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MARKET DATELINE @

Arbitrage opportunity. We believe the market mispriced the shares of
Hibiscus Petroleum, Malaysia’s first SPAC listing yesterday. At the close of
trading on its first day of listing, the share price was at RM0.535, or
28.7% below the IPO price of RM0.75. The Hibiscus warrants closed at
RMO0.14. Together, the two instruments have a combined value of
RMO0.675, i.e. at the 90% refund value as stipulated under the Securities
Commission’s SPAC listing rules.

How should the shares be priced? In our view, given the share has
the 90% refund guarantee, it should trade at a minimum of RM0.675. If
we include the after-tax interest over a 3-year period, the share should
trade at RMO0.73. We thus estimate a minimum arbitrage gain of
RMO0.14/share or an upside of 26.2%.

How should the warrants be priced? The warrant (issued free to IPO
subscribers) on the other hand has no such guarantee and therefore has
greater risk. Nevertheless, we note that the warrant’s performance
yesterday was positive. Therefore, if we assume the warrants are
accurately priced, add the exercise price of RM0.50/warrant, and without
factoring in any premium, this implies the share should trade at RM0.64 -
this is 20.8% higher than yesterday’s close. We think there is a little bit
more upside to the warrant price as the share should in fact trade at a
minimum of RM0.675. This implies a minimum warrant price of RM0.175.
Any arbitrage gain therefore depends on fair pricing for the share.

SPAC - A recap. Under the SPAC listing rules, Hibiscus has to set aside
90% of the funds raised in a trust account. The funds must be returned to
shareholders (excluding management and pre-IPO initial investors) with
interest at the end of three years if no qualifying asset is identified and
approved by at least 75% of shareholders. Therefore, based on the IPO
price of RM0.75, this guarantees a minimum refund of RM0.675/share.
After interest, the refund could be as high as RM0.73/share. The warrants
have a 3-year tenure from issue date, but can only be exercised once the
qualifying asset is identified and approved for acquisition.

Risks. Industry risks: 1) Oil prices drop; 2) QA turns out to be low yield;
and 3) Changes in country regulations for oil and gas ventures. Company
risks: 1) SPACs have no track record; 2) IPO investors will not be able to
ascertain the merits or risks of target acquisitions at the time of IPO.

Investment case. We believe that Hibiscus shares may be suited to
investors looking to participate in the long-term uptrend in oil prices, but
understand that meaningful returns may take up to three years to
materialise. The safeguards in place, and management’s vested interest
(20% stake), imply limited downside risk. However, once a QA is
approved, and we understand this could happen quite quickly, we
highlight that the refund guarantee is no longer applicable, and risks
escalate at that point. In any case, at the current share price, the
potential arbitrage gain (based on the guaranteed refund) of 26.2%
implies a compounded interest of 8.1% p.a. over the next three years.

Issued Capital (m shares) 418.05
Market Cap (RMm) 221.6
Daily Trading Vol (m shs) 13.0
52wk Price Range (RM) -
Major Shareholders: (%)
Management 20.0
Initial investors 5.3
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No of qualifying assets 2 2 2 2 2 2 2 2
2P Reserves (mmboe) 15 15 15 15 15 15 15 15
Effective reserves (mmboe) 30 30 30 30 30 30 30 30
Average value per barrel in 3 4 5 6 7 8 9 10
the ground (US$)

Total Value (US$m) 90 120 150 180 210 240 270 300
Total Value (RMm) 274.5 366 457.5 549 640.5 732 823.5 915

Value per share

Basic 0.66 0.88 1.09 1.31 1.53 1.75 1.97 2.19 based on 418.05m shares

Fully Diluted (for warrants) 0.33 0.44 0.55 0.66 0.77 0.88 0.98 1.09 based on 836.1m shares

Source: RHBRI

Table 2: Scenario Analysis

Scenario 1 - Valuing The IPO Shares And Warrants

Cost per IPO share (RM) 0.75 0.75 0.75 0.75

Guaranteed refund (RM) - Implied value of share 0.675 0.675 0.675 0.675 90% of the IPO price

Less: Warrants exercise price (RM) 0.50 0.50 0.50 0.50 Effective entry cost for
warrant

Implied warrants trading price (RM) 0.175 0.175 0.175 0.175

Scenario 2 - Buy The Shares And Warrants In The Market; Convert The Warrants Post-QA

Cost per share (RM) 0.535 0.535 0.535 0.535

Cost per warrant (RM) 0.14 0.14 0.14 0.14

Cost of converting each warrant into one new share (RM) 0.50 0.50 0.50 0.50

Effective cost per share (RM) 0.59 0.59 0.59 0.59 After converting warrants
into new shares

Qualifying Asset Value (US$/barrel) 7.00 8.00 9.00 10.00

Implied fair value (see Table 1) 0.77 0.88 0.98 1.09 based on 836.1m shares

Implied upside (%) 29.8 48.4 66.9 85.5

Scenario 3 - Buy Shares In The Market

Share price (RM) 0.535 0.535 0.535 0.535
Qualifying Asset Value (US$/barrel) 7.0 8.0 9.0 10.0
Implied fair value (see Table 1) 0.77 0.88 0.98 1.09
Implied upside (%) 43.2 63.6 84.1 104.6
Scenario 4 - Buy Warrants In The Market
Warrants price (RM) 0.14 0.14 0.14 0.14
Qualifying Asset Value (US$/barrel) 7.00 8.00 9.00 10.00
Implied fair value (see Table 1) 0.77 0.88 0.98 1.09
Less: Warrants exercise price (RM) 0.50 0.50 0.50 0.50
Implied warrants trading price post-QA (RM) 0.27 0.38 0.48 0.59
Implied upside (%)

90.0 168.2 246.4 324.6

Source: RHBRI estimates
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IMPORTANT DISCLOSURES

This report has been prepared by RHB Research Institute Sdn Bhd (RHBRI) and is for private circulation only to clients of RHBRI and RHB Investment Bank Berhad
(previously known as RHB Sakura Merchant Bankers Berhad). It is for distribution only under such circumstances as may be permitted by applicable law. The
opinions and information contained herein are based on generally available data believed to be reliable and are subject to change without notice, and may differ or
be contrary to opinions expressed by other business units within the RHB Group as a result of using different assumptions and criteria. This report is not to be
construed as an offer, invitation or solicitation to buy or sell the securities covered herein. RHBRI does not warrant the accuracy of anything stated herein in any
manner whatsoever and no reliance upon such statement by anyone shall give rise to any claim whatsoever against RHBRI. RHBRI and/or its associated persons
may from time to time have an interest in the securities mentioned by this report.

This report does not provide individually tailored investment advice. It has been prepared without regard to the individual financial circumstances and objectives
of persons who receive it. The securities discussed in this report may not be suitable for all investors. RHBRI recommends that investors independently evaluate
particular investments and strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of a particular investment or
strategy will depend on an investor’s individual circumstances and objectives. Neither RHBRI, RHB Group nor any of its affiliates, employees or agents accepts
any liability for any loss or damage arising out of the use of all or any part of this report.

RHBRI and the Connected Persons (the “RHB Group”) are engaged in securities trading, securities brokerage, banking and financing activities as well as providing
investment banking and financial advisory services. In the ordinary course of its trading, brokerage, banking and financing activities, any member of the RHB
Group may at any time hold positions, and may trade or otherwise effect transactions, for its own account or the accounts of customers, in debt or equity
securities or loans of any company that may be involved in this transaction.

“Connected Persons” means any holding company of RHBRI, the subsidiaries and subsidiary undertaking of such a holding company and the respective directors,
officers, employees and agents of each of them. Investors should assume that the “Connected Persons” are seeking or will seek investment banking or other
services from the companies in which the securities have been discussed/covered by RHBRI in this report or in RHBRI's previous reports.

This report has been prepared by the research personnel of RHBRI. Facts and views presented in this report have not been reviewed by, and may not reflect
information known to, professionals in other business areas of the “Connected Persons,” including investment banking personnel.

The research analysts, economists or research associates principally responsible for the preparation of this research report have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

The recommendation framework for stocks and sectors are as follows : -

Stock Ratings

Outperform = The stock return is expected to exceed the FBM KLCI benchmark by greater than five percentage points over the next 6-12 months.

Trading Buy = Short-term positive development on the stock that could lead to a re-rating in the share price and translate into an absolute return of 15% or more
over a period of three months, but fundamentals are not strong enough to warrant an Outperform call. It is generally for investors who are willing to take on
higher risks.

Market Perform = The stock return is expected to be in line with the FBM KLCI benchmark (+/- five percentage points) over the next 6-12 months.

Underperform = The stock return is expected to underperform the FBM KLCI benchmark by more than five percentage points over the next 6-12 months.
Industry/Sector Ratings

Overweight = Industry expected to outperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

Neutral = Industry expected to perform in line with the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

Underweight = Industry expected to underperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months.

RHBRI is a participant of the CMDF-Bursa Research Scheme and will receive compensation for the participation. Additional information on recommended
securities, subject to the duties of confidentiality, will be made available upon request.

This report may not be reproduced or redistributed, in whole or in part, without the written permission of RHBRI and RHBRI accepts no liability whatsoever for the
actions of third parties in this respect.
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