) APEX

SECURITIES
APEX SECURITIES BERHAD

Friday, October 11, 2024 Sector Update

Plantation Sector Steven Chong

stevenchong@apexsecurities.com.my

CPO production losing steam in September

Summary

¢ CPO production shed marginally while palm oil inventory hit the 2m tonnes mark.

e Competition within the vegetable oil market is set to intensify following the announcement of levy
cut in Indonesia as well as ample soybean supply.

« Maintain Neutral rating on the sector in view of rising competition from Indonesia.

Sector Update

e CPO production inched down in September. CPO production registered a negative growth of -3.8% mom
(1.82m tonnes in September against 1.89m tonnes in August) which was below expectation as historical data
traditionally recorded a growth in month of September on a monthly basis. We believe the unfavorable production
performance was partly due to the laggard effect of El Nino last year. Looking forward, production is expected
to remain weak in view of the continued effect of the dry weather.
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¢ Indonesian government announces update in export levy scheme. During the month (22 Sep), the
Indonesian Government implemented a significant amendment to its export tax policy, moving from an
incremental scale to a flat export tax of 7.5% for CPO and 4.5% for refined palm oil. The new rule is estimated
to create savings of c. USD23-25/tonne in September. As a result, this has created a surge in supply within the
export market given that Indonesian planters may command a more competitive pricing in the global market
under the new levy structure.
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¢ Flattish palm oil export in September. Palm oil export in September was little changed (+0.9% mom) and
against the expectations. The official palm oil exports figure released by MPOB was below the estimates of cargo
surveyors of 9-10% exports growth. We noted that price spread between SBO and CPO remained narrow, with
CPO price at a slight premium against SBO. This, together with increased competition from Indonesia, may have
dampened export demand for Malaysian palm oil.

CPO export (‘M tonnes) with MoM %
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¢ Palm oil closing stocks continued piling up in view of tepid consumption. Palm oil closing stock
continued piling up in September, crossing above the 2.0m tonnes mark. Palm oil inventory has been steadily
climbing since March in tandem with the higher CPO production. We opined the bourgeoning palm oil inventory
in September was mainly attributed to mediocre export coupled with subdued domestic consumption. Looking
forward, we expect palm oil inventory to ease in 4Q24 on the back of seasonally lower CPO production.

CPO inventory with MoM %
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e Average CPO price in September was RM4,023/tonne, grew +2.9% mom. Performance of CPO price
was stable in September where price was steady to close at RM4,000/tonne. We believe Malaysia’s palm
oil producers may may face challenges over the coming months due to tax cuts from competing producers
in Indonesia and a hike in import levies by key market India. Concurrently, CPO price premium against SBO
might also exert further downward pressure on CPO prices due to substitution effect within the vegetable oil
market. For now, we maintain our full-year forecast for average CPO price at RM4,000/RM3900 for CY24/C25.

24-month average CPO price trend (MYR/mt)
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¢ Keeping Neutral stance. We are maintaining our Neutral stance on the sector, as we expect the softening
of CPO price with inventory pilling up. Furthermore, the plantation sector may continue to face significant
challenges, including intensifying competition from neighboring countries and other global vegetable oil
producers, which could further pressure market dynamics. We keep our HOLD calls for Kuala Lumpur Kepong
(FV: RM20.35), Kim Loong Resources (FV: RM2.35), Hap Seng Plantations (FV: RM1.80), United
Plantation (FV: RM27.00), and Sarawak Plantations (FV: RM2.25).

Company Price (RM) P/E (x) Dividend Yield Target Price Potental
asat100ct24 2023 2024F 2025F (%) (RM) Upside
United Plantation Bhd 25.90 15.55 14.43 14.29 6.02 27.00 4.2%
Hap Seng Plantations Holdings Bhd 1.76 14.15 13.52 12.68 5.11 1.80 2.3%
Kim Loong Resources Bhd 2.37 15.54 14.72 14.90 6.33 2.35 -0.8%
Sarawak Plantations Bhd 2.31 10.00 8.95 8.17 7.36 2.25 -2.6%
Kuala Lumpur Kepong Bhd 21.12 27.30 26.10 18.68 2.84 20.35 -3.6%

# Kuala Lumpur Kepong Bhd data based on FYE Sep
# Kim Loong ResourcesBhd data based on FYE Jan
Source: Apex Securities Bha, Bloomberg
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RESEARCH RECOMMENDATION FRAMEWORK

STOCK RECOMMENDATIONS

BUY: Total returns* are expected to exceed 10% within the next 12 months.

HOLD: Total returns* are expected to be within +10% to — 10% within the next 12 months.
SELL: Total returns* are expected to be below -10% within the next 12 months.

TRADING BUY: Total returns* are expected to exceed 10% within the next 3 months.
TRADING SELL: Total returns* are expected to be below -10% within the next 3 months.
*Capital gain + dividend yield

SECTOR RECOMMENDATIONS

OVERWEIGHT: The industry defined by the analyst is expected to exceed 10% within the next 12 months.
NEUTRAL: The industry defined by the analyst is expected to be within +10% to — 10% within the next 12 months.
UNDERWEIGHT: The industry defined by the analyst, is expected to be below -10% within the next 12 months.

DISCLAIMER

Disclaimer: The report is for internal and private circulation only and shall not be reproduced either in part or otherwise
without the prior written consent of Apex Securities Berhad. The opinions and information contained herein are based on
available data believed to be reliable. It is not to be construed as an offer, invitation or solicitation to buy or sell the
securities covered by this report.

Opinions, estimates and projections in this report constitute the current judgment of the author. They do not necessarily
reflect the opinion of Apex Securities Berhad and are subject to change without notice. Apex Securities Berhad has no
obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter
stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes
inaccurate.

All analyst(s) names appear in the front page, whom prepared this report, does not have any interest in the following
securities covered in this report.

Apex Securities Berhad does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance
upon such statement by anyone shall give rise to any claim whatsoever against Apex Securities Berhad. Apex Securities
Berhad may from time to time have an interest in the company mentioned by this report. This report may not be
reproduced, copied or circulated without the prior written approval of Apex Securities Berhad.
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