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 • Upgrade to OVERWEIGHT due to more bullish price outlook. We are raising 
our regional plantation sector rating from Neutral to OVERWEIGHT following our 
7-18% CPO price upgrades for 2010-11 and rollover of our target prices to end-
2010. We believe plantation stocks will outperform in the short term as CPO price 
prospects look rosy for 1Q10. Singapore planters remain our top pick, followed by 
the Indonesian and Malaysian planters. 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, Astra Agro, London Sumatra, Indofood Agri, 
Sampoerna Agro and Golden Agri. 

• Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 
1% to US$700 per tonne after taking into account the weaker-than-expected CPO 
price performance YTD. However, we are raising our CPO price (cif) forecasts by 
7% to US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view 
of the recovering economy, potential impact of the ongoing El Nino on crops and 
a smaller crop from India due to the late monsoon. Our new local CPO prices are 
RM2,240 per tonne for 2009, RM2,380 for 2010 and RM2,450 for 2011.  

• CPO price to rally in medium term. We believe CPO price will trade in a tight 
range of around RM2,100-2,300 per tonne in Nov due to seasonally higher palm 
oil production by Indonesia and Malaysia. However, CPO price could rally towards 
the end of this year until 1Q10 on the back of supply worries and a pick-up in 
demand due to Chinese New Year (CNY) festivities, global economic recovery, a 
smaller domestic oilseed crop from India and increased biofuel mandate. We 
project CPO price to trade up to RM2,600 per tonne if the current El Nino causes 
drought conditions in key planting areas. However, the price strength may not be 
sustained into 2H10 if South America delivers a bumper soybean crop. 

• Upgrading earnings forecasts and target prices. In view of our higher CPO 
price forecasts and recent changes in our exchange rate assumptions, we are 
raising our FY10-11 earnings forecasts for all the planters in our coverage by up 
to 39%. This, along with some revision to our target P/Es and rollover of target 
prices to end-2010 bumps up our target prices by up to 45%. We are raising Astra 
Agro, London Sumatra and Bakrie Sumatra from Neutral to Outperform. Kuala 
Lumpur Kepong and Genting Plantations are upgraded from Underperform to 
Neutral.  

  

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 9.14 10.55 16,255 20.9 17.9 16.6 2.5 12.0 3.2 

IOI Corp IOI MK N 5.57 6.05 
 

10,341 21.3 18.0 14.5 3.9 16.3 1.9 

KLK KLK MK N 15.10 16.15 4,770 23.5 18.7 (5.3) 2.8 12.2 3.7 

Genting Plantations GENP MK N 6.10 6.70 1,368 19.8 14.5 (3.4) 1.8 9.5 1.3 

Hap Seng Plant HAPL MK N 2.29 2.65 542 14.3 11.9 3.4 1.1 11.0 5.6 

Wilmar WIL SP O 6.45 8.30 28,655 18.5 16.8 8.4 2.6 15.2 1.3 

Golden Agri GGR SP TB 0.45 0.56 3,748 20.9 11.9 (6.4) 0.7 3.5 0.7 

Indofood Agri IFAR SP TB 1.73 2.30 1,733 15.1 12.4 1.2 1.7 17.2 0.0 

Astra Agro AALI IJ O 22,200 30,300 3,713 17.2 15.3 1.0 5.4 34.3 2.3 

Lonsum LSIP IJ O 7,650 11,200 1,109 16.8 13.6 3.4 3.0 17.6 0.0 

Bakrie Plantation UNSP IJ O 680 970 274 11.9 8.9 (3.1) 0.9 12.2 1.1 

Sampoerna Agro SGRO IJ O 2,375 3,700 477 16.0 11.7 (0.3) 2.5 16.7 2.0 

Simple average 
   

  18.0 14.3 2.5 2.4 14.8 1.9 
            

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



[  2  ] 

 
 

 Background  
  

 We are upgrading the regional regional plantation sector to OVERWEIGHT after 
raising our CPO price forecasts for FY10-11 by 7-18% to account for weaker-than-
expected palm oil output in the current year and the impact of El Nino. This leads to 4-
39% earnings upgrades for FY10-11 for all the planters in our universe. As a result, all 
our target prices for planters have been adjusted upwards by up to 45%. We continue 
to prefer the Singapore-listed planters and Indonesian-listed planters as their 
valuations are more attractive than regional peers and production growth prospects 
are rosy. Wilmar remains our top pick due to its market leadership in the global palm 
oil sector, exposure to the growth of the China edible oil sector and M&A possibilities. 
We also like Indofood Agri, Astra Agro, London Sumatra, Golden Agri and Sampoerna 
Agro for their pure exposure to the CPO price rally. Sime Darby remains our pick for 
exposure to the Malaysian palm oil sector in view of the potential entry of strategic 
investors, better FFB yields and potential M&A. 

In this note, we review the performance of CPO price, update our price forecasts and 
look at the various factors that will be impacting CPO price in the coming year.  In our 
view, there is a high chance of a spike in CPO price in late Dec or early next year. Our 
optimism stems from (1) the risk of a lower soybean harvest from the US due to 
heavier-than-usual rainfall during the harvesting month, (2) improving global economic 
prospects, (3) potential adverse weather in key planting areas due to the 
strengthening El Nino, (4) weaker-than-expected palm oil supplies because of lower 
fertiliser input, replanting exercise and erratic weather, and (5) increasing usage of 
edible oils for fuel due to stronger government mandates for biofuel and rising oil 
price. The key risks to our optimistic price outlook for early next year are (1) higher-
than-expected oilseed and palm oil supplies, (2) slower-than-expected economic 
recovery, (3) higher import duties for edible oils in India, and (4) slower purchases by 
China and India if market players pare down inventories.        

  

 CPO price review 
  

 A recap of CPO price performance. International CPO price has appreciated 27% 
YTD to US$688 per tonne. In ringgit terms, it rose by a higher rate of 33% to RM2,165 
per tonne as the ringgit depreciated against the US$. CPO price rallied at the 
beginning of the year to an eight-month high of US$830 per tonne or RM2,848 per 
tonne in May 09 due to supply issues. The soybean harvest from South America fell 
16% yoy as its main planting areas were hit by severe drought. Meanwhile, palm oil 
yields in Malaysia and Indonesia were dampened by heavier-than-usual rainfall. After 
peaking in May, local CPO price eased to a low of RM2,000 per tonne but staged a 
mini rally to reach RM2,500 per tonne in mid-Aug due to fears of weaker-than-
expected palm oil output from East Malaysia.  Since then, palm oil prices have been 
trading in a narrower range of RM2,000-2,400 per tonne as concern over tight near-
term supplies is offset by rising palm oil supply prospects and predictions of bumper 
soybean crops from the US and South America.  

  

 Figure 1:  CPO price performance since 1 Jan 2009 
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 Source: Company, CIMB/CIMB-GK Research, Bloomberg 
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 Figure 2:  Quarterly CPO price trend since 2007 
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 Source: Bloomberg, Oil World, MPOB CIMB/CIMB-GK Research 

  

 How did CPO price fare in 2H09? Since the start of 2H09, CPO price has fallen 11% 
to US$688 (RM2,160) per tonne. We are not surprised by the correction as the high 
production season for palm oil and expectation of a bumper soybean harvest from the 
US and South America helped ease concern over the current tight global edible oil 
supplies. During this period, palm oil stocks for Malaysia rose to a 8-month high and 
US soybean crop projections were upgraded slightly. However, this was offset by the 
rising crude oil price and the downgrade in India’s domestic oilseed production due to 
the late monsoon season. Although we had highlighted all these factors in our 
previous note, we were still caught short by the weaker-than-expected recovery in 
palm oil production from East Malaysia and ongoing wet weather in the US which 
delayed the harvesting of the crops, leading to concern over the eventual outcome for 
crops. We were also surprised by the strength of crude oil price, which has jumped 
14% to US$80 per barrel since our last update. The strong crude oil price helped 
support the CPO price which did not fall to the RM1,800 low end of our predicted 
range. To recap, in our earlier note, we said that CPO price could hit a low of 
RM1,800 per tonne in 3Q should crude oil price weaken to US$50/barrel during the 
peak production season for palm oil. We also stated that should crude oil stay at 
US$70/barrel, CPO price would be supported at above RM2,000 per tonne.  

  

 Revising CPO price forecasts 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,100-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
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Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
imputing 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 2H10 if South America 
delivers bumper soybean crops. 

  

Figure 3:  Changes to our CPO price forecasts 

2008 2009 2009 % chge 2010 2010 % chge 2011 2011 % chge

0ld New Old New Old New

CPO - cif (US$ tonne) 949                       710            700            -1% 710            760            7% 670            790           18%

CPO - fob (US$ tonne) 831                       651            643            -1% 647            700            8% 600            720           20%

Ex-rate (RM/US$) 3.34                      3.50           3.45           -1% 3.48           3.40           -2% 3.50           3.40          -3%

CPO - fob (RM/tonne) 2,773                    2,280         2,240         -1% 2,250         2,380         6% 2,100         2,448        17%

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

Export tax 10% 1.5% 0.0% -100% 1.5% 3.0% 100% 0.0% 3.0% 0%

CPO - fob Indon 748                       641            643            0% 637            679            7% 600            698           16%

IDR rate 9,705                    10,500       10,450       0% 10,500       9,350         -11% 10,000       9,500        -5%

CPO - fob (IDR) 7,262                    6,733         6,718         0% 6,692         6,349         -5% 6,000         6,635        11%
. 

Source:, CIMB/CIMB-GK Research 

  

 What’s new? Since our last update, planters that we met have reported lower-than-
usual rainfall at some of their estates in Jun-Jul due possibly to a mild El Nino effect. 
Secondly, Sabah planters have come to a consensus that the exceptional weak FFB 
yields witnessed in the first nine months of this year is due to unusually heavy rainfall 
in 1Q, biological tree stress and the effect of dry weather experienced two years ago. 
They are now predicting a rebound in palm oil yields next year assuming the weather 
pattern normalises. Over in the US, soybean crops are progressing well but heavy rain 
has delayed the harvesting of the crops. As at 1 Nov 2009, only 51% of the soybeans 
have been harvested compared to 87% in a normal year. There is increasing concern 
that the yield prospects of the crop may deteriorate if the crops are not harvested 
soon. On the demand front, India has kept its zero import duties on edible oils intact in 
view of the weak monsoon, which raises the prospects of higher edible oil imports in 
the coming months. Crude oil price rose to US$80 per barrel from US$70 per barrel, 
which has helped to raise the floor price for CPO to RM2,500 (with subsidies) and 
RM1,980 (without subsidies).  

  

 Figure 4:  17 edible oils and fats supply-demand balance (m tonnes) 

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

Op stocks 17.5 17.5 16.7 17.1 15.5

Production 167.8 162.5 159.1 152.1 148.0

Chge in output 5.4 3.3 7.0 4.2 8.8

Imports 63.6 63.2 60.8 57.6 54.6

Exports 63.8 62.8 60.9 57.8 55.1

Consumption 168.3 162.7 158.2 152.4 145.9

Chge in consumption 5.5 4.5 5.9 6.4 8.5

Ending stocks 16.9 17.5 17.5 16.7 17.1

Stocks/usage 10.1% 10.8% 11.1% 10.9% 11.7%

Output growth 3.3% 2.1% 4.6% 2.8% 6.3%

Consumption growth 3.4% 2.9% 3.9% 4.4% 6.2%
 

 Source: Oil World, CIMB/CIMB-GK Research 
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 Closer analysis of supply-demand dynamics 
  

 
Palm oil stock rising but is 15% behind the year-ago level. Although palm oil 
supplies are trending higher seasonally, the stock level is unlikely to reach last year’s 
peak of 2.27m tonnes. We expect palm oil stocks to peak at 1.8m-1.9m tonnes in 
Nov/Dec. Despite the increase, palm oil stocks will still be around 15% behind last 
year’s level but above the comfortable 1.2 months of export coverage of 1.5m tonnes. 
There are no official statistics on palm inventories in Indonesia but Derom Bangun of 
Indonesian Palm Oil Board indicated that Indonesia’s palm oil stock as at end-Oct was 
1.7m tonnes, up slightly from 1.6m tonnes at end-Sep. However, the palm oil stock is 
not expected to reach last year’s high due to stronger demand. The rising palm oil 
stock level may limit CPO price upside in the near term as CPO prices tend to be 
inversely correlated to palm oil inventory (see Figure 5). 

 

 Figure 5:  CPO price inversely correlated to palm oil inventory in Malaysia 
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 Source: MPOB, Bloomberg, CIMB/CIMB-GK Research 

 
 Palm inventories will start to decline in 1Q10. We expect Malaysia’s palm oil stock 

level to decline in 1Q10 as palm trees enter their low production season. Historically, 
palm oil production in 1Q forms only 20-22% of the country’s full-year production (see 
Figure 6). Also, palm oil yield may disappoint due to the (1) heavier rainfall 
experienced by East Malaysian planters a year back which may have adversely 
affected the pollination of the oil palm trees (see Figure 8) and (2) weaker fertiliser 
input by farmers. We gathered that Southeast Asian countries bought less fertiliser in 
2008 due to high fertiliser prices and the slump in palm oil price in 2H08 (see Figure 
9). The decline signals lower fertiliser input for palm oil estates as oil palm players 
make up around 48% of total potash usage in Southeast Asia (see Figure 10). We 
gathered from planters that a reduction in fertiliser input will hurt palm oil yields a year 
later.    

  

 Figure 6:  1Q historically made up 21-23% of Malaysia’s full-year CPO production 

 2005 2006 2007 2008 2009E

1Q 22.8% 20.4% 20.3% 22.1% 21.7%

2Q 25.1% 25.4% 22.0% 24.3% 23.4%

3Q 27.3% 28.5% 28.5% 26.7% 26.0%

4Q 24.7% 25.8% 29.2% 26.8% 28.8%

2009 projection based on MPOB's estimates
 

 Source: Bursa Malaysia, CIMB/CIMB-GK Research 
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Figure 7: FFB production reported by planters in the latest quarter (tonnes) 

Company FYE Period
 Current 

Quarter 

 Last yr's

Quarter 
 yoy 

 Preceding 

Quarter 
 qoq 

Malaysian planters

Sime Darby Jun 1QFY10 2,737,978             2,624,811                4% 2,480,190 10.4%

IOI Corp Jun 1QFY10 886,230                1,062,317                (17%) 789,353 12.3%

KLK Sep 4QFY08 810,691                733,439                   11% 689,058 17.7%

Genting Plantation Dec 3QFY08 296,163                337,169                   (12%) 256,251 15.6%

Hap Seng Plantation Dec 3QFY08 163,267                193,994                   (16%) 147,551 10.7%

4,894,329             4,951,730                (1%) 4,362,403 12.2%

Indonesian planters (nucleus + plasma)

Astra Agro Dec 3QFY08 1,140,562             987,149                   16% 1,101,617 3.5%

Sampoerna Agro Dec 3QFY08 437,647                224,824                   95% 266,117 64.5%

1,578,209             1,211,973                30% 1,367,734 15.4%
 

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

  

 Figure 8: Erratic 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 109 99 131 121

Nov 115 74 133 108

Dec 98 118 75 100

Jan/Dec 107 106 123 112
 

 Source: Oil World, CIMB/CIMB-GK Research 

  

 Figure 9:  Southeast Asia’s fertiliser consumption dipped in 2008 

 

 

 Source: Fertecon, CIMB/CIMB-GK Research, Potash Corp 

  



[  7  ] 

 Figure 10:  Oil palm is a major user of potash in Southeast Asia 
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 Source: Fortecon, CIMB/CIMB-GK Research, Potash Corp 

  
 Below-average palm oil production growth in 2010. Initial palm oil production 

estimates for 2010 suggest global palm oil output growth of 6.2%. Although higher 
than a year ago, the growth will be below the historical 4-year CAGR of 8.4%. Palm oil 
output growth rates for Indonesia and Malaysia are expected to improve in 2010 but 
stay below the historical 4-year CAGR due to poor fertiliser input in the past year, 
higher replanting in 2009 due to government incentives and the impact of El Nino. 

  

 Figure 11:  Global palm oil output growth slower than historical 4-yr CAGR 

 Oil World Oil World Chg Chg 4-yr

m tonnes Global mkt share 2008 2009F 2010F 2009F 2010F CAGR

Indonesia 44% 18.9 20.1 21.8 6.7% 8.1% 11.6%

Malaysia 41% 17.6 17.3 17.9 -1.8% 3.7% 6.1%

Others 14% 6.0 6.4 6.8 5.4% 6.8% 6.4%

Total 100% 42.5 43.8 46.5 3.0% 6.2% 8.4%
 

 Source: Oil World, CIMB/CIMB-GK Research 

  
 Significant delay in US harvesting progress. The closely watched US soybean 

crops progressed well during the growing period. However, heavier-than-usual rainfall 
experienced recently has slowed harvesting progress. As at 1 Nov 2009, farmers have 
harvested 51% of soybean areas, up from 44% a week ago. However, this is much 
lower than last year’s 85% and the five-year average of 87% (see Figure 12). We 
gathered that drier weather projected in November is expected to allow farmers to 
speed up harvesting of the remaining crops. However, there is concern that the quality 
of the soybeans harvested may be damaged due to the late harvesting. As such, the 
progress of harvesting and final crop size will be a key price factor to watch in the near 
term. If harvesting activities progress well with minimal damage to crop size, it may 
dampen near-term price but would be within market expectations. Should the crop 
size surprise on the downside, then soybean price may strengthen due to concern 
over tighter supplies. 

  

 Figure 12:  Harvesting of US soybean crops is behind previous year due to wet weather 
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 Source: USDA, CIMB/CIMB-GK Research 

  



[  8  ] 

 Figure 13:  US soybean supply and demand (m tonnes) 

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

Opening stocks 3.8 5.6 15.6 12.2 7.0

Crop 89.0 80.8 72.9 87.0 83.5

Imports 0.30 0.38 0.29 0.26 0.11

Exports 36.7 34.95 31.7 30.41 25.6

Crushings 46.7 45.23 49.02 49.2 47.32

Other use 3.26 2.77 2.47 4.26 5.43

End stocks 6.4 3.76 5.58 15.62 12.23

Stock/usage 7.4% 4.5% 6.7% 18.6% 15.6%
 

 Source: Oil World (30 October 2009 edition), CIMB/CIMB-GK Research 

  
 Mixed progress in South America soybean plantings. The market is projecting a 

27% jump in soybean production in South America in the coming year. Last year, the 
South American nations were affected by the worst drought in 80 years, resulting in a 
16% decline in soybean production. Plantings commenced in Oct 09. Brazilian 
farmers are making good progress, having completed 35% of their targeted soybean 
plantings. However, Argentina’s soybean plantings have fallen behind expectations. 
The ongoing drought has reportedly prevented the timely planting of soybean, leading 
to unfavourable conditions for germination in Argentina. Oil World revealed that the 
moisture situation is critical in the two largest soybean producing states, which make 
up around 53-58% of the total soybean area in Argentina. It estimates that 6m-7m ha 
of intended soybean area are suffering from drought. The concern is that if rainfall 
does not improve by the optimal planting period which is until 22-25 Nov, this may 
lead to below-average yields for soybean crops. As such, there could be downside 
risk to Argentina crops which make up approximately 20% of global soybean 
production.  

  

 Figure 14:  World supply and demand of soybeans (m tonnes) 

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

Opening stocks 47.5 60.2 71.6 59.6 52.3

Production 246.8 212.2 220.9 237.5 222.3

N Hemisphere 122.7 114.8 105.1 121.4 117.6

EU-27 1.0 0.7 0.8 1.2 1.2

Canada 3.6 3.3 3.0 3.5 3.2

USA 88.5 80.8 72.9 87.0 83.5

China PR 14.5 15.7 13.8 16.0 16.8

India 8.9 8.5 9.4 7.9 7.4

Other N Hemisphere 6.2 5.8 5.3 5.8 5.5

S Hemisphere 124.1 97.4 115.8 116.2 104.8

Argentina 50.0 32.0 46.2 48.3 40.8

Brazil 63.0 57.6 60.0 58.7 56.9

Praraquay 6.4 3.9 6.3 5.9 3.8

Other S Hemisphere 4.7 3.9 3.3 3.3 3.2

Total supply 294.3 272.4 292.5 297.2 274.7

Disappearance 231.2 224.9 232.2 225.6 215.0

Crush 200.42 195.3 203.24 196.27 186.04

Other use 30.75 29.59 28.92 29.3 28.98

Ending stocks 63.1 47.5 60.2 71.6 59.6

USA 6.6 3.76 5.58 15.62 12.23

Argentina 25.76 17.47 25 26.66 19.24

Brazil 21.0 15.34 22.15 22.16 20.53

Other countries 9.74 10.9 7.47 7.17 7.64

Stocks/usage 27.3% 21.1% 25.9% 31.7% 27.7%
 

 Source: Oil World 30 October 2009, CIMB/CIMB-GK Research 
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 Strengthening El Nino could impact palm oil areas. The ongoing El Nino appears 
to have been strengthening in recent weeks. The Southern Oscillation Index (SOI), an 
indicator of El Nino, was weaker in Sep, leading some observers to believe the worst 
of El Nino may be behind us. In their recent updates, two influential weather 
forecasters, Australia’s Bureau of Meteorology (BOM) and National Oceanic and 
Atmospheric Administration (NOAA), concurred that the recent indicators suggest a 
strengthening El Nino. Although the strength of the El Nino remains unclear, the 
weather forecasters indicate that the most likely outcome is for El Nino to peak with at 
least moderate strength. The experts also believe that the El Nino will peak sometime 
during Nov-Jan and could last until Mar-May 2010. El Nino typically leads to below-
average rainfall for palm oil regions like Southeast Asia and heavier-than-usual rainfall 
in South America. The current El Nino has so far brought a weaker monsoon to India 
and subpar rainfall to Indonesia and Malaysia in Jul-Aug 09. In our latest price 
forecasts for 2010-11, we have assumed a moderate El-Nino impact. 

  

 Figure 15:  Historical strength of El Nino/ La Nina and 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 16:  Historical CPO price movements during La Nina and El Nino phases 
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 Source: BOM, Bloomberg, CIMB/CIMB-GK Research, Oil World 

  

 Figure 17:  Typical impact of El Nino during Dec-Feb 

 

 

 Source: NOAA, CIMB/CIMB-GK Research 
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 Positive about CPO demand prospects. We are now more bullish about demand 
prospects for CPO in 2010 due to (1) palm oil’s bigger price discount to soybean oil, 
(2) higher crude oil prices which support a higher CPO-biodiesel breakeven price, (3) 
reviving biodiesel mandates by governments, and (4) low import duties in India. 

Palm oil trades at attractive discount to soya oil. The widening price gap between 
soybean and palm oil could lead to more switching by price-sensitive consumers from 
the more expensive soya oil to palm oil. CPO’s price discount to soya oil has risen to 
US$207 per tonne as at 5 Nov 2009 from only US$110 per tonne in Jul 09. This is 
higher than the long-term average discount of US$110 per tonne but below the steep 
discount of US$455 seen in Nov 08.  

  

 Figure 18:  Narrowing CPO price discount against soybean oil  
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 Source: Bloomberg, CIMB/CIMB-GK Research,MPOB 

  
 CPO price lags behind the rise in crude oil price. CPO price has not followed 

crude oil price on its recent upswing, making the use of CPO for biodiesel production 
more feasible. Should crude oil price continue to rise at a faster rate than palm oil, we 
believe it would boost the usage of edible oils for biodiesel purpose and rekindle the 
positive correlation between crude oil and CPO. At the current CPO price of RM2,250 
per tonne, we estimate that the production of biodiesel would break even at a crude oil 
price of US$70/barrel with subsidies and US$90/barrel assuming no subsidies (see 
Figure 20)   

Rising usage of edible oils for biodiesels due to new biodiesel mandates. 
Starting Jan 2010, Brazil plans to raise its domestic biodiesel mandate from 4% to 5% 
while Argentina has set a 5% biodiesel requirement for that date. Malaysia is also 
working on a domestic biodiesel mandate for 2010 but has not decided on the 
targeted blend. Originally, the government planned a 5% biodiesel blend but recently 
indicated that it may revise it to 2-3% in view of the cost of implementation. 

 

 Figure 19:  CPO price did not track the crude oil price rally  
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 Source: Bloomberg, MPOB, Oil World 
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 Figure 20:  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 3.45            676                            1,194                            

40 270 420 3.45            932                            1,449                            

50 344 494 3.45            1,187                         1,704                            

60 418 568 3.45            1,442                         1,960                            

70 492 642 3.45            1,697                         2,215                            

80 566 716 3.45            1,953                         2,470                            

90 640 790 3.45            2,208                         2,726                            

100 714 864 3.45            2,463                         2,981                            

110 788 938 3.45            2,719                         3,236                            

80.0 566 716 3.45            1,953                         2,470                            
 

 Source: Industry sources, CIMB/CIMB-GK Research 

  

 
Low import duties expected to boost demand in India. We expect India’s demand 
for palm oil to remain healthy in 2010 in view of (1) the existing zero import duties for 
imported edible oils, (2) lower projected domestic oilseed crop in the current season, 
(3) attractive pricing of CPO relative to soya oil and (4) rising per capita consumption 
of edible oils. India’s current zero import duties for edible oils have raised demand for 
edible oils in the price-sensitive nation. The zero import tax is not expected to change 
in the near term due to the weak monsoon in the recent planting season. However, 
edible oil stocks at the ports remain high though market players appeared to have 
pared down some of their stocks in recent months. According to statistics from 
Seasaf, the country imported less palm oil on a yoy basis in Jun-Aug 09. However, 
demand picked up again in Sep ahead of the Deepavali festival (see Figure 21). The 
Soybean Processors Association in India expects the country’s soybean production 
for the current year to be 10% lower yoy due to the late arrival of the monsoon and 
late planting. India may have to import more palm oil to satisfy the rising demand. The 
country 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. Overall, we remain 
positive about India’s edible oil demand but are slightly concerned about the potential 
cutback in short-term demand to reduce inventories. 

  

 Figure 21:  India raised its palm oil imports in Sep after slowing down purchases in Jun-Aug 09 
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 Source: The Solvent Extractors’ Association of India, CIMB/CIMB-GK Research, 

  

 
Near-term concern over stocks but bright demand prospects in China. China, the 
world’s largest edible oil consumer, is reportedly still holding record stocks of edible 
oils. Oil World reported that the higher imports of edible oils have led to an 
accumulation of stocks at around 2.6m tonnes as at end of Sep, up from 1.8m tonnes 
a year ago. This may curb import requirements in the near term. Also, if China 
releases its soybean stockpiles to producers, it may lead to weaker palm oil exports to 
China, resulting in softer edible oil prices. However, the outlook for edible oil demand 
in China remains bright in view of the country’s strong economic growth prospects and 
rising income per capita.     
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 Figure 22:  China: Summary of 17 oils and fats (m tonnes) 

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

Production 21.9 21.1 19.5 19.4 19.4

Imports 9.6 10.4 9.7 9.4 7.6

Soya oil 2.2 2.5 2.7 2.4 1.5

Rape oil 0.4 0.5 0.3 0.3 0.0

Palm oil 6.0 6.3 5.6 5.5 5.2

Exports 0.2 0.2 0.2 0.2 0.4

Consumption 31.8 30.6 29.3 28.2 26.7

Soya oil 9.8 9.4 9.3 8.3 7.3

Rape oil 5.7 5.2 4.5 4.7 4.7

Palm oil 6.2 5.9 5.7 5.5 5.2

Population (m) 1,331                1,323                1,314                1,306                1,298                

Caput use (kilos) 23.9 23.1 22.3 21.6 20.6
 

 Source: Oil World 30 October 2009, CIMB/CIMB-GK Research 

  

 Valuation and recommendation  
  

 Upgrading earnings. We are raising our FY10-11 earnings for all the planters in our 
coverage by up to 39% to account for the higher CPO price forecasts and recent 
changes in our exchange rate assumptions. Our earnings upgrades are higher for the 
pure plantation players and players with less exposure to East Malaysian estates. 
Apart from upgrading our CPO price assumption, we have also lowered our FFB yield 
assumptions due to the erratic weather and the dry weather experienced in the middle 
of the year for selected planters. We are also raising our operating cost projections for 
FY11 as we expect fertiliser prices to be firmer in view of the better palm oil prices. 
Our FY09 earnings forecasts for our entire plantation universe are fine-tuned to reflect 
our new CPO price assumptions and production updates. 

  

Figure 23:  Changes to earnings estimates 

 FY09F FY09F FY10F FY10F FY11F FY11F

Bef A ft B ef A ft Bef A ft

EPS (rep or ting  cu rr ) FY End Cu rr FY09F FY09F Chg e FY10F FY10F Chge FY11F FY11F Chge

Genting Plantation Dec sen 31.7 30.8 -3% 40.3 42.0 4% 40.4 44.5 10%

HS Plant Dec sen 17.1 16.0 -6% 20.3 19.2 -5% 18.4 19.7 7%

IOI Corp Jun sen 23.6 23.6 0% 29.1 29.2 0% 31.9 33.0 3%

KL Kepong Sep sen 60.1 59.0 -2% 73.8 76.0 3% 64.9 82.0 26%

Sime Darby Jun sen 37.9 37.9 0% 48.4 49.4 2% 49.2 52.9 8%

Average Cu rr -3% 1% 11%

Golden Agri Dec S$c ts 2.3 2.1 -9% 3.5 3.6 3% 3.0 3.8 27%

Indofood Agri Dec S$c ts 15.2 15.2 0% 13.9 13.4 -4% 13.5 15.5 15%

Wilmar Int Dec S$c ts 26.4 33.8 28% 29.4 37.1 26% 32.4 42.5 31%

Average 6% 8% 24%

As tra Agro Dec R p 1,296      1, 273          -2% 1,361      1, 456       7% 1, 417   1,682    19%

London Sumatra Dec R p 447         454            2% 535 561 5% 658      746       13%

Bakrie Sumatra Dec R p 60           57              -5% 66  76   15% 63        88         39%

Sampoerna Agro Dec R p 141         149            5% 188 204 8% 198      248       25%

Average 0.2% 9% 24%
 

Source:, CIMB/CIMB-GK Research 

  

 Upping target prices by 2-45%. We are increasing the target prices for all the 
planters under our coverage by 2-45% for (1) the earnings revisions, (2) adjustment to 
our target P/E multiples, and (3) rollover of our target prices for selected planters. 
Indonesian planters’ P/E valuations were also recently adjusted upwards to bring them 
in line with regional peers. For the pure CPO players listed in Singapore, we have 
lowered their P/E multiples by 1x to 15x to align it to the market P/E. 

Five planters upgraded following target price changes. Following our earnings 
and target price review, we make four upgrades in our plantation universe. In 
Indonesia, Astra Agro, Bakrie Sumatra and London Sumatra are upgraded from 
Neutral to Outperform. Over in Malaysia, Kuala Lumpur Kepong and Genting 
Plantations are raised from Underperform to Neutral in view of their better earnings 
prospects.  
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Figure 24:  Changes to our target prices and basis 

Currency Current Previous New Upside/ Basis of TP

Companies price TP TP (Downside)

Genting Plantation RM/share 6.10 6.00 6.70 10% Based on CY11 P/E - 15x

IOI Corp RM/share 5.57 5.75 6.00 8% Based in CY11 P/E of 18x

KL Kepong RM/share 15.10 13.80 16.15 7% Based on SOP (plant P/E 17x)

Hap Seng Plant RM/share 2.29 2.50 2.65 16% Based on CY11 P/E of 13.5x

Sime Darby RM/share 9.14 10.30 10.55 15% Based on SOP (plant P/E 17x)

Golden Agri SGD/share 0.445 0.56 0.58 30% Based on CY11 P/E of 15x (prev 16x)

Indofood Agri SGD/share 1.73 2.20 2.30 33% Based on CY10 P/E -15x (prev 16x)

Wilmar Int SGD/share 6.45 5.80 8.40 30% Based on CY10 P/E  - 20x (prev 19x)

Astra Agro Rp/share 22,200       25,500          30,300        36% Based on CY11 P/E - 18x (prev 18x)

London Sumatra Rp/share 7,650         7,900            11,200        46% Based on CY11 P/E - 15x (prev 15x) 

Bakrie Sumatra Rp/share 680            800               970              43% Based on CY11 P/E - 11x (prev 10x) 

Sampoerna Agro Rp/share 2,375         3,000            3,700           56% Based on CY11 P/E - 15x (prev 15x) 

. 

Source:, CIMB/CIMB-GK Research, 

  
 Upgrade to OVERWEIGHT due to our more bullish price outlook. We are raising 

our rating for the regional plantation sector from Neutral to OVERWEIGHT due to our 
more bullish stance on CPO price. Any near-term share price weakness stemming 
from concern over rising stockpiles should be viewed as an opportunity to accumulate 
the shares and position for a rally in share prices in 1Q10. Prices are set for an 
upswing given the potential palm oil supply shortfall due to poor weather, higher 
replanting of old trees and lower fertiliser input. There is no change to our Overweight 
stance on the Singapore and Indonesian planters as well as our Neutral call on the 
Malaysian planters. For exposure to the regional palm oil sector, Singapore is our top 
pick, followed by Indonesia and Malaysia.  

Singapore is our top choice. We like the Singapore planters because share liquidity 
is good and the pure CPO plays offer more compelling valuations than their regional 
peers. Furthermore, Singapore planters have been underperforming the market over 
the past month due to weak CPO prices, the deferment of the listing of Wilmar China 
and the sale of Indofood Agri shares by a major shareholder. We are raising our target 
price for Wilmar from RM5.80 to RM8.20 to account for our higher earnings projection, 
rollover of the target price to end-CY10 and a higher target forward P/E multiple of 
20x. Wilmar remains our top pick in the region due to its market leadership position in 
the edible oil sector, exposure to the growing China food market, strong business 
model and management. The stock continues to offer two potential re-rating catalysts 
in the form of the listing of its China operations and higher weighting in major indices 
due to improved liquidity. For a more leveraged play on CPO price, we recommend 
Indofood Agri and Golden Agri. For Indofood Agri, we are also expecting potential cost 
savings from the merger exercise and additional contribution from its sugar division in 
the coming year. In the case of Golden Agri, the potential earnings surprise will have 
to come from potential acquisitions. 

Indonesia planters offer superior output growth. Aside from a more favourable 
price outlook, we like Indonesian planters for their superior production profile which is 
less susceptible to a prolonged drought. Given the higher target prices, we lift Astra 
Agro, Bakrie Sumatra and Lonsum from Neutral to Outperform while maintaining our 
Outperform on Sampoerna Agro. We are assigning 18x P/E to Astra Agro, similar to 
its larger Malaysian peers and a premium to the JCI multiple due to 1) the strong 
momentum in a rising CPO price environment, which in turn translates into an above-
market earnings growth outlook, 2) strong cash generation and potentially above-
average dividend yield, and 3) above-average corporate governance track record. We 
are placing a 20% P/E discount relative to Astra Agro for Lonsum (similar to our target 
P/E for IFAR) and Sampoerna Agro (due to its smaller size). We attach a hefty 
discount of 40% to Bakrie Sumatra due to its high gearing and overhang from a 
potential cash call. Our top picks are Astra Agro for a more liquid, larger-cap and pure 
CPO play and Sampoerna Agro as we see three key imminent catalysts in its higher-
than-peers growth in CY10, better margin outlook as the estate mix tilts in favour of 
nucleus estates and potential significant boost from seeds should industry-wide 
planting pick up.   

Malaysian planters pricey relative to peers. We continue to rate the Malaysian 
plantation sector a Neutral due to its premium P/E valuations against its regional 
peers. We believe that over time, the P/E rating for the Malaysian and Indonesian 
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planters will narrow as Malaysian planters’ output growth is increasingly driven by their 
estates in Indonesia. However, we are upgrading Genting Plantations and KLK to 
Neutral as their valuations are less demanding following our earnings upgrade and the 
stocks are likely to perform in line with market in the event of a CPO price upswing. 
Sime Darby remains our top pick in view of the potential share price triggers of higher-
than-expected cost savings, earnings-enhancing acquisitions, rising CPO price and 
stronger property sales. 

Top calls in the sector. For exposure to the regional plantation sector, we continue 
to prefer large-cap liquid planters.  Wilmar remains our preferred long-term top pick for 
its (1) market leadership in palm oil trades and China’s edible oil market, (2) potential 
increase in its weighting in the MSCI and FSSTI following the increase in the stock’s 
free float, and (3) M&A possibilities. For high earnings leverage to the CPO price, our 
picks are Indofood Agri and Golden Agri for their attractive valuations relative to their 
comparables in Singapore. Sime Darby remains our sole pick for exposure to the 
sector in Malaysia on the back of potential entry of strategic investors, improved FFB 
yields from its estates and M&A activities. In Indonesia, our top picks are Astra Agro 
and Sampoerna Agro for their strong management and attractive valuations. 

  

Figure 25:  Performance of regional planters relative to their market indices (%) 

 
Bloomberg Market Cap Weighting Rel Rel Rel

Co name ticker (US$m) 1m 3m 6m

Malaysia

IOI Corp IOI MK 9,834                30.4% 2.7 1.5 3.5

KL Kepong KLK MK 4,691                14.5% 4.4 11.7 11.2

Genting Plantation GENP MK 1,357                4.2% (1.9) 0.4 0.0

Sime SIME MK 15,978              49.3% 3.4 3.4 13.9

Hap Seng Plant HAPL MK 534                  1.6% (3.5) (5.3) (15.7)

Relative performance w eighted by  market cap 32,394              100% 3.00 3.75 9.27

Indonesia

Astra Agro AALI IJ 3,639                66.3% 8.2 12.3 (10.3)

London Sumatra LSIP IJ 1,104                20.1% 0.2 8.2 (6.0)

Sampoerna Agro SGRO IJ 470                  8.6% 19.1 26.0 5.6

Bakrie Sumatra UNSP IJ 276                  5.0% (17.7) (19.1) (35.0)

Relative performance w eighted by  market cap 5,489                100% 6.21 11.07 -9.30

Singapore 

Wilmar WIL SP 28,655              84.0% (0.4) 1.1 36.7

Indofood Agri IFAR SP 1,726                5.1% 0.2 7.7 18.8

Golden Agri GGR SP 3,748                11.0% (2.6) (0.9) (15.2)

34,129              100% -0.64 1.20 30.12Relative performance weighted by market cap

 

Source: Bloomberg, CIMB/CIMB-GK Research 

  
  

Figure 26:  YTD share price performance of plantation stocks under coverage  

 Cu rr ency 1 Jan 2009 9-Nov-09 YTD  abs perf YTD  r el  to  in d ex 24M  h ig h 24M  low Chge fr om  24M's hig h

Sime Darby RM 5. 20           9 .14               76% 31% 13.30 5. 00 -31%

IOI Corp RM 3. 56           5 .57               56% 12% 8.55 2. 19 -35%

KL Kepong RM 8. 90           15.10             70% 25% 19.20 7. 15 -21%

Genting P lantation RM 3. 54           6 .10               72% 28% 9.30 2. 65 -34%

Hap Seng Plant RM 1. 59           2 .29               44% -1% 3.68 1. 34 -38%

Wilm ar S$ 2. 79           6 .45               131% 78% 5.64 1. 80 14%

Golden Agri S$ 0. 24           0 .45               89% 36% 1.06 0. 16 -58%

Indofood Agr i S$ 0. 53           1 .73               226% 174% 3.14 0.375 -45%

As tra Agro Rp 9,800         22,200            127% 49% 34, 000      4 ,600       -35%

London Sum atra Rp 2,925         7,650             162% 84% 13, 700      1 ,480       -44%

Bakrie Sumatra Rp 260            680                162% 84% 2, 825        435         -76%

Sampoerna Agro Rp 1,190         2,375             100% 22% 4, 850        1 ,620       -51%

FSST I 1,762         2,693             53% 3, 831        1 ,457       -30%

KLCI 877            1,268             45% 1, 516        829         -16%

JC I 1,355         2,406             78% 2, 830        1 ,111       -15%

CPO pr ice RM /tonne 1,630         2,184             34% 4, 203        1 ,404       -48%

CPO pr ice USD/tonne 540            688                27% 1, 395        435         -51%
. 

Source:, CIMB/CIMB-GK Research 
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 Raising target price to RM10.55 
  

 We are raising our FY10-11 net profit forecasts for Sime Darby by 2-7.5% in view of 
our CPO price upgrades. This raises our SOP-based target price from RM10.30 to 
RM10.55. We maintain our TRADING BUY call on the stock, with the potential share 
price triggers being higher-than-expected cost savings, earnings-enhancing 
acquisitions, rising CPO price and stronger property sales.  

  

 CPO price outlook 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
imputing 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 2H10 if South America 
delivers bumper soybean crops. 

  



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

 

Valuation and recommendation  
  

 Top pick in the Malaysian plantation sector. We are raising our FY10-11 earnings 
forecasts by 2-7.5% to account for our new CPO price assumptions. As a result, our 
SOP-based target price goes up from RM10.30 to RM10.55. Sime Darby remains our 
top pick in the Malaysian plantation sector for its improved transparency, potential 
yield enhancement for its estates and earnings-accretive M&As. We continue to rate 
the stock a TRADING BUY in view of the potential share price triggers of higher-than-
expected cost savings, earnings-enhancing acquisitions, rising CPO price and 
stronger property sales. 

  

 Financial summary  
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FYE Jun 2008 2009 2010F 2011F 2012F 

Revenue (RM m) 34,044.7 31,013.7 35,015.4 36,982.0 39,418.4 

EBITDA (RM m) 5,935.5 3,901.0 5,200.1 5,580.7 6,275.9 

EBITDA margins (%) 17.4% 12.6% 14.9% 15.1% 15.9% 

Pretax profit (RM m) 5,206.4 3,071.6 4,222.6 4,523.2 5,139.4 

Net profit (RM m)  3,512.1 2,280.1 2,968.5 3,179.8 3,613.0 

EPS (sen) 58.4 37.9 49.4 52.9 60.1 

EPS growth (%) 45.7% (35.1%) 30.2% 7.1% 13.6% 

P/E (x) 15.6 24.1 18.5 17.3 15.2 

Core EPS (sen) 58.2 37.9 49.4 52.9 60.1 

Core EPS growth (%) 47.0% (34.8%) 30.2% 7.1% 13.6% 

Core P/E (x) 15.7 24.1 18.5 17.3 15.2 

Gross DPS (sen) 50.9 25.7 33.4 35.8 40.6 

Dividend yield (%) 5.6% 2.8% 3.7% 3.9% 4.4% 

P/BV (x) 2.5 2.6 2.4 2.2 2.1 

ROE (%) 18.0% 10.6% 13.4% 13.4% 14.2% 

Net gearing (%) N/A 8.9% 14.4% 16.0% 17.0% 

Net cash per share (RM) 0.27 N/A N/A N/A N/A 

P/FCFE (x) 32.7 1,408.3 (128.6) 105.7 27.5 

EV/EBITDA (x) 8.9 14.5 11.1 10.5 9.5 

% change in EPS estimates                   2% 7.5% - 

CIMB/Consensus (x)   1.07 1.06 1.11  

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 

 Figure 1:  SOP valuations 

  Value Sim e Darby's 

Assets Valuat ion m ethod (RM m) stake (RM m)

Plantation  Forw ard P/E of 17x 41,272.9 41,272.9

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

Industrials Forw ard P/E of 14x 10,005.9 10,005.9

Motor Vehicles Forw ard P/E of 12x 2,247.9 2,247.9

Energy  busines s 1.5x  P/NBV 1,050.0 1,575.0

Others 1.5X P/BV 396.0 396.0

Cash As at 31 Marc h 2009 3,365.1

Debts As at 31 Marc h 2009 (5,717.6)

Ramunia  assets 2.5x  BV 1,167.5

Less : cost of acquiring Ram unia assets (560.0)

To tal RNAV 63,405.7

No. of shares (m) 6,009.4

SOP per  share (RM) 10.55
 

 Source: Company, CIMB Research 
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 QUICK TAKES 

  10 November 2009 

CIMB Research Report  Syariah-compliant stock 

NEUTRAL Maintained 
IOI Corporation Bhd 

RM5.57 Target: RM6.05 

Better harvest in 2010 Mkt.Cap: RM34,942m/US$10,341m 

 
Palm Oil & Rubber  
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IOI MK / IOIB.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Raising target price to RM6.05 
  

 We are bumping up our FY11-12 earnings forecasts for IOI Corp by 4-7.3% in view of 
our CPO price upgrades. In line with our earnings revision, we up our target price from 
RM5.75 to RM6.05, still tagging a target forward P/E of 18x. Our 18x target factors in 
a 20% premium over our target market P/E of 15x to reflect IOI Corp’s good share 
liquidity. We are also tweaking our FY10 earnings forecasts down by 1% for lower 
FFB yields due to the weak production achieved in Jul-Sep 09. The stock remains a 
NEUTRAL. Although it is not cheap relative to its regional rivals, its share price is 
supported by the more upbeat prospects for its Singapore condo project which is due 
for launch in 1HCY10. For exposure to the Malaysian planters, we continue to prefer 
Sime Darby. 

  

 CPO price outlook 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
imputing 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 
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El Nino. However, the price strength may not be sustained in 2H10 if South America 
delivers bumper soybean crops. 

  
 

Valuation and recommendation  
  

 Staying NEUTRAL despite higher target of RM6.00. We are tweaking our FY10 
earnings forecasts down by 1% for lower FFB yields due to the weak production 
achieved in Jul-Sep 09. This more than offsets the marginal increase in CPO price 
assumption for FY10. However, we are raising our FY11-12 earnings forecasts by 4-
7.3% for higher CPO price assumptions. In line with our earnings revision, we up our 
target price from RM5.75 to RM6.05, still tagging a target forward P/E of 18x. Our 
target of 18x factors in a 20% premium over our target market P/E of 15x to reflect IOI 
Corp’s good share liquidity. The stock remains a NEUTRAL. Although it is not cheap 
relative to regional rivals, its share price is supported by the more upbeat prospects 
for its Singapore condo project which is due for launch in 1HCY10.  

  

 Financial summary  
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Volume 10m (R.H.Scale) IOI Corporation Bhd  

FYE Jun 2008 2009 2010F 2011F 2012F 

Revenue (RM m) 14,655.1 14,600.4 15,680.3 17,713.4 18,647.7 

EBITDA (RM m) 3,394.8 1,870.3 2,586.7 2,968.8 3,122.3 

EBITDA margins (%) 23.2% 12.8% 16.5% 16.8% 16.7% 

Pretax profit (RM m) 3,095.2 1,550.5 2,298.0 2,716.5 2,898.6 

Net profit (RM m)  2,231.6 983.9 1,799.7 2,086.9 2,227.1 

EPS (sen) 36.4 16.0 28.7 33.3 35.5 

EPS growth (%) 54.6% (55.9%) 79.1% 16.0% 6.7% 

P/E (x) 15.3 34.7 19.4 16.7 15.7 

Core EPS (sen) 32.1 23.6 28.7 33.3 35.5 

Core EPS growth (%) 60.8% (26.5%) 21.8% 16.0% 6.7% 

Core P/E (x) 17.4 23.6 19.4 16.7 15.7 

FD core EPS (sen) 31.9 23.2 28.2 32.6 34.8 

FD core P/E (x) 17.4 24.1 19.8 17.1 16.0 

Gross DPS (sen) 16.7 9.7 11.6 13.3 14.2 

Dividend yield (%) 3.0% 1.7% 2.1% 2.4% 2.6% 

P/BV (x) 4.1 4.2 3.7 3.2 2.8 

ROE (%) 27.7% 11.9% 20.4% 20.4% 18.9% 

Net gearing (%) 32.7% 31.2% 15.2% 7.0% N/A 

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

P/FCFE (x) 11.6 11.9 27.8 22.4 18.9 

EV/EBITDA (x) 10.6 19.3 13.7 11.6 10.7 

% change in EPS estimates                   -1.3% 4.2% 7.3% 

CIMB/Consensus (x)   1.04 1.08 1.11  
 

      

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

  10 November 2009 

CIMB Research Report  Syariah-compliant stock 

NEUTRAL Upgraded 
Kuala Lumpur Kepong Bhd 

RM15.10 Target: RM16.15 

Better harvest in 2010 Mkt.Cap: RM16,119m/US$4,770m 

 
Palm Oil & Rubber  
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KLK MK / KLKK.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Upgrade to Neutral 
  

 We are upgrading KL Kepong from Underperform to NEUTRAL following our target 
price and earnings upgrades. FY10-11 earnings numbers are jacked up 7-32% for 
higher CPO price assumptions and better FFB yields from its estates. In a recent 
meeting, we gathered from management that its young estates are recording better-
than expected yields due to its improved planting materials. However, we are trimming 
our FY09 earnings forecast by 1% as a result of lower-than-expected non-
manufacturing earnings. In line with our earnings revision, our SOP-based target price 
rises from RM13.80 to RM16.15. The stock is a Neutral as the brighter earnings 
prospects and our expectation of a potential rally in CPO price in 1Q10 are 
counteracted by the stock’s pricey valuations. 

  

 CPO price outlook 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
imputing 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 
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El Nino. However, the price strength may not be sustained in 2H10 if South America 
delivers bumper soybean crops. 

  
 

Valuation and recommendation  
  

 Raising SOP-based target price to RM16.15. We are lowering our FY09 earnings 
forecast by 1% to account for lower-than-expected non-manufacturing earnings 
contribution. However, our FY10-11 earnings are raised by 7-32% to account for our 
higher CPO price forecasts and higher FFB yields from its estates. In a recent 
meeting, we gathered from management that its young estates are recording better-
than expected yields. In line with our earnings revision, our SOP-based target price 
rises from RM13.80 to RM16.15. In view of the group’s brighter earnings prospect, we 
upgrade it from Underperform to NEUTRAL. For exposure to pure CPO players, we 
prefer the Singapore planters. In Malaysia, our top plantation pick is Sime Darby. 

  

 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 7,855.4 6,465.7 6,974.7 7,392.9 

EBITDA (RM m) 1,043.0 1,636.9 1,155.2 1,463.7 1,535.4 

EBITDA margins (%) 20.6% 20.8% 17.9% 21.0% 20.8% 

Pretax profit (RM m) 886.5 1,445.5 909.3 1,166.1 1,262.9 

Net profit (RM m)  694.2 1,040.7 633.6 846.5 916.8 

EPS (sen) 65.0 97.5 59.3 79.3 85.9 

EPS growth (%) 59.3% 49.9% (39.1%) 33.6% 8.3% 

P/E (x) 23.2 15.5 25.4 19.0 17.6 

Core EPS (sen) 65.0 101.3 59.3 79.3 85.9 

Core EPS growth (%) 99.8% 55.8% (41.4%) 33.6% 8.3% 

Core P/E (x) 23.2 14.9 25.4 19.0 17.6 

Gross DPS (sen) 49.9 78.1 53.2 66.5 66.5 

Dividend yield (%) 3.3% 5.2% 3.5% 4.4% 4.4% 

P/BV (x) 3.3 2.9 2.9 2.7 2.5 

ROE (%) 14.7% 19.9% 11.4% 14.6% 14.7% 

Net gearing (%) 11.1% 10.8% 13.6% 11.9% 10.4% 

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

P/FCFE (x) 51.8 9.7 (33.1) 16.1 24.3 

EV/EBITDA (x) 16.0 10.2 14.6 11.5 10.9 

% change in EPS estimates                               -1.2% 7.4% 32% 

CIMB/Consensus (x)   0.97 1.00 0.99 
 

 
      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 
 

 Figure 1:  SOP valuations 

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

Plantations 100.0% 2011 P/E of 17x 14,535.3                     14,535.3                      

Manufacturing 100.0% 1x NBV 1,449.9                       1,449.9                        

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

Yule Catto 18.9% Market value 403.2                          76.2                             

Property 100.0% 1.5x NBV 444.4                          444.4                           

Associates 100.0% 1x NBV 258.5                          258.5                           

Investments 100.0% As at 30 Jun 2009 214.8                           

Net cash/ (debt) As at 30 Jun 2009 (497.7)                          

SOP value for KL Kepong 17,260.5                      

No of shares (m) 1,068.8                        

SOP per KLK share (RM) 16.15                            

 Source: Company, CIMB Research, 
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 QUICK TAKES 

  10 November 2009 

CIMB Research Report  Syariah-compliant stock 

NEUTRAL Upgraded 
Genting Plantations Bhd 

RM6.10 Target: RM6.70 

Better harvest in 2010 Mkt.Cap: RM4,623m/US$1,368m 
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GENP MK / GENP.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Upgrading rating to Neutral 
  

 We are raising our call on Genting Plantations from Underperform to NEUTRAL in 
view of our more bullish outlook on CPO price for 2010-11 and the stock’s recent 
underperformance against the market. We are upping our FY10-11 earnings 
forecasts by 4-10% to account for our CPO price upgrade and higher fertiliser cost 
assumptions. However, we are nudging our FY09 earnings forecasts down 3%, 
having reduced our 2009 CPO price forecast by RM30 per tonne. For exposure to 
pure palm oil plays, we prefer the Singapore and Indonesian planters. In Malaysia, 
we continue to prefer Sime Darby.  

  

 CPO price outlook 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
imputing 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 2H10 if South America 
delivers bumper soybean crops. 
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Valuation and recommendation 
  

 Raising target price to RM6.70 and rating to Neutral. We are cutting our FY09 
earnings forecast by 3% to account for a slightly lower CPO price assumption.  
However, our FY10-11 earnings forecasts are upgraded by 4-10% to account for our 
CPO price revision as well as higher fertiliser cost assumptions. In line with the 
earnings upgrade, our target price rises from RM6.00 to RM6.70. We continue to 
value the stock at our target forward P/E of 15x for the market. Based on our revised 
earnings, valuations are less demanding.  In view of this and our more optimistic view 
on CPO price, we upgrade the stock from Underperform to NEUTRAL. 

  

 Financial summary  
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Volume 10m (R.H.Scale) Genting Plantations Bhd  

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) 13.4 12.4 19.8 14.5 13.7 

Core EPS (sen) 45.5 49.3 30.8 42.0 44.5 

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

Core P/E (x) 13.4 12.4 19.8 14.5 13.7 

Gross DPS (sen) 14.0 10.0 8.0 9.0 9.0 

Dividend yield (%) 2.3% 1.6% 1.3% 1.5% 1.5% 

P/BV (x) 2.2 2.0 1.8 1.6 1.5 

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) 14.1 34.7 229.7 40.7 29.7 

EV/EBITDA (x) 8.9 8.4 12.9 9.5 8.7 

% change in EPS estimates                   -3% 4.2% 10% 

CIMB/Consensus (x)   1.00 1.02 0.98  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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NEUTRAL Maintained 
Hap Seng Plantations Holdings 

RM2.29 Target: RM2.65 

A better harvest in 2010 Mkt.Cap: RM1,832m/US$542m 
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HAPL MK / HAPP.KL Ivy Ng Lee Fang CFA +60(3) 2084 9697 – ivy.ng@cimb.com       
 
 
 

 Upgrading target price 
  

 We are raising our FY11 earnings forecast for Hap Seng Plantations by 7% to account 
for our upgrade of CPO price which more than offsets lower yields and higher cost 
assumptions. In line with the earnings upgrade, our end-CY10 target price rises from 
RM2.50 to RM2.65. Our valuation basis remains 13.5x P/E, a 10% discount to our 
target market P/E of 15x, in view of its lower liquidity. We are cutting our FY09-10 
earnings forecasts by 5-6% for lower FFB yields resulting from the poor weather in 
Sabah. Erratic weather in Sabah led to surprisingly weak yields for the group’s estates 
in the first nine months of the year. The softer yields wiped out our CPO price upgrade 
for FY10. The stock remains a NEUTRAL as its attractive P/E valuations and strong 
dividend yields are offset by subpar FFB output growth prospects and weaker-than-
expected yields in East Malaysia. For exposure to a pure CPO play, we prefer 
Indofood Agri in Singapore. Our top plantation pick in Malaysia is Sime Darby. 

  

 CPO price outlook 
  

 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 
to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
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imputing 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 2H10 if South America 
delivers bumper soybean crops. 

  
 

Valuation and recommendation  
  

 Maintain NEUTRAL rating but raising target price to RM2.65. . We are cutting our 
FY09-10 earnings forecasts by 5-6% for lower FFB yields resulting from the poor 
weather in Sabah. Erratic weather in Sabah led to surprisingly weak yield for the 
group’s estates in the first nine months of the year. The weaker yields more than offset 
our CPO price upgrade for FY10. However, we are raising our FY11 earnings forecast 
as the higher CPO price forecast more than offsets the lower yields and higher cost 
assumption. In line with the earnings upgrade, we are raising our end-CY10 target 
price from RM2.50 to RM2.65. Our valuation basis remains 13.5x P/E, a 10% discount 
to our target market P/E of 15x, in view of its lower liquidity. The stock remains a 
NEUTRAL as its attractive P/E valuations and strong dividend yields are offset by 
subpar FFB output growth prospects and weaker-than-expected yields for its East 
Malaysian estates. For exposure to a pure CPO play, we prefer Indofood Agri in 
Singapore. 

  

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

FYE Dec  2008 2009F 2010F 2011F 

Revenue (RM m)  429.4 381.4 408.6 419.4 

EBITDA (RM m)  199.6 194.0 229.5 236.4 

EBITDA margins (%)  46.5% 50.9% 56.2% 56.4% 

Pretax profit (RM m)  181.4 170.5 204.9 210.6 

Net profit (RM m)   142.7 127.9 153.7 157.9 

EPS (sen)  17.8 16.0 19.2 19.7 

EPS growth (%)  N/A (10.4%) 20.2% 2.7% 

P/E (x)  12.8 14.3 11.9 11.6 

Gross DPS (sen)  13.5 12.8 15.4 15.8 

Dividend yield (%)  5.9% 5.6% 6.7% 6.9% 

P/BV (x)  1.1 1.1 1.1 1.0 

ROE (%)  17.3% 7.7% 9.1% 9.0% 

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)  (85.9) 10.6 12.7 16.0 

EV/EBITDA (x)  9.4 9.6 7.9 7.6 

% change in EPS estimates                   -6% -5% 7% 

CIMB/Consensus (x)   0.92 0.95 0.93  

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

  10 November 2009 

        

OUTPERFORM Maintained 
Wilmar International Ltd 

S$6.45 Target: S$8.30 

Better harvest in 2010 Mkt.Cap: S$39,726m/US$28,655m 
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 Rolling target price to end-CY10 
  

 Maintain Outperform; Wilmar remains our top pick. We continue to favour Wilmar 
for its strong business model, market leadership in the edible oils sector and exposure 
to the growing Chinese edible oils and oilseeds markets. Following a recent review of 
CPO prices, we are raising our earnings forecasts for Wilmar by 29-31% for FY09-11 
to account for higher-than-expected margins for its downstream division and our new 
CPO price forecasts. Our target price rises from S$5.80 to S$8.30 as we roll forward 
to end-CY10 and lift our target forward P/E to 20x from 19x to account for a potential 
increase in the liquidity of its shares following a streamlining of its shareholding 
structure. Potential re-rating catalysts are a listing of its China operations in Hong 
Kong, better-than-expected results, potential M&As and increased weightings in key 
indices from a bigger free float. 

  

 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tonne after taking into account weaker-than-expected CPO prices YTD.  
However, we are raising our CPO price (CIF) forecasts by 7% for 2010 and 18% for 
2011 to US$760 per tonne and US$790 per tonne, respectively. We are raising future 
price forecasts to factor in a recovering economy, a potentially mild impact on crops 
from the ongoing El Nino, and lower domestic crops from India due to a late monsoon 
this year.  

CPO prices to be range-bound in short term. We believe CPO will trade in a tight 
range of RM2,000-2,300 per tonne in November due to seasonally higher palm-oil 
production from Indonesia and Malaysia. Malaysia’s end-September palm-oil stock 
was 1.58m tonnes, above the comfortable stock zone of 1.5m tonnes, and equivalent 
to 1.2 months of export coverage. In view of the rising stockpile and seasonally high 
production, CPO prices are likely to follow the lead of its close substitute, soybean oil, 
as well as crude oil prices. As such, the direction of prices will be influenced by the 
planting progress of soybean by South American farmers and harvesting of US 
soybean crops in the near term. 

Potential rally in medium term. CPO prices could rally towards the end of this year 
up until 1Q2010 on the back of supply concerns while demand is expected to pick up 
from Chinese New Year festivities in Feb 2010, the global economy recovery, lower 
domestic oilseed crops by India and higher biofuel mandates by Brazil and Argentina. 
1Q2010 CPO production may come in below market estimates due to lower fertiliser 
input by farmers, poor weather experienced a year ago and the strengthening El Nino. 
The current soybean crop prediction for South America may also disappoint due to 
reports of shortage of high-quality soybean seeds as well as dry conditions 
experienced in several parts of Argentina. If all this persists, soybean supply estimates 
for South America may be cut. A concurrent rally in crude oil prices during this period 
would further fuel CPO prices. We expect CPO to trade up to RM2,600 per tonne in 
1Q2010 if El Nino causes drought in key planting areas. We believe that prices could 
touch RM3,000 per tonne if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as our in-
house average crude oil price forecast for 2010 is US$75 per barrel and weather 
experts are predicting a mild to moderate El Nino.  
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Valuation and recommendation  
 Maintain Outperform with higher target price of S$8.30 (from S$5.80). We are 

raising our earnings forecasts for Wilmar by 26-31% for FY09-11 to account for higher 
profit margins for its oilseed processing and edible oils refining division and our higher 
CPO price forecasts. Our target price rises from S$5.80 to S$8.30 as we roll forward 
to end-CY10 and lift our target forward P/E to 20x from 19x to account for a potential 
increase in the liquidity of the shares following a streamlining of its shareholding 
structure. We continue to like the stock for its strong business model, market 
leadership in the edible oils sector and exposure to the growing Chinese edible oils 
and oilseeds market. Potential re-rating catalysts are a listing of its China operations in 
Hong Kong, better-than-expected results, potential M&As and an higher weightings in 
key indices from a bigger free float. 

  

 Financial summary  
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Volume 10m (R.H.Scale) Wilmar International Ltd  

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (US$ m) 16,466.2 29,145.2 21,427.7 24,950.9 28,148.2 

EBITDA (US$ m) 908.0 2,171.9 2,394.4 2,662.0 3,040.6 

EBITDA margins (%) 5.5% 7.5% 11.2% 10.7% 10.8% 

Pretax profit (US$ m) 829.8 1,789.3 2,072.6 2,342.7 2,717.7 

Net profit (US$ m)  580.4 1,531.0 1,551.2 1,702.7 1,950.2 

EPS (S cts) 17.7 33.2 33.7 37.0 42.3 

EPS growth (%) 183.6% 87.3% 1.3% 9.8% 14.5% 

P/E (x) 35.1 18.7 18.5 16.8 14.7 

Core EPS (S cts) 13.1 33.2 33.7 37.0 42.3 

Core EPS growth (%) 123.1% 152.9% 1.3% 9.8% 14.5% 

Core P/E (x) 47.3 18.7 18.5 16.8 14.7 

FD core EPS (S cts) 13.1 32.4 32.8 36.1 41.3 

FD core P/E (x) 47.3 19.2 18.9 17.3 15.1 

Gross DPS (S cts) 4.4 8.1 8.2 9.0 10.3 

Dividend yield (%) 0.7% 1.3% 1.3% 1.4% 1.7% 

P/BV (x) 3.7 3.0 2.6 2.3 2.1 

ROE (%) 13.8% 17.5% 15.2% 14.8% 15.0% 

Net gearing (%) 49.6% 23.6% 9.4% 5.3% 0.2% 

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

P/FCFE (x) (19.0) 43.1 11.8 (28.8) (67.6) 

EV/EBITDA (x) 26.8 13.9 12.1 10.8 9.3 

% change in EPS estimates                   28%              26% 31% 

CIMB/Consensus (x)   1.02 1.01 0.98  
 

      

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 

  10 November 2009 

        

TRADING BUY Maintained 
Indofood Agri Resources 

S$1.73 Target: S$2.30 

Better harvest in 2010 Mkt.Cap: S$2bn/US$1,733m 

 
Palm Oil  

S
IN
G
A
P
O
R
E
 

 

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

 

Raising target price to S$2.30  
  

 Maintain Trading Buy with higher target price of S$2.30 (from S$2.20). We are 
raising our target price to S$2.30 to incorporate: 1) our earnings upgrade for FY11; 
and 2) a lower target forward P/E of 15x, from 16x previously. For FY11, we are 
revising up our earnings by 15% to account for a higher CPO price assumption and a 
higher earnings forecast for London Sumatra. We have revised down our P/E target to 
bring it in line with the target P/E for the Singapore market. We continue to like 
Indofood Agri for its strong management, young trees, the growth potential of its sugar 
business as well as its cooking oils and fats division. We see the recent weakness in 
its share price on the back of lower CPO prices and selling by a substantial 
shareholder as an opportunity for accumulation. Re-rating catalysts could include 
better-than-expected cost savings from London Sumatra, stronger-than-expected 
CPO prices.  

  

 Raising CPO price forecasts 
 Revising CPO price forecasts. We are pruning our 2009 CPO price forecast by 1% 

to US$700 per tonne after taking into account the weaker-than-expected CPO price 
performance YTD. However, we are raising our CPO price (cif) forecasts by 7% to 
US$760 per tonne for 2010 and 18% to US$790 per tonne for 2011 in view of the 
recovering economy, potential impact of the ongoing El Nino on crops and a smaller 
crop from India due to the late monsoon. Our local CPO price forecasts are upgraded 
by 6% to RM2,380 per tonne for 2010 and by 17% to RM2,450 for 2011 to account for 
the higher international CPO price and the recent change in our greenback 
assumptions. Our local CPO price for 2009 has been pared by RM30 to RM2,240 per 
tonne.  

CPO price to trade range-bound in the short term. We believe CPO price will trade 
in a tight range of around RM2,000-2,300 per tonne in November due to seasonally 
higher palm oil production from Indonesia and Malaysia. Malaysia’s end-Sep palm oil 
stock level was 1.58m tonnes, which is above the comfortable palm oil stock zone of 
1.5m tonnes, equivalent to around 1.2 months of export coverage. In view of the rising 
palm oil stockpile and high production season, the CPO price is likely to follow the 
lead of its close substitute, i.e. soybean oil as well as crude oil prices. As such, the 
direction of the CPO price will be influenced by South American farmers’ planting 
progress for soybean and the harvesting progress of US soybean crops in the near 
term. 

Potential rally of CPO price in the medium term. CPO price could rally towards the 
end of this year until 1Q10 on the back of supply worries and a pick-up in demand due 
to the CNY festivities, global economic recovery, lower domestic oilseed crops by 
India and increased biofuel mandates for Brazil and Argentina. 1Q10 CPO output may 
come in below market estimates due to lower fertiliser input by farmers, poor weather 
experienced a year ago and the strengthening El Nino. The current soybean crop 
prediction for South America may also disappoint due to reports of shortage of high-
quality soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If this condition persists, it could reduce the current soybean supply 
estimate for South America. A concurrent rally in crude oil price during this period will 
further fuel the CPO price rise. We project CPO price to trade up to RM2,600 per 
tonne in 1Q10 if the current El Nino causes drought in key planting areas. We believe 
that CPO price could touch RM3,000 per tonne if crude oil price races to US$100 per 
barrel and El Nino turns out to be stronger than expected. However, we are not 
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imputing 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 2H10 if South America 
delivers bumper soybean crops. 

  
 

Valuation and recommendation  
  

 Changing EPS forecasts. We are lowering our FY09-10 EPS forecasts for Indofood 
Agri by 2-4% to account for the stronger Rupiah assumption, which led to lower local 
CPO price forecast.  For FY11, we are revising up our earnings by 15% to account for 
higher CPO price forecast and our earnings forecast for London Sumatra.   

Maintain Trading Buy with higher target price of S$2.30 (from S$2.20). We are 
raising our target price to S$2.30 to incorporate: 1) our earnings upgrade; and 2) a 
lower target forward P/E of 15x, from 16x previously. Our new target forward P/E is in 
line with our market P/E. We continue to like the stock because it is a prime 
beneficiary of the rise in CPO prices as it sells most of its CPO products on a spot 
basis. Also, the recent proposal to issue debt will help ease concern of refinancing 
risks. Re-rating catalysts could include better-than-expected cost savings from London 
Sumatra and stronger-than-expected CPO prices. 

  

 Financial summary  

 

 

 

 

 

 

 

 

 

 

 

Price chart  

0.3

0.5

0.7

0.9

1.1

1.3

1.5

1.7

1.9

Nov-08 Apr-09 Sep-09

0.00

0.10

0.20

0.30

0.40

0.50

0.60

0.70

0.80

0.90

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

FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 6,505.6 11,840.5 10,448.6 11,585.6 12,996.0 

EBITDA (Rp bn) 1,529.2 3,087.6 2,913.1 3,240.9 3,814.2 

EBITDA margins (%) 23.5% 26.1% 27.9% 28.0% 29.3% 

Pretax profit (Rp bn) 1,489.2 1,519.1 2,920.4 2,546.8 3,133.5 

Net profit (Rp bn)  889.1 795.3 1,491.3 1,320.5 1,521.0 

EPS (S cts) 9.0 8.1 15.2 13.4 15.5 

EPS growth (%) (3.9%) (10.6%) 87.5% (11.5%) 15.2% 

P/E (x) 18.4 20.5 10.9 12.4 10.7 

Core EPS (S cts) 8.0 14.9 11.0 13.4 15.5 

Core EPS growth (%) 77.4% 85.7% (26.3%) 22.0% 15.2% 

Core P/E (x) 20.6 11.1 15.1 12.4 10.7 

FD core EPS (S cts) 8.0 14.9 11.0 13.4 15.5 

FD core P/E (x) 20.6 11.1 15.1 12.4 10.7 

Gross DPS (S cts) 0.0 0.0 0.0 0.9 1.1 

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

P/BV (x) 2.3 2.1 1.7 1.5 1.4 

ROE (%) 17.9% 10.5% 17.2% 13.2% 13.5% 

Net gearing (%) 37.1% 35.1% 39.9% 39.1% 31.5% 

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

P/FCFE (x) (143.6) (51.3) 235.6 (54.4) 21.4 

EV/EBITDA (x) 14.8 7.5 8.6 8.1 6.9 

% change in EPS estimates                   -1.5% -4.4% 15 % 

CIMB/Consensus (x)   0.88 1.02 1.07  
 

      

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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  10 November 2009 

        

TRADING BUY Maintained 
Golden Agri-Resources Ltd 

S$0.45 Target: S$0.56 

Better harvest in 2010 Mkt.Cap: S$5,196m/US$3,748m 
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 Rolling target price to end-10 
  

 Maintain Trading Buy with a higher target price S$0.57. We are raising our target 
price by 1sen to S$0.57 as well rollover our target price to end-2011.  Our new target 
price is based on target forward P/E to 15x (from 16x previously) as we align our 
target P/E to be in line with the market P/E. We are also upgrading our FY10-11 EPS 
forecasts by 3-27% to account for higher CPO price assumptions, lower yield 
projections due to the mid impact of El Nino and higher fertiliser costs due to the 
recovering CPO price. For FY09, we have lowered our earnings projection by 9% due 
to lower CPO price assumption. We continue to rate the stock a Trading Buy due to it 
high earnings leverage to CPO price and our positive view on CPO price in the short 
term. Furthermore, the stock trades at attractive P/E rating relative to its regional 
peers. Key re-rating catalysts include higher CPO price, higher FFB yields and 
potential M&As.   

 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tonne after taking into account weaker-than-expected CPO prices YTD.  
However, we are raising our CPO price (CIF) forecasts by 7% for 2010 and 18% for 
2011 to US$760 per tonne and US$790 per tonne, respectively. We are raising future 
price forecasts to factor in a recovering economy, a potentially mild impact on crops 
from the ongoing El Nino, and lower domestic crops from India due to a late monsoon 
this year.  

CPO prices to be range-bound in short term. We believe CPO will trade in a tight 
range of RM2,000-2,300 per tonne in November due to seasonally higher palm-oil 
production from Indonesia and Malaysia. Malaysia’s end-September palm-oil stock 
was 1.58m tonnes, above the comfortable stock zone of 1.5m tonnes, and equivalent 
to 1.2 months of export coverage. In view of the rising stockpile and seasonally high 
production, CPO prices are likely to follow the lead of its close substitute, soybean oil, 
as well as crude oil prices. As such, the direction of prices will be influenced by the 
planting progress of soybean by South American farmers and harvesting of US 
soybean crops in the near term. 

Potential rally in medium term. CPO prices could rally towards the end of this year 
up until 1Q2010 on the back of supply concerns while demand is expected to pick up 
from Chinese New Year festivities in Feb 2010, the global economy recovery, lower 
domestic oilseed crops by India and higher biofuel mandates by Brazil and Argentina. 
1Q2010 CPO production may come in below market estimates due to lower fertiliser 
input by farmers, poor weather experienced a year ago and the strengthening El Nino. 
The current soybean crop prediction for South America may also disappoint due to 
reports of shortage of high-quality soybean seeds as well as dry conditions 
experienced in several parts of Argentina. If all this persists, soybean supply estimates 
for South America may be cut. A concurrent rally in crude oil prices during this period 
would further fuel CPO prices. We expect CPO to trade up to RM2,600 per tonne in 
1Q2010 if El Nino causes drought in key planting areas. We believe that prices could 
touch RM3,000 per tonne if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as our in-
house average crude oil price forecast for 2010 is US$75 per barrel and weather 
experts are predicting a mild to moderate El Nino. 
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Valuation and recommendation  
  

 Raising our FY10-11 EPS forecasts by 3-27%. We are upgrading our FY10-11 EPS 
forecasts by 3-27% to account for higher CPO price assumptions, lower yield 
projections due to the mid impact of El Nino and higher fertiliser costs due to the 
recovering CPO price. For FY09, we are lowering our earnings projection by 9% due 
to lower CPO price assumption. We expect Golden Agri’s to post better qoq results in 
the coming quarter due to improving production. We are expecting a gradual 
improvement in its yields from improved weather. 

Maintain Trading Buy with a higher target price S$0.57. We are raising our target 
price by 1sen to S$0.57 as we rolled forward our target price to end 2010, lowered our 
target forward P/E to 15x from 16x to be in line with the market P/E and taking into 
account our revised earnings. We continue to rate the stock a Trading Buy due to it 
high earnings leverage to CPO price and our positive view on CPO price in the short 
term. Furthermore, the stock trades at attractive P/E rating relative to its regional 
peers. Key re-rating catalysts include higher CPO price, higher FFB yields and 
potential M&As.   

  

 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 2,556.7 2,927.0 3,237.7 

EBITDA (US$ m) 598.3 612.8 333.4 537.3 565.0 

EBITDA margins (%) 31.9% 20.5% 13.0% 18.4% 17.4% 

Pretax profit (US$ m) 1,802.9 1,947.1 240.9 444.9 469.6 

Net profit (US$ m)  1,164.8 1,382.4 166.0 316.0 333.6 

EPS (S cts) 14.4 17.0 2.0 3.6 3.8 

EPS growth (%) 115.3% 18.7% (88.0%) 76.5% 5.6% 

P/E (x) 3.0 2.5 20.9 11.9 11.2 

Core EPS (S cts) 3.5 4.6 2.0 3.6 3.8 

Core EPS growth (%) 393.9% 31.8% (56.0%) 76.5% 5.6% 

Core P/E (x) 12.1 9.2 20.9 11.9 11.2 

FD core EPS (S cts) 3.5 4.6 2.0 3.6 3.8 

FD core P/E (x) 12.1 9.2 20.9 11.9 11.2 

Gross DPS (S cts) 1.2 0.9 0.3 0.5 0.5 

Dividend yield (%) 2.8% 2.1% 0.7% 1.2% 1.3% 

P/BV (x) 0.9 0.7 0.7 0.7 0.7 

ROE (%) 46.5% 34.9% 3.5% 6.4% 6.4% 

Net gearing (%) 10.2% 8.8% 5.9% 3.0% N/A 

Net cash per share (S$) N/A N/A N/A N/A 0.00 

P/FCFE (x) (7.4) 158.5 78.0 18.7 21.8 

EV/EBITDA (x) 6.5 6.5 11.6 7.5 6.8 

% change in EPS estimates                   -9% 3% 27% 

CIMB/Consensus (x)   0.70 0.90 0.95  
 

      

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 



[  32  ] 

 

 QUICK TAKES 

  10 November 2009 

        

OUTPERFORM Upgraded 
Astra Agro Lestari 

RP21,850 Target: Rp30,300 

A better harvest in 2010 Mkt.Cap: Rp34,408bn/US$3,639m 
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 Rolling target price to end-CY10   
  

 Upgraded to Outperform from Neutral; Astra Agro is our top pick. With 
production close to 1m tones and most liquid among listed CPO companies, Astra 
Agro offers the best CPO play under a rising price environment.  Following a recent 
review of CPO prices and under stronger currency assumptions, we are raising our 
earnings forecasts by -2-19% for FY09-11. Our target price rises from Rp25,500 to 
Rp30,300 as we roll forward to end-CY10 while maintaining target forward P/E at 18x.  
Potential re-rating catalysts are higher CPO price, better-than-expected results and 
higher dividend payouts. 

Maintain OVERWEIGHT call on sector, unchanged from our early Aug.  Aside 
from more favourable prices outlook, we like Indo planters for their superior production 
profile, which are less susceptible to adverse weather such as should prolonged 
drought occur.  We lift our recommendations for Astra Agro and Lonsum from Neutral 
to Outperform, while maintaining Outperform calls on Sampoerna Agro and Bakrie 
Sumatra.  We are assigning 18x PER to Astra Agro, similar to larger Malaysian peers 
and at a premium to the JCI multiple, as we believe it deservedly so: 1) given strong 
earnings momentum under a rising CPO price environment; 2) given strong cash 
generation and above average dividend yield potentially; 3) given an above average 
corporate governance track record.  Our top pick is Astra Agro due to its share liquidity 
and leverage to CPO price.  We also like Sampoerna Agro given 3 imminent catalysts 
in higher than peers’ growth into CY10, higher margin outlook as estate mix tilt in 
favour of more nucleuses and potentially a significant boost from seeds should 
industry wide planting pick up.   

The rest should be at discounts to Astra Agro, with share liquidity a major 
consideration, so are financial leverage to CPO price.  We are placing a 20% PER 
discount relative to Astra Agro for Lonsum (similar to our target PER for IFAR) and 
Sampoerna Agro (due to its smaller size, and also in line with its trading patterns).  We 
place a significant discount of some 40% on Bakrie Sumatra relative to Astra Agro, 
due to its high gearing and overhang from potential cash call.   

  

Figure 1:  PER comparisons of Indo planters 

Astra Agro to JCI: at a premium and should widen under a rising 
CPO price environment 

  Astra Agro to Indo peers: all at discounts  
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 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tone after taking into account weaker-than-expected CPO prices YTD.  
However, we are raising our CPO price (CIF) forecasts by 7% for 2010 and 18% for 
2011 to US$760 per tone and US$790 per tone, respectively. We are raising future 
price forecasts to factor in a recovering economy, a potentially mild impact on crops 
from the ongoing El Nino, and lower domestic crops from India due to a late monsoon 
this year.  

CPO prices to be range-bound in short term. We believe CPO will trade in a tight 
range of RM2, 000-2,300 per tone in November due to seasonally higher palm-oil 
production from Indonesia and Malaysia. Malaysia’s end-September palm-oil stock 
was 1.58m tones, above the comfortable stock zone of 1.5m tones, and equivalent to 
1.2 months of export coverage. In view of the rising stockpile and seasonally high 
production, CPO prices are likely to follow the lead of its close substitute, soybean oil, 
as well as crude oil prices. As such, the direction of prices will be influenced by the 
planting progress of soybean by South American farmers and harvesting of US 
soybean crops in the near term. 

Potential rally in medium term. CPO prices could rally towards the end of this year 
up until 1Q2010 on the back of supply concerns while demand is expected to pick up 
from Chinese New Year festivities in Feb 2010, the global economy recovery, and 
lower domestic oilseed crops by India and higher biofuel mandates by Brazil and 
Argentina. 1Q2010 CPO production may come in below market estimates due to lower 
fertilizer input by farmers, poor weather experienced a year ago and the strengthening 
El Nino. The current soybean crop prediction for South America may also disappoint 
due to reports of shortage of high-quality soybean seeds as well as dry conditions 
experienced in several parts of Argentina. If all this persists, soybean supply estimates 
for South America may be cut. A concurrent rally in crude oil prices during this period 
would further fuel CPO prices. We expect CPO to trade up to RM2, 600 per tone in 
1Q2010 if El Nino causes drought in key planting areas. We believe that prices could 
touch RM3,000 per tone if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as our in-
house average crude oil price forecast for 2010 is US$75 per barrel and weather 
experts are predicting a mild to moderate El Nino.  

  

 

Valuation and recommendation  
 Upgraded to Outperform from Neutral; Astra Agro is our top pick. With 

production close to 1m tones and most liquid among listed CPO companies, Astra 
Agro offers the best CPO play under a rising price environment.  Following a recent 
review of CPO prices and under stronger currency assumptions, we are raising our 
earnings forecasts by -2-19% for FY09-11. Our target price rises from Rp25, 500 to 
Rp30,300 as we roll forward to end-CY10 while maintaining target forward P/E at 18x.  
Potential re-rating catalysts are higher CPO price, better-than-expected results and 
higher dividend payouts. 
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 Financial summary  

 

 

 

 

 

 

 

 

 

 

Price chart  
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FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 5,961 8,161 6,829 7,309 8,084 

EBITDA (Rp bn) 3,114 3,617 2,758 3,091 3,643 

EBITDA margins (%) 52.2% 44.3% 40.4% 42.3% 45.1% 

Pretax profit (Rp bn) 2,914 3,949 2,839 3,156 3,639 

Net profit (Rp bn)  1,973 2,631 1,985 2,297 2,649 

EPS (Rp) 1,253 1,671 1,261 1,459 1,682 

EPS growth (%) 150.7% 33.3% (24.5%) 15.7% 15.3% 

P/E (x) 17.4 13.1 17.3 15.0 13.0 

Core EPS (Rp) 1,268 1,632 1,289 1,455 1,682 

Core EPS growth (%) 140.3% 28.7% (21.0%) 12.9% 15.6% 

Core P/E (x) 17.2 13.4 17.0 15.0 13.0 

Gross DPS (Rp) 324 975 501 630 729 

Dividend yield (%) 1.5% 4.5% 2.3% 2.9% 3.3% 

P/BV (x) 8.5 6.7 5.4 4.5 3.7 

ROE (%) 58.0% 57.1% 34.3% 32.5% 31.2% 

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

Net cash per share (Rp) 640 551 1,392 2,189 3,166 

P/FCFE (x) 32.9 20.2 16.0 15.0 12.7 

EV/EBITDA (x) 10.8 9.3 11.8 10.1 8.2 

% change in EPS estimates                   (1.7%) 7.0% 18.7% 

CIMB/Consensus (x)   1.04 0.98 0.96  

 
      

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

  10 November 2009 

        

OUTPERFORM Upgraded 
London Sumatra 

RP7,650 Target: Rp11,200 

A better harvest in 2010 Mkt.Cap: Rp10,439bn/US$1,104m 

 
Palm Oil & Rubber  

IN
D
O
N
E
S
IA
 

 

LSIP IJ / LSIP.JK Erwan Teguh +62(21) 3006 1720 – erwan.teguh@cimb.com       
 
 

 Rolling target price to end-CY10   
  

 Upgraded to Outperform from Neutral. Following a recent review of CPO prices 
and under stronger currency assumptions, we are raising our earnings forecasts by 
2-13% for FY09-11. Our target price rises from Rp7,900 to Rp11,200 as we roll 
forward to end-CY10 while maintaining target forward P/E at 15x.  Potential re-rating 
catalysts are higher CPO price and better-than-expected results. 
  
Maintain OVERWEIGHT call on sector, unchanged from our early Aug.  Aside 
from more favourable prices outlook, we like Indo planters for their superior 
production profile, which are less susceptible to adverse weather such as should 
prolonged drought occur.  We lift our recommendations for Astra Agro and Lonsum 
from Neutral to Outperform, while maintaining Outperform calls on Sampoerna Agro 
and Bakrie Sumatra.  We are assigning 18x PER to Astra Agro, similar to larger 
Malaysian peers and at a premium to the JCI multiple, as we believe it deservedly so: 
1) given strong earnings momentum under a rising CPO price environment; 2) given 
strong cash generation and above average dividend yield potentially; 3) given an 
above average corporate governance track record.  Our top pick is Astra Agro due to 
its share liquidity and leverage to CPO price.  We also like Sampoerna Agro given 3 
imminent catalysts in higher than peers’ growth into CY10, higher margin outlook as 
estate mix tilt in favour of more nucleus and potentially a significant boost from seeds 
should industry wide planting pick up.   
 
The rest should be at discounts to Astra Agro, with share liquidity a major 
consideration, so are financial leverage to CPO price.  We are placing a 20% PER 
discount relative to Astra Agro for Lonsum (similar to our target PER for IFAR) and 
Sampoerna Agro (due to its smaller size, and also in line with its trading patterns).  We 
place a significant discount of some 40% on Bakrie Sumatra relative to Astra Agro, 
due to its high gearing and overhang from potential cash call.   

 
 

Figure 1:  PER comparisons of Indo planters 

Astra Agro to JCI: at a premium and should widen under a rising 
CPO price environment 

  Astra Agro to Indo peers: all at discounts  
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Source: Company,  CIMB Research, Bloomberg 



[  36  ] 

 

 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tonne after taking into account weaker-than-expected CPO prices 
YTD.  However, we are raising our CPO price (CIF) forecasts by 7% for 2010 
and 18% for 2011 to US$760 per tonne and US$790 per tonne, respectively. We 
are raising future price forecasts to factor in a recovering economy, a potentially 
mild impact on crops from the ongoing El Nino, and lower domestic crops from 
India due to a late monsoon this year.  
 
CPO prices to be range-bound in short term. We believe CPO will trade in a 
tight range of RM2, 000-2,300 per tonne in November due to seasonally higher 
palm-oil production from Indonesia and Malaysia. Malaysia’s end-September 
palm-oil stock was 1.58m tonnes, above the comfortable stock zone of 1.5m 
tonnes, and equivalent to 1.2 months of export coverage. In view of the rising 
stockpile and seasonally high production, CPO prices are likely to follow the lead 
of its close substitute, soybean oil, as well as crude oil prices. As such, the 
direction of prices will be influenced by the planting progress of soybean by 
South American farmers and harvesting of US soybean crops in the near term. 
 
Potential rally in medium term. CPO prices could rally towards the end of this 
year up until 1Q2010 on the back of supply concerns while demand is expected 
to pick up from Chinese New Year festivities in Feb 2010, the global economy 
recovery, and lower domestic oilseed crops by India and higher biofuel mandates 
by Brazil and Argentina. 1Q2010 CPO production may come in below market 
estimates due to lower fertiliser input by farmers, poor weather experienced a 
year ago and the strengthening El Nino. The current soybean crop prediction for 
South America may also disappoint due to reports of shortage of high-quality 
soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If all this persists, soybean supply estimates for South America may 
be cut. A concurrent rally in crude oil prices during this period would further fuel 
CPO prices. We expect CPO to trade up to RM2, 600 per tonne in 1Q2010 if El 
Nino causes drought in key planting areas. We believe that prices could touch 
RM3, 000 per tonne if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as 
our in-house average crude oil price forecast for 2010 is US$75 per barrel and 
weather experts are predicting a mild to moderate El Nino.  

 
 

 

Valuation and recommendation  
 Upgraded to Outperform from Neutral. Following a recent review of CPO 

prices and under stronger currency assumptions, we are raising our earnings 
forecasts by 2-13% for FY09-11. Our target price rises from Rp7,900 to 
Rp11,200 as we roll forward to end-CY10 while maintaining target forward P/E at 
15x.  Potential re-rating catalysts are higher CPO price and better-than-expected 
results. 

 
 



[  37  ] 

 Financial summary  

 

 

 

 

 

 

 

 

 

 

Price chart  
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FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 5,961 8,161 6,829 7,309 8,084 

EBITDA (Rp bn) 3,114 3,617 2,758 3,091 3,643 

EBITDA margins (%) 52.2% 44.3% 40.4% 42.3% 45.1% 

Pretax profit (Rp bn) 2,914 3,949 2,839 3,156 3,639 

Net profit (Rp bn)  1,973 2,631 1,985 2,297 2,649 

EPS (Rp) 1,253 1,671 1,261 1,459 1,682 

EPS growth (%) 150.7% 33.3% (24.5%) 15.7% 15.3% 

P/E (x) 17.4 13.1 17.3 15.0 13.0 

Core EPS (Rp) 1,268 1,632 1,289 1,455 1,682 

Core EPS growth (%) 140.3% 28.7% (21.0%) 12.9% 15.6% 

Core P/E (x) 17.2 13.4 17.0 15.0 13.0 

Gross DPS (Rp) 324 975 501 630 729 

Dividend yield (%) 1.5% 4.5% 2.3% 2.9% 3.3% 

P/BV (x) 8.5 6.7 5.4 4.5 3.7 

ROE (%) 58.0% 57.1% 34.3% 32.5% 31.2% 

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

Net cash per share (Rp) 640 551 1,392 2,189 3,166 

P/FCFE (x) 32.9 20.2 16.0 15.0 12.7 

EV/EBITDA (x) 10.8 9.3 11.8 10.1 8.2 

% change in EPS estimates                   (1.7%) 7.0% 18.7% 

CIMB/Consensus (x)   1.04 0.98 0.96  

 
      

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

  10 November 2009 

        

OUTPERFORM Maintained 
Sampoerna Agro 

RP2,350 Target: Rp3,700 

A better harvest in 2010 Mkt.Cap: Rp4,442bn/US$470m 

 
Palm Oil & Rubber  
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SGRO IJ / SGRO.JK Erwan Teguh +62(21) 3006 1720 – erwan.teguh@cimb.com       
 
 
 

 Rolling target price to end-CY10   
  

 Maintain Outperform; Sampoerna Agro is our top pick for small cap. We like 
Sampoerna Agro strong production growth profile into 2010, higher mix of nucleus 
due to more significant estate maturity therefore higher margin outlook and potential 
upside from seeds sales.  Following a recent review of CPO prices and under 
stronger currency assumptions, we are raising our earnings forecasts by 5-25% for 
FY09-11. Our target price rises from Rp3, 000 to Rp3, 700 as we roll forward to end-
CY10 while maintaining target forward P/E at 15x.  Potential re-rating catalysts are 
higher CPO price, strong production momentum and better-than-expected results. 
 
Maintain OVERWEIGHT call on sector, unchanged from our early Aug.  Aside 
from more favourable prices outlook, we like Indo planters for their superior 
production profile, which are less susceptible to adverse weather such as should 
prolonged drought occur.  We lift our recommendations for Astra Agro and Lonsum 
from Neutral to Outperform, while maintaining Outperform calls on Sampoerna Agro 
and Bakrie Sumatra.  We are assigning 18x PER to Astra Agro, similar to larger 
Malaysian peers and at a premium to the JCI multiple, as we believe it deservedly so: 
1) given strong earnings momentum under a rising CPO price environment; 2) given 
strong cash generation and above average dividend yield potentially; 3) given an 
above average corporate governance track record.  Our top pick is Astra Agro due to 
its share liquidity and leverage to CPO price.  We also like Sampoerna Agro given 3 
imminent catalysts in higher than peers’ growth into CY10, higher margin outlook as 
estate mix tilt in favour of more nucleuses and potentially a significant boost from 
seeds should industry wide planting pick up.   
 
The rest should be at discounts to Astra Agro, with share liquidity a major 
consideration, so are financial leverage to CPO price.  We are placing a 20% PER 
discount relative to Astra Agro for Lonsum (similar to our target PER for IFAR) and 
Sampoerna Agro (due to its smaller size, and also in line with its trading patterns).  
We place a significant discount of some 40% on Bakrie Sumatra relative to Astra 
Agro, due to its high gearing and overhang from potential cash call.   
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 Financial summary  

 

 

 

 

 

 

 

 

 

Price chart  
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FYE Dec 2007 2008 2009F 2010F 2011F 

Revenue (Rp bn) 1,599 2,288 1,583 2,102 2,456 

EBITDA (Rp bn) 483 697 477 618 741 

EBITDA margins (%) 30.2% 30.4% 30.1% 29.4% 30.2% 

Pretax profit (Rp bn) 312 632 397 521 633 

Net profit (Rp bn)  215 440 281 385 468 

EPS (Rp) 179 253 149 204 248 

EPS growth (%) (17.9%) 41.5% (41.1%) 36.9% 21.5% 

P/E (x) 13.2 9.3 15.8 11.5 9.5 

Core EPS (Rp) 188 250 149 204 248 

Core EPS growth (%) (14.7%) 32.6% (40.4%) 36.9% 21.5% 

Core P/E (x) 12.5 9.4 15.8 11.5 9.5 

Gross DPS (Rp) 0 160 47 30 41 

Dividend yield (%) 0.0% 6.8% 2.0% 1.3% 1.7% 

P/BV (x) 3.0 2.6 2.4 2.1 1.7 

ROE (%) 22.9% 29.1% 16.7% 19.4% 19.9% 

Net cash per share (Rp) 128 245 177 402 633 

P/FCFE (x) 6.7 11.7 (37.2) 10.0 9.3 

EV/EBITDA (x) 5.4 5.3 8.7 6.0 4.4 

% change in EPS estimates                   5.4% 8.5% 24.8% 

CIMB/Consensus (x)   1.04 1.05 1.10  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 

Figure 1:  PER comparisons of Indo planters 

Astra Agro to JCI: at a premium and should widen under a rising 
CPO price environment 

  Astra Agro to Indo peers: all at discounts  
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Source: Company,  CIMB Research, Bloomberg 
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 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tone after taking into account weaker-than-expected CPO prices 
YTD.  However, we are raising our CPO price (CIF) forecasts by 7% for 2010 
and 18% for 2011 to US$760 per tone and US$790 per tone, respectively. We 
are raising future price forecasts to factor in a recovering economy, a potentially 
mild impact on crops from the ongoing El Nino, and lower domestic crops from 
India due to a late monsoon this year.  
 
CPO prices to be range-bound in short term. We believe CPO will trade in a 
tight range of RM2, 000-2,300 per tone in November due to seasonally higher 
palm-oil production from Indonesia and Malaysia. Malaysia’s end-September 
palm-oil stock was 1.58m tones, above the comfortable stock zone of 1.5m 
tones, and equivalent to 1.2 months of export coverage. In view of the rising 
stockpile and seasonally high production, CPO prices are likely to follow the lead 
of its close substitute, soybean oil, as well as crude oil prices. As such, the 
direction of prices will be influenced by the planting progress of soybean by 
South American farmers and harvesting of US soybean crops in the near term. 
 
Potential rally in medium term. CPO prices could rally towards the end of this 
year up until 1Q2010 on the back of supply concerns while demand is expected 
to pick up from Chinese New Year festivities in Feb 2010, the global economy 
recovery, and lower domestic oilseed crops by India and higher biofuel mandates 
by Brazil and Argentina. 1Q2010 CPO production may come in below market 
estimates due to lower fertilizer input by farmers, poor weather experienced a 
year ago and the strengthening El Nino. The current soybean crop prediction for 
South America may also disappoint due to reports of shortage of high-quality 
soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If all this persists, soybean supply estimates for South America may 
be cut. A concurrent rally in crude oil prices during this period would further fuel 
CPO prices. We expect CPO to trade up to RM2, 600 per tone in 1Q2010 if El 
Nino causes drought in key planting areas. We believe that prices could touch 
RM3, 000 per tone if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as 
our in-house average crude oil price forecast for 2010 is US$75 per barrel and 
weather experts are predicting a mild to moderate El Nino.  
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 QUICK TAKES 

  10 November 2009 

        

OUTPERFORM Maintained 
Bakrie Sumatra Plantation 

RP690 Target: Rp970 

A better harvest in 2010 Mkt.Cap: Rp2,614bn/US$276m 

 
Palm Oil & Rubber  

IN
D
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N
E
S
IA
 

 

UNSP IJ / UNSP.JK Erwan Teguh +62(21) 3006 1720 – erwan.teguh@cimb.com       
 
 
 

 Rolling target price to end-CY10   
  

 Upgraded to Outperform from Neutral. Following a recent review of CPO prices 
and under stronger currency assumptions, we are raising our earnings forecasts by -
5-39% for FY09-11. Our target price rises from Rp800 to Rp970 as we roll forward to 
end-CY10 while lifting target forward P/E to 11x from 10x, placing it at 40% discount 
to Astra Agro’s, in line with present trading pattern.  Potential re-rating catalysts are 
higher CPO price and better-than-expected results.  Key risk remains high gearing, 
group risk and overhang from potential cash call. 
Maintain OVERWEIGHT call on sector, unchanged from our early Aug.  Aside 
from more favourable prices outlook, we like Indo planters for their superior 
production profile, which are less susceptible to adverse weather such as should 
prolonged drought occur.  We lift our recommendations for Astra Agro and Lonsum 
from Neutral to Outperform, while maintaining Outperform calls on Sampoerna Agro 
and Bakrie Sumatra.  We are assigning 18x PER to Astra Agro, similar to larger 
Malaysian peers and at a premium to the JCI multiple, as we believe it deservedly so: 
1) given strong earnings momentum under a rising CPO price environment; 2) given 
strong cash generation and above average dividend yield potentially; 3) given an 
above average corporate governance track record.  Our top pick is Astra Agro due to 
its share liquidity and leverage to CPO price.  We also like Sampoerna Agro given 3 
imminent catalysts in higher than peers’ growth into CY10, higher margin outlook as 
estate mix tilt in favour of more nucleus and potentially a significant boost from seeds 
should industry wide planting pick up.   
The rest should be at discounts to Astra Agro, with share liquidity a major 
consideration, so are financial leverage to CPO price.  We are placing a 20% PER 
discount relative to Astra Agro for Lonsum (similar to our target PER for IFAR) and 
Sampoerna Agro (due to its smaller size, and also in line with its trading patterns).  
We place a significant discount of some 40% on Bakrie Sumatra relative to Astra 
Agro, due to its high gearing and overhang from potential cash call.   

  

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

Revenue (Rp bn) 1,949 2,931 2,439 2,464 2,600 

EBITDA (Rp bn) 643 863 583 659 679 

EBITDA margins (%) 33.0% 29.4% 23.9% 26.8% 26.1% 

Pretax profit (Rp bn) 344 280 446 359 450 

Net profit (Rp bn)  206 174 321 270 338 

EPS (Rp) 54 46 85 71 89 

EPS growth (%) (16.2%) (15.9%) 84.9% (16.0%) 25.3% 

P/E (x) 12.7 15.1 8.1 9.7 7.7 

Core EPS (Rp) 57 97 57 76 88 

Core EPS growth (%) (4.1%) 69.9% (40.9%) 33.1% 15.5% 

Core P/E (x) 12.1 7.1 12.1 9.1 7.8 

Gross DPS (Rp) 9 17 8 14 12 

Dividend yield (%) 1.3% 2.5% 1.1% 2.1% 1.7% 

P/BV (x) 1.1 1.1 0.9 0.9 0.8 

ROE (%) 13.6% 7.1% 12.2% 9.3% 10.7% 

Net gearing (%) 28.2% 60.5% 54.5% 44.5% 30.6% 

P/FCFE (x) (2.0) 45.8 (20.7) 8.2 4.2 

EV/EBITDA (x) 5.1 4.8 7.1 6.0 5.3 

% change in EPS estimates                   (4.6%) 14.8% 39.0% 

CIMB/Consensus (x)   1.66 0.78 0.84  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 
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Figure 1:  PER comparisons of Indo planters 

Astra Agro to JCI: at a premium and should widen under a rising 
CPO price environment 

  Astra Agro to Indo peers: all at discounts  
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Source: Company,  CIMB Research, Bloomberg 

  

 CPO price outlook 
  

 Raising CPO price forecasts. We are lowering our 2009 price forecast by 1% to 
US$700 per tone after taking into account weaker-than-expected CPO prices 
YTD.  However, we are raising our CPO price (CIF) forecasts by 7% for 2010 
and 18% for 2011 to US$760 per tone and US$790 per tone, respectively. We 
are raising future price forecasts to factor in a recovering economy, a potentially 
mild impact on crops from the ongoing El Nino, and lower domestic crops from 
India due to a late monsoon this year.  
 
CPO prices to be range-bound in short term. We believe CPO will trade in a 
tight range of RM2, 000-2,300 per tone in November due to seasonally higher 
palm-oil production from Indonesia and Malaysia. Malaysia’s end-September 
palm-oil stock was 1.58m tones, above the comfortable stock zone of 1.5m 
tones, and equivalent to 1.2 months of export coverage. In view of the rising 
stockpile and seasonally high production, CPO prices are likely to follow the lead 
of its close substitute, soybean oil, as well as crude oil prices. As such, the 
direction of prices will be influenced by the planting progress of soybean by 
South American farmers and harvesting of US soybean crops in the near term. 
 
Potential rally in medium term. CPO prices could rally towards the end of this 
year up until 1Q2010 on the back of supply concerns while demand is expected 
to pick up from Chinese New Year festivities in Feb 2010, the global economy 
recovery, and lower domestic oilseed crops by India and higher biofuel mandates 
by Brazil and Argentina. 1Q2010 CPO production may come in below market 
estimates due to lower fertilizer input by farmers, poor weather experienced a 
year ago and the strengthening El Nino. The current soybean crop prediction for 
South America may also disappoint due to reports of shortage of high-quality 
soybean seeds as well as dry conditions experienced in several parts of 
Argentina. If all this persists, soybean supply estimates for South America may 
be cut. A concurrent rally in crude oil prices during this period would further fuel 
CPO prices. We expect CPO to trade up to RM2, 600 per tone in 1Q2010 if El 
Nino causes drought in key planting areas. We believe that prices could touch 
RM3,000 per tone if crude oil races to US$100 per barrel and El Nino turns out 
stronger than expected. However, we are not imputing this in our forecasts as 
our in-house average crude oil price forecast for 2010 is US$75 per barrel and 
weather experts are predicting a mild to moderate El Nino.  
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Valuation and recommendation  
 Upgraded to Outperform from Neutral. Following a recent review of CPO 

prices and under stronger currency assumptions, we are raising our earnings 
forecasts by -5-39% for FY09-11. Our target price rises from Rp800 to Rp970 as 
we roll forward to end-CY10 while lifting target forward P/E to 11x from 10x, 
placing it at 40% discount to Astra Agro’s, in line with present trading pattern.  
Potential re-rating catalysts are higher CPO price and better-than-expected 
results.  Key risk remains high gearing, group risk and overhang from potential 
cash call. 
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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.   

 
 
 
 
 


