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OVERWEIGHT Poultry

<Maintain> The Family Planning Program for Chickens

CPIN relative to JCI Index The government has instructed a PS culling program to limit the breeding age
- T of PS at 60 weeks in the period from 17 February — 31 December 2020. If
1200 ~*  strictly implemented, this could reduce the mid-term supply of chickens by c.
:Zzz . :; 18%, which, we believe, would be enough to address the current oversupply
7,000 aw ! ¥4 = in the market. We maintain our Overweight stance on the sector given that
2000 WJ “  this regulation will address the current oversupply conditions throughout
jzzz . zz 2020. Japfa will be the main beneficiary given its larger contribution from

3,000 | r® both the breeding and commercial farming segments.
1,002 - - " New culling program to address mid-term oversupply. On February 18, 2020
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the Ministry of Agriculture issued Circular Letter No.
2106/Se/PK.230/F/02/2020 regarding the culling of PS broilers aged 60 weeks
and above. The main points of the letter are: 1) to reduce the number of DOC
FS broilers by culling PS aged 60 weeks and above from 17 — 29 February 2020,
2) the culling will be implemented by removing male PS first, 3) the breeding
age of PS throughout 2020 (17 February — 31 December 2020) will be capped
at 60 weeks, and 4) the unqualified HE should not be hatched and instead be
distributed under the CSR program which will be coordinated by the
Coordinating Ministry for Economic Affairs. The implementation of the program
will be supervised by the Central Supervision Team and/or its regional function,
1,000 ‘ representatives of breeding companies (cross monitoring). Supervision may
556 w wo alsoinvolve the GPPU, the Food Task Force of the National Police, and related
5 ‘ ‘ ‘ | so institutions.
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Prices should be more stable in view of c.18% supply reduction. We believe
this program - if strictly implemented - would stabilize both DOC and broiler
prices throughout 2020 as supply would be reduced by c. 18% which, we think,
is enough to address the current oversupply conditions. However, since we
foresee lower supply from the lower GPS import quota in 2019 to materialize
in 4Q20, the implementation of the age 60 weeks cap will result in undersupply
towards the end of 2020. As such, we expect the program to be reviewed and
adjusted if deemed necessary by the government to prevent increases in
chicken prices.

Source : Bloomberg

Maintain Overweight as this regulation is in line with our expectation. We
maintain our Overweight stance on the sector as we had already expected
government intervention to help stabilize chicken prices in 2020. The program
should be beneficial for integrators as they will enjoy higher margins in both
the breeding and commercial segments which were hit badly in 2019. We also
maintain JPFA as our top pick in the sector as we believe the higher margins for

Victor Stefano . . . . .
Q the breeding and commercial businesses will benefit JPFA the most. The two
N (62-21) 5091 4100 ext. segments contributed 57% to JPFA’'s poultry business, higher than CPIN's
‘f. victor.stefano@danareksa.co.id contribution at 45% and MAIN's at 35%.

Target Market

Price Cap. P/E (x) P/BV (x) ROE (%)
Company Ticker Rec (Rp) (RpBn) 2019F 2020F 2019F 2020F 2020F
Charoen Pokphand CPINIJ HOLD 6,500  111,506.4 31.8 25.9 5.3 4.7 19.3
Indonesia
Japfa Comfeed Indonesia JPFAL) BUY 2,000 18,293.5 12.7 9.8 17 15 16.6
Malindo Feedmill Indonesia ~ MAIN IJ BUY 1,400 1,958.9 7.5 5.9 0.9 0.8 14.4
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DISCLAIMER
The information contained in this report has been taken from sources which we deem reliable. However, none of P.T. Danareksa Sekuritas and/or its affiliated companies and/or
their respective employees and/or agents makes any representation or warranty (express or implied) or accepts any responsibility or liability as to, or in relation to, the accuracy or
completeness of the information and opinions contained in this report or as to any information contained in this report or any other such information or opinions remaining
unchanged after the issue thereof.
We expressly disclaim anyresponsibility or liability (express orimplied) of P.T. Danareksa Sekuritas, its affiliated companies and their respective employees and agents whatsoever
and howsoever arising (including, without limitation for any claims, proceedings, action, suits, losses, expenses, damages or costs) which may be brought against or suffered by
any person as aresults of acting in reliance upon the whole or any part of the contents of this report and neither P.T. Danareksa Sekuritas, its affiliated companies or their respective
employees or agents accepts liability for any errors, omissions or mis-statements, negligent or otherwise, in the report and any liability in respect of the report or any inaccuracy
therein or omission therefrom which might otherwise arise is hereby expresses disclaimed.
The information contained in this report is not be taken as any recommendation made by P.T. Danareksa Sekuritas or any other person to enter into any agreement with regard to
any investment mentioned in this document. This report is prepared for general circulation. It does not have regards to the specific person who may receive this report. In
considering any investments you should make your own independent assessment and seek your own professional financial and legal advice.
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