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HOLD (Maintain) 

Target Price: RM22.84 

Previously: RM23.39 

Current Price:  RM24.00 

 
Capital upside   -4.8%  
Div idend y ield 1.8%  

Expected total return  -3.0%  

 

Sector coverage: Plantation  

Company description: KLK produces and 

processes palm and natural rubber, downstream 

palm oil products and latex gloves. Besides, KLK is 

also involved in property  development. 

 
Share price  

 

Historical return (% ) 1M 3M 12M 
Absolute  -2.4 -3.3 -1.5 
Relative -2.7 -5.5 4.2 

 
Stock information  
Bloomberg ticker KLK MK 
Bursa code 2445 
Issued shares (m) 1,065 
Market capitalisation (RM m) 25,559 
3-mth average volume (‘000) 549 
SC Shariah compliant  Yes 

 
Major shareholders   

Batu Kawan Bhd 47.0%  
Employees Prov ident Fund 12.8%  
Skim Amanah Saham Bumiputera  5.8%  

 

Earnings summary  
FYE (Sep)  FY18   FY19f   FY20f  
PATMI – core            795            704            811  
EPS – core (sen)          67.2           59.5           68.6  
P/E (x)          35.7           40.3           35.0  
 

Challenging times ahead 

We reiterate our less-than-positive view on KLK’s near term earnings outlook, 

mainly on the back of weak palm product prices and intense competition within 

the oleochemical sub-segment. Besides, we believe KLK may incur impairment 

on its investment in EPO, on the latter’s recently announced intention to cease 

its Butaw estate operations. We trim our FY19-21 core net profit forecasts by 

6.2-7%, as we fine tune our FFB output and interest cost projections. 

Consequently, our SOP-derived TP is lowered by 2.4% to RM22.84. Maintain 

HOLD rating on KLK.  

 

Following our recent conversation with management, we reiterate our less-than-

positive view on KLK’s near term earnings outlook, mainly on the back of weak palm 

product prices and intense competition within the oleochemical sub-segment.  

 

FFB output growth insufficient to mitigate lower CPO prices.  FFB output grew 

4.9% to 3.05m tonnes in 9MFY19, and is on track to exceed 4m tonnes in FY19, 

thanks to more areas moving to mature bracket in its Indonesian estates. However, 

the decent FFB production growth is insufficient to mitigate the weak CPO prices and 

marginally higher production cost (arising from minimum wage hike in Malaysia and 

higher fertiliser prices).   

 

Manufacturing division – tougher times ahead. After registering a decent 1HFY19, 

we believe KLK’s manufacturing division will see weaker performance in 2HFY19, 

mainly on the back of stiff competition, which has in turn resulted in weak 

oleochemical product prices.  

 

May potentially write down its investment into EPO.  We believe KLK may incur 

impairment on its investment in Equatorial Palm Oil (EPO), on the latter’s recently 

announced intention to cease its Butaw estate operations. EPO has to-date planted 

1,418ha of oil palm plantation (out of a total concession area of 8,011ha) in Butaw 

estate. At this juncture, it remains unknown on the amount of the impairment (if it 

happens). We understand that KLK had a carrying value of circa RM110m on Butaw 

estate (as at 30 Sep 2018). Recall, KLK ventured into oil palm plantation business in 

Liberia via the acquisition of 62.9% stake in EPO and 50% stake in Liberian Palm 

Developments Ltd (of which EPO owns the remaining 50% stake) for US$21.3m in 

Nov-13.  

 

Stable contribution from property development division.  Despite weak property 

market sentiment, management still sees stable earnings contribution from its 

property development segment (albeit insignificant contribution relative to plantation 

and manufacturing divisions), by focusing on small-scale higher-end residential unit 

launches in Bandar Seri Coalfields.  

 

Forecast. We trim our FY19-21 core net profit forecasts by 6.2%, 7.0% and 6.4% 

respectively, as we fine tune our FFB output and interest cost projections.   

 

Maintain HOLD, TP: RM22.84. We maintain our HOLD rating on KLK, with a lower 

SOP-derived TP of RM22.84 (from RM23.39 earlier) following the downward revision 

in our core net earnings forecasts. Despite its steep valuations (at RM24.00, KLK is 

trading at FY19-20 P/E of 40.3x and 35x), we believe KLK will fare better relative to its 

peers in terms of share price resilience, given its (i) young age profile (12.1 years as 

at end FY18), and (ii) relatively sizeable contribution from downstream operations 

(which generates more stable earnings relative to upstream plantation business).   

 

1600

1650

1700

1750

1800

1850

23.00

23.40

23.80

24.20

24.60

25.00

Jul-18 Sep-18 Dec-18 Feb-19 Apr-19 Jul-19

PtsRM
KLK (LHS) KLCI (RHS)

mailto:wfchye@hlib.hongleong.com.my


Kuala Lumpur Kepong l Company Update                                                                                                                                                                

2 HLIB Research l www.hlebroking.com 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Financial Forecast
All items in (RM m) unless otherwise stated

Balance Sheet Income Statement
FYE Sep FY17 FY18 FY19f FY20f FY21f FYE Sep FY17 FY18 FY19f FY20f FY21f

Cash 2,041.2   1,473.4   1,616.5   1,452.9   1,760.4   Revenue 21,004.0 18,400.5 14,898.9 15,649.2 15,997.2 

Receivables 2,724.7   2,271.9   2,699.2   2,793.0   2,836.5   EBITDA 2,092.0   1,761.2   1,650.0   1,765.4   1,798.6   

Inventories 1,796.9   2,098.3   1,862.4   1,956.2   1,999.7   EBIT 1,624.4   1,295.8   1,154.3   1,257.7   1,280.0   

PPE 5,220.9   5,254.8   5,436.9   5,606.0   5,763.1   Finance cost (169.8)    (174.9)    (177.4)    (183.4)    (189.4)    

Others 7,720.5   7,897.8   7,877.2   7,846.2   7,809.3   Associates & JV (4.3)        (3.5)        6.7          7.3          7.3          

Assets 19,504.1 18,996.1 19,492.2 19,654.3 20,169.0 Profit before tax 1,450.2   1,117.4   983.6      1,081.6   1,097.8   

Tax (383.3)    (313.3)    (234.5)    (257.8)    (261.7)    

Payables 1,562.8   1,396.8   1,472.0   1,191.9   1,251.9   PAT 1,066.9   804.1      749.1      823.8      836.1      

Debt 4,442.8   4,283.2   4,434.2   4,585.2   4,736.2   Minority interest (61.7)      (50.8)      (44.9)      (12.4)      (12.5)      

Others 1,058.5   1,005.2   1,005.2   1,005.2   1,005.2   Reported PATMI 1,005.1   753.3      704.2      811.4      823.6      

Liabilities 7,064.1   6,685.2   6,911.4   6,782.3   6,993.3   Exceptionals 52.7        41.5        -         -         -         

Core PATMI 1,057.8   794.9      704.2      811.4      823.6      

Shareholder's equity 11,568.5 11,424.9 11,649.9 11,928.8 12,219.9 

Minority interest 871.6      885.9      930.9      943.2      955.8      Consensus core PATMI 774.7      936.2      1,016.0   

Equity 12,440.0 12,310.8 12,580.8 12,872.0 13,175.7 HLIB/ Consensus 90.9% 86.7% 81.1%

Cash Flow Statement Valuation & Ratios
FYE Sep FY17 FY18 FY19f FY20f FY21f FYE Sep FY17 FY18 FY19f FY20f FY21f

Profit before taxation 1,450.2   1,117.4   983.6      1,081.6   1,097.8   Core EPS (sen) 90.3        67.2        59.5        68.6        69.6        

D&A 467.6      465.4      495.7      507.7      518.6      P/E (x) 26.6        35.8        40.4        35.1        34.5        

Working capital 11.7        (426.2)    (116.2)    (467.7)    (27.0)      EV/EBITDA (x) 13.6        -         -         -         -         

Taxation (338.4)    (350.4)    (234.5)    (257.8)    (261.7)    DPS (sen) 50.0        45.0        44.0        57.0        58.0        

Others (187.3)    (10.8)      (6.7)        (7.3)        (7.3)        Dividend yield 2.1          1.9          1.8          2.4          2.4          

CFO 1,403.9   795.4      1,121.9   856.4      1,320.5   BVPS (RM) 9.9          9.7          9.8          10.1        10.3        

P/B (x) 2.4          2.5          2.4          2.4          2.3          

Capex (660.4)    (462.7)    (650.6)    (638.5)    (631.5)    

Others 447.0      219.3      -         -         -         EBITDA margin 10.0% 9.6% 11.1% 11.3% 11.2%

CFI (213.4)    (243.4)    (650.6)    (638.5)    (631.5)    EBIT margin 7.7% 7.0% 7.7% 8.0% 8.0%

PBT margin 6.9% 6.1% 6.6% 6.9% 6.9%

Changes in debt (217.1)    (89.6)      151.0      151.0      151.0      Net margin 5.0% 4.3% 4.7% 5.2% 5.1%

Shares issued -         1.0          2.0          3.0          4.0          

Dividends (532.5)    (532.5)    (479.2)    (532.5)    (532.5)    ROE 9.1% 7.0% 6.0% 6.8% 6.7%

Others (26.9)      (10.6)      -         -         -         ROA 5.4% 4.2% 3.6% 4.1% 4.1%

CFF (776.4)    (631.7)    (326.2)    (378.5)    (377.5)    Net gearing 20.8% 24.6% 24.2% 26.3% 24.4%

Net cash flow 414.1      (79.7)      145.1      (160.5)    311.5      Assumptions
Forex (5.2)        (69.1)      -         -         -         FYE Sep FY19f FY20f FY21f

Others -         1.0          2.0          3.0          4.0          FFB production ('000 mt) 4,061.8   4,247.8   4,499.5   

Beginning cash 929.7      1,338.6   1,188.7   1,331.9   1,168.3   CPO production ('000 mt) 885.1      925.6      980.4      

Ending cash 1,338.6   1,188.7   1,331.9   1,168.3   1,475.8   PK production ('000 mt) 182.8      191.2      202.5      
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Figure #1 KLK’s FFB production  

 
HLIB Research 

 
Figure #2 Manufacturing division’s quarterly core PBT 
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Figure #3 Sum-of-parts valuation 
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Segments Value (RMm) Value (RMm) Basis

Plantations 17,919.7 16.83 28x FY20 net profit

Manufacturing 4,457.4 4.19 15x FY20 net profit

Property 2,881.0 2.71 Based on RNAV

Sythomer 1,396.0 1.31 Current market price

Associates 481.0 0.45 3x book value

Net debt -2,809.86 -2.64

SOP 24,325.2 22.84

No. of shares (m) 1,065.0

Target price (RM) 22.84 22.84
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Disclaimer 
 
The information contained in this report is based on data obtained from sources believed to be reliable. However, the data and/or sources have not been independently  
verified and as such, no representation, express or implied, are made as to the accuracy, adequacy, completeness or reliability  of the info or opinions in the report.  

Accordingly , neither Hong Leong Investment Bank Berhad nor any of its related companies and associates nor person connected to it accept any liability  whatsoever for any 
direct, indirect or consequential losses (including loss of profits) or damages that may arise from the use or reliance on the info or opinions in this publication. 

Any information, opinions or recommendations contained herein are subject to change at any time without prior notice. Hong Leong Investment Bank Berhad has no 
obligation to update its opinion or the information in this report.  

Investors are advised to make their own independent evaluation of the info contained in this report and seek independent financial, legal or other advice regarding the 
appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. Nothing in this report constitutes investment, legal, 
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your indiv idual circumstances or otherwise represents a personal 
recommendation to you.  

Under no circumstances should this report be considered as an offer to sell or a solicitation of any offer to buy any securities referred to herein.   

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, connected parties and/or employees may, from time to time, own, have positions 
or be materially  interested in any securities mentioned herein or any securities related thereto, and may further act as market maker or have assumed underwriting 
commitment or deal with such securities and prov ide advisory, investment or other serv ices for or do business with any companies or entities mentioned in this report. In 
rev iewing the report, investors should be aware that any or all of the foregoing among other things, may give rise to real or potential conflict of interests. 

This research report is being supplied to you on a strictly  confidential basis solely  for your information and is made strictly  on the basis that it will remain confidential. All 
materials presented in this report, unless specifically  indicated otherwise, are under copyright to Hong Leong Investment Bank Berhad. This research report and its contents 
may not be reproduced, stored in a retrieval system, redistributed, transmitted or passed on, directly  or indirectly , to any person or published in whole or in part, or altered in 
any way, for any purpose. 

This report may prov ide the addresses of, or contain hyperlinks to websites. Hong Leong Investment Bank Berhad takes no responsibility  for the content contained therein. 
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are prov ided solely  for your convenience. 
The information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or Hong Leong 
Investment Bank Berhad website shall be at your own risk. 
 
1. As of 18 July  2019, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report:  
(a) -.  
 
2. As of 18 July  2019, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report: 
(a) -. 
 

Published & printed by:  
Hong Leong Investment Bank Berhad (10209-W) 
Level 28, Menara Hong Leong, 
No. 6, Jalan Damanlela,  
Bukit Damansara,  
50490 Kuala Lumpur 
Tel: (603) 2083 1800  
Fax: (603) 2083 1766 

 

Stock rating guide  

BUY Expected absolute return of +10%  or more over the next 12 months.  

HOLD Expected absolute return of -10%  to +10%  over the next 12 months.  

SELL Expected absolute return of -10%  or less over the next 12 months.  

UNDER REVIEW Rating on the stock is temporarily  under rev iew which may or may not result in a change from the prev ious rating.  

NOT RATED  Stock is not or no longer within regular coverage.  

  

Sector rating guide   

OVERWEIGHT  Sector expected to outperform the market over the next 12 months.   

NEUTRAL Sector expected to perform in-line with the market over the next 12 months.   

UNDERWEIGHT Sector expected to underperform the market over the next 12 months.   

  

The stock rating guide as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definitions, other qualitative 
measures and situational aspects will also be considered when arriv ing at the final stock rating. Stock rating may also be affected by the market capitalisation of the indiv idual 
stock under rev iew.  

 


