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COMPANY UPDATE

Farm Fresh (FFB MK)
Moo-ving Capacity Along At Its Taiping Farm

We come away buoyant from visiting Farm Fresh’s slated processing facility at its
Taiping Farm. It will relieve capacity constraint that has largely muted Farm Fresh’s
FY23 sales performance. Combined with additional capacity at Muadzam Shah Farm
and the launch of its Philippines’ operations, it underpins exciting near-term growth.
Plans are also afoot to target the untapped RM2.2b powder milk segment as well.
Maintain HOLD as prospects appear to be fairly priced-in. Target price: RM1.57.

WHAT’S NEW

¢ Taiping Farm visit with influx of processing capacity. Farm Fresh hosted a site visit to its
Taiping Farm. The farm is home to 2,200 cows currently. Its landbank could eventually
support up to 3,000 cows. On top of that, the farm is retrofitting a processing facility as well,
which it is due for completion in Apr 23. The expansion would add up to its processing
capacity of 20m litres of chilled milk per annum. The farm has been granted a 10-year tax-
free status, commencing in FY24.

* Relieves capacity constraint and lifts margins. The additional processing capacity, at
14% of Farm Fresh’s current overall processing capacity, will remove Farm Fresh’s capacity-
constrained sales (stemming from its obligations to satisfy its school milk programme
requirements with the government). Apart from that, it would allow its Taiping facilities to
serve the chilled market in the Northern Peninsula region. This would free up capacity at its
Larkin facility in Johor, in order to meet demand in Singapore and thus lowering
transportation cost in the process as well. We gather that it could realise cost savings of up
to 1-2ppt of gross margins of sales out of its Taiping farm as a result.

Muadzam Shah Farm and Philippines coming on stream as well. Apart from that, Farm
Fresh is commissioning a processing line for UHT products at its Muadzam Shah Farm this
month. Resolving this bottleneck would see 25% increased throughput. We gather this
effectively adds close to 12% of existing overall milk output. Its expansion to Philippines is
underway as well and could be operational in 2Q23. The facility has a processing capacity of
20m litres of milk per annum.

KEY FINANCIALS

Year to 31 Mar (RMm) 2021 2022 2023F 2024F 2025F
Net turnover 490 502 621 726 838
EBITDA 90 86 116 150 175
Operating profit 68 61 82 108 127
Net profit (rep./act.) 72 86 75 99 120
Net profit (adj.) 72 86 75 99 120
EPS (sen) 3.9 4.6 4.0 5.4 6.5
PE (x) 40.3 341 39.0 30.5 24.2
P/B (x) 121 4.8 4.3 3.9 3.4
EV/EBITDA (x) 35.4 36.8 27.4 211 18.2
Dividend yield (%) 0.0 0.2 0.6 0.9 1.0
Net margin (%) 14.8 171 12.0 13.7 14.4
Net debt/(cash) to equity (%) 95.5 42.0 52.3 46.4 36.3
Interest cover (x) 9.2 9.4 71 8.2 10.2
ROE (%) 33.0 20.1 11.7 14.0 151
Consensus net profit - - 90 113 136
UOBKH/Consensus (x) - - 0.83 0.88 0.88

Source: Farm Fresh, Bloomberg, UOB Kay Hian
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HOLD

(Maintained)

Share Price RM1.57
Target Price RM1.57
Upside +0.0%

COMPANY DESCRIPTION

Homegrown Farm Fresh is the largest
integrated dairy producer in Malaysia. Farm
Fresh commands more than half of the RTD
fresh milk segment. It also looks to expand its
exports to the likes of Singapore, Indonesia
and the Philippines.

STOCK DATA

GICS sector Consumer Staples

Bloomberg ticker: FFB MK
Shares issued (m): 1,858.0
Market cap (RMm): 2,917.0
Market cap (US$m): 637.6
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¢ New capacity underpins robust volume sales. The combined mid-stream expansions will
allow Farm Fresh to meet its sales demand, which had seen a stockout with various SKUs
ranging from UHT milk to its plant-based milk. Now that the facilities are due to be onstream
anytime soon, the enlarged capacity underlines our FY24 volume growth assumption of
17.7%.

Limited school milk programme success but positions GUM powder ready for a
lucrative untapped segment. While the school milk programme inadvertently occupied
precious and limited capacity previously while commanding lower margins as opposed to
Farm Fresh’s comparable SKUs, the programme (existing contract expires in June and Farm
Fresh is currently awaiting for a new tender to be floated in May) allowed Farm Fresh
inroads to acclimatising school children with its brand and products. Furthermore, it
encouraged parallel sales for its products for its liquid growing up milk (GUM). A product
extension, GUM powder, is due to be launched in 4Q23. This would be in direct competition
to Dutch Lady and a crack at a currently untapped RM2.2b segment for Farm Fresh.

STOCK IMPACT

o Competition on the horizon. F&N and a JV by Baladna (largest dairy group in Qatar), FGV
Holdings and Touch Group are expected to make significant investments into upstream dairy
activity. Over the next 10 years, both these initiatives are aiming to produce 200m and 300m
litres of fresh milk, a combined 500m litres of fresh milk locally.

o Inside track to success. Farm Fresh expects to complete its Inside Scoop acquisition in
May 23. Apart from targeting a one store a month expansion that would bring its store count
to 50 by end-23, underpinning a target revenue growth of 15% a year, Farm Fresh intends to
roll out consumer packaged goods (CPG) ice cream by end-23. It intends to achieve a 5%
market share in two years for the projected RM1.3b CPG ice cream market. Farm Fresh
hopes that CPG could contribute RM55m-65m in sales by 2025 (or 7% of our FY25 revenue
estimates).

EARNINGS REVISION/RISK
¢ No changes to earnings.

o Downside risks: Elevated raw material prices as well as milk quality and yield.

VALUATION/RECOMMENDATION

¢ Maintain HOLD and target price of RM1.57. While Farm Fresh offers a decent three-year
earnings CAGR (FY22-25) of 11.8% and has superior operating efficiency relative to its
domestic peers, we opine that it is fairly priced-in by its valuations at this juncture. Our target
price is pegged to 30.5x FY24F PE. The PE peg was derived from the overall Asia dairy
average PE to a growth ratio of 1.7x to Farm Fresh’s earnings CAGR.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG)

¢ Environmental
- Climate action. Targeting a reduction of 25% of greenhouse gas emissions in five
years. Also targeting 21% total Scope 1 and Scope 2 emissions reduction by 2026,
primarily through the use of renewable energy. Scope 3 emissions represent less
than 1% of its GHG emissions and therefore its environmental impact is considered
less significant.

 Social
- Animal health and welfare. Farm Fresh is the first dairy farm operator in Asia to
earn the internationally recognised Certified Humane certification by Humane Farm
Animal Care for its on-farm operations.

* Governance
- Board balance and composition. 4 of 7 directors are independent directors,
amounting to 57% of its board members.
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KEY ASSUMPTIONS
2023F 2024F 2025F

Revenue (RMm) 501.9 621.3 738.6
Growth yoy (%) 238 18.9 16.0
PATAMI (RMm) 74.8 102.2 1247
Growth yoy (%) 126 36.6 221
3-yr CAGR (%) 36.6 131 134
Gross margin (%) 26.8 28.2 284
EBITDA margin (%) 20.3 225 22.6
ASPs - Malaysia (dairy) 6.35 6.41 6.47
(RMlitre)
ASPs - Malaysia (Plant based) 7.06 713 721
(RMlitre)
Volume (m litres) 98 115 132

Growth yoy (%) 15.0 17.7 14.9

Source: UOB Kay Hian

FULLY COMPLETED BARN WITH EXHAUST FANS,
HOUSING UP TO 400 COWS

L

Source: UOB Kay Hian

FLOORSPACE EARMARKED FOR PROCESSING
FACILITY INSTALLATION

Source: UOB Kay Hian
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BALANCE SHEET

Year to 31 Mar (RMm) 2022 2023F 2024F 2025F  Year to 31 Mar (RMm) 2022 2023F 2024F 2025F
Net turnover 502 621 726 838 Fixed assets 340 487 537 561
EBITDA 86 116 150 175 Other LT assets 141 160 168 177
Deprec. & amort. 26 33 42 47 Cash/ST investment 28 14 16 8
EBIT 61 82 108 127 Other current assets 502 485 517 552
Total other non-operating income 14 11 13 14 Total assets 1,010 1,145 1,237 1,298
Associate contributions 0 0 0 0 ST debt 52 62 62 62
Net interest income/(expense) 9) (16) (18) 17) Other current liabilities 94 88 101 116
Pre-tax profit 66 77 103 125 LT debt 232 302 302 252
Tax 13 (6) ®) (10)  Other LT liabilities 20 21 21 21
Minorities 1 4 5 6 Shareholders' equity 611 671 751 847
Net profit 86 75 99 120 Total liabilities & equity 1,010 1,145 1,237 1,298
Net profit (adj.) 86 75 99 120

CASH FLOW KEY METRICS

Year to 31 Mar (RMm) 2022 2023F 2024F 2025F  Year to 31 Mar (%) 2022 2023F 2024F 2025F
Operating 49 131 136 158 Profitability

Pre-tax profit 66 77 103 125 EBITDA margin 17.2 18.6 20.7 209
Tax (28) (6) (8) (10) Pre-tax margin 13.1 12.3 141 14.9
Deprec. & amort. 26 33 42 47 Net margin 17.1 12.0 13.7 14.4
Associates 0 0 0 0 ROA 105 6.9 8.3 95
Working capital changes (21) 11 (19) (21) ROE 20.1 11.7 14.0 15.1
Other operating cashflows 8 16 18 17

Investing (357) (190) (90) (70) Growth

Capex (growth) (366) (190) (90) (70) Turnover 2.3 238 16.9 15.3
Proceeds from sale of assets 9 0 0 0 EBITDA (3.8) 34.1 29.9 16.3
Others 0 0 0 0 Pre-tax profit (2.8) 16.7 339 214
Financing 339 45 (43) 97) Net profit 18.2 (12.6) 329 211
Dividend payments (5) (19) (25) (30) Net profit (adj.) 18.2 (12.6) 329 21.1
Issue of shares 293 0 0 0 EPS 18.2 (12.6) 329 21.1
Proceeds from borrowings 200 0 0 0

Loan repayment (83) 70 0 (50) Leverage

Others/interest paid (65) (7 (19) 17) Debt to total capital 318 35.2 327 271
Net cash inflow (outflow) 31 (14) 3 9) Debt to equity 46.6 54.3 48.6 371
Beginning cash & cash equivalent 12 28 14 16 Net debt/(cash) to equity 42,0 52.3 46.4 36.3
Changes due to forex impact (14) 0 0 0 Interest cover (x) 9.4 7.1 8.2 10.2
Ending cash & cash equivalent 28 14 16 8

Refer to last page for important disclosures.
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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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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2023, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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