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Surging Growth, Strong Asset Base, Underfollowed Stock 
 
Buy–rated Agritrade Resources is in a sweet spot in its life cycle, 
with surging growth as its core coal operations achieve critical 
mass among favorable Asian market conditions. Agritrade has 
grown its revenues at 26% CAGR over the last five years, while net 
income has had a rapid 27% CAGR over the same period, off of a 
small base. In our conversations with senior management, they 
indicated that they will strive to maintain historical growth 
rates in the mining business at more than 20%. Since its initial 
entry into the mining industry in 2010, the company has grown 
production from 2.5mn tonnes in FY03/2012 to ~5.7mn tonnes in 
FY03/2018. With the purchase of the second longwall system at its 
Merge Mine and plans to purchase a third one in the coming years, 
the total production capacity of the mine is expected to increase 
from 2.5 mn tonnes currently to 3.5 mn tonnes and subsequently 
to 5.0 mn tonnes over the next few years. As such we 
conservatively forecast the company’s coal production to increase 
to approximately 10 mn tonnes by FY03/2023, growing at a CAGR 
of more than 12% over the period. 
 
With 35+ years of proven coal reserves life, Agritrade has strong 
customer relationships with established large entities in China 
[24% of sales], India [22% of sales], in addition to a strong 
presence with nearly 50% of revenues in its home Indonesian 
market. As detailed later in this report, the demand outlook for coal 
in these three key markets remains strong, notwithstanding 
growth in newer alternative energy sources. Additionally, with the 
Merge Mine, which produces coal with higher calorific value [CV] of 
approximately 6,426 kcal/kg, commencing operations, the 
company is also increasing its presence in markets such as Japan, 
South Korea and Taiwan where there is substantial demand for 
coal of high quality and CV.  
 
Our DCF [Discounted Cash Flow] model suggests a HK$2.20 
stock price target, implying an upside of approximately 35%. 
The stock provides a very attractive 6.2% FCF Yield on our FY 
03/2020 forecasts. In addition to rapid growth, the company has 
increasingly solid financial metrics of a low debt balance sheet [5% 
net debt to equity as of March 2018], and strong FCF with several 
larger CAPX and M&A projects now behind it. Agritrade [ARL], 
publicly listed since 1997, has experienced management and 62% 
insider/management ownership, aligning management’s interests 
to the interests of the shareholders of the company. 
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Additionally, with a market cap over US$1 billion, the company remains 
underfollowed, with Evaluate Research now the only firm actively 
researching the company. Furthermore, according to a recent report 
‘Hopefuls for the next Shenzhen-Hong Kong Stock Connect’, there is 
a prediction of the company being included in the Shenzhen – Hong 
Kong Stock Connect which, if it happens, could further increase the 
visibility and liquidity of the stock and could be a strong catalyst 
for the stock price. 
 
ARL’s most recent new business initiative, acquiring a biodiesel plant in 
the USA, has a promising future in a secular growth space. Importantly, 
the company has made this investment in a very opportunistic fashion, 
by committing relatively modest capital and buying an existing facility 
at a fraction of the cost of starting a new greenfield venture. Most 
significantly, while the biodiesel venture ramps up to profitability, 
investors are not paying for future growth as the current ARL stock 
price has no value ascribed to this venture, and thus investors have 
essentially a “free option” on any biodiesel upside. 
 
Coal Mining – Ongoing Production Growth 
The company owns two coal mines in Indonesia, namely PT Senamas 
Energindo Mineral [SEM] mine and Rantau Nangka underground coal 
mine [Merge Mine], and operates another coal mine located in Central 
Kalimantan, Indonesia, namely Bunda Kandung mine, under a contract 
mining arrangement. In FY03/18, coal production from the company’s 
mines was ~5.7 mn tonnes increasing by approximately 14% over the 
prior year production of 5.0 mn tonnes. In our conversations with 
senior management, they have indicated that the company will 
strive to maintain historical growth rates in the mining business at 
more than 20%. We are optimistic about the company’s ability to 
meets its target production levels mainly as the Merge Mine ramps up 
production after the installation of its second longwall system.  
 
While being a relatively new entrant in coal mining, the company has 
grown production from 2.5mn tonnes in FY03/12 to 5.7mn tonnes in 
FY03/18. In the five-year period from FY13-FY18, revenues from coal 
mining have almost tripled from HK$685.3 mn in FY13 to HK$1,934 mn 
in FY2018, at a CAGR of 23.1% during the period. The company has 
215mn tonnes in reserves and 417mn tonnes of resources. Along with 
the production increases, Agritrade has also been able to improve their 
marketability with the progress from being a supplier of one type of coal 
to now being able to provide 3 types. The company is able to provide 
various grades of bituminous, sub-bituminous, low sulphur and low 
pollutant thermal coal. Optimizing production capacity, improving 
efficiencies, lowering cost and strengthening the coal supply chain are 
key to Agritrade’s mining strategy. 
 
6.2% FCF Yield on FY03/2020 
The company’s FCF turned positive in FY03/2018 mainly due to an 

increase in mining production and decrease in CAPX. Going forward, the 

mining operations do not require material CAPX, other than the PT 

Merge Mine for which $100mn will be required. With increasing 

xxxxxxx 
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production from the company’s mines and increasing revenue 
contribution from the newly acquired biodiesel plant in the US, we 
expect the company’s FCF to increase in the coming years. Based on 
our forecasts, for FY03/2019 and FY03/2020 the company 
generates FCF of HK$614 mn/HK$678 mn suggesting a yield of 5.7% 
and 6.2%, respectively.  
 
Strong Balance Sheet 
The company boasts a strong balance sheet with net debt/equity 
ratio of just about 5%. The company’s gross debt has decreased from 
HK$920 mn in FY03/17 to HK$635 mn in FY03/18. The interest 
coverage ratio in FY03/18 was more than 12x. Given the company’s 
lower debt, the company has better ability to withstand market 
fluctuations, especially given that it is in a commodity space, and has 
a surplus borrowing capacity to fund future growth.  
 
Production Increase at Merge Mine 
The company owns the Merge Mine located in South Kalimantan, 
Indonesia. The Mine has significant JORC compliant coal reserves of 
97.1 mn tonnes and a mine life of 18 years. It produces coal with low 
moisture, low sulphur content and high CV of approximately 6,426 
kcal/kg on air-dried basis, which is similar in quality to benchmark 
Newcastle coal of 6,300 kcal/kg. The major markets for this coal 
include Japan, South Korea, Taiwan and China where there is 
substantial demand for coal of high quality and CV. FY03/18 
production from this mine was 0.56mn tonnes. We expect this to 
ramp up from here as the mine moves to full production and with 
the recent acquisition of the second longwall mining system for this 
mine. The annual capacity increase, after this longwall addition, 
is expected to be 2.5mn tonnes per year. This will result in 
3.5mn tonnes of total production capacity from Merge. During 
our conversation with management, they mentioned that the 
company is also planning to purchase a third longwall in the 
coming years which will ultimately raise production to 5 mn 
tonnes per year.  
 
For FY03/19, we forecast production of approximately 1.0 mn 
tonnes from this mine which is supported by some recently 
announced supply contracts by the company. In February 2018, the 
company announced 2 contracts, one with a reputable Japanese 
trader and another with a large international trader. Together these 
contracts are for the sale of up to 1,700,000 tonnes of Indonesian 
steam coal with gross calorific value of 5,800-6,000 kcal/kg [on as-
received basis] during the period from 1 June 2018 to 1 June 2020. 
The selling price will be determined with reference to the 
benchmark FOB prices from either the Newcastle Index or the 
Indonesian Coal Index depending on the specification of the coal 
delivered. The total value of the two contracts is estimated at 
approximately US$136 mn, suggesting more than 25% higher selling 
price as compared to the selling price achieved by the Merge Mine in 
FY03/18. By entering into contracts with large and reputable firms, 
the company can secure the sale of coal for the Merge Mine.  
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Coal Pricing Remains Firm 
Coal pricing has remained strong in the last year which has aided the financial 
performance of Agritrade. In FY03/18, the company’s revenue from coal mining 
operations increased by 63.8% from HK$1,180.8 mn in FY03/17 to HK$1,934.3 
mn.  The reasons for this include a strong demand environment, elevated coal 
pricing and higher production. Similarly, the company’s EBITDA increased by 
65.7% from HK$683.0 mn in FY03/17 to HK$1,131.6 mn. After-tax profits 
increased by 43% to HK$341.3 mn in FY03/18 largely driven by strong revenue 
performance at all three mines and an improvement in operational profits at 
SEM. Looking ahead, with demand estimated to remain robust and coal prices 
expected to sustain at these levels, Agritrade’s financials should continue to 
benefit. 
 
Cost Efficiency in Coal Mining  
Cost management has and continues to be a key part of the company’s mining 
strategy. Its mines are competitive on a cost basis. The SEM mine is at the bottom 
of the low rank coal supply curve mainly due to relatively low mining costs that 
make up for higher transport and coal preparation costs. The Bunda Kandung 
mine too is competitive, being in the third quartile for sub-bituminous and low 
rank coal. For the Merge Mine, cash costs are now below $50 and are expected to 
decline with higher capacity. Management expects the mine’s costs to be in the 
third quartile of high rank export coal production and at levels lower than those 
of most of the Australian producers. Additionally, the mine’s proximity to key 
high quality coal markets in Asia including Japan, South Korea and Taiwan helps 
it to have lower transport costs and faster delivery time ensuring that the mine 
remains competitive in the global market.  
 
The mines’ cost competitiveness is also highlighted with their ability to remain 
profitable even in a difficult coal environment historically. In FY03/2017, for the 
SEM mine, cash costs including royalty stood at US$16.2/MT as against an 
average selling price [ASP] of $26.3. Even in 2016, when ASP was down ~15% 
YoY to $24.1/MT, the company was able to control cash costs to $16.4/MT [$20.0 
in FY15] at SEM enabling to maintain coal EBITDA margins at a high of 62.2% 
[FY03/15 margin of 30.8% and FY03/17 margin of 43.4%]. For the Merge Mine 
cash cost in FY17 was $42.5 while it was $25.1 for Bunda Kandung.  
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Strong Coal Demand in Key Markets  
Coal produced by Agritrade is sold through intermediaries with end 
customer key destinations being India, China, Indonesia and other 
Asian countries. In terms of the geographical split, the company is 
fairly diversified with coal mining revenues from end customers in 
Indonesia accounting for 49%, China 24%, India 22% and the balance 
5% being all other countries. With the majority of power plants being 
fuelled by coal in its key markets of Indonesia, China and India, 
Agritrade’s coal operations are well positioned to benefit from rising 
demand in these economies. Cumulatively, these markets require 
close to 4 billion tonnes of coal. Demand for Indonesian coal is 
expected to remain robust given its geographical presence close to 
these large Asian markets. Furthermore, even while there has been 
some push towards gas in China, management feels that their 
products, with low sulphur and ash content, should not be negatively 
impacted by this policy. 
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Coal Mining – Operational Details & History  
The company started mining operations in 2010 and currently coal 
mining accounts for 86% of Agritrade’s revenues and approximately 
80% of EBITDA [FY 03/2018]. Agritrade’s coal mining operations 
include 2 mines in Indonesia - the SEM Mine [64.6% ownership] and 
the Merge Mine [51% ownership]. In addition, the company has the 
right to operate the Bunda Kandung mine, also in Indonesia. The SEM 
mine began operations in 2010 and the Merge Mine and Bunda 
Kandung production started in 2016 and 2015, respectively. All the 
mines are strategically located with good roads and logistics access. 
Agritrade is one of the first companies in Indonesia to implement 
large-scale, fully mechanized longwall underground mining at its 
Merge Mine. All three mines offer coal with varying degrees of 
calorific value, enabling Agritrade to offer coal with low calorific 
value such as 3,800 kcal/kg at SEM to 4,200 kcal/kg at Bunda 
Kandung and 6,426kcal/kg at Merge. As such, the Group has 
successfully transformed from a single-mine operator to a multi-mine 
and multi-product integrated coal producer with diverse coal product 
types ranging from low CV, sub-bituminous to high CV bituminous 
thermal coal. The target markets for the Group’s coal export are 
similarly diversified from mainly China and India to other Asian 
countries with strong demand for high quality coal such as South 
Korea, Taiwan and Japan.  
 
The Merge Mine has no leverage and no debt at the mine level. Bunda 
Kandung too, has no leverage with only low leverage at the SEM 
mine. With a low net debt to EBITDA of 0.6x, there is headroom for 
further M&A activity. Management’s target net debt to EBITDA ratio 
is 2.0x. The company has a number of blue-chip energy customers, 
with whom they have shared long standing relationships, who have 
contracts ranging from long-term to spot contracts. Agritrade also 
has some recent contract wins from two international traders with 
contract values of $56mn and $80mn for 0.7mn tonnes and 1mn 
tonnes respectively. 
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SEM Mine 
The SEM mine is located in Central Kalimantan, Indonesia. The mine 
produces sub-bituminous, low-sulphur, low-pollutant thermal coal 
with a gross calorific value of approximately 3,800 kcal/kg. The mine 
has the largest production across Agritrade’s mines of 4.7mn tonnes 
in FY03/18 and a mine life of 20 years. The target customers for this 
mine are Indonesian domestic traders and power generation plants 
and customers in international markets such as China and India. 
Along with the SEM mine, Agritrade enjoys exclusive rights to 
operate and manage the 41-kilometer Pertamina road between the 
SEM Mine and jetty facilities until 30 September, 2022. This allows 
the company to have a fully integrated supply chain from “pit-to-
port”, helping it further reduce costs and enhance efficiency.  
Management targets to maintain the coal production from this mina 
at between 4.5 mn tonnes and 5.0 mn tonnes in the coming years. 
 
Merge Mine 
The company owns the Merge Mine located in South Kalimantan, 
Indonesia. The mine has significant JORC compliant coal reserves of 
97.1 mn tonnes and a mine life of 18 years. It produces coal with low 
moisture, low sulphur content and high CV of approximately 6,426 
kcal/kg on air-dried basis, which is similar in quality to benchmark 
Newcastle coal of 6,300 kcal/kg. It is the only large-scale, mechanized 
longwall underground coal mine in Indonesia, which enables the 
company to tap into the underground coal mining opportunities 
present in Indonesia. The 6,426 kcal/kg raw coal mined from this 
mine is at a much higher grade than typical Indonesian coal and is 
well-sought after internationally. The major customers of the mine’s 
coal products include traders and power generation plants located in 
Asian countries such as Japan, South Korea, Taiwan and China which 
require constant supply of high CV thermal coal. FY03/18 production 
was 0.56 mn tonnes. We expect this to ramp up from here as the mine 
moves to full production and with the recent acquisition of the 
second longwall mining system for this mine. Going forward, the 
company plans to further invest in a third longwall system which will 
further increase the mine’s production capacity. For FY03/19, we 
forecast production of approximately 1.0 mn tonnes from this mine. 
 
Bunda Kandung Mine 
The company has the right to operate the Bunda Kandung mine 
located in Central Kalimantan, Indonesia. Currently, the company has 
a 5 year contract to operate this mine with an option to renew. Under 
its contract mining arrangement, the company makes royalty 
payments to the Indonesian mine owner in return for the production 
and extraction of coal without any ownership of the mine. The 
company uses its own mining equipment and labor force throughout 
the process of coal production and extraction. The average CV quality 
of the coal produced is approximately 4,200 kcal/kg on the as 
received basis, which is strategically positioned between the 
company’s low CV SEM coal and high CV Merge coal so that it can 
effectively capture customers from a wider variety of markets with 
different CV demand. For FY03/18, the company produced 
approximately 461,000 tonnes [FY03/17: 448,000 tonnes] of coal 
from the Bunda Kandung Mine.  
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Longwall System at Merge Mine  
In May 2018, Agritrade announced the acquisition of a second 
longwall system for its Merge Mine which is now the only large-scale, 
mechanized longwall underground coal mine in Indonesia. The 
longwall system is to be purchased from a leading coal mining and 
excavating equipment manufacturer for RMB 139.4mn [~$22mn] 
and is expected to arrive and be operational by the end of this year. 
With this acquisition, the Merge Mine will have two longwall systems 
which will enhance production capacity significantly. The annual 
capacity increase, after this longwall addition, is expected to be 
2.5mn tonnes per year. This will result in 3.5mn tonnes of total 
production capacity from Merge. During our conversation with 
management, they mentioned that the company is also planning to 
purchase a third longwall in the coming years which will ultimately 
raise production to 5 mn tonnes per year. 
 
Longwall mining is a fully mechanized mining technique which is 
commonly used in China, USA and other parts of the world. The 
technique recovers the highest percentage of in-ground coal and is 
also considered the most cost-effective method of underground coal 
mining techniques. The method is competitive with most open-cut 
coal mining operations and allows the extraction of coal resources 
beyond the reach of conventional open-cut mines. The additional 
longwall system will also aid the company in lowering operational 
costs. Some additional benefits of longwall mining include lower 
labor force requirements and fewer stoppages for weather related 
issues. The increase in capacity from the new system will allow 
Agritrade to eventually increase production and sales and could 
provide a significant boost to revenues and profits. 
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One Stop Service from Pit-to-Port 
Agritrade has a fully integrated supply chain that provides its 
customers pit-to-port service with complete logistics capabilities. The 
company continuously takes efforts to improve its existing logistics 
and infrastructure facilities such as securing exclusive rights to use 
the hauling road for coal delivery and improving the capacity and 
efficiency of the stockpiles, jetty and loading facilities. Agritrade’s 
exclusive right to operate and maintain the Pertamina Road, a 41 km 
hauling road from its SEM mine to Telang Baru port via hauling 
trucks is a perfect example of the company’s integrated pit-to-port 
solutions. The exclusive 10+10 years tender, awarded by Pertamina, 
has contributed towards enhancing the productivity of the mine. 
Furthermore, the company’s mines are strategically located having 
easy access to well-paved roads and other transportation facilities. 
For example, Merge Mine is strategically located at approximately a 2 
hours drive from Banjarmasin airport and 84 km from Talenta Jetty. 
Similarly, Bunda Kandung mine is also conveniently located 30 km 
from the Mitra Barito jetty with well-paved roads. The strategic 
locations of the mines and other logistics capabilities are further 
supported by the company’s modern fleet of equipment consisting of 
trucks, excavators, water tankers and heavy mining equipment. All 
these efforts help the company to deliver its coal products securely 
and efficiently to its customers and contribute to the company’s 
relatively low cost structure. We believe that the continuous 
improvement in supply chain will help the company to further 
enhance its reputation in its target market, thereby increasing its 
market penetration and demand for its coal products. 
 
Biodiesel – Promising Future  
Agritrade Resources expanded the energy segment of its business 
with the investment in a biodiesel plant in Arkansas, United States. 
The plant is strategically located near Memphis which is a major 
biofuel refining and distribution centre. ARL acquired a 51% stake in 
Biofuel Holdings in Arkansas, USA in December 2016. Solfuels 
Holdings Pte Ltd, a Singapore-based independent third party, owns 
the remaining 49% of the JV. The plant has been retrofitted to 
accommodate multi-feedstock, including yellow grease, rendered 
animal fats, inedible corn oil and refined vegetable oil, to reduce cost 
of production. The retrofitting decreases the cost of production as the 
company can select the most cost competitive feedstock to maximize 
profitability. This new business initiative has a promising future in a 
secular growth space.  
 
An important point to note is that the company has made this 
investment in a very opportunistic fashion, by committing relatively 
modest capital and buying an existing facility at a fraction of the cost 
of starting a new greenfield venture. Most significantly, while the 
biodiesel venture ramps up to profitability, investors are not paying 
for future growth as the current ARL stock price has no value 
ascribed to this venture, and thus investors have essentially a “free 
option” on any future biodiesel growth. The price paid was 
reasonable in absolute terms, with a total consideration of US$17 
million. 
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mn. Purchasing a “mothballed” plant at a cost of US$400,000 
per mn tonne capacity is much cheaper than establishing a 
new greenfield operation which would likely cost $40 million, 
at the “rule of thumb” industry metric of $1 mn cost for 1 mn 
tonne in biodiesel capacity.  
 
The plant contributed revenue of HK$27.0 mn to the energy 
business segment of the Group for FY03/2018, producing 
approximately 1.9 mn gallons of biodiesel. As the business is 
still in its early stages of operation, the company recorded an 
operating loss from this plant in FY03/18.  However, given the 
strong demand for renewable energy in the US market the 
global trend towards use of bio-based, renewable and 
environmentally-friendly products, we believe that the 
company’s biodiesel business has a huge future growth 
potential. We expect the business to turn profitable as the 
company ramps up production to its full capacity in the coming 
years. 
 
US Tariffs Boost for Agritrade’s Biodiesel  
Recent actions by the Trump Administration as well as by 
several US agencies are quite favorable for Agritrade’s 
Arkansas biodiesel business, and serve as a tailwind impetus 
and catalyst for a growth jumpstart off a low base. The U.S. 
International Trade Commission [ITC] in October 2017 made a 
final finding that biodiesel imports from Argentina and 
Indonesia harm U.S. producers, ensuring that anti-dumping 
and anti-subsidy duties remain in effect for at least five years. 
The U.S. Commerce Dept, in response to this judgment, set 
steep trade barriers that brought to halt shipments of soyoil-
based biodiesel from Argentina and palm oil-based supplies 
from Indonesia. ITC ruled in the finding that “U.S. industry is 
materially injured by imports from Argentina and Indonesia 
that the U.S. Dept of Commerce has determined are subsidized 
locally,” it said in a statement. The ITC’s affirmation effectively 
locks in place the duties set by the Commerce Department for 
five years. Argentina’s foreign ministry in November 2017 said 
the anti-subsidy duties that were as high as 72.3% made their 
biodiesel too expensive for the U.S. market. Its biodiesel 
exports in the third quarter fell 30%, due in part to the duties. 
 
Biodiesel in the US: Long-term Outlook 
Biodiesel is a renewable, clean-burning diesel replacement 
that is reducing U.S. dependence on foreign petroleum, 
creating jobs and improving the environment simultaneously. 
Made from a diverse mix of feedstocks including recycled 
cooking oil, soybean oil, and animal fats, it is the first and only 
EPA-designated Advanced Biofuel in commercial-scale 
production across the country and the first to reach 1 billion 
gallons of annual production. The biodiesel market has 
increased from about 25 mn gallons in the early 2000s to more 
than 2.2. 
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than 2.2 billion gallons of advanced biofuel in 2016. However, this 

represents a small but growing component of the annual U.S. on-road 

diesel market of about 35 billion to 40 billion gallons. Consistent with 

projected feedstock availability, the industry has established a goal of 

producing about 10% of the diesel transportation market by 2022. 

What this means in the bigger picture sense, is that U.S. would 

significantly reduce its dependence on imported oil, therein 

bolstering national security and reducing US trade deficit. At the 

same time, biodiesel’s growth would boost the U.S. economy by 

increasing the number of jobs available.  

 

Source: Biodiesel.org 

There are currently about 200 biodiesel plants across the United 
States with a registered capacity to produce some 3 billion gallons of 
fuel. The industry there is supporting nearly 48,000 jobs, generating 
billions of dollars in GDP, household income and tax revenues. The 
industry’s economic impact is poised to grow significantly with 
continued production increases. The industry supports jobs in a 
variety of sectors, from manufacturing to transportation, to 
agriculture and services in the country. Source: The National 
Biodiesel Board (NBB) is the national trade association representing 
the biodiesel industry in the United States. 
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When it comes to production of both Ethanol and Biodiesel, the latter 
is slowly gaining in numbers. Although ethanol production is much 
larger, biodiesel has grown more quickly since 2010, more than 
tripling between 2010 and 2015. 
 

 
 
Today, biodiesel accounts for about 3% of the diesel fuel sold. For 
comparison, 10% ethanol is blended into most of the gasoline sold 
today. 
 
Stable Shipping Business Despite Sector Headwinds 
The company operates an international shipping business primarily 
servicing the energy sector in Southeast Asia as well as the Middle 
East construction sector. The business mainly includes vessel storage 
services and vessel charter services for the transportation of oil and 
bulk cargo as well as the charter of its Tug and Barge Vessels. 
Currently, the company owns two sets of VLCCs providing storage 
services, and one set of Panamax Vessel and six sets of Tug and Barge 
Vessels providing vessel charter services. All of the company’s VLCCs 
have long-term floating storage service agreements entered into with 
renowned international trading companies with original contract 
terms up to five years. Under these storage service agreements, 
VLCCs were chartered for fixed periods of time at fixed charter rates, 
with the customer having the option to further extend the contract. 
As such, the business is quite secure and expected to continue to 
contribute to the company’s income and cash flows in the coming 
years despite the decline in global vessel charter rates in recent 
periods.  
 
Optimizing Shipping Assets via Disposal  
Agritrade announced a couple months back that it is selling one of its 

ships for US$18.5 mn [HK$145 million]. Management accepted the 

purchase offer received for this particular ship, given the fact that the 

age of the Vessel of more than 20 years is considered to be old and 

less attractive as the charterers in the market prefer younger vessels, 

which  
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which also leads to a higher cost of operations and maintenance. In 
addition, the offer price was considered as attractive for VLCCs of 
similar age with reference to the prevailing vessel market conditions 
and vessel valuation. This price is just slightly below the carrying 
value of the ship on the balance sheets of the company which was 
approximately HK$154 mn [as on March 2018], resulting in a pre-tax 
loss of approximately HK$9 mn [US$1.2 million]. 
 
Potential Acquisition in India  
In order to integrate their existing coal operations further, Agritrade 
has announced that they are in negotiations to possibly acquire a 
fully completed 600MW power plant in the northern Indian state of 
Chhattisgarh. Management estimates that this will have an 
investment value in the range of US$525mn - $550mn. This plant is 
coal fired and has agreements already in place for 2.6mn tonnes per 
year of thermal coal until 2033. Discussions for power purchase 
agreements with industrial consumers are also ongoing. With the 
existing 600MW already in place, there is an additional 600MW 
power plant, also coal fired, in the process of being constructed at the 
same location. This incremental power plant would require $400mn 
in investment. There is no assurance that any deal will be completed, 
and negotiations for the acquisition are currently underway and the 
actual investment amount will only be clear once these are 
completed.  
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Industry Analysis                                                                                 
 
Coal Demand in China  
Coal-fired electricity generation in China, the world’s largest coal 
consumer, is expected to remain flat through 2040, according to EIA’s 
International Energy Outlook 2017 [IEO2017]. Other fuels, such as 
renewables, natural gas, and nuclear power, are expected to make up 
increasing share of China’s electricity generation. Despite declines in 
coal’s generation share, IEO2017 projects that coal will remain an 
important component of China’s energy mix, peaking at nearly 4,400 
billion kilowatthours [bkWh] by 2030. However, as China continues 
to replace older, less efficient generators with more efficient units, 
China’s power sector coal consumption is expected to peak as early 
as 2018, at 4,800 mn metric tonnes. 
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Coal Demand Outlook Globally 
Coal’s share of the world’s electricity mix was about 38% in 1997, 
and it has remained at this level even in 2017. Fossil fuels overall 
have actually increased their share, from 63% to 65%.  Natural gas’ 
share of growth in power generation has been squeezed over the past 
few years [chart below]. Competition among fuels and technologies 
has intensified dramatically and is accelerating as costs for 
renewable sources, in particular, have fallen. 
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Coal Demand Outlook in India 
The fundamentals for Indian coal imports continue to look promising. 
On the demand side, there are some clear signs that Indian economy 
is recovering from the negative short term effects of the 
demonetization introduced in November 2016 and the Goods and 
Services Tax [GST] implemented in 2017.Coal-based power continues 
to hold the highest share in the country's installed capacity and total 
generation. Coal-based capacity has increased from 130 GW as of 
March 2013 to 192 GW as of March 2017, recording a CAGR of 
around 10%.Coal-based power generation currently occupies a share 
of over 75% in the total power generation in the country.  This ratio 
is forecasted to continue to remain at over 70% going ahead.  Given 
that India’s economy is forecast to grow significantly over the coming 
decade, with gross domestic product rising 7-8% annually, the 
government expects electricity capacity needs to nearly double to 
2027. 
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Electricity generation by fuel type in India 
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Coal Demand in Indonesia 
Indonesia’s coal industry is enjoying a resurgence, driven both by 
rising demand from China—the world’s biggest consumer of the 
fossil fuel—and a push by the government in Jakarta to build more 
coal-fired power plants. This is also setting back efforts in both 
countries to shift to a greater share of renewable energy. Indonesian 
government is expecting domestic coal demand to reach 114.51 MnT 
in 2018, up 6% Y-o-Y from the estimated demand of 2017, largely 
driven by the coal-fired power plants in the country.  
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Catalysts                                                                                                      
 
Production Ramp-up at Merge Mine  
In May 2018, Agritrade announced the acquisition of a second 
longwall system for its Merge mine which is now the only large-scale, 
mechanized longwall underground coal mine in Indonesia. With this 
acquisition, the Merge mine will have two longwall systems which 
will enhance production capacity significantly. The annual capacity 
increase, after this longwall addition, is expected to be 2.5mn tonnes 
per year. This will result in 3.5mn tonnes of total production capacity 
from Merge. The company is also planning to purchase a third 
longwall in the coming years which will ultimately raise production 
to 5 mn tonnes per year. In our model, we forecast the production 
and sales from the Merge mine to increase from 0.56 mn tonnes in 
FY03/2018 to 4 mn tonnes by FY03/23 which will result in an 
increase in revenue from the mine from HK$269 mn in FY03/18 to 
HK$2,126 mn in FY03/23. 
 
Strong Coal Demand in Key Markets  
Coal produced by Agritrade is sold through intermediaries with end 
customer key destinations being India, China, Indonesia and other 
Asian countries. In terms of the geographical split, the company is 
fairly diversified with coal mining revenues from end customers in 
Indonesia accounting for 49%, China 24%, India 22% and the balance 
5% being all other countries. With the majority of power plants being 
fuelled by coal in its key markets of Indonesia, China and India, 
Agritrade’s coal operations are well positioned to benefit from rising 
demand in these economies. Cumulatively, these markets require 
close to 4 billion tonnes of coal. Demand for Indonesian coal is 
expected to remain robust given its geographical presence close to 
these large Asian markets. Furthermore, even while there has been 
some push towards gas in China, management feels that their 
products, with low sulphur and ash content, should not be negatively 
impacted by this policy. 
 
Acquisition of Biodiesel Plan in the US  
Agritrade Resources expanded the energy segment of its business 
with the investment in a biodiesel plant in Arkansas, United States in 
December 2016. The plant contributed revenue of HK$27.0 mn to the 
energy business segment of the company for FY03/18 and produced 
approximately 1.9 million gallons of biodiesel which is just 5% of the 
plant’s total annual capacity of 40 mn gallons. Thus, there is huge 
potential to ramp-up capacity in the coming years. Given the strong 
demand for renewable energy in the US market and the global trend 
towards use of bio-based, renewable and environmentally-friendly 
products, the biodiesel industry is in a structural growth phase.  In 
our model, we forecast revenue from this business to grow almost 
18x [albeit off a very small base] over the 5 year period from 
HK$27.0 mn in FY03/18 to HK$500 mn in FY03/2023.  
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US Tariffs Boost for Agritrade’s Biodiesel  
Recent actions by the Trump Administration as well as several US 
agencies are quite favorable for Agritrade’s Arkansas biodiesel 
business, and serve as a tailwind impetus and catalyst for a growth 
jumpstart off a low base. The U.S. International Trade Commission 
(ITC) in October 2017 made a final finding that biodiesel imports 
from Argentina and Indonesia harm U.S. producers, ensuring that 
anti-dumping and anti-subsidy duties remain in effect for at least five 
years. The U.S. Commerce Dept, in response to this judgment, set 
steep trade barriers that brought to halt shipments of soyoil-based 
biodiesel from Argentina and palm oil-based supplies from Indonesia. 
ITC ruled in the finding that “U.S. industry is materially injured by 
imports from Argentina and Indonesia that the U.S. Dept of 
Commerce has determined are subsidized locally,” it said in a 
statement. The ITC’s affirmation effectively locks in place the duties 
set by the Commerce Department for five years. Argentina’s foreign 
ministry in November 2017 said the anti-subsidy duties that were as 
high as 72.3% made their biodiesel too expensive for the U.S. market. 
Its biodiesel exports in the third quarter fell 30%, due in part to the 
duties. 
 
Possible Inclusion in Shenzhen – Hong Kong Stock Connect 
According to a recent report ‘Hopefuls for the next Shenzhen-Hong 
Kong Stock Connect’, there is a prediction of the company being 
included in the Shenzhen – Hong Kong Stock Connect which, if it 
happens, could further increase the visibility and liquidity of the 
stock and could be a strong catalyst for the stock price.  
 



 22 Evaluateresearch.com 

 

 

  Risks                                                                                                               
 
Coal Demand and Price Risk 
The company generates majority of its revenue and income from the 
sale of coal. Given the global push towards renewable energy and 
various pollution control initiatives taken by governments around 
the world, many analysts believe that the global consumption of coal 
has peaked which can result in a fall in coal price. Any significant 
drop in coal demand or price can have a material impact on the 
company’s financials and results of operations. As an important step 
to mitigate this risk, the company recently invested in a biodiesel 
plant in the US and we expect the company to continue investing in 
the renewable/alternative energy space in the coming years. 
 
Risk of Adverse Weather Conditions 
For many open-cut mines in Indonesia, continuous and severe rain 
may cause the mining pits to be flooded and hauling roads to be 
muddy. This can result in decrease in overall mining output and can 
have an adverse impact on the company’s results of operations. 
 
Execution Risk  
The company plans to ramp-up the production of its Merge Mine in 
Indonesia as well its newly acquired biodiesel plant in the US. 
However, the ability of the company to do so depends on various 
conditions including the successful installation of its second longwall 
system for the Merge Mine and demand and supply conditions for 
biodiesel in the US and global markets. If there is a delay in capacity 
ramp-up, then the actual results from operations can significantly 
differ from our forecasts and company’s own expectations.  
 
Potentially Higher Restoration Costs  
One consequence of coal mining is land subsidence caused by the 
resettlement of the land at the mining sites. At its merge mine, the 
company uses longwall systems for coal mining. While this method is 
highly mechanized and has higher recovery rate, it also has the 
potential to cause surface subsidence resulting in higher restoration 
costs.   
 
Regulatory/Political Risk 
Increased regulation of GHG [Green House Gas] emissions could 
result in increased operating costs and reduced demand for coal as a 
fuel source, which could reduce demand for the company’s products, 
and adversely impact its future financial results, liquidity and growth 
prospects. 
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  Management Bio                                                                                   
 
Mr. Ng Say Pek - Chairman  
Mr. Ng Say Pek was appointed as non-executive Director on 1 August 
2013 and is the chairman of the board of directors of the Company 
and re-designated to executive Director with effect from 18 
December 2015. Mr. Ng Say Pek is the father of Mr. Ng Xinwei, the 
executive Director. Mr. Ng graduated from the National University of 
Singapore [formerly known as Nanyang University] with a Bachelor’s 
Degree in Accountancy. He is also a certified public accountant and a 
fellow member of The Institute of Certified Public Accountants of 
Singapore and Australia. Mr. Ng has more than 40 years’ experience 
in the trading of cocoa, palm oil, thermal coal and commodity. Mr. Ng 
also has intensive experience in palm oil estate management, coal 
mining and tugs and barges management. Mr. Ng is the founder and 
current managing director of Agritrade International Pte Ltd [AIPL], 
the controlling shareholder of the Company and a global trading 
house based in Singapore that provides supply chain solutions in 
international markets for the last 37 years. Under the leadership of 
Mr. Ng, AIPL has been recognized amongst the top 1,000 Singapore 
companies continuously for the past 10 years.  
 
Mr. Ng Xinwei - CEO 
Mr. Ng Xinwei was appointed as executive Director on 24 August 
2010 and is the chief executive officer of the Company. He is also the 
chairman of the executive committee of the Company. Mr. Ng Xinwei 
is the son of Mr. Ng Say Pek, the executive chairman of the Company 
and founder and managing director of AIPL, a controlling shareholder 
of the Company. He joined AIPL in 2004 to deepen his expertise in 
the trading operations of palm oil and coal, shipping logistics 
management and commodities-related investments and is currently 
the director of AIPL. Mr. Ng is in charge of managing all operational 
aspects of the Company’s coal mining business and charting the 
Company’s future strategy. He is also responsible for investor 
relations and corporate communications. 
 
Mr. Ashok Kumar Sahoo - CFO 
Mr. Sahoo was appointed as executive Director on 1 August 2013 and 
is the chief financial officer of the Company. He is also a member of 
the Executive Committee. He holds a Bachelor’s Degree in Finance 
and Accounting from Uktal University of India and completed his 
MBA in Finance from Pondicherry Central University of India. Mr. 
Sahoo has 17 years of intensive experience in the fields of corporate 
finance, accounting, auditing, cross boarder taxation, risk 
management, treasury management, and merger & acquisitions. Mr. 
Sahoo was the regional finance director of the subsidiaries of Gati 
Asia Pacific Pte. Ltd, an Indian listed company based out of Singapore 
and looked after corporate finance activities of the group spread over 
South East Asia, Middle East, China, Japan and Africa. From 2009 to 
2012, he was the finance director of a mining company that operates 
coal mine in the East Kalimantan of Indonesia. Mr. Sahoo is a 
qualified chartered accountant and a fellow member from The 
Institute of Chartered Accountants of India. 
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Mr. Peter Park - Chief Operating Officer  
Mr. Peter Park joined the Agritrade group in 2014 and is currently 
the Chief Operating Officer of the Company. He has over 20 years of 
experience in management, trading and business development in 
various commodity industries. Mr. Park started his career as a broker 
for animal feed commodities in the mid 1990’s before moving to 
trading industry from the year 2000 when he joined an established 
palm oil trading company in Singapore and where he started getting 
involving in various trading and business development activities 
relating to palm and its derivative products. In 2011, he took the 
challenge of transferring to the coal industry when he moved to 
Indonesia to join a coal mining company where he gained invaluable 
insights into Indonesia and the coal industry. Mr. Park graduated 
with a Bachelor’s Degree in Business Administration from the 
National University of Singapore in 1994. 
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  Recent Results                                                                                                  
For FY03/18, the company reported revenue of HK$2,237.4 mn vs. 
HK$1,441.5 mn in FY03/17, a growth rate of 55.2% during the period. 
Similarly, net income increased by 42.7% YoY to HK$424.5 mn in FY03/18. 
The increase in revenue came on the back of a 64% increase in revenue 
from the sale of coal. Coal production during the year increased by 
approximately 14% from 5.0 mn tonnes in FY03/17 to 5.7 mn tonnes in 
FY03/18.  In FY03/18, as having benefited from the strong coal demand in 
China and India, the global thermal coal market remained robust and coal 
price continued to demonstrate an upward trend. The Indonesian 
benchmark thermal coal price touched its recent high in the first quarter of 
2018 and the Newcastle coal price index was persistently positioned at a 
high level above US$90 per tonne in the second half of FY03/18. 
 
During the year, the Merge Mine produced approximately 558,000 tonnes 
of coal [2017: 361,000 tonnes], which contributed a turnover of HK$268.7 
mn [2017: HK$109.2 mn] and an operational profit of HK$52.4 mn [2017: 
HK$32.5 mn] to the company’s mining segment in FY2018. Since the 
quality of the coal products from the Merge Mine is higher than that of 
average Indonesian thermal coal, the company exported the Merge coal 
products to traders and power generation plants located in Asia such as 
Japan, South Korea, Taiwan and China — countries that require constant 
supply of high CV thermal coal. During the year, the company’s newly 
purchased biodiesel plant in the US commenced operations. For the year, 
the plant produced 1.9 mn gallons of biodiesel and contributed revenues of 
HK$27 mn to the energy business segment of the company. The biodiesel 
plant has a maximum capacity to produce 40 mn gallons annually and we 
expect the company to ramp up production significantly in the coming 
years.  
 
On 10 April 2018, Agritrade announced that it is selling one of its ships for 
US$18.5 mn [HK$145 mn]. Management accepted the purchase offer 
received for this particular ship, given the fact that the age of the Vessel of 
more than 20 years is considered to be old and less attractive as the 
charterers in the market prefer younger vessels, which also leads to a 
higher cost of operations and maintenance. In addition, the offer price was 
considered as attractive for VLCCs of similar age with reference to the 
prevailing vessel market conditions and vessel valuation. On 14 May 2018, 
the company announced that it is buying a second longwall system for its 
Merge Mine at a consideration of RMB139.4 mn. This will increase the 
production capacity of the Merge Mine by approximately 2.5 mn tonnes 
annually to a total annual production capacity of 3.5 mn tonnes. 
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Sale of Coal Products  

Revenue from Sale of Coal (mn HK$) FY2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

SEM 935.7 1,211.0 960.4 1,036.9 1,555.5 1,634.2 1,716.9 1,803.8 

Merge mine  
   

109.2 268.7 479.6 856.1 1,309.9 

Bunda Kandung 
  

25.8 34.7 110.1 117.9 126.3 135.3 

Total  935.7 1,211.0 986.2 1,180.8 1,934.3 2,231.8 2,699.3 3,248.9 

Volume (mn MT) FY2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

SEM 3.8 4.1 4.0 4.2 4.7 4.8 5.0 5.1 

Merge mine  
   

0.4 0.6 1.0 1.7 2.6 

Bunda Kandung 
  

0.1 0.4 0.5 0.5 0.5 0.5 

Total  3.8 4.1 4.1 5.0 5.7 6.3 7.2 8.2 

ASP per tonne (HK$) FY2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

SEM 246.2 295.4 240.1 246.9 331.0 337.6 344.3 351.2 

Merge mine  
   

302.5 481.5 491.2 501.0 511.0 

Bunda Kandung 
  

206.4 77.5 238.8 243.6 248.5 253.4 

Total  246.2 295.4 446.5 626.8 1,051.3 1,072.4 1,093.8 1,115.7 
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5-Year Price Chart 
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Income Statement ($HK million) FY03/2013 FY03/2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E CAGR(18-21) 

Sale of Coal 685.3 935.7 1,211.0 986.2 1,180.8 1,934.3 2,231.8 2,699.3 3,248.9 18.7% 
y/y 

 
36.5% 29.4% -18.6% 19.7% 63.8% 15.4% 21.0% 20.4% 

 Vessel Charter Income 15.6 25.6 20.3 62.9 66.8 25.9 31.1 35.8 38.6 14.1% 
y/y 

 
63.9% -20.7% 209.7% 6.3% -61.2% 20.0% 15.0% 8.0% 

 Vessel Storage Service Income 0.0 0.0 3.2 103.4 193.9 250.2 265.2 281.1 306.4 
 y/y 

   
3124.7% 87.6% 29.0% 6.0% 6.0% 9.0% 

 Energy 0.0 0.0 0.0 0.0 0.0 27.0 96.3 275.0 364.6 136.2% 
y/y             257.0% 185.6% 32.6% 

 Total Revenue        700.89         961.32    1,234.47    1,152.47     1,441.54         2,237.34         2,624.30         3,291.13      3,958.52  20.7% 
y/y 

 
37.2% 28.4% -6.6% 25.1% 55.2% 17.3% 25.4% 20.3% 

 Cost of Revenue -495.0 -655.3 -863.98 -796.71 -923.24 -1,360.94 -1,613.94 -2,017.71 -2,411.55 
 Gross Profit          205.9           306.0       370.49       355.76        518.30            876.40         1,010.35         1,273.42      1,546.97  
 Gross margin (%) 29.4% 31.8% 30.0% 30.9% 36.0% 39.2% 38.5% 38.7% 39.1% 
 Other Operating Revenue 1.7 5.5 7.4 2.8 28.1 3.6 3.8 4.0 4.2 
 as a % of sales 0.2% 0.6% 0.6% 0.2% 1.9% 0.2% 0.1% 0.1% 0.1% 
 Selling, General & Admin Expense -37.7 -109.2 -136.41 -146.04 -114.07 -139.93 -157.46 -187.59 -214.35 
 as a % of sales 5.4% 11.4% 11.1% 12.7% 7.9% 6.3% 6.0% 5.7% 5.4% 
 Merger & Acquisition Expense 0.00 0.00 0.00 -34.86 0.00 0.00 0.00 0.00 0.00 
 Impairment Charges 0.00 0.00 0.00 -47.57 0.00 0.00 0.00 0.00 0.00 
 Operating income (Reported) 170.0 202.3 241.46 130.04 432.30 740.08 856.69 1,089.81 1,336.80 
 y/y 

 
19.0% 19.3% -46.1% 232.4% 71.2% 15.8% 27.2% 22.7% 

 Operating income reported margin (%) 24.3% 21.0% 19.6% 11.3% 30.0% 33.1% 32.6% 33.1% 33.8% 
 Operating Income (adjusted) 170.0 202.3 241.46 212.48 432.30 740.08 856.69 1,089.81 1,336.80 21.5% 

y/y 
 

19.0% 19.3% -12.0% 103.5% 71.2% 15.8% 27.2% 22.7% 
 Operating income adjusted margin (%) 24.3% 21.0% 19.6% 18.4% 30.0% 33.1% 32.6% 33.1% 33.8% 
 Interest Expense -45.0 -51.0 -31.0 -29.7 -42.8 -58.3 -39.2 -28.7 -18.2 
 Interest income 0.06 0.17 0.26 1.40 0.04 0.56 2.32 4.25 6.36 
 Other non recurring (expenses) income 2.2 1.1 2.1 407.9 -1.7 83.2 0.0 0.0 0.0 
 Pretax Income (reported) 127.2 152.6 212.82 509.63 387.90 765.51 819.79 1,065.33 1,324.92 
 y/y 

 
19.9% 39.5% 139.5% -23.9% 97.3% 7.1% 30.0% 24.4% 

 Pretax Income (adjusted) 125.0 151.4 210.74 184.13 389.56 682.36 819.79 1065.33 1324.92 24.5% 
y/y 

 
21.1% 39.1% -12.6% 111.6% 75.2% 20.1% 30.0% 24.4% 

   - Income Tax Expense -39.0 -31.9 -31.96 -43.59 -75.38 -154.47 -163.96 -213.07 -264.98 
 Effective tax rate (%) 

 
20.9% 15.0% 8.6% 19.4% 20.2% 20.0% 20.0% 20.0% 

   - Minority Interests -35.356 -5.524 -34.00 5.17 -75.07 -186.59 -214.58 -262.78 -310.80 
 Income Before XO Items 52.9 115.2 146.86 471.20 237.45 424.45 441.25 589.48 749.14 
 y/y 

 
117.8% 27.5% 220.9% -49.6% 78.8% 4.0% 33.6% 27.1% 

 Extraordinary Loss/ Discontinued operations 0.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Net Income (Reported) 53.56 115.19 146.86 471.20 237.45 424.45 488.12 561.34 749.14 
 y/y 

 
115.1% 27.5% 220.9% -49.6% 78.8% 15.0% 15.0% 33.5% 

 Exceptional (L)G/ tax adjustment for non-GAAP exp 
 

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Net Income (adjusted) 50.69 114.07 144.78 145.70 239.11 341.30 441.25 589.48 749.14 29.6% 

y/y 
 

125.1% 26.9% 0.6% 64.1% 42.7% 29.3% 33.6% 27.1% 
 Basic EPS (reported) 0.016 0.035 0.029 0.078 0.037 0.067 0.077 0.089 0.118 
 Basic EPS (adjusted) 0.015 0.034 0.028 0.024 0.038 0.054 0.070 0.093 0.118 
 

           Basic Weighted Avg Shares 3,294.82 3,324.27 5,107.99 6,042.01 6,337.01 6,337.01 6,337.01 6,337.01 6,337.01 
 Diluted EPS (GAAP) - continuing ops. 0.016 0.031 0.026 0.074 0.036 0.064 0.073 0.084 0.112 
 y/y 

 
93.6% -15.1% 181.4% -52.0% 78.8% 15.0% 15.0% 33.5% 

 Diluted EPS (adjusted) - continuing ops. 0.015 0.031 0.026 0.023 0.036 0.051 0.066 0.089 0.112 29.6% 
y/y 

 
100.4% -15.7% -11.7% 56.4% 42.7% 29.3% 33.6% 27.1% 

 Diluted Weighted Avg Shares 3,294.82 4,419.14 5,566.73 6,347.07 6,660.80 6,660.80 6,660.80 6,660.80 6,660.80 
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Reference Items FY03/2013 FY03/2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

EBITDA (adjusted) 260.5 320.5 382.3 371.8 684.6 1047.9 1203.3 1507.1 1818.6 

EBITDA (reported) 260.5 320.5 382.3 289.4 684.6 1047.9 1203.3 1507.1 1818.6 

Dividends per Share 0.000 0.008 0.005 0.003 0.003 0.005 0.012 0.016 0.020 

Dividend payout ratio 0.0% 24.1% 19.0% 3.4% 7.0% 7.8% 18.0% 18.0% 18.0% 

Depreciation & Amortization 90.5 118.2 140.8 159.4 252.3 307.8 346.6 417.3 481.8 

as a % of gross PPE 
         as a % of sales 12.9% 12.3% 11.4% 13.8% 17.5% 13.8% 13.2% 12.7% 12.2% 

          Balance Sheet ($HK million) FY03/2013 FY03/2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

Assets 
           + Cash & Near Cash Items 16.3 170.8 265.1 295.9 395.5 464.9 849.2 1,271.3 1,902.6 

  + Short-Term Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Accounts & Notes Receivable 219.1 200.8 188.0 183.3 206.6 172.4 359.5 432.8 520.6 

  + Other Receivables & Prepayments 192.5 239.6 320.5 365.1 296.5 304.1 304.1 304.1 304.1 

  + Inventories 14.3 31.3 32.1 49.0 83.0 124.8 88.4 110.6 132.1 

  + Other Current Assets 58.5 19.2 73.0 150.2 169.681 145.9 140.9 135.9 135.9 

Total Current Assets 500.7 661.9 878.7 1,043.4 1,151.2 1,212.1 1,742.1 2,254.7 2,995.3 

    + Gross Fixed Assets 2,892.9 3,281.2 3,590.8 6,610.9 7,250.4 7,885.2 8,278.9 8,762.7 9,332.9 

    - Accumulated Depreciation -207.8 -319.3 -455.6 -612.2 -860.6 -1,168.4 -1,514.9 -1,932.2 -2,414.0 

  + Net Fixed Assets 2,685.2 2,961.9 3,135.2 5,998.7 6,389.9 6,717.1 6,763.9 6,830.5 6,919.0 

  + Prepaid Lease Payments 10.3 11.9 15.2 44.3 147.4 146.0 146.0 146.0 146.0 

  + Exploration & evaluation assets 0.0 0.0 0.0 5.7 14.1 13.5 13.5 13.5 13.5 

  + Other Long Term Assets 29.1 40.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total Long-Term Assets 2,724.6 3,014.6 3,150.4 6,048.7 6,551.3 6,876.6 6,923.4 6,989.9 7,078.4 

Total Assets 3,225.3 3,676.4 4,029.2 7,092.3 7,702.8 8,088.9 8,665.7 9,244.8 10,073.8 

          Liabilities & Shareholders' Equity 
           + Accounts Payable 98.4 239.2 201.1 78.3 181.7 161.5 265.3 276.4 330.3 

  + Other Payables & Accruals 129.2 115.2 162.2 273.5 154.0 165.2 165.2 165.2 165.2 

  + Short-Term Borrowings 74.6 90.4 192.5 237.8 294.9 322.4 272.4 222.4 172.4 

  + Other Short-Term Liabilities 151.6 192.9 229.3 275.7 283.8 291.7 291.7 291.7 291.7 

Total Current Liabilities 453.8 637.7 785.1 865.3 914.5 940.7 994.5 955.6 959.6 

  + Long-Term Borrowings 183.9 127.3 154.6 524.4 625.2 313.1 213.1 113.1 13.1 

  + Other Long-Term Liabilities 665.4 665.9 582.6 1,164.3 1,233.4 1,151.8 1,151.8 1,151.8 1,151.8 

Total Liabilities 1,303.2 1,430.9 1,522.4 2,554.0 2,773.1 2,405.6 2,359.5 2,220.6 2,124.5 

  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Minority Interest 867.3 872.5 906.6 1,842.4 1,993.8 2,202.4 2,417.0 2,679.8 2,990.6 

  + Share Capital & APIC 58.4 107.2 135.5 152.1 152.1 159.1 159.1 159.1 159.1 

  + Retained Earnings & Other Equity 996.5 1,265.9 1,464.7 2,543.7 2,783.8 3,321.4 3,730.1 4,185.3 4,799.6 

Total Shareholders' Equity 1,922.2 2,245.6 2,506.8 4,538.3 4,929.7 5,682.9 6,306.2 7,024.2 7,949.3 

Total Liabilities & Equity 3,225.4 3,676.4 4,029.2 7,092.3 7,702.8 8,088.6 8,665.7 9,244.8 10,073.8 
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Cash Flow ($HK million) FY03/2013 FY03/2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 
  + Net Income 103.8 123.6 180.9 465.6 312.5 424.5 488.1 561.3 749.1 
  + Depreciation & Amortization 90.5 118.2 140.8 159.4 252.3 307.8 346.6 417.3 481.8 
  + Other Non-Cash Adjustments 40.4 80.4 42.1 -296.3 3.2 3.6 214.6 262.8 310.8 
  + Changes in Non-Cash Capital -162.5 69.9 -59.9 -166.2 59.1 3.8 -41.9 -79.3 -55.4 
Cash From Operating Activities 72.3 392.0 303.8 162.4 627.1 739.6 1,007.4 1,162.0 1,486.3 
  + Disposal of Fixed Assets 0.0 0.0 39.0 42.2 137.5 0.0 0.0 0.0 0.0 
  + Capital Expenditures -92.5 -270.8 -316.2 -413.1 -778.0 -634.8 -393.6 -483.8 -570.3 
  + Investments 0.0 0.0 0.0 -0.6 -18.5 0.6 0.0 0.0 0.0 
  + Acquisition 0.0 0.0 0.0 -230.5 0.0 0.0 0.0 0.0 0.0 
  + Other Investing Activities -25.2 -13.1 -60.2 -15.4 -119.4 1.4 0.0 0.0 0.0 
Cash From Investing Activities -117.6 -283.9 -337.3 -617.4 -778.4 -632.8 -393.6 -483.8 -570.3 
  + Dividends Paid 0.0 0.0 -49.1 -41.3 -15.2 -33.3 -79.4 -106.1 -134.8 
  + Increase in Borrowings 55.3 15.9 250.6 437.1 151.5 -284.7 -150.0 -150.0 -150.0 
  + Increase in Capital Stock 0.0 0.0 0.0 98.7 0.0 0.0 0.0 0.0 0.0 
  + Other Financing Activities -15.7 31.3 -70.3 -3.8 93.9 -81.6 0.0 0.0 0.0 
Cash from Financing Activities 39.6 47.2 131.2 490.7 230.2 -399.6 -229.4 -256.1 -284.8 
Net Changes in Cash -5.7 155.3 97.7 35.8 78.9 -292.8 384.3 422.1 631.2 
Opening cash 

      
464.9 849.2 1,271.3 

Closing cash 
      

849.2 1,271.3 1,902.6 
 

Ratio Analysis FY2013 FY2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 

Per Share Data ($) 
         Basic EPS (adjusted) 0.02 0.03 0.03 0.02 0.04 0.05 0.07 0.09 0.12 

Diluted EPS (adjusted) 0.02 0.03 0.03 0.02 0.04 0.05 0.07 0.09 0.11 

Dividend per share (DPS) 0.00 0.01 0.01 0.00 0.00 0.01 0.01 0.02 0.02 

Book Value per share (BVPS) 0.58 0.51 0.45 0.71 0.72 0.83 0.92 1.03 1.17 

          Margins (%) 
         Gross Margin 29.4% 31.8% 30.0% 30.9% 36.0% 39.2% 38.5% 38.7% 39.1% 

Operating Margin 24.3% 21.0% 19.6% 18.4% 30.0% 33.1% 32.6% 33.1% 33.8% 

EBITDA Margin (adjusted) 37.2% 33.3% 31.0% 32.3% 47.5% 46.8% 45.9% 45.8% 45.9% 

Pre-Tax Margin (adjusted) 17.8% 15.8% 17.1% 16.0% 27.0% 30.5% 31.2% 32.4% 33.5% 

Net Income Margin (adjusted) 7.2% 11.9% 11.7% 12.6% 16.6% 15.3% 16.8% 17.9% 18.9% 

Growth (%) 
         Sales growth 0.0% 37.2% 28.4% -6.6% 25.1% 55.2% 17.3% 25.4% 20.3% 

EBIT growth 0.0% 19.0% 19.3% -12.0% 103.5% 71.2% 15.8% 27.2% 22.7% 

Net Income (adjusted) growth 0.0% 125.1% 26.9% 0.6% 64.1% 42.7% 29.3% 33.6% 27.1% 

EPS (adjusted) growth 0.0% 100.4% -15.7% -11.7% 56.4% 42.7% 29.3% 33.6% 27.1% 
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  FY2013 FY2014 FY03/2015 FY03/2016 FY03/2017 FY03/2018 FY03/2019E FY03/2020E FY03/2021E 
DuPont ROE (%) 2.6% 5.1% 5.8% 3.2% 4.9% 6.0% 7.0% 8.4% 9.4% 
Margin (%) 7.2% 11.9% 11.7% 12.6% 16.6% 15.3% 16.8% 17.9% 18.9% 
Turnover (x) 0.22 0.26 0.31 0.16 0.19 0.28 0.30 0.36 0.39 
Leverage (x) 1.68 1.64 1.61 1.56 1.56 1.42 1.37 1.32 1.27 

          ROA 1.6% 3.1% 3.6% 2.1% 3.1% 4.2% 5.1% 6.4% 7.4% 
Net cash / equity -12.6% -2.1% -3.3% -10.3% -10.6% -3.0% 5.8% 13.3% 21.6% 

          FCF Calculation 
         Op. cash  72.3 392.0 303.8 162.4 627.1 739.6 1,007.4 1,162.0 1,486.3 

capex -92.5 -270.8 -316.2 -413.1 -778.0 -634.8 -393.6 -483.8 -570.3 
FCF (HK$ million) -20.2 121.1 -12.3 -250.7 -150.9 104.8 613.8 678.2 916.1 
FCF margin (%) -2.9% 12.6% -1.0% -21.7% -10.5% 4.7% 23.4% 20.6% 23.1% 
FCF per share -0.01 0.03 0.00 -0.04 -0.02 0.02 0.09 0.10 0.14 
Price/FCF per share -266.25 59.47 -736.03 -41.27 -71.95 103.62 17.69 16.01 11.85 
FCF Yield -0.4% 1.7% -0.1% -2.4% -1.4% 1.0% 5.7% 6.2% 8.4% 

          Net Cash calculation 
         Cash + short term investments 16.3 170.8 265.1 295.9 395.5 464.9 849.2 1,271.3 1,902.6 

Less: long term debt -258.5 -217.7 -347.2 -762.2 -920.2 -635.5 -485.5 -335.5 -185.5 
Net Cash -242.2 -46.9 -82.1 -466.3 -524.7 -170.6 363.8 935.9 1,717.1 

          Net cash per share -0.07 -0.01 -0.01 -0.07 -0.08 -0.03 0.05 0.14 0.26 
Net cash/market cap -5% -1% -1% -5% -5% -2% 3% 9% 16% 

 
              

  Valuation ratio's 
         P/B (tangible) 2.81 3.22 3.64 2.31 2.28 1.97 1.77 1.58 1.39 

P/E (adjusted) 105.96 52.86 62.7 71.0 45.4 31.8 24.6 18.4 14.5 
P/S 14.74 10.74 8.4 9.0 7.2 4.6 3.9 3.1 2.6 
EV/sales 1.98 1.71 2.5 9.2 7.3 4.7 4.8 3.9 3.2 
EV/EBITDA (adjusted) 5.32 5.14 8.2 28.4 15.4 10.1 10.6 8.4 7.0 
EV/EBITDA (reported) 5.32 5.14 8.2 36.5 15.4 10.1 10.6 8.4 7.0 
EV/EBIT 8.16 8.15 13.0 49.7 24.4 14.3 14.8 11.7 9.5 
EV/FCF -68.73 13.61 -254.0 -42.2 -70.0 100.8 20.7 18.7 13.9 
Dividend Yield (%) 0.00% 0.46% 0.3% 0.2% 0.2% 0.3% 0.7% 1.0% 1.2% 

          Receivable days 114 76 56 58 52 28 50 48 48 
Inventory days 11 17 14 22 33 33 20 20 20 
payables days 73 133 85 36 72 43 60 50 50 
Current ratio 1.1 1.0 1.1 1.2 1.3 1.3 1.8 2.4 3.1 

          Enterprise Value Calculation FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 Current 
  Market Cap. 276.8 729.2 2,143.2 2,259.6 2,184.7 8,192.8 10,329.3 
  + Minority Interest 867.3 872.5 906.6 1,842.4 1,993.8 2,202.4 2,202.4 
  +Total Debt (ST & LT Debt) 258.5 217.7 347.2 762.2 920.2 635.5 635.5 
  - Cash & Equivalents 16 171 265 296 395 465 464.9 
  Enterprise Value 1,386 1,649 3,132 4,568 4,703 10,566 12,702 
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DCF model   2015 2016 2017 2018 2019E 2020E 2021E 
 

  

(in $HK million)                 
 

  

EBIT   241 212 432 740 857 1,090 1,337 
 

  

% growth     -12% 103% 71% 16% 27% 23% 
 

  

                  
 

  

Taxes @   15.0% 8.6% 19.4% 20.2% 20.0% 20.0% 20.0% 
 

  

                  
 

  

EBIAT   205 194 348 591 685 872 1,069 
 

  

% growth     -5% 79% 70% 16% 27% 23% 
 

  

                  
 

  

+ D&A   141 159 252 308 347 417 482 
 

  

- Capital expenditures   -316 -413 -778 -635 -394 -484 -570 
 

  

- Change in net WC   -60 -166 59 4 -42 -79 -55 
 

  

Free Cash Flow to Firm   -30 -226 -118 268 596 726 926 
 

  

FCY y/y growth     651% -48% -326% 123% 22% 27% 
 

  

                      

                      

Value per Share                     

      Cost of capital       WACC     9.8% 

Terminal Growth 7.8% 8.8% 9.8% 10.8% 11.8%   PV of Free Cash Flow   7,149 

2.0% 3.05 2.49 2.08 1.77 1.52   PV of Terminal Value   9,783 

2.3% 3.18 2.58 2.14 1.81 1.55   Add: Net Cash   -171 

2.5% 3.27 2.64 2.19 1.84 1.57   Less: Minority Interest   -2202 

2.8% 3.43 2.74 2.25 1.89 1.61   Total Equity Value   14,559 

3.0% 3.54 2.81 2.30 1.92 1.63   Shares outstanding   6,660.80  

              DCF value     2.19 
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