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Initiating Coverage
Ticker COZ

Stock Price $0.062

Target Price $0.11

Forecast Total Return. 71.1%

Company market data

Market Cap. $40.6m

Enterprise Value $45.5m

52 week range $0.04 - $0.08

Shares out. 654.1m

Estimates changes 2014a 2015e 2016e 2017e

Core NPAT - new (6.6) (0.6) 1.6 3.8

Core EPS dil. (cents) - new (1.2) (0.2) 0.2 0.6

DPS (cents) - new 0.0 0.0 0.0 0.0
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Y/E June 30 2014a 2015e 2016e 2017e

EBITDA (6.3) 1.9 4.7 7.0
EV/EBITDA (7.0)x 24.6x 10.5x 6.2x
Core NPAT (6.6) (0.6) 1.6 3.8

 

Core EPS (Diluted) cents (1.2) (0.2) 0.2 0.6
P/E (5.2)x (70.7)x 25.5x 10.7x
EPS growth 118.3% (92.7)% (376.8)% 137.7%

 

DPS (cents) 0.0 0.0 0.0 0.0
Yield 0.0% 0.0% 0.0% 0.0%
Dividend Payout Ratio 0.0% 0.0% 0.0% 0.0%
Net Tangible Assets ($/share) 0.05 0.05 0.05 0.06

All figures are in AUD.

Event
We initiate coverage of Commodities Group (ASX: COZ) with a BUY
rating and target price of $0.106, a 12 month total return of 71%.

Impact
COZ has evolved its business from a carbon solution provider into
a leading Australian aquaculture producer. It currently operates the
largest prawn farming operation in Australia and remains the largest
provider of dedicated carbon plantings in Australasia.

Longer dated growth initiatives include project Sea Dragon, a large scale
prawn farming operation in Northern Australia.

Investment in COZ offers both near and longer dated growth potential
in an industry with a positive thematic. We believe near term upside
is available based on the gradual revaluation of COZ's aquaculture
operations, which in our view, currently flies under the radar of the
investment market. Longer dated investment opportunity relates to the
successful implementation of project Sea Dragon.

Investment View
COZ offers a positive investment outlook with respect to the following
key drivers:

1. Strong demand and limited wild supply provides a positive market
thematic

2. Significant growth opportunities likely to help drive future earnings

3. Domestic acquisition opportunities offer near term volume growth

4. Lower working capital requirements and agriculture risk than other
aquaculture comparables

5. Branding and 'Australian produced' offers product differentiation

6. Experienced management team



  

 
We initiate coverage on Commodities Group (COZ) with a BUY rating and 
target price of $0.106. 
 
COZ has evolved its business from a carbon solution provider into a leading 
aquaculture producer in Australia. COZ currently has the largest prawn 
farming operations in Australia and has a longer dated initiative to build a 
large scale prawn farming operation in Northern Australia, known as project 
Sea Dragon. 
 
We believe that COZ offers a positive investment case with respect to the 
following: 
 
1. Strong demand and limited wild supply provides a positive market 

thematic. Domestic and global demand is expected to continue into the longer 
term. Given the stagnant global supply from wild capture, farmed prawns are 
likely to be required to fill the supply and demand gap. 
 
2. Significant growth opportunities likely to help drive future earnings. 
Implementing global farming practices, genetic programs and expanding 
product range and export markets all offer significant earnings opportunity, 
on both a revenue and cost efficiency basis. 
 
3. Domestic acquisition opportunities offer near term volume growth. COZ 
specifically target assets that they can extract value from through upscaling 
efficiencies, better management procedures and capital efficiency 
improvements. The nature of the domestic industry offers acquisitive growth 
potential.  
 
4. Lower working capital requirements and agriculture risk than other 
aquaculture comps. Prawns have an average production cycle of 5 to 6 
months compared to Salmon of 3 to 4 years. This significantly reduces the 
working capital requirements and agriculture risk associated with prawn 
farming. 
 
5. Crystal Bay™ and ‘Australian produced’ offers product differentiation. 
Safety and environmental concerns around Asian production, the declining 
AUD making imports more expensive and exports more affordable, and the 
signing of the Free Trade Agreement bode well for Australian based 
aquaculture. 
 
6. Experienced management team should drive near and longer term results. 
Led by Dallas Donovan (COO – Seafarms), the Seafarms business has 
enhanced its management and operations team.  
 
We view COZ as a two stage investment opportunity. Firstly from a potential 
uplift in valuation from the successful delivery and yield expansion from 
existing prawn operations, or a longer dated return from the implementation 
of project Sea Dragon. 
 
Given the relative scale of project Sea Dragon, we believe it may be a 
distraction to the nearer term value and have not factored any upside into our 
valuation.  
 
Consistency of harvests and efficiency improvements from effective 
management on existing assets are near term drivers to monitor.  
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About Commodities Group 
 
Commodities Group Limited (ASX: COZ) (formerly CO2 Group Limited) is 
the holding vehicle of two subsidiary companies, each operating in emerging 
commodity areas, mainly aquaculture seafood and carbon.  
 
The companies Seafarms Group Limited (Seafarms) and CO2 Australia (CO2) 
are wholly owned subsidiaries that have separate operating boards containing 
COZ board members, as well as executive and non-executive directors. Each 
company reports separate financial accounts that are consolidated into COZ 
for ASX reporting.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
COZ has a number of brands that it utilises across divisions. Crystal Bay 
Prawns™, produced by Seafarms, are the only branded prawns sold in 
Australia.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 1: COZ organisational structure 

 
Source: Company presentation 

Figure 2:  Aquaculture Company Brands    Figure 3:  Carbon Offsets Company Profiles 

 

 

   

 

Source: Company website   Source: Company website 

COZ operates across the 
aquaculture seafood and carbon 
markets 
 

 

(Seafood) 
Seafarms, 
is a new Australian agri-food company 
that operates, builds and invests in 
sustainable aquaculture production to 
produce high quality seafood.  
 
Seafarms is currently the largest 
producer of farmed prawns, 
distributing its well-known Crystal Bay 
Prawns™. 
 
The company is also developing a large-
scale, integrated, land-based prawn 
aquaculture project in NT (known as 
Project Sea Dragon) 

 

(Carbon) 
CO2, 
is the largest provider of dedicated 
carbon sink plantings in Australasia, 
managing an estate of greater than 
26,400 ha of planted forests and 
protected remnant native vegetation. 
Clients include the likes of Qantas, 
Macquarie and Woodside Energy 
 
CO2 holds an AFSL authorisation and 
trades international and local 
environmental instruments and 
provides environmental advisory and 
management services 

Crystal Bay Prawns™ is the 
only branded prawn sold in 
Australia, and is produced by 
COZ 

Seafarms is the aquaculture 
business wholly owned by COZ 
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Since its inception, COZ has evolved its business through a number of leading 
environmental services. In 2013 the company decided to take a new direction 
under the leadership of Ian Trahar (Chairman).  
 
Figures 5 to 7 highlight the revenue contribution over time. 
 

 

 
Capital Structure 
 
Approximately 57% of shares are held by directors, predominantly Ian Trahar 
(Chairman). 
 
 
 
 
 
 
 
 
 
 

Figure 4: Corporate Timetable 
 

 
 

Source: Company website, Moelis analysis 

Figure 5: FY10 revenue by segment   Figure 6: FY14 revenue by segment  Figure 7: FY16 revenue by segment 
 

 

  

 

  

 

Source: Company report  Source: Company report    Source: Company report   

Figure 8: Director ownership 

 
Source: COZ report 
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Carbon Sink 

Establishment
74%

Environmental 
Offsets + Other

5%

Acquaculture
21%

Carbon services
8%

Acquaculture
92%

DIRECTOR # SHARES %

Ian Trahar 329,706,461        50%

Harley Whitcombe 12,013,259          2%

Dr Chris Mitchell 1,903,050            0%

Paul Favretto 30,000,000          5%

373,622,770        57%

On Issue 654,117,497        

COZ has evolved into a leading 
prawn aquaculture operator 
after its 2 acquisitions in FY14 
 

57% of shares are held by 
directors  
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Ultimately it’s about the prawns 
 
Interest in COZ has increased of late after recent acquisitions, via its 
aquaculture division Seafarms, of several operating prawn farms, which 
positions it as the largest prawn aquaculture operator in Australia. 
 
COZ’s initial move into the aquaculture space was through ‘Project Sea 
Dragon’, a design for a large-scale, integrated, land based prawn aquaculture 
project in Northern Australia.  
 
Whilst Project Sea Dragon remains a major strategic focus, the recent 
acquisition of operating prawn farms in North Queensland has already 
positioned Seafarms as a leading prawn aquaculture operator and profitable 
business. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
After the two acquisitions, Seafarms is expected to produce ~30% of 
Australia’s total farmed prawn production. 
 
Aquaculture is the fastest growing protein sector in the world and prawns are 
an attractive market as a high-value seafood product. Given its location, 
Australia and Asia will be the core markets for COZ’s prawn production.  
 
 
 

  

 
Figure 9: Prawn aquaculture operations 
 

 
 

Source: Moelis analysis 

Seafarms is expected to produce 
~30% of Australia’s farmed 
prawn production 
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The protein market opportunity 
 
The global demand for protein, especially seafood, continues to rise, 
particularly across developing countries through Asia. On a per capita basis, 
meat consumption has grown across all regions. Developing countries are 
forecast to increase protein consumption by 260% between 1964 and 2030, 
versus industrialised nations of 63%. 
 

 
East and South Asia are expected to grow 572% and 200% respectively and, in 
2030, industrialised countries are forecast to still consume 2.7 times more 
protein per capita than developing countries.  
 
ABARE expects global agrifood demand in US$ to increase 78% between 2007 
and 2050, led by Asia, which is expected to more than double over the period.   
 
Drivers of the growth in global food demand include: 
 

 Population growth 

 Increased urbanisation across developing countries 

 Income growth per capita  

 
Global population growth provides underlying support for future demand, 
particularly skewed towards the Asia region. Urbanisation and economic 
growth levels across developing nations will also drive the demand for 
protein foods such as prawns.  
 
The global middle class is expected to grow from 1.8b in 2010 to 3.2b in 2020 
and 4.9b in 2030.  
 
 
 

Figure 10:  Per capita livestock consumption – meat (kg / yr)   Figure 11:  Global agrifood demand by region 

 

  

 
Source:  World Health Organisation   Source:  ABARE 

Figure 12: Global population growth (billions)   Figure 13: Global economic and urbanisation growth 

 

  

   
Source: The World Bank   Source: ABARE 
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Levels of Seafood Supply 
 
The global supply dynamics of seafood have seen a fundamental shift, driven 
by continued growth in demand and the capacity constraints from natural 
fishing. As a result, the dependency on aquaculture (the farming of aquatic 
animals and plants) has steadily increased and is anticipated to continue as 
demand levels increase. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Aquaculture as a source of fishery production has increased from 31% in 2000 
to 49% in 2012. Total supply from farming and capture in 2012 was 185 
million tonnes, a 238% increase on 2000.  
 
 
 

  

 
Figure 14: Global aquaculture and capture fisheries production 

 
Source: Food and Agriculture Organisation of the United Nations (FAO) 
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Australia market dynamics 
 
Australia is seeing a similar industry thematic to the global trend. Demand for 
seafood, including prawns, is well above the natural supply from wild catch 
and therefore imports are required to fill the supply and demand gap. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
We anticipate demand for local prawn aquaculture production will likely 
increase, particularly given the concerns around the quality of certain 
imported supplies (discussed later). 
 
For local consumption alone, this would indicate a potential market 
opportunity for additional prawn aquaculture production of ~31,000 tonnes 
per annum. 
 
In Australia, aquaculture is a developing industry. According to ABARE the 
gross value of aquaculture production increased to $948m.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In 2011, aquaculture production contributed 43% of Australian seafood 
production by value. The growth in Australian aquaculture production may 
be a good proxy for its adoption in prawn farming.  
 
Queensland and the Commonwealth are the largest sources of wild prawn 
capture. Queensland also contributes the largest proportion of farmed prawn 
production, making Queensland the largest producer by location.  
 
 
 

 
Figure 15: Australia’s prawn supply and demand (tonnes) 

 
Source: COZ presentation 

 
Figure 16: Volumes of Australian aquaculture production 

 
Source: Australian Government, Department of Aquaculture 
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The industry is relatively fragmented with a number of relatively small, 
privately run businesses. This offers Seafarms significant opportunity to 
acquire additional assets to expand production. To date, Seafarms produces 
~30% of Australia’s farmed prawn production. 
 
 

Concerns around Asian prawn imports 
 
To date, ~61% of prawn consumption comes from imports, around 32 
thousand tonnes per annum. Imports are predominantly sourced from Asian 
countries. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Growing food safety and environmental concern around Asia-sourced foods 
is pushing the demand for Australian production higher. Given the limited 
quantity of wild catch supply, this will further encourage domestic 
production.  
 
In particular, there is a concern around the use of banned antibiotics and the 
lack of regulation in a number of Asian countries. Given Australia’s strict 
aquaculture production regulation, the demand for locally produced food will 
likely grow. 
 
 
 
 
 
 

  

Figure 17: Australian prawn production by state (tonnes)   Figure 18: Australian prawn production by state (%) 

 

  

 
Source: COZ presentation   Source: COZ presentation 

 
Figure 19: Prawn imports to Australia ( 5 yr avg to FY11) 

 
Source: COZ presentation 
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Understanding prawns 
 
Seafarms intend to produce two species of prawns, the Black Tiger Prawn and 
the Banana Prawn.  
 
Production mix will be a function of market demand. The Black Tiger prawn 
currently has a higher demand than the Banana and production will therefore 
be focussed around Black Tiger prawns in the near term. 
 
Size is also a function of market demand, with a shift in retailers towards 
smaller prawns. Smaller prawns help drive a lower price point to expand the 
range of customers purchasing prawns, as well as its frequency. This will help 
drive demand and the amount of volume sold. 
 
Prawns can be supplied green (raw) or cooked, fresh or frozen (including 
sashimi grade) depending on market and timing of production. Prawns can be 
frozen for 1.5 years in Australia and 2 years in overseas markets. 
 
 
(a) Black Tiger Prawn 
 
Also known as the Penaeus monodon it is a fast growing tropical-to-subtropical 
species. It is the most common species farmed in Australia and likes a warmer 
climate, with the ideal temperature of around 25-30oC.  
 
Tiger prawns on average are harvested at 20-30g after ~140 days growth. 
 

 
 
(b) Banana Prawn 
 
Also known as the Fenneropenaeus merguiensis, it is one of the two most 
commonly farmed species in Australia (alongside Black Tiger prawns). 
 
Banana prawns on average are harvested at 20-30g after ~120 days growth. 

  

Figure 20: Black Tiger prawn   Figure 21: Banana prawn 

 

 

   

 
 

Source: Google images   Source: Google images 

Seafarms produce two species of 
prawn, the Black Tiger and the 
Banana prawn 
 

Size and type of prawn is a 
function of market demand 
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The prawn farming life cycle 
 
Prawn aquaculture is essentially a series of activities designed to create an 
artificial environment that mimics the native environment to encourage 
prawn growth and production. 

 
A cycle is estimated to take around 5 to 6 months from maturation of the 
fertile prawn to processing. Growth of prawns in the pond takes between 120 
– 140 days depending on the species and targeted size, meaning that two 
harvests may be achievable each year. 
 
The number of harvests per year is predominantly dependent on climate. 
Prawns traditionally like warmer climates, particularly during the time of 
maturation. As a result, the northern more tropical regions of Australia are 
typically used for prawn aquaculture. 
 
Seafarms will produce 2 crops per annum. The first harvest will be in July 
through to November and the second will be January through to April/May. 
 
Genetic programs through selective breeding and broodstock is a core driver 
for longer term yield improvement and growth, and is a function of the 
generation in broodstock. COZ is in the infancy of its genetics program, while 
large Saudi Arabia aqua farms are believed to be on as high as their 28th 
generation.  
 

  

 
Figure 22: Prawn aquaculture processing cycle 

 

 
 

Source: Moelis analysis 

A cycle is estimated to take 
around 5 to 6 months 
 
 

Seafarms will produce 2 crops 
per annum 
 

Genetic programs is a core 
driver for longer term yield 
improvement and growth 
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Figure 23: Broodstock breeding    Figure 24: Spawning room 

 

  

 
Source: Moelis site visit - Hatchery   Source: Moelis site visit - Hatchery 

Figure 25: Fresh water source and intake pump   Figure 26: Stocked growout pond 

 

  

 
Source: Moelis site visit – Seafarms (Cardwell)   Source: Moelis site visit – Seafarms (Cardwell) 

Figure 27: Empty growout pond post acquisition    Figure 28: Processing plant  

 

  

 
Source: Moelis site visit – Coral Sea Farms ( Macknade)   Source: Moelis site visit – Seafarms (Cardwell) 
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Production improvements available 
 
Generally, levels of production can grow in two ways, organic yield 
improvements and/or growth in the number of hectares available for 
farming.  
 
 
 
 
 
 
 
 
 
 
 
 
 
Yield improvements can drive the return on existing assets by maximising the 
number of crops per year (on a standard number of hectares) or by returning 
higher yielding prawns from the same level of inputs. 
 
Yield improvements are available over both the near and longer term. 
Implementing world class management and industry practices will have an 
immediate impact, while genetics programs can help deliver improved 
growth performance over the longer term.  
 
Growth in the number of hectares will also drive production volumes, 
available through the acquisition of existing prawn farms or greenfield 
expansion of new prawn farm sites. 
 
Growth via acquisition may provide the most economic benefit and timely 
expansion strategy, dependent on asset availability. Seafarms specifically 
targets assets that they can extract value from through upscaling efficiencies, 
better management and capital efficiency improvements. Given the dynamics 
of the Australian prawn farming industry, there are a number of privately 
owned operators that offer potential targets. 
 
 
 
 
 
 
 
 
Greenfield expansion is generally more costly. Costs are predominantly 
related to earth works and getting a viable power source to the farm. Timing 
however can be significantly slower as gaining access to land and water rights 
and completing construction can take time. 
 
  

 
Figure 29: Options for production growth 

 

 
 
Source: Moelis Analysis 

 
Figure 30: Hectare growth opportunities 

 
Source: Moelis analysis 
 

TIMING

Acquisitive Dependent on availability and due diligence

Greenfield Up to 4 years to get access rights and construction

Yield improvements can drive 
return on existing assets or 
return higher yield prawns 
from the same level of inputs 
 

Growth via acquisition may 
provide superior economic and 
timing benefits 
 

Production improvement can be 
driven by yield improvement or 
ha growth 
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Sales and marketing strategy 
 
Seafarms prawns are branded under the Crystal Bay™ name, the only 
branded prawn in Australia. Value in the brand name is significant and will 
likely help position COZ as a sustainable prawn provider. 
 
 
 
 
 
 
 
 
 
 
 
 
The sales function is currently performed through Blue Harvest, a specialised 
seafood sales and marketing agency. Blue Harvest has been responsible for 
the Crystal Bay Prawns sales in Australia and NZ since July 2011. Marketing, 
logistics and billing is all performed in-house.  
 
Marketing and branding will become a focus into the medium term as 
Seafarms seek to maximise the value of the ‘Crystal Bay’ branding and the 
‘Made in Australia’ tagline. 
 
Currently, sales to Coles and Woolworths make up the significant portion of 
distribution. Customer concentration risk is reduced given the positioning of 
prawns as a growth sector. This is expected to retain demand levels and 
alleviate the pricing pressures from retailers as seen across other industries. 
High demand by Coles and Woolworths for pre-packaged prawn modified 
atmospheric packaging (MAP) trays is an example of this. 
 
The development of export markets will also limit the risk by expanding the 
customer base. International expansion, particularly sashimi grade prawns 
into Japan and other Asian countries, continues to progress. Strong brand 
name and competitive pricing in these markets support further presence.  
 
Seafarms’ market expansion is focussed around a number of core areas 
including: 

 Export market including Taiwan, Japan and Europe through 

distribution partnerships and supermarket retail chains. Department of 

Agriculture, Fisheries and Forestry (DAFF) export accreditation is 

expected in 3Q2014 

 Retail growth through product expansion. Aiming to drive brand 

recognition by moving from ‘behind the glass’ to everyday freezer. 

Crystal Bay brand will help adoption and longer term distinction of 

Seafarm produced prawns 

New ready-to-eat packs such as peeled prawns will help develop a product 
range under the Crystal Bay branding.  
 
 
 
 
 
 

Figure 31: Crystal Bay brand  
 

 
 

Source: Company website 

Seafarms produce Crystal Bay 
Prawns™, the only branded 
prawn in Australia 
 

Medium term strategies aim to 
maximise the value of ‘Crystal 
Bay’ and ‘Made in Australi’  
 

Customer concentration risk is 
reduced compared to other 
providers 
 

Development of export markets 
is underway 
 

Product expansion and 
establishing export markets are 
core growth strategies 
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Seafarms’ aim in the longer term is to be a fully integrated supplier of 
branded prawn products. This includes sale of the fresh and cooked whole 
prawns, as well as pre-prepared meals, prawn stock and other prawn 
applicable food products.  
 
The ability to supply the prawns into value add products not only creates 
additional target segments but will also help support the branded name and 
customer recognition.  
 
 
 

R&D programs 
 
Seafarms have a number of research and development initiatives aimed at 
improving the genetics and farming techniques of prawns. These include: 
 

 CSIRO Relationship Agreement for Aquaculture R&D 

 Black Tiger Prawn Genome Project – Industrial Transformation 

Research Hub (ITRH) – awarded ARC funding for June 2014 

 groNorth (formerly Northern Agri CRC)- currently under review 

Seafarms acts as the industry partner for studies. 
 
The Black Tiger Prawn Genome project is a world leader that will, for the first 
time, link the genetics of the black tiger prawn to the selection of superior 
breeds. 
 
The study is led by James Cook University and involves the CSIRO, the 
Australian Genome Research Facility, Sydney University and the Vlaams 
Instituut voor Biotechnologie in Belgium. 
 
This is believed to be the most advanced breeding program in the world and 
may drive productivity across Australian prawn farming. 
 
$5m funding has been granted over 5 years for the study. 
 
Genetic programs are designed to drive productivity and grow efficiency. 
Results from the program are expected to be realised over the longer term and 
should support the development of project Sea Dragon.  
 
 
 
 

  

Figure 32: Crystal Bay whole prawns  Figure 33: Crystal Bay peeled prawns  Figure 34: Crystal Bay Thai green curry 

 

 

 

 

 

Source: COZ presentation  Source: COZ presentation  Source: COZ presentation 

Seafarms is an industry partner 
for the Black Tiger Prawn 
Genome Project 
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Understanding the aquaculture drivers 
 
In order to quantify the potential value of the prawn farming business, it is 
important to understand the core drivers, including the capacity for supply, 
costs for operations and pricing dynamics. 
 
(a) Capacity of supply 

 
It is a function of the size of the land (Ha) and the number of ponds available 
for harvest. The following factors are also key drivers of production levels: 

 Growth rates and genetics 

 Survival rates 

 Stocking levels 

The ability to maximise growth and survival rates will help drive earnings 
yields. Seafarms have already achieved yields above expectations in FY14 
through improved asset management. 
 
 
 
 
 
 
 
 
 
 
Bottle necks such as hatchery and processing capacity can have an impact on 
supply and volumes produced, particularly when in the growth phase. 
 
 
(b) Costs 
 
Costs of production are relatively consistent across crops, with a mix of 
variable and fixed costs that create the yield dynamics as a function of 
production. The core costs of operating include: 

 Stock feed 

 Electricity 

 Labour 

 Hatchery 

 Processing 

 Marketing and Distribution 

The nature of the industry means that the costs of production often sit 
somewhere between fixed and variable, with processing costs being one of the 
most variable costs due to the large portion of casual staff and electricity being 
relatively fixed regardless of the number of prawns produced per pond. 
 
Ultimately cost efficiencies are driven by volume of production across the 
board. Enhancing growth, stocking and survival rates will improve the level 
of production and lower the cost per tonnage.  
 
We estimate that the cost of production is currently $12-13 per kg, with stock 
feed and labour the highest contributors. Targeted cost per tonne is closer to 
$10 per kg in the medium term, while cost per tonne for Project Sea Dragon is 
expected to be significantly lower.  
 

Figure 35: Core management assumptions 

 
Source: COZ presentation 

METRIC

Production area Ha 160             

Production tn/pa 1,600          Estimated production from Mar-15

Production staff # 82               

Processing capacity tn/day 20               

Hatchery capacity tn/pa 1,600          

Normalised estimated 
production is at 1,600 tn per 
annum 
 

Maximising growth and 
survival rates will drive 
earnings yields 
 

Costs of production sit 
somewhere between fixed and 
variable 
 

Cost efficiencies are driven by 
volume of production 
 

We estimate costs of $12-13 per 
kg, with targeted costs closer to 
$10 per kg in the future 
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Reducing costs is a core factor to drive earnings improvements. While near 
term negotiations on inputs such as stock feed and electricity can reduce the 
cost per unit, increasing volumes will be the core driver behind a significant 
decline in costs. This is expected to occur over the medium-to-longer term. 
 
Note that corporate overheads and the contribution from the CO2 division 
needs to be included for the group cost base.  
 
 
(c) Other drivers 
 
(i) Sale price 
 
It is a leading driver of earnings. Seasonality of the sales price is high, with the 
highest prices achieved over the Christmas and Easter period and is believed 
to be as much as a $2 per kg premium over these periods.   
 
We estimate prices to range between ~$14.5 - $16.5 per kg, and have applied 
an average annual rate of $15. ‘Seconds’ quality (soft and damaged prawns) 
go for significantly lower prices and Seafarms is identifying secondary 
products/market that can use these in order to maximise returns. 
 
(ii) Production cycle 
 
Differences in the production and reporting cycles can impact the earnings 
and cash flow profile. We estimate that each harvest will be ~ 4 months prior 
to COZ’s financial reporting period end.  
 
Approximately 80% of the annual harvest is performed over these periods, 
with the remaining performed outside of this timing in order to meet market 
demand for fresh prawns all year round. 
 
 
 
 
 
 
 
 
 
 
We anticipate that normalised earnings will be skewed to the first half, given 
higher average price and volumes over the Christmas period. Note that 
normalised production is only expected from FY16 onwards once all farms are 
operational. 

Figure 36: Estimated core operating expenses 

 
Source: Moelis analysis 

 
Figure 37: Production cycle and timing of financial reporting  
 

 
 

Source: Moelis analysis 
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(iii) Capex requirements 
 
Stay-in-business capex is relatively low, with R&M spend focussed around 
aeration units and other plant and equipment replacement, which we estimate 
at ~$350k pa. 
 
Expansionary capex predominantly relates to earthworks and power costs for 
greenfield sites. Further expansion of the current areas under management 
will require some form of capital outlay. We understand, however, that 
acquisition can be both cheaper and quicker than greenfield expansion. 
 
 
(iv) Inventory and biological assets 
 
Agriculture based businesses are required to adjust biological assets to fair 
value under AASB13. As a result, any farms at reporting date that are yet to 
be harvested are recognised on the balance sheet as Biological assets and an 
income is recognised accordingly.  
 
At FY14 the biological asset totalled $3.4m and a ~$400k income was 
recorded. Prawn inventory for harvests not yet sold was valued at $4.2m. A 
large portion of this has already been sold into the Dec 14 Christmas period. 
Given the relatively short growth period, there is often only a small discount 
assigned to biological assets versus inventory. 
 

 
Over time and once production is normalised, biological asset values at 
reporting date are expected to normalise and revenues are likely to be more in 
line with cash flows. In the near term however, variations between earnings 
and cash flows are likely. 
 

  

Figure 38: Inventory and Biological asset split   Figure 39: Inventory and Biological asset split by division 

 

  

 
Source: COZ statements   Source: COZ statements 

 
Figure 40: FY14 Inventory and biological asset split by type 

 

Source: COZ statements 
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Project Sea Dragon 
 
Project Sea Dragon is a large-scale, integrated, land-based aquaculture project 
in Northern Australia and is designed to produce world class volumes of 
high-quality Black Tiger prawns for export markets. 
 
Seafarm operations in Cardwell will help prepare the infrastructure, processes 
and broodstock for Project Sea Dragon, and are also likely to help validate 
COZ’s ability to execute on the project. 

 
The project will feature a 10,000 hectare vertically integrated growout farm 
with feedmill, hatchery & broodstock facility, power station, processing plant 
and storage facilities. 
 
Development is expected to be over 3 stages and cost ~$1.45b. Over the past 2 
years ~$9m has been spent on feasibility and engineering costs. Spend in FY15 
is expected to be lower. The company is seeking a partner to help fund the 
project. 
 
At full capacity the facilities will produce 120k tonnes per annum and 
generate between $1.2-1.8b in revenue. The project has a forecast IRR of >40%. 
 
 
 
 
 
 
 
 
 
 
 
 
Project Sea Dragon has completed the Preliminary Feasibility stage. We 
anticipate that the identification and acquisition of land will be a medium 
term hurdle that will need to be finalised before moving to the Bankable 
Feasibility stage. 
 
Changes to the Pastorals Land Act (NT) that broaden the use of land to other 
pastoral activities will help support Seafarms’ expansion plans. 

 
Figure 41: Vision of Project Sea Dragon 
 

 
 

Source: COZ 

Figure 42: Key factors to consider 

 
Source: COZ presentation 
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Financial Summary  
 
We anticipate future value to be derived from the aquaculture business and as 
a result our investment thesis and report have been focussed accordingly. 
Group earnings incorporate the CO2 business and corporate overhead costs. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note the change between FY14 and FY15. COZ anticipates that the recurring 
revenues from CO2 are likely to generate earnings of ~$2m and will net off 
corporate overhead costs. 
 
CO2 earnings are predominantly related to contracted management fee 
incomes until FY2061, and therefore are presumed to be reasonably stable.  
 
For FY15 we have estimated slightly higher corporate overheads related to 
ongoing restructuring for the change in strategic direction. This should 
normalise at around ~$2m from FY16 onwards. 
 
We have not factored further acquisitions or greenfield expansion into our 
earnings estimates, and therefore expect a relatively benign revenue profile 
going forward. Earnings upside however is forecast to grow due to cost 
reduction and improved production yields from the implementation of 
industry leading processes and the benefits from genetic programs. 
 

 
 
Whilst expecting growth and yield improvements to be core drivers going 
forward, we have been relatively conservative with our cost per tonne 
estimates. We estimate a gradual decline per tonne to $11 by 2H17 and 
onwards, and an average increase in sales price of 3% pa. 
 

  

 
Figure 43: EBITDA contribution by division 

 
Source: COZ reports, Moelis estimates 

Figure 44: Production volume (tn)  Figure 45: Avg sales price (per kg)  Figure 46: Cost (per kg) 

 

 

 

 

 
Source: Moelis analysis  Source: Moelis analysis  Source: Moelis analysis 
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Valuation 

 
We have calculated a DCF and SOTP on Commodities Group with valuations 
of $0.125 and $0.068 respectively. This implies a blended valuation of $0.097 
and a 12 month target price of $0.106.  
 
 
 
 
 
 
 
 
 
 
We have applied an EBITDA multiple of ~9.6x for FY16 normalised earnings. 
This is a 40% premium to the average multiple from ASX listed salmon 
aquaculture producers Tassal (TGR) and Huon (HUO). We believe a premium 
is justified by the higher demand profile of prawns, the fragmented supplier 
base in Australia that offers potential bolt on acquisitions to drive production 
growth, as well as the opportunity for cost efficiencies over the long term.  
 
We have derived a sum-of-the-parts valuation on FY16 earnings given that it 
represents the first year of normalised production, however is lower as it does 
not factor in the benefits from longer dated genetics and cost efficiencies. 
 
No upside from Project Sea Dragon has been included in our valuation due to 
its longer dated nature. This may potentially understate the target price, 
however until a number of medium term hurdles are achieved, such as land 
access, we believe it distracts from the near term value given its relative size 
versus the incumbent operations. 
 
Upside from acquisitions or greenfield expansion have also been excluded 
from our estimates and may provide a near term uplift to the valuation.  
 
Consistency of harvests and efficiency improvements from effective 
management on existing assets are near term drivers to monitor.  
 
We initiate with a BUY rating and a target price of $0.106, a 12 month total 
return of 71%. 
 
 
 
 
 
 

 
  

 
Figure 47: Valuation summary 

 
Source: Moelis analysis 
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The Risks 
 
Agriculture risk. Seafarms is exposed to agriculture risk associated with food 
production and weather. However, given the shorter production cycle of 5-6 
months and the type of asset, agriculture risk is much lower than other 
commodity producers. 
 
Execution. This is COZ’s first expansion into food production and therefore 
risk around execution and integration of the acquired assets remain.  
 
The hiring of key operations management team, led by Dallas Donovan, will 
reduce the risks around execution. Dallas has decades of experience in 
aquaculture and has built up a strong core management team. 
 
Change management also takes time, with the implementation of new 
harvesting practices key to achieving growth expectations. 
 
Disease. It is a core risk to any animal production enterprise, including 
prawns. Disease can be contracted from multiple sources and throughout the 
process. Risk of disease at the hatchery is the highest, where the broodstock is 
developed and where the larvae prawns are most fragile to disease. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Contamination from new hosts, water or other environmental pathogens are 
all sources of disease. Strong control processes around prevention of diseases 
and quarantine of infection is crucial. 
 
Customer concentration. Prawns are currently a growth industry and is 
expected to protect Seafarms from pricing pressures. Expanding the export 
and secondary product markets will also assist in broadening Seafarms’ end 
market in the medium-to-longer term.  
 
Funding and cash flow risk. Funding for growth and working capital for 
production cycles could put strain on COZ in the near term due to the 
seasonality of sales across Christmas until earnings normalise.  
 
CO2 business stability is important in the near term. Whilst significant focus 
and growth is factored in for COZ’s aquaculture business, the CO2 business is 
expected to cover the group overhead costs. Weakness across this business, 
particularly in the near term, could hinder performance.  
 
Liquidity risk. Approximately 57% of shares on issue are tied up with 
management, reducing the level of liquidity of stock traded. 

 
Figure 48: Pond factors that can lead to disease 
 

 
 

Source: Australian prawn farming manual 
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Board of directors and management team 
 
Strategic direction and operations have been driven by Ian Trahar, who is the 
major shareholder and Executive Chairman. 

 
It is worth highlighting Dallas Donovan’s experience within the aquaculture 
industry, and the importance of his expertise in developing Seafarms into a 
leading prawn farming operation. Dallas is the Chief Operating Officer of the 
Seafarms business. 

 
As part of the nearer term growth initiatives across the Seafarms business, a 
significant strengthening of the operations team is underway. COZ will look 
to recruit ~ 10 experienced aquaculture specialists to help develop and 
support the operations of existing farms. A large number of these previously 
worked with Dallas in Saudi Arabia and therefore have significant large scale 
experience. 
 
In our view this is a significant attribute to de-risking the execution and will 
fast-track COZ’s ability to establish a leading prawn aquaculture business in 
Australia. 

Figure 49: Board of director profiles 

 
Source: COZ website 

Figure 50: Management profiles 

 
Source: COZ website 
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Commodities Group (COZ) Shares on Issue: 654m  Price: $0.06  Market Cap: $041m BUY
Key Stock Data Profit and Loss ($m)

Year ending Sept 2013a 2014a 2015e 2016e 2017e Year ending Jun 2013a 2014a 2015e 2016e 2017e

EPS (adj.) (¢)  (0.6)  (1.2)  (0.1) 0.2 0.6 Revenue 44.5 23.4 21.9 26.5 27.3

P/E Ratio -11.3 x -5.2 x -70.7 x 25.5 x 10.7 x      growth -29.3% -47.4% -6.6% 20.8% 3.0%

P/E Relative 0.65-        0.29-        4.35-        1.79        0.86        EBITDA  (5.7)  (6.3) 1.9 4.7 7.0

EPS Growth -141% 118% -93% -377% 138% Depr & Amort  (0.8)  (1.4)  (2.3)  (2.3)  (2.1)

EBIT  (6.4)  (7.7)  (0.4) 2.4 4.9

EV/EBITDA -2.4 x -7.0 x 24.6 x 10.5 x 6.2 x      growth -191% 20% -95% -742% 109%

EV/EBITDA Relative 0.22-        0.58-        2.33        1.10        0.80        

Net interest expense  (0.0)  (0.3)  (0.3)  (0.4)  (0.4)

FCPS ($AU) 0.0-          0.0-          0.0          0.0          0.0          Pre-tax profit  (6.4)  (8.0)  (0.7) 1.9 4.6

Price/FCPS 1.9-          2.0-          37.3        37.4        9.5          Tax 4.0 1.4 0.1  (0.3)  (0.8)

Free Cash Yield -0.5% -0.5% 0.0% 0.0% 0.1% Tax Rate 61% 17% 17% 17% 17%

Preference Dividends 0.0 0.0 0.0 0.0 0.0

DPS (¢) -          -          -          -          -          Minorities 0.0 0.0 0.0 0.0 0.0

DPS growth 0% 0% 0% 0% 0% Adjustments 0.0 0.0 0.0 0.0 0.0

DPS Yield 0.0% 0.0% 0.0% 0.0% 0.0% NPAT (Underlying)  (2.5)  (6.6)  (0.6) 1.6 3.8

Franking 100% 100% 100% 100% 100%

NPAT (pre one-offs)  (2.5)  (6.6)  (0.6) 1.6 3.8

NTA per share $0.07 $0.05 $0.05 $0.06 $0.06 One-off items -4.3 -7.5 -2.0 -2.0 0.0

Price / NTA 0.9 x 1.2 x 1.2 x 1.1 x 1.0 x NPAT (reported)  (6.8)  (14.1)  (2.6)  (0.4) 3.8

Balance Sheet ($m) Cashflow ($m)

Year ending Jun 2013a 2014a 2015e 2016e 2017e Year ending Jun 2013a 2014a 2015e 2016e 2017e

Cash 14.2 3.5 3.5 3.5 3.5 EBIT  (6.4)  (7.7)  (0.4) 2.4 4.9

Inventory 2.2 9.3 8.7 10.5 10.8 Depr & Amortization 0.8 1.4 2.3 2.3 2.1

Current Receivables 1.6 2.8 2.6 3.2 3.3 Net Interst Paid  (0.0)  (0.3)  (0.3)  (0.4)  (0.4)

PPE 7.5 18.3 20.7 23.2 21.3 Tax Paid  (0.6) 0.0 0.1  (0.3)  (0.8)

Intangibles 5.0 4.5 4.4 4.3 4.2 Change in WC 5.0  (7.9) 0.6  (1.7)  (0.3)

Other 11.0 13.5 13.5 13.5 13.5 Other  (12.2)  (1.3)  (0.1) 0.2 0.0

Total Assets 41.5 51.9 53.4 58.2 56.6 Operating Cashflow  (13.5)  (15.8) 2.2 2.4 5.6

     growth 61% 17% -114% 10% 134%

Current Payables 3.0 3.5 3.2 3.9 4.0 Capital expenditure  (1.5)  (1.6)  (1.1)  (1.3)  (1.4)

Debt 0.0 7.1 9.4 11.8 6.3 Acquisitions 0.0  (7.0)  (3.4)  (3.4) 1.2

Provisions 0.9 1.1 1.0 1.2 1.3 Divestments 0.0 0.6 0.0 0.0 0.0

Other 1.3 0.6 0.6 0.6 0.6 Other 1.2 0.1 0.0 0.0 0.0

Total Liabilities 5.2 12.3 14.3 17.5 12.2 Investing Cashflow  (0.2)  (7.8)  (4.5)  (4.7)  (0.2)

Net Assets 36.2 39.7 39.1 40.7 44.4 Equity raised 0.0 10.1 0.0 0.0 0.0

Dividends paid 0.0 0.0 0.0 0.0 0.0

Equity & reserves 49.5 59.6 59.6 59.6 59.6 Net borrowings  (0.0) 2.9 2.3 2.3  (5.5)

Retained profits  (13.3)  (20.0)  (20.5)  (18.9)  (15.2) Other 0.0 0.0 0.0 0.0 0.0

Shareholders Equity 36.2 39.7 39.1 40.7 44.4 Financing Cashflow  (0.0) 13.0 2.3 2.3  (5.5)

Minorities 0.0 0.0 0.0 0.0 0.0 FX / non cash items 0.0 0.0 0.0 0.0 0.0

Total Equity 36.2 39.7 39.1 40.7 44.4 Net incr/(decr) in cash  (13.8)  (10.7) 0.0 0.0 0.0

1H/2H Results ($m) Profitability, Leverage & Liquidity Ratios

 2H12  1H13  2H13  1H14  2H14 Year ending Jun 2013a 2014a 2015e 2016e 2017e

Revenue 31.0 26.7 17.8 14.2 9.2 EBITDA/Sales -12.8% -26.9% 8.6% 17.6% 25.8%

EBITDA 3.9 22.3  (28.0) 10.2  (16.5) EBIT / Sales -14.4% -32.9% -1.7% 8.9% 18.1%

EBIT 3.6 22.0  (28.4) 9.6  (17.3) ROA -6.0% -12.8% -1.1% 2.7% 6.7%

 growth (pcp) 63.2% 539.1% -888.2% -56.5% -39.2% ROTA -6.8% -14.0% -1.2% 3.0% 7.2%

NPAT (Underlying) 3.3 24.2  (26.6) 9.8  (16.5) ROE -6.8% -16.8% -1.5% 3.9% 8.5%

NPAT (Reported) 3.3 21.3  (28.0) 7.3  (21.4) ROCE -17.7% -17.3% -0.8% 4.7% 10.1%

Operating CashFlow  (5.0)  (9.0)  (4.5)  (7.2)  (8.6) Net Debt/(Cash) ($m)  (14.2) 3.6 5.9 8.2 2.8

EBIT/ Sales 11.6% 82.5% -159.3% 67.2% -188.2% Net Debt / EBITDA 2.50 na 3.12 1.77 0.39

EPS (¢) 0.7 5.4  (5.9) 2.2  (3.0) ND / (ND + Equity) na 8% 13% 17% 6%

EPS growth (pcp) 44% 1077% -889% -60% -50% Interest Cover -3582.0 -23.5 -0.7 3.8 9.1

DPS (¢) 0.0 0.0 0.0 0.0 0.0 Dividend Payout Ratio 0% 0% 0% 0% 0%

% of FY Sales 49% 60% 40% 61% 39% Capex/Depreciation 2.0 x 1.1 x 0.5 x 0.6 x 0.6 x

% of FY NPAT 67% -974% 1074% -148% 248% WC / Sales -0.1% 34.4% 34.5% 34.1% 34.1%

Source: Company data,  IRESS  and  Moelis & Company research estimates 17-Dec-14
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