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Continued Growth and Promising 
Increase in Sales Volume  
Rare Foods Australia (RFA), previously known as Ocean Grown 
Abalone, is the largest sea-based producer of greenlip abalone in 
Australia. Given its multiple available growth options, we estimate 
that RFA will improve its share of the overall Australian abalone 
market to 16% by FY28 (from 2.1% now). By focusing on both the 
wholesale and high-margin retail markets, increasing 
international sales, and gaining scale, we expect RFA will 
progressively improve gross margin to the high 20%s by FY25 
(from 19% currently). 

2QFY22 Results Show Business in Good Shape 
• Harvest tracking well: H1FY22 harvest volume of 42.5 tonnes 

of abalone represented 56% of the total FY21 harvest volume.  
• Strong increase in sales volume: H1FY22 sales volume of 

37.9 tonnes increased by 9% on pcp.  
• Evidence of continued demand: H1FY22 sales plus the 

forward orders received for the remainder of FY22 account for 
80% of the total FY21 sales volume. 

• Pricing particularly strong: Price per kg received has 
increased on last year by 23%. 

• Costs under control: Cost of the juvenile purchases is locked 
in and fixed under the supply agreements. 

Strategy Builds Foundations for Growth and 
Higher Margins  
• RFA continues to de-risk the core business by improving 

ranching and processing systems to maximise biomass 
growth and yields. 

• Focus remains on reducing mortality rates (currently at 
60%), lifting product growth rates and collating data to 
redeploy underperforming ABITATs to develop a consistent 
approach.  

• R&D continues: A PhD-qualified R&D technician has been 
employed to support the continued development of scientific 
capabilities internally.  

• Premiumisation: Building out brands and loyalty will 
improve gross margins on price increases. 

• Esperance Project: Work continues on a JV for a new abalone 
site in nearby Esperance with potential to add 300T pa. 
Current labour and cost conditions are being reviewed, 
particularly with regards to WA in order to maximise value 
from this unique opportunity.  

Valuation: DCF of $0.35 
Our base-case 12-month forward DCF valuation is A$0.35. A conservative cross-check, taking out growth from the 
Esperance Project, implies a valuation of A$0.12. The key risks to our valuation include changes to plans for the 
Esperance Project and a deterioration of market conditions.

 
 
Rare Foods Australia (RFA) grows wild greenlip 
abalone through an aquaculture technique 
known as ‘sea ranching’. With this method, 
hatchery-bred juvenile abalone are placed in the 
ocean onto RFA-designed artificial reefs 
(‘ABITATs’) and left to nature to grow for 2–3 years 
until they reach a marketable size. The company 
has the competitive advantages of providing year-
round supply to meet market demand and a 
method that offers proven sustainability. 

 

Stock RFA.ASX 

Price A$0.072 

Market cap A$15m 

Valuation (per share) A$0.35 
 

Catalysts 

3QFY22 Esperance review completion 

4QFY22 Development of ‘The Ocean Pantry’ 

4QFY22 eCommerce platform to go live 
 

RFA share price (A$) 

 
Source: FactSet. 

Michael Youlden 
michael.youlden@mstaccess.com.au 
Michael Bentley, CFA 
michael.bentley@mstaccess.com.au 
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Exhibit 1 – Rare Foods Australia company summary (year-end 30 June) 

 

Source: RFA, MST Access estimates 
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Review of the Quarter – Moving in the Right Direction 

Harvest in Line with Expectations 
H1FY22 harvest volume of 42.5 tonnes of abalone represented 56% of the total FY21 harvest volume. The H1 volume is 
in line with targeted harvest volumes to maintain RFA’s biomass growth objectives.  

Strong Increase in Sales Volume 
H1FY22 sales volume of 37.9 tonnes increased by 9% on pcp. Market diversification continued with a maiden shipment 
to the USA and further work on retail offerings. 

Evidence of Continued Demand Growth  
H1FY22 sales plus the forward orders received for the remainder of FY22 account for 80% of the total FY21 sales volume. 

Pricing Particularly Strong 
Price per kg received has increased on last year by 23%. Higher demand (a strong pricing environment for premium 
produce and a further push into the retail market) has increased average pricing achieved by RFA. Retail pricing is 
particularly strong at approximately double that of bulk and as a result, RFA is focused on significantly increasing the 
proportion of sales to the high-end retail market.  

Costs Under Control  
The purchase of juveniles from supplier 888 Abalone is locked in and fixed under a 10-year supply agreement that 
extends until June 2024. Increases in bulk or retail pricing, or a greater proportion of RFA sales to retail, will directly 
lead to increased profits from the operational leverage within the business.  
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Strategy Builds Strong Foundation  

Improving Biomass and Yields – R&D Skills Upgraded 
RFA is working to improve its ranching and processing systems to reduce costs and promote the growth of the current 
biomass, with the key focus of improving mortality rates (currently 60%). For every two juveniles that are deployed, 
slightly less than one is harvested. Most mortality occurs in the first two weeks of deployment. RFA is conducting further 
analysis around the way wild feed could be introduced in the hatchery to condition juvenile abalone prior to release 
on the ranch as well as how to keep blocks proud on the seabed. The descriptive “proud” refers to keeping ABITATs 
lifted and repositioned on top of the sand, which can be aided with the use of air bags in areas where the sand on the 
seabed can be softer due to swells and currents. Data is being collated to redeploy underperforming ABITATs and 
develop consistency in approach.1 

RFA’s R&D work will continue to strengthen its unique position as a wild abalone producer. Barriers to entry remain 
high with RFA holding the only two leases in WA, which allow the placement of ABITATs and use of the ocean floor.  

RFA has employed an R&D technician (PhD qualified) to support the development of internal scientific capabilities and 
continue work with the fisheries research team at Western Australia’s Department of Primary Industries and Regional 
Development (DPIRD).  

Improving Margins and Seeking Growth Opportunities 
RFA has successfully rebranded from Ocean Grown Abalone to Rare Foods Australia, supporting its growth objectives 
to diversify and explore both land and ocean-based rare food opportunities. 

Premium offering – retail focus 

With retail pricing for RFA’s abalone at approximately twice the bulk rate, RFA has made significant progress with its 
‘Ocean Pantry’ retail and tourism offering, with an expected launch in Q4FY22.  The Ocean Pantry will showcase the 
unique world first ranching operation, provide a hub for regional collaboration and food education, and be the first 
direct retail channel to the Rare Foods Australia product range. The company is exploring further opportunities for the 
premium retail offering. 

Organic growth 

RFA is seeking to maximise the potential of the of its world-class processing facility by improving utilisation and 
building scale. The company is generating additional revenue through the provision of third-party processing and sales 
and marketing services. 

Other growth opportunities 

Preliminary discussions have commenced with potential product partners and RFA is evaluating other prospects.  

Esperance Project 

A significant growth option for RFA is through a current Heads of Agreement (HoA) with Yumbah Aquaculture Ltd for a 
new hatchery and farmed abalone site in nearby Esperance, WA. This could see an additional 300T pa net to RFA (50% 
interest), lowering the cost of juveniles and increasing margins through scale. Yumbah is a very credible partner, being 
the largest abalone aquaculture producer in Australia. We assume the cost of this project is $37m net to RFA, funded 
with both debt and equity.  

RFA has conducted a critical review and analysis of costs in the current COVID environment amid supply chain 
disruptions due to the strong demand for materials and resources, which are particularly evident in Western Australia. 
The Esperance Project is a unique opportunity for RFA, and the company remains on track to announce the outcomes 
of the review in Q3FY22. 

 
1 The word ABITAT has been trademarked by RFA and is a word play on the Abalone Habitats where the juveniles grow. 
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Financials: Current Operations Around Cash Neutral   
 
RFA’s net operating cash deficit for 2QFY22 was $76k. Operating cashflows for the quarter included $1.1m in customer 
receipts and $981k in research and development reimbursements with operating cash outflows of $1.75m and net 
Esperance Project study costs of $273k. 

RFA commenced the year with cash reserves of $2.71m and concluded 2QFY22 with $2.11m.  

Our current cash forecast for the end of FY22 is $2.2m. 

 

Valuation: Base-Case DCF Value of $0.35  

Our Base-Case DCF Implies Significant Upside 
Our valuation remains at $0.35, implying significant upside from the current share price. The value is weighted to the 
back end of our forecast given the capex required ahead of higher earnings from the potential Esperance Project.  

Key assumptions of our DCF 

• We assume that prices (and, in turn, COGS):  
- Average $51/kg in FY22, coming out of COVID  
- increase 5% pa over FY23–FY25 as RFA benefits from its premiumisation strategy 
- continue to grow 3% pa long term.  

• We assume that harvested volumes:  
- increase to hit the company’s target of 140T pa by FY25 
- increase beyond this with Esperance to 440T pa by FY28. 

• We assume that the business benefits from leverage at most cost lines (excluding employee costs rising 3–10% 
pa and corporate costs rising 2% pa). 

Further Potential Valuation Upside 
We see further upside potential to our valuation. Factors that could potentially further lift our valuation include: 

• Increased yield: achievable through lower mortality and higher productive growth rates  
• Higher pricing: our forecast of $51/kg may be conservative given current bulk pricing as well as RFA’s strategic 

move towards higher levels of retail sales 
• Higher sales volumes 
• Increased utilisation and increased revenue from in-house processing plant: not only for in-house–sourced 

aquaculture but also for externally sourced product from third parties  
• Potential acquisitions, diversification and/or JV agreements. 
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Risks to our Valuation 
• Changes to the Esperance Project: The Esperance Project makes up A$0.23 of our A$0.35 valuation. With its 

location in Western Australia, the project is subject to higher pressure from labour shortages and higher pricing 
than in the rest of Australia, which could increase capex and delay the commencement of production. Management 
is reviewing the project, with the results of that review due in 3QFY22. 

• Aquaculture-related operational risks: These include the risks associated with safety of abalone diving, disease, 
theft, environmental changes, predation and severe weather events.  

• Incorrect biomass assessment: Given the assessment of biomass is carried out every 6 months using a sample, 
there is a risk the asset base is over or understated. 

• Greenlip abalone prices and industry supply/demand dynamics: This can include additional unexpected supply 
domestically or offshore, through potential advanced technologies. It can include depressed demand from 
economic volatility or through government intervention with additional tariffs applied to the sector. 

• Tariffs: An increase in the Chinese trade tariff on abalone would lead to weaker sales and prices, as occurred with 
lobsters.  

• Forex risk with export abalone sold in US dollars.  
• Current concentration risk on both the supplier and vendor side, and associated risk of dependency. 
• Government relationships through lease and licence approvals. 
• Partner relationships: Expansion plans depend on an effective relationship with various partners, including 

Ocean King Fishing and Yumbah Aquaculture. 
• Key management risk: Key management could be a risk if they departed the business and took business 

relationships with them. 
• Funding: In order to successfully execute its growth plans, RFA will require external funding, including equity 

markets which are dependent on market conditions.  
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Disclaimers 
MST Access is a registered business name of MST Financial Services Pty 
Ltd (ACN 617 475 180 “MST Financial”) which is a limited liability 
company incorporated in Australia on 10 April 2017 and holds an 
Australian Financial Services Licence (Number: 500 557). This research 
is issued in Australia through MST Access which is the research division 
of MST Financial. The research and any access to it, is intended only for 
"wholesale clients" within the meaning of the Corporations Act 2001 of 
Australia. Any advice given by MST Access is general advice only and 
does not take into account your personal circumstances, needs or 
objectives. You should, before acting on this advice, consider the 
appropriateness of the advice, having regard to your objectives, 
financial situation and needs. If our advice relates to the acquisition, or 
possible acquisition, of a particular financial product you should read 
any relevant Product Disclosure Statement or like instrument. 

This report has been commissioned by Rare Foods Australia Ltd and 
prepared and issued by Michael Youlden and Michael Bentley of MST 
Access in consideration of a fee payable by Rare Foods Australia Ltd. 
MST Financial is a provider of investment banking and financial 
advisory services and, as such, may act in various roles including as 
provider of corporate finance, underwriter, referrer or adviser to the 
subject company and may receive fees and/or commissions for acting 
in those capacities. MST Access receives fees from the company 
referred to in this document, for research services and other financial 
services or advice we may provide to that company. The analyst has 
received assistance from the company in preparing this document. The 
company has provided the analyst with communication with senior 
management and information on the company and industry. As part of 
due diligence, the analyst has independently and critically reviewed the 
assistance and information provided by the company to form the 
opinions expressed in the report. Diligent care has been taken by the 
analyst to maintain an honest and fair objectivity in writing this report 
and making the recommendation. Where MST Access has been 
commissioned to prepare Content and receives fees for its preparation, 
please note that NO part of the fee, compensation or employee 
remuneration paid will either directly or indirectly impact the Content 
provided. 

Accuracy of content: All information used in the publication of this 
report has been compiled from publicly available sources that are 
believed to be reliable, however we do not guarantee the accuracy or 
completeness of this report and have not sought for this information to 
be independently verified. Opinions contained in this report represent 
those of MST Access at the time of publication. Forward-looking 
information or statements in this report contain information that is 
based on assumptions, forecasts of future results, estimates of 
amounts not yet determinable, and therefore involve known and 
unknown risks, uncertainties and other factors which may cause the 
actual results, performance or achievements of their subject matter to 
be materially different from current expectations. 

Exclusion of Liability: To the fullest extent allowed by law, MST Access 
shall not be liable for any direct, indirect or consequential losses, loss 
of profits, damages, costs or expenses incurred or suffered by you 
arising out or in connection with the access to, use of or reliance on any 
information contained on this note. No guarantees or warranties 
regarding accuracy, completeness or fitness for purpose are provided 
by MST Access, and under no circumstances will any of MST Financials’ 
officers, representatives, associates or agents be liable for any loss or 
damage, whether direct, incidental or consequential, caused by 
reliance on or use of the content. 

General Advice Warning 
MST Access Research may not it be construed as personal advice or 
recommendation. MST encourages investors to seek independent 
financial advice regarding the suitability of investments for their 
individual circumstances and recommends that investments be 
independently evaluated. Investments involve risks and the value of 
any investment or income may go down as well as up. Investors may 
not get back the full amount invested. Past performance is not 
indicative of future performance. Estimates of future performance are 
based on assumptions that may not be realised. If provided, and unless 
otherwise stated, the closing price provided is that of the primary 
exchange for the issuer’s securities or investments. The information 
contained within MST Access Research is published solely for 
information purposes and is not a solicitation or offer to buy or sell any 
financial instrument or participate in any trading or investment 
strategy. Analysis contained within MST Access Research publications 
is based upon publicly available information and may include 
numerous assumptions. Investors should be aware that different 
assumptions can and do result in materially different results. 

MST Access Research is distributed only as may be permitted by law. It 
is not intended for distribution or use by any person or entity located in 
a jurisdiction where distribution, publication, availability or use would 
be prohibited. MST makes no claim that MST Access Research content 
may be lawfully viewed or accessed outside of Australia. Access to MST 
Access Research content may not be legal for certain persons and in 
certain jurisdictions. If you access this service or content from outside 
of Australia, you are responsible for compliance with the laws of your 
jurisdiction and/or the jurisdiction of the third party receiving such 
content. MST Access Research is provided to our clients through our 
proprietary research portal and distributed electronically by MST to its 
MST Access clients. Some MST Access Research products may also be 
made available to its clients via third party vendors or distributed 
through alternative electronic means as a convenience. Such 
alternative distribution methods are at MST’s discretion. 

Access and Use 
Any access to or use of MST Access Research is subject to the Terms and 
Conditions of MST Access Research. By accessing or using MST Access 
Research you hereby agree to be bound by our Terms and Conditions 
and hereby consent to MST collecting and using your personal data 
(including cookies) in accordance with our Privacy Policy 
(https://mstfinancial.com.au/privacy-policy/), including for the 
purpose of a) setting your preferences and b) collecting readership data 
so we may deliver an improved and personalised service to you. If you 
do not agree to our Terms and Conditions and/or if you do not wish to 
consent to MST’s use of your personal data, please do not access this 
service. 

Copyright of the information contained within MST Access Research 
(including trademarks and service marks) are the property of their 
respective owners. MST Access Research, or any portion thereof, may 
not be reprinted, sold or redistributed without the prior and written 
consent of MST Financial. 
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