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Merdeka Copper Gold (MDKA)

Great switcheroo to bridge transition

Nickel — ensuring a smooth transition in one fell swoop

MDKA’s ~USD693mn acquisition of nickel-related assets segment presents a
potential USD2.7bn value accretion to its existing fair value. Also, this would
immediately contribute decent cash flow with an initial return of ~10% per annum
for the first two years as both CSI and BSI smelters are already operational since
2020. This timely acquisition should help MDKA to bridge the transition smoothly
from the winding down TB gold mine and Wetar copper mine to Pani gold mine
project, AIM project, and the massive TB copper project (~60% of MDKA'’s value).

Gold - remains a strategic hedging tool in this inflationary period

Gold demand from fabrication and central banks has picked up and remains on
the high side in 1Q22. Gold remains proven as a long-term hedge against inflation.
Based on the strong inverse correlation with US 10-year treasury real yield, its
price trajectory, and demand & supply dynamics, we should see gold price stays
around USD1,850/0z in the long run.

Copper — no sign of melting for the long term

Extrapolating from 1Q22 global demand, we can expect FY22 global copper
demand to remain anchored at ~24mn tonnes (similar level seen in FY18 & FY19)
due to soft manufacturing activities in the short term. However, the stubbornly low
copper inventory continues to keep the demand-supply situation to be tight and
thus supporting copper prices at a high level. In addition, with some signs of
already peaking world copper production as world copper reserves starting to
deplete without any major discoveries in the past decade, we expect copper price
to stay high at USD 9,000/t in the long run.

Attractive entry point beckons — reiterate BUY

We revised our MDKA'’s fair value estimates to include latest details on nickel
assets acquisition and arrived at USD10.2bn value (~IDR6,000/sh). Future upside
include 1) strategic partnership with Brunp CATL for investments in nickel, cobalt
& copper; 2) IKIP development (with Tsingshan) & nickel chain supporting projects;
3) other opportunities arise from planned right issues. Recent sell-off provides an
attractive entry point for investors without any significant changes in MDKA'’s
fundamentals. Risks to our call include the possibility of TB Copper Project
resources being deemed not mineable in the future and shocks in gold & copper
price.

2020A 2021A 2022F 2023F 2024F
Sales (USD mn) 322 381 868 1,359 1,209
GP (USD mn) 114 120 293 450 360
OP (USD mn) 94 91 206 336 258
NP (USD mn) 36 36 136 159 117
EBITDA (USD mn) 137 166 285 416 337
Net debt (USD mn) 180 148 482 291 170
OP margin (%) 29.2 23.8 23.7 24.8 21.4
ROE (%) 6.7 5.4 13.8 11.9 7.4
Dividend yield (%) - - - - -
EPS (IDR) 23.6 225 83.4 99.0 72.8
chg. (%, YoY) (47.4) (4.5) 270.1 18.7 (26.4)
BPS (IDR) 367.7 486.1 734.4 918.7 1,060.3
DPS (IDR) B} B} B B B
PE (%) 186.3 195.2 52.7 44.4 60.4
PB (x) 12.0 9.1 6.0 4.8 4.1

EV/EBITDA (X) 50.4 416 246 16.1 195
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|. Swift transition to nickel segment

MDKA has successfully completed the acquisition of 55.67% stakes of Hamparan
Logistik Nusantara (HLN) on 17May2022 for USD374mn (including a USD24mn
retention payment on 24Mar2023), which consists of:

1. 95.3% stakes in J&P Indonesia (JPI) with equity interests in:
e Sulawesi Cahaya Mineral (SCM), an undeveloped nickel mine with a
total JORC resource of ~1.1bn dmt containing ~13.8mn tonnes nickel
(@1.22% Ni) and ~1.0mn tonnes cobalt (@0.08% Co)
e 4 operating RKEF lines under Cahaya Smelter Indonesia (CSl) and
Bukit Smelter Indonesia (BSI) with a combined nameplate capacity of
38k tonnes of nickel per annum

2. 100% of Jcorps Industri Mineral (JIM) with equity interests in

e Cahaya Hutan Lestari, which owns alternate access road and plam
plantation business license

e Anugerah Batu Putih, limestone IUP holder of 502ha area

e Cahaya Energi Indonesia, with hydropower project

¢ Indonesia Konawe Industrial Park (IKIP), a JV with Tsingshan to develop
a 3,600ha nickel industrial park (mirroring the successful Indonesia
Morowali Industrial Park (IMIP))

Subsequently, MDKA completed another transaction worth USD319mn to increase
participating stakes in RKEF smelters (under JPI) and 50.1% stakes in PT Zhao Hui Nickel
(ZHN), which currently constructing RKEF smelters with a nameplate capacity of 50k
tonnes of nickel per annum. After these two transactions, the MDKA'’s ownership structure
in nickel business is illustrated in Fig. 1 below.

Figure 1. MDKA'’s ownership structure in nickel business
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Figure2. MDKA'’s nickel assets location and summary
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The nickel business segment acquisition at a total of USD693mn above presents a
potential USD2.7bn value accretion (as shown in Table 1 on the next page) to our
estimated MDKA'’s existing fair value (before nickel acquisition) of USD7.4bn. These
acquisitions would immediately show decent cash flow with an initial return of ~10%
per annum for the first two years as both CSI and BSI smelters are already
operational since 2020. The annual ~USD68mn net profit from smelters (after stakes
adjustment) contributed ~40% of MDKA’s FY22-24F net profit. Our current financial model
has not taken into account the potential additional net profit from both ZHN's RKEF smelter
(which construction is expected to be completed in 2Q23) and SCM’s nickel mine (which
is currently under development).
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Table 1. Estimated potential value of HLN’s stakes acquisition
Units Remarks
Additional MDKA value for 55.67% ownership in HLN US$m _
Acquisition cost for HLN 55.67% stakes US$m 693.0
HLN ownership in J&P Indonesia (JPI) US$m 5516.0 95.3% stakes
HLN ownership in Zhao Hui Nickel (ZHN) US$m 693.8
SCM (Nickel IUP holder) USs$m 4,764.4
R & R - Nickel ore mn tonnes 519.0 Assume US$40 per tonne
Assumed EBITDA margin % 45%
JPI ownership % 51%
CSI (Cahaya Smelter Indonesia) US$m 538.7
RKEF lines kt p.a. 19.0
EBITDA - FY22F us$m 154
EV/EBITDA multiples X 7.0 Similar to NIC AU
JPI ownership % 50.1%
BSI (Bukit Smelter Indonesia) US$m 484.9
RKEF lines kt p.a. 19.0
EBITDA - FY22F us$m 138
EV/EBITDA multiples X 7.0 Similar to NIC AU
JPl ownership % 50.1%
ZHN (Zhao Hui Nickel) US$m 693.8
RKEF lines kt p.a. 50.0
EBITDA - FY24F us$m 243
EV/EBITDA multiples X 5.7 Similar to NIC AU
Discounted valuation to FY22 % 18.7
HLN ownership % 50.1%
Source: KISI
The timely acquisition of nickel business helped MDKA to bridge its smooth
transition from TB gold mine (on a declining production, after peak production in 2019)
and Wetar copper mine (expected to be depleted by 2025) to Pani gold mine project, AIM
project and the massive TB copper project (which made up ~60% of MDKA'’s value).
Fig 3. MDKA'’s revenue breakdown Fig 4. MDKA'’s core net profit breakdown
(USD mn) = Gold & Silver Copper ®Nickel mOthers (USD mn) = Gold, silver & copper Nickel
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Fig 5. Declining TB gold mine production Fig 6. Winding-down Wetar mine production
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We view positively on MDKA’s exposure to nickel segment given our bullish view
on nickel sector with FY22/23F price assumptions of USD24,000/ USD22,500 per tonne
considering the continuing supply disruptions and tight LME nickel inventory as explained
in more detail in our latest nickel sector report (Nickel — Riding the crest of a wave

(30May2022))



https://www.kisi.co.id/storage/research-analysis/20220530_SectorUpdate_Nickel.pdf
https://www.kisi.co.id/storage/research-analysis/20220530_SectorUpdate_Nickel.pdf
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ll. Gold as a strategic inflation hedge

Global inflation is investors’ primary concern now with uncomfortably highest US inflation
in 40 years at 8.6%, headlined by sharp increases in gasoline (+49.5% YoY), airline fares
(+37.8% YoY) andrice, pasta & cornmeal (+12.8% YoY). Gold remains proven as a long-
term hedge against inflation. Central banks’ demand for gold has increased significantly
in the past quarter, while real gold demand remains on the high side as compared to 1Q
numbers in the past 5 years.

Based on the past 15 years' data, there is a very strong ~88% inverse correlation
between the gold price and US 10-year treasury yield (inflation-adjusted). The current
trend resembles the period in May2013 when US 10-year treasury yield just broke out from
negative territory and gold price settled around 10-15% off its “peak” for an extended
period. Considering current gold demand and supply, we should see gold price stays
around USD1,850 per oz in the long run.

Fig 7. 1Qreal gold demand trend Fig 8. Central banks net gold purchase increases QoQ
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Fig 9. Inverse correlation between gold price and US 10-year treasury yield
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lll. No melting sign for the red metal

China remains the driver of world’s copper consumption, with ~55% of total demand as of
1Q22. China’s self-imposed strict lockdown due to outbreaks caused by Omicron variant
in key cities since early Mar2022 has impeded copper global demand from soaring.
Extrapolating from 1Q22 global demand, we can expect FY22 global copper demand
to remain anchored at ~24mn tonnes (similar level seen in FY18 & FY19) due to soft
manufacturing activities as indicated in China’s PMI data in the past three months.
However, on the balancing side, constraints on production ramp-up (partly due to high
cost of generating electricity) continue to result in a supply deficit. The stubbornly low
copper inventory (as LME inventory at the lowest level lastly seen in Oct2015) continues
to keep the demand-supply situation to be tight and thus supporting copper prices
at a high level.

In the long run, China should continue to be the barometer for copper demand with new
infrastructure projects planned including a massive 5G rollout, electric vehicle
infrastructure, among others. Recovering manufacturing activities in major industrial
economies like US, Japan, and Germany should support copper demand further. Given
there are some signs of already peaking world copper production as world copper
reserves starting to deplete without any major discoveries in the past decade and
breakthroughs in technology (as discussed extensively in our previous report MDKA - Time
to visit Dr. Copper (15Jun2021)), we expect copper price to stay high at USD9,000/t
level in the long run.

Fig 10. World’s refined copper demand & supply Fig 11. World’s copper surplus (deficit)
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Fig 12. Copper demand by top 5 countries Fig 13. World’s copper reserves and grades
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Note: Copper reserves stagnated since 2010

Fig 14 Copper price movement against LME inventory
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V. Maintain BUY call with higher TP

We revised our MDKA'’s fair value estimates to include latest details on nickel assets
acquisition. We value MDKA using SOTP method, considering the different stages of
MDKA'’s asset development and arrived at a USD10.2bn value (or equivalent to
IDR6,000/sh).

Table 2.  Summary of assumptions changes
i . Revised Previous
Assumpllons Unit
FY22F FY23F FY24F FY21F FY22F
Gold volume k oz 1215 104.9 91.8 1495 130.8
Change (%) -19% -20% new
Copper volume ktonnes [ 200" 200 1656 147 126
Change (%) 36% 59% new
Gold price usDloz [ 1,850 1,850 1,850 1,800 1,800
Change (%) 3% 3% new
Copper price USD/t 9,250 9,250 9,000 9,000 9,000
Change (%) 3% 3% new
Revenue from nickel smelters usbDmn 428.9 804.2 7149 -
Change (%) new new new
Consolidated revenue usSDmn 868.1 1,358.9 1,209.1 414.2 495.2
Change (%) 110% 174% new
COGS usbmn [ 5753 7 908.7 849.5 230.5 294.5
Change (%) 150% 209% new
EBITDA usbmn [ 2846 " 4159 3374 215.0 22838
Change (%) 32% 82% new
Net profit usDmn 1359 7 159.1 117.1 93.2 108.4
Change (%) 46% 47% new
Equity value (SOTP) / share IDR 6,000 4,000
Change (%) 50%
Recommendation BUY BUY
Source: KISI
Table 3. MDKA SOTP valuation
Stakes Value
Assets Method
(%) (USDmn)
Producing Assets:
Tujuh Bukit Oxide 99.9%
I 556 DCF
Wetar - incl. Partolang 67.0%
On-going construction project
AIM 80.0% 154 DCF
Assets under development:
Tujuh Bukit Porphyry 99.9% 6,444 NPV +EVIR&R
Pani (IUP & CoW) 70.0% 745 NPV for all Pani
Nickel assets
Hamparan Logistik Nusantara 55.7% 2,764 SOTP
Net cash (debt) (482)
Total Equity Value 10,180
No. of shares (bn) 24.11
Equity Value per share (IDR) 6,000

Source: KISI
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As it stands, we have not taken into consideration 1) the future expected investments in
nickel, cobalt, and copper from the strategic partnership with Brunp CATL (one of the
world’s largest electric vehicle battery suppliers) which owns 1.2bn MDKA shares
(equivalent to 5% ownership) through recent preemptive rights issue executed on
26Apr2022 at IDR2,830/sh; 2) future value of IKIP development (a JV with Tsingshan) and
nickel processing chain projects (such as limestone, hydropower project, etc) and 3)
expected execution of non-preemptive rights issue of up to 10% of total capital (which has
been approved by shareholders during EGM on 10Jun2022).
The sizable addition of nickel assets resulted in a big shift in MDKA’s revenue
composition going forward. Nickel segment revenue is expected to leapfrog both gold
and copper by contributing more than 50% of MDKA'’s consolidated revenue. In our view,
the sudden rise of nickel segment revenue contribution to MDKA at the expense of gold
segment contributed to MDKA's expected exclusion from MVIS Global Junior Gold Miners
Index (MVGDXJ) starting 17Jun2022 and has triggered some outflows since the
announcement on 10Jun2022. We believe that recent sell-off (~15% in the last 5 days)
on MDKA stock provides an attractive entry point for investors as there are no
significant changes in its fundamentals.
Risks to our call include the possibility of TB Copper Project resources being deemed not
mineable in the future and shocks in gold & copper price.
Fig 15. MDKA'’s PE band Fig 16. MDKA’s EV/EBITDA band
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Source: Bloomberg, KISI Source: Bloomberg, KISI

Table 4. MDKA valuation vs peers

Merdeka Copper Gold MDKA 13 Equity 7,179 56.3 475 26.1 17.2 13.8
Bumi Resources Minerals * BRMS 1J Equity 2,821 NA NA NA NA NA
Archi Indonesia * ARCI 1J Equity 605 6.1 12.2 NA NA 58.0
Freeport McMoran Inc * FCXUS Equity 53,478 11.9 95 5.9 4.9 34.0
Barrick Gold Corp * GOLD US Equity 34,804 175 17.3 6.7 6.7 8.3
Newmont Goldcorp * NEM US Equity 49,746 218 194 8.6 7.9 10.2
BHP Group Ltd * BHP AU Equity 155,554 9.0 7/l 4.5 3.8 321
Rio Tinto Ltd * RIO AU Equity 112,609 5.8 6.6 31 35 42.2
Newcrest Mining Ltd * NCM AU Equity 14,904 121 16.4 6.5 8.2 11.3
Glencore PLC * GLEN LN Equity 77,420 8.0 4.4 4.8 3.0 20.6
AngloGold Ashanti Ltd * ANG SJ Equity 6,723 113 8.2 43 35 16.1

Source: Bloomberg, KISI
Note: * not under KISI coverage — valuation based on Bloomberg consensus
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Company Overview

PT Merdeka Copper Gold Tbk (MDKA), formerly known as PT Merdeka Serasi Jaya, was
established in 2012 and listed on the IDX in 2015. This Indonesian-based mining company
currently owns four mining projects namely; Tujuh Bukit (Oxide & Porphyry) in Banyuwangi
(East Java), Wetar (West Nusa Tenggara), and Pani (Gorontalo). Currently, TB Oxide
(producing gold and silver) and Wetar (producing copper) are two producing mines, while
the others are under development. MDKA has total mineral resources of ~2,100 m tonnes.

Fig 17. MDKA corporate structure
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(USD mn)

FY-ending Dec.

Current assets

2020A 2021A 2022F 2023F 2024F

Cash & cash equivalent 51 185 a7 141 116
Accounts & other receivables 6 6 19 11 15
Inventories 101 131 539 766 677
Others 41 89 124 136 126
Non-current assets
Fixed assets 297 298 343 388 433
Intangible assets - - - - -
Investment properties 342 333 422 1,220 1,264
Investment in shares 4 82 775 2 2
Other non-current assets 77 123 193 272 249
Total assets 919 1,247 2,463 2,935 2,881
Current liabilities
Accounts & other payables 20 30 126 199 186
ST debt - - - - -
Current portion of LT debt 145 230 401 286 296
Others 27 38 145 206 190
Non-current liabilities
LT debt & financial liabilities 125 148 178 195 39
Employee benefits liability 15 18 20 21 23
Other non-current liabilities 35 35 433 590 485
Total liabilities 366 499 1,303 1,498 1,220
Controlling interest
Capital stock 35 36 36 36 36
Additional paid-in capital 287 455 689 689 689
Other Reserves 26 40 36 34 34
Retained earnings 188 224 360 519 636
Minority interest 29 24 77 201 311
Shareholders' equity 564 780 1,199 1,480 1,707
Cash flow (USD mn)

FY-ending Dec.

C/F from operating

2020A 2021A 2022F

2023F 2024F

Net profit 36 36 136 159 117
Depreciation 43 75 78 80 79
Net incr. in W/C (46) (57) (253) (96) 67
Others 86 79 275 175 4
C/F from investing
CAPEX (57) (191) (778) (100) (120)
Others (13) (51) (5) (5) (5)
C/F from financing
Incr. in equity - 170 235 - -
Incr. in debts (34) 79 206 (91) (146)
Dividends - ©) - - -
Others (15) 2 @30) (27 (21)
C/F from others
Increase in cash 1 138 (135) 94  (25)

FY-ending Dec.

2020A 2021A 2022F 2023F 2024F

Sales 322 381 868 1,359 1,209
COGS (208) (261) (575) (909) (850)
Gross profit 114 120 293 450 360
SG&A expense (200 (290 (87) (114) (101)
Operating profit 94 91 206 336 258
Financial income

Interest income 0 2 8 6 8
Financial expense

Interest expense (18) (13) 30) (@7 (21
Other non-operating profit (20) (23) 45 (14) (12)
Earnings before tax 56 57 229 301 233
Income taxes (27) (23) (40) (18) (5)
Net profit 36 36 136 159 117
Non-controlling interest 7 3) 53 124 110
Other comprehensive profit
Total comprehensive profit

Total comprehensive profit of

controlling interest
EBITDA 137 166 285 416 337
Key financial data
FY-ending Dec. 2020A 2021A  2022F 2023F  2024F
per share data (IDR)
EPS 24 23 83 99 73
BPS 368 486 734.4 918.7 1,060.3
DPS - - - - -
Growth (%)
Sales growth (20) 18 128 57 11)
OP growth (30) 3) 127 63 (23)
NP growth (49) (0) 276 17 (26)
EBITDA growth (30) 21 72 46 (19)
Profitability (%)
OP margin 29 24 24 25 21
NP margin 11 9 16 12 10
EBITDA margin 43 43 33 31 28
ROA 7 6
ROE 7 14 12 7
Dividend yield - - - - -
Dividend payout ratio - - - - -
Stability
Net debt (US$ m) 180 148 482 291 170
Int.-bearing debt/equity (%) 41 43 44 29 17
Valuation (X)
PE 186.3 195.2 52.7 44.4 60.4
PB 12.0 9.1 6.0 4.8 4.1
EV/EBITDA 50.4 41.6 24.6 16.1 19.5
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally entitled
to receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and agreed
to be bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may constitute a
violation of law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to
clients of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its
confidentiality at all times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of by
any means or altered in any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations
as to their accuracy, completeness or correctness. This Report is prepared for general circulation and for information purposes only and
under no circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to buy the securities referred to
herein. KISI accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the use
of the material presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI’ clients only and does not consider any specific investment objectives, financial situation
and the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be
construed or considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging)
relating to the securities, other financial instruments, and other form of investments issued or offered by the company(ies) covered in this
Report. It is your own responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment
objectives, financial situation and particular needs, and (c) consult your own professional and financial advisers as to the legal, business,
financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original date of
publication by KISI and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies)
mentioned in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of
KISI" activities. KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus based
on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company (including those
covered in the Report). However, the individual analyst(s) may receive compensation based on the scope of his/their coverage of
company(ies) in the performance of his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees, among
other things, may give rise to real or potential conflicts of interest. KISI and its officers, directors and employees, including persons involved
in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or invest in financing
transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or
have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments
related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. KISI may, to the
extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the
material is published.

Please note that the securities of the company(ies) covered in this Report might not be eligible for sale in all jurisdictions or to all categories
of investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others, the prevailing
laws of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities covered in this Report
can fall as well as rise and an investor (including you) may get back less than invested. Future returns are not guaranteed, and a loss of
original capital may be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and
supervised by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia
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