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Upstream net profit growth of 10% to 55% YoY in 1Q2020 driven mainly by CPO price. The quarterly results of most
plantation companies were weaker than consensus estimates in spite of the strong 10% to 50% YoY growth in upstream
profits. Upstream earnings were tempered by softer downstream profits and lower-than-expected FFB production in 1Q2020.
Also, CPO prices have fallen since 1Q2020 and are expected to remain unexciting in 2Q2020.



Strong CPO prices helped compensate for the YoY fall in industry FFB production in 1Q2020. Average CPO prices
realised by the planters ranged from RM2,599/tonne to RM2,704/tonne in 1Q2020, more than 30% YoY higher.



FFB production growth was poor YoY in 1Q2020. The YoY decline in industry FFB production in 1Q2020 can be
attributed to the lagged impact of the drought and haze in Malaysia and Indonesia, which took place in 3Q2019. In the case
of FGV Holdings, the group’s FFB yield was also hit by lower fertiliser application in FY19. FGV only applied 65% of its fullyear fertiliser requirements in FY19. FFB production of the planters in our universe plunged by 9.8% to 32.6% YoY in
1Q2020. In our coverage, FGV recorded the sharpest YoY drop in FFB production in 1Q2020. In contrast, IJM Plantations
and TSH Resources bucked the downward trend by achieving YoY increases of 2.1% and 1.6% in FFB output in 1Q2020
respectively.



Going forward, we believe that industry FFB production would rise QoQ in 2Q2020. Oil palm trees are entering the
peak production period in 3Q2020. Also, as estate workers are not allowed to return home for the Aidilfitri holidays, they
would be harvesting more FFB in the estates. In previous years, estate workers took a two- to four-week break for the
Aidilfitri holidays. This resulted in industry CPO production being weak for the month.



Downstream earnings were mixed in 1Q2020. IOI Corporation experienced a YoY erosion in downstream margin in
1Q2020. This was mainly due to lower sales volume and a surge in CPO prices in 1Q2020, which resulted in a higher cost of
feedstock. In contrast, Sime Darby Plantation’s (SDP) downstream EBIT margin improved YoY in 1Q2020 on the back of fair
value gains of RM62mil in commodity hedges.



IOI’s manufacturing EBIT margin declined to 2.7% in 1Q2020 from 7.9% in 1Q2019 while SDP’s manufacturing EBIT margin
rose to 3.8% in 1Q2020 from 2.7% in 1Q2019. Going forward, we think that downstream earnings would remain lacklustre.
Although CPO prices have declined in 2Q2020, we believe that oleochemical companies would be affected by lower selling
prices and weaker demand resulting from Covid-19.



2Q2020 upstream earnings to be weaker than in 1Q2020 and 2Q2019. We believe that upstream results of plantation
companies would be weaker in 2Q2020 compared with that of 1Q2020 due to the decline in CPO prices. Average MDEX
spot price has been RM2,188/tonne so far in 2Q2020 compared with average MPOB spot price of RM2,703/tonne in
1Q2020. Comparing 2Q2020 against 2Q2019, we reckon that plantation results would be flat or lower. Average MPOB spot
price was RM1,978/tonne in 2Q2019.



UNDERWEIGHT. We maintain UNDERWEIGHT on the plantation sector as CPO prices are expected to be unexciting for
now. We believe that any increase in CPO price would be capped by weak global demand. We are keeping our average
CPO price assumption of RM2,300/tonne for Malaysia in 2020F (2019 MPOB spot price: RM2,119/tonne).

EXHIBIT 1 : VALUATION MATRIX
Share price
(RM)
IOI Corp
KLK

Basic EPS (sen)
FY20F

Basic PE (x)
FY21F

FY20F

Fair values
FY21F

Upside

(RM)

FY20F

FY20F

DPS (sen)

Div yield

4.48

12.6

15.8

35.6

28.4

3.17

-29.2%

8.0

1.8%

22.10

67.0

90.4

33.0

24.4

18.10

-18.1%

55.0

2.5%
1.0%

SD Plantation

5.10

10.1

13.7

50.5

37.2

3.43

-32.7%

5.0

TH Plantations

0.32

2.4

3.7

13.1

8.5

0.19

-39.7%

2.0

6.3%

Gent Plant

9.88

31.0

36.0

31.9

27.4

7.19

-27.2%

14.0

1.4%

IJM Plantations

1.61

2.8

6.3

57.5

25.6

1.13

-29.8%

2.0

1.2%

TSH Resources

0.84

4.3

4.4

19.4

19.0

0.66

-21.0%

1.5

1.8%

FGV Holdings

1.02

-1.4

2.1

-72.9

48.6

0.70

-31.4%

2.5

2.5%

Source: AmInvestment Bank Bhd
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EXHIBIT 2: FFB OUTPUT GROWTH YOY AND QOQ
Change in FFB production
(% YoY in 1Q2020)

Change in FFB production
(% QoQ in 1Q2020 vs 4Q2019)

Change in CPO prices
(% YoY in 1Q2020)

-9.8
-29.6
2.1
-18.9
1.6
-16.0
-32.6
-21.0

-8.9
-20.8
-17.8
-22.5
-13.7
-6.2
-29.4
-29.0

24.5 (YoY 1HFY20)
12.5 (YoY 9MFY20)
na (YoY FY20)
32.7 (YoY in 1QFY20)
36.0 (YoY 1QFY20)
29.5 (YoY 1QFY20)
34.4 (YoY 1QFY20)
na (YoY 1QFY20)

Change in FFB production
(% YoY in 1Q2020)
(nucleus)

Change in CPO prices
(% YoY in 1Q2020)
( in foreign crcy)

1Q2020 ASP realised
( in foreign crcy)

1Q2020 ASP realised
(in RM)

0.3%
-3.9%
na
-2.0%
na

32.8%
na
na
31.0%
na

8,707
na
na
672
na

2,558
na
na
2,810
na

KL Kepong
IOI Corporation
IJM Plantations
Gent Plantations
TSH Resources
Sime Darby Plantation
FGV Holdings
TH Plantations

Bumitama - Rp/kg
First Resources - USD/tonne
Indofood Agri - Rp/kg
Golden Agri - USD/tonne
Wilmar - group FFB

ASP realised
(RM/tonne)
2,373 - group (1HFY20)
2,294 - group (9MFY20)
na - Malaysia (FY20)
2,619 - group (1QFY20)
2,599 - group (1QFY20)
2,605 - group (1QFY20)
2,669 - group (1QFY20)
na - group (1QFY20)

Source: Companies, AmInvestment Bank

1Q2020 RESULTS DRIVEN BY CPO PRICE


CPO price rose by more than 30% YoY in 1Q2020

Although below consensus estimates, financial results of most
of the plantation companies in our coverage were sterling in
1Q2020. The planters recorded an upstream net profit growth
of 10% to 50% YoY in 1Q2020.
Although FFB production fell YoY in 1Q2020, plantation
companies benefited from higher CPO prices. Average MPOB
spot price surged by 34.2% to RM2,703/tonne in 1Q2020 from
RM2,014/tonne in 1Q2019.
Pure planters performed better than their integrated peers in
1Q2020 due to a higher exposure to CPO prices. For
example, TSH Resources’ gross profit surged by 54.7% YoY
in 1Q2020. In contrast, Genting Plantations’ EBITDA only rose
by 16.3% YoY in 1Q2020 as improved upstream earnings
were dragged by a 35.9% fall in downstream profits.
Downstream earnings were mixed in 1Q2020. One out of
three integrated players (Kuala Lumpur Kepong, IOI
Corporation and Sime Darby Plantation) experienced a
squeeze in downstream margins in 1Q2020 due to the
increase in the cost of feedstock (mainly cost of palm
products).
IOI’s manufacturing EBIT margin slid to 2.7% in 1Q2020 from
7.9% in 1Q2019. On the other hand, KLK’s manufacturing
EBIT margin rose to 5.5% in 1Q2020 from 4.7% in 1Q2019.
Sime Darby Plantation’s (SDP) downstream EBIT margin
improved to 3.8% in 1Q2020 from 2.7% in 1Q2019
underpinned by 2.7. This was driven mainly by fair value gains
of RM62mil on commodity hedges.

AmInvestment Bank Bhd

We expect downstream EBIT margins of the integrated
players to remain thin in the coming quarters dragged by lower
selling prices and demand.


Sabah more affected by lagged impact of drought

Industry CPO production was poor in 1Q2020 due to the
lagged impact of the drought and haze in Malaysia and
Indonesia, which took place in 3Q2019.
Industry CPO production in Malaysia fell by 22.1% YoY in
1Q2020. In our coverage, six out of eight planters recorded
YoY declines in FFB production in 1Q2020. FGV’s FFB
production plunged by 32.6% YoY in 1Q2020 while KLK’s FFB
output slid by 9.8%.
IJM Plantations and TSH Resources bucked the downward
trend by achieving marginally higher FFB production in
1Q2020 (see Exhibit 2).
We attribute this to the two companies’ exposure to North and
East Kalimantan. In contrast to other parts of Kalimantan,
North and East Kalimantan did not experience haze in
3Q2019. IJM’s FFB output rose by 2.1% YoY in 1Q2020 while
TSH’s FFB production inched up by 1.6%.
The production performance of a few Singapore-listed planters
in 1Q2020 was not as severe as their Malaysian peers.
Bumitama Agri’s FFB output inched up by 0.3% YoY in
1Q2020 while Golden Agri’s FFB production fell by only 2%.
We attribute the disparity of the production performance
between Malaysia and Indonesia planters to the geographical
spread of the estates of the Indonesian planters.
Also, it appears that Sabah suffered more from the haze and
drought compared with other areas.
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EXHIBIT 3: NET GEARING RATIOS
Net gearing

Net gearing

Net gearing

Net gearing

Net gearing

Net gearing

Net gearing

end-Mar 2020

end-Dec 2019

end-Sept 2019

end-Jun 2019

end-Mar 2019

end-Dec 2018

end-Sept 2018

(%)

(%)

(%)

(%)

(%)

(%)

(%)

KL Kepong

25.5

27.2

27.2

24.0

25.1

25.1

24.6

IOI Corporation

32.9

23.6

21.7

24.3

26.9

29.5

38.9

IJM Plantations

na

47.6

52.1

51.6

48.8

51.6

48.3

Gent Plantations

35.0

33.5

29.9

28.0

41.2

44.6

40.7

TSH Resources

101.2

90.8

95.7

98.1

97.9

98.4

109.8

Sime Darby Plantation

72.5

72.0

71.5

71.2

69.7

68.9

63.9

FGV

81.1

83.9

89.0

94.3

103.4

99.0

82.9

na

214.5

169.6

166.5

163.7

150.2

88.0

TH Plantations

Source: Companies, AmInvestment Bank



FFB production to pick up in 2Q2020

We believe that industry FFB production in Malaysia and
Indonesia would rise QoQ in 2Q2020 as oil palm trees are
entering the peak production period in 3Q2020.

Since the beginning of the year, the MYR has declined against
the USD. The USD/MYR exchange rate was
US$1.00:RM4.3465 as at 29 May 2020 compared with the
closing rate of US$1.00:RM4.3212 as at end-March 2020.

In most of the past years, the highest monthly level of CPO
production took place in either October or November.
Malaysia’s CPO production rose by 18.3% MoM and 0.2%
YoY in April 2020.
Oil World has forecast Malaysia’s CPO production to be 20mil
tonnes in 2020F vs. 19.9mil tonnes in 2019. Oil World has
also estimated CPO output in Indonesia to be 45.4mil tonnes
in 2020F vs. 44.1mil tonnes in 2019.


Weaker MYR vs. USD to result in unrealised forex
losses on USD borrowings in 2Q2020

We believe that plantation companies in Malaysia may
continue to record unrealised forex losses on their foreign
denominated borrowings in 2Q2020 as the MYR has
depreciated against most currencies.
The weaker MYR is also expected to result in higher net
gearing ratios for companies with higher foreign borrowings.
Companies with high foreign denominated borrowings include
IJMP and IOI. However, we draw comfort from the fact that the
net gearing ratios of these companies are still comfortably
below 50% each.
IJMP’s net gearing ratio stood at 47.6% as at end-December
2020. About 69.3% of IJMP’s gross borrowings of RM852.6mil
were denominated in USD. IJMP will be releasing its 4QFY20
results on 26 June 2020.
IOI’s net gearing stood at 32.9% as at end-March 2020.
Roughly 80.3% of IOI’s gross borrowings of RM5.0bil were
denominated in USD.
In our coverage, TH Plantations (THP) has a high net gearing
ratio of 214.5%. However, all of THP’s RM1.28bil borrowings
are in MYR and consist mainly of Islamic notes taken up by
Lembaga Tabung Haji.
AmInvestment Bank Bhd
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only and it is issued by AmInvestment Bank Berhad (“AmInvestment”)
without regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell,
warranty, representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence
any one to buy or sell any real estate, securities, stocks, foreign exchange, futures, investment or other products.
AmInvestment recommends that you evaluate a particular investment or strategy based on your individual circumstances
and objectives and/or seek financial, legal or other advice on the appropriateness of the particular investment or strategy.
The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at
the time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair
and reasonable, AmInvestment has not independently verified the information and does not warrant or represent that they
are accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this
report constitute AmInvestment’s views as of this date and are subject to change without notice. Notwithstanding that,
AmInvestment has no obligation to update its opinion or information in this report. Facts and views presented in this report
may not reflect the views of or information known to other business units of AmInvestment’s affiliates and/or related
corporations (collectively, “AmBank Group”).
This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or
republished for any purpose without AmInvestment’s prior written consent. AmInvestment, AmBank Group and its respective
directors, officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or
consequential losses, loss of profits and/or damages arising from the use or reliance of this report and/or further
communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.
AmInvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which
may give rise to real or potential conflicts of interest.
This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you
should have regard to the laws of the jurisdiction in which you are located.
If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer
will not be affected.
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