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Fraser & Neave Holdings (FNH MK)
Weathering The Perfect Storm

Highlights

Despite recently challenging times, F&N appears to have weathered the
worst of its headwinds as earnings are set to improve going into FY27.

AgriValley losses are set to narrow as F&N ramps up production, although
contributions may be further out as short-term focus remains on the
optimisation of its production vs expansion.

Softness in Cambodia stemming from the border conflict is also set to
improve as F&N scales up both its exports from Malaysia as well as the local
manufacturing plant.

Maintain BUY with a lower target price of RM36.00 as we shift dairy
contribtutions slightly further out. Nonetheless, F&N’s current bargain
valuations offer an attractive entry point.

Analysis

Relief as perfect storm relents. While Fraser & Neave Holdings (F&N)
continues to face challenging times, improving operational indices signal
better times ahead. Losses from the dairy segment appear to have bottomed
out and while Cambodia continues to be challenging following the Cambodia-
Thailand border conflict, increasing exports from Malaysia and steady
progress on the local manufacturing plant indicate that the worst of times
may be behind them.

Dairy yields improving... Yields for F&N’s dairy segment have improved to
~30 litres/cow/day (from ~25 litres in 3QFY26) as the group continues to
develop its dairy farms. Currently, the stable of milking cows remains steady
at over 3,000 with F&N’s target of 10,000 cows by 2029 remaining largely
intact. The initial batch of milking cows have also begun yielding again, with
production expected to improve in subsequent lactations (see overleaf table
for details). We also note that market share for F&N’s ultra-high temperature
(UHT) milk has improved from 1-2% previously to 5-6%. We understand that
F&N'’s focus for now remains on growing the UHT market vs competing
aggressively for market share, and we expect F&N to eventually diversify into
higher-value products (chilled milk, yoghurt, etc) once its UHT segment
begins to deliver.

Key Financials

Year to 30 Sep (RMm) 2024 2025 2026F 2027F 2028F
Net turnover 5245.6 5196.6 4928.4 5274.4 5435.7
EBITDA 900.5 1859.2 1709.0 1932.3 1975.2
Operating profit 846.7 896.6 805.9 965.8 979.2
Net profit (rep./act.) 542.8 508.5 4273 502.4 565.6
Net profit (adj.) 543.7 517.3 4273 502.4 565.6
EPS (sen) 162.6 401.1 362.7 416.3 430.0
PE (x) 15.6 16.4 19.8 16.9 15.0
P/B (x) 24 22 2.1 1.9 1.8
EV/EBITDA (x) 9.6 9.2 10.4 85 82
Dividend yield (%) 22 23 1.9 22 25
Net margin (%) 10.4 10.0 8.7 9.5 10.4
Net debt/(cash) to equity (%) -12.0 -0.9 -34 1.6 -13.0
Interest cover (x) 233 254 25.0 36.1 61.6
ROE (%) 15.7 13.3 10.5 1.6 12.2
Consensus net profit n.a n.a 467 572 655
UOBKH/Consensus (x) n.a n.a 0.92 0.88 0.86

Source: 1JM, Bloomberg, UOB Kay Hian
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Share Price RM23.12
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Company Description

Leading beverage player which is principally involved in the
manufacture, sale and marketing of soft drinks, dairies, and
non-carbonated drinks.
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e ...but expansion timeline may be extended. We understand that F&N’s
focus for its dairy segment remains on optimisation at this time. The group is
currently looking to maximise yields from its existing farms, with short-term
expansion potentially being sidelined in favour of building its team’s
expertise. While its medium-to-long term targets remain intact, we believe
any additional scaling-up may be delayed until after F&N has sufficiently
developed its farms’ operations, following which it may begin to import heifers
more aggressively.

e Cambodia sentiment remains solid. While the Cambodia-Thailand conflict
continues to weigh heavily on F&N’s Thailand exports, on-the-ground
sentiment remains resilient in Cambodia. Recall that F&N began exporting
key brands (eg Bear Brand) from Malaysia following the escalation of the
conflict. We understand that despite the brands being identical, pushback
against the Malaysian products has been marginal. Consumers’ disdain
appears largely focused on Thai imports vs the brands themselves and the
Malaysian exported products appear to be steadily gaining traction.
Otherwise, domestic demand in Thailand also appears robust with sales in
3QFY26 continuing to post steady growth.

e Scaling up operations in return. Following the shift out of Thailand, F&N is
looking to expand its production capacity in response to the increased
pressure on its existing plants. Domestically, the Cambodia plant continues
to make steady progress towards localising production of key products, with
the group expected to launch a new brand in the coming months. We also
understand that F&N is weighing an expansion to its Pulau Indah plant to
support the exports from Malaysia. However, while demand in Cambodia for
the exported product remains solid, we note that margins are narrower given
the logistics costs.

Valuation/Recommendation

e Maintain BUY with a lower target price of RM36.00. \While FY26 continues
to be challenging, the outlook for FY27 and beyond appears to be improving.
Depressed valuations following the recent selldown also present an attractive
entry point, with the group trading near -2.0SD to mean based on 2027F PE.

e Our target price is based on DCF implying 25.5x 2027F PE, which is slightly
above its seven-year mean of 24.6x.

Earnings Revision/Risk

e We trim our FY27/FY28 earnings by 10%/4% respectively as we shift the
dairy earnings contribution further out.

e We estimate the earnings drag from the dairy gestation and Cambodia
boycott to be roughly RM120m-130m annually. Key inflection points include
the dairy break-even (estimated at double current production) and further
progress in rebuilding the product offerings in Cambodia.

Environmental, Social, Governance (ESG) Updates
Environmental

e Emissions management: Reduced solid waste intensity ratio by 62% from
2017.

Social

e Wellbeing: Lowered the amount of sugar contained per ml in all its beverages
by 59% since 2004.

e Diversity & inclusion: Fosters a diverse and inclusive work environment,
ensuring that all patients and employees are treated with respect and dignity.
Governance

e Board balance and composition: Six board members are independent
directors, amounting to 55% of the board members.
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Key Assumptions
2026F  2027F  2028F

Sales (RMm) 4928 5274 5436
Malaysia — ex dairy (% yoy) -2.5 0.0 0.0
Dairy (% yoy) n/a 155 25
Dairies Thailand (% yoy) -16.0 5.0 3.0
EBIT 806 966 979
Margin (%) 12.9 14.5 14.2

Source: UOB Kay Hian

Typical Holstein Lactation Curves
and Measure of Lactation
Persistency

Mk Yield (kg)

5 35 3 85 15 155 185 215 M5 W5 A
Daysin Milk (DIM]

Source: Lactanet
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Profit & Loss

Balance Sheet
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Year to 30 Sep (RMm) 2025 2026F 2027F 2028F Year to 30 Sep (RMm) 2025 2026F 2027F 2028F
Net turnover 5197 4928 5274 5436 Fired assels 2,221 2,449 2475 2,491
EBITDA 1859 1709 1932 1975 Otner LT assets 1,034 1,023 1,010 998
Deprec. & amort. 137 191 172 199 Gash/ST investment 626 630 625 647
EBIT 897 806 966 979 Other current assets 1733 1614 1,716 1,779
Associate contributions 0 0 0 0 Total assets 5614 5715 5.827 5915
Net interest income/(expense) 15 18 12 - ST debt 254 204 104 4
Pre-tax profit 7l 616 6o 783 Other current liabilties 919 896 942 981
Tax -216 -183 -188 -181 LT debt 338 288 188 38
Minoriies 6 6 6 6 Other LT liabiltes 224 224 224 224
Net profit °08 e 502 566 Sharenolders' equiy 3863 4094 4364 4669
Net profit (adj.) o1 42 502 566 Minority interest 16 10 4 3
Total liabilities & equity 5614 5715 5821 5,915
Cash Flow Key Metric
Year to 30 Sep (RMm) 2025 2026F 2027F 2028F Year to 30 Sep (%) 2025 2026F 2027F 2028F
Operating 733 604 683 640 Profitability
Pre-tax profit 731 616 697 753 EpiTDAmargn 17.3 16.4 183 18.0
Tax -216 -183 -188 -181 Pre-tax margin 14.2 12.5 13.2 13.8
Deprec. & amort. 137 151 172 199 Netmargin 10.0 87 95 104
Working capital changes 1 147 % 55 ROA 92 75 8.7 9.6
Other operating cashflows 70 167 93 76 RoE 13.3 10.5 116 122
Investing -254 717 382 213 Growth
Capex (growth) -258 737 -400 25 imover 09 52 7.0 31
Investments 0 0 0 0 EpToA 5.9 -10.1 19.8 14
Proceeds from sale of assets 0 0 0 0 Pre-tax profit 6.0 -16.7 13.1 8.0
Others 4 20 18 12 Netprof 63 -16.0 176 126
Financing -365 -405 -297 432 Netprofit (ac) 4.9 74 176 126
Dividend payments -234 231 -197 282 gpg -4.9 A74 176 126
Issue of shares 0 1 2 3 Leverage
Loan repayment 0 i 100 200 Debt to total capital 105 86 50 0.7
Others/interest paid 71 59 0 0 Debt to equity 153 120 6.7 0.9
Net cash inflow (outflow) 14 s 4 ® Net debt/(cash) to equity 09 o4 7.6 -13.0
Beginning cash & cash equivalent 1052 1135 626 630 Interest cover 254 250 36.1 616
Changes due to forex impact -10 8 0 0
1135 626 630 625

Ending cash & cash equivalent
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IMPORTANT NOTICE - DISCLOSURES AND DISCLAIMERS

This report is provided subject to various disclosures and disclaimers (the "Disclosures / Disclaimers") which form an integral part of this report and are
available at this link or by scanning the QR code below:

The Disclosures / Disclaimers contain important information, including without limitation, (a) exclusions of liability, (b) confidentiality obligations, (c) restrictions
on publication, circulation, reproduction, distribution and use of the report, (d) potential conflicts of interest, and (e) disclosures and requirements specific to
recipients in the United States and other applicable jurisdictions.

Specifically, this report is intended for general circulation and informational purposes only and does not take into account the specific investment objectives,
financial situation, or particular needs of any individual person. It is not intended to constitute personal investment advice or a recommendation to buy or sell
any investment product or security. You should independently evaluate the information and, where necessary, seek advice from a qualified financial adviser
regarding the suitability of any investment, taking into account your specific objectives, financial situation and needs, before making any investment decision.
Analyst certifications required under applicable regulations, including SEC Regulation AC (where relevant), are included in this report.

Recipients of this report must carefully read, review and understand the full Disclosures / Disclaimers before using or relying on any information in this report.
By accessing, receiving or using this report, you acknowledge and confirm that you have read, understood, accepted and agreed to be bound by the
Disclosures / Disclaimers (as may be amended or updated from time to time) in full."
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