Total Landbank 337,482 ha
Stranded Land 77,503 ha (23%)
e Forest 27,790 ha (8%)
e Peat 34,870 ha (10%)
e Peat Forest 14,844 ha (5%)
Stage of Development  Insufficient for CPO mill
NDPE Commitment Partly
Key Markets and Golden Agri-Resources, Cargill, Musim Mas, Wilmar
Buyers International

As shown above in Figure 12, in Papua, Eagle High Plantations has an area of 33,694
ha under concession. After a report was published in 2015 that showed the clearing
of 500 to 1,000 ha of HCS forest on PT Varia Mitra Andalan’s 20,318 ha concession,
Eagle High Plantations’” main buyers Golden Agri-Resources and Cargill intervened. In
response, Eagle High Plantations stopped land development on this concession
resulting in 18,926 ha as stranded land.
Eagle High Plantations

Bloomberg BWPT:1J In Kalimantan, Eagle High Plantations has invested in a 303,788 ha landbank. As

ticker shown below in Figure 13, Eagle High Plantations’ PT Arrtu Energi Resources 18,240
ha concessions - on two locations - is 50 percent stranded land. One of the locations
(11,842 ha) has been developed for 4,557 ha, leaving 7,285 ha (61.5 percent) as
stranded land.

Cash Flow Model Inputs
Stranded land 77,503 ha

Stranded land 23%
percent of total The amount, however, of Eagle High Plantations’ stranded land has already been
Cost of equity 9% described in the public media during the recent Malaysian government’s Federal Land

Development Authority (FELDA) $505.4 million investment for 37 percent stake in
Eagle High Plantations. FELDA is purchasing this non-controlling stake from the
Rajawali Group. FELDA, the Malaysian government entity, also owns 33 percent of
Felda Global Ventures.

FCFE as percent 15%
of revenue

usb IDR

Market $497 6,620
capitalization  million  billion To summarize, Eagle High Plantations is facing top line challenges from stranded land.
FCFE present  $213 2,854 Given that the market knew of these land issues when the 37 percent FELDA
value million  billion investment occurred, stranded land information may already be priced into Eagle
Share price $0.02 218 High Plantations’ current share price. Alternatively, the value of potential future cash
flows from this stranded land, estimated at USD 213 million (IDR 3,000 billion), is
FCFE pershare  50.01 ~ 93.86 equal to 41 percent of Eagle High Plantation’s current share price. This implies Eagle

FCFE per share CEROEYZ  High Plantations’ shares may adjust downwards.
percent
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Figure 14: Provident Agro Provident Agro: Sulawesi
stranded land summary
Major Investors PT Saratoga Sentra Business
PT Provident Capital Indonesia
Number of 7
Concessions
Regions Kalimantan
Sulawesi
Sumatra
Total Landbank 58,766 ha
Stranded Land 20,689 ha (35%)
e Forest 18,277 ha (31%)
e Peat 2,170 ha (4%)
e Peat Forest 243 ha (<1%)
Stage of Development No development in Sulawesi
Divestment in Kalimantan
NDPE Commitment No
Key Markets and Wilmar International, Sinar Jaya Inti Mulia
Buyers

In 2014, Provident Agro acquired two concessions in Sulawesi with a total area of
18,000 ha. These concessions are fully covered with primary or regenerated logged
forest. Potential deforestation of these concessions was a direct violation of buyers’
NDPE policies. Consequently, in 2015, Golden Agri-Resources suspended buying from
Provident Agro because it breached its NDPE policy. This breach together with NGO
attention has put the planned developments of its two Sulawesi concessions on hold.
Currently, no land development is observed. Such developments are a clear example
of the growing importance of NDPE polices and the outcomes which less sustainable
companies face.
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Provident Agro
PALM:1J
Cash Flow Model Inputs
Stranded land 20,689 ha

Stranded land 35%
percent of total

Bloomberg ticker

Cost of equity 8.7%

FCFE as percent of 11%
revenue

usb IDR

Market 3,545
capitalization billion

FCFF present $45 million 603
value billion

$0.03 452
<$0.01 85

$264
million

Share price

FCFE per
share
FCFE per
share
percent

Figure 15: Provident Agro’s PT
Inti Global Laksana and PT
Banyan Tumbuh Lestari stranded
land map

During the same period, Provident Agro invested USD 31.75 million in two new mills
located in South Sumatra and West Kalimantan to begin refining palm oil by the end
of 2015. But, in 2016, the company announced the sale of four plantations in
Kalimantan to pay down its debt and to increase capital. As a result, in 2016,
Provident Agro’s expected production for the entire company was forecasted to
decline 40 percent. This increases revenue-at-risk. In such a position, the prudent
course of action would be for Provident Agro to secure revenue certainty by
complying with buyers’ NDPE policies.

But there is a tradeoff. NDPE policies could also have a negative impact on the
company’s share price. Pursuing NDPE buyers might make more than one third of its
concessions strand land. This would decrease Provident Agro’s revenue. The expected
future cash flows for the company would thus be also reduced. Recognizing stranded
land can have a negative impact on the company’s market valuation, even if it
diverges from the company’s intrinsic value.
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Historically, Provident Agro has been able to return 11 percent of its revenues as
FCFE. With its capacity and estimated cost of equity of 8.7 percent, the present value
of Provident’s stranded land is USD 45 million (IDR 603 billion). Given that the market
may not be unaware of Provident’s large exposure to stranded land, it is possible that
Provident Agro might face a reduction in its share price.

Per share FCFE is estimated at USD 0.01, or IDR 85. This is nearly 20 percent of its
current equity price. It is uncertain how best to value the company given its risk
exposures. This is likely why analysts have divergent valuations. This itself can lead to
further volatility and possibly amplify risks for investors.
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Figure 16: Noble Plantations
stranded land summary

Noble Group
Bloomberg ticker NOBL:SP

Market capitalization
SGD

Number of shares

2,392
million
13,070
million
0.37 -
0.11
Cash Flow Model Inputs
Stranded land 71,553 ha

Stranded land percent 59%
of total

Cost of equity

FCFE as percent of
revenue

CPO price assumed SGD

52 week high / low SGD

14.2%
10%

900

Noble Group: Noble Plantations in Papua, Indonesia

Major Investors Noble Resources Pte.

Number of Concessions 2

Regions Papua

Landbank Total PT HIP PT PAL
71,553 34,826 ha 36,727 ha

Stranded Land 43,346 ha (61%) 17,762 (51%) 25,584 (70%)

e Forest

e Peat

e  Peat Forest
Stage of Development

24,498 ha (34%)
542 ha (1%)
18,306 (26%)
Land development

17,639 ha (50%)
0 ha (0%)
123 ha (<1%)

6,859 ha (19%)
542 ha (1%)
18,183 ha (50%)

NDPE Commitment No

Key Markets and Buyers Musim Mas, ABN Amro, Rabobank, ING, HSBC, and others

As shown above in Figure 16, Noble Group’s Noble Plantations has invested in two
concessions in Papua, which have, been halted by market interventions against
further land development. At present, a total of 27,719 ha of the two concessions
have been developed.

Earlier in 2016, the Norwegian Pension Fund KLP divested from Noble Group.
However 23 global banks, including eight RSPO members, recapitalized Noble Group
with a USD 1 billion loan.

In both concessions, shown below in Figure 17 and Figure 18, the remaining land will
become stranded land because of buyers’ NDPE policies. The cleared areas allow for

CPO mill construction. But given the cost of operation in Papua, profit margins will be
limited.

Noble Group has not yet formally disclosed land that it may have to strand given
NDPE policies becoming the industry norm. But this has been disclosed in other
public files including a RSPO complaint and a recent Chain Reaction Research report.

While Noble Group might have to reassess negligible amounts in relative terms,
estimated Free Cash Flows to Equity of SGD 105 million might not be realized. The
book value of the land may also be overpriced. This impacts their exit strategy
because Noble Group intends to sell palm oil assets. While these assets constitute
less than 1.5 percent of Noble Group’s equity, these assets’ FCFE as percent of its
share price is 4.5 percent.
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Figure 17: Noble Plantations’ PT
Henrison Inti Persada map (55
percent stranded land)
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Figure 18: Noble Plantations’ PT
Pusaka Agro Lestari map (67
percent stranded land)
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Annex: Methodological Notes
Stranded Land Calculations

Merging data from BPN (National Land Agency), Disbun 2016, Greenpeace, Ministry
of Forestry forestland release maps (Pelepasan Kawasan Hutan), and RSPO New
Planting Procedure (NPP) documents and other Indonesian government data enabled
the compilation of an aggregate oil palm concession map. For the land use/land cover
and peatland data from the Ministry of Forestry (Forest cover 2013), Wetlands
International Indonesia and Ministry of Agriculture (Kementan) 2012 data were used.

The second step was to overlay the concession map with soil and vegetation cover
maps to identify natural forest, undeveloped (unplanted) peat and forested peatland
inside oil palm concessions. To identify remaining forest and peat, the output was
subsequently manually verified with satellite imagery, including:

e Google Earth

e SPOT 6 satellite images at 1.5 meter resolution
e Landsat 8 at 30 meter resolution

e Sentinel 2 at 10 meter resolution

The oil palm planted land map was compiled using ESRI and ArcGIS software.

Correction: The previously reported figure of 31 percent stranded land percent of
total for Tadmax Resources has been corrected to 97 percent. This reflects the forest
and peatland as a percentage of Tadmax’ total landbank.

Financial Modeling

With a few general assumptions, some of the potential financial effects of stranded
land can be estimated. The four case studies used in the paper showcase different
implications in magnitude and materiality, given some company specific
characteristics. The following assumptions are made:

e Average CPO yield per ha is assumed at four tons. This is Indonesia’s historical
average. The average production of an oil palm tree during productive age three
to 25 years is 3.8 tons per ha. But replanting and increase in productivity due to
technological advancement justifies the use of four tons as average or higher.

e The recent high CPO prices are used as the forecast price: SGD 900 a ton, IDR
8,500,000 a ton and MYR 2,800 a ton. Thus potential future cash flows can be
estimated as number of ha times four CPO tons per ha times price.

e Concessions are assumed held for 35 years. This is the average for land with an
Indonesian cultivation permit (HGU). A concession can be renewed afterwards
with land processing commencing within 6 years of permit issuance.

e The cost of equity for each individual company is used to discount future cash
flows. Plantation development is assumed to be all equity financed, so that a
comparison of cash flow per share with current equity price can be made. The
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source of the cost of equity estimates is Bloomberg.

e Historical average Free Cash Flows to Equity (FCFE) as percent of revenue is
calculated for each company. This allows for estimating what percentage of
future revenue can be free cash potentially dispersed to shareholders. Historical
FCFE figures are taken from Bloomberg.

e Cash flows from Fresh Fruit Bunches harvesting may be possible in five years’
time, allowing for usual hurdles such as securing permits, developing
infrastructure, planting and waiting for palm trees to reach maturity.

e Further considerations were:
o Prior performance is no guarantee of future performance.

o Forecasting a 35-year horizon is subject to numerous exogenous factors,
which have been ignored for simplicity.

o Companies involved in growth seeking strategies shown via their capital
expenditures might exhibit FCFE which are not representative of a
‘business as usual scenario’. Therefore, alternate assumptions are made,
e.g. revenue can be converted to 10 percent FCFE by the average firm.

o FCFE as a percent of revenue was selected over net income margin. It is
more representative of cash flows available to equity investors after
allowing for needed reinvestment in operations. One alternative to this
model is analyze stranded land as an investment project with positive net
income. In this alternative, cash outflows would be estimated as “cash
flows times (1 — net income margin)”. Another alternative would be to
apply Free Cash Flow for the Firm (FCFF) and use the weighted average
cost of capital for the firm.

o Inthe case of market capitalization trading close to intrinsic value, FCFE
per share may be indicative of potential future losses, i.e. FCFE as percent
of share price.

o Divergence of intrinsic value from company market value makes FCFE as
percent of share price possibly a poor indicator of future performance.
This is because it is only shown to put the effects in relative perspective.

o For companies where stranded land information is already widely
available in the public domain, some share price adjustment can still be
expected as NDPE importance and awareness are growing.

o For companies where stranded land information is not already widely
available in the public domain, markets may be expected to move in
negative direction.
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