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Too good to be TRUE?

Highlights

Risks

Valuation

Margin of safety is widening ...Three existing oil and gas
undergraduate SPACs (Reach Energy, Clig and Sona) are
trading at ~13-16% discount to intrinsic cash value (Refer Fig
1). We understand that SPACs have requirement to place at
least ~90% (Reach Energy has the highest of 94.75%) of
fund raised into trust account. This theoretically will serve as t
he base value of the SPACs as investors can choose to
votes against QAs and get back the cash value from trust
account plus net interest earned. Hence, buying into these 3
SPACs now will provide base potential return of 15-19%
(Refer Fig 1).

Too good to be TRUE? We think the widening gap between
share price and intrinsic cash value are due to i) plunged in
oil price, ii) high participation from retail investors with limited
institutional shareholders (range from 2% to 11%, Ref Fig 3)
and iii) lack of instant arbitrage opportunity given the value
can only be realised upon successful acquisition of QA or
approaching end of 3 years’ time frame.

Higher risk free returns than FD...For investors with longer
term horizon, in the worst case scenario, holding to maturity
will provides attractive return of 17-29% (after taken into
account interest earn of 3.2% pa, 10% tax on interest and
other expenses, Ref Fig 2). This will translate to ~11-13%
risk free return pa. which is significantly higher than average
FD rate of 3.2% pa.

Downside protection while enjoying upside
“option”...Successful completion of QA could provide better
upside. Based on the intrinsic cash value, we believe the
market has mispriced the security due to misunderstanding of
the SPAC structure. Hibiscus traded at a low of 52 sen and is
currently trading at RM0.98 after successful completion of
qualifying asset. Historically, Hibiscus (the only graduated
SPAC) was traded at discount to intrinsic value but the
discount was zeroised upon announcing QA and trading on
premium towards completion of deal (Ref Fig 4). This
underpinned our belief that intrinsic cash value will serve as
base return with upside “option” from value accretive
qualifying asset.

Current weak oil price environment provides better
bargain power for undergraduate SPAC...SPACs are cash
companies looking for oilfield assets and should potentially
be able to negotiate for better pricing especially in the
declining oil price environment.

Identification of qualifying asset takes > 3 vyear; Further
market mispricing; Plunged in oil price.
Share prices should be underpinned by cash backing per

share. The current discount provides unique opportunity to
lock in long term (<3 years) returns.

Jason Tan Yat Teng, CFA
yttan@hlib.hongleong.com.my
(603) 2176 2751

KLCI 1,738.1
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Figure #1: SPAC’s Trust Balance Per Share

SPAC Gross Trust Per Share Gross Trust Per Share

Listing Price. Number of shares Price % in trust @1P0 Upside (%) @3Q14  Upside (%) Discount (%)
Reach 0.75 1277.80 0.60 94.8% 0.711 19% 0.711 19% -16%
Clig 0.75 630.90 0.62  90.0% 0.675 9% 0.729 18% -15%
Sona 0.50 1410.70 0.40  90.0% 0.450 13% 0.462 15% -13%
Hibiscus 0.75 891.60 0.98  90.0% 0.675
Source: HLIB

Note: In the case of liquidation, the trust balance only will distribute to shareholders exclude management and early investors.

Figure #2: SPAC’s Net Trust Per Share by Maturity

(A) (B) () ={AMH{BJ#(C)

SPAC Factored in Taxrate on

Price interest earn Interest Earn  interest earned (10%) ~ Other Expenses (~1%) Net trust per share Upside (%) Listing Date Maturity Date Days Lefi Years Left Return pa
Reach 0.60 0.781 0.070 -0.007 -0.008 0.766 29%  15-Aug-14  14-Augl7 978 268 10.7%
Clig 0.62 0.742 0.067 -0.007 -0.007 0.728 1%  10-Apr-13  9-Apr-16 486 133 13.1%
Sona 0.40 0.495 0.045 -0.004 -0.005 0.485 1% 30-ul13 29ukl6 597 164 13.0%
Hibiscus 0.8 25-uk1l 24-Jul-14
Source: HLIB

Note: We have assumed i) interest earned based on 3.2% pa., i) 10% tax rate on interest earned and iii) other expenses ~1%.

Figure #3: SPAC’s shareholding
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Figure #4: SPAC’s share price to intrinsic cash value (IPO)

Premium/Discount ReaCh Energy

0% T T T
15-A 4 15-Sep-14 15-Oct-14 15-Nov-14

-5% -

-10% -~

-15% -

-20% -

-25% -

Page 30f 5

10 December 2014



www.hlebroking.com

HLIB Research | Oil and Gas SPACs

Cliq

Premium/Discount

30%

Sona

Premium/Discount

unn.to-Hm
- ¥1-das-0€
- ¥1-8ny-T¢
- YT-IN-TE

- ¥T-unf-0g

- yT-AeN-TE
- pT-1dv-0€
- yT-IBN-TE

- ¥1-994-8¢

- VT-Ue[-TE

30% -
20% -

40% -

-10%
-20%

Completion of QA

Hibiscus

Premium/Discount

Announced QA

200% A

150% -

100% -

50% -

Source: HLIB

10 December 2014

Page 4 of 5



HLIB Research | Oil and Gas SPACs www.hlebroking.com

Disclaimer

The information contained in this report is based on data obtained from sources believed to be
reliable. However, the data and/or sources have not been independently verified and as such,
no representation, express or implied, is made as to the accuracy, adequacy, completeness or
reliability of the info or opinions in the report.

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and
associates nor person connected to it accept any liability whatsoever for any direct, indirect or
consequential losses (including loss of profits) or damages that may arise from the use or
reliance on the info or opinions in this publication.

Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Hong Leong Investment Bank Berhad has no obligation to update its
opinion or the information in this report.

Investors are advised to make their own independent evaluation of the info contained in this
report and seek independent financial, legal or other advice regarding the appropriateness of
investing in any securites or the investment strategies discussed or recommended in this report.
Nothing in this report constitutes investment, legal, accounting or tax advice or a representation
that any investment or strategy is suitable or appropriate to your individual circumstances or
otherwise represent a personal recommndation to you.

Under no circumstances should this report be considered as an offer to sell or a solicitation of
any offer to buy any securities referred to herein.

Hong Leong Investment Bank Berhad and its related companies, their associates, directors,
connected parties and/or employeees may, from time to time, own, have positions or be
materially interested in any securities mentioned herein or any securites related thereto, and
may further act as market maker or have assumed underwriting commitment or deal with such
securities and provide advisory, investment or other services for or do business with any
companies or entities mentioned in this report. In reviewing the report, investors should be
aware that any or all of the foregoing among other things, may give rise to real or potential
conflict of interests.

This research report is being supplied to you on a strictly confidential basis solely for your
information and is made strictly on the basis that it will remain confidential. All materials
presented in this report, unless specifically indicated otherwise, is under copyright to Hong
Leong Investment Bank Berhad . This research report and its contents may not be reproduced,
stored in a retrieval system, redistributed, transmitted or passed on, direclty or indirectly, to any
person or published in whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to, websites. Hong Leong
Investment Bank Berhad takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank
Berhad own website material) are provided solely for your convenience. The information and
the content of the linked site do not in any way form part of this report. Accessing such website
or following such link through the report or Hong Leong Investment Bank Berhad website shall

be at your own risk. Published & Printed by

Hong Leong Investment Bank

. . . Berhad (10209-W)
1. As of 10 December 2014, Hong Leong Investment Bank Berhad has proprietary interest in the Level 23, Menara HLA

following securities covered in this report: No, 3, Jalan| Kia Peng
@) - 50450 Kuala Lumpur

) Tel 603 2168 1168 / 603 2710 1168
2. As of 10 December 2014, the analysts, Jason Tan Yat Teng who prepared this report, has Fax 603 2161 3880

interest in the following securities covered in this report:

@ -

Equity rating definitions

BUY Positive recommendation of stock under coverage. Expected absolute return of more than +10% over 12-months, with low risk of sustained downside.
TRADING BUY Positive recommendation of stock not under coverage. Expected absolute return of more than +10% over 6-months. Situational or arbitrage trading opportunity.
HOLD Neutral recommendation of stock under coverage. Expected absolute return between -10% and +10% over 12-months, with low risk of sustained downside.
TRADING SELL Negative recommendation of stock not under coverage. Expected absolute retum of less than -10% over 6-months. Situational or arbitrage trading opportunity.
SELL Negative recommendation of stock under coverage. High risk of negative absolute return of more than -10% over 12-months.

NOT RATED No research coverage, and report is intended purely for informational purposes.

Industry rating definitions

OVERWEIGHT The sector, based on weighted market capitalization, is expected to have absolute return of more than +5% over 12-months.
NEUTRAL The sector, based on weighted market capitalization, is expected to have absolute return between -5% and +5% over 12-months.
UNDERWEIGHT  The sector, based on weighted market capitalization, is expected to have absolute return of less than —5% over 12-months.

Page 50f 5 10 December 2014



