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• We met up with the company • Plans to expand Japan presence with Mitsubishi deal • Olam to focus on high-margin products, less on volume game ■ Background



The recently announced partnership between Olam and Mitsubishi (8058 JP, covered by Jiro Iokibe) comes at a time when Japan-based corporates are increasingly looking outside their home country for investments. As such, we met with Olam’s management to find out more about the partnership with Mitsubishi. ■ Highlights



On 28 August 2015, Olam announced that Mitsubishi is acquiring a 20% stake in it for SGD1.53bn. The deal structure involves Mitsubishi purchasing 333m new shares from Olam and 222m in existing shares from founding family shareholders. The purchase price was SGD 2.75/share, a substantial 44% premium over the last traded price prior to the announcement. We understand from the company that Mitsubishi will be given 2 board seats and will also contribute 3



3 Sep price (SGD): 2.030



members to Olam’s management team. The transaction is expected to close by end-September 2015. The deal appears to be motivated by Olam’s desire to raise financing to drive its investment strategy and due to the synergies involved. Mitsubishi already has an existing relationship with Olam as it bought 80% of Olam’s Australian grain business for USD64m in 2014. According to our Japan analyst, Jiro Iokibe, Mitsubishi expects the tie-up to bring about synergistic effects of JPY5-10bn in 5 years. Olam’s management, however, refrained from directly commenting on this aspect, but suggested that possible areas of synergies include: 1) leveraging both parties’ distribution network in Japan (Mitsubishi) and ex-Japan (Olam) and 2) technology transfer (Mitsubishi’s rice farm yields are 3x Olam’s farms in Africa). Apart from the Mitsubishi transaction, we also discussed the impact of the global economic cycle, volatility in the currency markets, and potential increases in interest rates on Olam’s businesses. The company said that demand for its food portfolio (about 80% of 2014 sales) is relatively resilient, though the industrial segment is slightly more sensitive to the global economic cycle. It also said that Nigeria, Ghana and Mozambique are key markets where forex fluctuations pose some risks and that depreciating local currencies don’t pose a significant risk in sourceexport market segments, unlike the import-local distribution market segments. At the moment, forex risks are manageable as around 80% of Olam’s net product volume is



contributed by source-export markets. In addition, management also said that the impact of rising interest rates on its working capital position is minor as costs are passed through to its customers. Over 2011-14, Olam’s sales volume rose at a 20.7% CAGR, while net profit (excluding exceptional items) fell by 4.5%. Management indicated that this is because of costs arising from the gestation period associated with the investments made over this period. Some of these investments (such as palm oil) will begin contributing to sales from 2016. In addition, Olam also reaffirmed an EBITDA to invested capital margin target of 10-18% (from 6-13% currently). Moving forward, the company said it will look to de-emphasise its trading of high volume but low-margin, products such as grain and sugar, and improve profitability by focusing on the up-/mid-stream segment such as wheat milling, which can offer up to 10-15x EBITDA margins vs. trading. ■ Valuation



Olam is trading at a 2015E PER of 14.4x and PBR of 1.1x based on the Bloomberg consensus. Share price performance (%)
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 2014 sales breakdown by geography



 2014 sales breakdown by business Commodity financial services 0.0%



Americas 16.9%



Edible nuts, spices and beans 17.8%



Food staples and packaged foods 37.4%



Asia & Middle East 41.4% Europe 20.4%
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Africa 21.3% Source: Company
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