
 Please read carefully the important disclosures at the end of this publication.  
 

 SECTOR UPDATE 

  7 January 2010 

        

OVERWEIGHT Maintained 

Plantations  
  

Ripe for a bullish start to 2010   

   

R
E

G
IO

N
A

L
 

 

 Ivy Ng Lee Fang CFA +60(3) 2084 9697 - ivy.ng@cimb.com         
 
 
 

 

 
• Maintain OVERWEIGHT stance on regional planters. We maintain our 

OVERWEIGHT stance on the regional plantation sector as conditions are ripe for an 
earnings rebound in 2010, coming not only from higher selling prices and production 
but also from lower operating costs. Other potential re-rating catalysts for the sector 
are potential M&As and upturns in regional equity markets. We have added Genting 
Plantations and Hap Seng Plantations to our top picks in the region. Our top pick for 
Singapore is Golden Agri, in Indonesia, we like Astra Agro while in Malaysia, we 
plump for Sime Darby. 

• Upping target prices for four planters. Our earnings forecasts for all the planters 
are intact as we are sticking to our CPO price forecasts. However, our target prices 
for Golden Agri and Indofood Agri increase by 20-22% as we raise our target P/E 
from 15x to 18x to align them with the Malaysian and Indonesian planters. We are 
also upping our target prices for Genting Plantations and Hap Seng Plantations by 
12-13% as we raise their target P/Es by 1.5-2x to 15x and 18x, respectively. We 
expect the second-liner plantation companies in Malaysia to be re-rated closer to 
the big-cap planters as investors seek purer CPO plays for a leveraged exposure to 
the rising CPO price.  

• Upgrading Malaysian plantation sector to Trading Buy. Aided by strong CPO 
price in 1Q, the laggard Malaysian planters should outperform in the short term as 
they catch up with their Singapore peers. This underpins our upgrade of the 
Malaysian plantation sector from Neutral to Trading Buy. In 2010, we expect 
Malaysian planters with exposure to Sabah estates to perform better given (1) the 
recovery of FFB yields from poor weather in the previous year, and (2) the higher 
CPO price threshold of RM3,000/tonne for windfall tax for East Malaysia planters 
against RM2,500 for Peninsular Malaysia planters. In line with this strategy, we are 
raising Genting Plantations and Hap Seng Plantations to Trading Buy.  

• Indonesian planters may outperform Singapore planters. There is no change to 
our Overweight call on the Singapore and Indonesian planters. In the region, we 
continue to prefer the planters listed in Singapore and Indonesia for their better 
share liquidity, superior earnings prospects and cheaper valuations compared to 
Malaysian planters. Following the strong share price performance by Indofood Agri 
and Golden Agri, we expect Indonesian planters such as Astra Agro and London 
Sumatra to catch up.  

  

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) CY2010 CY2011 (%) CY2010 CY2010 CY2010 

Sime Darby SIME MK TB 9.10 11.00 16,158 17.8 16.1 16.6 2.3 13.4 3.8 

IOI Corp IOI MK N 5.54 6.00 
 

10,922 18.3 16.3 16.9 3.2 19.2 3.1 

KLK KLK MK N 16.84 17.80 5,312 20.8 19.4 15.7 2.9 14.6 3.9 

Genting Plantations GENP MK TB 6.40 8.00 1,433 15.2 14.4 (3.4) 1.7 11.9 1.4 

Hap Seng Plant HAPL MK TB 2.37 2.85 560 12.9 12.5 2.0 1.1 8.7 6.2 

Wilmar WIL SP O 6.79 8.30 30,358 17.8 15.6 8.4 2.5 14.8 1.4 

Golden Agri GGR SP TB 0.58 0.69 4,690 14.7 14.1 (6.5) 0.9 6.5 1.0 

Indofood Agri IFAR SP TB 2.43 2.75 2,476 18.0 15.5 0.2 2.2 12.8 0.4 

Astra Agro AALI IJ O 24,100 30,300 4,090 16.4 14.3 (0.3) 4.8 32.2 2.1 

Lonsum LSIP IJ O 8,700 11,200 1,279 14.6 11.2 4.7 2.7 22.0 2.3 

Sampoerna Agro SGRO IJ O 2,825 3,700 575 13.6 11.4 (0.2) 2.4 19.2 1.3 

Bakrie Plantation UNSP IJ U 640 660 261 11.0 9.7 (8.3) 0.9 6.8 2.0 

Simple average 
   

  15.9 14.2 3.8 2.3 15.2 2.4 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB/CIMB-GK Research 
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 Review of 2009 
  

 CPO price started the year on a bearish note…. The regional plantation sector 
started 2009 on a downbeat note, with CPO price hovering at a 25-month low of 
US$450 (RM1,600) per tonne. Factors that weighed on CPO price at that time were 
(1) the global financial crisis which led to an outflow of funds from the commodity 
sector, (2) good weather in major planting regions which boosted edible oil supplies 
and drove up Malaysia’s palm oil stockpile to a record 2.27m tonnes in November 
2008, and (3) weaker demand prospects for food and biodiesel due to the uncertain 
global economy. 

… but ended the year on a high note. However, CPO price ended the year on a 
high note, gaining 62% to close at RM2,590 per tonne, which beat the predictions that 
we and the market had made at the beginning of 2009. The stronger-than-expected 
CPO price performance stemmed from (1) a series of abnormal weather events in the 
key planting regions which led to lower-than-expected global edible oil supplies. 
Planting areas in South America were hit by drought while output from East Malaysian 
palm oil estates was curbed by heavier-than-usual rainfall, (2) more resilient global 
economies, thanks to the cumulative impact of loose monetary policies and fiscal 
stimulus by governments, (3) lower-than-expected import duties on edible oils by 
India, which boosted demand for edible oils, (4) the return of speculative funds to 
commodities, and (5) rising crude oil price which helps to boost the economic viability 
of biodiesel.  

 

 Figure 1:  CPO price performance since Jan 2009 
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 Source: Bloomberg, CIMB/CIMB-GK Research 

 

 How regional plantation stocks fared in 2009. The regional planters outperformed 
their respective markets in 2009 due to the recovering CPO price which boosted their 
earnings prospects. Singapore planters, our top pick in the region, were the top 
performers. Singapore plantation stocks under our coverage generated an average 
absolute return of 206% and outperformed the FSSTI by 142% during the year. 
Indonesian planters were the second best performer, delivering an absolute return of 
142% and outperforming the Jakarta Composite Index (JCI) by 52%. The worst 
performers in the region were the Malaysian planters which posted an average 
absolute return of 67% and outdid the KLCI by only 22%. Singapore planters were 
favoured for their cheap valuations, large market caps, high trading liquidity and more 
corporate activities. Indonesian planters were the second best performer, thanks 
partly to the strong performance by the JCI, which was the best performing market 
benchmark in Southeast Asia, delivering a return of 90% during the year. We were not 
surprised by the weaker performance of the Malaysian planters, our least favoured 
play in the region, due to their premium P/E valuation against regional peers. In 2009, 
Wilmar was the only stock under our coverage which hit a record share price (S$6.99) 
due to its plans to list its China assets in Hong Kong. But the plan has been shelved 
due to weak sentiment on IPOs in Hong Kong.  
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 Figure 2:  Plantation stocks’ average absolute return and relative return against indices in 2009 
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 Source:, CIMB/CIMB-GK Research, Bloomberg 

 

Figure 3:  Regional plantation stocks performances in 2008 and 2009 on absolute basis and relative to indices 

Currency 31-Dec-07 31-Dec-08 % chge (abs) % chge (rel) 31-Dec-09 % chge (abs) % chge (rel)

Malaysia

Sime Darby RM 11.90              5.20                    (56%)  (17%) 8.97                  73% 27%

IOI Corp RM 7.52                3.46                    (54%)  (15%) 5.47                  58% 13%

KL Kepong RM 17.40              8.90                    (49%)  (10%) 16.50                85% 40%

Genting Plantation RM 8.65                3.54                    (59%)  (20%) 6.24                  76% 31%

Hap Seng Plant RM 3.18                1.59                    (50%)  (11%) 2.30                  45% -1%

KLCI 1,445              877                     (39%) 1,273                45%

Singapore

Wilmar S$ 5.39                2.79                    (48%) 1% 6.43                  130% 66%

Golden Agri S$ 0.94                0.21                    (78%)  (29%) 0.52                  148% 84%

Indofood Agri S$ 2.42                0.53                    (78%)  (29%) 2.33                  340% 275%

FSSTI 3,466              1,762                  (49%) 2,898                64%

Indonesia

Astra Agro Rp 28,350            9,800                  (65%)  (14%) 22,750              132% 42%

London Sumatra Rp 10,650            2,925                  (73%)  (21%) 8,350                185% 96%

Bakrie Sumatra Rp 2,275              260                     (89%)  (37%) 580                   123% 33%

Sampoerna Agro Rp 3,425              1,190                  (65%)  (14%) 2,700                127% 37%

JCI 2,732              1,335                  (51%) 2,534                90%

Palm oil prices

CPO price RM/tonne 3,105              1,630                  (48%) 2,590                59%

CPO price US$/tonne 995                 540                     (46%) 805                   49%
 

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

  

 Outlook for 2010 
  

 Maintain OVERWEIGHT call on the plantation sector. We maintain our 
OVERWEIGHT stance on the regional plantation sector due to the improving earnings 
prospects. We expect plantation companies to record strong earnings recovery in 
2010, not only from higher selling prices and production but also from lower operating 
costs. In 2009, some of the planters were still burdened by high-cost fertiliser stock 
carried over from the previous year. We understand that the high-cost stock should 
have been used up by the end of 2009, allowing the planters to achieve lower 
operating costs in 2010. Other factors that should boost the performance of plantation 
stocks in the current year are potential M&As in the sector and our positive view on 
the stockmarkets in Malaysia, Indonesia and Singapore. In the following section, we 
elaborate on three key re-rating catalysts for the sector (1) CPO price rally in 1Q10, 
(2) better earnings report card in the upcoming results season, and (3) potential M&As 
to help lift earnings and valuations.       

  

 Catalyst 1: CPO price rally in 1Q10 
  

 Positive about CPO price in 1Q10. We expect CPO price to spike up in 1Q10 due to 
a potential shortfall in palm oil supplies in 2010 and a pick-up in demand coming from 
the Chinese New Year festivities, global economic recovery, lower domestic oilseed 
crops by India and increased biofuel mandates for Brazil and Argentina (see Figure 4). 
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Palm oil output could disappoint in the coming year due to (1) biological tree stress as 
Peninsular Malaysia estates have been enjoying above-average FFB yields for the 
past two years (see Figure 5), (2) the impact on yields wrought by El Nino, which led 
to below-average rainfall in the middle of 2009 (see Figures 6), (3) the replanting 
programme for 200,000ha of old estates in Malaysia by 1Q10 which will reduce palm 
oil supplies from Malaysia, and (4) lower fertiliser input in 2H08 which could result in 
lower FFB yields in 2010. Also, the current prediction of a bumper soybean crop for 
South America may not come to fruition if the current fair weather in the key planting 
regions fails to hold until April when harvesting begins. A concurrent rally in crude oil 
price during this period will further fuel the CPO price rise.   

  

Figure 4:  Biodiesel production estimates and potential impact on soya oil exports from Brazil and Argentina 

Production of biodiesel by countries (m tonnes)    Soya oil exports by Brazil and Argentina may fall in 2010 

Biodiesel production 2010F 2009F 2008 2007 2006

France 2.2 2.0 1.8 0.9 0.7

Germany 2.7 2.5 2.7 2.9 2.6

Italy 1.0 0.8 0.7 0.5 0.5

Poland 0.5 0.5 0.4 0.2 0.2

Spain 0.6 0.4 0.2 0.2 0.1

Other EU 2.5 2.2 1.8 1.3 0.8

EU-27 9.6 8.4 7.5 6.0 4.9

USA 2.1 1.8 2.7 1.7 1.1

Argentina 1.6 1.2 0.7 0.2 0.1

Brazil 2.0 1.4 1.0 0.4 0.1

Colombia 0.4 0.2 0.0 0.0 0.0

Thailand 0.7 0.5 0.4 0.1 0.0

Turkey 0.1 0.0 0.1 0.1 0.3

Other countries 2.9 2.4 1.9 1.2 0.7

Total 19.2 15.9 14.3 9.5 7.1

Change (m tonnes) 3.2 1.6 4.8 2.4 3.5
 

Soyaoil 

Production 2010F 2009 2008 2007 2006

Argentina 6.6 5.9 6.1 7.0 6.2

Brazil 6.4 5.7 6.3 6.1 5.4

Total 13.0 11.7 12.3 13.0 11.6

Biodiesel production

Argentina 1.6 1.2 0.7 0.2 0.1

Brazil 2.0 1.4 1.0 0.4 0.1

Total 3.6 2.6 1.8 0.5 0.1

Soya oil exports

Argentina 4.6 4.6 5.1 6.5 5.9

Brazil 1.5 1.8 2.3 2.3 2.4

Total 6.1 6.3 7.4 8.8 8.3
 

 

Source: Oil World, CIMB/CIMB-GK Research ,IPOC 2010 

  

 Figure 5:  Peninsular Malaysia has been experiencing strong monthly FFB yields since mid-2007  

 

 

 Source: MPOB, CIMB/CIMB-GK Research 
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 Figure 6: Rainfall pattern in Sabah over the past three years (% of normal) 

 West Malaysia Sabah

2009 2008 2007 2009 2008 2007

Jan 116 152 193 166 67 175

Feb 82 111 74 203 236 38

March 180 165 99 199 287 154

April 90 106 102 203 157 93

May 92 55 99 98 115 84

June 72 119 130 55 115 89

July 81 90 128 94 116 140

Aug 151 104 108 107 88 104

Sep 89 91 82 79 91 117

Oct 83 109 99 103 131 121

Nov 115 74 133 108

Dec 98 118 75 100

Jan/Dec 107 106 123 112
 

 Source: Oil World, CIMB/CIMB-GK Research 

  

 Figure 7:  Rising crude oil price will help boost economic viability of palm biodiesel  
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 Source: Bloomberg, CIMB/CIMB-GK Research 

  

 Figure 8:  17 edible oils and fats supply-demand balance (m tonnes) – tight balancing act 

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

Op stocks 17.952 17.658 16.771 17.109 15.47

Production 168.6 162.9 159.3 152.1 148.0

Chge in output 5.7 3.6 7.1 4.2 8.8

Imports 63.7 63.9 60.7 57.5 54.6

Exports 63.9 63.4 60.9 57.8 55.1

Consumption 169.4 163.1 158.2 152.3 145.9

Chge in consumption 6.3 4.9 6.0 6.4 8.5

Ending stocks 17.0 18.0 17.7 16.8 17.1

Stocks/usage 10.0% 11.0% 11.2% 11.0% 11.7%

Output growth 3.5% 2.3% 4.7% 2.8% 6.3%

Consumption growth 3.9% 3.1% 3.9% 4.4% 6.2%
 

 Source: Oil World, CIMB/CIMB-GK Research 

  

 Potential upside to CPO price if crude oil continues to rally. Our view for CPO 
price to trade up to RM2,600 per tonne in 1Q10 has been met early in the year due to 
the resurgence of crude oil price and concerns over supply disruptions. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$90-100 
per barrel and El Nino turns out to be stronger than expected. However, we are not 
factoring this into our forecast as our in-house average crude oil price forecast for 
2010 is US$75 per barrel and the weather experts are forecasting a mild to moderate 
El Nino. However, the price strength may not be sustained in 2Q10 if South America 
delivers bumper soybean crops, El Nino does not lead to adverse weather in major 
planting areas, governments scale back their biodiesel mandates and planters do not 
replant their ageing palm oil estates despite the replanting incentives offered by 
governments. 

Update on El Nino. In its update this week, Australia's Bureau of Meteorology 
predicted the El Nino weather pattern will continue throughout the Australian summer 
and into autumn. The bureau said that Pacific Ocean surface temperatures are the 
warmest since the El Nino of 1997-1998. The US, UK, Korean and Japanese weather 
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agencies agree, saying that El Nino conditions will persist until at least April. The 
bureau also said that ocean temperatures are reaching their peaks and the models 
predict that conditions will return to neutral by late autumn (May-June) or winter (July-
Sep). Most parts of the key palm oil regions have been experiencing heavier-than-
usual rainfall over the past month, which suggests that the impact of El Nino has not 
been severe thus far. However, the lingering El Nino remains a key weather risk for 
palm oil yields.  

Project CPO price to average US$760 per tonne in 2010. We are projecting 
average CPO price to rise by 9% to US$760 per tonne in 2010.  However, in ringgit 
terms, we project average CPO price to rise by a lower rate of 6% to RM2,380 per 
tonne due to our in-house view of a stronger ringgit in 2010. Our average CPO price 
forecast assumes CPO price to be stronger in the first half of the year due to tight 
global edible oil supplies. There is potential upside to our CPO price forecast if the 
weather turns out to be poorer than expected and the recovery of crude oil price and 
the global economy is stronger than our expectations. 

  

Figure 9:  CPO price forecasts 

2008 2009E % chge 2010F % chge 2011F % chge

CPO - cif (US$ tonne) 949                       700             (26%) 760            9% 790           4%

CPO - fob (US$ tonne) 831                       643             (23%) 700            9% 720           3%

Ex-rate (RM/US$) 3.34                      3.45           3% 3.40           -1% 3.40          0%

CPO - fob (RM/tonne) 2,773                    2,240          (19%) 2,380         6% 2,448        3%

Transport cost 118                       60               (49%) 60              0% 70             17%

Export tax 10% 0.0% 3.0% 3.0%

CPO - fob Indon 748                       643             (14%) 679            6% 698           3%

IDR rate 9,705                    10,450       8% 9,350         -11% 9,500        2%

CPO - fob (IDR) 7,262                    6,718          (7%) 6,349         -5% 6,635        5%
. 

Source:, CIMB/CIMB-GK Research 

  

 Catalyst 2:  Stronger earnings report card in 4Q 
  

 
Better earnings in 4Q09. We expect planters’ to report better earnings in the 
upcoming results season on both yoy and qoq basis due to higher selling prices, lower 
operating costs and higher production. The RM2,267 per tonne average selling price 
for 4Q09 was well ahead of 4Q08’s RM1,606. Malaysia’s production in Oct-Nov 09 
was 8% higher yoy. We also expect lower operating costs due to weaker fertiliser 
prices (see Figure 11). On qoq basis, we expect seasonally higher production and 
better selling prices to boost earnings. The RM2,267 average local CPO selling price 
in 4Q09 is a shade higher than the RM2,250 average achieved in 3Q09. This, coupled 
with higher output resulting from seasonal high production and the spillover of 
harvesting from Sep to Oct due to festive events, will drive earnings higher. This is 
evident from the 27% mom jump in Malaysia’s CPO production in Oct. Operating 
costs are likely to be flattish or lower as we understand that less fertiliser is typically 
applied towards the end of the year due to the rainy season.  

  

 Figure 10:  Quarterly CPO price trend since 2007 
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 Source: Bloomberg, Oil World, MPOB CIMB/CIMB-GK Research 
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 Figure 11:  Potash price has fallen close to 2007 level, leading to lower fertiliser costs 
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 Source: Bloomberg, CIMB/CIMB-GK Research, 

  

 Catalyst 3: M&A activities 
  

 M&A activities and expansion plans to pick up. In 2010, we also expect the 
planters under our coverage to be more aggressive in acquisitions and to step up the 
pace of new plantings. Almost all the planters we track are scouting for planted 
estates or landbank. However, only a few deals have been sealed as the buyers and 
sellers could not agree on pricing. The good news is that some transactions have 
been sealed towards the end of last year by Hap Seng Plantations, Sime Darby and 
Golden Agri. Apart from M&As, we would also not be surprised by plantation IPOs in 
the region given the more upbeat price outlook and equity markets. 

Funding of acquisition not an issue.  Most of the planters have low net gearing and 
two planters, i.e. Golden Agri and IOI Corporation, recently raised funds through rights 
issues. As such, we do not view funding to be an issue for potential acquisitions. 
Indofood Agri, through its subsidiary, is also raising funds through the bond market 
and Bakrie Sumatera is reportedly mulling over a potential rights issue in the coming 
year to fund potential acquisitions. 

 

 Risks 
  

 Higher edible oil supplies. We are assuming a moderate El Nino and expect 
Malaysian planters to replant 200,000ha of oil palm estates by the end of March 2010 
to take advantage of the government’s replanting incentives. Should El Nino turn out 
to be milder than expected and farmers do not take up the RM1,000 per ha replanting 
incentive, palm oil supplies could be higher, which would be negative for CPO price. 
Also, if the weather turned out better than expected in the key oilseeds planting 
regions globally, it would lead to higher edible oil supplies and dampen CPO price. 
Recent El Nino updates from weather experts suggest that El Nino conditions will 
prevail until April 2010. As such, the risk of potentially lower rainfall in Indonesia and 
Malaysia remains high. We also expect farmers to take up the replanting incentives 
offered as we understand that MPOB has approved up to 200,000ha of oil palm 
estates for the replanting exercise.   

Double-dip recession. The other key risk to our bullish view on CPO price in 2010 is 
a double-dip recession, which would lead to a weaker global economy and poor 
stockmarket performances. This could dampen the demand for edible oils and weigh 
on planters’ share prices. Also, should there be a significant tightening of monetary 
policy leading to lower liquidity in the global market, it could lead to a sell-off in the 
commodity market, hitting CPO price. Our economics team estimates that there is a 
30% chance of double-dip occurring, 20% probability of a V-shaped recovery and 50% 
likelihood of a square root-shaped recovery. We also take comfort from our strategists’ 
upbeat view on the equity markets in Malaysia, Singapore and Indonesia in 1H2010. 

Export taxes, windfall tax and import duties. To curb inflation, the Indian 
government has kept the import duties on edible oils at zero. Should the government 
decide to raise the import duties on palm oil to protect its domestic farmers, it would 
put a damper on demand for CPO as consumers in India are price sensitive. Given 
the poor monsoon in the previous year and lower domestic oilseeds crops, we do not 
expect the Indian government to raise import duties on edible oils in the near term.  
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CPO producers in Indonesia are subject to export taxes when monthly average CPO 
price rises above US$700 per tonne while Malaysian CPO producers have to pay 
windfall tax when average CPO price is above RM2,500 per tonne for Peninsular 
Malaysia producers and RM3,000 per tonne for East Malaysian producers. These 
taxes will reduce the earnings sensitivity of planters to CPO price at higher CPO price 
levels. The Indonesian government recently started levying a 3% export tax on CPO. 
Malaysian planters are still not subject to the windfall tax as the monthly CPO price is 
still below the RM2,500 threshold. 

 

 Figure 12:  Indonesian export tax on palm oil and related products  

 
CPO price (cif) - Rott (US$ tonne) CPO RBD PO Biodiesel Fatty Acid Fatty Alcohol Glycerin

< 700 0.0% 0.0% 0.0% 0% 0% 0%

701-750 1.5% 0.0% 0.0% 0% 0% 0%

751-800 3.0% 1.5% 0.0% 0% 0% 0%

801-850 4.5% 3.0% 0.0% 0% 0% 0%

851-900 6.0% 4.5% 0.0% 0% 0% 0%

901-950 7.5% 6.0% 0.0% 0% 0% 0%

951-1000 10.0% 8.5% 2.0% 0% 0% 0%

1001-1050 12.5% 11.0% 2.0% 0% 0% 0%

1051-1100 15.0% 13.5% 2.0% 0% 0% 0%

1101-1150 17.5% 16.0% 5.0% 0% 0% 0%

1151-1200 20.0% 18.5% 5.0% 0% 0% 0%

1201-1250 22.5% 21.0% 7.5% 0% 0% 0%
 

 Source: Ministry of Finance, Indonesia, CIMB/CIMB-GK Research, 

 

 Figure 13:  Windfall tax on palm oil in Malaysia  

 Location Windfall tax

Peninsular Malaysia estates 15% on CPO price above RM2,500 per tonne

East Malaysia estates 7.5% on CPO price above RM3,000 per tonne
 

 Source: MOF, CIMB/CIMB-GK Research 

 
 Scaleback of mandatory biodiesel policy. We expect new or higher biodiesel 

mandates in Brazil, Argentina, Indonesia and Malaysia to help boost demand for 
edible oils. However, should the governments scale back their mandates or fail to 
enforce the biodiesel policy, it would result in lower-than-expected demand for edible 
oils for biodiesel usage and would be negative for CPO price. In view of the 
governments’ targets to reduce reliance on crude oils and develop their domestic 
biodiesel industries, we expect the targets to be implemented over time. 

  

 Valuation and recommendation  
  

 Raising target prices for four planters. Our earnings forecasts for all the planters 
are intact as we are sticking to our CPO price forecasts. However, our target prices for 
Golden Agri and Indofood Agri increase by 20-22% as we raise our target P/E from 
15x to 18x to align them with the Malaysian and Indonesian planters. We are also 
upping our target prices for Genting Plantations and Hap Seng Plantations by 12-13% 
as we increase their target P/Es by 1.5-2x to 15x and 18x, respectively. We expect the 
second-liner plantation companies in Malaysia to be re-rated closer to the big-cap 
planters as investors seek purer CPO plays for a leveraged exposure to the rising 
CPO price 

Upgrading Malaysian plantation sector to Trading Buy from Neutral. Aided by 
strong CPO price in 1Q, the laggard Malaysian planters should outperform in the short 
term as they catch up with their Singapore peers. This underpins our upgrade of the 
Malaysian plantation sector from Neutral to Trading Buy. In 2010, we expect 
Malaysian planters with exposure to Sabah estates to perform better given (1) the 
recovery of FFB yields from poor weather in the previous year, and (2) the higher 
CPO price threshold of RM3,000/tonne for windfall tax for East Malaysia planters 
against RM2,500 for Peninsular Malaysia planters. In line with this strategy, we are 
raising Genting Plantations and Hap Seng Plantations to Trading Buy. Approximately 
70% of Genting Plantations’ palm oil estates are in Sabah while all of Hap Seng 
Plantations’ mature palm oil estates are located in Sabah. Our top big-cap pick in 
Malaysia remains Sime Darby. The recent upgrades in our Malaysian property and 
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motor sector rating to Overweight on improved fundamentals bode well for Sime 
Darby which is the most profitable property developer in Malaysia and distributes 
BMW and Hyundai cars in the country. As such, the company will not benefit only from 
the higher CPO price but also improved performances from its other core businesses 
– property and motor.  

Maintain OVERWEIGHT rating on regional plantation sector. There is no change 
to our Overweight call on the Singapore and Indonesian planters. We continue to 
OVERWEIGHT the regional planters due to our bullish view on CPO price and their 
improving earnings prospects. In line with our optimism about CPO price in 1Q10, we 
expect the pure CPO plays to do better in 1H2010.  

Indonesian planters may outperform Singapore planters. In the region, we 
continue to prefer the planters listed in Singapore and Indonesia for their better share 
liquidity, superior earnings prospects and cheaper valuations compared to Malaysian 
planters. Following the strong share price performance by Indofood Agri and Golden 
Agri, we expect Indonesian planters such as Astra Agro and London Sumatra to play 
catch up. We have added Genting Plantation and Hap Seng Plantation to our top 
picks in the region which include Golden Agri, Indofood Agri, Wilmar International, 
Sime Darby, Astra Agro, London Sumatra and Sampoerna Agro. Over in Singapore, 
we continue to prefer Golden Agri over Indofood Agri for a pure CPO play due to its 
cheaper valuation and underperformance relative to Indo Agri in recent weeks. We 
continue to like Wilmar International in the medium term as its good market 
intelligence should enable its earnings to benefit from the volatile CPO price 
environment in 2010. Astra Agro, Sampoerna Agro and London Sumatra are our key 
picks in Indonesia for their exposure to CPO price. In Malaysia, we like Sime Darby for 
potential M&As and improvement in yields at its estates as well as Genting Plantation 
and Hap Seng Plantation for laggard and purer CPO price exposure. 

 

Figure 14:  Revision to target prices of selected planters 

Companies Current price Previous New Upside Basis of TP

TP TP

Indofood Agri 2.38 2.25 2.75 16% Based on CY11 P/E of 18x (prev 15x)

Golden Agri 0.54 0.57 0.69 27% Based on CY11 P/E of 18x (prev 15x)

Genting Plantation 6.42 7.10 8.00 25% Based on CY11 P/E of 18x (prev 16x)

Hap Seng Plantation 2.34 2.55 2.85 22% Based on CY11 P/E of 15x (prev 13.5x)
 

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

 
  

 Planters’ strategies for 2010  
  

 The strategies and plans of the plantation companies are fairly similar.  Being a price 
taker when it comes to CPO price, the key focus of most planters is to improve yields 
and reduce their cost of production. With fertiliser prices at lower levels and CPO price 
on the rise, we expect planters’ fertiliser application to go back to normal. Most 
planters are also turning more aggressive on acquisition of landbank and planted 
estates in view of the improving earnings and economic prospects.  In terms of CPO 
price outlook, most planters are contented with the current CPO price level but are 
keeping forward sales to a minimum in the medium term due to the difficulty in 
forecasting CPO price performance. We highlight below the individual companies’ 
strategies. 

Sime Darby (SDY MK, Trading Buy) – The group’s current focus is to realise fully 
the targeted merger synergies and optimise its internal efficiency. In 2010, the group 
plans to review existing core businesses and would consider divesting non-performing 
assets that do not meet the group’s targeted return. There is no change to the group’s 
overall strategy which is to invest in growth sectors (for earnings growth) and stable 
and oligopolistic assets (to maintain dividends). The key areas of expansion are 
plantations (through acquisition of landbank and planted estates) and China where it 
is looking to expand its business exposure. There are also plans to unlock the value of 
its rich property landbank and develop its energy and utilities division. 

IOI Corp (IOI MK, Neutral) – For the plantation business, the group will focus on 
planting up its landbank in Indonesia and extracting higher yields from its existing 
estates. It is also investing in new capacity to grow its downstream businesses. It is 
currently adding new capacity to its refinery plant in the Netherlands to produce value-
added margarine ingredients as well as its Bionexus-status plant in Johor to supply 
enzymatic components to the group. The expansion will be completed by the second 
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quarter of 2010.  IOI Corp will also be launching its first condo project in Singapore in 
2010 which will help boost its property earnings. We also expect the group to scout for 
new acquisitions following the completion of its 1-for-15 rights issue at RM2.90 which 
raised RM1.22bn proceeds in Dec 2009. 

Kuala Lumpur Kepong (KLK MK, Neutral) – The group plans to accelerate land 
acquisitions and be more aggressive in new plantings in 2010. There are also plans to 
improve the integration between the upstream and downstream operations. It intends 
to be selective in its capacity expansion for the oleochemicals division and will seek 
acquisition opportunities and review non-oleochemical businesses. On the property 
front, the group plans to launch a new township in 2010 after obtaining land 
conversion approval. As for its retail unit, it is in the midst of restructuring it in order to 
reduce overheads. 

Genting Plantations (GENP MK, Trading Buy) – The key focus will be on planting 
up its landbank in Indonesia and continuing its efforts to enhance operating efficiency 
at its estates. There are also plans to launch more property units in 2010. On the 
biotechnology front, the group is continuing with its efforts to use genomic-based 
techniques and other methods or tools to increase yields and profit stream.  It remains 
keen on M&As to boost the size of its estates. 

Hap Seng Plantations (HAPL MK, Trading Buy) – Apart from consolidating its newly 
acquired estates, the group is on the lookout for acquisition opportunities. It intends to 
retain a focus on its existing strategies which are aimed at improving its productivity 
and cost efficiency.   

Wilmar (WIL SP, Outperform) – The group will continue to invest in its core 
businesses in existing as well as newer markets. It is sticking to its new planting plans 
for oil palm estates in Indonesia and Africa. It is also expanding its processing 
capacities in China, India, Indonesia as well as other markets to cater to the growing 
demand for palm oil. The group is still keen to list its China assets when market 
conditions improve. With its strong finances, it continues to keep a watch for 
acquisition opportunities. 

Golden Agri (GGR SP, Trading Buy) – The group is targeting additional planted area 
of 50,000ha per annum which could come from new planting or acquisitions.  There 
are also plans to expand its downstream capabilities and distribution. Golden Agri 
remains keen on M&A to cater for future growth. The group should have no problem 
funding future acquisitions as it recently raised US$218m through a rights issue. 

Indofood Agri (IFAR SP, Trading Buy) – The group is expected to increase its new 
plantings in 2010 in view of the improving operating cash flows on the back of higher 
CPO price. It will also complete the construction of its sugar refinery and palm oil 
refinery in Jakarta in 3Q and 4Q 2010, respectively. The group intends to manage its 
balance sheet and cash flow prudently, with strong emphasis on cost management in 
order to stay as a low-cost producer.    

Astra Agro (AALI IJ, Outperform) – At an average of 14 years, Astra Agro’s trees 
are the oldest among the listed plantation companies. However, they are ageing 
slower, aided by the infusion of over 69,000ha of maturing estates over the next four 
years, representing some 27% of the total planted area. To keep production growing 
despite ageing estates, it will plant of at least 10,000-15,000ha, replant 1,500-2,000ha 
annually and improve yields through better estate management. Despite of its strong 
balance sheet and potential windfall cashflow, we believe AALI is unlikely to go along 
the M&A path unless the target is appealing. We, therefore, see upside to its dividend 
payout. 

London Sumatra (LSIP IJ, Outperform) – Pretty much along the direction of its 
parent company, Indofood Agri, Lonsum is likely to use its strengthened balance sheet 
and landbank to grow organically while continuing its integration with  Indofood Agri. In 
the event of windfall profits, it may stream them up as dividends. 

Sampoerna Agro (SGRO IJ Outperform) is probably the planter with the most 
comprehensive growth strategy. Geographical diversification is the emphasis, along 
with maintaining operating efficiency and accessibility, with logistics cost in mind. 
Sustainability, community and environmental development are key initiatives. With a 
strong track record in plasma management, SGRO has embraced RSPO early and, in 
fact, has already initiated RSPO certification.  

Bakrie Sumatra (UNSP IJ, Underperform) is the planter with arguably the most 
opaque strategy, notwithstanding its aggressive acquisition streak. Its plan for a rights 
issue is confusing, to say the least, as the issue size far exceeds its market cap and 
proceeds are earmarked for lower-margin downstream investment even though the 



[  11  ] 

company lacks economies of scale upstream. Cash management had been poor 
historically, judging from the continued pouring of funds into questionable ventures 
despite periods of falling CPO price and a fragile balance sheet. 
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 Raising target price 
  

 Maintain Trading Buy but with a higher target price of S$0.69 (from S$0.57). As 
we go into 2010, we review the prospects for regional planters. Their earnings outlook 
remains favourable, thanks to higher CPO prices, increased output and lower 
operating costs as high-cost fertiliser stock has been drawn down. We retain our CPO 
price forecasts. However, we are raising our target price for Golden Agri by 20% from 
S$0.57 to S$0.69 as we now apply a higher forward P/E of 18x instead of 15x to place 
it in line with big-cap Malaysian and Indonesian planters. We maintain our Trading 
Buy due to our bullish view on CPO prices, its attractive P/E valuations against 
regional peers and potential earnings enhancement from M&As. We expect re-rating 
catalysts from higher CPO prices, potential M&As and a better earnings report card 

  

 Outlook for 2010 
  

 Maintain OVERWEIGHT on plantation sector. We expect plantation companies to 
benefit from a strong earnings recovery in 2010, not only from higher selling prices 
and production but also from lower operating costs. In 2009, some planters were still 
burdened by high-cost fertiliser stock carried over from the previous year. We 
understand that the high-cost stock should have been used up by end-2009, allowing 
planters to lower their operating costs in 2010. Other factors that could boost 
performances are potential M&As in the sector and our positive view on stock markets 
in Malaysia, Indonesia and Singapore.  

Upgrading Malaysian plantation sector to Trading Buy from Neutral. Aided by 
strong CPO prices, laggard Malaysian planters should outperform in the short term as 
they catch up with their Singapore peers. This underpins our upgrade of the Malaysian 
plantation sector from Neutral to Trading Buy. In 2010, we expect Malaysian planters 
with exposure to Sabah estates to perform better, given: 1) a recovery in FFB yields 
from the poor weather of the previous year; and 2) a higher CPO price threshold of 
RM3,000/tonne for windfall tax for East Malaysian planters against RM2,500 for 
Peninsular Malaysian planters.  

In line with our sector upgrade, we are raising Genting Plantations and Hap Seng 
Plantations to Trading Buy. About 70% of Genting Plantations’ palm-oil estates are in 
Sabah while all of Hap Seng Plantations’ mature palm-oil estates are located in 
Sabah. Our top big-cap pick in Malaysia remains Sime Darby. Recent upgrades in our 
Malaysian property and motor sector ratings to Overweight on improved fundamentals 
bode well for Sime Darby, which is the most profitable property developer in Malaysia 
and distributes BMW and Hyundai cars in the country. 
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Valuation and recommendation  
  

 Adding land in Indonesia. In Dec 09, Golden Agri entered into an agreement to 
acquire 100% of Enterprise Capital.  Enterprise is an investment holding company 
with several subsidiaries engaged in the ownership and cultivation of oil-palm 
plantations in Indonesia. The purchase consideration is US$110m, on a willing-buyer-
willing-seller basis after taking into account independent valuations of oil-palm 
plantations owned by the ECC Group of around US$129m. We gather that Enterprise 
owns 84,400 ha of land in Kalimantan, of which 12,700 ha has been planted and 
71,700 ha unplanted.  The planted area is currently immature.  We also gather that 
the company has minimal debt. Golden Agri indicated that it paid around US$1,000 
EV/ha for the unplanted area and US$3,000 for the planted area. The acquisition is 
not expected to add to its earnings in the immediate term as most of the areas are 
immature or unplanted. Also, this acquisition is not a related-party transaction. Overall, 
we are neutral on the deal.  While we are positive that the group is adding land 
through the use of rights proceeds, the acquisition is not cheap but fairly priced, 
towards the high end of the market range. We deem the acquisition price for the 
planted area fair, in line with the rough cost of new plantings.   

Maintain Trading Buy with a higher target price of S$0.69 (from S$0.57). We are 
keeping our earnings forecasts for Golden Agri as our CPO price forecasts are intact. 
However, we are raising our target price from S$0.57 to S$0.69 to incorporate a 
higher target forward P/E of 18x, from 15x previously. Our new target multiple is at a 
20% premium to the market P/E to reflect potential earnings upside from higher CPO 
prices. We continue to like Golden Agri for its attractive P/E valuations against 
regional peers and high earnings leverage to rising CPO prices. We expect re-rating 
catalysts from higher CPO prices, potential M&As and a better-than-expected 
recovery in yields at its Kalimantan estates from biological tree stress. 

  

 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 2,339.2 2,659.8 2,799.6 

EBITDA (US$ m) 598.3 612.8 362.7 541.3 562.2 

EBITDA margins (%) 31.9% 20.5% 15.5% 20.4% 20.1% 

Pretax profit (US$ m) 1,802.9 1,947.1 270.2 450.3 468.5 

Net profit (US$ m)  1,164.8 1,382.4 194.8 319.8 332.8 

EPS (S cts) 14.5 17.2 2.4 3.7 3.8 

EPS growth (%) 115.3% 18.7% (85.9%) 52.2% 4.1% 

P/E (x) 3.7 3.1 22.3 14.7 14.1 

Core EPS (S cts) 3.6 4.7 2.4 3.7 3.8 

Core EPS growth (%) 393.9% 31.8% (48.4%) 52.2% 4.1% 

Core P/E (x) 15.2 11.5 22.3 14.7 14.1 

FD core EPS (S cts) 3.6 4.7 2.4 3.7 3.8 

FD core P/E (x) 15.2 11.5 22.3 14.7 14.1 

Gross DPS (S cts) 1.2 0.9 0.3 0.5 0.6 

Dividend yield (%) 2.2% 1.7% 0.6% 1.0% 1.0% 

P/BV (x) 1.2 0.8 0.9 0.9 0.9 

ROE (%) 46.5% 34.9% 4.1% 6.5% 6.4% 

Net gearing (%) 10.2% 8.8% 5.0% 1.9% N/A 

Net cash per share (S$) N/A N/A N/A N/A 0.01 

P/FCFE (x) (9.2) 198.3 65.9 23.0 27.4 

EV/EBITDA (x) 7.9 7.9 12.9 9.1 8.4 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.87 0.88 0.86  
 

      

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 

 
 

Figure 1: 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) CY2010 CY2011 (%) CY2010 CY2010 CY2010 

Golden Agri GGR SP TB 0.58 0.69 4,690 14.7 14.1 (6.5) 0.9 6.5 1.0 

Indofood Agri IFAR SP TB 2.43 2.75 
 

2,476 18.0 15.5 0.2 2.2 12.8 0.4 

Wilmar WIL SP O 6.79 8.30 30,358 17.8 15.6 8.4 2.5 14.8 1.4 

Simple average 
   

  16.8 15.1 0.7 1.9 11.4 0.9 
            

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

 Upgrade to TRADING BUY with higher target price. Hap Seng Plantations has 
been a notable laggard among the plantation stocks. It even underperformed the KLCI 
by 1% last year, possibly because of weaker-than-expected quarterly results 
stemming from low FFB yields and high fertiliser costs. We expect this trend to 
reverse in the coming year as yields for the estates in Sabah appear to be recovering. 
We make no changes to our earnings estimates as our CPO price forecasts are intact.  
However, we are raising our target price for Hap Seng Plantations from RM2.55 to 
RM2.85 as we up our target P/E for the stock from 13.5x to 15x, in line with our KLCI 
target P/E. In line with the earnings upgrade, we are upgrading the stock from Neutral 
to TRADING BUY. Potential share price triggers are (1) rising CPO price, (2) better-
than-expected earnings, and (3) M&As. 

  

 Outlook for 2010 
  

 Maintain OVERWEIGHT call on the plantation sector. We maintain our 
OVERWEIGHT stance on the regional plantation sector due to the improving earnings 
prospects. We expect plantation companies to record strong earnings recovery in 
2010, not only from higher selling prices and production but also from lower operating 
costs. In 2009, some of the planters were still burdened by high-cost fertiliser stock 
carried over from the previous year. We understand that the high-cost stock should 
have been used up by the end of 2009, allowing the planters to achieve lower 
operating costs in 2010. Other factors that should boost the performance of plantation 
stocks in the current year are potential M&As in the sector and our positive view on 
the stockmarkets in Malaysia, Indonesia and Singapore. In the following section, we 
elaborate on three key re-rating catalysts for the sector (1) CPO price rally in 1Q10, 
(2) better earnings report card in the upcoming results season, and (3) potential M&As 
to help lift earnings and valuations.       

Upgrading Malaysian plantation sector to Trading Buy from Neutral. Aided by 
strong CPO price in 1Q, the laggard Malaysian planters should outperform in the short 
term as they catch up with their Singapore peers. This underpins our upgrade of the 
Malaysian plantation sector from Neutral to Trading Buy. In 2010, we expect 
Malaysian planters with exposure to Sabah estates to perform better given (1) the 
recovery of FFB yields from poor weather in the previous year, and (2) the higher 
CPO price threshold of RM3,000/tonne for windfall tax for East Malaysia planters 
against RM2,500 for Peninsular Malaysia planters. In line with this strategy, we are 
raising Genting Plantations and Hap Seng Plantations to Trading Buy. Approximately 
70% of Genting Plantations’ palm oil estates are in Sabah while all of Hap Seng 
Plantations’ mature palm oil estates are located in Sabah. Our top big-cap pick in 
Malaysia remains Sime Darby. The recent upgrades in our Malaysian property and 
motor sector rating to Overweight on improved fundamentals bode well for Sime 
Darby which is the most profitable property developer in Malaysia and distributes 
BMW and Hyundai cars in the country.  
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 Figure 1:  Expect better FFB yields to lift monthly FFB production in 2010 
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 Source: Company, CIMB Research, Bursa Malaysia 

 

Valuation and recommendation  
 Raising target price to RM2.85. We expect East Malaysian planters to register 

stronger earnings in the coming year as FFB yields are expected to recover on the 
back of improved weather conditions. Also, the threshold CPO price for windfall tax 
levied on East Malaysian planters is higher at RM3,000 per tonne compared to 
RM2,500 per tonne for Peninsular Malaysia planters. As such, the East Malaysian 
planters will have higher earnings leverage to CPO price above RM2,500 per tonne. 
We expect Hap Seng Plantations to ride this trend as all of its estates are located in 
Sabah. In view of this, we are raising our target price from RM2.55 to RM2.85 as we 
up our target P/E for the stock from 13.5x to 15x, in line with our KLCI target P/E. 

Upgrade to TRADING BUY. In line with our positive view on CPO price and our 
target price upgrade, we are raising Hap Seng Plantations from Neutral to TRADING 
BUY. We like the stock for its attractive P/E valuations relative to its peers, high 
dividend yields and potential M&As. Potential re-rating catalysts are (1) rising CPO 
price, (2) better-than-expected earnings; and (3) potential M&As. 

 Financial summary  
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FYE Dec  2008 2009F 2010F 2011F 

Revenue (RM m)  429.4 367.2 408.6 419.4 

EBITDA (RM m)  199.6 170.4 220.9 227.5 

EBITDA margins (%)  46.5% 46.4% 54.1% 54.3% 

Pretax profit (RM m)  181.4 146.9 196.4 201.7 

Net profit (RM m)   142.7 109.4 147.3 151.3 

EPS (sen)  17.8 13.7 18.4 18.9 

EPS growth (%)  N/A (23.3%) 34.6% 2.7% 

P/E (x)  13.3 17.3 12.9 12.5 

Gross DPS (sen)  13.5 10.9 14.7 15.1 

Dividend yield (%)  5.7% 4.6% 6.2% 6.4% 

P/BV (x)  1.1 1.1 1.1 1.1 

ROE (%)  17.3% 6.6% 8.7% 8.7% 

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)  (88.9) 11.3 13.3 18.0 

EV/EBITDA (x)  9.7 11.4 8.5 8.2 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   1.05 0.93 0.87  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 

Figure 2: 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) CY2010 CY2011 (%) CY2010 CY2010 CY2010 

Hap Seng Plant HAPL MK TB 2.37 2.85 560 12.9 12.5 2.0 1.1 8.7 6.2 

Sime Darby SIME MK TB 9.10 11.00 
 

16,158 17.8 16.1 16.6 2.3 13.4 3.8 

IOI Corp IOI MK N 5.54 6.00 10,922 18.3 16.3 16.9 3.2 19.2 3.1 

KLK KLK MK N 16.84 17.80 5,312 20.8 19.4 15.7 2.9 14.6 3.9 

Genting Plantations GENP MK TB 6.40 8.00 1,433 15.2 14.4 (3.4) 1.7 11.9 1.4 

Simple average 
   

  17.0 15.8 9.6 2.2 13.6 3.7 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB Research 
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 Upgrade to Trading Buy 
  

 Upgrade to TRADING BUY with a higher target price of RM8.00. As we go into 
2010, we review the prospects for regional planters. The earnings outlook remains 
favourable, thanks to higher CPO prices, increased output and lower operating costs 
as high-cost fertiliser stock is drawn down. We retain our CPO price forecasts and 
earnings numbers for the plantation companies in our universe. However, for Genting 
Plantations, we are raising our target price from RM7.10 to RM8.00 as we now apply a 
higher forward P/E multiple of 18x instead of 16x since the group’s east Malaysian 
estates should register a good recovery in yield in 2010 and its expansion plans in 
Indonesia appear to be gathering pace. In line with our bullish take on CPO price and 
target price upgrade, we raise Genting Plantations from Neutral to TRADING BUY.  

  

 Outlook for 2010 
  

 Maintain OVERWEIGHT call on the plantation sector. We maintain our 
OVERWEIGHT stance on the regional plantation sector due to the improving earnings 
prospects. We expect plantation companies to record strong earnings recovery in 
2010, not only from higher selling prices and production but also from lower operating 
costs. In 2009, some of the planters were still burdened by high-cost fertiliser stock 
carried over from the previous year. We understand that the high-cost stock should 
have been used up by the end of 2009, allowing the planters to achieve lower 
operating costs in 2010. Other factors that should boost the performance of plantation 
stocks in the current year are potential M&As in the sector and our positive view on 
the stockmarkets in Malaysia, Indonesia and Singapore. In the following section, we 
elaborate on three key re-rating catalysts for the sector (1) CPO price rally in 1Q10, 
(2) better earnings report card in the upcoming results season, and (3) potential M&As 
to help lift earnings and valuations.       

Upgrading Malaysian plantation sector to Trading Buy from Neutral. Aided by 
strong CPO price in 1Q, the laggard Malaysian planters should outperform in the short 
term as they catch up with their Singapore peers. This underpins our upgrade of the 
Malaysian plantation sector from Neutral to Trading Buy. In 2010, we expect 
Malaysian planters with exposure to Sabah estates to perform better given (1) the 
recovery of FFB yields from poor weather in the previous year, and (2) the higher 
CPO price threshold of RM3,000/tonne for windfall tax for East Malaysia planters 
against RM2,500 for Peninsular Malaysia planters. In line with this strategy, we are 
raising Genting Plantations and Hap Seng Plantations to Trading Buy. Approximately 
70% of Genting Plantations’ palm oil estates are in Sabah while all of Hap Seng 
Plantations’ mature palm oil estates are located in Sabah. Our top big-cap pick in 
Malaysia remains Sime Darby. The recent upgrades in our Malaysian property and 
motor sector rating to Overweight on improved fundamentals bode well for Sime 
Darby which is the most profitable property developer in Malaysia and distributes 
BMW and Hyundai cars in the country.  
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 Figure 1:  Expect Genting Plantations’ monthly FFB production to recover in 2010 
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 Source: Company, CIMB Research, Bursa Malaysia 

  
 

Valuation and recommendation  
  

 Upgrading target price to RM8.00. We are keeping our earnings forecasts as our 
CPO price forecasts are intact.  However, we are raising our target price from RM7.10 
to RM8.00 as we now apply a higher forward P/E multiple of 18x instead of 16x due to 
our positive take on East Malaysian planters and the good progress the group has 
made in its expansion in Indonesia. The 18x P/E multiple is in line with the P/E 
multiple we accord the big-cap planters in Malaysia. We are raising our Genting 
Plantations from Neutral to TRADING BUY in view of our upbeat view on CPO price in 
early 2010 and our belief that Malaysian planters will catch up with regional peers. 
Potential re-rating catalysts include higher CPO prices, potential M&As and a better 
earnings report card. 

  

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

Revenue (RM m) 906.4 1,036.0 742.0 849.1 924.7 

EBITDA (RM m) 461.6 488.1 319.8 428.6 455.7 

EBITDA margins (%) 50.9% 47.1% 43.1% 50.5% 49.3% 

Pretax profit (RM m) 451.2 482.9 304.9 415.5 443.2 

Net profit (RM m)  344.1 373.3 232.8 318.0 336.8 

EPS (sen) 45.5 49.3 30.8 42.0 44.5 

EPS growth (%) 99.6% 8.4% (37.6%) 36.6% 5.9% 

P/E (x) 14.1 13.0 20.8 15.2 14.4 

Gross DPS (sen) 14.0 10.0 8.0 9.0 9.0 

Dividend yield (%) 2.2% 1.6% 1.3% 1.4% 1.4% 

P/BV (x) 2.3 2.1 1.9 1.7 1.6 

ROE (%) 18.0% 16.9% 9.5% 11.9% 11.4% 

Net cash per share (RM) 0.66 0.68 0.69 0.77 0.91 

P/FCFE (x) 14.8 36.4 241.0 42.8 31.1 

EV/EBITDA (x) 9.4 8.9 13.6 10.0 9.2 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   1.00 1.04 0.96  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 

Figure 2: 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) CY2010 CY2011 (%) CY2010 CY2010 CY2010 

Genting Plantations GENP MK TB 6.40 8.00 1,433 15.2 14.4 (3.4) 1.7 11.9 1.4 

Sime Darby SIME MK TB 9.10 11.00 
 

16,158 17.8 16.1 16.6 2.3 13.4 3.8 

IOI Corp IOI MK N 5.54 6.00 10,922 18.3 16.3 16.9 3.2 19.2 3.1 

KLK KLK MK N 16.84 17.80 5,312 20.8 19.4 15.7 2.9 14.6 3.9 

Hap Seng Plant HAPL MK TB 2.37 2.85 560 12.9 12.5 2.0 1.1 8.7 6.2 

Simple average 
   

  17.0 15.8 9.6 2.2 13.6 3.7 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB Research 
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 QUICK TAKES 

  7 January 2010 

        

TRADING BUY Maintained 
Indofood Agri Resources 

S$2.43 Target: S$2.75 

Ripe for a bullish start to 2010 Mkt.Cap: S$3bn/US$2,476m 
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IFAR SP / IFAR.SI Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising target price 
  

 Maintain Trading Buy but with a higher target price of S$2.75 (from S$2.25). As 
we go into 2010, we review the prospects for regional planters. Their earnings outlook 
remains favourable, thanks to higher CPO prices, increased output and lower 
operating costs as high-cost fertiliser stock has been drawn down. We retain our CPO 
price forecasts and earnings for plantation companies in our universe. However, we 
are raising our target price for Indofood Agri from S$2.25 to S$2.75 as we now apply a 
higher forward P/E of 18x instead of 15x to place it in line with big-cap Malaysian and 
Indonesian planters. We maintain our Trading Buy due to our bullish view on CPO 
prices, its attractive P/E valuations against regional peers and potential cost savings 
from London Sumatra. We expect re-rating catalysts from higher CPO prices, possible 
M&As and a better earnings report card. 

  

 Outlook for 2010 
  

 Maintain OVERWEIGHT on plantation sector. We expect plantation companies to 
benefit from a strong earnings recovery in 2010, not only from higher selling prices 
and production but also from lower operating costs. In 2009, some planters were still 
burdened by high-cost fertiliser stock carried over from the previous year. We 
understand that the high-cost stock should have been used up by end-2009, allowing 
planters to lower their operating costs in 2010. Other factors that could boost 
performances are potential M&As in the sector and our positive view on stock markets 
in Malaysia, Indonesia and Singapore.  

Upgrading Malaysian plantation sector to Trading Buy from Neutral. Aided by 
strong CPO prices, laggard Malaysian planters should outperform in the short term as 
they catch up with their Singapore peers. This underpins our upgrade of the Malaysian 
plantation sector from Neutral to Trading Buy. In 2010, we expect Malaysian planters 
with exposure to Sabah estates to perform better, given: 1) a recovery in FFB yields 
from the poor weather of the previous year; and 2) a higher CPO price threshold of 
RM3,000/tonne for windfall tax for East Malaysian planters against RM2,500 for 
Peninsular Malaysian planters.  

In line with our sector upgrade, we are raising Genting Plantations and Hap Seng 
Plantations to Trading Buy. About 70% of Genting Plantations’ palm-oil estates are in 
Sabah while all of Hap Seng Plantations’ mature palm-oil estates are located in 
Sabah. Our top big-cap pick in Malaysia remains Sime Darby. Recent upgrades in our 
Malaysian property and motor sector ratings to Overweight on improved fundamentals 
bode well for Sime Darby, which is the most profitable property developer in Malaysia 
and distributes BMW and Hyundai cars in the country. 
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Valuation and recommendation  
  

 Maintain Trading Buy with higher target price of S$2.75 (from S$2.25). We are 
keeping our earnings forecasts for Indofood Agri as our CPO price forecasts are 
intact. However, we are raising our target price to S$2.75 from S$2.30 to incorporate a 
higher target forward P/E of 18x, from 15x previously. Our new P/E target is at a 20% 
premium to the market P/E to reflect potential earnings upside from higher CPO 
prices. We continue to like Indofood Agri as it should be a prime beneficiary of higher 
CPO prices since it sells most of its CPO products on a spot basis. Also, its recent 
bond issue should ease refinancing risks. We expect re-rating catalysts from higher 
CPO prices, potential M&As and better-than-expected cost savings from London 
Sumatra. 

  

 Financial summary  

 

 

 

 

 

 

 

 

Price chart  
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Volume 100m (R.H.Scale) Indofood Agri Resources  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 6,505.6 11,840.5 9,827.6 11,161.7 12,477.5 

EBITDA (Rp bn) 1,529.2 3,087.6 2,718.6 3,172.3 3,743.9 

EBITDA margins (%) 23.5% 26.1% 27.7% 28.4% 30.0% 

Pretax profit (Rp bn) 1,489.2 1,519.1 2,831.6 2,480.6 3,065.6 

Net profit (Rp bn)  889.1 795.3 1,458.9 1,275.4 1,477.8 

EPS (S cts) 9.2 8.3 15.2 13.3 15.4 

EPS growth (%) (3.9%) (10.6%) 83.4% (12.6%) 15.9% 

P/E (x) 25.8 28.9 15.7 18.0 15.5 

Core EPS (S cts) 8.2 15.3 9.9 13.3 15.4 

Core EPS growth (%) 77.4% 85.7% (34.9%) 33.4% 15.9% 

Core P/E (x) 29.0 15.6 24.0 18.0 15.5 

Gross DPS (S cts) 0.0 0.0 0.0 0.9 1.1 

Dividend yield (%) 0.0% 0.0% 0.0% 0.4% 0.4% 

P/BV (x) 3.2 2.9 2.4 2.2 1.9 

ROE (%) 17.9% 10.5% 16.9% 12.8% 13.2% 

Net gearing (%) 37.1% 35.1% 40.2% 40.0% 32.5% 

EV/EBITDA (x) 19.1 9.7 11.7 10.4 8.8 

% change in EPS estimates                   - - - 

CIMB/Consensus (x)   0.77 0.90 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 

 

Figure 1: 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) CY2010 CY2011 (%) CY2010 CY2010 CY2010 

Indofood Agri IFAR SP TB 2.43 2.75 2,476 18.0 15.5 0.2 2.2 12.8 0.4 

Golden Agri GGR SP TB 0.58 0.69 
 

4,690 14.7 14.1 (6.5) 0.9 6.5 1.0 

Wilmar WIL SP O 6.79 8.30 30,358 17.8 15.6 8.4 2.5 14.8 1.4 

Simple average 
   

  16.8 15.1 0.7 1.9 11.4 0.9 
            

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

 
 
 
 
 
 
 


