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e Reiterate BUY with a higher DCF-derived TP of MYR1.18 from

Analyst

MYRO0.88, 33% upside and ¢.1% yield. We hosted a three days NDR for
LHI and learned that poultry prices have rebounded sharply in key markets.
The reduction in supply that propelled the price surge could sustain in
Malaysia as the COVID-19 pandemic phases out financially thin farmers.
Meanwhile, TBC received an encouraging response thanks to its value-for-
money products and we believe it will be pivotal to mitigate the inherent
poultry price volatility, hence warranting a valuation rerating.

e Normalising demand outstrips a tight industry supply and, as a result,
poultry prices in key markets including Malaysia and Indonesia saw sharp
rebounds (Figures 1 and 2). Consumption started to recover from May
onwards as both countries eased their respective lockdown initiatives.
Industry supply was unable to adjust accordingly, with smaller farmers
struggling with finances and facing labour constraints. Moving forward, the
tight supply situation in Malaysia may persist due to the COVID-19 crisis, a
requirement of heavy capex to upgrade farms, and the lack of succession
planning which could phase out the smaller-scale farmers.

The cottage of stability. The downstream venture via The Baker’'s Cottage
(TBC) is expected to mitigate the price volatility in poultry business hence
warranting a valuation rerating. TBC presently takes up ¢.7% of Leong Hup
International’s (LHI) broiler supply in Malaysia and is projected to reach 30-
40% once the store count is ramped up to 300 stores in 2023 from 57 stores
currently. We are positive on the farm-to-plate model which allows TBC to
price its roast chicken products competitively and believe TBC will prosper
in the targeted suburban areas. There is also a potential for synergy as the
attractive chicken products can drive footfall to stores and create cross-
selling opportunities for its bakery products. Earnings contribution from TBC
is likely to be immaterial in the near term as the company embarks on an
aggressive expansion drive, estimated at +70 outlets per year.

We made no major changes to our earnings forecast post the non-deal
roadshow (NDR). The recovery in poultry prices is within our earlier
expectation and TBC is not expected to chip in meaningfully to earnings.
However, our DCF-derived TP rose to MYR1.18 from MYRO0.88, after we
lowered the risk premium to factor in TBC’s valuation rerating. Our TP
implies 20.7x P/E FY21F, which is in line with the regional peer average
multiple (Figure 14). Essentially, we believe the favourable supply-demand
dynamics represent a catalyst to share price and the sentiment on the stock
should be further lifted by the rapid expansion of TBC.

Risks to our recommendation include unfavourable changes in regulatory
policies and supply-demand dynamics.

Soong Wei Siang
+603 9280 8865

soong.wei.siang@rhbgroup.com
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Note:

Small cap stocks are defined as companies with a
market capitalization of less than USD1bn.

Forecasts and Valuation Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Total turnover (MYRm) 5,747 6,055 6,142 6,742 7,082
Recurring net profit (MYRm) 219 157 153 208 234
Recurring net profit growth (%) 18.4 (28.3) (2.5) 35.8 12.3
Recurring P/E (x) 14.83 20.68 21.20 15.62 13.90
P/B (x) 25 2.0 1.9 1.7 1.6
P/CF (x) 9.30 4.95 6.53 6.96 5.60
Dividend Yield (%) 1.8 1.8 1.4 1.9 2.2
EV/EBITDA (x) 8.56 8.27 8.29 7.28 6.77
Return on average equity (%) 15.0 10.2 9.0 11.4 11.8
Net debt to equity (%) 108.3 74.2 71.7 72.4 70.6
Source: Company data, RHB

See important disclosures at the end of this report 1
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Buy

Valuation basis

Discounted Cash Flow

Key drivers

i. Regional expansion plan;
ii. Favourable product prices.

Key risks

i. Unfavourable change in regulatory policy;
ii. Unfavourable demand-supply dynamics.

Company Profile

LHIis on one of the largest fully-integrated producers of
poultry, eggs, and livestock feeds in South-East Asia.

Source: Company data, RHB

Financial summary (MYR) Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Recurring EPS 0.06 0.04 0.04 0.06 0.06
DPS 0.02 0.02 0.01 0.02 0.02
BVPS 0.36 0.45 0.48 0.52 0.56
Return on average equity (%) 15.0 10.2 9.0 11.4 11.8
Valuation metrics Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Recurring P/E (x) 14.83 20.68 21.20 15.62 13.90
P/B (x) 25 2.0 1.9 17 1.6
FCF Yield (%) (2.3) 7.8 45 21 4.0
Dividend Yield (%) 1.8 18 14 1.9 22
EV/EBITDA (x) 8.56 8.27 8.29 7.28 6.77
EV/EBIT (x) 12.24 12.67 13.18 11.25 10.47
Income statement (MYRm) Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Total turnover 5,747 6,055 6,142 6,742 7,082
Gross profit 953 1,004 1,007 1,118 1,193
EBITDA 655 651 652 759 827
Depreciation and amortisation (197) (226) (242) (268) (293)
Operating profit 457 425 410 491 535
Net interest (109) (137) (124) (127) (130)
Pre-tax profit 349 289 286 365 405
Taxation (102) (76) (66) (84) (93)
Reported net profit 186 151 153 208 234
Recurring net profit 219 157 153 208 234
Cash flow (MYRm) Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Change in w orking capital (242) 39 (22) (136) (75)
Cash flow from operations 349 657 497 467 580
Capex (423) (404) (350) (400) (450)
Cash flow frominvesting activities (379) (373) (350) (400) (450)
Dividends paid (66) (84) (46) (62) (70)
Cash flow fromfinancing activities (@) ) (152) (90) (200)
Cash at beginning of period 502 459 765 760 738
Net change in cash (36) 281 (5) (23) (70)
Ending balance cash 466 740 760 738 668
Balance sheet (MYRm) Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Total cash and equivalents 459 765 760 738 668
Tangible fixed assets 2,374 2,396 2,505 2,637 2,794
Total investments 22 22 22 22 22
Total assets 4,834 5,409 5,539 5,809 5,986
Short-term debt 1,327 1,509 1,400 1,500 1,500
Total long-term debt 1,044 873 1,000 1,000 1,000
Total liabilities 3,069 3,229 3,251 3,377 3,390
Total equity 1,765 2,181 2,287 2,433 2,596
Total liabilities & equity 4,834 5,409 5,539 5,809 5,986
Key metrics Dec-18 Dec-19 Dec-20F Dec-21F Dec-22F
Revenue grow th (%) 45 54 1.4 9.8 5.0
Recurrent EPS grow th (%) 18.4 (28.3) (2.5) 35.8 12.3
Gross margin (%) 16.6 16.6 16.4 16.6 16.8
Operating EBITDA margin (%) 11.4 10.7 10.6 11.3 11.7
Net profit margin (%) 3.2 25 25 3.1 33
Dividend payout ratio (%) 31.2 38.5 29.9 29.9 29.9
Capex/sales (%) 7.4 6.7 5.7 5.9 6.4
Interest cover (x) 4.18 3.11 3.30 3.86 411

See important disclosures at the end of this report
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Poultry prices staging a sharp rebound

Poultry prices in key markets including Malaysia (27% of 1Q20 group revenue) and
Indonesia (34%) saw sharp rebounds from the bottom reached in April. We believe this is a
function of normalising demand outstripping short industry supply. The demand or
consumption recovered from May onwards, as both countries eased their respective
lockdown initiatives. However, industry supply was unable to adjust accordingly, with
smaller farmers struggling with finances and facing labour constraints.

In Malaysia, the reduced supply may persist and can be structural, as the COVID-19 crisis
could erode or undermine small farmers’ financial strength. Hence, they will face an uphill
challenge to upgrade their farm facilities to a closed house format, in order to comply with
the conditions set out by Department of Veterinary Services (DVS) for a renewal of license.
Besides, we understand that the lack of a succession plan may also phase out some of the
smaller farms.

Barring the resurgence in COVID-19 cases, we believe the elevated poultry prices could
sustain, given the supply-demand dynamics as discussed above. This will benefit enterprise
farmers, with a larger business scale, such as LHI.

Figure 1: Broiler and Day-Old-Chick (DOC) price evolution in Malaysia
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Figure 2: Live Bird (LB) and Day-Old-Chick (DOC) price evolution in Indonesia
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Synergistic farm-to-plate B2C model

In June 2020, LHI announced the acquisition of The Baker's Cottage from the founder
family, for a total consideration of MYR20.3m. After an aggressive expansion drive
throughout the first half of the year, currently there are 57 TBC outlets. Originally a brand
known for its bakery products and moon cakes, TBC has gone through a business
transformation following the introduction of roast chicken products, hence repositioning itself
as a Quick Service Restaurant (QSR). The average capex to open an outlet ranges between
MYR500-550k depending on the store size and management guided for a payback period
of 3-4 years.

This synergistic acquisition will be essential to mitigating the inherent price volatility in LHI's
incumbent poultry business. The farm-to-plate or B2C business model does away with the
middleman in the supply chain and the resultant savings are shared between TBC and its
customers. We understand that TBC now accounts for 7% of LHI’s broiler supply in Malaysia
and the figure is expected to reach 30-40% once the outlet count hits 300 in 2023. The unit
is currently profitable but contributes insignificantly to the group’s bottom line. However, the
contribution should increase progressively and become a new earnings avenue for LHI if
the expansion is executed as planned.

We visited several stores and observed good crowds queuing up for the roast chicken,
particularly during the weekend, as the dine-in option is still not available at its outlets. The
general feedback from our conversations with customers was positive, with most of them
attracted by the competitive price point and decent product quality.

Figure 3: TBC outlet Figure 4. TBC outlet
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Figure 5: Large crowds during the Movement Control Order Figure 6: TBC outlet expansion plan
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Affordability is the name of the game

TBC'’s strategy revolves around affordability, offering value-for-money chicken meals in
suburban areas with attractive pricing made possible by the farm-to-plate model. In addition,
there is further synergy as the competitive price point of its chicken products attracts footfall
to stores and creates cross-selling opportunities for its bakery products. We understand the
average split between chicken and bakery products is ¢.35:65. We went to a few stores to
check out the pricing and, unsurprisingly, TBC’s roasted whole chicken price is 26-62%
cheaper than the range of MYR14.90-MYR28.90 offered by its competitors.

Figure 7. TBC’s roasted chicken promotion Figure 8: TBC’s set meal package
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Figure 9: Competitor A’s roasted chicken
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Figure 11: Competi
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Figure 12: Competitor C’s roasted chicken
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Figure 13: LHI's DCF valuation

FYE Dec FY21F FY22F FY23F FY24F FY25F FY26F FY27F FY28F FY29F FY30F
EBIT 491 535 577 659 688 709 736 766 799 815
EBIT*(1-tax rate) 383 417 450 514 537 553 574 597 623 636
Add: D&A 268 293 320 349 378 410 445 480 517 558
Less: WC investments (WC Inv) -136 -75 -88 -99 -108 -98 -114 -121 -132 -106
Less: Fixed investments (FC Inv) -400 -450 -500 -500 -500 -600 -600 -600 -700 -700
FCFF 115 184 183 264 307 265 305 356 308 388
Discounted FCFF 108 161 150 202 220 178 191 209 169 199
Terminal value at T=10 8,088

PV of terminal value 4,154

NPV 1,788

Less Debt -1,640

Equity Value of Firm 4,302

Target Price (MYR) 1.18

Implied FY21F P/E 20.7

Rf 2.9%

Beta 1.2

Risk premium 7.7%

Rm 10.6%

TG (%) 2.0%

CoE 12.2%

CoD 5.2%

WACC 6.9%

Source: RHB

Figure 14: Regional Peers

Price Dv. RoE  PBV EV/ NP Growth
Coun Mkt Cap PER () vid (%) (x)  EBITDA (%)
Company FYE try (Local (USDm) (%) Rec
Currency) Act 1Yr 2Yr 1Yr 1Yr 1Yr 1Yr 1Yr 2Yr
ual Fwd Fwd Fwd Fwd Fwd Fwd Fwd Fwd
San Miguel F&B Dec PH 69.10 8,259 24.5 28.5 25.1 2.5 15.6 4.3 11.3 -13.8 13.5 NR
CP Indon Dec ID 6000 6,805 26.5 34.9 235 15 13.4 4.3 20.0 240 48.1 N
CP Food Dec TH 31.75 8,645 15.0 14.9 14.9 2.7 10.8 1.5 11.8 0.7 0.2 Buy
Masan Group Dec VN 56900 2,870 12.0 51.0 25.3 0.0 4.1 1.5 13.7 -76.5 101.2 NR
Japfa Comfeed Dec ID 1150 933 7.5 9.7 7.4 3.1 12.0 11 6.0 -22.8 30.9 Buy
Godrej Agrovet Mar SG 453 1,158 26.8 32.3 25.3 1.1 131 4.2 19.0 -17.1 27.9 NR
Japfa Ltd Dec SG 0.70 1,022 8.5 8.6 8.7 1.8 131 1.0 6.1 -0.5 -1.2 NR
Mkt. cap weighted average 29,897 19.5 27.0 20.7 2.0 12.3 3.0 13.6
Source: Bloomberg, RHB
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i Date Recommendation Target Price Price
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2020-05-20 Buy 0.88 0.59
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0.8 Source: RHB, Bloomberg
0.7
0.6
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0.4
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Source: RHB, Bloomberg
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however longer-
term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers

RHB has issued this report for information purposes only. This report is intended for
circulation amongst RHB and its affiliates’ clients generally or such persons as may be
deemed eligible by RHB to receive this report and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person
who may receive this report. This report is not intended, and should not under any
circumstances be construed as, an offer or a solicitation of an offer to buy or sell the
securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
compilations, extracts or analysis that has been prepared by RHB'’s strategic, joint
venture and/or business partners. No representation or warranty (express or implied)
is given as to the accuracy or completeness of such information and accordingly
investors should make their own informed decisions before relying on the same.

This report 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
the applicable laws or regulations. By accepting this report, the recipient hereof (i)
represents and warrants that it is lawfully able to receive this document under the laws
and regulations of the jurisdiction in which it is located or other applicable laws and (ii)
acknowledges and agrees to be bound by the limitations contained herein. Any failure
to comply with these limitations may constitute a violation of applicable laws.

All the information contained herein is based upon publicly available information and
has been obtained from sources that RHB believes to be reliable and correct at the
time of issue of this report. However, such sources have not been independently
verified by RHB and/or its affiliates and this report does not purport to contain all
information that a prospective investor may require. The opinions expressed herein
are RHB’s present opinions only and are subject to change without prior notice. RHB
is not under any obligation to update or keep current the information and opinions
expressed herein or to provide the recipient with access to any additional information.
Consequently, RHB does not guarantee, represent or warrant, expressly or impliedly,
as to the adequacy, accuracy, reliability, fairness or completeness of the information
and opinion contained in this report. Neither RHB (including its officers, directors,
associates, connected parties, and/or employees) nor does any of its agents accept
any liability for any direct, indirect or consequential losses, loss of profits and/or
damages that may arise from the use or reliance of this research report and/or further
communications given in relation to this report. Any such responsibility or liability is
hereby expressly disclaimed.

Whilst every effort is made to ensure that statement of facts made in this report are
accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to
be reasonable and must not be construed as a representation that the matters referred
to therein will occur. Different assumptions by RHB or any other source may yield
substantially different results and recommendations contained on one type of research
product may differ from recommendations contained in other types of research. The
performance of currencies may affect the value of, or income from, the securities or
any other financial instruments referenced in this report. Holders of depositary receipts
backed by the securities discussed in this report assume currency risk. Past
performance is not a guide to future performance. Income from investments may
fluctuate. The price or value of the investments to which this report relates, either
directly or indirectly, may fall or rise against the interest of investors.

This report does not purport to be comprehensive or to contain all the information that a
prospective investor may need in order to make an investment decision. The recipient of
this report is making its own independent assessment and decisions regarding any
securities or financial instruments referenced herein. Any investment discussed or
recommended in this report may be unsuitable for an investor depending on the investor's
specific investment objectives and financial position. The material in this report is general
information intended for recipients who understand the risks of investing in financial
instruments. This report does not take into account whether an investment or course of
action and any associated risks are suitable for the recipient. Any recommendations
contained in this report must therefore not be relied upon as investment advice based on
the recipient's personal circumstances. Investors should make their own independent
evaluation of the information contained herein, consider their own investment objective,
financial situation and particular needs and seek their own financial, business, legal, tax
and other advice regarding the appropriateness of investing in any securities or the
investment strategies discussed or recommended in this report.

This report may contain forward-looking statements which are often but not always
identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and
statements that an event or result “may”, “will” or “might” occur or be achieved and
other similar expressions. Such forward-looking statements are based on assumptions

made and information currently available to RHB and are subject to known and

unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievement to be materially different from any future results,
performance or achievement, expressed or implied by such forward-looking
statements. Caution should be taken with respect to such statements and recipients
of this report should not place undue reliance on any such forward-looking statements.
RHB expressly disclaims any obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or circumstances
after the date of this publication or to reflect the occurrence of unanticipated events.

The use of any website to access this report electronically is done at the recipient’'s own
risk, and it is the recipient’s sole responsibility to take precautions to ensure that it is free
from viruses or other items of a destructive nature. This report may also provide the
addresses of, or contain hyperlinks to, websites. RHB takes no responsibility for the
content contained therein. Such addresses or hyperlinks (including addresses or
hyperlinks to RHB own website material) are provided solely for the recipient’s
convenience. The information and the content of the linked site do not in any way form
part of this report. Accessing such website or following such link through the report or
RHB website shall be at the recipient’s own risk.

This report may contain information obtained from third parties. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any
information and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third
party content providers give no express or implied warranties, including, but not limited
to, any warranties of merchantability or fithess for a particular purpose or use. Third party
content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees,
or losses (including lost income or profits and opportunity costs) in connection with any
use of their content.

The research analysts responsible for the production of this report hereby certifies that
the views expressed herein accurately and exclusively reflect his or her personal views
and opinions about any and all of the issuers or securities analysed in this report and
were prepared independently and autonomously. The research analysts that authored
this report are precluded by RHB in all circumstances from trading in the securities or
other financial instruments referenced in the report, or from having an interest in the
company(ies) that they cover.

The contents of this report is strictly confidential and may not be copied, reproduced,
published, distributed, transmitted or passed, in whole or in part, to any other person
without the prior express written consent of RHB and/or its affiliates. This report has
been delivered to RHB and its affiliates’ clients for information purposes only and upon
the express understanding that such parties will use it only for the purposes set forth
above. By electing to view or accepting a copy of this report, the recipients have agreed
that they will not print, copy, videotape, record, hyperlink, download, or otherwise
attempt to reproduce or re-transmit (in any form including hard copy or electronic
distribution format) the contents of this report. RHB and/or its affiliates accepts no
liability whatsoever for the actions of third parties in this respect.

The contents of this report are subject to copyright. Please refer to Restrictions on
Distribution below for information regarding the distributors of this report. Recipients
must not reproduce or disseminate any content or findings of this report without the
express permission of RHB and the distributors.

The securities mentioned in this publication may not be eligible for sale in some states
or countries or certain categories of investors. The recipient of this report should have
regard to the laws of the recipient’s place of domicile when contemplating transactions
in the securities or other financial instruments referred to herein. The securities
discussed in this report may not have been registered in such jurisdiction. Without
prejudice to the foregoing, the recipient is to note that additional disclaimers, warnings
or qualifications may apply based on geographical location of the person or entity
receiving this report.

The term “RHB” shall denote, where appropriate, the relevant entity distributing or
disseminating the report in the particular jurisdiction referenced below, or, in every
other case, RHB Investment Bank Berhad and its affiliates, subsidiaries and related
companies.

RESTRICTIONS ON DISTRIBUTION

Malaysia

This report is issued and distributed in Malaysia by RHB Investment Bank Berhad
(“RHBIB”). The views and opinions in this report are our own as of the date hereof and
is subject to change. If the Financial Services and Markets Act of the United Kingdom
or the rules of the Financial Conduct Authority apply to a recipient, our obligations
owed to such recipient therein are unaffected. RHBIB has no obligation to update its
opinion or the information in this report.

Thailand

This report is issued and distributed in the Kingdom of Thailand by RHB Securities
(Thailand) PCL, a licensed securities company that is authorised by the Ministry of
Finance, regulated by the Securities and Exchange Commission of Thailand and is a
member of the Stock Exchange of Thailand. The Thai Institute of Directors Association
has disclosed the Corporate Governance Report of Thai Listed Companies made
pursuant to the policy of the Securities and Exchange Commission of Thailand. RHB
Securities (Thailand) PCL does not endorse, confirm nor certify the result of the Corporate
Governance Report of Thai Listed Companies.
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Indonesia

This report is issued and distributed in Indonesia by PT RHB Sekuritas Indonesia. This
research does not constitute an offering document and it should not be construed as
an offer of securities in Indonesia. Any securities offered or sold, directly or indirectly,
in Indonesia or to any Indonesian citizen or corporation (wherever located) or to any
Indonesian resident in a manner which constitutes a public offering under Indonesian
laws and regulations must comply with the prevailing Indonesian laws and regulations.

Singapore

This report is issued and distributed in Singapore by RHB Securities Singapore Pte
Ltd which is a holder of a capital markets services licence and an exempt financial
adviser regulated by the Monetary Authority of Singapore. RHB Securities Singapore
Pte Ltd may distribute reports produced by its respective foreign entities, affiliates or
other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a
person who is not an Accredited Investor, Expert Investor or an Institutional Investor,
RHB Securities Singapore Pte Ltd accepts legal responsibility for the contents of the
report to such persons only to the extent required by law. Singapore recipients should
contact RHB Securities Singapore Pte Ltd in respect of any matter arising from or in
connection with the report.

Hong Kong

This report is distributed in Hong Kong by RHB Securities Hong Kong Limited (B35
WA AMRAT) (CE No.: ADU220) (‘RHBSHK”) which is licensed in Hong Kong by
the Securities and Futures Commission for Type 1 (dealing in securities). Any investors
wishing to purchase or otherwise deal in the securities covered in this report should
contact RHBSHK. RHBSHK is a wholly owned subsidiary of RHB Hong Kong Limited;
for the purposes of disclosure under the Hong Kong jurisdiction herein, please note
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