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 • Recent positives offset by several negatives. We are now less negative on the 
plantation sector than when we downgraded the sector in July 2008. Share prices 
of planters have corrected substantially, palm oil price stabilisation measures 
have been introduced, fertiliser costs have come off 15-50% from their high and 
there are rising supply risks stemming from adverse weather conditions in major 
planting areas in South America. However, these positives are offset by concerns 
over a weakening of edible oil demand growth due to a sharper-than-expected 
global economic downturn, lower-than-expected crude oil prices, high palm oil 
inventories and declining government interest in biofuel mandates. 

• CPO price to slump 42% in 2009 before recovering in 2010. There is no 
change to our CPO price assumptions of RM1,600 per tonne (US$435) for 2009 
and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 42% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price 
and less speculation by funds in the commodity market.  

• Upgrading target prices for selected planters. As our CPO price projections 
are unchanged, our earnings estimates for the planters in our coverage are intact. 
However, we have raised our target prices for the Malaysian planters to account 
for the recent upgrade in our target forward market P/E. Our price objectives for 
pure Singapore-listed planters have also been upped to account for their better 
share liquidity and investors’ preference for Singapore planters over Indonesian 
ones given the rupiah volatility. 

• Keeping our UNDERWEIGHT call on the sector. Regional plantation stocks 
under our coverage have recorded share price gains averaging 4.4% YTD, thanks 
to recent gains in CPO price. This suggests to us that the market has priced in the 
declining palm oil stocks and potential weather risk in South America. We are 
keeping our UNDERWEIGHT stance on the regional planters as the stocks in 
Indonesia and Malaysia are trading at premium P/E valuations against the market 
and we think that the recent rise in CPO price is not sustainable unless the 
drought conditions in South America worsen. Wilmar and Indofood Agri are our 
top picks in the sector. Key de-rating catalysts are falling prices for CPO and 
crude oil, improved weather prospects in South America and a weaker-than-
expected global economy. 

 
  

Sector comparisons  
       

 
   

     

Target  Core 3-yr EPS P/BV ROE Div  
 

Bloomberg  Price price Mkt cap P/E (x) CAGR (x) (%) yield (%) 
 

ticker Recom. (Local) (Local) (US$ m) CY2009 CY2010 (%) CY2009 CY2009 CY2009 

Sime Darby SIME MK U 5.30 4.80 8,802 16.4 14.5 (10.7) 1.4 8.7 5.0 

IOI Corp IOI MK U 3.68 3.20 
 

6,255 15.1 14.9 (6.6) 2.4 15.4 4.5 

KLK KLK MK U 9.60 7.00 2,832 24.8 19.2 (16.8) 1.9 7.6 3.7 

Asiatic ASP MK U 3.84 3.25 803 19.7 11.8 (10.1) 1.2 6.1 1.6 

Hap Seng Plant HAPL MK U 1.60 1.45 354 12.9 10.2 (9.1) 0.8 5.9 6.2 

Wilmar WIL SP O 2.68 3.25 11,524 13.2 11.5 17.4 1.2 9.5 1.8 

Golden Agri GGR SP N 0.28 0.29 1,886 22.7 9.8 (13.4) 0.5 2.1 0.6 

Indofood Agri IFAR SP TB 0.56 0.77 538 13.4 6.7 3.2 0.7 5.1 0.5 

Astra Agro AALI IJ U 11,300 11,500 1,588 16.7 9.8 (3.0) 3.8 21.0 8.4 

Lonsum LSIP IJ N 3,025 3,200 368 12.4 7.5 (5.6) 1.5 10.2 6.8 

Bakrie Plantation UNSP IJ U 245 305 83 8.8 4.8 (6.3) 0.3 3.2 9.6 

Sampoerna Agro SGRO IJ TS 1,170 1,400 197 12.6 6.7 (4.3) 1.2 10.4 4.2 

Simple average 
   

  15.7 10.6 (5.4) 1.4 8.8 4.4 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB/CIMB-GK Research 
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 Review of 2008 
  

 CPO price started 2008 on a bullish note but… The plantation sector started 2008 on 
a bullish note as CPO price extended its uptrend for the third consecutive year. Concerns 
over a global edible oil supply deficit due to adverse weather in major planting areas, 
increasing speculation in the commodity sector, higher Indonesian CPO export taxes, 
rising edible oil demand for biodiesel usage due to strong crude oil prices as well as new 
biofuel mandates and rising demand growth for food usage due to the strong economic 
growth in China and India helped propel CPO price to an all-time high of RM4,203 per 
tonne in March 2008. The KL Plantation Index outperformed the KLCI by 17% during the 
first half of 2008 due to its relatively defensive earnings quality amidst a high-inflation 
global environment.  

  

 Figure 1:  CPO price performance since Jan 2008 
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 Source: Bloomberg, CIMB/CIMB-GK Research 

  
 …ended 2008 at a 25-month low. The record CPO price was not sustainable as it 

triggered demand destruction for both food and biodiesel usages. CPO price was also 
hammered by the global financial crisis, which led to the outflow of speculative money 
from the commodity sector and dented palm oil trade flows due to the lack of credit, 
leading to defaults by palm oil importers. To make matters worse, global weather 
conditions in major planting areas were near perfect in 2H08, thus boosting edible oil 
production. Malaysia’s palm oil stockpile rose to a record level of 2.27m tonnes in Nov 
2008. As a result, CPO price plunged 60% from its peak to a 25-month low of US$450 
per tonne (RM1,600 per tonne) by the end of the year. Plantation companies’ earnings, 
which are closely tied to the CPO price, suffered a similar fate. The KL Plantation index 
fell 48% in 2008 and ended the year underperforming the KLCI by 8.8% due to its 
deteriorating earnings prospects on the back of weaker CPO prices and rising operating 
costs.    

  

 Figure 2:  KL Plantation Index since Jan 2008 mirrored CPO price movement 

 

2,800

3,600

4,400

5,200

6,000

6,800

7,600

8,400

9,200

Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08 Oct-08 Nov-08 Dec-08 Jan-09

KL Plantation Index

 

 Source: Bloomberg, CIMB/CIMB-GK Research 

  



[  3  ] 

 Figure 3:  2008 performances by regional planters 

 

Currency 1 Jan 2008 31 Dec 2008 2008 abs perf 2008 rel to index

Sime Darby RM 11.60                5.20                  -55% -16%

IOI Corp RM 7.45                  3.56                  -52% -13%

KL Kepong RM 17.50                8.90                  -49% -10%

Asiatic RM 8.60                  3.54                  -59% -20%

Hap Seng Plant RM 3.16                  1.59                  -50% -11%

Wilmar S$ 5.36                  2.79                  -48% 1%

Golden Agri S$ 1.03                  0.24                  -77% -28%

Indofood Agri S$ 2.41                  0.53                  -78% -29%

Astra Agro Rp 28,350              9,800                -65% -15%

London Sumatra Rp 10,650              2,925                -73% -22%

Bakrie Sumatra Rp 2,275                260                   -89% -38%

Sampoerna Agro Rp 3,425                1,190                -65% -15%

FSSTI 3,444                1,762                -49%

KLCI 1,436                877                   -39%

JCI 2,732                1,355                -50%

CPO price RM/tonne 3,111                1,630                -48%

CPO price US$/tonne 1,000                540                   -46%
 

 Source: Bloomberg, CIMB/CIMB-GK Research 

  

 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less volatility 
in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher end of the 
trading price range assumes supply shortfalls due to unfavourable weather conditions 
while the lower end of the price estimates assumes that CPO price gets some support 
near its cost of production should global edible oil stocks remain ample and there is 
further unwinding of funds out of the commodity markets if the financial crisis deepens. 
The breakeven palm-biodiesel price range based on our predicted CPO price range is 
US$49-94 per barrel, assuming no subsidies. To recap, CPO price hit a peak of 
RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak to trough, the 
price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower palm 
oil tax and the declining crude oil and fertiliser prices, we estimate that the breakeven 
average cost of production for CPO is around RM1,200 per tonne and have set the lower 
end of our CPO price band at that level. We believe this level could be reached if 
weather conditions are ideal and demand is weaker than expected due to deteriorating 
global economic conditions and a low crude oil price environment. We have used 
RM2,400 per tonne as the upper end of the trading range for CPO price as we believe 
this level will be sufficient to entice planters to resume planting and fertiliser input, which 
will help boost supplies. We think that this selling price will lead to a positive supply 
response in the current economic conditions. This is because farmers will be making a 
hefty profit margin of around 100% at RM2,400 per tonne. We are also of the view that at 
this price level, biodiesel will not be economically viable based on our crude oil price 
assumption of US$60 per barrel and the Indonesian and Malaysian governments may 
scale back their biofuel plans which are intended to support CPO price. Also, the 
replanting incentives may not attract good take-up rates. Lastly, we feel that the high 
price may lead to demand destruction for CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 represents 
a 42% decline from the RM2,773 per tonne achieved in 2008 and is underpinned by 
slower growth in demand for edible oils, declining crude oil price and less speculation by 
funds in the commodity market. For 2010, we expect CPO price to increase by 19% to 
RM1,900 per tonne as measures put in place by the governments of Malaysia and 
Indonesia in the previous year will start impacting palm oil supply and boost demand in a 
more meaningful way. Our CPO price forecasts assume normal weather patterns in 
major planting areas.  
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 Figure 4:  CPO price forecasts 

 

2008 2009E % chge 2010E % chge

CPO - cif (US$ tonne) 950                   495                   -48% 590                   19%

CPO - fob (US$ tonne) 831                   435                   -48% 530                   22%

Ex-rate (RM/US$) 3.34                  3.65                  9% 3.60                  -1%

CPO - fob (RM/tonne) 2,770                1,600                -42% 1,900                19%

Transport cost 119                   60                     -50% 60 0%

Export tax 10% 0.0% nm 0.0% nm

CPO - fob Indon 748                   435                   -42% 530                   22%

IDR rate 9,334                10,400              11% 10,650              2%

CPO - fob (IDR) 6,977                4,524                -35% 5,645                25%
 

 Source: Bloomberg, CIMB/CIMB-GK Research 

  
 Long-term average CPO price of RM2,000. We carried out a rough analysis of the 

likely long-term level for CPO price by comparing the RM1,310 per tonne average for 
1991-2005 before the emergence of biodiesel against the average cost of production of 
RM700 per tonne. The gross profit margin for the 15-year period worked out to be 
around 47% or RM610 per tonne. Applying the same profit margin of 47% to the new 
cost of RM1,200 per tonne, we get a new long-term average of RM2,264 (US$629) per 
tonne. Applying the same absolute gross profit margin, the long-term average would be 
RM1,810 (US$502) per tonne. We work with profit margins as we believe this will be the 
key to enticing farmers to invest long term in the palm oil sector to cater for future global 
consumption. We cross-check this with the breakeven price for biodiesel without subsidy 
at our long-term crude oil price of US$90/barrel. This alternative methodology gives us a 
price of RM2,100 per tonne. Taking the average of the potential long-term average CPO 
price based on the above methodologies, we arrived at a long-term average price of 
around RM2,000 (US$555) per tonne (fob basis). 

Risks to our CPO price forecasts. There is potential upside to our CPO price 
projections if (1) poor weather affects major planting areas, (2) palm oil yields at major 
planting areas are below expectations due to lower fertiliser application, poor weather 
and biological tree stress, (3) crude oil price rallies above US$60 per barrel and (4) the 
Malaysian and Indonesian governments successfully implement their biofuel targets and 
boost domestic consumption by up to 2m tonnes per annum. On the other hand, there 
may be downside to our CPO price forecasts should (1) demand growth slow at a faster 
rate than expected, (2) global edible oil supply prospects improve, (3) crude oil price fall 
substantially below our in-house projection of US$60 per barrel for 2009 and (4) 
governments scale back their biofuel targets. 

  

 Global edible oil prospects 
  
 Oil World predicts a moderate deficit in edible oil supply. Oil World, a leading global 

publication on oilseeds and edible oils, is projecting a moderate deficit in global edible oil 
production for the FY9/08 season and a 0.5% pt decline in the stock/usage ratio to 
10.5% (see Figure 4). The publication predicted that global edible oil supply will grow at a 
slower rate of 3.7% compared to 4.9% in the previous year due mainly to weaker growth 
in soya oil and palm oil output. Among the major edible oils, palm oil is expected to 
record the highest production increase of 2m tonnes, followed by sunflower oil (1.7m 
tonnes) and rapeseed oil (1.4m tonnes). Global palm oil production growth is projected to 
weaken to 4.6% due to replanting programmes and a bumper crop in the previous year 
stemming from biological tree stress. Supply growth is projected to slow down to 7% for 
Indonesia and 1% for Malaysia. Global soya oil output is expected to be flat due to its 
competitive pricing relative to other major edible oils. On the demand side of the 
equation, Oil World predicted that world consumption of edible oils will increase by 4.4% 
from 158.2m tonnes to 165.1m tonnes in FY10/08. Its prediction of stronger demand is 
based on the following assumptions (1) demand for oils and fats from the biofuel sector 
will continue to grow on the back of rising admixture mandates; and (2) edible oil price 
remains highly competitive relative to crude oil. It is also predicting that demand will be 
relatively insulated from the global recession and that weaker edible oil prices will help 
boost overall consumption of oils and fats.  
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 Figure 5:  17 oils and fats stock usage ratio forecast by Oil World (m tonnes) 

 

Oct/Sept (m tonnes) 08/09F 07/08 06/07 05/06 04/05

Opening stock 17.46 16.65 17.10 15.43 13.59

Production 165.13 159.27 151.89 147.79 139.00

Imports 63.41 61.00 57.74 54.61 50.05

Exports 63.62 61.26 57.74 55.00 50.03

Consumption 165.11 158.20 152.34 145.73 137.18

End stocks 17.27 17.46 16.65 17.10 15.43

Stock/Usage 10.5% 11.0% 10.9% 11.7% 11.2%

Chge in production 3.68% 4.86% 2.77% 6.32% 6.5%

Chge in consumption 4.37% 3.85% 4.54% 6.23% 6.0%

Production (m tonnes) 08/09F 07/08 06/07 05/06 04/05

Soya oil 37.8 37.6 36.6 34.9 32.9

Palm oil 44.5 42.5 37.6 36.0 33.5

Rape oil 20.8 19.4 18.5 18.2 16.0

Sun oil 11.8 10.1 11.2 11.0 9.4

Others 50.2 49.6 48.0 47.7 47.3

Total 165.1 159.3 151.9 147.8 139.0

Soyaoil output ('000 tonnes) 08/09F 07/08 06/07 05/06 04/05

US 9,061             9,329                9,294                9,247                8,781                

Argentina 6,977             6,627                6,425                5,999                5,128                

Brazil 6,045             6,199                5,970                5,409                5,644                

China 6,903             6,553                6,141                5,920                5,342                

India 1,525             1,566                1,253                1,223                841                   

Others 7,330             7,365                7,484                7,125                7,154                

Total 37,841           37,639              36,567              34,923              32,890              

Palm oil output ('000 tonnes) 08/09F 07/08 06/07 05/06 04/05

Malaysia 17,659           17,567              15,294              15,486              15,195              

Indonesia 20,420           19,020              16,730              15,520              13,560              

Others 6,377             5,934                5,566                5,018                4,753                

Total 44,456           42,521              37,590              36,024              33,508              
 

 Source: Oil World, CIMB/CIMB-GK Research 

  
 Demand sensitive to global economy, biofuel mandate and crude oil price.  We are 

of the view that Oil World’s consumption growth forecast may be a tad bullish, 
considering the worse-than-expected global economic downturn and weakening oil price. 
The publication raised its consumption estimate for edible oils by 1m tonnes in early Dec 
2008, possibly to account for Malaysia’s and Indonesia’s biodiesel mandates and the 
attractiveness of edible oils for biodiesel usage at that point. However, based on our 
estimates, the usage of palm-based biodiesel in public transport for Malaysia is not going 
to be significant as it will raise demand by only 75,000 tonnes per annum, equivalent to 
just 0.4% of Malaysian palm oil output. There is also little anectodal evidence to suggest 
that Indonesia is pushing its biodiesel mandate aggressively given the logistical 
challenges and the rising cost of subsidy. Also, with CPO price closing in on the 
RM1,900 per tonne level where palm oil is again profitable, the governments may slow 
down the implementation of their biofuel policies to rein in the rising cost of subsidising 
biodiesel. As CPO price has been rising and going against the downtrend for crude oil 
price over the past few weeks, our model suggests that production of biodiesel at the 
current CPO price is not an economically viable proposition without government 
subsidies. This means that unless crude oil price rise to US$60 per barrel soon, demand 
for palm-based biodiesel may soften in the coming months. Every 1m tonne reduction in 
edible oil consumption would cut global edible oil growth by 0.7% pts and raise the global 
edible oil stock/usage ratio by 0.6% pts to 11.1%.  
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Figure 6:  Breakeven CPO price at various crude oil price (with and without subsidies) 

 

Source: CIMB/CIMB-GK Research 

  

Figure 7:  Calculation of breakeven price for CPO-based biodiesel against crude oil 

Breakeven price of  CPO without subsidies    Breakeven price of CPO with subsidy of US$150 per tonne 

Crude oil price (US$ barrel) - fob 40.0

Est refining costs 10.0

Diesel price (US$ barrel) 50.0

Conversion to tonne 7.4

Diesel price equivalent (US$/tonne) 370.0

Biodiesel selling at same price as diesel 370.0

Est production cost for biodiesel 100

CPO price (US$/tonne) - fob 270.0

Ex-rate (MYR/USD) 3.6

Local CPO price (RM/tonne) 972                   

Ex- rate (IDR/USD) 10,800              

Indonesia CPO price (Rp/kg) 2,916                
 

Crude oil price (US$ barrel) - fob 40.0

Est refining costs 10

Diesel price (US$ barrel) 50.0

Conversion to tonne 7.4

Diesel price equivalent (US$/tonne) 370.0

Biodiesel selling price at no discount to diesel 370.0

Est production cost for biodiesel 100

Est subsidy (assuming 50% share of total US$300/tonne subsidy) 150

CPO price (US$/tonne) - fob 420.0

Ex-rate (MYR/USD) 3.6

Local CPO price (RM/tonne) 1,512         

Ex-rate (IDR/USD) 10,800       

Indonesia CPO price (Rp/kg) 4,536         
 

 

Source: CIMB/CIMB-GK Research 

  

 Key variables affecting supply. Given the price slump for agricultural products, farmers 
around the world have threatened to reduce fertiliser usage, which may cut the yields of 
their plantings. We think that this possibility, weather factors, government regulations and 
price developments for competing crops will be the key factors affecting crop prospects 
in 2009. 

Weather play on South American crops. During the first 12 days of this year, CPO 
price improved by 17% or RM292 per tonne to a three-month high of RM1,988 per tonne. 
Although we had expected the CPO price to rebound in 1Q09 due to the seasonal 
downturn in palm oil production, the recent price upswing was stronger than expected. 
We suspect a combination of bullish factors – poor weather in South America’s major 
planting areas, higher crude oil price and strong exports data for palm oil – contributed to 
the price rally. Between the three factors, we believe that weather-related fears of a 
potential shortfall in soybean supplies from South America were the largest contributor to 
the rise in CPO price. Our belief stems from our observation that the recent rise in CPO 
futures price in recent days closely tracked the gains in soybean oil price and CPO 
futures appear to have decoupled somewhat from the falling crude oil price. This 
suggests to us that the market has priced the weather risks for major soybean planting 
areas in South America into the CPO price. Looking ahead, we are of the view that the 
current CPO price rally can only be sustained if weather conditions in South America 
continue to deteriorate or crude oil price rallies to above US$60. 

South America is the largest producer of soybean. The development of the soybean 
crops in Argentina and Brazil is closely followed by market observers as these two 
countries’ soybean crops made up 43% of 2008 global soybean supplies. On top of that, 
Argentina is the largest exporter of soybean oil with 50.7% market share, followed by 
Brazil with 23.1% share. As the South American countries command a large share of 
global soybean supplies, a significant shortfall in the region’s soybean harvest would 
adversely impact global soybean and soyabean oil supplies.  

  

Crude oil price (US$/barrel) 40 50 55 60 65 70 80 90 110

CPO breakeven -w'out subsidy (US$/tonne) 270 344 381 418 455 492 566 640 788

CPO breakeven - with subsidy (US$/tonne) 420 494 531 568 605 642 716 790 938

Ex-rate (MYR/USD) 3.6 3.6 3.6 3.6 3.6 3.6 3.6 3.6 4.6

Local CPO price (RM/tonne) w'out subsidy 972                  1,238       1,372      1,505      1,638       1,771     2,038       2,304       3,625         

Local CPO price (RM/tonne) with subsidy 1,512               1,778       1,912      2,045      2,178       2,311     2,578       2,844       4,315         

Ex-rate 10,800             10,800     10,800    10,800    10,800     10,800   10,800     10,800     10,801       

Local CPO price (Rp/kg) w'out subsidy 2,916               3,715       4,115      4,514      4,914       5,314     6,113       6,912       8,511         

Local CPO price (Rp/kg) with subsidy 4,536               5,335       5,735      6,134      6,534       6,934     7,733       8,532       10,131       
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Figure 8:  Breakdown of soybean oil production and exports by countries 

Market share of soyaoil output in 2008   Market share of soyaoil export in 2008 
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Source: Oil World, CIMB/CIMB-GK Research 

 

 Figure 9:  Historical soybean harvests and OW projection of soybean output from Brazil and Argentina 

 Oct/Sep 08/09F 07/08 06/07 05/06 04/05 03/04 02/03

Harvested area ('000 ha)

Brazil 21,400      21,334        20,687     22,007     22,933       21,520      18,448     

Argentina 17,800      16,700        16,030     15,300     14,280       14,287      12,600     

Yield (tonnes/ha)

Brazil 2.76          2.81            2.84          2.59          2.31           2.33          2.82          

Argentina 2.78          2.80            3.01          2.67          2.78           2.26          2.79          

Soybean output ('000 tonnes)

Brazil 59,000      60,017        58,726     56,942     53,053       50,085      52,018     

Argentina 49,500      46,800        48,300     40,800     39,700       32,300      35,100     

Soybean oil output ('000 tonnes)

Brazil 6,045        6,199          5,970       5,409       5,644         5,603        5,285       

Argentina 6,977        6,627          6,425       5,999       5,128         4,730        4,393       

Soybean output (yoy chge)

Brazil -2% 2% 3% 7% 6% -4%

Argentina 6% -3% 18% 3% 23% -8%

Soybean oil output (yoy chge)

Brazil -2% 4% 10% -4% 1% 6%

Argentina 5% 3% 7% 17% 8% 8%
 

 Source: Oil World, CIMB/CIMB-GK Research 
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 Drought reported at major planting areas in South America. Over the past few 
weeks, droughts swept through several prime soybean planting areas in Argentina, 
Uruguay, Paraguay and southern Brazil. More than 50% of the agricultural areas in 
Argentina are reportedly suffering from moisture deficits which have affected plantings 
and the emergence of crops. Some observers linked the drought to an ongoing weak La 
Nina though the Bureau of Meteorology Australia has not confirmed that this weather 
phenomenon has developed. These developments have stirred fears that oilseed crops 
in South America will fall below expectation due to delayed plantings and weaker-than-
expected yields. 

Soybean crop estimates for South America lowered. In view of this development, Oil 
World recently indicated that there is a higher risk that soybean production in South 
America could turn out 2m-3m tonne below its forecast. However, it did not revise down 
its estimate as there is still time for weather conditions to improve. The National 
Commodities Supply Corp (CONAB) has also lowered its crop estimate for Brazil from 
58.8m tonnes to 57.7m tonnes. This is 3.8% below last year’s crop estimate. Market 
observers are predicting that crops will be 0.6m-0.8m tonnes behind earlier expectations. 
Overall, this news has sent soybean price to a three-month high before recent correction. 
On top of that, prevailing droughts in many parts of Argentina are threatening to cut the 
region’s soybean crops. We estimate that every 5% shortfall in soyabean crops from 
Argentina and Brazil would lower global edible oil supplies by 0.4% and the stock/usage 
ratio by 0.5% pts.   

Weather developments key to price movement. We believe the weather 
developments in South America will be a major factor influencing the prices of soybeans 
and other oilseeds until the harvesting period in April/May. The uncertain weather 
conditions and concern over weaker yields due to lower fertiliser application could spark 
a rally in soybean prices. This will indirectly benefit CPO since the two crops compete for 
the same markets in the edible oil space. 

Higher prices will induce US farmers to raise plantings. Early indications suggest 
that there may be a more pronounced shift from corn to soybean in the upcoming 
planting season in the US which starts in April/May. This is in view of the high US corn 
stocks and relatively higher production costs for corn. However, this is not conclusive as 
players normally wait to see how South American crop plantings develop before deciding 
on their final planting plan. It was reported that farmers in Argentina are currently holding 
record surplus soybean crops due to their reserved selling policy in 2H08 and may sell 
more into the market in view of recent higher selling prices. There are also reports that a 
potential cut in soybean export tax in Argentina may increase selling activities, thus 
raising export supplies in the market. 

  

 Valuation and recommendation 
  

 Recent positives offset by several negatives. We are now less negative on the 
plantation sector than when we downgraded the sector in July 2008. Share prices of 
planters have corrected substantially, palm oil price stabilisation measures have been 
introduced, fertiliser costs have come off 15-50% from their high and there are rising 
supply risks stemming from adverse weather conditions in major planting areas in South 
America. However, these positives are offset by concerns over a weakening of edible oil 
demand growth due to a sharper-than-expected global economic downturn, lower-than-
expected crude oil prices, high palm oil inventories and declining government interest in 
biofuel mandates. 

Upgrade target prices for selected planters. As our CPO price projections are 
unchanged, our earnings estimates for all the planters in our coverage are intact. 
However, we have raised our target prices for the Malaysian planters by 7-21% to 
account for the recent upgrade in our target forward market P/E from 11x to 12x. Our 
price objectives for pure upstream Singapore-listed planters have also been upped by up 
to 48% to account for their better share liquidity and investors’ preference for Singapore 
planters over Indonesian ones given the rupiah volatility. 

Recommendation changes. There is no change to our recommendations for the 
planters in our coverage. Regionally, we maintain our preference for planters listed in 
Singapore as their share prices have fallen more steeply in the previous year than their 
Malaysian and Indonesian peers. Wilmar remains our top pick for its strong management 
and lower earnings sensitivity to CPO price relative to the pure planters in our universe. 
Furthermore, we believe the group is likely to emerge stronger from the current CPO 
price downswing and global credit crisis given its more efficient operations and strong 
management. We also like Wilmar for its dominant position in the global palm oil refining 
industry and oilseeds crushing business in China. For exposure to a more leveraged play 
on CPO price, we like Indofood Agri in Singapore which is on cheaper ratings than its 
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regional peers other than Bakrie Sumatra due partly to concerns over its higher gearing. 
However, we gather that the group does not foresee any problems in rolling over its 
borrowings and expects its post-Lonsum merger cost savings programme to bear fruit in 
the current year. We also caution investors that there could be write-downs in the 4Q08 
results due to the declining CPO price. However, these are non-cash items. We also 
recently downgraded Astra Agro from Neutral to Underperform due to concern over its 
rich valuations. Sampoerna Agro was cut from Neutral to Trading Sell on the back of 
weaker-than-expected 4Q results following lower-than-expected selling prices. We 
continue to rate all the Malaysian planters we cover as underperforms given their more 
expensive valuations and unexciting earnings prospects. 

Keeping to our UNDERWEIGHT call on the sector. Our regional plantation universe 
has recorded share price gains averaging 4.4% YTD, thanks to recent gains in CPO 
price.  This suggests to us that the market has priced in the declining palm oil stocks and 
potential weather risk in South America. Based on our CPO price assumption of 
RM1,900 per tonne for 2010, the big-cap Malaysian planters (IOI Corp, KL Kepong and 
Sime Darby) are trading at huge premiums averaging 35% over our KLCI target P/E of 
12x for 2010 despite the prospects of declining earnings in the current year. Given the 
premium valuations and our view that the current rise in CPO price is not sustainable 
unless the drought in South America worsens, we are keeping to our UNDERWEIGHT 
stance on the regional planters. Key de-rating catalysts are falling prices for CPO and 
crude oil, improved weather prospects in South America and a weaker-than-expected 
global economy.  

  

Figure 10:  Changes to our target prices estimates and basis  

Currency Current Previous New Upside/ Basis of TP

Companies price TP TP (Downside)

Asiatic Dev RM/share 3.84 2.90 3.25 -15% Based on CY10 P/E - 10x (from 8x)  

IOI Corp RM/share 3.68 2.65 3.20 -13% Based on CY10 P/E - 13x (from 11x)

KL Kepong RM/share 9.60 6.50 7.00 -27% Based on 10% dis to SOP, plant CY10 P/E of 12x (from 10.5x) 

Hap Seng Plant RM/share 1.60 1.20 1.45 -9% Based on CY10 P/E - 9x (from 7.5x)

Sime Darby RM/share 5.30 4.50 4.80 -9% Based on 10% dis to SOP, plant CY10 P/E of 12x (from 10.5x) 

Golden Agri S$/share 0.28 0.21 0.29 4% Based on CY10 P/E - 10x (from 7x)

Indofood Agri S$/share 0.56 0.52 0.77 38% Based on CY10 P/E of 10x (from 7x)

Wilmar Int S$/share 2.68 3.25 3.25 21% Based on CY10 P/E of 13.5x (from 13.5x)

Astra Agro Rp/share 11,300         11,500          11,500         2% Based on CY10 P/E - 10x (no chg)

London Sumatra Rp/share 3,025           3,200            3,200           6% Based on CY10 P/E - 8x (no chg)

Bakrie Sumatra Rp/share 245              305               305              24% Based on CY10 P/E - 6x (no chg)

Sampoerna Agro Rp/share 1,170           1,400            1,400           20% Based on CY10 P/E - 8x (no chg)
 

Source: Company, CIMB/CIMB-GK Research, Bloomberg 

  

Figure 11:  YTD Share price performance of plantation stocks under coverage   

Currency 1 Jan 2009 21 Jan 2009 YTD abs perf YTD rel to index 12M high 12M low Decline from 12M's high

Sime Darby RM 5.20              5.30                    2% 2% 13.30 5.00 -60%

IOI Corp RM 3.56              3.68                    3% 4% 8.55 2.19 -57%

KL Kepong RM 8.90              9.60                    8% 8% 19.20 7.15 -50%

Asiatic RM 3.54              3.84                    8% 9% 9.30 2.65 -59%

Hap Seng Plant RM 1.59              1.60                    1% 1% 3.68 1.34 -57%

Wilmar S$ 2.79              2.68                    -4% -1% 5.64 1.80 -52%

Golden Agri S$ 0.24              0.28                    19% 22% 1.23 0.17 -77%

Indofood Agri S$ 0.53              0.56                    6% 9% 3.14 0.375 -82%

Astra Agro Rp 9,800            11,300               15% 18% 34,000         4,600       -67%

London Sumatra Rp 2,925            3,025                  3% 6% 13,700         1,480       -78%

Bakrie Sumatra Rp 260               245                     -6% -3% 2,825           195          -91%

Sampoerna Agro Rp 1,190            1,170                  -2% 1% 4,850           910          -76%

FSSTI 1,762            1,705                  -3% 3,345           1,600       -49%

KLCI 877               873                     0% 1,516           829          -42%

JCI 1,355            1,321                  -3% 2,830           1,111       -53%

CPO price RM/tonne 1,630            1,850                  13% 4,203           1,404       -56%

CPO price USD/tonne 540               548                     1% 1,395           435          -61%
 

Source: Company, CIMB/CIMB-GK Research, Bloomberg 
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 Planters’ strategies for 2009 
  
 Our recent conversations with all the planters under our coverage reveal that their 

strategies and plans are fairly similar.  

Price taker on CPO price.  CPO prices are dependent on global edible oil supply and 
demand. Being a price taker, there is not much that the planters can do to raise the 
selling prices of their products except to time occasionally the sale of their products 
through forward sales. As for yield improvement, the planters indicated that this is a 
strategy that they employ even when CPO prices are high as they want to the maximise 
profitability of their estates.  

Plans to cut fertiliser usage. With low CPO price and high fertiliser costs in mind, most 
companies are contemplating reducing their fertiliser application to bring down their 
operating costs. However, some are hopeful that they may not have to resort to this if 
fertiliser prices start to mirror the decline in crude oil prices. Some planters have also 
defaulted on the forward contracts entered earlier for fertiliser supplies and are hoping to 
buy it at lower prices. We gathered that though fertiliser prices have come off recently, 
they remain high compared to a year ago. Most of the companies expect prices to fall 
more significantly in 1H09. As we have not assumed a reduction in fertiliser usage in our 
earnings forecasts, there could be upside to our earnings forecasts in the short term if 
planters cut back on fertilisers. But lower fertiliser usage may catch up with earnings later 
as it could lead to weaker yields and production at a later stage.   

Conserving cash and prioritising capex. Some planters were caught off-guard by the 
collapse of CPO price and the rapid deterioration of the global economy. Given the 
economic uncertainty, most planters are looking to conserve cash and will give priority to 
ongoing plantation developments and facilities when it comes to capex spending. Most 
companies are still planning their capex for the coming year. There are also plans to 
reduce new planting targets as distressed assets may come up for sale at attractive 
prices. This could be a reason behind IOI Corp’s recent decision to abort its acquisition 
of Menara Citibank for RM587m even though it could lose its RM73m deposit. 

Scouting for distressed assets. Almost all the planters we met are looking to acquire 
distressed plantation assets at attractive pricing. However, most of them have not come 
across any plantation assets of significant size for sale at distressed prices. Some 
suggested that this may be because of the different expectations for CPO price for the 
next few years.  

Individual companies’ strategies   
Sime Darby (SDY MK, Underperform) will continue with its plans to harness cost and 
revenue synergies from the merger. On the cost front, it is looking at optimising mill 
routing and capacity utilisation, reducing fertiliser costs through cost-centric procurement 
and achieving savings through the elimination of duplicate R&D projects. Revenue 
enhancement will come from the enhancement of FFB yields at its estates through the 
sharing of best management practices. It also recently announced an initiative to create 
“Sime Darby Vision Valley” to boost future property sales and elevate the value of Sime 
Darby’s land bank in the Klang Valley. It is also keen to acquire distressed plantation 
assets to beef up its plantation land bank. The group plans to maintain a dividend payout 
of at least 50%. 

IOI Corporation (IOI MK, Underperform) will concentrate on new plantings in Indonesia 
and Sarawak in the current year. The group will also continue to pursue higher yields at 
its existing mature estates. For the resource-manufacturing division, the group is looking 
to increase refining capacity in Rotterdam and expand its specialty fats product range. 
The property division is forging ahead with the construction of its first JV project in 
Sentosa. However, it has postponed the launch of its maiden high-end condo project in 
Kuala Lumpur to FY10. The group will also focus on conserving cash for M&As and 
potential bond redemption.  

Kuala Lumpur Kepong (KLK MK, Underperform) has pre-empted the sharp decline in 
CPO price and has sold forward for up to one year a decent quantity of its estimated 
production for FY09. Even so, budgets are still being reviewed to tighten both capital and 
operational expenditures to conserve cash and to increase efficiency. Non-urgent 
projects will be deferred and the fertiliser programme is being reviewed in terms of 
dosage and frequency of applications in view of the slow decline in price of fertilisers. 
The group’s strategy to expand its plantations in Indonesia remains intact, except that it 
will be more selective in its choice and conservative in its valuations. 

Asiatic’s (ASP MK, Underperform) plan to plant 20,000ha of new oil palm estates per 
annum in Indonesia is not affected by the financial crisis and the sharp decline in CPO 
price as it has a big cash hoard of RM650m. The group is also continuing with its 
investment in ACGT to use genomics-based techniques and other methods or tools to 
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increase yields and profit stream. It is also keen on M&As to boost its estates.   

Hap Seng Plantation’s (HAPL MK, Underperform) chances of growing through 
acquisition will be aided by the challenging operating environment which will throw up 
acquisition opportunities. The group has been exploring and identifying opportunities in 
terms of strategic plantation landbank even before the CPO price downturn. Apart from 
M&A, the group intends to stay focused on its existing strategies which are aimed at 
continuous improvements in productivity and cost efficiency. There is no change to the 
group’s policy to distribute up to 60% of its net profit to its shareholders. 

Wilmar (WIL SP, Outperform) plans to continue enhancing its competitiveness in the 
sector, growing its sales volume in existing and new markets as well as broadening its 
product range and distribution networks. The group is sticking with its new planting plans 
in Indonesia and expanding its processing capacities. Wilmar is also keen to acquire 
assets at attractive valuations if opportunities arise. The group intends to keep to its 20% 
dividend payout. 

Indofood Agri’s (IFAR SP, Trading Buy) focus is on improving efficiency at its estates 
as well as London Sumatra’s. The group is pursuing several cost-down initiatives to bring 
down the operating costs at London Sumatra’s estates. As for capex, it will give priority 
to existing plantation developments and facilities.  

Golden Agri’s (GGR SP, Neutral) strategy is to preserve as much cash as possible to 
support its operations and complete existing projects. In view of this, it is reviewing its 
new planting programme for 2009. On the cost side, Golden Agri plans to implement 
optimal fertiliser application to reduce its fertiliser costs.   

Astra Agro Lestari (AALI IJ, Underperform) stated that it will concentrate its capex on 
developing its immature plantations of 55k ha, which make up 22% of the total planted 
area of 255k ha. The group did not reveal its capex budget but indicated to us that it will 
be conserving its cash. The company is likely to halt landbank acquisition in FY09, a 
strategy we do not fully agree with as its unplanted landbank is small.  AALI will not limit 
its fertiliser application in FY09. 

London Sumatera (LSIP IJ, Neutral) will concentrate on expansion of its mills and 
maintenance of its immature plantations in FY09. The company has not stated any 
specific amount of Greenfield plantings and will plan the expansion on quarter-by-quarter 
basis. It will not reduce its fertiliser application in FY09.  

Bakrie Sumatera Plantation (UNSP IJ, Underperform). To preserve cash, the 
company will reduce its fertiliser application by some 60-70% this year, stating that it will 
reduce the yield by only 5% in the following year. In our view, this strategy can only be 
used for a year before the yield is affected drastically. The company has sufficient cash 
in FY09 and will not need to raise capital to fund its capital expenditure in FY09. 
Management said that they would not be involved in any M&As. 

Sampoerna Agro (SGRO IJ, Trading Sell) will stick to its estate expansion plan in 
FY09, albeit by a smaller percentage than last year. The expansion will be funded by 
loans and internal cashflows. To reduce fluctuations in its earnings, the company is 
considering a venture into the olein or biodiesel business in the long term. Unlike other 
Indonesian planters, the company is open to M&A opportunities. 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less volatility 
in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher end of the 
trading price range assumes supply shortfalls due to unfavourable weather conditions 
while the lower end of the price estimates assumes that CPO price gets some support 
near its cost of production should global edible oil stocks remain ample and there is 
further unwinding of funds out of the commodity markets if the financial crisis deepens. 
The breakeven palm-biodiesel price range based on our predicted CPO price range is 
US$49-94 per barrel, assuming no subsidies. To recap, CPO price hit a peak of 
RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak to trough, the 
price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower palm 
oil tax and the declining crude oil and fertiliser prices, we estimate that the breakeven 
average cost of production for CPO is around RM1,200 per tonne and have set the 
lower end of our CPO price band at that level. We believe this level could be reached if 
weather conditions are ideal and demand is weaker than expected due to deteriorating 
global economic conditions and a low crude oil price environment. We have used 
RM2,400 per tonne as the upper end of the trading range for CPO price as we believe 
this level will be sufficient to entice planters to resume planting and fertiliser input, which 
will help boost supplies. We think that this selling price will lead to a positive supply 
response in the current economic conditions. This is because farmers will be making a 
hefty profit margin of around 100% at RM2,400 per tonne. We are also of the view that 
at this price level, biodiesel will not be economically viable based on our crude oil price 
assumption of US$60 per barrel and the Indonesian and Malaysian governments may 
scale back their biofuel plans which are intended to support CPO price. Also, the 
replanting incentives may not attract good take-up rates. Lastly, we feel that the high 
price may lead to demand destruction for CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 represents 
a 40% decline from the RM2,773 per tonne achieved in 2008 and is underpinned by 
slower growth in demand for edible oils, declining crude oil price and less speculation by 
funds in the commodity market. For 2010, we expect CPO price to increase by 19% to 
RM1,900 per tonne as measures put in place by the governments of Malaysia and 
Indonesia in the previous year will start impacting palm oil supply and boost demand in a 
more meaningful way. Our CPO price forecasts assume normal weather patterns in 
major planting areas. 

  

 

Valuation and recommendation  
  

 Raising target price to RM4.80. There is no change to our earnings forecasts as we 
are keeping our CPO price forecasts. However, our target price, which is based on a 
10% discount to its SOP value, rises from RM4.50 to RM4.80 as we now apply a higher 
target forward P/E of 12x to the group’s plantation unit against 10.5x previously. We are 
upping our target forward P/E for the plantation division to reflect the recent upgrade in 
our target forward P/E for the market to 12x.  
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 Reiterate UNDERPERFORM. There is potential downside of 12% to our new price 
objective of RM4.80. We expect the group to undergo a series of earnings downgrades 
by the market over the next few months given the worsening outlook for the global 
economy. The main de-rating catalysts are lower CPO and crude oil prices, earnings 
downgrades by the market and further deterioration of the global economy. For 
exposure to the regional plantation sector, we like Wilmar and Indofood Agri. 

  

 Financial summary  
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Volume 10m (R.H.Scale) Sime Darby Bhd  

FYE Jun  2008 2009F 2010F 2011F 

Revenue (RM m)  34,044.7 28,911.1 28,654.3 31,478.3 

EBITDA (RM m)  5,935.5 3,684.3 3,591.6 4,471.2 

EBITDA margins (%)  17.4% 12.7% 12.5% 14.2% 

Pretax profit (RM m)  5,206.4 2,874.8 2,689.9 3,489.5 

Net profit (RM m)   3,512.1 1,978.5 1,916.6 2,486.3 

EPS (sen)  58.4 32.9 31.9 41.4 

EPS growth (%)  33.3% (43.7%) (3.1%) 29.7% 

P/E (x)  9.1 16.1 16.6 12.8 

Core EPS (sen)  58.2 32.9 31.9 41.4 

Core EPS growth (%)  34.3% (43.4%) (3.1%) 29.7% 

Core P/E (x)  9.1 16.1 16.6 12.8 

Gross DPS (sen)  50.9 26.7 25.9 33.5 

Dividend yield (%)  9.6% 5.0% 4.9% 6.3% 

P/BV (x)  1.5 1.4 1.4 1.3 

ROE (%)  17.1% 9.0% 8.4% 10.5% 

Net cash per share (RM)  0.27 0.47 0.37 0.25 

P/FCFE (x)  11.9 54.2 (215.5) 87.4 

EV/EBITDA (x)  5.0 7.7 8.1 6.7 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.88 0.82 0.90  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

  

 Figure 1:  SOP valuation  

 

Fair value Sime Darby's 

Assets Valuation method (RM m) stake (RM m)

Plantation Forward P/E of 12x 16,193.3 16,193.3

Property 0.5x P/RNAV 12,066.3 6,033

Heavy Equipment Forward P/E of 14x 6,108.3 6,108

Motor Vehicles Forward P/E of 12x 1,392.7 1,392.7

Energy business 1x P/NBV 684.9 684.9

Others 1X P/BV 409.3 409.3

Cash As at 31 June 2008 5,994.2

Debts As at 31 June 2008 (4,829.0)

Total RNAV 31,986.9

No. of shares (m) 6,009.4

SOP per share (RM) 5.32

Discount (RM) (0.53)

Target price (RM) 4.79
 

 Source: Company, CIMB Research 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and have 
set the lower end of our CPO price band at that level. We believe this level could be 
reached if weather conditions are ideal and demand is weaker than expected due to 
deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically viable 
based on our crude oil price assumption of US$60 per barrel and the Indonesian and 
Malaysian governments may scale back their biofuel plans which are intended to 
support CPO price. Also, the replanting incentives may not attract good take-up rates. 
Lastly, we feel that the high price may lead to demand destruction for CPO amid the 
global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

  

 

Valuation and recommendation  
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 Upping target price for higher market P/E. As we are not revising our CPO price 
forecasts, our earnings estimates for IOI Corp are intact. We expect IOI Corp to record 
lower earnings decline for FY09 than its peers because it has sold forward 50% of its 
CPO production at RM3,000 per tonne. Our target price is raised from RM2.65 to 
RM3.20 as we tag a higher target forward P/E of 13x to the stock instead of 11x. The 
upgrade in our target multiple for the stock is driven by the recent upgrade in our 
target P/E for the market from 11x to 12x and the recent appointment of a new 
financial controller.   

Reiterate UNDERPERFORM. We maintain our UNDERPERFORM call in view of IOI 
Corp’s unexciting earnings prospects and the likelihood of earnings downgrades by 
the market on the back of weaker-than-expected CPO price prospects. Other worries 
are its high foreign shareholding and the possibility of more forex losses arising from 
its forward currency contracts. Potential de-rating catalysts include the softer CPO 
price, lower crude oil price, weaker property earnings and higher-than-expected 
operating costs. For exposure to the regional plantation sector, our top pick is Wilmar.  

 Financial summary  
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FYE Jun 2007 2008 2009F 2010F 2011F 

Revenue (RM m) 8,952.7 14,655.1 14,860.7 14,417.1 16,294.3 

EBITDA (RM m) 2,258.1 3,394.8 2,233.0 2,226.0 2,535.0 

EBITDA margins (%) 25.2% 23.2% 15.0% 15.4% 15.6% 

Pretax profit (RM m) 1,991.1 3,095.2 1,950.4 1,957.4 2,280.0 

Net profit (RM m)  1,482.1 2,231.6 1,393.8 1,392.4 1,624.9 

EPS (sen) 23.5 36.4 22.7 22.7 26.5 

EPS growth (%) 72.9% 54.8% (37.5%) (0.1%) 16.7% 

P/E (x) 15.6 10.1 16.2 16.2 13.9 

Core EPS (sen) 19.9 32.1 26.2 22.7 26.5 

Core EPS growth (%) 64.9% 60.9% (18.4%) (13.3%) 16.7% 

Core P/E (x) 18.5 11.5 14.0 16.2 13.9 

FD core EPS (sen) 19.9 32.0 25.7 22.4 26.0 

FD core P/E (x) 18.5 11.5 14.3 16.4 14.1 

Gross DPS (sen) 6.8 16.7 16.7 16.7 16.7 

Dividend yield (%) 1.9% 4.5% 4.5% 4.5% 4.5% 

P/BV (x) 3.0 2.7 2.5 2.3 2.1 

ROE (%) 21.5% 27.7% 16.0% 14.8% 16.0% 

Net gearing (%) 10.3% 32.7% 14.8% 12.1% 7.2% 

P/FCFE (x) 11.1 7.7 9.3 14.9 15.7 

EV/EBITDA (x) 10.8 7.2 10.3 10.3 8.8 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.97 0.92 0.94  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and 
have set the lower end of our CPO price band at that level. We believe this level could 
be reached if weather conditions are ideal and demand is weaker than expected due 
to deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically 
viable based on our crude oil price assumption of US$60 per barrel and the 
Indonesian and Malaysian governments may scale back their biofuel plans which are 
intended to support CPO price. Also, the replanting incentives may not attract good 
take-up rates. Lastly, we feel that the high price may lead to demand destruction for 
CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

 

Valuation and recommendation  
  

 Maintaining earnings forecasts. We are keeping our FY09-10 earnings forecasts for 
KL Kepong as there is no change to our CPO price forecasts. We continue to expect 
the group to post a 65% decline in its FY09 earnings due to lower selling prices for 
palm products and weaker earnings from its property and retail divisions. 
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 Maintain UNDERPERFORM call. Our target price, which is based on a 10% discount 
to its SOP value, is raised from RM6.50 to RM7.00 as we apply our revised target 
market P/E of 12x to its plantation division instead of a 10.5x multiple. There is no 
change to our UNDERPERFORM rating on the stock. We continue to expect KL 
Kepong to de-rate against the market amidst softening CPO and rubber prices, which 
will dampen its earnings prospects. We also expect its retailing unit to be dented by 
the global downturn. The principal de-rating catalysts are the downswing in CPO 
price, declining crude oil price, earnings downgrades by the market and potential U-
turns in biodiesel policies. For exposure to the regional plantation sector, we suggest 
Wilmar International.       

  

 Financial summary  
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Volume 10m (R.H.Scale) Kuala Lumpur Kepong Bhd  

FYE Sep 2007 2008 2009F 2010F 2011F 

Revenue (RM m) 5,067.6 7,855.3 5,739.7 6,363.0 6,768.1 

EBITDA (RM m) 1,043.0 1,652.4 744.6 921.8 1,061.6 

EBITDA margins (%) 20.6% 21.0% 13.0% 14.5% 15.7% 

Pretax profit (RM m) 886.5 1,445.7 520.7 685.1 841.3 

Net profit (RM m)  694.2 1,040.8 383.0 503.9 623.0 

EPS (sen) 65.0 97.5 35.9 47.2 58.4 

EPS growth (%) 59.3% 49.9% (63.2%) 31.6% 23.6% 

P/E (x) 14.8 9.8 26.8 20.3 16.4 

Core EPS (sen) 65.0 101.3 35.9 47.2 58.4 

Core EPS growth (%) 99.8% 55.8% (64.6%) 31.6% 23.6% 

Core P/E (x) 14.8 9.5 26.8 20.3 16.4 

Gross DPS (sen) 49.9 77.2 34.4 39.5 44.6 

Dividend yield (%) 5.2% 8.0% 3.6% 4.1% 4.6% 

P/BV (x) 2.1 1.9 1.9 1.8 1.7 

ROE (%) 14.7% 19.9% 7.0% 9.2% 10.9% 

Net gearing (%) 11.1% 10.8% 7.2% 9.2% 7.3% 

P/FCFE (x) 33.0 9.7 (12.2) 28.2 10.4 

EV/EBITDA (x) 10.4 6.5 14.3 11.7 10.1 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.58 0.73 0.91  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

  

 Figure 1:  SOP valuation for KL Kepong  

 

Segments Stake Method Mkt value (RM'm) KLK's share (RMm)

Plantations 100.0% 2010 P/E of 12x 4,954.9                       4,954.9                        

Manufacturing 100.0% NBV 1,657.4                       1,657.4                        

Crabtree & Evelyn 100.0% Based on P/S of 1x 779.1                          779.1                           

Yule Catto 18.9% Market value 675.1                          127.6                           

Property 100.0% 0.5x NBV 175.7                          175.7                           

Associates 100.0% 1x NBV 172.5                          172.5                           

Investment & Cash 100.0% As at 30 Sept 2007 495.6                           

SOP value for KL Kepong 8,362.7                        

No of shares (m) 1,068.8                        

SOP per KLK share (RM) 7.82                             

10% discount to SOP (RM) (0.78)                            

Target price (RM) 7.04                             
 

 Source: Company, CIMB Research 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and 
have set the lower end of our CPO price band at that level. We believe this level could 
be reached if weather conditions are ideal and demand is weaker than expected due 
to deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically 
viable based on our crude oil price assumption of US$60 per barrel and the 
Indonesian and Malaysian governments may scale back their biofuel plans which are 
intended to support CPO price. Also, the replanting incentives may not attract good 
take-up rates. Lastly, we feel that the high price may lead to demand destruction for 
CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

  
 

Valuation and recommendation  
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 Raising target price to RM3.25. There is no change to our earnings forecasts for 
Asiatic as our CPO price forecasts remain intact. However, we have raised our target 
price by 12% from RM2.90 to RM3.25 as we up our target forward P/E for the stock 
from 8.5x to 10x to account for the recent upgrade in our target KLCI forward P/E to 
12x. Our target forward P/E multiple for Asiatic is based on a discount of two multiple 
points to the big-cap planters in Malaysia as we factor in its lower share liquidity and 
smaller market capitalisation. 

Retain UNDERPERFORM rating. We continue to rate the stock an 
UNDERPERFORM due to our bearish view on CPO price which will depress the 
group’s near-term earnings prospects. Asiatic’s earnings are highly leveraged to the 
spot CPO price as it is a pure planter and sells almost all of its crops on spot basis. 
On a more positive note, the weak CPO price could provide opportunities for the 
group to acquire distressed estates at attractive prices given its large net cash 
balance of RM618m as at 30 September 2008. Factors that could extend the de-rating 
of the stock include further drops in CPO price, lower crude oil price, higher operating 
costs and earnings downgrades by the market. 

  
  

 Financial summary  
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Volume 10m (R.H.Scale) Asiatic Development Bhd  

FYE Dec 2006 2007 2008F 2009F 2010F 

Revenue (RM m) 576.5 906.4 1,034.2 689.7 819.7 

EBITDA (RM m) 229.7 455.9 537.6 198.7 323.5 

EBITDA margins (%) 39.8% 50.3% 52.0% 28.8% 39.5% 

Pretax profit (RM m) 220.4 445.5 532.4 195.9 325.8 

Net profit (RM m)  171.1 338.4 401.8 147.3 245.7 

EPS (sen) 22.8 44.8 53.2 19.5 32.5 

EPS growth (%) (1.2%) 96.5% 18.7% (63.3%) 66.8% 

P/E (x) 16.8 8.6 7.2 19.7 11.8 

Gross DPS (sen) 7.0 14.0 18.0 6.0 10.0 

Dividend yield (%) 1.8% 3.6% 4.7% 1.6% 2.6% 

P/BV (x) 1.6 1.4 1.2 1.2 1.1 

ROE (%) 10.1% 17.7% 18.1% 6.1% 9.5% 

Net cash per share (RM) 0.35 0.66 0.88 1.00 1.10 

P/FCFE (x) 3.5 9.0 10.8 17.4 15.7 

EV/EBITDA (x) 11.4 5.3 4.2 10.8 6.4 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.93 0.52 0.70  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and 
have set the lower end of our CPO price band at that level. We believe this level could 
be reached if weather conditions are ideal and demand is weaker than expected due 
to deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically 
viable based on our crude oil price assumption of US$60 per barrel and the 
Indonesian and Malaysian governments may scale back their biofuel plans which are 
intended to support CPO price. Also, the replanting incentives may not attract good 
take-up rates. Lastly, we feel that the high price may lead to demand destruction for 
CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

  

 

Valuation and recommendation  
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 Maintaining earnings forecasts. We are keeping our FY1/09-11 net profit forecasts 
for Hap Seng Plantations as we are not revising our CPO price forecasts. We expect 
the group to report a 41% decline in its FY10 earnings due to lower selling prices 
achieved for its palm products and rising fertiliser costs. There is no change to our net 
dividend payout assumption of 60% for the group and our dividend forecast of 16 sen 
for FY09.   

Maintain UNDERPERFORM with a higher target price of RM1.45. We are raising 
our target price from RM1.20 to RM1.45 as we up our target forward P/E for the stock 
from 7.5x to 9x, in line with the recent upgrade of our target market P/E by one 
multiple point to 12x. Our new target P/E is based on a 25% discount to the 12x target 
forward P/E accorded to the big-cap planters to account for HSP’s lower market 
capitalisation and share liquidity. We maintain our UNDERPERFORM call, premised 
on the de-rating catalysts of weaker CPO price, rising operating costs and earnings 
downgrades by the market. 

  

 Financial summary  
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Volume 1m (R.H.Scale) Hap Seng Plantations Holdings  

FYE Jan  2008 2009F 2010F 2011F 

Revenue (RM m)  425.1 444.4 351.0 382.1 

EBITDA (RM m)  249.9 232.6 149.0 196.4 

EBITDA margins (%)  58.8% 52.4% 42.5% 51.4% 

Pretax profit (RM m)  308.9 211.6 125.2 171.1 

Net profit (RM m)   248.3 158.7 93.9 128.4 

EPS (sen)  31.0 19.8 11.7 16.0 

EPS growth (%)  N/A (36.1%) (40.8%) 36.7% 

P/E (x)  5.2 8.1 13.6 10.0 

Core EPS (sen)  21.4 19.8 11.7 16.0 

Core EPS growth (%)  N/A (7.2%) (40.8%) 36.7% 

Core P/E (x)  7.5 8.1 13.6 10.0 

Gross DPS (sen)  4.3 15.9 9.4 12.8 

Dividend yield (%)  2.7% 9.9% 5.9% 8.0% 

P/BV (x)  0.8 0.8 0.8 0.7 

ROE (%)  31.0% 9.7% 5.6% 7.4% 

Net cash per share (RM)  N/A N/A N/A 0.02 

P/FCFE (x)  (88.5) 7.2 16.6 15.5 

EV/EBITDA (x)  5.1 5.6 8.6 6.5 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   1.04 0.73 1.00  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and 
have set the lower end of our CPO price band at that level. We believe this level could 
be reached if weather conditions are ideal and demand is weaker than expected due 
to deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically 
viable based on our crude oil price assumption of US$60 per barrel and the 
Indonesian and Malaysian governments may scale back their biofuel plans which are 
intended to support CPO price. Also, the replanting incentives may not attract good 
take-up rates. Lastly, we feel that the high price may lead to demand destruction for 
CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

  
 

Valuation and recommendation 
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 Retaining our earnings forecasts but upgrading target price. We are retaining our 
earnings forecasts for Golden Agri as there is no change to our CPO price 
assumptions. However, taking into consideration weather risks, investors’ preference 
for Singapore big-cap planters over Indonesian planters listed in Jakarta Stock 
Exchange due to the volatile rupiah and the recent upgrade in P/E ratings for 
Malaysian planters, we have raised our forward P/E target for Golden Agri to 10x from 
7x. As such, our target price for Golden Agri rises to S$0.29 from S$0.21.    

Maintain Neutral. Golden Agri remains a NEUTRAL as its undemanding P/E 
valuations have been offset by our bearish view on CPO prices and concerns over 
default risks on its forward palm-oil sales. Golden Agri’s earnings are highly leveraged 
to CPO prices, as it is a pure planter. Developments that could extend a de-rating of 
the stock include further drops in CPO prices, lower crude oil prices, higher operating 
costs and earnings downgrades by the market. 

  

 Financial summary  
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Volume 100m (R.H.Scale) Golden Agri-Resources Ltd  

FYE Dec 2006 2007 2008F 2009F 2010F 

Revenue (US$ m) 1,129.6 1,873.4 2,458.0 1,683.6 1,945.8 

EBITDA (US$ m) 826.9 1,811.5 682.0 219.9 380.2 

EBITDA margins (%) 73.2% 96.7% 27.7% 13.1% 19.5% 

Pretax profit (US$ m) 740.6 1,802.9 589.3 115.1 262.1 

Net profit (US$ m)  470.5 1,164.8 390.0 79.0 183.6 

EPS (S cts) 8.1 18.4 6.2 1.2 2.9 

EPS growth (%) 101.8% 126.3% (66.5%) (79.7%) 132.5% 

P/E (x) 3.5 1.5 4.6 22.7 9.8 

Core EPS (S cts) 0.9 4.5 6.2 1.2 2.9 

Core EPS growth (%) (22.3%) 412.8% 38.1% (79.7%) 132.5% 

Core P/E (x) 32.6 6.4 4.6 22.7 9.8 

FD core EPS (S cts) 0.9 4.5 6.2 1.2 2.9 

FD core P/E (x) 32.6 6.4 4.6 22.7 9.8 

Gross DPS (S cts) 0.3 1.5 0.9 0.2 0.4 

Dividend yield (%) 1.2% 5.4% 3.1% 0.6% 1.4% 

P/BV (x) 1.0 0.5 0.5 0.5 0.5 

ROE (%) 31.9% 46.5% 11.2% 2.1% 4.8% 

Net gearing (%) 17.8% 10.2% 6.5% 7.5% 10.6% 

Net cash per share (S$) N/A N/A N/A N/A N/A 

EV/EBITDA (x) 2.6 1.2 3.1 9.9 6.1 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.60 0.33 0.59  

 
      

Source: Bloomberg  Note: Per share data translated into listing currency at current fx spot rates, valuation methodology based on house forex forecasts 

Source: Company, CIMB Research, Bloomberg 
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 CPO price outlook for 2009 
  

 Expect lower CPO price volatility in 2009. We expect CPO price to show less 
volatility in 2009 and we predict a price range of RM1,200-2,400 per tonne. The higher 
end of the trading price range assumes supply shortfalls due to unfavourable weather 
conditions while the lower end of the price estimates assumes that CPO price gets 
some support near its cost of production should global edible oil stocks remain ample 
and there is further unwinding of funds out of the commodity markets if the financial 
crisis deepens. The breakeven palm-biodiesel price range based on our predicted 
CPO price range is US$49-94 per barrel, assuming no subsidies. To recap, CPO price 
hit a peak of RM4,300 per tonne and a low of RM1,400 per tonne in 2008. From peak 
to trough, the price difference was a staggering RM2,900 per tonne in 2008.  

Rationale behind CPO price trading range forecast. Taking into account lower 
palm oil tax and the declining crude oil and fertiliser prices, we estimate that the 
breakeven average cost of production for CPO is around RM1,200 per tonne and 
have set the lower end of our CPO price band at that level. We believe this level could 
be reached if weather conditions are ideal and demand is weaker than expected due 
to deteriorating global economic conditions and a low crude oil price environment. We 
have used RM2,400 per tonne as the upper end of the trading range for CPO price as 
we believe this level will be sufficient to entice planters to resume planting and 
fertiliser input, which will help boost supplies. We think that this selling price will lead 
to a positive supply response in the current economic conditions. This is because 
farmers will be making a hefty profit margin of around 100% at RM2,400 per tonne. 
We are also of the view that at this price level, biodiesel will not be economically 
viable based on our crude oil price assumption of US$60 per barrel and the 
Indonesian and Malaysian governments may scale back their biofuel plans which are 
intended to support CPO price. Also, the replanting incentives may not attract good 
take-up rates. Lastly, we feel that the high price may lead to demand destruction for 
CPO amid the global economic slowdown.  

Average CPO price projected to decline 42% in 2009 before recovering in 2010. 
There is no change to our CPO price assumptions of RM1,600 per tonne (US$435) for 
2009 and RM1,900 per tonne (US$530) for 2010. Our price forecast for 2009 
represents a 40% decline from the RM2,773 per tonne achieved in 2008 and is 
underpinned by slower growth in demand for edible oils, declining crude oil price and 
less speculation by funds in the commodity market. For 2010, we expect CPO price to 
increase by 19% to RM1,900 per tonne as measures put in place by the governments 
of Malaysia and Indonesia in the previous year will start impacting palm oil supply and 
boost demand in a more meaningful way. Our CPO price forecasts assume normal 
weather patterns in major planting areas. 

  
 

Valuation and recommendation  
  



[  25  ] 

 Raising target price to S$0.77 from S$0.52. We are keeping our earnings forecasts 
for Indofood Agri intact as our CPO price forecasts are unchanged. However, our 
target price for the stock has been raised to S$0.77 from S$0.52 as we lift our forward 
P/E target to 10x from 7x. This accounts for the recent upgrade in our P/E multiples 
for Malaysian planters and investors’ preference for large-cap Indonesian planters 
listed in Singapore over Indonesia as they are not exposed to rupiah volatility. 

Maintain Trading Buy. We believe the stock is oversold on the back of CPO price 
falls and the group’s high short-term borrowings taken for the acquisition of London 
Sumatra. We like the stock for its potential cost-savings from the integration of London 
Sumatra and recent share buybacks, which should help to support its share price. 
Potential re-rating catalysts are better-than-expected cost-savings from its merger with 
London Sumatra and lower-than-expected operating costs. 

 Financial summary  

 

 

 

 

 

 

 

 

 

 

Price chart  
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Volume 10m (R.H.Scale) Indofood Agri Resources  

FYE Dec 2006 2007 2008F 2009F 2010F 

Revenue (Rp bn) 4,088.5 6,505.6 11,613.5 8,610.5 10,414.7 

EBITDA (Rp bn) 1,311.3 1,661.8 3,168.4 1,552.2 2,170.4 

EBITDA margins (%) 32.1% 25.5% 27.3% 18.0% 20.8% 

Pretax profit (Rp bn) 1,091.1 1,489.2 2,551.3 973.3 1,610.4 

Net profit (Rp bn)  646.5 889.1 1,188.1 422.0 837.6 

EPS (S cts) 8.5 8.2 11.0 3.9 7.7 

EPS growth (%) 19.1% (3.9%) 33.6% (64.5%) 98.5% 

P/E (x) 6.6 6.8 5.1 14.4 7.2 

Core EPS (S cts) 4.1 7.6 11.0 4.2 8.4 

Core EPS growth (%) (30.5%) 84.8% 44.1% (62.0%) 100.7% 

Core P/E (x) 13.6 7.4 5.1 13.4 6.7 

FD core EPS (S cts) 4.1 7.6 11.0 4.2 8.4 

FD core P/E (x) 13.6 7.4 5.1 13.4 6.7 

Gross DPS (S cts) 0.0 0.0 0.8 0.3 0.5 

Dividend yield (%) 0.0% 0.0% 1.42% 0.5% 0.9% 

P/BV (x) 1.5 0.8 0.7 0.7 0.7 

ROE (%) 26.3% 17.9% 15.5% 5.1% 9.5% 

Net gearing (%) 15.2% 37.1% 34.4% 30.0% 28.7% 

EV/EBITDA (x) 4.1 7.4 4.1 8.4 6.2 

% change in EPS estimates                   - -% -% 

CIMB/Consensus (x)   0.76 0.47 0.79  

 
      

Source: Bloomberg  Note: Per share data translated into listing currency at current fx spot rates, valuation methodology based on house forex forecasts 

Source: Company, CIMB-GK Research, Bloomberg 
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This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. 
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to be bound by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to comply with these limitations may constitute a 
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preparation of this report may also participate in the solicitation of the businesses as described above. In reviewing this research report, an investor should be aware that any 
or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on 
request. 

The term “CIMB” shall denote where applicable the relevant entity distributing the report in that particular jurisdiction where mentioned specifically below shall be a CIMB 
Group Sdn Bhd’s affiliates, subsidiaries and related companies. 
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The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report. This report does not purport to 
contain all the information that a prospective investor may require. CIMB or any of its affiliates does not make any guarantee, representation or warranty, express or implied, 
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report and accordingly, neither CIMB nor any of its 
affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss 
of profits and damages) of any reliance thereon or usage thereof. 

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CIMB and its affiliates’ clients generally and does 
not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and 
opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments 
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solely for the use of such wholesale clients and shall not be distributed or passed on to any other person. This research has been prepared without taking into account the 
objectives, financial situation or needs of the individual recipient. 

France: Only qualified investors within the meaning of French law shall have access to this report. This report shall not be considered as an offer to subscribe to, or used in 
connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial instruments and it is not intended as a solicitation for the purchase 
of any financial instrument. 

Hong Kong: This report is issued and distributed in Hong Kong by CIMB-GK Securities (HK) Limited (“CGHK”) which is licensed in Hong Kong by the Securities and Futures 
Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) activities. Any investors wishing to purchase or 
otherwise deal in the securities covered in this report should contact the Head of Sales at CIMB-GK Securities (HK) Limited. The views and opinions in this research report 
are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority 
apply to a recipient, our obligations owed to such recipient therein are unaffected. CGHK has no obligation to update its opinion or the information in this research report. 

This publication is strictly confidential and is for private circulation only to clients of CGHK. This publication is being supplied to you strictly on the basis that it will remain 
confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or 
indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CGHK. Unless permitted to do so by the securities laws of Hong Kong, 
no person may issue or have in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to the 
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Indonesia: This report is issued and distributed by PT CIMB-GK Securities Indonesia (“CIMB-GKI”). The views and opinions in this research report are our own as of the 
date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, 
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indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB. 
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GKR. 
 

As of 22 January 2009, CIMB-GK Research Pte Ltd does not have a proprietary position in the recommended securities in this report. 
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RECOMMENDATION FRAMEWORK #1* 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 12 
months. 

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant 
benchmark's total return. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, is 
expected to perform in line with the relevant primary market index over the next 
12 months. 

UNDERPERFORM: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 12 
months. 

TRADING BUY: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 3 
months. 

TRADING SELL: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 3 
months. 

 

 

* This framework only applies to stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand and Jakarta Stock Exchange. Occasionally, it is permitted for the total expected returns to be 
temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   

 
CIMB-GK Research Pte Ltd  (Co. Reg. No. 198701620M)  
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RECOMMENDATION FRAMEWORK #2 ** 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: Expected positive total returns of 15% or more over the next 
12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 12 months. 

NEUTRAL: Expected total returns of between -15% and +15% over the next 
12 months. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, has 
either (i) an equal number of stocks that are expected to have total returns of 
+15% (or better) or -15% (or worse), or (ii) stocks that are predominantly 
expected to have total returns that will range from +15% to -15%; both over the 
next 12 months. 

UNDERPERFORM: Expected negative total returns of 15% or more over the 
next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 12 months. 

TRADING BUY: Expected positive total returns of 15% or more over the next 3 
months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 3 months. 

TRADING SELL: Expected negative total returns of 15% or more over the next 
3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 3 months. 

 

 

** This framework only applies to stocks listed on the Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Occasionally, it is permitted for the total expected returns to be temporarily outside the 
prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   

 
 


