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United Malt Group (UMG)

On the dark waters

Another downgrade
Major takeaways from UMG’s recent trading update are:

FY22e EBITDA Guidance: FY22e EBITDA guidance has been downgraded from
$115-140m to $100-108m on a pre-SaaS basis (costs estimated at $13m). The main
drivers of the downgrade are in the processing division with continued margin pressure
from higher barley prices and continued delays in customer shipments.

FY23e EBITDA Guidance: Initial FY23e EBITDA guidance of $140-160m has been
provided, this is below our previous range of expectations of $150-180m. 1H23e
EBITDA pre-Saas is forecast at $58-66m (1H21 $57.3m), with 2H23e EBITDA pre-
Saas forecast at $82-94m.

Balance sheet: FY22e Net debt /EBITDA is expected to temporarily exceed UMG’s
2.0-2.5x target. UMG does not anticipate the need to raise equity.

Earnings drivers: Our analysis of export data continues to demonstrate a recovery in
malt trade flows from the largest producing regions and a general bottoming in implied
malt-barley premiums. These are precursors to a recovery in earnings in our view.
Energy futures while higher in FY23e, are materially lower in FY24e.

We have updated our assumptions around energy cost inflation, North American
export volumes and processing margins. The net impact is NPAT downgrades of -78%
in FY22e, -33% in FY23e and -9% in FY24e. We have also narrowed our target FY24e
target EBITDA range from $170-210m to $160-190m in our EVA model resulting in our
target price falling to $3.85ps (prev. $4.55ps).

Investment view: Buy rating unchanged

The central issue in UMG is whether there has been a structural erosion in processing
margins over the past 18 months or whether the FY22-23e results are simply a
reflection of malt pricing failing to keep up with a +20-30% YOY movement in regional
barley prices at a time of energy cost inflation and supply chain issues (North
American export volumes down ~20% YOY in 3Q22). We see the majority of the
issues as cyclical in nature and as such our Buy rating remains unchanged.

Earnings Forecast

Year end September 2021 2022e 2023e 2024e
360 Sales (A$m) 1,235.0 1,414.0 1,466.7 1,369.4
550 EBITDA (A$m) 123.3 88.3 139.2 171.2
54.0 kﬁ" NPAT (reported) (A$m) 13.8 6.5 35.6 59.0
NPAT (adjusted) (A$m) 34.0 6.5 35.6 59.0
330 ' EPS (adjusted) (cps) 11.4 22 11.9 19.7
$2.0 EPS growth (%) (40.8) (81.0) 449.2 66.0
$1.0 PER (x) 25.1 131.7 24.0 14.4
FCF Yield (%) 25 (13.5) 3.9 10.2
50.0 : : : .
Aug 20 Feb 21 Aug21 Feb 22 Aug22 EVIEBITDA (9 104 145 92 &
Dividend (¢ps) 55 15 5.5 9.5
——UMG =—=S5&F 300Rebased Yield (%) 1.9 05 1.9 33
Franking (%)
ROE (%) 3.2 0.6 33 5.3
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UMG market indicators

Figure 1 - Monthly malt-barley premiums (A$/t)

Monthly Malt-barley spread by region (AS$/t)
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Figure 2 - R3M malt-barley premiums (A$/t)

R3M Malt-barley spread by region (AS$/t)
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Figure 3 — Mthly malt export volumes (
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Figure 4 - R12M malt export volumes (000t) — largest suppliers
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Figure 5 - US beer shipments

US Beer production vs removals (L)

SOURCE: BASED ON REGIONAL EXPORT DATA

Figure 6 - US beer production volumes - major producers
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United Malt Group

COMPANY BACKGROUND

UMG is the fourth largest commercial maltster globally, with approximately 1.25Mtpa of
capacity and ~95% average utilisation across 13 processing plants in Canada, United
States of America (US), Australia and the United Kingdom (UK). UMG also operates an
international distribution business, which provides a full service offering for craft brewers
and distillers, including malt, hops, yeast, adjuncts and related products. UMG generates
earnings along the supply chain, from barley procurement, malt processing and the sale
and distribution of value added brewer supplies.

TARGET PRICE

Our $3.85ps target price for UMG is based on our EVA based approach which utilises the
following assumptions: (1) a pre-tax WACC of 9.1%; (2) a capital turn predicated on SIB
capex of $35m; (3) a normalised post-CVOID cash ROIC of 6.9-9.2%. Utilising the above
this derives an EV/EBITDA multiple of ~9x EBITDA.

RISKS
Risks of an investment in UMG include but are not limited to:

COVID-19: The substantial impact of COVID-19 on the global and domestic economies
together with the Saudi Arabia-Russia oil price war is creating enormous volatility and
uncertainty in global share markets. The forecasts in the report may be subjected to
significant changes if this situation continues for an extended period of time.

A decline in beer consumption: UMG primarily supplies to, and services, brewing
customers. Beer consumption (both mainstream and craft) may be affected by changing
consumer preferences, for example demand for beverage premiumisation and increasing
health awareness. A decline in beer consumption has the potential to have a significant
effect on UMG'’s future financial performance. In addition, there is the risk that global
brewers become increasingly self-sufficient for malt, which would further impact UMG’s
financial performance.

A change in the amount of malt used in beer production: UMG primarily supplies to
brewing customers. The amount of malt used in beer production varies considerably by
brewery, region and style of beer produced. A range of factors may reduce the amount of
malt used in beer production, including changing consumer preferences, increased
production yields and efficiency and increased substitution of malt with lower cost,
unmalted grains or other products.

Supply chain disruptions: UMG is dependent on the supply of quality barley and malt to
meet the expectations of its customers. The supply of barley and malt could be disrupted
by many factors, including the failure by UMG to develop and maintain effective supplier
relationships, climate events or natural disasters, quality management issues in UMG’s
supply chain, and transport or shipping delay/issues, which may adversely impact UMG'’s
financial performance.

Customer risk: UMG enters into agreements with customers and suppliers which support
UMG’s current operating model and investment horizon. There is a risk that: (a) customers
do not renew their agreements with UMG; and (b) when UMG’s current supply agreements
expire, UMG is unable to renew those agreements on similar or more favourable
commercial terms, which could negatively impact UMG’s financial and operational
performance

UMG is vulnerable to increases in barley prices: UMG has operations that are directly
exposed to volatility in barley prices, which has the potential to impact its operations and
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margins. It is UMG’s policy to manage the impact of volatility in barley prices and
effectively secure conversion margins by entering into fixed price barley supply
agreements shortly after contracting malt sales. UMG’s contracts with most customers are
structured such that the cost of barley is effectively passed through to those customers.
Further, UMG has extensive experience in grain trading, enabling it to purchase barley at
optimal prices through the cycle.

Agricultural risks: Barley growing and procurement are subject to a variety of agricultural
factors beyond UMG’s control, such as disease, pests, rainfall, and extreme weather
conditions. To the extent that any of these factors impact the quality and quantity of barley
available to UMG for malting, its operations could be adversely affected. UMG seeks to
mitigate this risk by maintaining a diversified network of growers and leveraging its strong
supplier relationships, allowing it to import barley when necessary.

Foreign exchange risk: through its international operations and exports, is exposed to the
effect of foreign exchange rate fluctuations. Movements in exchange rates has both
transaction and translation consequences which may impact UMG’s earnings. UMG seeks
to minimise these risks with hedge instruments for contracts in currencies different to
functional currency, however there is a risk that these hedging arrangements do not
adequately protect UMG from being adversely impacted by foreign exchange rate
fluctuations

Execution risk: UMG may fail to implement or achieve its strategic objectives due to a
range of factors, including management not prioritising delivery of the key pillars of the
strategy, changes to the competitive environment that result in a change to the underlying
assumptions of the strategy, poor cost management, loss of key management personnel,
failure to effectively execute a project, or adverse economic shocks and uncertainty.

A failure by UMG to execute its strategy may result in a failure to maintain or increase
operating margins and market share. As part of its strategy, UMG may undertake
acquisitions or divestments from time to time, acquire or develop new malting plants or
invest capital in new projects or initiatives. While UMG is focussed on maintaining
discipline in its capital expenditure, such actions could result in a variability of earnings
over time, may give rise to liabilities or may distract management from business as usual
operations, which could potentially adversely affect UMG’s financial performance.
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Table 1 - Financial summary

Sept year end PF7  PF18 PF19 2020 2021 20222 2023  2024e |Share price (§) 2.85

Taepe 5
Processing 8394 8784 10014 9894 9381 10386 10853 10199 [Ratng Buy
Distribuion 2625 3065 3498 389 301 4174 4240 3886 |Diluted issued capital (m) 299.2)
Intersegmnet (275 (35 (47 (292 (B2 (4200 (426)  (39.1) |Marketcap (Sm) 852.7
Sales revenue 10744 11524 13165 12891 12350 14140 1466.7 1369.4 |Enetrprise value ($m) 1280.0)
... Change 3%  142%  (21%) (42%) 145%  37% (6.6%) |FreeFloat 91%
Processing 197 1267 1367 1260 89.5 474 981 187

Distribuion 326 352 3838 %6 408 499 54.1 505  Sept year end PF17  PF18  PF19 2020 2021 202 2023¢  2024e
Corporate (6.5) (6.5) (6.5) (4.5) (7.0) (9.0) 8.0) 8.0) NEMEILETS

EBITDA 1458 1554 1690 1561 1233 883 1392 112 EPS(¢ps) 20 308 312 192 114 22 119 19.7
EBITDA (pre-Saas) 1458 1554 1690 1561 1288 1013 1452 1712 Change (%) 3B4%  14% (385%) (40.8%) (81.0%) 4492%  66.0%
Deprec. & amort. (478 (%55  (523) (641) (60.6) (645 (708  (70.8) PE(x) 124 93 91 149 %1 1317 2.0 14.4
EBIT 9.0 99 1167 920 62.7 28 684 1004 EV/EBITDA (x) 8.78 8.24 751 820 1038 1450 9.20 748
Interest expense mn (1 @7 (148 (98 (10.3) (133  (11.8) EVIEBIT(x) 1306 1281 1097 1391 2041 5381 1872 1275
Pre-tax profit 8.3 882  107.0 774 59 135 55.1 88.6

Tax expense @i (100 @7 (200 (189 (7)) (195  (296) NTA ($ps) 0.24 2.3 243 246 252 262
.. laxrate 1%  1M3%  59% 258% 3BT% 522% B4% 334% PINTA(x) 12.08 1.3 117 1.16 113 1.09
Minorites - - - - - - - - Book Value ($ps) 1.63 345 356 359 365 375
Net Profit 58.6 782 793 574 34.0 6.5 35.6 50.0  Price/Book (x) 1.75 083 0.80 0.79 0.78 0.76
Abs. & extras. - - - (345 (202 - - -

Reported Profit 58.6 782 793 29 138 6.5 35.6 5.0 DPS(¢) 39 55 15 55 95

Payout (%) 20% 48% 69% 46% 48%

Vel ) om0 9 A%
EBITDA 1458 1554 1690 15861 1233 883 1392 1712 Franking (%) 0% 0% 0% 0% 0%
Tax Paid (105 (168 (19.3) (135 (185 (130) (133)  (246)

Net Interest Expense (11.7) an M4 (M9 (109 (100 (118 (125 [LEEENELETS

Change in Wkg Capital 312 149 (603 (161) 296 EBITDA/sales (%) 136% 135% 128% 121%  100%  62%  95% 125%
Other (850 337 50 - - EBITA/sales (%) 91%  87% 89% 71%  51%  17%  4T%  1.3%
Operating Cash Flow 1233 50.8 90.5 89 1425 10.0 9.1 1638  OCF Realisation (%) 116% 38% 6%% 68%  151% 14% 2% 126%
Capex (920) (338 @7y (595 (103.3) (1100)  (60.0) (60.0) FCF Realisation (%) 4% 63% (1776%) %%  148%
Div Paid - (177 (150 45 (165 ROE (%) 192%  56% 32%  06% 33%  53%
Free Cash Flow 234 215 (11500 336 871.3  ROIC (%) 9%  74%  50% 17%  48%  7.3%
Acquisitions - - - - - Aseet Tum (years) 323 244 2.03 137 197 242
Disposals - - Capex/Depn (x) 091 0.93 1.70 171 0.85 0.85
Share Issues 166.9 - - - - Interest cover (x) 12.03 6.30 6.40 2.32 515 8.52
Other 4748 (61.1) 33 0.1 0.0  NetDebt/EBITDA (x) 5.06 1.23 1.87 3% 221 1.33
(Inc.) /dec. in net debt 6651  (30.6) (1183 337 87.3  Netdebtlequity (%) 207% 19% 2% 3% 29% 2%
Cash & near cash 1814 2621 2868 2199 243 1913

Receivables 455 2454 2060 2404 2493 2328

Inventories U719 M85 M40 359 4107 3834

Other 170 96 15.5 207 207 207

Current assets 7918 8356 853 8768 9050 8283

Fixed assets 6098 6208 6796 7466 7476 7489

Intangibles 3637 76 W9 39 /9 ]I

Other 800 9280 12270 13310 13426 13212

Non current assets 9.5 10512 11402 12176 1,2198 1,2189

Total assets 1,763.3 1,886.8 19925 20944 21248 2,047.2

Creditors 1707 1784 1794 2054 2131 1989

Borrowings 7766 1073 1682 2290 1998 795

Other 19.0 309 20 479 810  107.3

Current liabilities 9663 3166 3766 4824 4938 3857

Borrowings 200 3461 3495 3400 3400 3400

Other 1233 1928 2006 1983 1983 1983

Non current liabilities 3833 5389 5501 5383 5383 5383

Total liabilities 1,3496 8555 9267 1,007 10321 9240

Net assets 437 10313 1,0658 10738 1,0026 1,1232

Slholders' funds 437 10313 1,658 10738 1,0926 11232

Net Debt 8552 1913 2309 492 3155 2281

SOURCE: BELL POTTER SECURITIES ESTIMATES
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This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party,
without the prior written approval of Bell Potter Securities Limited.

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security.
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any
registered prospectus.

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been
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While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is
complete or accurate.

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.

All opinions, projections and estimates constitute the judgement of the Author as of the Date of the Research Report and these, plus any
other information contained in the Research Report, are subject to change without notice. Prices and availability of financial instruments
also are subject to change without notice.

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is
not used in the preparation of the Research Report.
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