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AgriFood Investment Seminar   
Last Thursday (16 April) Morgans hosted eight companies at its first 
AgriFood Investment Seminar. The seminar shined the light on some of 
the best investment opportunities in the Australian agricultural and 
food sectors. Of the listed companies which presented, if you invested 
A$1.00 12 months ago, you would have made a return of 237%. We 
believe that the companies which presented will continue to provide 
shareholders with strong returns. We have summarised all the 
presentations in this bulletin.               

 

Morgans AgriFood Index vs the ASX 200 

 
 

SOURCE: Morgans and iress 

There is currently strong interest in the AgriFood sector due to: 

 Positive industry fundamentals – rising global population (6bn to 9bn 
by 2050) will require increased food from decreasing arable land. 

 Switch from the mining boom to the Dining Boom. 

 Beneficiary of a falling AUD and lower oil prices. 

 Recent FTA's will increase Australia's competitiveness in key export 
markets and are already seeing more deals being discussed which 
should lead to more M&A in the future. 

Australian agriculture is well placed to benefit from: 

 Scale, high efficiency and globally competitiveness. 

 Well-developed infrastructure, logistics and supply chains. 

 Political stability. 

 4th biggest net exporter of product into global agricultural markets. 

 Proximity to Asia. 

 Clean, green, quality and safe image – power of brand Australia. 

We believe that the tide is turning to the food manufacturers who operate in a 
growth category, who innovate and offer a point of differentiation. The retailers 
these days are more willing to support brand Australia. The falling AUD is also 
making Australian manufactures more competitive.  
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Elders Limited  

Arrow Funds Management  

Select Harvests  

Blue Sky Water Partners  

Murray Goulburn  

Murray River Organics  

Freedom Foods Group Limited  

Bellamy’s Australia  
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Elders Limited (ELD) – Mark Allison (CEO and Managing Director) 

Mark was confident that all the previous distractions are now behind the 
company and they are getting on with business. 

While ELD is in blackout, it appears that ELD has had a reasonable 1H15 result 
(report 18 May) despite a poor summer cropping season and live export 
headwinds due to reduced beef import quotas set by Indonesia and slower dairy 
heifer export activity to China due to the depressed global dairy prices. We 
believe that ELD has benefited from materially higher cattle prices, farm input 
sales should have picked post the January rain, the benefits of a strong 
management team and its new capital structure. It also highlights the benefits 
of ELD's diversification by both geography and product/service. 

At this early stage, ELD is expecting a reasonable winter cropping season given 
seasonal conditions generally haven't been too bad, the falling AUD should see 
farmers spend more on farm inputs and the lack of summer crop means that 
farmers will be desperate to plant a winter crop as long as the seasonal 
conditions are there to support it. ELD has seen good fertiliser sales over the 
last six weeks.  

Management is making good progress on the 8-Point Plan (which focuses all 
efforts on a targeted EBIT of A$60m and ROC of 20% by FY17) and continue to 
believe it is very achievable. There is a A$50m capital buffer included in ELD’s 
20% ROC target. Further growth opportunities such as expanding the 
Indonesian red meat vertical integration model into Vietnam and China are 
currently being considered to take advantage of Asia’s rising demand for 
protein. Expansion in these markets may cost up to A$10m.  

ELD is getting traction on its capital light model (eg. with Sinochem – ag chem 
stock on consignment).  

Management said ELD has to be a well-run business before it will consider 
industry consolidation opportunities.  

The hybrids are expected to remain in place for the next 2-3 years.  

We continue to believe that ELD can be turned around by new 
management. The team is already making solid progress despite far 
from perfect operating conditions. ELD has reached our price target 
of A$2.70, however if it can deliver on its FY17 target, it is worth 
closer to A$5.00. 

ELD’s business model 

 
SOURCES: ELDERS 
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Arrow Primary Infrastructure Fund – Andrew Ashbolt, Managing 
Director 

Arrow Primary Infrastructure Fund (Arrow) is a rural property fund manager 
with assets across the poultry (76% of rental income), almond (19% of rental 
income) and mango industries (5% of rental income). The fund has strategically 
targeted the highly profitable growth sectors of almond and poultry as they 
provide the highest security of lease and potential for growth in the fund as 
their tenants seek additional sale and leaseback transactions to fund their own 
growth. The poultry assets are largely leased to Baiarda, the market leader in 
poultry meat (Steggles and Lilydale brands) and the almond assets are leased to 
Select Harvests.  

The manager has strong alignment to investors, owning approx. 10% of the 
units in the fund. MER is a total of 1.4% and there are no performance fees. The 
fund has recently established a redemption facility to provide liquidity to 
investors. 

Key metrics of the fund include: 

Property:  

 Annual rentals = A$14.0m  

 Weighted Average Lease Expiry = 14.7 years  

Borrowings:  

 Borrowing facility = A$80.2m  

 Total drawn borrowings = A$64.9m  

 Loan to Valuation Ratio (LVR) = 47.5%  

 Interest Cover (Net Rental income/interest) = 4.22x  

 Gearing Ratio (Interest liabilities/Assets) = 46.7%  

 Interest cover ratio = 4.13x  

Assets:  

 Total Assets = A$139.1m  

 Net Assets = A$69.5m  

 NAV per unit = A$0.6205  

Returns:  

 Application Price per new unit = A$0.6364  

 Distributions paid = 3.55 CPU (forecast 7.1 CPU for FY2015)  

 Return = 11.2% pa  

 Approx. 10% tax deferred  

We like Arrow because it provides a relatively low risk exposure to 
two strong growth sectors of the agricultural industry and at the 
same time pays very healthy quarterly distributions (11.2% pa). 

 
Consumption of various meats in Australia 

 
SOURCES: ARROW 
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Select Harvests (SHV) – Paul Thompson (Managing Director) 

Sale and leaseback bids were due Friday night. The sale will involve a mixture 
of mature and greenfield orchards. SHV is interested in owning almonds but 
not necessarily the land or developing its greenfield acreage as it is just too 
capital intensive. It costs A$12,500/acre in year one and then A$3,000/acre 
(includes growing costs) pa for the next seven years. Remember that new 
plantings aren't cashflow positive until year five. A sale and leaseback will 
increase SHV's returns by reducing the capital intensity of the business. It also 
allows the company to materially grow its almond supply and leverage the 
positive industry fundamentals over the medium to longer term.  

While a rain event was coming on Friday, management didn't appear too 
concerned given the harvest is nearly complete (fastest ever 85% done vs 65% 
last year). Management noted that the company has managed any rainfall well 
to date. It is also more geographically diversified this year and it has derisking 
measures in place (increased equipment/night harvest operations, more dryers) 
to offset some of last year's risks following rain at harvest. 25% of the crop has 
now been processed and the quality is good. There has been some insect 
damage this year but nowhere near as bad as last year. In the future, SHV 
recognises that it will need to do more to address insect damage. 

SHV is focused on the controllables to improve productivity. It is using 
technology and better farm management practices to do this. A new co-gen 
plant will lower the company's cost base by A$2m pa and there will be 
processing productivity gains from consolidating sites. SHV has been attracting 
good people to the business - an ex Kraft employee is now running the factory 
well and the new Head of Horticulture is from the Australian Almond Board. 
The new Head of Horticulture has said that SHV needs to invest more in 
nutrients to get better yields, which they will do however it will take three years 
to get the full benefits. The upside is significant as every 0.1MT/acre of 
productivity gain delivers additional yield of 1,800/t pa and EBIT of A$13m pa 
(assuming A$7.50/kg almond price). 

Macro remains very positive - global almond demand growing at 8% and supply 
is only 4%. There are clear barriers to entry as there are only a few regions in 
the world which are ideal for growing almonds and few can afford the capital 
cost and the long dated return profile.  

SHV conservatively maintains its FY15 almond price forecast of A$10.20/kg. It 
has forward sold 50% of the crop at this price. The almond price is currently 
about A$12/kg which bodes well for its remaining sales. Many key importers 
haven't had to pay the record high prices as their currencies have helped them 
in local dollar terms. SHV's largest market is India. Importantly, they are 
willing to pay a premium for in-shell. SHV currently can't blanch enough 
almonds, demand is so strong. SHV is now selling its products in-store in Asia 
and getting good prices. Paul believes that strong demand and constrained 
supply should see the almond price remain strong for the next three years. 
Remember that SHV is also a key beneficiary of a falling AUD. 

The Californian drought is getting worse. A US planting report is expected to be 
out on 29 April. Plantings may be up (+3-4%) as there have been new plantings 
in the North where there is water however yields will be low. The report also 
won't report the trees that are coming out of the ground. At this early stage, US 
production is expected to be anywhere between flat to down 10% on the pcp. 

The earnings upgrade cycle at SHV clearly isn't over and we 
maintain a BUY recommendation. The next catalyst for SHV is a 
positive outcome on its sale and leaseback. 
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USD Almond price per pound 

 
SOURCES: DERCO 
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Blue Sky Alternative Investments – Michael Blakeney, Investment 
Director 

Blue Sky Real Assets are one of the four key portfolios held by the Blue Sky 
Alternatives Access Fund (BAF). It is managed by Blue Sky Alternative 
Investments (BLA). Real assets have contributed 13% pa returns (net of tax) 
since inception and amount to A$50-100m of the fund’s total AUM. Blue Sky 
have pioneered the use of water rights as an investment class and are focusing 
on three key strategies: 

I. Water rights strategy  

• Portfolio of water rights 

• Targeting 10-12% IRR 

• Exposed to a diversified basket of soft commodities and regions 

• A hedge against seasonality and climate volatility 

II. Agri-infrastructure strategy  

• Portfolio of agricultural infrastructure assets e.g Willunga Basin 
Water Company 

• Targeting 8-10% IRR 

• Sale and lease back structures 

• Strong, predictable cash flows 

III. Agribusiness PE strategy  

• Agribusiness expansion capital e.g Gundaline property 15,000ha and 
18,000 ML of water entitlements 

• Targeting 12-15% IRR 

• Land use change, expansion or restructures 

Critical to Blue Sky’s success will be the management of its assets including 
their first cotton crop which we understand is well on track for picking within 
weeks. We expect the current capital raising of A$20m by BAF (once complete) 
will be deployed aggressively into the real assets portfolio and further 
acquisitions across all three strategies is highly likely. 

We like this business because it is a unique exposure to soft 
commodities through the key input of water which provides a cash 
yield and capital growth. Water will literally flow to the highest 
priced soft commodity, as evidenced by the recent land use change 
along the Murrumbidgee from rice (cA$80 - A$120 gross margin per 
ML) to cotton (cA$250 - A$500 gross margin per ML) or tree crops 
such as almonds (A$1,000 - A$1,500 gross margin per ML).  

Portfolio of water entitlement 

 
SOURCES: BLUESKY 
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Murray Goulburn (MG) – David Noonan, General Manager 
Corporate Development  

MG is Australia’s largest dairy foods company. It is a co-operative which is 
100% controlled by over 2,500 Australian dairy farmers. MG has been 
established more than 60 years. It manufactures quality bulk and branded and 
private label dairy products for wholesale and retail customers both 
domestically and for export markets (c51% of revenue). It owns and operates 10 
facilities across NSW, Victoria and Tasmania. MG’s annual milk intake of over 
3.4bn litres (37% of Australia’s milk supply) allows it to manufacture about 
784,299t of dairy products pa. MG continues to move its sales mix towards 
value added (high margin) products such as consumer packaged cheese, cream 
cheese and infant nutritional products. In FY15F value-added goods will make 
up 66% of the group’s total volumes compared to 51% in FY12A. MG’s flagship 
brand is Devondale.  

The outlook for dairy demand is strong. Global milk supply is growing at about 
2.1%. By 2020, Asia’s import demand for dairy products is forecast to increase 
by 9.7bn litres (more than what Australia produces). Australia’s Free Trade 
Agreement (FTA) with China will increase Australia’s competitive position in 
this market compared to other competing countries. Australia is the fourth 
largest exporter of dairy products. In 2013, it accounted for 5% of the global 
dairy trade and it has a reputation as a quality supplier.  

Most (75%) of Australia’s milk is produced in Victoria and Tasmania. These 
states are also the key export markets. In Victoria, MG has a 51% market share, 
while in Tasmania it has a 21% market share. Over the last four years, MG’s 
milk intake has risen by a 4.3% CAGR compared to Australian milk supply 
which has only grown by a 0.6% CAGR.  

Australia is a low cost producer of milk. It is the second lowest cost producer in 
the world to Argentina and is marginally ahead of New Zealand. The seasonality 
of milk production in Australia is much less pronounced than New Zealand 
which means that Australia can produce higher margin value-added products 
throughout the year whereas New Zealand has a greater exposure to volatile 
dairy prices as the majority of its production is in bulk commodity products 
such as milk powder and bulk cheese.  

In April 2013, MG announced that it would invest A$160m (A$80m each) in 
two new state-of-the-art daily liquid milk facilities in Melbourne and Sydney. 
These facilities made MG the nation’s most efficient producer of daily 
pasteurised milk. This investment was underpinned by a ten-year agreement to 
supply Coles stores with chilled milk for the retailer’s private labels. Part of the 
agreement was that Coles would also sell Devondale daily pasteurised milk and 
cheese in its Victorian and NSW supermarkets for the first time. Never before, 
has Coles signed a milk contract of this length and volume. David said that this 
contract was the first time that MG has had a material presence in the fresh 
milk market. The contract is structured to provide full cost recovery for MG i.e. 
Coles pays the prevailing milk price to farmers plus a fixed margin on top.  

Over the next several years, MG intends to invest in the order of A$550–635m 
on additional capacity to service growing global demand for dairy products.  
More specifically, MG intends to spend A$260-300m on Consumer Cheese, 
A$165-190m on Dairy Beverages and A$125-145m on Nutritional Powders.  
The additional investment will further diversify MG's earning away from lower 
margin commodity products into higher margin branded and speciality 
products. 

MG is looking to raise approx. A$500m via an IPO of non-voting units in a Unit 
Trust to be listed on ASX at the beginning of July 2015 and the issue of 
additional unlisted voting shares in MG to farmer suppliers via a Supplier Share 
Offer (SSO). The MG Unit Trust will be similar to the Fonterra Shareholders’ 
Fund however it will have a better structure in that it more closely aligns 
suppliers and investors. The distribution paid on Units, will be the same as the 
dividend paid on Shares, which will be determined by applying a 
pre-determined formula to profit before milk payments. In essence, the higher 
the milk price paid to suppliers, the higher the dividend. 
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Murray River Organics – Erling Sorensen, Joint Managing Director 

Murray River Organics (MRO) is a vertically integrated business operating in 
the organic food sector. MRO currently owns ~1,600 acres of organic certified 
land in the Sunraysia region, Australia. Approximately 1,000 acres is planted 
with organic dried vine fruit (sultanas and raisins and other varieties) at 
various stages of maturity. MRO has its own processing and packaging facility 
and sells its products to wholesale, industry and retail verticals, the latter 
largely via its own brands.  

MRO has an opportunity to acquire a further 3,000 acres of established 
vineyards, much of which requires converting from wine grapes to dried vine 
fruit varieties. Once the acquisitions are complete, MRO will be easily the 
largest organic dried vine fruit business in the world. The acquisition properties 
will start delivering cash flow in year 2 and reach full production in years 3 to 5 
from acquisition.  

Approximately 85% of product is exported to customers in China, Taiwan, 
Malaysia, Singapore, Japan, USA, Europe, Scandinavia and the Middle East. 

The mature vineyards on MRO's properties produce 3 tonnes of organic fruit 
per acre which is sold at ~A$4,000/tonne and provides a gross margin per acre 
exceeding that of almonds and other tree nuts, which have seen the prices of 
their product and assets rise strongly. Prices have yet to run in dried fruit. 

At full maturity (in about year 5), the business after executing its identified 
growth acquisitions, should be generating in the order of ~A$30m of EBITDA.  

MRO is currently exploring alternatives of either private capital or an IPO to 
raise the capital required to acquire and convert the new properties. We 
anticipate MRO will raise in the order of A$70m for a post-money valuation of 
approximately A$115m. 

We like MRO because it is buying assets at depressed prices 
(acquiring mostly from administrators or bad-banks) and is 
re-positioning from wine to dried fruit to benefit from the strong 
global trends towards healthy food and food security.  

Organic food demand is booming 

 
SOURCES: ORGANIC MONITOR 
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Freedom Foods Group (FNP) – Rory Macleod (Managing Director) 

FNP is all about making food better. It is benefiting from the demand for 
allergen free foods, almond milk and other UHT beverages and healthy eating 
trends. Rory said that there is a health and wellness revolution. Low cost 
automation and product innovation are at the heart of FNP's strategy. Quality, 
safety and efficiency are key to being successful in the FMCG industry. Having a 
paddock to plate strategy is critical however it doesn't mean that FNP has to 
own the farm, but it must closely align itself with farmers.  

Rory noted that the retailers in Australia are increasingly getting behind 
Australian made. The falling AUD has made Australian manufacturers more 
competitive.  

‘Where does my food come from’ is critical in Asia. The China FTA is a medium 
to longer term opportunity for Australia.  

FNP has many growth opportunities on the go from new low cost 
manufacturing, new products (across cereals and nutritional snack bars and 
aseptic UHT beverages) and new supply arrangements in Australia, the US and 
Asia.  

Sales of FNP's Australia's Own Organic and Blue Diamond brands are booming. 
In UHT, during 2017, FNP will launch a new format for food such as high 
inclusion meals, soups, vegetables and fruit. FNP needs a bigger factory to 
produce these products. Therefore, it is developing the Ingleby site which 
should be up and running during the middle of 2016. Ingleby will substantially 
reduce FNP's COGS and increase its volumes. FNP expects that in the future, it 
will move from carton to plastic based UHT formats.  

Pactum Dairy Group (dairy UHT operations) will be consolidated in FY16. It is 
already tracking ahead of its three year plan. FNP is considering expanding this 
recently built operation. It has signed impressive distribution and partnership 
relationships with major Chinese companies such as Bright Dairy, New Hope 
Dairy, Shenzhen JLL, to name a few. Earlier in the year, FNP successfully 
launched Australia's Own Kid's Milk in China. FNP wants to achieve a 10% 
market share in this category over the medium to longer term.  

Rory talked highly of a2 Milk Company in which FNP has a 17.8% shareholding. 
To fund its growth ambitions, FNP is likely to realise its investment at some 
point and/or consider an entitlement offer.  

Due to investment in its people, brands and new products, as well as some 
commissioning issues with its new bar line (timing issue), FNP is likely to 
report a ‘flattish’/down result in FY15. However it is important to note that its 
investment pipeline will underpin strong earnings growth from FY16 for many 
years to come.  

We are very positive on FNP's medium to longer term growth profile. 
However, given the lack of earnings growth in FY15 and FNP's large 
PE, we maintain a Hold recommendation. 
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Bellamy’s Australia (BAL) - Laura McBain (CEO and Managing 
Director) 

Unlike its competitors, BAL offers a complete range of organic infant formula 
and food from birth. 

Bellamy's Organic is one of the fastest growing brands in the supermarkets and 
operates in the fastest growing category (baby food and organic). It has over 
14% market share in Australia (up from 10% at the IPO). 

BAL operates a capital light model in that it doesn't own any manufacturing 
capability.  

BAL has a strong focus on digital marketing given it is more effective and 
economical. It operates both Australian and Chinese websites and Facebook 
pages. BAL recently launched a Facebook campaign which cost only A$20,000 
and it reached 14m people, which demonstrates the power of its brand.  

BAL has a strong focus on new product development and packaging innovation. 

Management stressed that the company still a huge amount of growth left in 
Australia. It will shortly begin selling in SA and WA. There is also the 
opportunity to win other large pharmacy chains. New products will be launched 
shortly. There is the opportunity to leverage the company's strong brand name 
beyond the baby and infant category. There is huge growth potential in Asia 
and down the track, BAL will look to expand in the US and the EU. Following 
the 2008 Melamine Scandal in China, the Chinese people switched from buying 
infant formula from local producers to offshore reputable companies. This 
trend is also prevalent across South East Asia. They are also ‘trading up’ to the 
ultra-premium infant formula category which is the space BAL occupies. In 
May 2015, BAL will commence selling directly to retailers in Hong Kong. It has 
already had great success dealing direct in Singapore. BAL is also currently 
evaluating potential business partners in The Philippines and Indonesia. 

First priority will always be selling infant formula as opposed to baby food 
given it sells for more (A$24 vs A$2).  

Morgans recently initiated coverage on BAL with a Buy 
recommendation and A$3.85 price target. BAL is an incredible story. 
It trades on a high PE but has huge growth ahead of it. 

Bellamy’s product range  

 
   SOURCES: BELLAMY’S AUSTRLIA 
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TOWNSVILLE (07) 4725 5787 SOUTH YARRA (03) 9098 8511 
YEPPOON (07) 4939 3021 TRARALGON (03) 5176 6055 
  WARRNAMBOOL (03) 5559 1500 
NEW SOUTH WALES    
SYDNEY (02) 8215 5055 WESTERN AUSTRALIA  
ARMIDALE (02) 6770 3300 PERTH (08) 6462 1999 
BALLINA (02) 6686 4144   
BALMAIN (02) 8755 3333 SOUTH AUSTRALIA  
CHATSWOOD (02) 8116 1700 ADELAIDE (08) 8464 5000 
COFFS HARBOUR (02) 6651 5700 NORWOOD (08) 8461 2800 
GOSFORD (02) 4325 0884   
HURSTVILLE (02) 9570 5755 NORTHERN TERRITORY  
MERIMBULA (02) 6495 2869 DARWIN (08) 8981 9555 
NEUTRAL BAY (02) 8969 7500   
NEWCASTLE (02) 4926 4044 TASMANIA  
NEWPORT (02) 9998 4200 HOBART (03) 6236 9000 
ORANGE (02) 6361 9166   


