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SECTOR UPDATE 

Coal – Indonesia 
Potential 40% Drop In 2023 NPAT; Share Prices Might Have Reflected Fundamentals
We believe coal share prices could have reflected the potential 41% decline in 2023 net 
income. Share prices of ADRO and ITMG have declined by 42.1% and 38.8% ytd 
respectively, and these should mirror the potential 41% decline in 2023 net income of 
both companies. The 41% decline equates to a 25% drop in ASP in 2023. For every 10% 
decline in coal price, 2023 NPAT of coal companies could decline by 15-17%. Upgrade 
the coal sector to MARKET WEIGHT, and upgrade ADRO and ITMG to HOLD. 

WHAT’S NEW 
• Expecting coal prices to average US$175/tonne in 2023 and US$140/tonne in 2024. 

Newcastle coal prices have declined 69% ytd to US$124/tonne as coal prices are 
normalising faster in 2023. The weak demand due to slow industrial activity in China and
falling natural gas prices have been major causes of the falling coal prices in 1H23 despite 
India’s demand growing strongly on higher electricity consumption. We foresee higher 
demand for coal imports from China in 2H23 as: a) industrial activities could grow stronger, 
and b) demand will increase due to the winter season. We have adjusted down our 2023-
24 coal prices assumptions from US$280/tonne to US$175/tonne and US$250/tonne to 
US$140/tonne respectively. In 1H23, coal prices averaged US$212/tonne, with current 
spot at US$125/tonne. If we assume the current price to persist until end of the year, 2023 
average coal price will be US$168/tonne. Our assumption of US$175/tonne is to account 
for higher China imports due to the winter season in 2H23. 

• Rise in China’s industrial activity will be a catalyst. The economic recovery in China 
remains uncertain and industrial activity remains weak thus far in 1H23, particularly in the 
manufacturing and construction sectors, weighing on demand for commodities including 
coal. Domestic inventory of coal in China has also reached historical high levels due to low 
demand and significant imports as China was anticipating stronger demand after its 
economic reopening. As of mid-Jun 23, China’s coal imports had surged by a substantial 
86% ytd. At the same time, China’s coal production remained high at 385m tonnes in May 
23. Coal prices could increase if China’s import demand starts to improve in 2H23. 

• Indonesia’s coal production to remain high as demand from outside China grows
strongly. Indonesia is targeting record-high coal production in 2023 at 695m tonnes 
despite lower global coal prices and lower coal imports by China. Strong demand came 
from India, which raised its purchases in May 23 to 6.8m tonnes, up 26% compared with 
Apr 23’s 5.4m tonnes. Indonesia’s coal exports could remain high as India’s coal imports
are still rising in anticipation of a surge in demand for electricity during the summer season.

• 40% decline in NPAT should translate to 25% drop in coal ASP. Adaro Energy 
Indonesia’s (ADRO) 2023 net profit will likely fall 41.1% yoy to US$1.47b from US$2.49b in 
2022. We estimate Indo Tambangraya Megah’s (ITMG) 2023 net profit at US$708m, down 
41% yoy from 2022’s net profit of US$1.2b. Our 2023 average coal price assumption of 
US$175/tonne equates to a 25% yoy decline in coal ASP). NPAT and share price declining 
by 40% would equate to a 25% decline in coal ASP (every 10% drop would result in NPAT 
dropping by 15-17%). Using the 2023 average coal price, ADRO’s and ITMG’s ASPs in 
2023 should decline 28% and 23% yoy respectively, and thus we believe that the 40% 
decline in NPAT and share price might have reflected fundamentals. 

MARKET WEIGHT 
(Upgraded) 
 
TOP PICKS 
   Share Target 
Company Ticker Rec Price Price 
   (Rp) (Rp) 
Adaro Energy Indonesia ADRO IJ HOLD 2,230 2,400 
Indo Tambangraya Megah ITMG IJ HOLD 23,900 25,000 

Source: UOB Kay Hian 
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COAL FUTURES AS OF 23 JUN 23 
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PEER COMPARISON 
Price Target Potential Market 3M Avg --- EV/EBITDA --- --------- PE --------- --------- P/B --------- -------- ROE -------- Net 

23-Jun-23 Price Upside Cap Turnover 2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F Gearing
Company Ticker Rec (Rp) (Rp) (%) (US$m) (US$m) (x) (x) (x) (x) (x) (x) (%) (%) (%) 
Adaro Energy Indonesia ADRO HOLD 2,230 2,400 7.6% 4,602 13.1 1.7 2.2 3.2 4.6 0.8 0.8 24.2 16.9 -39.7 
Indo Tambangraya Megah ITMG HOLD 23,900 25,000 4.6% 1,742 7.1 1.7 2.3 2.5 4.0 1.1 1.0 35.8 22.1 -70.8 
Bumi Resources BUMI NR 112 na na 2,683 3.9 na na na na na na na na 2 
Bukit Asam PTBA NR 3,700 na na 2,750 8.6 2.8 3.0 6.6 7.2 1.4 1.4 23.3 20.9 -53.2 
Indika Energy INDY NR 1,920 na na 645 2.0 1.2 1.6 2.3 3.1 0.5 0.5 21.1 13.4 -4.4 
Banpu Public Co BANPU NR 4,099 na na 2,222 23.7 4.2 5.2 5.0 7.5 0.6 0.6 13.1 7.6 89 
Coal India COAL NR 42,658 na na 16,854 20.5 2.6 3.3 4.8 6.0 2.4 2.4 58.4 36.9 -68.3 
Average 11.3 2.1 2.6 4.0 5.2 1.1 1.1 29.6 19.8 -20.8 

Source: Bloomberg, UOB Kay Hian 
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ACTION 
• Upgrade the coal sector to MARKET WEIGHT. We upgrade ADRO and ITMG to HOLD 

with target prices of Rp2,400 (7.6% upside) and Rp25,000 (4.6% upside) respectively as 
we think the share prices could have reflected the potential 41% decline in 2023 net 
income and the 69% ytd decline in coal prices in 2023. 

ESSENTIALS 
• Share prices could have reflected the drop in global coal prices. Share prices of 

ADRO and ITMG have declined by 42.1% and 38.8% ytd respectively, and we think the 
share prices could have reflected the potential 41% decline in 2023 net income. We also 
expect coal futures prices to hover at an average of US$130-140/tonne in 2H23, slightly up 
from the current price of US$125/tonne and resulting in an average 2023 coal price of 
US$175/tonne. 

EARNINGS REVISION/RISK 
• No earnings revision on ADRO. We maintain our 2023 net profit forecast for ADRO at 

US$1.47b (-41.1% yoy) vs US$2.49b in 2022, with 2023 revenue at US$6.02b (-25.7% 
yoy) and 2023 EBITDA at US$2.87b (-39.7% yoy). We maintain ADRO’s 2023 earnings as 
the low calorific value (LCV) coal with 4,200 GAR prices is relatively stable at above 
US$80/tonne. 

EARNINGS REVISION – ITMG 
Year to 31 Dec --------- New --------- ------- Original ------- ------- Diff (%) ------- -------- Street -------- ------- Var (%) ------- 
(US$m) 2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F 
Production (m mt) 17 17 17 17 0.0 0.0     
ASP (US$/t) 145 116 156 127 -7.0 -8.9     
Revenue 2,735 1,947 2,903 2,141 -5.8 -9.1 2,716 2,149 0.7 -9.4 
Operating Profit 998 696 1,101 834 -9.4 -16.6 944 594 5.7 17.1 
EBITDA 1,067 771 1,170 909 -8.8 -15.2 1,135 643 -6.0 19.8 
Net profit 708 456 786 557 -9.9 -18.2 695 433 1.9 5.1 
OP margin (%) 36.5 35.7 37.9 39.0   34.7 27.6   
EBITDA margin (%) 39.0 39.6 40.3 42.5   41.8 29.9   
Net margin (%) 25.9 23.4 27.1 26.0   25.6 20.2   

Source: UOB Kay Hian 

• We revise down ITMG’s 2023 and 2024 earnings forecasts by 9.9% and 18.2% 
respectively, due to changes in 2023 ASP recognition as global coal prices have 
normalised at a faster-than-expected rate. ITMG’s coal ASP has more correlation to 
Newcastle coal price as it has a relatively similar calorific value (CV) to Newcastle coal CV. 
We estimate ITMG’s 2023 revenue at US$2.7b and 2024 revenue at US$1.95b. 2023 and 
2024 EBITDA are expected to be US$1.1b and US$771m respectively, while 2023 and 
2024 NPAT will be US$708m and US$456m respectively. 

• Risk. We remain cautious on a further decline in coal price as it could negatively impact 
share prices of coal-related stocks. ADRO and ITMG could decline further if global coal 
prices continue to drop lower than our expectation in 2H23. 

VALUATION/RECOMMENDATION 
• ADRO: Upgrade to HOLD with a target price of Rp2,400 (previous: Rp2,600), based 

on -1SD to its five-year forward 2023 EV/EBITDA of 0.9x and its -1SD to five-year forward 
2023 PE of 3.4x. ADRO is trading at 1x 2023F EV/EBITDA or 2.7x 2023F PE. Our target 
price translates to a 7.6% upside from the current price. We upgrade ADRO to HOLD as 
its share price has declined by 42.1% ytd and could have reflected the potential 41% yoy 
decline in 2023 net income and the 69% ytd decline in coal prices in 2023. 

• ITMG: Upgrade to HOLD with a target price of Rp25,000 (previous: Rp30,000), based 
on -0.6SD to its five-year forward 2023 EV/EBITDA of 1.8x and its -0.6SD to five-year 
forward 2023 PE of 2.9x. ITMG is trading at 2.0x 2023F EV/EBITDA or 3.2x 2023F PE. 
Our target price translates to a 4.6% upside from the current price. We upgrade ITMG to 
HOLD as its share price has declined by 38.8% ytd and could have reflected the potential 
41% yoy decline in 2023 net income and the 69% ytd decline in coal prices in 2023. 
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ITMG FORWARD EV/EBITDA 
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ITMG FORWARD PE 
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INDIA’S COAL IMPORTS AS OF MAY 23 
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CHINA’S COAL IMPORTS AS OF JUN 23  CHINA’S COAL PRODUCTION AS OF MAY 23
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
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