Oiltek International Ltd

Beneficiary of the big push for sustainable fuel

SINGAPORE | ENGINEERING | UPDATE

= Qiltek provides design, engineering, maintenance, and turnkey solutions for refineries
and processing plantsinthevegetableoils industry. Theseinclude the major agricultural
commodities such as palm, soybean, and rapeseed.

= FY23 net profit rose 50.9% to RM19.1mn on the back of strong order wins of RM322mn
(FY22: RM196mn). The order book was a record RM382mn at end-2023 (FY22:
RM210mn) to be completed in 18 to 24 months. Order wins are underpinned by higher
oil consumption and downstream applications, increased use of renewable fuel such as
biodiesel, and push for sustainable aviation fuel in the aviation industry.

= Balance sheet has net cash of RM132mn, or S$0.265/share. The business model is asset-
light, with low capex needs and fixed assets of only RM3mn. FY23 free cash flow
generated was $50.137/share. The share trades at 1.86x P/FCF. The current market cap
is below net cash.

Background

Oiltek is a design and engineering specialist for vegetable oil refineries and processing plants
for major agricultural commodities, including palm, soybean, and rapeseed. These refineries
produce edible and non-edible oil, related downstream products, and renewable energy
such as biodiesel and biogas. Oiltek also possesses the know-how to process waste fats/oil
intoanintermediatefeedstock forthe production of sustainable aviation fuel. Key customers
are major listed plantation companies. Indonesia accounts for 78% of FY23 revenue.

Highlights

e There has been a regulatory push to raise biodiesel consumption, driving investments
in biodiesel refineries. The Indonesian government's biodiesel mandate was raised to
B35 nationwide in August 2023 and is targeting B40 in the future. This directive blends
35% palm-based biodiesel with fossil diesel to reduce fuel imports, lift domesticdemand
for palm oil, and cut emissions.

e Malaysia has a similar proposed B20 mandate for the transport sector. However, this is
not implemented nationwide due to limited blending facilities. We expect more
investments into biodiesel plants as each state seeks to be self-reliant in supply.

e There is a growing demand for sustainable aviation fuel (SAF). Oiltek will ride on this
demand as the international aviation industry targets reaching net zero carbon
emissions by 2050. Many countries have mandated flights use 3-10% of SAF by 2030.

e To this end, European oil refining companies such as Neste Oyj and Total S.A. are
building new hydrogenated vegetable oil (HVO) refineries. HVO is the second largest
renewable diesel alternative worldwide and can be upgraded to SAF. Qiltek has the
solutions to treat palm oil mill effluent and used cooking oil, in compliance with the
International Sustainability & Carbon Certification, as feedstock for the production of
HVO.

e Asset-light, strong ROE, and cash flow. Qiltek’s key assets are the proprietary process
technology and know-how. Plant fabrication and installation work are outsourced to
third-party fabrication plants, thus minimizing capex needs.

Hence, the attractive FY23 ROE of 28%, despite the net cash of RM132mnin its balance
sheet, and strong free cash flow. FY23 FCF/share was $$0.137. The share trades at 1.86x
P/FCF and below net cash of $50.265/share. It pays a dividend of 1.6 cents or a yield of
6.4%in FY23.
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KEY FINANCIALS

Y/E Dec (RM, 'mn) FY20 FY21 FY22 FY23
Revenue 88 101 164 201
Gross Profit 28 24 31 39
EBIT 16 13 18 25
NPAT 12 10 13 19
P/NAV (x) 3.1 3.1 2.4 1.9
P/E (x) 8.6 10.9 9.9 6.6
ROE (%) 36.0% 28.2% 23.7% 28.2%

Source: Company, PSR
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Background

Oiltek is a design and engineering specialist for vegetable oil refineries and processing
systems for major agricultural commodities, including palm, soybean, and rapeseed. These
refineries produce edible and non-edible oil, related downstream products, and renewable
energy such as biodiesel and biogas. Its key customers are major listed plantationcompanies.

Edible and non-edible oil refinery construction and upgrade accounted for 78% of revenue
sharein FY23 (Figure 1).Still, renewable energy, comprising biodiesel and biogas plants, grew
at a faster rate of 83% YoY (Figure 2).

Oiltek has the technology solution to process waste fats/oil, such as palm oil mill effluent
(POME) and used cooking oil (UCO), as well as other vegetable oil-based raw materials, into
the feedstock for production of hydrogenated vegetable oil (HVO), which is used as
sustainable aviation fuel. Its process technology complies with the International
Sustainability and Carbon Certification (ISCC). Oiltek has delivered its first HVO feedstock
treatment plant that uses POME to a customer in Malaysia.

Figure 1: Edible and non-edible oil refinery takes 78% of revenue share
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Figure 2: Renewable energy grew the fastest at 5-year CAGR of 39%
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The two largest markets are Indonesiaand Malaysia (Figure 3), the largest palm oil producers
globally. The two countries are advocating the use of biodiesel produced from oil palm.
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Figure 3: Indonesia is its largest and fastest-growing market

Revenue split by geography

R £ Asi Africa
estof Asia -~ 0

2% ___Malaysia
Pakistan ‘ 13%
3%

Indonesia
78%

Source: PSR, Company

Figure 4: Projects in Indonesia took offin FY21
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Figure 5: Indonesia accounts for 59% of world’s palm oil production
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Orderbook

The orderbook at the end of December was a record RM382mn (Figure 6). Order wins rose

64% in FY23. The following factors drive demand for the construction and upgrade of

vegetable oil refineries:

e Higher consumption demand for vegetable oil used in food and downstream
applications

e Palm oil products as a substitute for some food ingredients, such as cocoa butter

e Pushforthe useof biodiesel as a greener fuel. Biodiesel can be produced from vegetable
oil or waste oil.
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Figure 6: Record order book
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Biodiesel mandate
Driven by national biodiesel mandates, biodiesel production has risen by a 6-year CAGR of
23.3%in Indonesia and Malaysia (Figure 7).

Figure 7: Biodiesel output
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Indonesia’s national biodiesel mandate aims to blend diesel with palm-based Fatty Acid
Methyl Ester (FAME). The blending rate was raised to 35% across all regionsin Aug2023,and
targeting B40 in the future. The objective is to reduce fuel imports, generate domestic
demand for palm oil, and cut emissions.

Malaysia has a similar proposed mandate for B20 for the transport sector. However, this has
not yet been implemented nationwide due to limited blending facilities. If the B20 mandate
is met, FY23 biodiesel production could be 79% higher at 2.5mn mt, according to the
Malaysian Biodiesel Association.

We expect more investments in biodiesel plants as each state seeks to be self-reliant in
biodiesel supply. Under the 12th Malaysian plan, the transport sector must implement the
B30 blending mandate by 2025.

Sustainable aviation fuel

The international aviationindustry targets toreach net zero CO2 emissions by 2050. This will
require a ramp-up in the production of sustainable aviation fuel, which could contribute
around 65% of the reduction in emissions needed by aviation, according to lata (Figure 8).
Many countries have mandated flights to use 3-10% of SAF by 2030.
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Figure 8: lata strategy towards net zero CO2 emissions
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SAF is a liquid fuel currently used in commercial aviation. It can reduce CO2 emissions by up
to 80%. It can be produced from various sources, including waste oil and fats, green and
municipal waste, and non-food crops.

Hydrogenated vegetable oil (HVO), also known as hydroprocessed esters and fatty acids
(HEFA), is one of the frontrunner technical pathways for SAF outputin the near term. HVO is
a synthetic paraffinic diesel reprocessed from vegetable oils or waste with added hydrogen.
Unlike previous biofuels, it is a drop-in replacement fuel that can be used without modifying
existing engines. Europe is currently the largest producer of HVO.

Oiltek has the solutions to treat palm oil mill effluent (POME) and used cooking oil, as well
asany othervegetable oil-based raw materials for use as feedstock in the production of HVO.
Its solutions are in compliance with the International Sustainability & Carbon Certification. It
delivered its first HVO feedstock treatment plant, which uses POME, to a customer in

Malaysia. We expect more order wins for these plants in tandem with the growth in SAF
consumption.

Financials

Gross margins corrected in the last two years (Figure 9) as Oiltek took on more turnkey
projects but outsourced the plant fabrication and installation work to third-party
contractors.

Figure 9: Margins contracted due to a higher proportion of turnkey projects
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The asset-light and strong cash flow generative model lift ROE to 28% and FCF/share to
RMO0.48 in FY23 (Figures 10 & 11).
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Figure 10: Low capex needs to lift free cash flow
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Figure 11: Strong ROE despite net cash of RM132mn
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Balance Sheet

Y/E Dec, (RM’mn) FY19 FY20 FY21 FY22 FY23 Y/E Dec, (RM’mn) FY19 FY20 FY21 FY22 FY23
Revenue 80 88 101 164 201 ASSETS
Cost of sales (60) (60) (77) (133) (162) PPE & Investment Properties 3 3 3 3 3
Gross Profit 20 28 24 31 39 Others 0 - 0 0 0
Other operating income (0) (0) 1 4 3 Total non-current assets 3 3 3 3 4
Administration (11) (10) (13) (17) (17)
Other expenses 2 (2) 2 (0) 0 Cash and cash equivalents 51 51 43 67 132
Share of results of associates and - - - - - Inventories 1 1 1 1 1
EBIT 11 16 13 18 25 Trade and otherreceivables 14 7 17 11 27
Net finance expenses - - - - - Others 10 6 18 40 22
Profit before tax 11 16 13 18 25 Total current assets 75 65 79 119 181
Taxation (2) (4) (3) (5) (6)
Net Profit 9 12 10 13 19 Total Assets 79 68 82 122 185
Minority interests - - - - -
Profit attributable to owners 9 12 10 13 19 LIABILITIES
Trade and other payables 15 22 31 44 38
Per share data (RM sen) ST borrowings - - - - -
Y/E Dec FY19 FY20 FY21 FY22 FY23 Others 27 11 17 25 79
BVPS 30.6 283 285 374 47.4 Total current liabilities 42 33 48 69 117
DPS (S$ cents) - - - 1.2 1.6
EPS 7.2 10.2 8.1 8.9 13.4 LT borrowings - - - - -
Others - 0 - - -
Total non-current liabilities - 0 - - -
Cash Flow Total liabilities 42 33 48 69 117
Y/E Dec, (RM’mn) FY19 FY20 FY21 FY22 FY23
CFO EQUITY
Pretax profit 11 16 13 18 25 Share Capital 2 2 84 99 99
Adjustments 0 (0) 0 1 (3) Retained profits 34 32 32 36 49
WC changes 30 (3) (3) 4 51 Others - - (81) (81) (80)
Cash generated from ops 41 13 11 23 74 Total equity 37 34 34 53 68
Others (1) (2) (3) (4) (5) Minority interests - - - - -
Cashflow from ops 40 11 7 19 69 Total equity and liabilities 79 68 82 122 185
CFI Valuation Ratios
CAPEX, net (0) (0) (0) (0) (0) Y/E Dec FY19 FY20 FY21 FY22 FY23
Others - - - - 0 P/E (x) 12.2 8.6 10.9 9.9 6.6
Cashflow from investments (0) (0) (0) (0) (0) P/B (x) 2.9 3.1 3.1 2.4 1.9
EV/EBITDA (x) 4.9 3.4 4.8 33 -0.3
CFF Dividend yield (%) 0.0 0.0 0.0 4.8 6.4
Dividends paid to owners (18) (10) (14) (9) (6) Growth & Margins (%)
Proceeds from borrowings, net - - - - - Growth
Others - - (1) 16 - Revenue -3.7% 9.2% 15.0% 62.7% 22.8%
Cashflow from financing (18) (10) (15) 7 (6) Gross profit 18.9% 38.8% -15.4% 29.7% 28.3%
EBIT 72.7% 46.2% -18.7% 36.3% 44.1%
Net change in cash 22 1 (8) 25 63 PBT 72.7% 46.2% -18.7% 36.3% 44.1%
Cash atthe start of the period 29 51 51 43 67 Margins
Currency translation (1) (0) (0) (0) 2 Gross profit margin 25.1% 31.9% 23.4% 18.7% 19.5%
Ending cash 51 51 43 67 132 EBIT margin 13.6% 18.3% 12.9% 10.8% 12.7%
Net profit margin 10.8% 14.0% 9.6% 7.7% 9.5%
Source: Company, Phillip Securities Research (Singapore) Estimates Key Ratios
ROE 23.5% 36.0% 28.2% 23.7% 28.2%
ROA 11.0% 18.2% 11.8% 10.3% 10.3%
Net Gearing 0.0% 0.0% 0.0% 0.0% 0.0%

Page | 7 | PHILLIP SECURITIES RESEARCH (SINGAPORE)




OILTEK INTERNATIONAL LTD (Ul 4oZ:y]3

P PhillipCapital

Head of Research
Paul Chew — paulchewkl @phillip.com.sg

Contact Information (Singapore Research Team)

Research Admin
Qystina Azli - gystina@phillip.com.sg

Technical Analyst
Zane Aw —zaneawyx@phillip.com.sg

Credit Analyst
Shawn Sng — shawnsngkh@phillip.com.sg

US Tech Analyst (Software/Services)
Ambrish Shah —amshah@phillipventuresifsc.in

Property | REITs
Darren Chan—darrenchanrx@phillip.com.sg

Property | REITs
Liu Miaomiao—liumm@phillip.com.sg

US Tech Analyst (Digital Entertainment/Semicons)
Jonathan Woo — jonathanwookj@phillip.com.sg

Banking & Finance
Glenn Thum — glennthumjc@phillip.com.sg

Conglomerate | Transport

Peggy Mak — peggymak@phillip.com.sg

US Tech Analyst (Hardware/E-commerce/ETF)
Helena Wang —helenawang@phillip.com.sg

SINGAPORE
Phillip Securities Pte Ltd

Raffles City Tower

250, North Bridge Road #06-00
Singapore179101
Tel +65 6533 6001
Fax+65 65356631

Website: www.poems.com.sg

JAPAN
Phillip Securities Japan, Ltd.
4-2 Nihonbashi Kabuto-cho Chuo-ku,
Tokyo 103-0026
Tel +81-3 3666 2101
Fax+81-3 3666 6090
Website: www.phillip.co.jp

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 SilomRoad, Silom, Bangrak,
Bangkok 10500 Thailand
Tel +66-2 6351700/ 22680999
Fax +66-2 22680921
Website www.phillip.co.th

UNITED STATES
Phillip Capital Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building

Chicago, IL60604 USA

Tel +1-312 356 9000

Fax+1-312 356 9005
Website: www.phillipusa.com

INDIA
PhillipCapital (India) Private Limited
No.1, 18th Floor, Urmi Estate
95, Ganpatrao Kadam Marg
Lower Parel West, Mumbai 400-013
Maharashtra, India
Tel: +91-22-23002999 / Fax: +91-22-2300 2969

Website: www.phillipcapital.in

Page | 8 | PHILLIP SECURITIES RESEARCH (SINGAPORE)

Contact Information (Regional Member Companies)

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue I,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel +603 21628841
Fax+603 2166 5099
Website: www.poems.com.my

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,
JlJend Sudirman Kav33A
Jakarta 10220 - Indonesia
Tel +62-21 5790 0800
Fax+62-21 5790 0809
Website: www.phillip.co.id

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel +33-1 45633100
Fax+33-1 45636017
Website: www.kingandshaxson.com

AUSTRALIA
Phillip Capital Limited
Level 10, 330 Collins Street
Melbourne, Victoria 3000, Australia
Tel +61-03 86339803
Fax+61-03 86339899
Website: www.phillipcapital.com.au

TURKEY
PhillipCapital Menkul Degerler
Dr. Cemil Bengi Cad. Hak Is Merkezi

No. 2 Kat. 6A Caglayan
34403 Istanbul, Turkey

Tel: 0212296 84 84

Fax: 021223369 29

Website: www.phillipcapital.com.tr

HONG KONG
Phillip Securities (HK) Ltd
11/F United Centre 95 Queensway
Hong Kong
Tel 4852 2277 6600
Fax+852 28685307

Websites: www.phillip.com.hk

CHINA
Phillip Financial Advisory (Shanghai) Co Ltd
No 550 Yan An EastRoad,
OceanTower Unit2318,
Postal code 200001
Tel +86-21 5169 9200
Fax+86-21 6351 2940
Website: www.phillip.com.cn

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,

120 Cannon Street,
London, EC4AN 6AS

Tel +44-20 7426 5950

Fax+44-20 7626 1757

Website: www.kingandshaxson.com

CAMBODIA
Phillip Bank Plc
Ground Floor of B-Office Centre,#61-64,
Norodom Blvd Corner Street 306,Sangkat
Boeung Keng Kang 1, Khan Chamkamorn,
Phnom Penh, Cambodia
Tel: 855 (0) 7796 6151/855 (0) 16200769
Website: www.phillipbank.com.kh

DUBAI
Phillip Futures DMCC
Member of the Dubai Gold and
Commodities Exchange (DGCX)

Unit No 601, Plot No 58, White Crown Bldg,
Sheikh Zayed Road, P.O.Box 212291
Dubai-UAE
Tel: +971-4-3325052 / Fax: + 971-4-3328895



mailto:paulchewkl@phillip.com.sg
mailto:qystina@phillip.com.sg
mailto:darrenchanrx@phillip.com.sg
mailto:peggymak@phillip.com.sg
mailto:amshah@phillipventuresifsc.in
mailto:helenawang@phillip.com.sg
http://www.poems.com.my/
http://www.phillip.com.hk/
http://www.phillip.co.jp/
http://www.phillip.co.id/
http://www.phillip.com.cn/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.phillipusa.com/
http://www.phillipcapital.com.au/
http://www.phillipbank.com.kh/
http://www.phillipcapital.in/
http://www.phillipcapital.com.tr/

P PhillipCapital
OILTEK INTERNATIONAL LTD 8l4»7:y13
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The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to bereliable. However, Phillip Securities Research does not makeany representation or warranty, express or implied
that suchinformation or Researchis accurate, complete or appropriateor should be relied upon as such. Any suchinformation or Research contained in this report is
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Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Pastperformance of any product referred to in this reportis not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s ownindependent verification and exercise of judgment. The fa ctthat this report has been made available
constitutes neither a recommendation to enter into a particulartransaction, nor a representation that any product described in this report is suitableor appropriate
for the recipient. Recipients should be aware that many of the products, which may be describedinthis report involvesignificantrisksand may not be suitablefor all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
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Nothing in this report shall beconstrued to be an offer or solicitation for the purchaseor sale of any product. Any decision to purchaseany product mentioned in this
report should take into accountexisting publicinformation, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuanceof this report, may providean array of financial services to a large number of corporations in Singaporeand worldwide, including but
not limited to commercial /investment bankingactivities (including sponsorship, financial advisory or underwriting activiti es), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuanceof this report, may have participatedinor invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned inthis report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintaina longor shortpositionin securities referred to herein, or inrelated futures or options,
purchaseorsell, makea market in, or engage inany other transactioninvolvingsuch securities, and earn brokerage or other compensationin respect of the foregoing.
Investments will be denominated invarious currencies including USdollars and Euro and thus will be subjectto any fluctuati onin exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involvedin the issuanceof this report, may at any time engage inany of the above activities as setout above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately followingits publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research,includingbutnot limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material thatis inconsistentwith, or reach different conclusionsfrom, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity inany jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs ofany particular
person. The products mentioned in this report may notbe suitable for all investors and a person receiving or reading this report should seek advice from a professional
and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific investment
objectives, financial situation or particular needs of that person, before making a commitment to investin any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:
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Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, orin connection with, the
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investoror institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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