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UPDATE REPORT 18 August 2016 

Name of PLC: Sarawak Oil Palms Berhad (SOPB)  Target Price: RM 4.20 

Business Summary: Cultivation of oil palms, operations of palm oil mills and downstream refinery 

Major Shareholders:        Tan Sri Datuk Ling Chiong Ho and deemed interest 35.6% 

Pelita Holdings Sdn Bhd & State Financial Secretary 28.2% 

PLC Website : www.sop.com.my Recommendation: BUY 

  

                        

                              

 

Market Capitalisation: RM 1,581.6m 

Current Price: RM 3.58 

Market / Sector: Plantation 

Stock Code: 5126 

Analyst : Lim Boon Ngee   

Tel : +603 2163 3200; Email : bnlim@bcta.com.my  

 
Key Stock Statistics 2014 2015 2016F 2017F 

EPS (sen)  26.3   20.0   22.4   26.3  

P/E (x)  13.6   17.9   16.0   13.6  

Net Dividend/Share (sen)  5.0   5.0   5.0   5.0  

NTA/Share (RM)  3.02   3.17   4.14   3.43  

Book Value/Share (RM)  3.03   3.18   4.15   3.44  

Issued Capital (mil shares)  439.5   441.3   441.8   568.0 

52-weeks Share Price Range (RM)   3.49 - 5.03 

 

Per Share Data 2014 2015 2016F 2017F 

Year-end 31 Dec     

Book Value (RM)  3.03   3.18   4.15   3.44  

Operating Cash Flow (sen)  20.4   (20.6)  90.7   5.0  

EPS (sen)  26.3   20.0   22.4   26.3  

Net Dividend/Share (sen)  5.0   5.0   5.0   5.0  

Payout Ratio (%)  19.1   24.9   22.3   19.0  

P/E (x)  13.6   17.9   16.0   13.6  

P/Cash Flow (x)  17.6   (17.4)  3.9   71.9  

P/Book Value (x)  1.2   1.1   0.9   1.0  

Dividend Yield (%)  1.4   1.4   1.4   1.4  

ROE (%)  9.0   6.5   6.1   7.9  

Net Gearing (%)  34.1   47.3   48.6   50.2      

 

P&L Analysis (RM mil) 2014 2015 2016F 2017F 

Revenue  2,874.72   3,670.79   3,975.37   4,260.80  

EBITDA  277.59   257.36   266.59   354.22  

Depreciation & amort  (94.05)  (108.12)  (113.79)  (117.64) 

Net interest income  (22.10)  (26.01)  (22.89)  (40.83) 

Associate  (1.31)  0.53   5.00   5.00  

Pre-tax Profit  160.14   123.76   134.91   200.75  

Tax  (36.74)  (31.86)  (33.73)  (48.18) 

Minority interest  (7.99)  (3.45)  (2.02)  (3.01) 

Net Profit  115.41   88.45   99.16   149.56  

EBITDA Margin (%)  9.7   7.0   6.7   8.3  

Pre-tax Margin (%)  5.6   3.4   3.4   4.7  

Net-Margin (%)  4.0   2.4   2.5   3.5 

 

 

 

 

 

 

1. Investment Highlights/Summary 

 

 Sarawak Oil Palms Berhad (SOPB) is a Miri-

based mid-sized plantation company.  

 

 In Jul-2016, SOPB proposed to acquire 100% of 

Shin Yang Oil Palm (Sarawak) Sdn Bhd (SYOP) 

for RM873.0m via internal funds, borrowings 

and a proposed rights issue. With the enlarged 

group post-acquisition of SYOP, SOPB will 

have a more favourable crop profile with future 

FFB production yield to be driven by more 

matured acreage and rising yields of the newly 

matured palms. 

 

 Near term however, its FFB production looks to 

be adversely affected by continuing dry spell in 

northern Sarawak. As such, earnings prospects 

for the short-term will be impacted by poor FFB 

production and the dilution effect arising from a 

proposed rights issue. 

 

 We have resumed our coverage of SOPB by 

retaining our BUY recommendation. Given the 

recent correction in its share price, valuations do 

not look so demanding. We also like its long-

term prospects, underpinned by a more 

favourable age profile, improving production 

yield and ample landbank for future planting. 

 

 Based on our EPS forecast of 26.3 sen on an 

enlarged shares base of 568.02m shares, the 

stock is currently trading at a P/E of 13.6x for 

FY17 (12.9x based on ex-all price of RM3.40). 

We have arrived at a target price of RM4.20 by 

ascribing discount P/E of 16x as compared with 

sector P/E of 18x for FY17. 

 

http://www.sop.com.my/
mailto:bnlim@nra.com.my
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2. Company Background/Overview 

 

Sarawak Oil Palms Berhad (SOPB) is a Miri-based mid-sized plantation company listed on the Main Market of 

Bursa Malaysia Securities Berhad. Its principle business activity is the cultivation of oil palm and the operation 

of palm oil mills for the processing of palm oil and palm kernel. It ventured into downstream refinery 

operation in Jul-2012. 

 

- Key areas of operation 

 

Since FY12, SOPB has moved towards becoming an integrated palm oil producer, encompassing: 

 

 Upstream cultivation of oil palms and the operations of palm oil mills for the processing of palm 

oil and palm kernel; and 

 

 Downstream refinery and fractionation plant, palm kernel crushing plant, biodiesel plant and 

phytonutrient plant 

 

On a smaller scale, SPOB ventured into property development, converting part of their plantation 

landbank in Miri for a township development project, Taman Lambir Jaya that was launched in end-2014. 

 

A. Upstream cultivation of oil palm and processing of palm oil and palm kernel   

 

As at end-FY15, SOPB has a total landbank of 72,653 ha of which 63,517 ha are planted with oil 

palms. Its plantation estates are mostly located in Miri and Bintulu, Sarawak. 

 

Planted area (ha) 

 FY11 FY12 FY13 FY14 FY15 

Mature  43,339   45,107   55,426   59,997   61,049  

Immature  19,416   18,154   8,104   3,380   2,468  

Total  62,755   63,261   63,530   63,377   63,517 

 

SOPB has a relatively young oil palm crop profile as 54.0% and 33.5% of total planted areas are in 

the age profile of young (4-10 years) and prime (11-20 years) crops. Its estates have a combined 

weighted average age profile of 11.5 years. 

 

Age profile (ha) 

 FY15 % 

Immature  2,468  3.9% 

Young (4-10Y)  34,313  54.0% 

Prime (11-20Y)  21,263  33.5% 

Old (>21Y)  5,473  8.6% 

Total  63,517  100.0% 

 

SOPB has been generating decent production yield given the favourable age profile and the natural 

progression of young palms entering into their mature and prime age. Currently, FFB sourced from 

outside parties accounts for about 35% of total FFB requirement for its milling operations. 

 

FFB crop and production yield 

 

 FY11 FY12 FY13 FY14 FY15 

Estate crop (tonnes)  839,785   887,425   959,499   1,049,076   1,133,961  

Outside crop (tonnes)  665,514   798,106   853,066   770,991   692,580  

Total  1,505,299   1,685,531   1,812,565   1,820,067   1,826,541  

Yield/ha  21.25   18.21   17.09   17.50   18.55   
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SOPB currently operates 6 palm oil mills with a total milling capacity of 465 tonnes/hr (tph). 

 

Palm oil mills 

 FY15 

Galasah (tph) (2002)  90  

Balingian (tph) (2006)  45  

New Lambir (tph) (2007)  120  

Sepakau (tph) (2009)  60  

Sabaju (tph) (2012)  60  

Tinbarap (tph) (2014)  90  

Total  465 

 
CPO production and oil extraction rate 

 

 FY11 FY12 FY13 FY14 FY15 

Crude palm oil  310,760   347,548   364,600   367,015   355,468  

Palm kernel  63,834   73,871   78,712   79,606   76,406  

      

OER 21.6% 20.7% 20.1% 20.3% 19.9% 

 

B. Downstream refinery 

 

SOPB commenced its downstream refinery and fractionation plant in Jul-2012 with a design 

capacity of 1,500 mt/day. In FY15, it completed the capacity expansion of palm kernel crushing 

plant from 500 mt/day to 800 mt/day. Through its wholly-owned SOP Edible Oils Sdn Bhd, it 

specializes in the refining of CPO and crushing of PK into refined, bleached and deodorised (RBD) 

palm oil, RBD olein, RBD stearin and palm fatty acid distillate (PFAD), palm kernel expellers and 

crude palm kernel oil (CPKO). 

 

Its biodiesel plant in Bintulu with an installed capacity of 300 mt/day also commenced operation in 

Nov-2014. The construction of a phytonutrient plant with an installed capacity of 15 mt/day located 

in Bintulu is still in progress and scheduled to commence operation by 2HFY16. 

 

C. Property development 

 

Its first property township development, Taman Lambir Jaya was launched in end-FY14. First phase 

which comprises single-storey terrace and semi-D, has a GDV of RM30m. The take-up rate is 

around 60%. Contribution from its property division is insignificant during the initial stage. In FY15, 

its property development division recorded a maiden turnover of RM9.70m, while it recorded a 

marginal pretax loss of RM0.17m. 

 

3. Financial Review 

 
Historical turnover and profits trend 

 
  FY11   FY12   FY13   FY14   FY15  

Turnover  1,166.95   1,314.94   1,711.40   2,874.72   3,670.79  

PBT  361.98   213.94   139.63   160.14   123.76  

Net profit  242.18   156.78   91.81   115.41   88.45  

      

FFB production (own estate crop) (mt)  839,785   887,425   959,499   1,049,076   1,133,961 

CPO production (mt)  310,760   347,548   364,600   367,015   355,468  

CPO price (RM/mt)  3,232   2,788   2,278   2,370   2,207  

PBT margin (%) 31.0% 16.3% 8.2% 5.6% 3.4% 

 
 SPOB’s profit trend has been declining over the past 5 years, largely due to decline in CPO prices. 
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 SOPB has been recording higher FFB production due to its favourable young palm crop profile as 

immature and young areas came into maturity and prime age. 

 

 Since FY13, group turnover has been boosted by its downstream refinery operation which commenced in 

Jul-2012. However, profit contribution from refinery operation is insignificant due to low refining 

margins. 

 

 In FY14, despite the higher realised CPO price of RM2,370/mt, PBT margin declined to 5.6% in FY14 as 

compared with 8.2% in FY13. This was mainly due to the dilutive impact from its low-margin refinery 

operation. Profit contribution overall was largely contributed from its upstream operations. Consistent 

with higher CPO price, PBT also improved by 14.7% to RM160.14m. 

 

 In FY15, PBT declined by 22.7% to RM123.76m due to lower realised CPO price as well as net forex 

loss amounting to RM31.96m. 

 

4. Recent Developments 

 

 In Jul-2016, SOPB proposed to acquire 100% of Shin Yang Oil Palm (Sarawak) Sdn Bhd (SYOP) from 

its current major shareholders for RM873.0m. The proposed acquisition involves cash acquisition of 

RM284.4m and assumption of inter-co balances of RM588.6m. 

 

The proposed acquisition will be funded by a proposed rights issue of 2 rights for every 7 shares, which 

is estimated to raise RM350m. The remaining funding will be financed by borrowings and internal funds. 

 

SYOP is an upstream plantation company based in Sarawak. SYOP has a landbank of 47,000 ha, 

comprising 23,798 ha of planted oil palms and 6,772 ha of plantable lands. The acquisition of SYOP will 

substantially expand SOPB’s total planted landbank by 37.5% to 87,315 ha. SYOP also operates one 

palm oil mill with a processing capacity of 60 tph.  

 
Planted area (ha) 

 

 SOPB (FY15) % SYOP % Combined % 

Mature  61,049  96%  17,082  72%  78,131  89% 

Immature  2,468  4%  6,716  28%  9,184  11% 

Total  63,517  100%  23,798  100%  87,315  100% 

 

 

SOPB stands to benefit from increasing yield of SYOP’s estates when the favourable planted oil palms 

mature and come to the prime age for FFB production. SYOP has a more favourable crop profile as 

immature and young palms accounting for 28% and 52% of total planted areas. Post-acquisition, the 

combined immature and young palm will improve to 64% from SOPB’s 58%.  

 
Age profile 
 

 SOPB (FY15) % SYOP % Combined % 

Immature  2,468  4%  6,716  28%  9,184  11% 

Young (4-10Y)  34,313  54%  12,388  52%  46,701  53% 

Prime (11-20Y)  21,263  33%  4,694  20%  25,957  30% 

Old (>21Y)  5,473  9%  -    0%  5,473  6% 

Total  63,517  100%  23,798  100%  87,315  100% 

Weighted average 11.5 years  7.0 years  10.0 years 
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SYOP achieved a lower FFB yield as compared with SOPB due to its immature and young crop profile. 

SOP will be allocating RM60m in capex over the next 3-4 years in rehabilitation programme to raise 

SYOP’s FFB yield to around 20 mt/ha in 3-4 years. 

 

FFB production 

 SOPB SYOP 

 FYEDec15 FYEJun15 

Own estate crop (mt)  1,133,961   224,536  

Yield/ha  18.55   14.69 

 

 

In the short-term, earnings contribution from SYOP will not be significant as stronger FFB production 

will be offset by higher production cost and interest expense. The issuance of rights issue will expand 

SPOB’s shares base by 29% to 568.0m shares. Due to the dilution impact from the proposed rights issue, 

FY15’s per-share EPS and book value are expected to decline to RM0.16 (from RM0.20) and RM3.05 

(from RM3.18) respectively.  

 

Longer-term, we are positive on the contribution of SYOP to the SOPB group. The younger crop profile 

of SYOP will drive its FFB production yield moving forward. In addition, another 6,772 ha of SYOP’s 

landbank has been identified to be suitable for the cultivation of oil palms, which provides a platform for 

future new planting. The acquisition price of around RM36,700/ha is reasonable based on the total 

planted area of 23,798 ha. The acquisition is expected to be completed by end-FY16. 

 

5. Balance Sheet 

 
Selective historical balance sheet data 

  FY11   FY12   FY13   FY14   FY15  

PPE, plantation development  

expenditure & land  1,376.04   1,572.08   1,664.92   1,729.95   1,737.95  

Associates  -     8.01   9.47   8.20   10.08  

Deferred tax  4.49   17.59   32.38   49.06   64.31  

Goodwill  5.18   5.18   5.18   5.18   5.18  

Current Asset   663.98   877.74   755.19   927.54   1,212.89  

Current Liabilities  231.96   447.69   501.87   689.01   991.05  

LT Liabilities  477.20   542.58   639.09   602.02   539.49  

Shareholders’ Funds  1,217.62   1,363.96   1,231.62   1,330.72   1,403.78  

Minority Interests  122.94   126.40   94.57   98.18   96.08  

      

Cash  510.77   569.84   482.67   489.04   451.75  

Total borrowings  421.98   645.73   827.78   942.57   1,116.31  

Net cash  88.80   (75.90)  (345.10)  (453.53)  (664.56) 

Net gearing  (0.07)  0.06   0.28   0.34   0.47  

      

Capex  270.32   255.91   176.15   177.68   118.63  

EBITDA  417.14   278.33   237.43   289.38   289.32 

 

SOPB maintained a comfortable balance sheet position with a net gearing ratio of 0.47x as at end-FY15. Its 

strong operating cash flow generation has been able to finance the capex requirement for downstream operation 

as well as funding for its new planting expenditure. 

 

As at end-FY15, its book value stood at RM3.18/share. However, arising from the proposed rights issue to part-

finance the acquisition of SYOP, its book value is expected to decline to RM3.05/share. On a pro-forma basis, 

FY15’s net gearing is also expected to increase to 0.70x from 0.47x currently. However, given its strong 

EBITDA generation, its net gearing will normalise to below 0.50x again in FY17. 

  



 
 

 

Page 6 of 9 

   BCT Asia advisory 

6. Dividend 

 
Historical dividend trend 

 

  FY11   FY12   FY13   FY14   FY15  

Net dividend/share (sen)  3.75   4.50   5.00   5.00   5.00  

Net dividend (RMm)  16.36   19.69   21.96   22.00   22.07  

Dividend payout (%) 7% 13% 24% 19% 25% 

 

SOPB does not have a dividend policy but it has been consistently paying dividend to reward its shareholders. 

Despite the higher gearing and enlarged shares base due to the acquisition of SYOP, we believe the dividend 

payment of 5.0 sen can be maintained, supported by the strong EBITDA, which is sufficient to cover the capex 

and dividend payment. 

 

7. Earnings Outlook 

 

 Acquisition of SYOP will not have an impact on SPOB’s short term EPS. Although FFB production is 

expected to grow driven by SYOP’s favourable young crop profile, profits will be reduced by higher 

interest expense, higher production cost for rehabilitation programme and further, its earnings per share 

will be impacted by dilution effect from the proposed right issue. 

 

 Longer-term, we are positive on the SOPB’s earnings prospects. With the enlarged group, SOPB has a 

much favourable crop profile with 53% and 30% of planted areas in young and prime oil palms. In 

addition, another 11% of total planted areas comprises immature oil palms. Immature areas coming into 

maturity and rising yield of the newly matured palms will drive its FFB production yield moving forward. 

 

 There is also ample room for improving FFB yields of SYOP, which is currently yielding 14.69 mt/ha as 

compared with SOPB’s 18.55 mt/ha. As more immature and young palms progresses into maturity and 

coupled with rehabilitation efforts, SYOP’s FFB yield is expected to improve over the longer-term. 

 

 Another 6,772 ha of SYOP’s landbank has been identified to be suitable for the cultivation of oil palms, 

which provides a platform for future new planting. 

 

 In FY15, the bulk of group profits were derived from its upstream CPO production activities. Going 

forward, the profit contribution from its downstream operations will remain negligible due to low 

refining margin. 

 

 CPO prices will continue to drive SOPB’s earnings prospect. We have assumed an average CPO price of 

RM2,400/t and RM2,500/t respective for FY16 and FY17. We reckon CPO prices will remain volatile 

given unpredictable weather conditions, and an uncertain global economic outlook. In this respect 

SOPB’s increasing FFB production will provide a favourable cushion against the volatility in CPO prices. 

 

 In 1QFY16, SOPB’s turnover jumped by 64.2% to RM1,035.71m, with PBT increased substantially to 

RM31.63m (1QFY16) from RM7.99m (1QFY15). This was partly attributed to gain on fair value 

changes from outstanding derivatives contracts amounting to RM16.7m. 

 

 For 1HFY16, its FFB production continued to be adversely affected by continuing dry spell in northern 

Sarawak. FFB and CPO production for 1HFY16 declined by 10.2% and 9.3% respectively. However, 

there are sign of improving trend as FFB production in Jun-16 grew by 28.0% mom. Considering the 

poor FFB production for 1HFY16, the total FFB production for full year FY16 will come in lower as 

compared with FY15. 

 

 Earnings growth in FY16 will be driven by the prospects of higher CPO prices. Based on MPOB 

statistics, CPO price ended Jul-16 has averaged RM2,480/mt as compared with SOPB’s realized price of 

RM2,207/mt for FY15. However, this will be offset by lower FFB and CPO production due to the dry 

weather.  
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Price chart of CPO 

 

 
 

 

Share price chart of SOPB 

 

 
 

8. Key Investment Risks 

 

 Palm oil yields and hence overall production can be affected by adverse weather conditions, in particular 

by drought arising from the El Nino phenomenon. The impact of such an event on SOPB’s earnings is 

difficult to gauge, as it will depend on whether lower FFB production will mitigate the resulting higher 

CPO price trend. 

 

 As palm oil products are quoted and traded in US$, an appreciation of the Ringgit will therefore 

translate into reduced sales proceeds in Ringgit terms. 

 

 

 

 

 

 

0 

500 

1,000 

1,500 

2,000 

2,500 

3,000 

3,500 

4,000 

4,500 

J
a
n
-0

0
 

J
a
n
-0

1
 

J
a
n
-0

2
 

J
a
n
-0

3
 

J
a
n
-0

4
 

J
a
n
-0

5
 

J
a
n
-0

6
 

J
a
n
-0

7
 

J
a
n
-0

8
 

J
a
n
-0

9
 

J
a
n
-1

0
 

J
a
n
-1

1
 

J
a
n
-1

2
 

J
a
n
-1

3
 

J
a
n
-1

4
 

J
a
n
-1

5
 

J
a
n
-1

6
 



 
 

 

Page 8 of 9 

   BCT Asia advisory 

9. Valuation and Recommendation 

 

 The share price performance of SOPB has been disappointing, recording a 19% decline from early 2016 

of RM4.38. Dry weather, poor FFB production and weak CPO price since 2QCY16 are the key 

contributing factors. 

 

 In the short-term, earnings prospects will not be exciting due to the dilution effect arising from the 

proposed rights issue and poor FFB production. 

 

 Longer-term, we are positive on the SOPB’s earnings prospects. With the enlarged group, SOPB has a 

much favourable crop profile with 53% and 30% of planted areas in young and prime oil palms. In 

addition, another 11% of total planted areas comprises immature oil palms. Immature areas coming into 

maturity as well as rising yield of the newly matured palms will drive its FFB production yield moving 

forward. 

 

 Earnings prospects will also be coming from improving FFB yield of SYOP. Another 6,772 ha of 

SYOP’s landbank has been identified to be suitable for the cultivation of oil palms, which provides a 

platform for future new planting. 

 

 We have resumed our coverage of SOPB by retaining our BUY recommendation. Given the recent 

correction in its share price, valuations do not look so demanding. We also like its long-term prospects, 

underpinned by a favourable age profile, improving production yield and ample landbank for future 

planting. 

 

 Based on our EPS forecast of 26.3 sen on an enlarged shares base of 568.02m shares, the stock is 

currently trading at a P/E of 13.6x for FY17 (12.9x based on ex-all price of RM3.40). We have arrived at 

a target price of RM4.20 by ascribing discount P/E of 16x as compared with sector P/E of 18x for FY17. 
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Disclosures/Disclaimer 

 

Investment ratings: 

Buy (generally >10% upside over the next 12 months) 

Hold (generally negative 10% downside to positive 10% upside over the next 12 months) 

Sell (generally >10% downside over the next 12 months) 

 

This report has been prepared by BCT Asia Advisory Sdn Bhd (formerly known as Netresearch-Asia Sdn Bhd) for 

purposes of CMDF-Bursa Research Scheme (“CBRS”) III, administered by Bursa Malaysia Berhad 

(“Administrator”) and has been compensated to undertake the scheme. BCT Asia Advisory Sdn Bhd has produced 

this report independent of any influence from the Administrator or the subject company. For more information 

about CBRS and other research reports, please visit Bursa Malaysia’s website at:  

http://www.bursamalaysia.com/website/bm/listed_companies/cmdf_bursa_research_scheme/eResearch.jsp 

 

The information and opinion in this document has been obtained from various sources believed to be reliable. This 

publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution 

for the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or 

sell any securities. Opinions expressed in this publication are subject to change without notice and any 

recommendation herein does not have regard to the specific investment objectives, financial situation and the 

particular needs of any specific addressee. No representation, express or implied, is made with respect to the 

accuracy, completeness or reliability of the information or opinions in this publication. Accordingly, neither we 

nor any of our affiliates nor persons related to us accept any liability whatsoever for any direct, indirect or 

consequential losses (including loss and profit) or damages that may arise from the use of information or opinions 

in this publication. 

 

BCT Asia Advisory Sdn Bhd and its related companies, their associates, directors, connected parties and/or 

employees may own or have positions in any securities mentioned herein or any securities related thereto and may 

from time to time add or dispose of or may materially be interested in any such securities. BCT Asia Advisory 

Sdn Bhd and its related companies may from time to time perform advisory, investment, communications or other 

services for, or solicit such advisory, investment, communications or other services from any entity mentioned in 

this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, 

may give rise to real or potential conflicts of interest.  
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