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Price RM25.00 
Fair Value RM27.50 
52-week High/Low RM25.98/RM23.26 
 
Key Changes 
Fair value Unchanged 
EPS Unchanged  
 
YE to Sept FY17 FY18F FY19F FY20F 
     
Revenue (RMmil)   21,004.0   21,289.4   22,723.6   23,513.6  
Net Profit (RMmil)    1,005.1        897.0     1,088.3     1,164.9  
EPS (sen) 94.2  84.0  101.9  109.1  
EPS growth (%) (36.9) (10.8) 21.3  7.0  
Consensus net (RMmil)       1,006.0     1,123.0     1,181.0  
DPS (sen) 50.0  50.0  52.0  55.0  
PE (x) 26.6  29.8  24.5  22.9  
EV/EBITDA (x) 14.7  15.4  13.4  12.4  
Div yield (%) 2.0  2.0  2.1  2.2  
ROE (%) 9.1  7.6  8.9  9.2  
Net gearing (%) 20.8  18.6  16.4  13.6  
 
Stock and Financial Data  
 
Shares Outstanding (million)  1,067.5 
Market Cap (RM’mil)  26,687.5 
Book value (RM/share)  9.76 
P/BV (x)  2.6 
ROE (%)  9.1 
Net Gearing (%) 20.8 
  
Major Shareholders Batu Kawan (47.0%)  

EPF (11.6%) 
 

Free Float (%) 53.0 
Avg Daily Value (RMmil) 21.4 
 
Price performance 3mth 6mth 12mth 
    
Absolute (%) +0.9 -2.3 +2.0 
Relative (%) -4.0 +1.2 +0.1 
 

 
 

Investment Highlights
 
 Maintain HOLD on Kuala Lumpur Kepong (KLK) with an 

unchanged fair value of RM27.50/share. Our fair value is 
based on an FY19F PE of 27x. In the past five years, KLK’s 
PE ranged from a low of 19.9x to a high of 28.5x. Average 
PE was 24.9x. We are keeping our FY18E net profit 
forecast for KLK. Our FY18E net profit forecast for KLK is 
10.8% below consensus.  

 We have assumed that KLK’s FFB production would inch 
up by 2.7% in FY18E vs. 10.8% in FY17. The group’s FFB 
rose by 1% in 11MFY18. We believe that KLK’s FFB output 
would be stronger in the final financial month of 
September 2018 compared with the negative YoY growth 
of 3% recorded in September 2017.  

 Looking ahead to FY19F, we have assumed that KLK’s FFB 
output would expand by 4.0% underpinned by a 3% or 
5,600ha increase in mature areas. Indonesia is expected to 
drive the increase in the group’s FFB production in FY19F. 
Indonesia accounts for about 51% of KLK’s annual FFB 
output. About 44% of KLK’s plantation landbank in 
Indonesia are located in Kalimantan while another 41% are 
in Sumatra. The balance 15% of KLK’s palm plantations in 
Indonesia are in Belitung.   

 Barring any impairment or provision, we expect the EBIT 
margin of KLK’s oleochemical division to hover between 
4.0% and 4.5% in 4QFY18 (3QFY18: 4.0%) on the back of a 
smaller fair value loss in foreign currency forward 
contracts and lower cost of RBD palm stearin. 

 On the flip side, price of palm kernel oil (PKO) is rising. 
According to the MPOB, since June 2018, average monthly 
price of crude PKO in Peninsular Malaysia has climbed by 
7.8% while price of RBD palm stearin for local delivery has 
fallen by 6.0%. PKO and palm stearin are the feedstock 
used to produce oleochemical products.   

 We forecast KLK’s oleochemical EBIT to grow by only 7% 
in FY19F vs. 164.0% in FY18E. Going forward, we believe 
that operating conditions in the oleochemical industry 
would remain challenging. As KLK produces basic fatty 
acid products and not the high-margin specialised ones, 
the group faces more competition. The unit’s earnings 
rebound in FY18E comes after a slew of impairments and 
provisions in FY17. 

 The intense competition has driven down prices of basic 
oleochemical products in the EU. In China, selling prices 
of oleochemical products have been weak due to 
competition from imports. Due to an unfavourable tax 
structure, it is cheaper to import oleochemical products 
instead of buying those produced locally. KLK has about 
1mil tonnes of oleochemical production capacity in the EU 
and 0.45mil tonnes of capacity in China per year. 

 

mailto:gan-huey-ling@ambankgroup.com


KL Kepong 28 Sep 2018 

AmInvestment Bank Bhd 2 

MAINTAIN HOLD WITH UNCHANGED FAIR 
VALUE OF RM27.50/SHARE 

We are keeping our HOLD on Kuala Lumpur Kepong 
(KLK) with an unchanged fair value of RM27.50/share, 
which is based on an FY19F PE of 27x. 

Currently, KLK’s PE is similar to IOI’s. KLK’s FYE9/19F PE 
is 24.4x compared to IOI’s FYE6/19F PE of 24.2x. KLK’s 
dividend yield is estimated at 2.1% for FYE9/19F vs. IOI’s 
3.3%.  

We forecast KLK’s net profit to decline by 10.8% in FY18E 
as a 36.2% fall in plantation earnings more than offset a 
164.0% recovery in manufacturing EBIT. The rebound in 
KLK’s manufacturing EBIT in FY18E comes after a plunge 
of 47.8% in FY17.  

To recap, KL’s manufacturing unit was affected by 
inventory and plant write-downs of RM91.2mil in FY17. 
KLK was also hit by an impairment of RM32.6mil on its 
investment in Pearl River Tyres, China in FY17.   

KLK’s plantation earnings are not expected to be exciting 
in FY18E due to losses in the refining unit and declines in 
palm product prices. 

KLK's balance sheet is healthy. Net gearing stood at 
23.0% as at end-June 2018. Barring any major acquisition, 
we believe that KLK would continue paying a gross DPS of 
50 sen in FY18E, which translates into a net payout of 
59.5%.   

UPDATES 

 Unexciting FFB production growth in FY18E 

Due to KLK’s financial year, which ends in September, the 
group would not be able to enjoy a potential rebound in 
industry FFB production in Malaysia in 4Q2018. Hence, we 
have forecast KLK’s FFB production to rise by a mere 
2.7% in FY18E (FY17: 10.8%).  

KLK’s FFB production was poor in 3QFY18, as reflected in 
the decline of 3.4% QoQ and zero growth YoY. Like the 
other plantation companies, the group was affected by a 
slowdown in FFB output in Malaysia from May to July 
2018.  

Industry players have attributed the softness in FFB yield 
to many reasons. These include tree stress, the lagged 
impact of El Nino and lagged impact of heavy rains in late 
2017/early 2018.   

Looking ahead to FY19F, we forecast KLK’s FFB 
production to inch up by 4% on the back of a 3% increase 
in mature areas and marginal improvement in FFB yield.  

We think that it would be difficult for KLK to achieve a 
double-digit increase in FFB production in FY19F as older 
trees are removed for replanting and low FFB yields from 
younger oil palm trees offset higher yields from the prime 
trees.  

 Production cost per tonne to increase in FY19F 

We believe that KLK’s ex-mill production cost would rise to 
RM1,400/tonne in Malaysia (FY18E: RM1,300/tonne) and 
RM1,550/tonne in Indonesia in FY19F (FY18E: 
RM1,500/tonne). This is due to higher costs of fertiliser 
and wages.  

KLK’s fertiliser costs are expected to increase by 15% to 
20% in FY19F. According to Bloomberg, potash price 
(based on US Gulf spot prices) has risen by 14.9% from 
US$235/tonne on 12 January to US$270/tonne on 21 
September 2018. The steady climb in potash price was 
driven by strong demand from China and output curbs in 
North America.    

Although KLK’s CPO production is anticipated to expand 
on the back of the 4% increase in FFB production in 
FY19F, we believe that the economies of scale from a 
higher volume of output would not be enough to 
compensate for the rise in production costs.  

EXHIBIT1: KLK’S ACQUISITIONS 

Year Acquisitions
2010 Acquired Uniqema GmBH for 60.5mil Euros (RM254mil)
2012 Acquired 51% of 44,342ha of land in PNG for US$8.7mil (RM26.9mil). This was subsequently written off
2013 Acquired Equatorial Palm Oil Ltd, which gave entry to Liberia, for roughly GBP17.7mil (RM92.3mil) assuming 100% stake
2014 Acquired Tensachem, oleochemical company in Belgium for 16.2mil Euros (RM70.4mil)
2015 Acquired Emery Oleochemicals' Dusseldorf plant in Germany for 40.5mil Euros (RM162mil)
2016 Made bid for MP Evans at GBP7.40/share (GBP412.2mil (RM2.3bil) for 100% stake)
2017 Acquired Elementis Specialtiesat Delden, Netherlands (surfactant company) for Euro39m or RM187.2m
2018 Acquired PT Putra Bongan Jaya for US$80mil cash or RM312mil. It has planted areas of 7,500ha in East Kalimantan.  

Source: Company, AmInvestment Bank Bhd 
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 Manufacturing (mainly oleochemical activities) 
margin expected to remain flat in FY19F 

We forecast KLK’s manufacturing EBIT to improve by 7% 
to RM547.0mil in FY19F supported by higher sales 
volume. We have assumed that manufacturing EBIT 
margin would remain relatively flat at 4.9% in FY19F. 

We believe that industry operating conditions in the basic 
oleochemical segment would be challenging due to 
oversupply. This is expected to exert pressure on selling 
prices of basic oleochemical products such as fatty acids.  

According to industry experts, global production capacity of 
fatty acids is expected to be 12mil tonnes in 2017/2018E 
compared with 9mil tonnes in 2010/2011.    

In China, we understand that there is stiff competition from 
imported oleochemicals. Due to the tax structure in China, 
the import tax on the feedstock used to produce fatty acids 
is high. This, coupled with processing costs, mean that it 
could be cheaper to import oleochemical products instead 
of buying those produced locally.  

China imposes import tax of 2% to 8% and a VAT (value-
added tax) of 11% on palm stearin while fatty acids attract 
an import tax of 5.5% and a VAT of 17%.  

The high costs contributed to the lacklustre performance of 
KLK’s oleochemical operations in China. On a positive 
note, earnings contribution of KLK’s oleochemical division 
in China is not big as the unit only accounts for 15% of 
KLK’s total oleochemical production capacity of 3mil 
tonnes per year.  

 More acquisitions? 

We believe that KLK’s balance sheet is strong enough to 
carry out another acquisition this year. Recall that KLK 

acquired PT Putra Bongan Jaya, which has 7,500ha of 
planted areas in East Kalimantan for US$80mil, in April 
2018.  

KLK has been carrying out an acquisition every year 
(except for year 2011) since year 2010 (see Exhibit 1). 
Most of the acquisitions were in respect of oleochemical 
companies.  

The group’s acquisitions of plantation companies were not 
as successful as the oleochemical ones, as reflected in the 
failed takeover of MP Evans Group PLC in year 2016. MP 
Evans has planted areas of 37,072ha in Indonesia as at 
end-December 2017.    

 

EXHIBIT 2: KLK’S FOREIGN SHAREHOLDING (%) 
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TABLE 1 : FINANCIAL DATA 
      
Income Statement (RMmil, YE 30 Sep) 2016 2017 2018F 2019F 2020F 

      
Revenue       16,505.8        21,004.0        21,289.4        22,723.6        23,513.6  
EBITDA         1,720.2          2,023.8          1,875.4          2,147.7          2,289.8  
Depreciation        (448.9)        (473.9)        (513.6)        (545.6)         (577.6) 
Operating income (EBIT)         1,271.4          1,549.9          1,361.9          1,602.2          1,712.2  
Other income & associates               5.0            (4.3)             14.2              15.6              17.2  
Net interest         (101.3)         (95.4)         (86.5)         (94.4)         (98.8) 
Exceptional items            537.2                 -                  -                  -                  -   
Pretax profit         1,712.3          1,450.2          1,289.6          1,523.4          1,630.6  
Taxation        (29.1)       (383.3)       (335.3)       (365.6)        (391.3) 
Minorities/pref dividends          (90.9)         (61.7)          (57.3)         (69.5)         (74.4) 
Net profit         1,592.2          1,005.1             897.0          1,088.3          1,164.9  
      
      
Balance Sheet (RMmil, YE 30 Sep) 2016 2017 2018F 2019F 2020F 

      
Fixed assets         5,066.7          5,220.9          5,357.3          5,461.7          5,534.1  
Intangible assets            791.0             779.8             779.8             779.8             779.8  
Other long-term assets         6,110.5          6,809.1          6,924.2          7,050.5          7,188.9  
Total non-current assets       11,968.2        12,809.7        13,061.3        13,292.0        13,502.8  
Cash & equivalent         2,000.1          2,041.2          2,331.0          2,811.7          3,412.8  
Stock         1,898.1          1,796.9          1,861.6          1,973.0          2,035.2  
Trade debtors         1,470.3          1,816.6          1,749.8          1,867.7          1,932.6  
Other current assets            999.9          1,039.7          1,041.8          1,088.9          1,114.9  
Total current assets         6,368.4          6,694.4          6,984.2          7,741.3          8,495.5  
Trade creditors            657.2             795.3             797.8             845.6             872.2  
Short-term borrowings         1,578.6          1,383.4          1,452.6          1,597.8          1,757.6  
Other current liabilities            975.5             962.6             992.9          1,040.7          1,067.3  
Total current liabilities         3,211.2          3,141.4          3,243.4          3,484.1          3,697.1  
Long-term borrowings         2,967.8          3,067.2          3,097.8          3,252.7          3,415.4  
Other long-term liabilities            869.5             855.6             843.8             833.3             823.7  
Total long-term liabilities         3,837.3          3,922.7          3,941.7          4,086.0          4,239.1  
Shareholders' funds       10,444.6        11,568.5        11,931.7        12,465.0        12,989.4  
Minority interests            843.5             871.6             928.8             998.3          1,072.6  
BV/share (RM) 9.78 9.76 10.07 10.52 10.96 

      
Cash Flow (RMmil, YE 30 Sep) 2016 2017 2018F 2019F 2020F 

      
Pretax profit 1,712.3  1,450.2  1,289.6  1,523.4  1,630.6  
Depreciation 448.9  473.9  513.6  545.6  577.6  
Net change in working capital 259.1  (444.6) (308.6) (552.8) (497.4) 
Others (1,123.5) (75.6) 0.0  0.0  0.0  
Cash flow from operations 1,296.7  1,403.9  1,494.6  1,516.2  1,710.8  
Capital expenditure (711.5) (517.9) (500.0) (500.0) (500.0) 
Net investments & sale of fixed assets 453.2  (278.0) 0.0  0.0  0.0  
Others (1,984.6) 582.5  443.5  (270.1) (282.1) 
Cash flow from investing (2,242.9) (213.4) (56.5) (770.1) (782.1) 
Debt raised/(repaid) 0.6  (217.1) 88.1  289.6  312.9  
Equity raised/(repaid) 0.0  0.0  0.0  0.0  0.0  
Dividends paid (508.8) (583.0) (533.8) (555.1) (640.5) 
Others 335.8  23.7  0.0  0.0  0.0  
Cash flow from financing (172.4) (776.4) (445.6) (265.5) (327.6) 
Net cash flow (1,118.7) 414.1  992.5  480.7  601.1  
Net cash/(debt) b/f 2,055.9  929.7  1,338.6  2,331.0  2,811.7  
Forex (7.6) (5.2) 0.0  0.0  0.0  
Net cash/(debt) c/f 929.7  1,338.6  2,331.0  2,811.7  3,412.8  

      
Key Ratios (YE 30 Sep) 2016 2017 2018F 2019F 2020F 

      
Revenue growth (%) 21.3 27.3 1.4 6.7 3.5 
EBITDA growth (%) 8.5 17.6 -7.3 14.5 6.6 
Pretax margins (%) 10.4 6.9 6.1 6.7 6.9 
Net profit margins (%) 9.6 4.8 4.2 4.8 5.0 
Interest cover (x) 17.0 21.2 21.7 22.8 23.2 
Effective tax rate (%) 2.5 26.4 26.0 24.0 24.0 
Net dividend payout (%) 33.4 53.0 59.5 51.0 55.0 
Trade debtors turnover (days) 33 32 30 30 30 
Stock turnover (days) 47 35 35 35 35 
Trade creditors turnover (days) 16 15 15 15 15 
      

 

Source: Company, AmInvestment Bank estimates 
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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. 


