The Malaysian Plantation Sector: A Review



With the stock market being as volatile as it has been recently, investors with frayed nerves may like to be reminded of the relative safety of the plantation sector. The main concerns for this year are whether the US economy will slip back into a recession and the Middle East crisis. This has obvious implications on the Malaysian economic recovery given the dependence of exports to the US markets. However, it is worth remembering not all of Malaysian exports are dependent on what consumers spend in America.

Palm oil is one such notable exception. Worldwide demand for the commodity is relatively stable so the more dominant factors affecting it are weather conditions, plant yields and stockpiles – of not just palm oil but also other competing edible oils – as well as import tariff and quota policies of major consumers like India and China.

The outlook for palm oil prices is strong enough to ensure that plantation companies receive a significant boost in earnings over the course of this year and the next. The recent round of interim results has already shown that, to a certain extent, the best is yet to come.

The recent report by ‘Oil World’ suggests that the price of palm oil is likely to experience a pronounced rally in the first quarter of this year, with the possibility of prices reaching a 4 year high. The anticipated rally will be driven by the declining world palm oil stockpiles and the below average growth of palm oil production from now till September 2003. For the next 6 months, ‘Oil World’ has forecast that palm oil prices would reach between RM1,700 to RM1,800 per tonne.

Plantation Stocks – More Room to Grow?

 (Facts and figures taken from article written by Surf 88 dated 14 Jan 03)

· Tighter than expected global supply of edible oils will drive crude palm oil (CPO) price to nearly RM1,700 per tonne.

· Earnings forecasts set to be up-graded further to incorporate higher CPO prices, spurring another round of re-rating for plantation stocks.

· Earnings for these stocks should rise by 30%, with above average dividend payouts as a further attraction.

With tighter than expected global supply, the ‘Oil World’, the renowned global forecaster, has revised global production growth of 17 major oils and fats to just 1% in 2003, which is below expected demand growth of 2.3%. Adverse weather conditions due to El-Nino have wreaked havoc on the US and South American soya bean crops and caused a worst drought of a century in Australia. Indian soya beans and groundnut production and to a lesser extent Indonesia and Malaysia’s CPO production have similarly been affected.

Looking forward, the latest expectation is for the El-Nino phenomenon to continue through February into May, signaling the possibility of further supply tightness. Given this possibility, CPO prices would scale even higher.

By adopting the assumption of an average price for CPO at RM1,600 per tonne, the 2003 earnings estimates for the five companies listed below would be raised by between 11% and 28%. On this basis, one should expect at least a 30% growth in earnings from 2002 from all five companies.

STOCK           Price                  EPS                        PER                EPS growth

                       (RM)             2002        2003       2002        2003         (%) 2003          

H&L                2.91              14.8         20.8        19.7         14.7              40.5

IOI Corp         6.70              39.5         54.0        14.4         10.6              36.7

KLK                6.35              38.5         50.2        16.5         12.6              30.4

PPB Oil           3.10              25.0         37.0        12.4           8.4              48.0

U Plant            4.20              34.0         52.5        12.4           8.0              54.4

In terms of earnings sensitivity, every RM100 per tonne increase in CPO price from the assumption of RM1600 per tonne, would raise EPS between 6% for IOI and 11% for PPB Oil. The corresponding reduction in PER (price earning ratio) is tabulated below. The market is likely to have under-estimated the earning power of the plantation stocks. Hence another round of earnings up-grade is in sight. For the pure CPO exposure, PPB Oil and U Plant continue to offer compelling investments. Of the two, U Plant would see an added boost from the acquisition of new plantation estates, which is pending completion. As for the heavy weights, IOI and KLK are the favorites, noting in particular IOI’s success in strengthening its CPO value chain following the purchase of Loders Croklaan, formerly under the Unilever group of companies. KLK, on the other hand would no longer be dragged down by Crabtree & Evelyn, which has turned around. Meanwhile H&L is a generous dividend player with forecast 2003 net yield in excess of 5%, with 3-4% for PBB Oil and U Plant, 2.5% for KLK and 1.6% for IOI.
                                                    Average CPO Price

PER                RM1400        RM1500         RM1600         RM1700          RM1800    

H&L                  17.9                15.7                 14.0                12.6                  11.5

IOI                     11.7                11.2                 10.6                10.0                   9.5

KLK                  15.1                13.6                 12.6                 11.8                 11.1

PPB Oil             10.7                  9.4                   8.4                   7.6                   6.9

U Plant                9.6                  8.8                   8.0                   7.3                   6.8

Malaysian Plantation Interests in Indonesia

Malaysian Oil Palm Association has estimated that the maximum “plantable area” in Malaysia is only 4.2 m ha, of which the present plantation sector has already taken 3.55 m ha, leaving only 0.5 m ha in Sarawak and 0.2 m ha in Sabah. The shortage on land bank has driven companies to Indonesia for expansion. In contrast, Indonesia has 9 m ha for oil palm growing and as much as 40% has been for foreign investment. With so much more land and at relatively low cost as well as low cost of production, many plantation companies have been induced to make forays into the neighboring country. However, even in the relatively safe areas of Sumatra and Kalimantan, the early entrants had to cope with an apparent lack of law and order. Recently, with a certain degree of political stability and higher palm oil prices, the investments are beginning to bear fruit. With the experience gained from exposure to the new environment, there is further opportunity to expand in a sustainable manner in Indonesia. It is a good arrangement in the short to medium term, but in the longer term it is grooming the competitor to be the world’s biggest palm oil producer.


Kumpulan Guthrie’s purchase of Minamas Plantations in Indonesia has turned Guthrie into a highly geared group with a loss in 2001, mainly from the plantation division. With considerable experience to cope with the new environment, management has been able to improve on productivity and capitalize on the lower cost of production so that good returns should be expected during the present period of relatively high CPO prices. PPB Oil with more than 15,000 ha in Kalimantan and 10,000 ha in Sumatra has similar problems and has suffered losses from the Indonesian operations but expects to turn around for the financial year 2003/4. A further acquisition of 32,200 ha of land in Kalimantan will ensure future growth of PPB Oil and will be beneficial once the lower cost of production and higher oil extraction rates in Indonesia are realized. Being a pure palm oil player the company has recorded a bumper FY02 pretax profit of RM168.6 representing a 4-fold Y-O-Y increase, due to encouraging palm oil prices.


KLK’s Indonesian plantations are in Belitung Island at 14,065 ha and a further acquisition of 3,990 ha has been made by its subsidiary KLK (Mauritius) International Ltd. These small and better controlled estates will add to KLK’s earnings from mainly Sabah estates; being cash-rich KLK can increase its plantations when the opportunity arises. KLK derives as much as 65% of its group earnings from plantations and with stronger CPO prices, earnings are expected to be increased substantially. Golden Hope Plantations Bhd and Austral Enterprise Bhd also have plantations in Indonesia; the former has just reported 7-fold increase in net interim profits (RM118 m) for the first half ending Dec. 2002.


IOI does not have estates in Indonesia although it has good liquidity and well-trusted management. The group will be the leader of the palm oil industry, given its complete involvement upstream and downstream. Its recent investment in the manufacturing of speciality oils and fats and other high valued products in overseas markets is noteworthy since IOI is already a stalwart in oleochemicals (i.e. with Palmco). Analysts expect that by year 2005, earnings contribution would be more diversified, with plantations taking a 40% share and the remaining 60% shared equally between property and manufacturing. This will help IOI to mitigate the impact of fluctuating CPO prices on its group earnings and ensure a more steady and consistent earnings performance. IOI pretax profits for the first half year ending 31st Dec 2002 almost doubled to RM414m mainly due to higher CPO prices.
Kok Khee Wee (16 Jan. 2003), Inter-Pacific Securities Sdn Bhd [The information provided is for interested readers of MOSTA and are not intended to influence investment in or trading of Malaysian plantation stocks]
Newer Developments (June 2003)
Kumpulan Guthrie has proposed to take over H&L and Guthrie Ropel and concentrate on core businesses, namely plantation and property, and divest the highway, rubber glove and fibreboard businesses. Guthrie’s Indonesian Minamas’ estates will be later listed on the Jakarta Stock Exchange. Similarly Golden Hope will streamline to have its core business in plantation and property. I&P is projecting a profit or RM200m for year ending 31.1.04 with >60% contributed by plantations (inclusive of the former Astral Enterprise). Kulim after acquisition of J. Corp’s estates will have 140,000 ha but will also expand downstream into oleochemicals, soaps and detergents.
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