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 • Upping CPO price forecasts. In this report card on the recent results season, we 
are raising our CPO price (cif) forecasts by 18% for 2009 and 8% for 2010 to 
US$710 per tonne for both years. The reasons for our upgrades are Argentina’s 
lower soybean crops, the slower decline in demand growth from key consumers 
and a slower-than-expected recovery in palm oil output. Our new local CPO price 
forecasts are RM2,280 for 2009 and RM2,250 for 2010.  

• CPO price to pull back in 3Q before recovering in 4Q. We remain positive 
about CPO price until end-2Q as the replenishment of stocks will require time, 
India’s import duties on edible oils remain at zero and there is concern over the 
delay in plantings in US. We expect CPO price to pull back in 3Q before 
recovering towards the end of the year.  

• Upgrading earnings forecasts and target prices. In view of our higher CPO 
price forecasts and recent changes in our rupiah assumptions, we are raising our 
FY09-10 earnings forecasts for all the planters in our coverage by up to 30%. 
This, along with higher target P/Es following our upgrade of regional 
stockmarkets, bumps up our target prices by 3-53%. We are raising Hap Seng 
Plantations and Sampoerna Agro to Neutral given their recent underperformance. 

• Upgrading Malaysian plantation sector to Neutral. We are raising our rating for 
the Malaysian plantation sector from Underweight to Neutral as its valuation 
premium over regional peers has narrowed following its recent underperformance, 
selected plantations stocks will benefit from an increase in their weightings in the 
new FBM30 indices on 6 July 2009, we are more bullish on the Malaysian stock 
market and foreign shareholding levels have fallen. 

• Staying NEUTRAL on regional plantation sector. Despite our CPO price 
upgrade, we remain NEUTRAL on the regional plantation sector as the share 
prices of most planters in our universe have done well YTD, reflecting the more 
upbeat CPO price outlook and expectations of a correction of CPO price in 3Q 
due to seasonally higher production and potential cutbacks in demand from major 
consuming countries if crop prospects improve. There is also no change to our 
Overweight rating on the Singapore plantation sector and Neutral call on the 
Indonesian plantation sector. For exposure to the regional plantation sector, we 
continue to recommend large-cap liquid planters. Our top picks in the region are 
Wilmar, Sime Darby, Indofood Agri and London Sumatra.  

  

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 TB 6.95 8.40 11,969 17.7 14.6 (6.6) 1.8 10.5 4.6 

IOI Corp IOI MK N 4.64 5.30 
 

8,305 17.5 15.4 (1.8) 3.0 15.6 2.4 

KLK KLK MK U 11.80 12.70 3,610 15.8 16.5 (13.8) 2.2 12.0 3.0 

Asiatic ASP MK U 5.55 5.70 1,204 14.9 13.2 (7.0) 1.6 11.4 1.4 

Hap Seng Plant HAPL MK N 2.14 2.45 491 10.8 10.5 1.1 1.0 N/A 7.4 

Wilmar WIL SP O 4.71 5.45 20,887 16.9 15.7 (1.8) 2.0 12.2 1.4 

Golden Agri GGR SP N 0.46 0.48 3,336 18.7 12.3 (17.3) 0.7 3.8 0.8 

Indofood Agri IFAR SP TB 1.36 1.55 1,417 13.3 11.9 (8.2) 1.6 12.7 0.0 

Astra Agro AALI IJ N 18,650 18,500 2,914 14.1 12.7 (5.8) 4.5 34.9 2.7 

Lonsum LSIP IJ O 6,400 6,850 867 14.3 12.0 (0.2) 2.5 17.4 0.0 

Bakrie Plantation UNSP IJ U 810 660 304 13.5 12.2 (13.2) 1.2 7.9 1.0 

Sampoerna Agro SGRO IJ N 1,790 1,750 336 14.5 11.0 (13.8) 1.9 15.3 2.6 

Simple average 
   

  15.2 13.2 (7.4) 2.0 14.0 2.3 
            

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

 This note is a report card on the recent results season for all the plantation companies 
under our coverage in the region. We also discuss the performance of CPO price and 
our plantation stock picks since our last sector note on 19 April 2009. We also take the 
opportunity to update CPO price forecasts and review our valuation and 
recommendation for the sector.  

  

 Plantation report card 
  

 Fewer underachievers this quarter. Of the 12 planters that we track in the region, 
50% met our expectation in the latest results season covering Jan-Mar 09. Two 
companies beat our expectations while the remaining 33% missed our forecasts. This 
is better than the Oct-Dec 08 period when the underachiever ratio was higher at 58%. 
In the previous quarter, 25% of the plantation companies performed above our 
expectations while two companies were in line. Also, consensus earnings 
expectations have converged with ours, unlike two quarters ago when consensus 
earnings were overly optimistic, leading to a higher ratio of earnings disappointments 
for the market than for us. 

Key surprises in the latest results season. The plantation players with significant 
downstream exposure fared better than upstream planters during the latest results 
season. Wilmar continued to surprise the market on the upside, raking in record 
processing margins for its palm oil refining division, thanks to timely purchases of raw 
materials and sales of products. Indofood Agri also posted better results due to 
stronger-than-expected margins from its cooking oils and fats division. Pure planters’ 
underperformance stemmed mainly from lower-than-expected FFB output. This was 
evident for planters with estate exposure in South Sumatra, Kalimantan and Sabah 
which were hit by unfavourable weather conditions in 1QCY09. 

  

 Figure 1:  Comparing planters’ recent quarterly results vs. our and consensus forecasts 

 

vs. our forecast vs. consensus

Malaysian planters Above In line Below Above In line Below

Sime Darby √ √
IOI Corp √ √
KLK √ √
Asiatic √ √
Hap Seng Plantation √ √

Singapore planters

Wilmar √ √
Golden Agri √ √
Indofood Agri √ √

Indonesian planters

Astra Agro √ √
London Sumatra √ √
Bakrie Sumatra √ √
Sampoerna Agro √ √
No. of companies 2 6 4 2 6 4

 

 Source: Companies CIMB/CIMB-GK Research 

  

 Wilmar shines. Wilmar was the only company that showed earnings growth on both 
yoy and qoq basis despite the challenging economic environment and volatile palm oil 
prices (see Figure 2). In the latest quarter, the group achieved its best quarterly profit 
margin for the palm & laurics and consumer product divisions since listing, despite 
lower sales volumes. This clearly demonstrated that the group’s merger exercise, 
which was completed in mid-07, has added value through better operational efficiency 
and superior market intelligence. Post merger, the group has successfully boosted the 
profitability of its processing business and strengthened its market leadership in this 
area. Also worth noting is the group’s reduced earnings volatility. Its earnings have 
been steadily trending up relative to the pure upstream palm oil players. 
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Figure 2:  Quarterly earnings of regional planters 

Company FYE Period Currency
 Current 

Quarter 

 Last yr's

Quarter 

 Preceding 

Quarter 

 YTD this 

year 

 YTD last 

year 
Y-o-Y Q-o-Q YTD

Malaysian planters

Sime Darby Jun 3QFY09 RM 162            1,090          350              1,340         2,439          (85) (54) (45)

IOI Corp Jun 3QFY09 RM 270            639             318              1,052         1,503          (58) (15) (30)

KLK Sep 2QFY09 RM 113            237             226              339            528             (52) (50) (36)

Asiatic Dec 1QFY09 RM 37              114             37                 37              114             (68) 0 (68)

Hap Seng Plantation* Dec 1QFY09 RM 14              20               29                 14              20               (30) (53) (30)

Total 595            2,100          959              2,782         4,604          (66) (34) (45)

Singapore planters

Wilmar Dec 1QFY09 USD 380            254             374              380            254             50 2 50

Golden Agri Dec 1QFY09 USD 9                136             40                 9                136             (94) (79) (94)

Indofood Agri Dec 1QFY09 IDR 240            532             271              240            532             (55) (11) (55)

629            922             685              629            922             (32) (8) (32)

Indonesian planters

Astra Agro Dec 1QFY09 IDR 200            859             164              200            859             (77) 22 (77)

London Sumatra Dec 1QFY09 IDR 103            155             251              103            155             (33) (59) (33)

Bakrie Sumatra Dec 1QFY09 IDR 24              134             (66)               24              134             (82) nm (82)

Sampoerna Agro Dec 1QFY09 IDR 20              194             21                 20              194             (90) (7) (90)

347            1,343          370              347            1,343          (74) (6) (74)

Core net profit (RMm/US$m/Rp bn) % changes

 

Source: Companies, CIMB/CIMB-GK Research, 

 
 Plantation earnings hit by lower selling price and production.  On a yoy basis, all 

the plantation companies with the exception of Wilmar reported lower core earnings 
due to lower selling price and FFB production. 1Q09 spot CPO prices fell 50% yoy to 
US$577 per tonne (RM1,919 per tonne) due to slower demand growth and higher 
inventories (see Figure 3). Most planters also reported disappointing yields due to 
poor weather at their estates caused partly by the La Nina weather condition and 
biological tree stress impact. On qoq basis, the earnings declines for most planters 
were milder as a 13% rise in spot CPO price help offset the seasonal qoq drop in FFB 
production. All the planters under our coverage posted yoy declines in production as 
poor weather at the estates affected harvesting. Yields were also poorer as some 
estates suffered from biological stress. Indonesian planters saw a larger decline in 
FFB yields as they were hit harder by the weather factor and poorer infrastructure. 
Plantation companies under our coverage posted 2-60% yoy drops in FFB production 
during the Jan-Mar period.  

 

 Figure 3:  Quarterly CPO price performances 
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 Source: CIMB/CIMB-GK Research, MPOB, Oil World 

 



[  4  ] 

 Figure 4:  Quarterly FFB production of the plantation companies (tonnes) 

 
Company FYE Period

 Current 

Quarter 

 Last yr's

Quarter 
 yoy 

 Preceding 

Quarter 
 qoq 

Malaysian planters

Sime Darby - Malay Jun 3QFY09 1,540,000      1,671,000     (7.8%) 1,871,000 (17.7%)

Sime Darby - Indon Jun 3QFY09 596,000         828,000        (28.0%) 753,000 (20.8%)

IOI Corp Jun 3QFY09 772,484         848,454        (9.0%) 1,042,245 (25.9%)

KLK Sep 2QFY09 630,711         664,147        (5.0%) 729,470 (13.5%)

Asiatic Dec 1QFY09 248,218         259,950        (4.5%) 347,228 (28.5%)

Hap Seng Plantation Dec 1QFY09 155,764         170,613        (8.7%) 207,633 (25.0%)

Total 3,943,177      4,442,164     (11.2%) 4,950,576 (20.3%)

Singapore planters (nucles only)

Wilmar Dec 1QFY09 682,198         694,685        (1.8%) 835,605 (18.4%)

Golden Agri Dec 1QFY09 1,103,547      1,331,714     (17.1%) 1,207,408 (8.6%)

Indofood Agri Dec 1QFY09 555,000         567,000        (2.1%) 657,000 (15.5%)

Total 2,340,745      2,593,399     (9.7%) 2,700,013 (13.3%)

Indonesian planters (nucles + plasma)

Astra Agro Dec 1QFY09 887,278         982,216        (9.7%) 986,738 (10.1%)

London Sumatra Dec 1QFY09 341,611         373,023        (8.4%) 412,649 (17.2%)

Bakrie Sumatra Dec 1QFY09 155,900         153,100        1.8% 188,700 (17.4%)

Sampoerna Agro Dec 1QFY09 123,676         331,106        (62.6%) 396,302 (68.8%)

Total 1,508,465      1,839,445     (18.0%) 1,984,389 (24.0%)  

 Source: Companies, CIMB/CIMB-GK Research,Bursa, SGX 

 

 CPO price review 
  

 A recap of CPO price performance. Spot CPO price has been trending up since 
hitting a low of US$455 per tonne or RM1,404 per tonne at end-Oct 2008. CPO price 
recently peaked at an eight-month high of US$830 per tonne or RM2,848 per tonne 
due to tight edible oil supplies, disappointing soybean harvest in South America, 
increased risk appetite in the market and the lower-than-expected slowdown in 
demand growth. To put things in perspective, international CPO price has appreciated 
43% YTD to US$770 per tonne but is still 37% lower than a year ago. For the first five 
months of 2009, CPO price averaged US$639 per tonne or 55% lower yoy. In ringgit 
terms, average CPO price fell 63% to RM2,199 per tonne. The local Malaysian price 
declined at a sharper rate than the international price as the ringgit depreciated 
against the US$.  

  

 Figure 5:  CPO price performance since 1 Jan 2008 
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 Source: Company, CIMB/CIMB-GK Research, Bloomberg 

  

 How has CPO price fared since our last update? After our last sector update on 17 
April 2009, CPO price rose 18.5% to its recent peak of US$830 (RM2,848) per tonne 
before succumbing to profit-taking and settling at US$770 (RM2,613) per tonne. 
During this period, Argentina soybean crops saw further downgrades, palm oil stocks 
for Malaysia fell to a 22-month low, the Australian Government Bureau of Meteorology 
(BOM) raised the possibility of El Nino developing and liquidity in the commodity 
markets improved. We had highlighted all these factors in our previous note but were 
surprised by the severity of the decline in Argentina soybean production and its impact 
on the US soybean stock level. We were also surprised by the strength of the crude oil 
price, which has jumped 36% to US$68.58 per barrel since 19 April 2009 or over a 
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five-week period, outpacing the 10% rise in CPO price. 
 

 Figure 6:  Crude oil price had a stronger rally than CPO in the past five weeks 
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 Source: Bloomberg, MPOB, Oil World 

 

 Upgrading CPO price forecasts 
  

 Raising CPO price forecasts.  In this report card on the recent results season, we 
are raising our CPO price (cif) forecasts by 18% for 2009 and 8% for 2010 to US$710 
per tonne for both years. The reasons for our upgrades are Argentina’s lower soybean 
crops, the slower decline in demand growth from key consumers and a slower-than-
expected recovery in palm oil output. Our local CPO price forecasts have been 
upgraded by 17% to RM2,280 per tonne for 2009 and by 5% to RM2,250 per tonne for 
2010 to account for the higher international CPO price and weaker greenback. Our 
local CPO price for 2011 remains intact at RM2,100 per tonne. 

  

Figure 7:  Changes to our CPO price forecasts 

2008 2009 2009 % chge 2010 2010 % chge 2011 2011

0ld New Old New Old New

CPO - cif (US$ tonne) 949           600              710             18% 660          710               8% 645             670                   

CPO - fob (US$ tonne) 831           540              651             21% 600          647               8% 575             600                   

Ex-rate (RM/US$) 3.34          3.60             3.50            -3% 3.60         3.48              -3% 3.65            3.50                  

CPO - fob (RM/tonne) 2,773       1,950           2,280          17% 2,150       2,250            5% 2,100          2,100                

Transport cost 118           60                60               0% 60            60                 0% 70               70                     

Export tax 10% 0.0% 1.5% nm 0.0% 1.5% nm 0.0% 0.0%

CPO - fob Indon 748           540              642             19% 600          638               6% 575             600                   

IDR rate 9,705       11,500        10,500        -9% 11,000     10,050          -9% 11,000        10,000              

CPO - fob (IDR) 7,262       6,210           6,737          8% 6,600       6,410            -3% 6,329          6,000                
. 

Source:, CIMB/CIMB-GK Research 

  
 Reasons for CPO price changes. Since our last update in April 2009, Oil World has 

cut its forecast of soybean crops from South America by a further 8% or 8.4m tonnes 
due to persistent drought in the key planting areas throughout most of the planting 
season (see Figure 8). Due to the smaller crops in South America, which accounts for 
52% of global soybean output, consumers have been actively buying US soybean 
crops. As a result, US soybean stocks are dwindling and are now expected to hit a 
five-year low by Sep 09. We are upgrading our CPO price forecast as the lower 
soybean crops will reduce global edible oil supplies. Secondly, the expected recovery 
of palm oil production has been slower than expected. Our recent conversations with 
planters suggested that even though FFB production picked up mom in May, it is still 
below the year-ago level for some planters. Thirdly, India has so far retained its zero 
import duties for edible oils (including palm oil) after the election.  This is likely to 
boost edible oil imports in the current year and is ahead of market expectations. 
Lastly, the recent rise in crude oil price to US$68 per barrel will help boost the floor 
price for CPO, which is based on CPO-biodiesel breakeven, to RM2,195 per tonne 
(with subsidies). 
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Figure 8: Oil World’s projection of soybean output from South America (m tonnes) 

Country Global Mkt Share 2008 Dec 08E Jan 09E Feb 09E Apr 09E May 09E % chge since Apr 08 % chge from Dec 08

Brazil 27% 60.0 59.0 57.5 57.0 58.1 57.4  (1.3%)  (2.7%)

Argentina 21% 46.2 49.5 44.0 42.5 40.0 32.7  (18.3%)  (33.9%)

Paraguay 3% 6.8 6.0 4.5 4.6 4.2 3.8  (9.5%)  (36.7%)

Bolivia 1% 1.5 1.2 1.2 1.2 1.2 1.2 0.0%  (4.2%)

Uruguay 0% 0.9 0.9 0.9 0.9 0.9 0.9 0.0% 9.4%

Total 52% 115.4 116.6 108.0 106.1 104.4 96.0  (8.1%)  (17.6%)
 

Source: Oil World, CIMB/CIMB-GK Research, Bloomberg 

 
 Key risks to our CPO price forecasts.  We are assuming that normal weather 

conditions prevail for the rest of the year in the major planting areas as there has been 
no confirmation of El Nino and the La Nina weather condition has ended according to 
weather experts. Should a strong El Nino develop during the year, there could be 
upside to our CPO price forecasts. Our in-house projection for crude oil prices are 
US$45 per barrel for 2009, US$55 per barrel for 2010 and US$ 60 per barrel for 2011. 
A higher crude oil price could boost demand for edible oils for biodiesel usage. We are 
also assuming that the high export tax issue in Argentina will be resolved, spurring 
planting in the coming year. If this is not achieved by Oct this year when the new 
planting season begins and Argentina’s farmers cut back their soybean planting plans 
significantly due to poor income from current year’s drought-stricken harvests, it could 
help sustain the current price rally.  Lastly, we have made several assumptions 
relating to government policies, i.e. the governments will continue to hold normal 
oilseed and edible oil stockpiles, they will not intervene to support edible oil prices and 
they will not impose high taxes on farmers. 

  

 Figure 9:  17 edible oils and fats supply-demand balance (m tonnes) 

 Oct/Sept 08/09F 07/08 06/07 05/06 04/05

Op stocks 17.4 16.7 17.1 15.5 13.6

Production 162.7 159.0 152.1 148.0 139.2

Chge in output 3.6 7.0 4.1 8.8 8.5

Imports 62.4 60.9 57.6 54.6 50.2

Exports 62.6 60.8 57.8 55.1 50.1

Consumption 163.0 158.4 152.4 145.9 137.4

Chge in consumption 4.7 6.0 6.4 8.5 7.8

Ending stocks 16.9 17.4 16.7 17.1 15.5

Stocks/usage 10.4% 11.0% 10.9% 11.7% 11.3%

Output growth 2.3% 4.6% 2.8% 6.3%

Consumption growth 2.9% 4.0% 4.4% 6.2%
 

 Source: Oil World, CIMB/CIMB-GK Research 

 

 CPO price outlook  
  

 
Still positive about short-term CPO price.  We remain positive about CPO price 
until end-Jun 09 for the following reasons:   
(1) Replenishment of palm inventories to take time. Although palm oil supplies are 
trending higher seasonally, it will take time to replenish the current low palm oil stock 
level in Malaysia. Also, we gather that FFB production for May has not been as strong 
as expected. We predict that the end-May palm oil stock level for Malaysia will rise by 
only 5% mom to 1.35m tonnes. We are of the view that consumers will be more 
comfortable with a palm oil stock level of 1.5m tonnes and above, which is equivalent 
to around 1.2 months of export coverage.  
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 Figure 10:  CPO price inversely correlated to palm oil inventory in Malaysia 
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 Source: USDA, CIMB/CIMB-GK Research 

  
 (2) Low import duties in India. Despite its narrowing price discount relative to soya oil, 

palm oil demand remains healthy due to low import duties for India and tight supply of soya 
bean oil. 
(3) Some delay in US plantings progress. There has been some delay in the closely 
watched progress of soybean plantings in the US due to rainfall. As at 31 May 2009, 
soybean plantings were completed on 66% of intended area, up from 48% a week 
ago. However, planted soybean acreage is still behind last year’s 67% and the five-
year average planting of 79% (see Figure 11). 

  

 Figure 11:  Progress of US soybean plantings in selected states 
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 Source: USDA, CIMB/CIMB-GK Research 

  
 (4) Weather developments. Weather will be a key determining factor for price 

direction in the coming months. Given the current low inventories, edible oil prices will 
be sensitive to weather developments at key planting areas as it could lead to 
potential shortfall in supplies. If a strong El Nino develops, it could affect yields and 
boost CPO price. There have also been reports of planting delays in oilseed and grain 
growing areas in the US and Canada. 
(5) Crude oil price movement. Should crude oil rise at a faster rate than palm oil, it 
may boost usage of edible oils for biodiesel purpose and rekindle the positive 
correlation between crude oil and CPO. At the current CPO price of RM2,600 per 
tonne, crude oil needs to trade at US$83/barrel for the production of biodiesel to be 
feasible (see Figure 12).   
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 Figure 12:  Estimated CPO breakeven price for biodiesel production at various crude oil prices 

 Crude oil price CPO breakeven CPO breakeven Ex-rate Local CPO price Local CPO price 

w'out subsidy with subsidy w'out subsidy with subsidy

(US$/barrel) (US$/tonne) (US$/tonne) RM/US$ RM per tonne RM per tonne

30 196 346 3.5              686                            1,211                            

40 270 420 3.5              945                            1,470                            

50 344 494 3.5              1,204                         1,729                            

60 418 568 3.5              1,463                         1,988                            

70 492 642 3.5              1,722                         2,247                            

80 566 716 3.5              1,981                         2,506                            

90 640 790 3.5              2,240                         2,765                            

100 714 864 3.5              2,499                         3,024                            

110 788 938 3.5              2,758                         3,283                            

68.0 477 627 3.5              1,670                         2,195                            
 

 Source: Industry sources, CIMB/CIMB-GK Research 

  
 (6) Rising inflow of funds in commodity sector. A return of risk appetite and 

liquidity to the commodity sector on the back of optimism over an economic recovery 
could cause CPO price to rally above the fundamental level. The month-end open 
interest in CPO contracts is higher than a year ago, suggesting an increasing number 
of participants in the futures market (see Figure 13). Bursa Malaysia does not provide 
the net long/short positions of the outstanding CPO contracts. CFTC data showed that 
speculators boosted net-long futures and options positions in soybeans by 4.7% to 
119,688 contacts, the highest since June. Investors increased net-long positions in 
wheat futures and options by 31% to 19,862 contracts on 26 May, the highest since 
November. 

  

 Figure 13:  Rising CPO price accompanied by higher month-end open interest contracts 
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 Source: Bursa Malaysia, CIMB/CIMB-GK Research 

  

 Challenges remain for 2H09. We continue to see challenges for CPO price in 2H09 
which leads us to believe that CPO price is likely to pull back in 3Q before recovering 
towards the end of the year. The severity of the price correction will be partly 
dependent on crude oil price, weather developments and the health of the global 
economy. Should crude oil price stay at the current level, CPO price could be 
supported at above RM2,000 per tonne. We are projecting a recovery in CPO price 
towards the end of the year, due to seasonally lower palm oil supply, a potential 
decline in palm oil yields due to the cutback in fertiliser usage a year ago, lower 
mature areas due to replanting policies and the introduction of the 5% biodiesel 
mandate by the Malaysian government in 1Q2010. The key reasons for a correction 
in CPO price in 3Q: 
(1) Seasonally higher FFB production in 2H09. Due to seasonal factors, palm oil 
production tends to trends higher in 3Q and peak in Sep/Oct. In the past, 2H09 palm 
oil output made up 52-57% of full-year production.  Also, 3Q is traditionally the peak 
production season, accounting for 27-28.5% of full-year production.  The recent 
sharp rise in CPO price has continued to draw a supply response from farmers.  
Some planters are reversing their earlier plans to reduce fertiliser input while others 
may temporarily hold back their replanting plans. Also, most planters remain 
optimistic about a sharp recovery in production in 2H09 and are sticking to their 
budgeted production for the full year (see Figure 14).     
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 Figure 14:  3Q historically made up 27-29% of Malaysia’s full-year CPO production 

 2005 2006 2007 2008 2009E

1Q 22.8% 20.4% 20.3% 22.1% 20.5%

2Q 25.1% 25.4% 22.0% 24.3% 24.4%

3Q 27.3% 28.5% 28.5% 26.7% 27.0%

4Q 24.7% 25.8% 29.2% 26.8% 28.1%

2009 projection based on MPOB's estimates
 

 Source: Bursa Malaysia, CIMB/CIMB-GK Research 

  
 

(2) Higher soybean plantings by US. The recent wet planting conditions in the US 
and improving soy/corn future price ratio may favour more soybean planting at the 
expense of corn in the ongoing planting season in the US. The soybean/corn futures 
price ratio has risen 17% since the mid-Mar 09 US plantation survey (see Figure 15). 
Also, the wet weather has delayed plantings of corn. Oil World expects US soybean 
plantings to exceed March planting intentions by 2m-2.5m acres, resulting in record 
soybean plantings in the US. It is forecasting US soybean production of 88.5m 
tonnes in the current season, an increase of 10% from the previous year (see Figure 
16). Larger-than-expected US soybean planting and favourable weather conditions 
could boost soybean supply prospects and dampens soybean prices. However, US 
soybean crops will only boost global soybean supplies towards the end of this year. 

 

 Figure 15:  Soybean/Corn futures price ratio rising (x) 
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 Source: Bloomberg, CIMB/CIMB-GK Research 

  

 Figure 16:  USA : Soybean supply and demand (m tonnes) 

 Sep/Oct 09/10F 08/09 07/08 06/07 05/06

Opening stocks 3.6 5.6 15.6 12.2 7.0

Crop 88.5 80.5 72.9 87.0 83.5

Imports 0.4 0.4 0.3 0.3 0.11

Exports 34.7 34.2 31.7 30.4 25.6

Crushings 48.7 45.4 49.0 49.2 47.32

Other use 3.4 3.3 2.5 4.3 5.43

End stocks 5.7 3.6 5.6 15.6 12.23

Stock/usage 6.6% 4.3% 6.7% 18.6% 15.6%
 

 Source: Oil World 29 May 2009, CIMB/CIMB-GK Research 

  

 
(3) Rebound in South America soybean production in 2010. Farmers in South 
America are due to start planting soybeans in Oct 09. Based on the assumption of 
normal weather conditions, South America soybean production is expected to 
rebound by as much as 20m tonnes to 117m tonnes, based on preliminary estimates 
by Oil World (see Figure 17). In view of this factor and potentially higher-than-
expected US soybean planting, Oil World recently indicated that soybean prices may 
be close to peaking. 
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 Figure 17:  Soybeans : World supply and demand (m tonnes) 

 Sep/Oct 09/10F 08/09 07/08 06/07 05/06

Opening stocks 49.5 60.4 71.6 59.6 52.3

Production 242.3 211.7 220.9 237.5 222.3

N Hemisphere 123.9 114.4 105.1 121.4 117.6

EU-27 0.8 0.8 0.8 1.2 1.2

Canada 3.5 3.3 3.0 3.5 3.2

USA 88.5 80.5 72.9 87.0 83.5

China PR 15.7 16.1 13.8 16.0 16.8

India 9.5 7.9 9.4 7.9 7.4

Other N Hemisphere 5.9 5.8 5.3 5.8 5.5

S Hemisphere 118.4 97.2 115.8 116.2 104.8

Argentina 49.0 32.7 46.2 48.3 40.8

Brazil 60.6 57.4 60.0 58.7 56.9

Praraquay 5.1 3.8 6.3 5.9 3.8

Other S Hemisphere 3.7 3.3 3.3 3.3 3.2

Total supply 291.8 272.0 292.5 297.2 274.7

Disappearance 231.8 222.5 232.2 225.6 215.0

Crush 202 193.3 203.24 196.27 186.04

Other use 29.8 29.2 28.92 29.3 28.98

Ending stocks 60.0 49.5 60.4 71.6 59.6

USA 5.7 3.6 5.58 15.62 12.23

Argentina 24.7 18.44 25 26.66 19.24

Brazil 22.0 19.45 22.15 22.16 20.53

Other countries 7.6 8.01 7.62 7.17 7.64

Stocks/usage 25.9% 22.2% 26.0% 31.7% 27.7%
 

 Source: Oil World 29 May 2009, CIMB/CIMB-GK Research 

  

 (4) Potential demand destruction due to higher prices. We are also concerned 
about potential demand destruction due to the higher CPO price in 2Q and the 
narrowing price gap between soybean and palm oil. CPO’s price discount to soya oil 
has fallen to only US$110 per tonne from its peak of US$455 per tonne in Sep 08. 
This will result in less switching by consumers from the more expensive soya oil to 
palm oil unless soya oil price rallies. 

  

 Figure 18:  Narrowing CPO price discount against soybean oil 
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(5) India’s consumption and high edible oil stockpile. India has been importing 
larger-than-usual amounts of palm oil due to: (1) stronger-than-expected domestic 
consumption because of zero import duties on edible oils, and (2) concern over a 
potential imposition of import duties on edible oils after India’s recent election. So far, 
the government has not raised the import duties. However, the country’s edible oil 
inventory of 1.7m tonnes at end-May 09 is 55% higher than the end-Nov normal level 
of 1.1m tonnes, according to Dipak Enterprise director Govindlal G. Patel who has 
been trading vegetable oils for four decades. As such, India’s imports of edible oil 
could decline significantly should traders start to draw down the inventories at the 
ports, the government imposes import duties or if India’s price-conscious consumers 
cut back their consumption due to the recent rise in palm oil prices. India relies on 
overseas purchases to meet almost half of its edible-oil demand. It buys palm oil from 
Indonesia and Malaysia, and soybean oil from Argentina and Brazil. Palm oil accounts 
for almost 90% of all edible oil imports. 

  

 Figure 19:  India : Summary balance of 17 oils and fats 

 Oct/Sept 08/07F 07/08 06/07 05/06 04/05

Production 8.8 9.6 8.9 9.1 7.9

Imports 7.5 5.8 5.3 4.6 5.4

Soya oil 1.0 0.8 1.5 1.7 2.0

Sun oil 0.5 0.0 0.2 0.1 0.0

Palm oil 6.0 5.0 3.7 2.8 3.3

Exports 0.3 0.4 0.3 0.3 0.4

Disappearance 16.1 15.0 14.5 13.8 13.1

Population (m) 1,198 1,181 1,165 1,148 1,131

Caput use (kilos) 13.4 12.7 12.4 12.0 11.6
 

 Source: Oil World 15 May 2009, CIMB/CIMB-GK Research, 

  

 Figure 20:  India has been importing significantly more edible oil yoy since Oct 08 
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 Source: The Solvent Extractors’ Association of India, CIMB/CIMB-GK Research, 

  

 
(6) Chinese government may release stockpile. China, the world’s largest edible oil 
consumer, is reportedly holding record stocks of oilseeds, mainly soybeans. China’s 
State Council recently indicated that it may sell an unspecified amount of its 
“temporary stockpiles” of grains, vegetable oils, cotton and sugar to consumers and 
producers to ensure market supply. It was also reported recently that Chinese 
soybean importers have agreed with suppliers to scrap deals for two to three 60,000 
tonnes of US cargoes in the past week due to rising prices and inventory pile-up. If 
China releases its edible oil stockpiles to producers, it may lead to weaker palm oil 
exports to China, resulting in softer edible oil prices. This may also result in a sharp 
decline in Chinese imports of soybeans. We suspect that China is considering this 
move because the sharp rise in edible oil and oilseeds prices in recent months could 
lead to inflationary pressure on food items. Recall that China’s planning agency used 
the same tool to limit food inflation in 1H08 when CPO price was above RM3,000 per 
tonne.   
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 Figure 21:  Rising imports and soybean stocks by China (m tonnes) 

 Aug/July 08/09F 07/08 06/07 05/06

Crop 16.10 13.80 15.97 16.80

Imports 38.60 34.67 28.72 28.16

Exports 0.42 0.49 0.44 0.34

Crushings 39.70 37.00 34.80 33.40

Other use 11.90 11.18 10.63 10.12

Stock change 2.68 -0.20 -1.18 1.10
 

 Source: Oil World 22 May 2009, CIMB/CIMB-GK Research 

  

 Figure 22:  China: Summary of 17 oils and fats (m tonnes) 

 Oct/Sept 08/09F 07/08 06/07 05/06

Production 20.7 19.5 19.4 19.4

Imports 9.6 9.7 9.4 7.6

Soya oil 2.0 2.7 2.4 1.5

Rape oil 0.3 0.3 0.3 0.0

Palm oil 6.2 5.6 5.5 5.2

Exports 0.2 0.2 0.2 0.4

Consumption 30.0 29.3 28.2 26.7

Soya oil 9.0 9.3 8.3 7.3

Rape oil 5.0 4.5 4.7 4.7

Palm oil 6.1 5.7 5.5 5.2

Population (m) 1,323                1,314                1,306                1,298                

Caput use (kilos) 22.7 22.3 21.6 20.6
 

 Source: Oil World 22 May 2009, CIMB/CIMB-GK Research 

  

 Potential impact of El Nino on CPO price 
  

 
For the latest on El Nino and La Nina weather developments, we turn to two influential 
weather forecasters, Australia’s Bureau of Meteorology (BOM) and National Oceanic 
and Atmospheric Administration (NOAA). In our last plantation report, we flagged the 
possibility of emergence of El Nino.   

BOM predicts rising risk of El Nino. BOM indicated on its 3 June 2009 update that 
the risk of El Nino weather developing this year has increased, raising the odds of El 
Nino in 2009 to above 50%. According to BOM, if recent trends in Pacific climate 
patterns were maintained, an El Nino would be established by mid-winter or July. This 
could bring drought to Australia, Malaysia and Indonesia. However, the head of 
climate analysis at the bureau said that it is still possible that recent trends may stall 
without El Nino thresholds being reached. We also tracked the updated prediction 
made by NOAA on 4 June 2009 which concluded that conditions are favourable for a 
transition from ENSO-neutral to El Nino conditions during Jun-Aug 09. 

What is El Nino? El Nino refers to sustained warming over a large part of the central 
and eastern tropical Pacific Ocean. Combined with this warming are changes in the 
atmosphere that affect weather patterns across much of the Pacific Basin. The events 
occur about every four to seven years, typically last for around 12 to 18 months and 
are a natural part of the climate system.  It has been slightly over two years since the 
last El Nino in 2006-2007.   

Impact of El Nino on global weather. El Nino typically leads to drier-than-normal 
conditions in Australia, Southeast Asia, India and North America and wetter-than-
normal conditions in South America. 

El Nino will cut palm oil yield….  El Nino episodes result in below-normal rainfall in 
the two largest palm oil producers, i.e. Malaysia and Indonesia. This has a negative 
impact on palm oil yields, leading to lower palm oil output. Historically, during periods 
of El Nino, global palm oil output tends to grow more slowly or even decline, as seen 
during the strong El Nino period of 1997-98. The impact on FFB yield depends on El 
Nino’s strength (as measured by numbers such as the Southern Oscillation Index or 
changes in ocean temperature), as well as its impact in terms of altered rainfall 
patterns. 

…. and boost CPO price prospects. CPO price reacted positively every time El Nino 
occurred. This is due mainly to shortage of palm oil supply as trees’ yields 
deteriorated as a result of less rainfall. The exact impact of El Nino on CPO price will 
very much depend on the intensity of the El Nino.  

Potential upside to CPO price forecast if El Nino is confirmed. We have not 
factored El Nino into our CPO price forecasts as this is not a confirmed event. We will 
only review our CPO price forecast if an El Nino event is confirmed. 
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 Figure 23:  Strength of El Nino/ La Nina and its impact on CPO price 

 Weather Strength Impact on CPO Chge in CPO price

1994/95 El Nino Moderate Up 82%

1995/96 La Nina Weak Up 4%

1997/98 El Nino Strong Up 26%

1998/99 La Nina Moderate Down -20%

1999/00 La Nina Strong Down -31%

2002/03 El Nino Weak Up 27%

2006/07 El Nino Weak Up 33%
 

 Source: BOM, MPOB, Bloomberg, Oil World, CIMB/CIMB-GK Research 

  

 Figure 24:  Historical CPO price movements during La Nina and El Nino phases 
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 Valuation and recommendation  
  

 Upgrading earnings. We are raising our FY09-10 earnings for all the planters in our 
coverage by up to 30% to account for the higher CPO price forecasts and recent 
changes in our rupiah assumptions. The earnings upgrades are higher for the pure 
plantation players as their earnings are more sensitive to changes in CPO price than 
integrated players like Wilmar. We are also fine-tuning our FY11 earnings for our 
entire plantation universe to reflect our new rupiah and CPO price assumptions. 

  

Figure 25:  Changes to earnings estimates 

FY09F FY09F FY10F FY10F FY11F FY11F

Bef Aft Bef Aft Bef Aft

EPS (reporting curr) FY End Curr FY09F FY09F Chge FY10F FY10F Chge FY11F FY11F Chge

Asiatic Dev Dec sen 29.4 37.1 26% 40.4 42.1 4% 40.6 39.7 -2%

HS Plant Dec sen 16.5 19.8 20% 18.9 20.3 7% 18.4 18.4 0%

IOI Corp Jun sen 22.9 23.5 3% 26.7 29.3 10% 30.1 30.9 3%

KL Kepong Sep sen 47.8 60.1 26% 62.0 73.8 19% 63.3 64.9 3%

Sime Darby Jun sen 30.7 30.7 0% 43.1 47.6 10% 47 47.4 1%

Average Curr 19% 10% 1%

Golden Agri Dec S$cts 1.9 2.5 30% 3.5 3.8 9% 3.0 3.1 3%

Indofood Agri Dec S$cts 8.9 10.6 19% 10.9 11.8 8% 11.0 11.0 0%

Wilmar Int Dec S$cts 26.3 27.9 6% 29.4 30.2 3% 32.3 32.8 2%

Average 18% 7% 2%

Astra Agro Dec Rp 1,161       1,287         11% 1,408         1,429    1% 1340 1295 -3%

London Sumatra Dec Rp 393                   426            8% 513            527       3% 631 658 4%

Bakrie Sumatra Dec Rp 46                     54              17% 72              83         15% 61 63              3%

Sampoerna Plantations Dec Rp 117                   135            15% 171            175       2% 170 158            -7%

Average 13% 5% -1%
. 

Source:, CIMB/CIMB-GK Research 
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 Upping target prices by 3-53%. We are increasing the target prices for all the 
planters under our coverage by 3-53% for (1) the earnings revisions, and (2) higher 
target P/E multiples for Malaysian and Singapore planters as we align them with our 
recently upgraded target market P/Es of 15x for Malaysia and 13.5x for Singapore. 
Indonesian planters’ P/E valuations are also adjusted upwards to broadly in line with 
regional peers. Overall, we are upgrading our forward P/E multiples for the regional 
planters by up to three multiple points. For some companies, we did not increase their 
P/E multiples, having already made adjustments in earlier notes. 

Two recommendation changes. Following our earnings and target price review, we 
make two recommendation changes in our plantation universe. Hap Seng Plantations 
reverts from Underperform to Neutral as its share price has fallen 7% over the past 
week and the stock appears well-supported at the current level by a dividend yield of 
6%. Sampoerna Agro is upgraded to a Neutral following its recent underperformance 
relative to the market. We maintain our recently upgraded Neutral rating for IOI Corp 
given its higher weighting in the new market index and easing worries over forex 
losses. We also retain our Neutral rating on Golden Agri due to the potential share 
overhang from the recently announced 17-for-100 rights issue. 

  

Figure 26:  Changes to our target prices and basis 

Currency Current Previous New Upside/ Basis of TP

Companies price TP TP (Downside)

Asiatic Dev RM/share 5.55 4.85 5.70 3% Based on CY10 P/E - 13.5x (prev 12x)

IOI Corp RM/share 4.64 4.48 5.30 14% Based on CY10 P/E - 18x (prev 16x) 

KL Kepong RM/share 11.80 10.20 12.70 8% Based on 5% dis to SOP, plant CY10 P/E of 16.5x (prev 15x)

Hap Seng Plant RM/share 2.14 2.08 2.45 14% Based on CY10 P/E - 12x (prev 11x) 

Sime Darby RM/share 6.95 7.60 8.40 21% Based on 5% dis to SOP, plant CY10 P/E of 16.5x (prev 15x) 

Golden Agri SGD/share 0.465 0.41 0.48 3% Based on CY10 P/E - 13x (prev 12x)

Indofood Agri SGD/share 1.36 1.26 1.55 14% Based on CY10 P/E of 13x (prev 12x) 

Wilmar Int SGD/share 4.71 5.30 5.45 16% Based on CY10 P/E of 18x (prev 18x)

Astra Agro Rp/share 18,650       16,900          18,500        -1% Based on CY10 P/E - 13x (prev 12x)

London Sumatra Rp/share 6,400         5,020            6,850           7% Based on CY10 P/E - 13x (prev 10x) 

Bakrie Sumatra Rp/share 810            430               660              -19% Based on CY10 P/E - 8x (prev 6x) 

Sampoerna Agro Rp/share 1,790         1,540            1,750           -2% Based on CY10 P/E - 10x (prev 9x) 
. 

Source:, CIMB/CIMB-GK Research, 

  

 
Singapore planters outperformed. All the top picks (Wilmar, Indofood Agri, London 
Sumatra, Sime Darby and Golden Agri) in our previous plantation report, with the 
exception of Sime Darby, have done well relative to their respective markets. Stocks 
in the Singapore plantation sector, which we rate an Overweight, outperformed the 
FSSTI by 3-53% since the last report we released on 17 April 2009. As for the 
Indonesian plantation sector which we are Neutral on, the performance was mixed, 
with outperformance of 21% for London Sumatra and 64% for Bakrie Sumatra 
contrasting with underperformance by Astra Agro and Sampoerna Agro. Lastly, in 
Malaysia where we have an Underweight rating on the plantation sector, the three big-
cap planters fell by 1-4% against the KLCI. Asiatic outperformed the market by 6% 
while Hap Seng Plantation performed in line with the market (see Figure 27).  

  

 Figure 27:  Share price performance of plantation stocks since 16 April 2009 

 Currency 16 Apr 2009 3 June 2009 Abs perf Rel to Index

Sime Darby RM 6.35                   6.90                   9% -1%

IOI Corp RM 4.28                   4.60                   7% -2%

KL Kepong RM 11.20                 11.80                 5% -4%

Asiatic RM 4.82                   5.60                   16% 6%

Hap Seng Plant RM 1.95                   2.15                   10% 0%

Wilmar S$ 3.41                   4.73                   39% 13%

Golden Agri S$ 0.36                   0.47                   29% 3%

Indofood Agri S$ 0.80                   1.41                   76% 50%

Astra Agro Rp 15,200               18,700               23% -1%

London Sumatra Rp 4,350                 6,300                 45% 21%

Bakrie Sumatra Rp 425                    800                    88% 64%

Sampoerna Agro Rp 1,560                 1,790                 15% -9%

FSSTI 1,892                 2,383                 26%

KLCI 961                    1,055                 10%

JCI 1,625                 2,011                 24%

CPO price RM/tonne 2,504                 2,646                 6%

CPO price USD/tonne 705                    790                    12%
 

 Source: Bloomberg,  CIMB/CIMB-GK Research, 
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 Upgrading Malaysian plantation sector to Neutral. We are raising our rating for the 

Malaysian plantation sector to NEUTRAL for the following reasons: (1) Malaysian 
plantation companies’ premium valuation over their regional peers has narrowed 
following their recent underperformance; (2) Sime Darby and IOI Corp are set to 
benefit from an increase in their weightings in the new FBM30 indices which will 
replace the KLCI on 6 July 2009, (3) our Malaysian strategist recently raised his year-
end target for the Malaysian market by 15% to 1,220pts, (4) we recently raised IOI 
Corp to Neutral and are upgrading Hap Seng Plantation to Neutral in this sector 
report, (5)  the foreign shareholdings in the Malaysian planters have fallen.  

Maintain NEUTRAL rating for regional plantation sector. Despite our CPO price 
upgrade, we remain NEUTRAL on the regional plantation sector as the share prices of 
most planters in our universe have done well YTD, reflecting the more upbeat CPO 
price outlook and expectations of a correction of CPO price in 3Q due to seasonally 
higher production and potential cutbacks in demand from major consuming countries if 
crop prospects improve. There is also no change to our Overweight rating on the 
Singapore plantation sector and Neutral call on the Indonesian plantation sector.  

Top calls in the sector. For exposure to the regional plantation sector, we continue 
to recommend large-cap liquid planters.  Wilmar remains our top pick for its (1) strong 
management, (2) potential increase in its weighting in the MSCI and FSSTI following 
the increase in the stock’s free float, (3) potential dividend surprise when the group 
successfully lists its China operations, and (4) less earnings downside than peers in 
the event of a CPO price downturn. For high earnings leverage to the CPO price, our 
picks are Indofood Agri and London Sumatra for their attractive valuations relative to 
their comparables and potential cost savings from the merger exercise in the later part 
of this year. Both companies have also timed their fertiliser purchases well and sell 
almost all their crops on the spot market. In Malaysia, Sime Darby remains our sole 
pick for exposure to the sector as the stock is a big beneficiary of the change in the 
market benchmark to FBM KLCI and the stock’s weighting in the Malaysian MSCI 
index was raised recently. Also, Sime’s P/E valuations are less demanding than the 
other two major plantation stocks and its earnings prospects could be boosted by 
M&A activities, potential as well as ongoing.   

  

Figure 28:  YTD share price performance of plantation stocks under coverage  

Currency 1 Jan 2009 3 June 2009 YTD abs perf YTD rel to index 24M high 24M low % chge from 24M's high

Sime Darby RM 5.20             6.90                33% 12% 13.30 5.00 -48%

IOI Corp RM 3.56             4.60                29% 9% 8.55 2.19 -46%

KL Kepong RM 8.90             11.80              33% 12% 19.20 7.15 -39%

Asiatic RM 3.54             5.60                58% 38% 9.30 2.65 -40%

Hap Seng Plant RM 1.59             2.15                35% 15% 3.68 1.34 -42%

Wilmar S$ 2.79             4.73                70% 34% 5.64 1.80 -16%

Golden Agri S$ 0.24             0.47                98% 63% 1.15 0.16 -60%

Indofood Agri S$ 0.53             1.41                166% 131% 3.14 0.375 -55%

Astra Agro Rp 9,800           18,700            91% 42% 34,000           4,600         -45%

London Sumatra Rp 2,925           6,300              115% 67% 13,700           1,480         -54%

Bakrie Sumatra Rp 260              800                 208% 159% 2,825             435            -72%

Sampoerna Agro Rp 1,190           1,790              50% 2% 4,850             1,620         -63%

FSSTI 1,762           2,383              35% 3,831             1,457         -38%

KLCI 877              1,055              20% 1,516             829            -30%

JCI 1,355           2,011              48% 2,830             1,111         -29%

CPO price RM/tonne 1,630           2,646              62% 4,203             1,404         -37%

CPO price USD/tonne 540              790                 46% 1,395             435            -43%
. 

Source:, CIMB/CIMB-GK Research 
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ASP MK / ASIA.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain at zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Raising earnings forecasts. We are upping our earnings forecasts for Asiatic by 4 to 
26% for FY09-10 to account for our new CPO price assumptions and higher tax rates. 
Factoring in lower deductibles, we increase our effective tax rate assumptions by 1-
2% pts to 24-25% for FY09-11. We now project a lower earnings decline of 25% for 
FY09, followed by a 13% recovery in 2010. Asiatic is a prime beneficiary of an uptrend 
in CPO price as it sells almost all its palm products on the spot market. 

Maintain UNDERPERFORM call. In line with our earnings revisions and the recent 
upgrade of our target market P/E, we are increasing our target price from RM4.85 to 
RM5.70. Although we continue to value Asiatic at a 10% discount to our target market 
P/E, we now use a target forward P/E of 13.5x (12x previously) as our target market 
P/E was recently upgraded to 15x from 13.5x. Despite the higher price objective, we 
continue to rate the stock an UNDERPERFORM due to its unattractive valuations. 
The main potential de-rating catalysts are a pullback in CPO price in 3Q and weaker 
crude oil price. For exposure to the regional plantation sector, we prefer Wilmar.  

  

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

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (RM m) 906.4 1,036.0 806.9 841.8 835.6 

EBITDA (RM m) 461.6 488.1 394.9 442.6 414.3 

EBITDA margins (%) 50.9% 47.1% 48.9% 52.6% 49.6% 

Pretax profit (RM m) 451.2 482.9 380.1 430.5 403.1 

Net profit (RM m)  344.1 373.3 281.1 318.9 300.4 

EPS (sen) 45.5 49.3 37.1 42.1 39.7 

EPS growth (%) 99.6% 8.4% (24.7%) 13.4% (5.8%) 

P/E (x) 12.2 11.3 14.9 13.2 14.0 

Gross DPS (sen) 14.0 10.0 8.0 9.0 9.0 

Dividend yield (%) 2.5% 1.8% 1.4% 1.6% 1.6% 

P/BV (x) 2.0 1.8 1.6 1.5 1.4 

ROE (%) 18.0% 16.9% 11.4% 11.7% 10.1% 

Net cash per share (RM) 0.66 0.68 0.74 0.85 0.96 

P/FCFE (x) 12.8 31.6 73.3 32.1 30.8 

EV/EBITDA (x) 8.0 7.6 9.3 8.1 8.5 

% change in EPS estimates                   26% 4% -1% 

CIMB/Consensus (x)   1.07 1.11 0.90  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 QUICK TAKES 

  5 June 2009 

CIMB Research Report  Syariah-compliant stock 

NEUTRAL Upgraded 
Hap Seng Plantations Holdings 

RM2.14 Target: RM2.45 

Better bargains in 3Q? Mkt.Cap: RM1,712m/US$491m 
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HAPL MK / HAPP.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain at zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Upping EPS forecasts. We are upgrading our FY09-10 EPS forecasts for Hap Seng 
Plantations by 7-20% in view of our new CPO price forecasts. Having sold forward 
only 15% of its current year’s estimated crop at RM2,800 per tonne, the group will be 
able to enjoy the recent upswing in CPO price. There is potential upside to earnings if 
it is able to acquire good estates at attractive prices. The group aims to expand its 
land bank by 50% from its current size of slightly over 38,000ha in the next 2-3 years.  
It has the financial muscle to do so as its net gearing was only 2% as at end-Mar 09. 

Upgrade to NEUTRAL as target is raised to RM2.45. We are raising our target price 
from RM2.08 to RM2.45 because of (1) our earnings upgrade, and (2) a rise in our 
target P/E multiple from 11x to 12x given our more bullish view on the Malaysian 
equity market. In line with our target price revision and given the 6.5% decline in its 
share price over the past week, we are reverting to our NEUTRAL recommendation 
after downgrading the stock to Underperform on 27 May 2009 The stock is partially 
supported by its dividend yield of 7% and its NTA/share of RM2.08.  

  

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

FYE Dec  2008 2009F 2010F 2011F 

Revenue (RM m)  429.4 413.9 418.4 397.6 

EBITDA (RM m)  199.6 234.5 241.3 222.3 

EBITDA margins (%)  46.5% 56.7% 57.7% 55.9% 

Pretax profit (RM m)  181.4 211.0 216.7 196.4 

Net profit (RM m)   142.7 158.2 162.6 147.3 

EPS (sen)  17.8 19.8 20.3 18.4 

EPS growth (%)  N/A 10.9% 2.7% (9.4%) 

P/E (x)  12.0 10.8 10.5 11.6 

Core EPS (sen)  17.8 19.8 20.3 18.4 

Core EPS growth (%)  N/A 10.9% 2.7% (9.4%) 

Core P/E (x)  12.0 10.8 10.5 11.6 

Gross DPS (sen)  13.5 15.8 16.3 14.7 

Dividend yield (%)  6.3% 7.4% 7.6% 6.9% 

P/BV (x)  1.0 1.0 1.0 1.0 

ROE (%)  17.3% 9.5% 9.6% 8.4% 

Net gearing (%)  2.9% 2.3% N/A N/A 

Net cash per share (RM)  N/A N/A 0.01 0.04 

P/FCFE (x)  (80.3) 11.0 12.0 17.2 

EV/EBITDA (x)  8.8 7.5 7.1 7.6 

% change in EPS estimates                   20% 7% - 

CIMB/Consensus (x)   1.06 1.03 0.89 
 

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 QUICK TAKES 

  5 June 2009 

CIMB Research Report  Syariah-compliant stock 

NEUTRAL Maintained 
IOI Corporation Bhd 

RM4.64 Target: RM5.30 

Better bargains in 3Q? Mkt.Cap: RM28,981m/US$8,305m 
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IOI MK / IOIB.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain at zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.    
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Valuation and recommendation  
  

 Earnings revisions. We are increasing our earnings forecasts for FY09-11 by 3-10% 
after factoring in our new CPO price assumptions. Our revised earnings call for a 
strong recovery in 4Q due to lower forex loss given the greenback’s recent weakening 
against the ringgit, seasonally stronger production in 2QCY09 and higher contributions 
from the recently privatised property arm, IOI Properties.     

Maintain NEUTRAL but with a higher target price. Our target price rises from 
RM4.48 to RM5.30 because of (1) our earnings upgrade, and (2) an increase in our 
target forward P/E from 16x to 18x due to our more bullish take on the Malaysian 
stockmarket. We continue to tag to the stock a 20% premium over our recently revised 
target market P/E of 15x (13.5% previously) in view of the strong liquidity of its shares. 
Our NEUTRAL rating on the stock remains intact as the earnings upside from a more 
upbeat view on CPO price is offset by potential provisioning for its Singapore 
landbank in 4Q and weak property earnings. Our preferred regional plantation pick is 
Wilmar.   

  

 Financial summary  
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Volume 100m (R.H.Scale) IOI Corporation Bhd  

FYE Jun 2007 2008 2009F 2010F 2011F 

Revenue (RM m) 8,952.7 14,655.1 15,457.3 15,382.9 16,596.0 

EBITDA (RM m) 2,258.1 3,394.8 1,856.7 2,623.9 2,774.3 

EBITDA margins (%) 25.2% 23.2% 12.0% 17.1% 16.7% 

Pretax profit (RM m) 1,991.1 3,095.2 1,534.1 2,337.4 2,496.0 

Net profit (RM m)  1,482.1 2,231.6 1,016.0 1,803.8 1,900.2 

EPS (sen) 23.5 36.4 16.6 29.3 30.9 

EPS growth (%) 72.9% 54.8% (54.5%) 77.0% 5.3% 

P/E (x) 19.7 12.7 28.0 15.8 15.0 

Core EPS (sen) 19.9 32.1 23.5 29.3 30.9 

Core EPS growth (%) 64.9% 60.9% (26.6%) 24.6% 5.3% 

Core P/E (x) 23.3 14.5 19.7 15.8 15.0 

FD core EPS (sen) 19.9 32.0 23.1 28.8 30.3 

FD core P/E (x) 23.3 14.5 20.1 16.1 15.3 

Gross DPS (sen) 6.8 16.7 11.1 11.1 11.1 

Dividend yield (%) 1.5% 3.6% 2.4% 2.4% 2.4% 

P/BV (x) 3.7 3.4 3.2 2.8 2.5 

ROE (%) 21.5% 27.7% 11.8% 19.0% 17.5% 

Net gearing (%) 10.3% 32.7% 18.5% 10.3% 1.0% 

P/FCFE (x) 14.0 9.7 13.0 16.2 16.3 

EV/EBITDA (x) 13.5 9.0 15.7 10.9 9.9 

% change in EPS estimates                   3% 10% 3% 

CIMB/Consensus (x)   0.86 1.12 1.05  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 QUICK TAKES 

  5 June 2009 

CIMB Research Report  Syariah-compliant stock 

UNDERPERFORM Maintained 
Kuala Lumpur Kepong Bhd 

RM11.80 Target: RM12.70 

Better bargains in 3Q? Mkt.Cap: RM12,597m/US$3,610m 
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KLK MK / KLKK.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain at zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Upping earnings by 3-26%. We are upgrading our FY09-11 earnings forecasts for 
KLK by 3-26% in view of our new CPO price assumptions and the group’s forward 
sales. Following our earnings adjustments, we now expect KL Kepong to post a milder 
earnings decline of 38% in FY09, followed by an earnings recovery in FY10 in the 
absence of one-time write-offs. 

Still an UNDERPERFORM despite higher target of RM12.70. Our target price has 
been upgraded to RM12.70 from RM10.20 because of (1) our earnings upgrade, and 
(2) a higher target P/E multiple of 16.5x instead of 15x for its plantation division to 
reflect our more optimistic view on the equity market. We continue to base our target 
price on a 5% discount to the group’s SOP value. Valuations are not attractive. We 
maintain our UNDERPERFORM rating on the potential de-rating catalyst of lower 
CPO and rubber prices.  

  

 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 6,527.9 6,829.8 7,028.5 

EBITDA (RM m) 1,043.0 1,652.4 1,142.7 1,300.0 1,162.3 

EBITDA margins (%) 20.6% 21.0% 17.5% 19.0% 16.5% 

Pretax profit (RM m) 886.5 1,445.7 920.1 1,070.7 950.2 

Net profit (RM m)  694.2 1,040.8 641.5 787.5 692.8 

EPS (sen) 65.0 97.5 60.1 73.8 64.9 

EPS growth (%) 59.3% 49.9% (38.4%) 22.8% (12.0%) 

P/E (x) 18.1 12.1 19.6 16.0 18.2 

Core EPS (sen) 65.0 101.3 75.1 73.8 64.9 

Core EPS growth (%) 99.8% 55.8% (25.9%) (1.8%) (12.0%) 

Core P/E (x) 18.1 11.6 15.7 16.0 18.2 

Gross DPS (sen) 49.9 77.2 34.4 39.5 44.6 

Dividend yield (%) 4.2% 6.5% 2.9% 3.3% 3.8% 

P/BV (x) 2.6 2.3 2.3 2.1 1.9 

ROE (%) 14.7% 19.9% 11.5% 13.5% 11.0% 

Net gearing (%) 11.1% 10.8% 5.1% 1.1% N/A 

P/FCFE (x) 40.5 11.9 (20.7) 18.3 23.4 

EV/EBITDA (x) 12.6 8.0 11.3 9.8 10.7 

% change in EPS estimates                   26% 19% 2.5% 

CIMB/Consensus (x)   0.91 1.02 0.82  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

  

 Figure 1:  Sum-of-parts valuation for KL Kepong 

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

Plantations 100.0% 2010 P/E of 16.5x 10,752.1                     10,752.1                      

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 va lue 403.2                          76.2                             

Property 100.0% 1x NBV 351.3                          351.3                           

Associates 100.0% 1x NBV 258.0                          258.0                           

Investment & Cash 100.0% As at 31 Sep 2008 369.1                           

SOP value for KL Kepong 14,243.3                      

No of shares (m) 1,068.8                        

SOP per KLK share (RM) 13.33                           

5% discount to SOP (RM) (0.67)                            

Target price (RM) 12.66                            

 Source: Company, CIMB Research, 
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 QUICK TAKES 

  5 June 2009 

CIMB Research Report  Syariah-compliant stock 

TRADING BUY Maintained 
Sime Darby Bhd 

RM6.95 Target: RM8.40 

Better bargains in 3Q? Mkt.Cap: RM41,766m/US$11,969m 

 
Conglomerate  
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SIME MK / SIME.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
  

 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 
US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain at zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
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sector note for details.   
  

 

Valuation and recommendation  
  

 Upping earnings. We are leaving unchanged our FY09 earnings forecasts for Sime 
Darby as our CPO price upgrade is offset by lower-than-expected FFB yields 
achieved by its Indonesian estates. However, the higher CPO price forecasts result in 
1-10% increases in our FY10-11 earnings numbers. We expect the group to post 
better earnings in the upcoming quarter as production recovers from the poor weather 
in Oct 08-Mar 09 and losses from the downstream division narrow due to improved 
operating margins.  

Higher price objective. We are raising our target price from RM7.60 to RM8.40 after 
factoring in (1) our plantation earnings upgrade, and (2) a higher forward P/E multiple 
of 16.5x (prev. 15x) for its plantation division in view of our recent upgrade of the 
Malaysian market. We continue to tag a 5% discount to Sime’s SOP valuation to 
derive our target price.  

Maintain TRADING BUY call. We are maintaining our TRADING BUY rating on Sime 
Darby as we expect the stock to benefit from the change in the market benchmark 
from KLCI to FBM KLCI on 6 July. This shift may prompt local fund managers to 
reposition portfolios that are benchmarked to the index. Sime Darby stands to gain 
because of its Increased weighting in the new index. Our preliminary calculations 
suggest that its weighting will be raised by 2.63% pts from 6.91% to 9.54%. 
Furthermore, Sime’s foreign shareholdings have fallen from a peak of 21.3% to only 
12.9%. Its valuations are less demanding than the other two major plantation stocks in 
Malaysia though not compelling enough to warrant an outperform recommendation. 
Potential catalysts for the stock include (1) a shift in the allocation of funds to match 
the new market benchmark, (2) a better-than-expected performance from its non-
plantation businesses, and (3) increased flow of foreign funds into the Malaysian 
equity market.  

  

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

Revenue (RM m) 28,230.2 34,044.7 29,294.7 31,868.3 33,047.8 

EBITDA (RM m) 3,696.7 5,935.5 3,566.4 4,955.5 5,038.1 

EBITDA margins (%) 13.1% 17.4% 12.2% 15.5% 15.2% 

Pretax profit (RM m) 3,572.2 5,206.4 2,645.2 4,012.1 3,994.8 

Net profit (RM m)  2,608.0 3,512.1 1,847.4 2,858.6 2,846.3 

EPS (sen) 43.8 58.4 30.7 47.6 47.4 

EPS growth (%) N/A 33.3% (47.4%) 54.7% (0.4%) 

P/E (x) 15.9 11.9 22.6 14.6 14.7 

Core EPS (sen) 43.3 58.2 30.7 47.6 47.4 

Core EPS growth (%) N/A 34.3% (47.1%) 54.7% (0.4%) 

Core P/E (x) 16.0 11.9 22.6 14.6 14.7 

Gross DPS (sen) 25.7 50.9 24.9 38.6 38.4 

Dividend yield (%) 3.7% 7.3% 3.6% 5.5% 5.5% 

P/BV (x) 2.1 1.9 1.9 1.8 1.7 

ROE (%) 27.0% 17.1% 8.4% 12.4% 11.8% 

Net cash per share (RM) 0.00 0.27 0.35 0.22 0.09 

P/FCFE (x) 12.8 15.6 (205.9) 155.3 80.2 

EV/EBITDA (x) 11.1 6.7 11.0 8.1 8.1 

% change in EPS estimates                   - 10% 1% 

CIMB/Consensus (x)   0.91 1.18 1.04  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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 Figure 1:  Sum-of-parts valuation for Sime Darby 

 

Value Sime Darby's 

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

Plantation Forward P/E of 16.5x 32,642.1 32,642.1

Property 0.8x P/RNAV 12,066.3 9,653

Heavy Equipment Forward P/E of 14x 7,034.3 7,034

Motor Vehicles Forward P/E of 12x 1,530.5 1,530.5

Energy business 1x P /NBV 684.9 684.9

Others 1X P/BV 409.3 409.3

Cash As a t 31 June 2008 5,994.2

Debts As a t 31 June 2008 (4,829.0)

Tota l RNAV 53,119.3

No. of shares (m) 6,009.4

SOP per share (RM) 8.84

Discount of 5% (RM) (0.44)

Target price (RM) 8.40
. 

 Source: Company, CIMB Research, 
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 QUICK TAKES 

  5 June 2009 

        

NEUTRAL Maintained 
Golden Agri-Resources Ltd 

S$0.46 Target: S$0.48 

Better bargains in 3Q? Mkt.Cap: S$4,832m/US$3,336m 

 
Palm Oil & Rubber  
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GGR SP / GAGR.SI Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
  

 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 
US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.    
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Valuation and recommendation  
  

 Raising our FY09-11 EPS forecasts by 3-30%. We are upgrading our FY09-11 EPS 
forecasts by 3-30% to account for higher CPO price assumptions. We expect Golden 
Agri’s to post better results in the coming quarter due to improving production and 
selling prices. The key risks to our earnings forecasts are weaker-than-expected FFB 
yields in the coming months due to potential development of El Nino.  

Maintain Neutral but raised target price of S$0.48. We are raising our cum-rights 
target price to S$0.48 from S$0.41 to account for: 1) our earnings upgrade; and 2) a 
higher target forward P/E of 13x vs. 12x previously. We have raised our target P/E to 
account for the recent upgrade in our target P/E for Singapore market. Our new post-
rights target price is S$0.44.  We continue to rate the stock a Neutral due to concern 
of potential share overhang from rights issue.  We would turn more positive if the 
group is successful in scooping up new acquisitions.   

  

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

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (US$ m) 1,872.6 2,985.9 2,577.0 2,867.7 3,002.0 

EBITDA (US$ m) 598.3 612.8 353.7 479.2 417.6 

EBITDA margins (%) 31.9% 20.5% 13.7% 16.7% 13.9% 

Pretax profit (US$ m) 1,802.9 1,947.1 258.2 381.1 315.5 

Net profit (US$ m)  1,164.8 1,382.4 178.0 270.6 223.9 

EPS (S cts) 17.1 20.3 2.5 3.8 3.1 

EPS growth (%) 126.3% 18.7% (87.8%) 52.0% (17.3%) 

P/E (x) 2.7 2.3 18.7 12.3 14.9 

Core EPS (S cts) 4.2 5.5 2.5 3.8 3.1 

Core EPS growth (%) 419.3% 31.8% (55.1%) 52.0% (17.3%) 

Core P/E (x) 11.1 8.4 18.7 12.3 14.9 

FD core EPS (S cts) 4.2 5.5 2.5 3.8 3.1 

FD core P/E (x) 11.1 8.4 18.7 12.3 14.9 

Gross DPS (S cts) 1.4 1.1 0.4 0.5 0.5 

Dividend yield (%) 3.0% 2.3% 0.8% 1.2% 1.0% 

P/BV (x) 0.9 0.7 0.7 0.7 0.6 

ROE (%) 46.5% 34.9% 3.8% 5.5% 4.4% 

Net gearing (%) 10.2% 8.8% 5.7% 3.5% 1.8% 

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

P/FCFE (x) (6.7) 144.9 58.3 21.9 59.4 

EV/EBITDA (x) 6.0 6.0 10.5 7.6 8.5 

% change in EPS estimates                   30% 9% 3% 

CIMB/Consensus (x)   0.66 0.84 0.70  
 

      

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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 QUICK TAKES 

  5 June 2009 

        

TRADING BUY Maintained 
Indofood Agri Resources 

S$1.36 Target: S$1.55 

Better bargains in 3Q? Mkt.Cap: S$2bn/US$1,417m 

 
Palm Oil  
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IFAR SP / IFAR.SI Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Raising FY09-10 EPS forecasts by 8-19%. We are upgrading our FY09-10 EPS 
forecasts for Indofood Agri by 8-19% to account for higher new CPO price 
assumptions and higher earnings contributions from its 64.4%-owned plantation 
subsidiary, London Sumatra. Following our revisions, we expect a 27% decline in its 
FY09 core net earnings, before a recovery in 2010, powered by higher production and 
lower operating costs.  

Maintain Trading Buy with higher target price of S$1.55 (from S$1.26). We are 
raising our target price to S$1.55 to incorporate: 1) our earnings upgrade; and 2) a 
higher target forward P/E of 13x, from 12x previously. We have raised our P/E target 
to bring it in line with the recent upgrade in our target P/E for the Singapore market. 
Indofood Agri is set to benefit from the recent recovery in CPO prices as it sells most 
of its CPO products on a spot basis. Also, the recent improvement in prices will help 
ease concerns on the refinancing of its short-term debt. In the medium term, we also 
like the group for potential cost savings from its merger with London Sumatra. 

  

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

Revenue (Rp bn) 6,505.6 11,840.5 10,725.9 11,360.8 11,235.8 

EBITDA (Rp bn) 1,529.2 3,087.6 2,795.8 2,903.6 2,921.5 

EBITDA margins (%) 23.5% 26.1% 26.1% 25.6% 26.0% 

Pretax profit (Rp bn) 1,489.2 1,519.1 2,174.7 2,272.5 2,297.2 

Net profit (Rp bn)  889.1 795.3 1,073.9 1,196.8 1,109.7 

EPS (S cts) 8.8 7.9 10.7 11.9 11.0 

EPS growth (%) (3.9%) (10.6%) 35.0% 11.4% (7.3%) 

P/E (x) 16.1 18.0 13.3 11.9 12.9 

Core EPS (S cts) 7.9 14.6 10.7 11.9 11.3 

Core EPS growth (%) 77.4% 85.7% (26.9%) 11.4% (5.2%) 

Core P/E (x) 18.1 9.7 13.3 11.9 12.6 

FD core EPS (S cts) 7.9 14.6 10.7 11.9 11.3 

FD core P/E (x) 18.1 9.7 13.3 11.9 12.6 

Gross DPS (S cts) 0.0 0.0 0.0 0.8 0.8 

Dividend yield (%) 0.0% 0.0% 0.0% 0.6% 0.5% 

P/BV (x) 2.0 1.8 1.6 1.4 1.3 

ROE (%) 17.9% 10.5% 12.7% 12.6% 10.5% 

Net gearing (%) 37.1% 35.1% 41.8% 40.8% 33.3% 

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

P/FCFE (x) (125.7) (44.3) 74.6 79.0 13.8 

EV/EBITDA (x) 13.5 6.9 8.2 8.2 8.1 

% change in EPS estimates                   19% 8% - 

CIMB/Consensus (x)   1.05 1.01 0.90  
 

      

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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OUTPERFORM Maintained 
Wilmar International Ltd 

S$4.71 Target: S$5.45 

Better bargains in 3Q? Mkt.Cap: S$30,250m/US$20,887m 
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 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Raising earnings forecasts by 2-6% for FY09-11. We are upgrading our earnings 
forecasts for Wilmar by 2-6% for FY09-11 to incorporate our higher CPO price 
forecasts and marginally better processing margin assumptions. In a rising CPO price 
environment, Wilmar should be able to capture higher profit margins for its 
downstream business due to better selling prices and its superior market intelligence. 
Apart from that, its upstream business should record higher profits from higher selling 
prices for its products.  

Maintain Outperform with higher target price of S$5.45 (from S$5.30). We have 
raised our target price to S$5.45 following our earnings upgrade, while retaining our 
forward P/E target of 18x. We have a higher P/E target for Wilmar than for the other 
Singapore planters and the Singapore market due to its market leadership in the 
edible oil processing business, superior market intelligence and resilient earnings. 
There is no change to our Outperform rating as we continue to like the company for its 
strong management, solid business model, the recent improvement in its free float to 
17.7% following a distribution of holding-company shares and plans to list its China 
operations which could boost dividend payouts to shareholders. 

  

 Financial summary  
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Volume 100m (R.H.Scale) Wilmar International Ltd  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (US$ m) 16,466.2 29,145.2 17,321.8 20,688.9 24,055.8 

EBITDA (US$ m) 908.0 2,171.9 1,941.3 2,111.9 2,314.2 

EBITDA margins (%) 5.5% 7.5% 11.2% 10.2% 9.6% 

Pretax profit (US$ m) 829.8 1,789.3 1,678.7 1,858.1 2,043.8 

Net profit (US$ m)  580.4 1,531.0 1,233.3 1,333.3 1,447.9 

EPS (S cts) 18.5 34.7 28.0 30.2 32.8 

EPS growth (%) 183.6% 87.3% (19.4%) 8.1% 8.6% 

P/E (x) 25.6 13.6 16.9 15.7 14.4 

Core EPS (S cts) 13.7 34.7 28.0 30.2 32.8 

Core EPS growth (%) 123.1% 152.9% (19.4%) 8.1% 8.6% 

Core P/E (x) 34.5 13.6 16.9 15.7 14.4 

FD core EPS (S cts) 13.7 33.9 27.3 29.5 32.0 

FD core P/E (x) 34.5 14.0 17.4 16.1 14.8 

Gross DPS (S cts) 4.6 8.5 6.8 7.4 8.0 

Dividend yield (%) 1.0% 1.8% 1.4% 1.6% 1.7% 

P/BV (x) 2.7 2.2 2.0 1.8 1.6 

ROE (%) 13.8% 17.5% 12.2% 12.0% 11.8% 

Net gearing (%) 49.6% 23.6% 2.0% N/A N/A 

Net cash per share (S$) N/A N/A N/A 0.06 0.19 

P/FCFE (x) (13.8) 31.4 8.1 (20.3) (29.3) 

EV/EBITDA (x) 20.7 10.3 10.5 9.5 8.5 

% change in EPS estimates                   6% 3% 2% 

CIMB/Consensus (x)   0.95 0.96 0.93  
 

      

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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NEUTRAL Maintained 
Astra Agro Lestari 

RP18,650 Target: Rp18,500 

Better bargains in 3Q09? Mkt.Cap: Rp29,369bn/US$2,914m 
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 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Adjusting EPS estimates for FY09-11. Following the adjustments in our CPO price 
forecasts, we are increasing our EPS estimates for AALI by 1-11% for FY09-10 and 
downgrading our FY11 estimate by 3% to incorporate stronger rupiah assumptions for 
2011. 

 Maintain NEUTRAL. We maintain our NEUTRAL rating on AALI as upside potential 
should be limited, in our view. The stock is already trading close to its 3-year average 
P/E of 11.8x and inline with our target P/E for Indonesian-based company listed in 
Singapore. Furthermore, as the average age of its oil palms is close to 15 years and 
as its FFB yield of 21 tonnes/ha is near the ideal level of 22 tonnes/ha, we expect 
production growth for AALI to be capped. Nevertheless, we upgrade our target price to 
Rp18,500 (from Rp16,900), now based on 13x CY 10 earnings (from 12x), on the 
back of our more upbeat views on equity markets and CPO prices. 

  

 Financial summary  
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Volume 10m (R.H.Scale) Astra Agro Lestari  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 5,961 8,161 6,912 7,501 7,518 

EBITDA (Rp bn) 3,114 3,617 2,825 3,100 2,908 

EBITDA margins (%) 52.2% 44.3% 40.9% 41.3% 38.7% 

Pretax profit (Rp bn) 2,914 3,949 2,899 3,092 2,800 

Net profit (Rp bn)  1,973 2,631 2,027 2,250 2,040 

EPS (Rp) 1,253 1,671 1,287 1,429 1,295 

EPS growth (%) 150.7% 33.3% (23.0%) 11.0% (9.3%) 

P/E (x) 14.9 11.2 14.5 13.1 14.4 

Core EPS (Rp) 1,268 1,632 1,321 1,473 1,362 

Core EPS growth (%) 140.3% 28.7% (19.1%) 11.6% (7.6%) 

Core P/E (x) 14.7 11.4 14.1 12.7 13.7 

FD core EPS (Rp) 1,268 1,632 1,321 1,473 1,362 

FD core P/E (x) 14.7 11.4 14.1 12.7 13.7 

Gross DPS (Rp) 324 975 501 644 357 

Dividend yield (%) 1.7% 5.2% 2.7% 3.5% 1.9% 

P/BV (x) 7.2 5.7 4.5 3.8 3.2 

ROE (%) 58.0% 57.1% 34.9% 31.8% 24.2% 

Net gearing (%) N/A N/A N/A N/A N/A 

Net cash per share (Rp) 640 551 1,422 2,171 3,094 

P/FCFE (x) 28.1 17.3 13.4 13.1 14.4 

EV/EBITDA (x) 9.2 7.9 9.7 8.5 8.6 

% change in EPS estimates                   11% 1% (3%) 

CIMB/Consensus (x)   1.20 1.09 0.80  
 

      

Source: Bloomberg  Source: Company, CIMB-GK Research, Bloomberg 
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 Raising CPO price forecasts 
  

 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 
US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
  

 Upgrading our EPS estimates by 3-17% for FY09-11, following changes in our CPO 
price assumptions. We also slightly upgrade our rubber price estimates as we expect 
cuts in rubber production and a weaker US$ to lift rubber prices.   

 Maintain UNDERPERFORM. We upgrade our target price to Rp660, now based on 
8x CY10 earnings (from Rp430, based on 6x CY10 earnings), on the back of revisions 
in our CPO price estimates and our more upbeat view on the market.  We maintain 
UNSP’s discount to the target market P/E on the back of its small market cap and high 
net gearing. Despite our higher target price, we maintain our UNDERPERFORM 
rating on the stock on the back of concerns over its inefficient capex spending. If the 
company’s capex efficiency improves in the coming quarters, we would revisit our 
rating. 

  

 Financial summary  
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Volume 100m (R.H.Scale) Bakrie Sumatra Plantation  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 1,949 2,931 2,519 2,533 2,472 

EBITDA (Rp bn) 643 863 595 619 557 

EBITDA margins (%) 33.0% 29.4% 23.6% 24.4% 22.5% 

Pretax profit (Rp bn) 344 280 282 418 317 

Net profit (Rp bn)  206 174 203 314 238 

EPS (Rp) 54 46 54 83 63 

EPS growth (%) (16.2%) (15.9%) 16.8% 54.6% (24.2%) 

P/E (x) 14.9 17.7 15.1 9.8 12.9 

Core EPS (Rp) 57 97 60 66 63 

Core EPS growth (%) (4.1%) 69.9% (38.0%) 10.6% (4.6%) 

Core P/E (x) 14.2 8.4 13.5 12.2 12.8 

Gross DPS (Rp) 9 17 8 9 14 

Dividend yield (%) 1.1% 2.1% 1.0% 1.1% 1.7% 

P/BV (x) 1.3 1.2 1.2 1.0 1.0 

ROE (%) 13.6% 7.1% 7.9% 11.2% 7.8% 

Net gearing (%) 28.2% 60.5% 62.1% 47.5% 36.9% 

Net cash per share (Rp) N/A N/A N/A N/A N/A 

P/FCFE (x) (2.4) 53.8 (39.1) 11.7 6.1 

EV/EBITDA (x) 5.8 5.3 7.9 7.2 7.6 

% change in EPS estimates                   17% 15% 3% 

CIMB/Consensus (x)   1.19 1.13 0.67  
 

      

Source: Bloomberg  Source: Company, CIMB-GK Research, Bloomberg 
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 Raising CPO price forecasts 
  

 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 
US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   



[  39  ] 

  
 

Valuation and recommendation  
  

 Upgrading our EPS estimates by 3-8% for FY09-11, following adjustments to our 
CPO price and rupiah assumptions. We also increase our rubber price estimates for 
FY10-11 as we are expecting supply cuts from low rubber prices to provide an upward 
impetus to prices.   

Maintain LSIP as our top pick for its firm growth potential. LSIP remains our top 
pick in the Indonesian plantation sector with a higher target price of Rp6,850 (from 
Rp5,020) following our earnings upgrade. Our target price based on 13x CY10 
earnings, inline with our target P/E for Indonesian-based company listed in Singapore 
market.LSIP is more attractive than AALI on account of its better potential for earnings 
growth on the back of buoyant CPO prices. LSIP’s average mature oil palm is only 10 
years old, with its mature areas expected to increase by 32% over the next three 
years. In contrast, AALI’s average mature oil palm has reached a peak of 14 years 
old, bordering on 15 years old, which is considered old. Further production growth 
could be capped, as FFB yields have touched 20.9 tonnes/ha vs. an ideal yield of 22 
tonnes/ha. Furthermore, we expect the company to reap benefits of integration with its 
parent company, Indofood Agri, in the coming years.   

  
  

 Financial summary  
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Volume 10m (R.H.Scale) London Sumatra  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 2,930 3,846 3,135 3,362 3,664 

EBITDA (Rp bn) 1,093 1,443 1,028 1,128 1,350 

EBITDA margins (%) 37.3% 37.5% 32.8% 33.6% 36.8% 

Pretax profit (Rp bn) 835 1,327 808 958 1,197 

Net profit (Rp bn)  564 928 581 719 898 

EPS (Rp) 413 680 426 527 658 

EPS growth (%) 49.4% 64.5% (37.3%) 23.6% 24.9% 

P/E (x) 15.5 9.4 15.0 12.2 9.7 

Core EPS (Rp) 476 663 447 535 658 

Core EPS growth (%) 94.1% 39.2% (32.5%) 19.6% 23.0% 

Core P/E (x) 13.4 9.7 14.3 12.0 9.7 

Gross DPS (Rp) 60 0 0 204 128 

Dividend yield (%) 0.9% 0.0% 0.0% 3.2% 2.0% 

P/BV (x) 3.8 2.7 2.5 2.2 1.8 

ROE (%) 30.8% 33.7% 17.4% 19.0% 20.5% 

Net gearing (%) 10.4% N/A N/A N/A N/A 

Net cash per share (Rp) N/A 71 208 572 1,047 

P/FCFE (x) (83.8) 45.5 48.0 19.8 13.4 

EV/EBITDA (x) 8.2 6.0 8.2 7.1 5.4 

% change in EPS estimates                   8% 3% 4%  

CIMB/Consensus (x)   0.98 0.96 1.01  
 

      

Source: Bloomberg  Source: Company, CIMB-GK Research, Bloomberg 
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 Raising CPO price forecasts 
 We are raising our CPO price (CIF) forecasts by 18% for 2009 and 8% for 2010 to 

US$710 per tonne for both years. The reasons are Argentina’s lower soybean crops, a 
slower decline in demand growth from key consumers and a slower-than-expected 
recovery in palm-oil output. Our local CPO price forecasts have been upgraded by 
17% to RM2,280/tonne for 2009 and by 5% to RM2,250/tonne for 2010 to account for 
the higher international CPO prices and a weaker greenback. Our local CPO price for 
2011 remains RM2,100/tonne. 

Reasons for changes. Since our last update in Apr 09, Oil World has cut its forecast 
for soybean crops from South America by a further 8% or 8.4m tonnes due to 
persistent drought in key planting areas throughout most of the planting season. Due 
to the reduced crops in South America, which accounts for 52% of global soybean 
output, consumers have been snapping up US soybean crops. As a result, US 
soybean stocks are dwindling and are now expected to touch a 5-year low by Sep 09. 
We are upgrading our CPO price forecasts as the lower soybean crops will reduce 
global edible oil supplies. Secondly, an expected recovery of palm-oil production has 
been slower than expected. Our conversations with planters suggest that even though 
FFB production picked up mom in May, it is still below the year-ago level for some 
planters. Thirdly, India has retained its zero import duties for edible oils (including 
palm oil) after elections. This is likely to boost its edible oil imports in the current year, 
possibly beyond market expectations. Lastly, a recent rise in crude oil prices to 
US$66/barrel should lift the floor price for CPO, which is based on CPO-biodiesel 
breakeven, to RM2,195/tonne (with subsidies). 

Key risks to our forecasts. We are assuming that normal weather conditions will 
prevail for the rest of the year in major planting areas as there has been no 
confirmation of the emergence of El Nino while La Nina weather conditions have 
ended, according to weather experts. Should a strong El Nino develop towards the 
end of the year, there could be upside to our CPO price forecasts. Our in-house 
projections for crude oil prices are US$45/barrel for 2009, US$55 for 2010 and US$60 
for 2011. A higher crude oil price could boost the demand for edible oils for biodiesel 
usage. We are also assuming that the high export tax issue in Argentina will be 
resolved, spurring plantings in the coming year. If this is not achieved by October this 
year when the new planting season begins and Argentina’s farmers cut back on their 
soybean planting plans significantly due to poor income from current year’s drought-
stricken harvests, the current price rally could be sustained. Lastly, we have made 
several assumptions relating to government policies i.e. governments will continue to 
hold normal oilseed and edible oil stockpiles, they will not intervene to support edible 
oil prices and they will not impose high taxes on farmers. 

CPO prices to pull back in 3Q09, before recovering in 4Q09. We remain positive 
on CPO prices until end-2Q09, as the replenishment of stocks will take time, India’s 
import duties on edible oils remain zero and there are concerns about delays in 
planting in the US. We continue to see challenges for CPO prices in 2H09, believing 
that CPO prices will pull back in 3Q09 before recovering towards the end of the year. 
The severity of the price correction will depend on crude oil prices, weather 
developments and the health of the global economy. Should crude oil price stay at 
current levels, CPO prices could be supported above RM2,000/tonne. We are 
projecting a recovery in prices towards the end of the year, led by seasonally lower 
palm-oil supplies, a potential decline in palm-oil yields due to reduced fertiliser usage 
a year ago, lower mature areas due to replanting policies and the introduction of the 
5% biodiesel mandate by the Malaysian government in 1Q2010. Please refer to our 
sector note for details.   
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Valuation and recommendation  
 Adjusting EPS estimates for FY09-11. Following the adjustments in our CPO price 

forecasts, we are increasing our EPS estimates for Sampoerna by 2-15% for FY09-10 
and downgrading our FY11 estimate by 7% to incorporate stronger rupiah 
assumptions for 2011. 

 Upgrade to NEUTRAL from Underperform. We upgrade SGRO to NEUTRAL with a 
higher target price of Rp1,750 (from Rp1,540) as we turn more positive on CPO prices 
and the overall stock market. Despite our earnings upgrade, we remain cautious on 
the company’s CPO production as this tends to be volatile on a qoq basis. Hence, 
earnings in 1H09 might continue to disappoint if its CPO production recovery in June 
is smaller than expected. Our new target price is based on 10x CY10 earnings, still at 
a discount to its larger peers which trade at 13x to factor in SGRO’s earnings volatility, 
from 9x previously.   

  

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

Revenue (Rp bn) 1,599 2,288 1,556 1,996 2,137 

EBITDA (Rp bn) 483 697 426 547 515 

EBITDA margins (%) 30.2% 30.4% 27.4% 27.4% 24.1% 

Pretax profit (Rp bn) 312 632 362 448 406 

Net profit (Rp bn)  215 440 256 330 298 

EPS (Rp) 179 233 135 175 158 

EPS growth (%) (17.9%) 30.2% (41.7%) 28.9% (9.6%) 

P/E (x) 10.0 7.7 13.2 10.2 11.3 

Core EPS (Rp) 198 230 124 163 147 

Core EPS growth (%) (10.5%) 16.2% (46.1%) 31.5% (9.7%) 

Core P/E (x) 9.1 7.8 14.5 11.0 12.2 

Gross DPS (Rp) 0 147 47 27 35 

Dividend yield (%) 0.0% 8.2% 2.6% 1.5% 2.0% 

P/BV (x) 2.3 2.2 1.9 1.6 1.5 

ROE (%) 22.9% 29.1% 15.3% 17.0% 13.6% 

Net gearing (%) N/A N/A N/A N/A N/A 

Net cash per share (Rp) 128 225 77 211 328 

P/FCFE (x) 5.1 9.7 (10.9) 12.6 13.5 

EV/EBITDA (x) 4.0 4.3 7.7 5.5 5.4 

% change in EPS estimates                   15% 2% (7%) 

CIMB/Consensus (x)   1.09 0.95 0.70  

 
      

Source: Bloomberg  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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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.   

 
 
 
 
 


