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Name of PLC: Malayan Flour Mills Berhad (MFM)

PLC Website: www.mfm.com.my

Business Summary: Milling of wheat flour, trading in grains, manufacture of animal feeds and poultry products

Top Three Shareholders: Teh Wee Chye and family 20.3%
Tan Sri Dato’ Seri Utama Arshad bin Ayub 7.7%
Market / Sector: Consumer Stock Code: 3662
Bloomberg Ticker: MFL:MK
Market Capitalisation: RM 562.8m Recommendation: BUY
Target Price: RM 1.10 Expected Capital Gain: 81.8%
- Expected Div Yield: 5.2%
Current Price: RM 0.605 Expected Total Return: | 87.0%

Analyst: Lim Boon Ngee | Tel: +603 2163 3200; Email: bnlim@bcta.com.my

Key Stock Statistics 2017 2018F 2019F 2020F
EPS (sen) * 10.2 1.3 7.2 85
P/E (X) 5.9 457 8.3 7.1
Net Dividend/Share (sen) * 5.3 3.1 3.0 3.0
NTA/Share (RM) * 124 0.90 1.18 124

Book Value/Share (RM) *  1.25
Issued Capital (mil shares) * 670.2
52-weeks Share Price Range (RM)
Estimated free float

Average volume (shares)

Per Share Data 2017

0.90 1.18 1.24
908.0 930.2 930.2
0.45-1.89

53%

6,580,000

2018F 2019F 2020F

Year-end 31 Dec
Book Value/Share (RM) *  1.25
Operating CF/Share (sen) * 17.8

EPS (sen) * 10.2
Net Dividend/Share (sen) * 5.3
P/E (x) 5.9
P/Cash Flow (x) 3.4
P/Book Value (x) 0.5
Dividend Yield (%) 8.8
Payout Ratio (%) 52.2
ROE (%) 8.2
Net Gearing (%) 84.1

0.90 1.18 1.24
10.3 10.9 10.0

1.3 7.2 85
31 3.0 3.0
45.7 8.3 7.1
59 5.6 6.1
0.7 0.5 0.5
5.2 5.0 5.0
207.7 41.4 353
1.8 85 85

120.3 71.3 71.2

* Historical shares capital adjusted for RCULS, rights & bonus

shares and warrants

P&L Analysis (RM mil) 2017

2018F 2019F 2020F

Revenue 2,402.28
EBITDA 154.03

Depreciation & amort (53.38)
Net interest income (11.90)
JV & associates 7.74
Pre-tax Profit 96.49
Net Profit 68.57
EBITDA Margin (%) 6.4
Pre-tax Margin (%) 4.0
Net-Margin (%) 2.9

2,378.49 2,534.58 2,747.45
11534 18056  187.88
(67.92) (72.87) (68.53)
(1653)  (24.30)  (20.64)

(9.70) 5.30 5.30
2120 8869  104.01
1202 6740  79.05

4.8 7.1 6.8
0.9 35 3.8
0.5 2.7 2.9

Investment Highlights/Summary

The expansion of primary processing plant,
which will triple the capacity to 240,000
birds/day is targeted to be commissioned in Sep-
19, while the new aqua feed milling plant is
operational since Dec-18.

We believe MFM has seen its worst after
reporting a net loss in 3QFY18. The anticipated
profit recovery in FY19 will be driven pre-
dominantly by margin recovery of its flour
division, normalised poultry operations and
better pricing of chicken price as well as the
turn-around of the Indonesia JV. The growth
prospects for FY20 will be underpinned by the
increased capacity of primary processing plant
and the new aqua feed milling plant.

Although we have maintained our net profit
forecast, its EPS for FY19 were reduced to 7.2
sen mainly due to the enlarged shares (from
550.29m to 930.19m) and the dilution impact.

We believe that the steep 70% decline in the
share price in CY18 is not justified. Maintain
BUY for the improved balance sheet position,
anticipated profit recovery in FY19 and
favourable longer-term prospects due to poultry
expansion and new aqua feed.
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2. Corporate Development

e We recently met with management for an update.

e MFM is currently carrying out the expansion of the poultry processing plant with an investment of
RM550m to triple the capacity to 240,000 birds/day. Phase one involves the construction of a rendering
plant (by-product processing plant) and a wastewater treatment plant. Both the rendering and wastewater
treatment plants commenced operation since end-FY18.

The planned expansion of downstream processing plant will generate sizable amounts of by-products
(such as feathers, blood, fat etc) which can be processed into powder and liquid form (as protein and fat
content) to be used as part of the formulation in producing poultry and aqua feeds. This would translate
into cost savings for its feed milling plants.

e Phase two involves the on-going construction of an additional complex to house the processing of
primary products segment including fresh whole chickens, cut-chicken parts, customised chicken
marination and others. The construction is 80% completed and is targeted to be commissioned in Sep-19.
It will triple its capacity from 80,000 birds/day to 240,000 birds/day.

Based on its current broilers production of 5m birds/day from both internal and contract farms, its daily
harvest hovers around 150,000-160,000 birds/day for both live birds and processed chickens. MFM has
an unfulfilled demand from its quick-service restaurant (QSR) segment due to its current limited capacity
of 80,000-90,000 birds slaughtered per day. It can easily scale up to 120,000 birds/day to meet the
demand.

Due to the steadier and better pricing of processed birds as compared with live birds, profitability is
expected to improve further from FY20 when the poultry processing plant of primary products is in its
first full year of production. It also plans to scale up its export opportunities especially to Singapore and
the Middle East, leveraging on Malaysia’s established halal certification.

e Phase three involves the re-construction of existing poultry processing complex to house the processing
of further processed products such as a wide range of semi-cooked products. It is targeted for completion
by end-FY20.

e Inaddition, MFM has invested RM65m in the setting-up of a new and dedicated aqua feed milling plant.
Previously, its feed mill, which is located at Lumut, Perak, houses the production of both poultry and
aqua feeds. This new aqua feed milling plant will have a production capacity of 10,000 mt/month as
compared to its current production capacity of around 2,000 mt/mth of aqua feed. The plant was
successfully commissioned in Dec-18.

e The last mile of its expansion programme involves the extension of its existing jetty and upgrading of the
ship unloaders, which requires an investment of RM60m. The extension of the jetty is designed to berth
larger vessels such as the Kamsarmax vessel, which has a 84,000 deadweight tonnage. This will not only
reduce the freight cost, it will also enhance cost proposition in terms of sourcing of grains raw materials.
The construction is ahead of schedule and is targeted for completion by Jun-19.

e The expansion of the poultry procession plant, the new aqua feed milling plant and the expansion of
existing jetty are partially funded through a fund-raising exercise involving a rights issue of RCULS and
rights shares, together with bonus and free warrants. It has managed to raise a gross proceed of RM275m
under a maximum subscription basis. The new MFM shares, RCULS and warrants were listed on 28-Jan-
19.

To recap, the exercise include — 1) Issuance of new RCULS of a 5-year RCULS at nominal value of
RM1.00 on the basis of three RCULS for ten existing MFM shares, together with one bonus share and
one free warrants for every two RCULS subscribed; and 2) Rights issue of two right shares for every five
existing MFM shares, together with one bonus shares and one free warrants for every four rights shares
subscribed. The RCULS and rights issue were over-subscribed by 7.03% and 0.87% respectively.
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Its shares base has increased from 550.29m shares (as at end-FY18) to the current 930.19m shares (after
the conversion of 11.11m RCULS into new 22.22m MFM shares recently). During the next five years
period, upon the full conversion and exercise of RCULS and warrants, its fully-diluted shares would be
enlarged to 1,375.71m shares.

In addition, there are on-going plans to increase it upstream day-old-chicks (DOC) and broiler capacity
by building more breeder and broiler farms. However, this would be subjected to approval from the
authorities and availability of suitable land. MFM is also continuously seeking close collaboration with a
global poultry research company to build its own grandparent poultry farms.

For its poultry integration division, breeders contracted inclusion body hepatitis (IBH) disease in
4QFY 17 which resulted in higher mortality rate in their off-springs. This production issue has since been
resolved. Consequently, its production volume of DOC and broilers has improved since 2QFY18 and has
fully normalised in 3QFY18. It has also achieved the targeted feed conversion ratio in order to reduce
production cost.

In 3QFY18, the operating loss suffered by the poultry integration division was also partly attributed to
depressed live bird prices, which had declined to RM3.60-3.70/kg, the lowest over the last 2 years. The
low price has also led to a decline in broiler production volume supplied by contract farmers. Against this
backdrop of low live bird prices and low farming profit, contract farmers had scaled down their
operations. However, starting 4QFY18, live bird prices have since moved back to around RM5.00/kg due
to lower supply of frozen chicken from neighbouring countries and shortage of supply in the southern
region due to diseases. The live bird prices have remained above RM5.00/kg since beginning Jan-19.

For its flour and grains trading division, the margin pressure arising from higher wheat cost, competition
and lack of flexibility for price increase has subsided. MFM is progressively instituting price increases in
non-general-purpose flour to recoup its eroded margins. In addition, its Vietnam operations especially the
northern Hanoi plant is operating at near full capacity, while the southern Mekong Flour Mills is also
operating at 80-90% utilisation rate. The increased utilisation will lead to higher sales and better
profitability in its flour milling operations.

Its 30%-owned flour milling operation in Indonesia under PT Bungasari Flour Mills Indonesia (PTBFMI)
reported a net loss of RM7.95m (9MFY18) from a net profit of RM7.77m (full year FY17). The net loss
was attributed to the weaker IDR against US$ as well as price competition. With reduced price
competition by larger players and strengthening IDR since Oct-18, PTBFMI should return to profitability
in FY19. The plant is currently running at full capacity. There are plans to increase its the milling
capacity and storage space.

We believe MFM has seen its worst after reporting a net loss in 3QFY18. This was due to a confluence
of factors such as reduced margin and higher wheat costs (flour and grains trading division), production
performance issue and depressed live birds prices (poultry integration division) and losses suffered by
Indonesia JV. In addition, net fair value loss on biological assets (mainly parent stocks and broiler
inventories) amounted to RM14.35m (9MFY 18) against a gain of RM8.19m (full year FY17).

Moving forward in FY19, the anticipated profit will be driven pre-dominantly by margin recovery of the
flour division, normalised poultry operations and better pricing of chicken price as well as the turn-
around of Indonesia JV. The growth prospects for FY20 will be underpinned by the increased capacity of
primary processing plant and the new aqua feed milling plant.

3. Valuation and Recommendation

We believe that the current operational disruption is transitional and short-term in nature, and it does not
change the long-term dynamics of MFM’s integrated set-up and competitive position in the upstream
food supply chain.

Although we have maintained our net profit forecast, its EPS for FY19 were reduced to 7.2 sen mainly

due to the enlarged shares (from 550.29m to 930.19m) and the dilution impact. We believe that the steep
70% decline in the share price from RM1.55 (end-CY17) to RM0.48 (end-CY18) (adjusted for enlarged
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shares capital) is not justified. Upon completion of the fund-raising exercise, the book value is estimated
at around RM1.10 (based on a share base of 930.19m). Maintain BUY for the improved balance sheet
position, anticipated profit recovery in FY19 and favourable longer-term prospects due to poultry

expansion and new aqua feed. Our fair value of RM1.10 is arrived based on the estimated book
value/share.

Share price chart of MFM
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Disclosures/Disclaimer

Investment ratings:

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

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

This report has been prepared by BCT Asia Advisory Sdn Bhd pursuant to the Mid and Small Cap Research
Scheme (“MidS”) administered by Bursa Malaysia Berhad. This report has been produced independent of any
influence from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its group of
companies disclaims any and all liability, howsoever arising, out of or in relation to the administration of MidS
and/or this report.

The information and opinion in this document has been obtained from various sources believed to be reliable. This
publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution
for the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or
sell any securities. Opinions expressed in this publication are subject to change without notice and any
recommendation herein does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific addressee. No representation, express or implied, is made with respect to the
accuracy, completeness or reliability of the information or opinions in this publication. Accordingly, neither we
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nor any of our affiliates nor persons related to us accept any liability whatsoever for any direct, indirect or
consequential losses (including loss and profit) or damages that may arise from the use of information or opinions
in this publication.

BCT Asia Advisory Sdn Bhd and its related companies, their associates, directors, connected parties and/or
employees may own or have positions in any securities mentioned herein or any securities related thereto and may
from time to time add or dispose of or may materially be interested in any such securities. BCT Asia Advisory
Sdn Bhd and its related companies may from time to time perform advisory, investment, communications or other
services for, or solicit such advisory, investment, communications or other services from any entity mentioned in
this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest.
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