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DEL MONTE PACIFIC LIMITED (DELM SP)

Looking For Operational Improvements

WHAT'S NEW

e We downgrade Del Monte Pacific Limited (DMPL) to a HOLD based on its valuation.
After the strong share price performance in March, we think there is limited upside for
the stock in the short term. However, we are still positive on the long-term
transformation of the company and think that there is potential upside to our target
price if the company successfully turns around the US business. We recommend
investors to accumulate the stock if it pulls back after its 4QFY15 results. Suggested
entry price: S$0.38.

INVESTMENT HIGHLIGHTS

e Update on deleveraging. We had a conference call with the company to check on the
progress of their debt reduction initiatives. They confirmed that plans to issue
US$350m of perpetual securities is progressing well and is likely to be completed in
the next few months. To recap, DMPL successfully completed the issuance of
additional equity in March and this round of perpetuals will pay down its leveraged
buyout (LBO) bridging loans further. However, we are still uncertain if these securities
will be classified as debt or equity on DMPL'’s balance sheet and whether its dividends
will be considered as interest bearing. Nonetheless, with an interest plus dividend
cover of 2x, the company is likely to generate sufficient cash flow to pay off the yearly
cost of its debt.

Watch the operating margins. The longer term growth story remains in
management’s ability to turnaround its US subsidiary, Del Monte Foods Inc (DMFI). By
reinstating trade spending, establishing new tie-ups with retailers, revamping its pricing
strategy, reverting to familiar brand designs, and cutting costs through outsourcing, we
think these strategies will boost revenue and improve margins in the coming quarters.
We advise investors to look beyond the headline figures in 4QFY15 (which are likely to
be weak) and concentrate on the likely improvement in EBIT margins.

OUR VIEW

o Still trading at a discount. Despite the run-up in the share price, the stock is still
trading at an estimated FY16 PE of only 16-17x, more than 20% below its
comparables. In our opinion, the company’s high debt levels justifies a slight discount
to its peers. However, upon better visibility on the operational turnaround of DMFI, we
think that the market may re-rate Del Monte to its historical valuation of above 20x PE.
We recommend to buy on weakness with an entry price of S$0.38.

KEY FINANCIALS

Year to 31 Apr (US$m) Fy12* FY13* FY15F FY16F FY17F
Net turnover 459.7 492.2 2181.2 24400 26413
EBITDA 69.7 47.5 116.2 205.4 228.8
Operating profit 49.7 27.5 56.2 145.4 168.8
Net profit (rep./act.) 315 15.8 (35.4) 455 68.0
Net profit (adj.) 315 15.8 9.6 45.5 68.0
EPS (cents) 25 1.2 (1.5) 21 3.1
PE (x) 115 46.9 - 16.2 11.0
P/B (x) 15 3.3 1.9 1.0 1.0
Dividend yield (%) 4.6 1.3 0.0 0.0 0.0
Net margin (%) 6.9 3.2 (1.6) 1.9 2.6
Net debt/(cash) to equity (%) 46.7 107.2 505.6 176.9 177.8
Interest cover (x) 17.9 8.6 1.1 2.2 2.4
ROE (%) 12.6 6.9 - 6.1 8.9

Note: Company changed financial year end to April after acquisition
*Year to 31 Dec
Source: Del Monte, Bloomberg, UOB Kay Hian
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HOLD

Share Price S$0.45
Target Price S%$0.46
Upside 1%

COMPANY DESCRIPTION

Del Monte Pacific Limited produces and
markets packaged vegetable and fruit,
beverage and culinary products. The Group
has the exclusive right to use the Del Monte
brand for packaged products in the USA, South
America, Philippines, the Indian subcontinent
and Myanmar, and the S&W brand for both
packaged and fresh products globally except
Australia and New Zealand.

GICS sector Consumer Staples
Bloomberg ticker: DELM SP
Shares issued (m): 1944.0
Market cap (S$m): 903.0
Market cap (US$m): 669.7
3-mth avg t'over (US$m): 14
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Recommendation Buy Sell Hold Valuation Ratios 5/12 5/13 5/14 5/15E
4/2/2014 50% 25% 25% P/E 15.0 20.4 39.0 -
Target Price 0.65 EV/EBIT 11.8 135 289 -
Upside 73% EV/EBITDA 8.9 10.2 16.7 106.6
P/S 1.0 14 1.3 0.3
Income Statement 12/13 12/14 4/14 4/15E P/B 1.8 2.2 2.7 1.5
Revenue 535 574 616 2,941 Div Yield 5.0% 3.0% 1.3% 2.1%
Gross Income 127 141 145 132
Operating Income 54 61 33 6 Profitability Ratios %
Pretax Income 40 51 22 (46) Gross Margin 23.9 24.5 235 4.5
Net Income Adjusted* 34 40 20 (60) EBITDA Margin 13.2 141 9.4 0.7
EPS Adjusted 0.02 0.03 0.01 (0.04) Operating Margin 10.0 10.7 5.4 0.2
Dividends Per Share 0.02 0.01 0.01 0.01 Profit Margin 6.5 7.0 3.3 (2.0)
Payout Ratio (%) 75 51 50 - Return on Assets 6.7 6.9 2.9 0.7
EBITDA 71 81 58 20 Return on Equity 121 13.2 6.7 (14.4)
Peer Comparison Ticker Price @ Market - PE----- e P/B----- Yield
23 Apr 15 Cap FY14 FY15F FY14 FY15F FY14
(US$m) (x) () ) x) (%)
Rfm Corporation RFM PM 5.09 402 20.1 154 n.a. na. 1.6
Pepsi-Cola Products PIP PM 4.1 342 18.6 16.6 19 17 1.2
Universal Robina Corp URC PM 219 10,788 413 34.2 8.5 7.7 15
General Mills Inc GIS US 56.21 33,506 194 19.9 4.6 5.6 2.9
Average 24.9 215 5.0 5.0 1.8
Del Monte Pacific Ltd DELM SP 0.445 642 na na. na 15 2.0
Price Earnings Ratio (3 years average) _ _
Price to Book Ratio (3 years average)
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. Del Monte Pacific (DELM SP, D03)

.~ To recap on our technical view on 6 Apr 15, the stock could be

- forming a potential bullish flag formation and a breakout is likely to
"~ have the stock test S$0.425 in trading sessions ahead. In recent

M’“’W‘nﬁwﬂm

™ and has since retraced. Expect the stock to consolidate at around

——== the 150-day SMA, during which it is likely to trade between S$0.40-

trading sessions, the stock had formed an intraday-high of S$0.48

0.50.
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Disclosures/Disclaimers

This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“UOBKH"), which is a holder of a capital markets services licence and
an exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not intended for distribution, publication to or use by
any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the
distribution, publication or use of this report would be contrary to applicable law or would subject UOBKH and its connected persons (as
defined in the Financial Advisers Act, Chapter 110 of Singapore) to any registration, licensing or other requirements within such
jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore in respect of any
matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an
accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the contents of the analyses or reports

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that

www.utrade.com.
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receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Analyst Certification/Regulation AC

As noted above, each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report
accurately reflect his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced
independently by him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will
not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to
any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKH's total revenues, a portion of
which are generated from UOBKH's business of dealing in securities.

Copyright 2015, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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