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MARKET WEIGHT (Downgraded)



SECTOR UPDATE



Plantation – Indonesia Neutral Stance On Indonesian Planters We downgrade Indonesia’s CPO sector from OVERWEIGHT to MARKET WEIGHT. PE should de-rating because: a) CPO prices will remains flat at low levels until 3Q14; b) lower valuations have been seen in the sector due to flat or falling CPO prices compared with our previous assumptions used in setting target prices, c) additional discount could be assigned to the 13x sector PE observed when CPO price was flat during Jan 11-May 12 as current CPO price is lower. Trim positions on AALI, BWPT and SGRO.



DOWNGRADE OUR TARGET PRICES & CALL AALI



PE Old 17x



New 14x



TP Old 32,100



New 26,425



BWPT



13x



11x



1,310



1,110



LSIP



13x



11x



2,150



1,820



SGRO



13x



11x



2,750



2,330



Source: UOB Kay Hian, Oil World



SECTOR CALL



WHAT’S NEW  Previous multiples not applicable in flat CPO price environment. Analysing the historical sector PE vs crude palm oil (CPO) price, we believe our previous assumptions are only applicable to an environment where CPO price is expected to trend upwards. During the period Jan 11 to May 12, sector PE was 13x when CPO price was flat. Considering CPO price was 60% higher than the current level, we view additional discount to the 13x PE to be justified and have assigned 11x PE (vs 13x) to the sector and 14x to AALI (vs 17x) in setting our target prices.  Recovery in Indonesian palm oil exports. Indonesia’s palm oil exports climbed to a seven-month high in July, reaching 1.84m tonnes, up 3.1% mom. The figure is higher than consensus forecast of 1.8m tonnes. Cumulative 7M14 export volume of 11.6m tonnes is slightly below 7M13 volume of 12.2m tonnes.  Expect higher export volume to price-sensitive countries. On a mom basis, export volume by country was mixed, with higher shipments to India, Europe and the US overshadowing the decline in export volumes to China, Pakistan and Bangladesh. Shipments to China, Pakistan and Bangladesh fell about 27%/14%/55% to 138,000/137,000/80,000 tonnes, while export volume to India surged by about 2.7% mom to 407m tonnes in preparation of the Hindu festive season Diwali, which falls in endOctober. Higher mom volume growth to the US and Europe of about 40% and 11% respectively is largely driven by the discount in CPO price against crude brent oil.



Previous Call Overweight



INDONESIA



New Call Market Weight



MALAYSIA
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SINGAPORE



Underweight



Underweight



Source: UOB Kay Hian, Oil World



COMPANIES CALL Previous Call BUY



AALI



New Call HOLD



BWPT



BUY



HOLD



LSIP



HOLD



HOLD



SGRO



BUY



HOLD



Source: UOB Kay Hian, Oil World



ANALYST Yogeshar Hassanand +6221 2993 3876 [email protected]



ACTION  Export volume from Indonesia remains strong. We believe Indonesia’s export volumes will remain strong in the following months on the back of: a) cut in export tax from 10.5% in August to 9% in September, b) 12.3% mtd decline in CPO price to RM1,979/tonne, and c) 4% yoy appreciation in ringgit against US$ vs 4% depreciation of Rp against US$.  Downgrade to MARKET WEIGHT. We downgrade our call on Indonesian planters from OVERWEIGHT to MARKET WEIGHT as we believe a high multiple is not sustainable in a flat CPO price environment. Should production come off in 4Q14, we could see an uptick in CPO price. However, at the current juncture, our MARKET WEIGHT call on Indonesian planters is still better than the UNDERWEIGHT call for Malaysia and Singapore. We downgrade our call on AALI, BWPT and SGRO from BUY to HOLD while maintaining our HOLD call on LSIP. Trim positions on AALII, BWPT and SGRO. PEER COMPARISON Company



Astra Agro Lestari BW Plantation London Sumatra Sampoerna Agro



Ticker



AALI IJ BWPT IJ LSIP IJ SGRO IJ



Rec



HOLD HOLD HOLD HOLD



Price @ 27 Aug 14 (Rp) 26,000 1,025 1,905 2,080



Target Price (Rp) 26,425 1,110 1,820 2,330



Market Cap (US$m) 3,499 394 1,110 335



2013 (x) 22.7 23.1 16.9 33.0



------ PE -----2014F 2015F (x) (x) 14.6 13.8 14.7 10.2 13.4 11.5 12.8 9.8



ROE (%) 19.0 14.9 16.0 11.9



P/B (x)



Div (Rp)



Div Yield (%)



3.4 1.9 1.8 1.4



444.2 7.2 42.1 45.5



1.7 0.7 2.2 2.2



Source: Bloomberg, UOB Kay Hian
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TRADES AT RANGE BOUND BETWEEN 11-15X FORWARD PE
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PEGGED AALI AT AVG MEAN 6 YEARS FORWARD PE AT 14X



PEGGED BWPT AT 11X 2015 PE (BETWEEN -1STD AND 5YEARS MEAN) (x)
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PEGGED LSIP AT 11X 2015 PE (BETWEEN -1STD AND 5YEARS MEAN) (x)
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Disclosures/Disclaimers This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“UOBKH”), which is a holder of a capital markets services licence and an exempt financial adviser in Singapore. This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an advice or a recommendation with respect to such securities. This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the particular needs of any recipient hereof. You should independently evaluate particular investments and consult an independent financial adviser before dealing in any securities mentioned in this report. This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this report to any other person without the prior written consent of UOBKH. This report is not intended for distribution, publication to or use by any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the distribution, publication or use of this report would be contrary to applicable law or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any registration, licensing or other requirements within such jurisdiction. The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, including before its publication herein. Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an interest (including a proprietary interest) in the subject corporation(s) referred to in this report. As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for. Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are generated from UOBKH’s business of dealing in securities. IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES Where the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: (i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore in respect of any matters arising from, or in connection with, the analysis or report; and (ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the contents of the analyses or reports IMPORTANT DISCLOSURES FOR U.S. PERSONS This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore. UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
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receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered brokerdealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through UOBKH. UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst account. Analyst Certification/Regulation AC As noted above, each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are generated from UOBKH’s business of dealing in securities.
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