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Company Update
Ticker SFG

Stock Price $0.073

Target Price $0.11

Forecast Capital Return 50.7%

Forecast Total Return. 50.7%

Company market data

Market Cap. $40.6m

Enterprise Value $45.5m

52 week range $0.05 - $0.08

Shares out. 654.1m

Estimates changes 2014a 2015e 2016e 2017e

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

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

%  Change 0.0 0.0 0.0 0.0

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

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

%  Change 0.0 0.0 0.0 0.0

DPS (cents) - old 0.0 0.0 0.0 0.0

DPS (cents) - new 0.0 0.0 0.0 0.0

%  Change 0.0 0.0 0.0 0.0
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Y/E September 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

SFG pre-announced its 1H15 earnings result, with an increase in revenue
and normalised losses for the half of 41% and 86% to $20.1m and -$1.3m
respectively. Note that the 1H15 financial statement is expected to be
released the week of 25 May 2015.

Impact

The update highlights a number of milestone achievements and
progress across the business including:

(a) The commencement of Farm 3 on above expectation yields per ha,
providing valuation upside assuming a run-rate across all farms.

(b) Underperformance in Farm 1 now identified and in the process of
being rectified

(c) Operational upgrades to hatchery and processing plant increasing
production capacity

(d) Further development of Project Sea Dragon

Despite the significant progress, further operational consolidation is
expected to continue during 2H15. We anticipate debt restructure and
the implementation of industry leading operational management to
continue to drive value.

Given the yields achieved on Farm 3, we have run a sensitivity analysis
to identify the potential uplift from yield expansion across all existing
farms.

Investment View

SFG offers a two staged investment opportunity in our view. The
first a potential valuation uplift from the successful delivery and yield
expansion from existing prawn operations. Secondly the longer dated
upside from Project Sea Dragon.

Strong demand, limited wild supply and a focus on Australian
produced produce positions SFG for growth. Similarly the experience of
management and lower working capital requirements and agriculture
risk versus other agriculture assets makes SFG an appealing investment
proposition.



  

  
SFG pre-announced its 1H15 earnings result, with an increase in revenue and 
normalised losses for the half of 41% and 86% to $20.1m and -$1.3m 
respectively.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The revenue increase was driven by strong sales performance over the 
Christmas trading period and the commencement of Farm 3.  
 
Normalised loss for the half was higher as a result of increased expenditure to 
implement industry leading processes across the aquaculture business as well 
as underperformance across Farm 1, partially offset by above average Farm 3 
yields.  
 
A number of normalisation costs were also put through the period including 
Project Sea Dragon costs, farm acquisition costs, impairment charges to the 
CO2 business and restructuring charges.  
 
Net debt has increased fourfold since pcp, increasing to $10.1m. The increase 
represents the reinvestment in the business and the timing of the settlement of 
acquisitions.  
 
SFG is currently in negotiation with lenders for a new working capital facility 
at significantly improved rates (we estimate ~250 basis point improvement). 
This will help support the required capex spend and the timing of working 
capital associated with the prawn business and will likely be a near term 
catalyst to support future growth. 
 
SFG have noted that the delay in the acquisition of additional farms has been 
as a result of pricing discrepancies between parties. Whilst we would have 
anticipated more news to date, we prefer SFG’s resistance to not over pay for 
assets, particularly given the uplift available from organic initiatives across 
existing farms. 
 

  

 
Figure 1: 1H15 Snapshot 

 
Source: Company report 

1H15 1H14 %

Income items

Revenue 20.1 14.3 41%

Normalised loss -1.3 -0.7 86%

Balance sheet items

Cash 2.7 3.5 -23%

Debtors 4.3 2.8 54%

Inventory 6.2 5.8 7%

Debt 12.8 5.4 136%

Assets 54.6 42.2 29%

Liabilities 18.3 9.2 100%

Net Assets 36.3 33.0 10%

Revenue increased 41% to 
$20m, with a higher normalised 
loss of -$1.3m 
 

Strong Christmas period and 
commencement of Farm 3 drove 
1H15 revenue increase 
 

Net debt increased from greater 
investment and timing of 
acquisition settlements 
 

SFG are currently negotiating 
working capital requirements 
that will improve terms, reduce 
interest rate and drive  
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Strong Yields Offsetting Difficulties in Farm 1 
 
The commencement of Farm 3 and above expectation yields offset the 
difficulties experienced in Farm 1, with all 3 farms now in production.  
 

 Farm 3 commenced harvesting and processing of its first crop in  

Mar-15 

 Farm 3 produced above expectation yields of 9.7 per tonne, with the 

highest pond achieving 15 tonnes in a single crop. SFG believe the (a) 

implementation of leading techniques (2) limited overhang of 

historical management and (3) higher quality of broodstock drove the 

improved yields 

 
 
 
 
 
 
 

 Farm 3 used new Northern Territory sourced broodstock, surpassing 

East Coast progeny  

 Yield improvement of 10% achieved between the July and December 

crops 

 Annualised production run rate now in excess of 1,500 tonnes per 

annum 

 Survival issues across Farm 1 saw six ponds terminated in May-15 

due to bacterial issues and previous management techniques. SFG 

have identified the issues and changed management and expect an 

improvement going forward. 

 Yield per FTE has increased to 17.6 tonnes from 14.4 and is 27% above 

Australian industry average. 

  

Figure 2: Indicative Yields for Farm 3 

 
Source: Company report 

CURRENT BUDGET %

Farm 3 9.7 5.0 94% Witnessed over 30 ha, highest yield of 15 tonnes

  Annualised 19.4 10.0 94% Based on two crops per annum

Farm 3 achieved above 
expectation yields in 1H15 
 

Survival issues from Farm 1 
saw six ponds terminated in 
May-15 
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Production Capacity Increased to Support Growth 
 
SFG continues to invest in production capacity to drive throughput and 
support growth. This is particularly evident across the hatchery and 
production facilities. 
 
In particular, the following improvements will help drive near term 
production: 

 Post–Larvae (PL) hatchery increased to 27 million per run, up 50% 

 Processing capacity increased 20 tonnes / day, up 66% 

 Annualised production run-rate increased to 1,500 tonnes per annum 

SFG intend to spend additional capex on upgrading the Hatchery and 
Processing capacity to drive throughput. We estimate additional capex spend 
of ~$2.7m over the next 12 months. 
 
The addition of freezer storage is expected to lower the cost per kg versus 
using external suppliers in the vicinity of ~45c per kg or 36%. 
 

 

 
Investment in R&D and the prawn domestication program continues, with the 
first pond of domesticated (G1) animals stocked. 
 
 
 

  

 
Figure 3: Operation Facility Update 
 

 
 

Source: Company report 

Increased hatchery and 
processing capacity 
 

Addition of freezer storage is 
estimated to lower costs by 
~45c per kg 
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Improving Sales Performance and Greater Access to Markets  
 
SKF continue to progress its sales and marketing function both domestically 
and internationally, achieving a number of significant milestones including: 
 

 Strong sales performance for December-14 of ~$6m 

 Expansion of the product lines, shifting from 2 SKU’s under previous 

owners to 14 

 Ongoing discussion with global and domestic supermarket chains 

 Government export approval / licence received during Apr-15, with 

exports expected to commence during 2H15 

 Evolution of the distribution channel between wholesaler, 

supermarket and retailers 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  

Figure 4: Monthly Sales by Market 
 

 
 

Source: Company report 

Strong December trading and 
gaining greater access to 
markets, domestically and 
internationally 
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CO2 Restructuring and Contract Win 
 
SFG continued to restructure the carbon business during the 1H15, with a 
number of redundancies and asset impairments to re-base the business going 
forward. The restructure is now complete. 
 
The contract win of the 20 Million Trees program for ~$6m should support an 
uplift in annuity style earnings going forward.  
 
We estimate that recent activities have increased the annualised run-rate in 
earnings towards $3.5m from FY17 onwards. We retain that the carbon 
business remains a minor component that will provide small annuity type 
earnings to offset SFG’s head office costs. 
 
 

Project Sea Dragon Update 
 
Significant progress over the half continues to position Project Sea Dragon as 
a viable opportunity, albeit long term. 
 
During the half SFG announced the signing of an Access and Option (AOA) 
agreement over Legune Station in the Northern Territory, a significant 
milestone. 
 
Going forward, bankable feasibility study has commenced and licence to 
operate program is on track, with SFG having discussion with the Federal, 
Northern Territory and Western Australian Governments. 
 
Environmental feasibility is expected to take ~15 months and as a result we 
retain the view that any production from Phase I of Project Sea Dragon is not 
likely before FY18. SFG are currently in negotiations with potential financing 
partners from Europe, North America and the Middle East  
 
 
 
 
 
 
 
 
 
 
 
 
 

  

Annualised earnings run-rate 
to increase towards $3.5m from 
FY17 
 

Whilst Project Sea Dragon has 
progressed, we estimate the 
earliest production from Phase I 
in FY18 
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Yield Potential Supporting Valuation Uplift 
 
Given the high yields evident in Farm 3, we have prepared a sensitivity 
analysis to identify the potential uplift in valuation should Farm 3 yields be 
achieved across all farms. 
 
Farm 3 achieved an average of 9.7 tonnes per ha on a single crop basis, with 
the highest pond achieving 15 tonnes per ha.  
 
The below analysis assumes existing farm capacity of 160ha (no acquisitions), 
an average sales price of $15 and two crops per year. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
SFG currently budget yield per ha of 5 tonnes per crop and expect to achieve a 
long term cost per kg of $10. Assuming a $10 cost run-rate, significant uplift is 
achievable should yield improve across farms. 
 
Our enterprise valuation is based on the average FY17 EBITDA multiple of 
~6x for Tassal and Huon and does not include any uplift from acquisitions, 
sales price or further cost improvement. We also assume that carbon division 
earnings net-off any head office charges. 
 
Compared to current valuation, a 76% uplift is available should the average 
yield across all farms reach 10 tonnes per ha, in line with 1H15 performance of 
Farm 3. 
 
We retain our BUY rating and 12 month price target of $0.11, a 51% premium 
to last close. 
 
Note that financial results for 1H15 were not provided with the result. As a 
result 1H15 numbers and earnings estimates have not been updated.  
 
 
 
 
 
 

  

 
Figure 5: Yield and Cost / kg Sensitivity Analysis on EBITDA and EV 

 
Source: Moelis analysis 

Yield (tn / ha)

3.2 5.0 8.0 10.0 12.0 15.0

5.0 16.0 25.6 32.0 38.4 48.0

7.5 12.0 19.2 24.0 28.8 36.0

10.0 8.0 12.8 16.0 19.2 24.0

12.5 4.0 6.4 8.0 9.6 12.0

15.0 0.0 0.0 0.0 0.0 0.0

EV 47.6 76.2 95.2 114.2 142.8

Prem/(Disc) -23% 36% 76% 115% 174%
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g

Significant valuation uplift 
available from yield uplift 
across farms 
 

Additional upside from 
acquisitions, sales price and 
cost improvements are not 
factored in 
 

We retain our BUY rating and 
price target of $0.11 
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Seafarms Group (SFG)  Market Cap: $048m Last Price: $0.07 Target Price: $0.11 BUY
Key Stock Data Profit and Loss ($m)

Year Ending Sept 2013a 2014a 2015e 2016e 2017e Year Ending Sept 2013a 2014a 2015e 2016e 2017e

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

  Growth -141% 118% -92% -358% 140%   Growth -29% -47% -7% 21% 3%

EBITDA  (5.7)  (6.3) 1.9 4.7 7.0

DPS (¢) -          -          -          -          -            Growth 10% 11% -130% 146% 51%

  Growth 0% 0% 0% 0% 0% Dep'n & Amort  (0.8)  (1.4)  (2.3)  (2.3)  (2.1)

Yield (%) 0% 0% 0% 0% 0% EBIT  (6.4)  (7.7)  (0.4) 2.4 4.9

Payout Ratio (%) 0% 0% 0% 0% 0%   Growth -191% 20% -95% -742% 109%

Franking (%) 0% 0% 0% 0% 0% Net Interest Expense  (0.0)  (0.3)  (0.4)  (0.5)  (0.4)

Profit Before Tax  (6.4)  (8.0)  (0.7) 1.9 4.5

P/E (x) -13.3 x -6.1 x -79.1 x 30.7 x 12.8 x Tax 4.0 1.4 0.1  (0.3)  (0.8)

P/E Small Ind. (ex Fin's) 16.6 x 15.8 x 17.0 x 15.1 x 13.7 x Tax Rate (%) 61% 17% 17% 17% 17%

Premium (Discount) -180% -139% -565% 102% -7% Minorities 0.0 0.0 0.0 0.0 0.0

NPAT (Underlying)  (2.5)  (6.6)  (0.6) 1.6 3.7

EV/EBITDA (x) -9.0 x -8.1 x 27.1 x 11.0 x 7.3 x   Growth -150% 168% -91% -358% 140%

EV/EBITDA Small Ind. 11.8 x 11.8 x 10.0 x 9.1 x 8.6 x One-Off Items -4.3 -7.5 -2.0 0.0 0.0

Premium (Discount) -177% -169% 171% 21% -15% NPAT (Reported)  (6.8)  (14.1)  (2.6) 1.6 3.7

FCF/Share ($) 0.03-        0.03-        0.00        0.00        0.01        EPS (Underlying) (¢)  (0.6)  (1.2)  (0.1) 0.2 0.6

Price/FCPS (x) -2.2 x -2.3 x 45.1 x 45.4 x 11.3 x   Growth -141% 118% -92% -358% 140%

Free Cash Flow Yield (%) -46% -43% 2% 2% 9% EPS (Reported) (¢)  (1.5)  (2.5)  (0.4) 0.2 0.6

Balance Sheet ($m) Cashflow ($m)

Year Ending Sept 2013a 2014a 2015e 2016e 2017e Year Ending Sept 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 Dep'n & Amort 0.8 1.4 2.3 2.3 2.1

Current Receivables 1.6 2.8 2.6 3.2 3.3 Net Interest  (0.0)  (0.3)  (0.4)  (0.5)  (0.4)

PPE 7.5 18.3 20.7 23.2 21.3 Tax  (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 Cash Flow  (13.5)  (15.8) 2.2 2.4 5.6

  Growth 61% 17% -114% 10% 136%

Current Payables 3.0 3.5 3.2 3.9 4.0

ST Debt 0.0 2.1 2.1 2.1 2.1 Capex  (1.5)  (1.6)  (1.1)  (1.3)  (1.4)

LT Debt 0.0 5.0 7.4 9.7 4.3 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 5.6 7.9 10.3 4.9 Other 1.2 0.1 0.0 0.0 0.0

Total Liabilities 5.2 12.3 14.3 17.5 12.3 Investing Cash Flow  (0.2)  (7.8)  (4.5)  (4.7)  (0.2)

Net Assets 36.2 39.7 39.1 40.6 44.3 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 61.6 61.6 61.6 Net Borrowings  (0.0) 2.9 2.3 2.3  (5.4)

Retained Profits  (13.3)  (20.0)  (22.6)  (21.0)  (17.3) Other 0.0 0.0 0.0 0.0 0.0

Shareholders Equity 36.2 39.7 39.1 40.6 44.3 Financing Cash Flow  (0.0) 13.0 2.3 2.3  (5.4)

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 40.6 44.3 Change in Cash  (13.8)  (10.7) 0.0 0.0 0.0

Metrics Metrics

Working Capital 0.1-          8.1          7.6          9.0          9.3          FCF  (15.0)  (17.4) 1.1 1.1 4.2

Working Capital/Sales (%) 0% 34% 35% 34% 34% Gross Cash Conversion 227% 245% 126% 68% 96%

NTA 31.3        35.1        34.6        36.3        40.1        Capex/Sales (%) -3% -7% -5% -5% -5%

NTA/Share ($) 0.1          0.1          0.1          0.1          0.1          Capex/Depreciation (x) 2.0 x 1.1 x 0.5 x 0.6 x 0.6 x

1H/2H Results ($m) Margins, Leverage & Returns

Item 2H12 1H13 2H13 1H14 2H14 Year Ending Sept 2013a 2014a 2015e 2016e 2017e

Revenue 31.0 26.7 17.8 14.2 9.2 Margins (%)

EBITDA 3.9  (6.0) 0.3  (3.2)  (3.2) EBITDA -13% -27% 9% 18% 26%

EBIT 3.6  (6.3)  (0.1)  (3.8)  (3.9) EBIT -14% -33% -2% 9% 18%

NPAT (Underlying) 3.3  (4.2) 1.7  (3.5)  (3.1) NPAT -6% -28% -3% 6% 14%

EPS (¢) 0.7  (0.9) 0.4  (0.8)  (0.6)

DPS (¢) 0.0 0.0 0.0 0.0 0.0 Leverage

Net Debt (Cash) ($m)  (14.2) 3.6 5.9 8.3 2.9

Operating Cash Flow  (5.0)  (9.0)  (4.5)  (7.2)  (8.6) Net Debt/EBITDA (x) 2.5 x -0.6 x 3.1 x 1.8 x 0.4 x

Capex  (0.4)  (0.7)  (0.8)  (0.3)  (1.3) ND/(ND + Equity) (%) -64% 8% 13% 17% 6%

FCF  (5.4)  (9.6)  (5.4)  (7.5)  (9.9) Interest Cover (x) -3582.0x -23.5x -0.8x 4.0x 9.7x

Skew (% Full Year) Returns (%)

% Sales 49% 60% 40% 61% 39% ROA -6% -13% -1% 3% 7%

% EBITDA 51% 106% -6% 50% 50% ROE -7% -17% -2% 4% 8%

% NPAT 67% 169% -69% 53% 47% ROIC -11% -15% -1% 4% 9%

Source: Company data,  IRESS, Moelis & Company research estimates 25-May-15
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DISCLOSURE APPENDIX

ANALYST CERTIFICATION

The analyst, Kyle Twomey, responsible for the content of this research report, in whole or in part, certifies that with respect to the companies or securities that
the individual analyses, that (1) the views expressed in this report accurately reflect his or her personal views on the subject companies and securities, and (2)
no part of his or her compensation was, is, or will be directly or indirectly linked to the specific recommendations or views expressed in this research report.

RATING DEFINITIONS
All companies under coverage are assigned a rating of Buy, Hold or Sell based on the expected 12 month total return estimated by the analyst(s). The total
return is a combination of the estimated capital gain or loss, in addition to the estimated 12 month forward dividends or distributions. In relation to all
companies that Moelis Australia Securities conducts research coverage on the relevant total return bands that derive the ratings are:

Buy: > 15% Hold: 5% to 15% Sell: < 5%.

RATINGS DISTRIBUTION TABLE

Distribution of Ratings as at 25 May 2015
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GENERAL TERMS OF USE FOR MOELIS RESEARCH REPORTS

Research reports have been prepared by Moelis Australia Securities Pty Ltd (“Moelis Australia”), ACN 122 781 560, AFS Licence 308 241, a Participant of the
ASX Group and Chi-X and the intellectual property relating to the content vests with Moelis Australia unless otherwise noted.

GENERAL DISCLAIMER AND DISCLOSURES

Disclaimer

The information upon which this material is based was obtained from sources believed to be reliable, but has not been independently verified. Therefore,
its accuracy is not guaranteed, and except to the extent that liability cannot be excluded, Moelis Australia does not accept any liability for any direct or
consequential loss arising from relying upon the content in this document. This document is not an offer or solicitation of an offer to buy or sell any security
or to make any investment. Any opinion or estimate constitutes the analyst's best judgement as of the date of preparation and is subject to change without
notice. Due to changing market conditions, actual results may vary from forecast provided. Past performance is not an indication of future return, and loss
of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income from, certain investments.

This document is intended to provide general advice to wholesale investors only. No investment objectives, financial circumstances or needs of any individual
have been taken into consideration in the preparation of this report. It does not purport to make any recommendation that any buying or selling is appropriate
for any person’s investment objectives or financial needs, and prior to making any investment decision a person should contact their professional advisors
on whether or not any information in this document is appropriate to their individual circumstances.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Moelis
Australia to any registration or licensing requirement within such jurisdiction. International Investors should contact their local regulatory authorities to
determine whether any restrictions apply to their ability to purchase this investment. If you have received this document in error, please destroy it and any
copies of it immediately.

Disclosure

Moelis Australia, its officers, directors, employees, agents and authorised representatives may hold securities in any of the companies to which this document
refers and may trade in the securities mentioned either as principal or as agent. Our sales and trading representatives may provide oral or written opinions
that are contrary to the opinions expressed in this document. Our related body corporate Moelis Advisory Australia Pty Ltd (“Moelis Advisory”), ACN 142
008 446, AFS Licence 345499, may make statements or provide advisory services to the company to which this document refers and such statements may
be contrary to the views or recommendations expressed in this document. The analyst responsible for this document has taken reasonable care to achieve
and maintain independence and objectivity and certifies that no part of their compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. The compensation of the analyst is based on overall revenues of Moelis Australia and its related entities,
the “Moelis Australia Group”. The analyst may also interact with trading desk personnel, sales personnel and other parties for the purpose of gathering,
applying and interpreting market information. In producing research reports, the analyst may attend site visits and other meetings hosted by the issuers
the subject of its research report. In some instances the costs of such site visits or meeting may be met in part or in whole by the issuers concerned if Moelis
Australia considers it is appropriate and reasonable in the specific circumstance relating to the site visit or meeting and will not comprise the integrity of
the research report.

Moelis Australia is a trading participant of the ASX Group and Chi-X and earns fees and commissions from dealing in the relevant financial product.

IMPORTANT
Please click here for Company Specific and Other Regulatory Disclosure
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