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Target Price: $2.00

Company overview
ASX Code: CLV

Investment Highlights:
❖ Significant performance

Market Cap: 282,460,700
Quoted Shares On Issue: 161,181,696
52 weeks high: $1.81

Clover Corporation reported NPAT of $3.19m for the halfyear ended 31 January 2018. Revenue from ordinary
activities were $31.03m, up 59.39% from last year. Basic and
Diluted EPS were 1.93 cents compared to 0.63 cents last
year.
❖ High quality products
Its encapsulation process minimises the 'fishy' smell and taste
that can come with other fish oil products while still ensuring
maximum nutritional value is delivered. This is achieved
through exclusive use of a microencapsulation process
developed in conjunction with the CSIRO.
❖ Revenue driven by growth in Chinese demand
Clover has contracts with many of the leading infant formula
manufacturers around the world and that gives the company
exposure to the booming Chinese market.
❖ Expectation of potential growth
Expectation of increase in Clover’s gross margin from
contract renegotiations, cost of goods sold (COGS) savings
and an improved product mix.
European Union (EU) regulations require a doubling of DHA
content in infant formula by 2020, which should lead to
increased demand for oils and powders.
Recommendation: Hold. An expected EPS for FY 20182020 is 4.11c, 6.28c and 10.33c.
Risk: Economic decline, Food Safety Incident,
Change in company management

52 weeks low: $0.61
Price/NTA: 9.00
EPS: 3.5c
PE ratio: 48.86
Quick Ratio: 1.8
Current Ratio: 3.8
Relative price performance
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1. Industry
1.1 EPA/DHA Ingredients Market to exceed $4bn by 2022
EPA/DHA ingredients market size should be worth over USD 4 billion at the end of 2022;
according to a new research report by Global Market Insights, Inc.
Pharmaceutical applications may witness highest gains at above 5.5%. It is used to reduce
cholesterol levels in the body which may further fuel product demand. Increase in research
spending for product innovation to improve effectiveness may create new opportunities in the
industry.
China omega 3 market size from infant formulas may register over USD 50 million at the end
of forecast period. Intake of ingredients promotes eyes, brain and nerve development, which
should favor industry growth. EPA/DHA ingredients are used as an in the preparation of
infant formula which results in health benefits. Some of the companies engaged in infant
formula production are investing in research to expand product portfolio.

1.2 Global baby food and infant formula market
Baby food and infant formula are food products specifically made for babies till the age of
two years. Infant formula serves as a replacement of mother’s milk as it exhibits similar
nutritional attributes. Over the years, parents have shifted to packaged baby foods owing to
the convenience and better nutrition offered by these products. The latest report, “Baby Food
and Infant Formula Market: Global Industry Trends, Share, Size, Growth, Opportunity and
Forecast 2018-2023”, finds that the global baby food and infant formula market reached a
value of US$ 50 Billion in 2017
Today, the parents are ready to spend on high-quality, expensive baby foods to ensure the
well-being of their infants. Rising health concerns towards the overall development of the
baby and growing number of malnutritional cases are the key factors driving the growth of
the market. Furthermore, increasing awareness among people about the various health
benefits of feeding baby foods to infants and young babies is fuelling the demand for baby
foods across the globe. Increasing number of working women and the need for convenient
and portable nutrition for their babies has created a large market for baby foods and infant
formula. Additionally, increasing spending on children’s healthcare coupled with continuous
innovation and aggressive marketing by various baby food manufacturers has facilitated the
global baby food and infant formula market. According to the report, the market is expected
to reach a value of US$ 69 Billion by 2023, registering a CAGR of 5.5% during 2018-2023.

1.3 China-led boom in baby formula
1.31 Birth rate has increased
The birth rate of China has increased since Chinese populace freed from the shackles of the
abolished one chined policy in 2016. Birth rate of 2016 and 2017 is 12.95 ‰, 12.43‰
respectively, which is obviously higher than the previous 5 years.

AITCH INVESTMENT

Birth rate (‰)

13
12.9
12.8
12.7
12.6
12.5
12.4
12.3
12.2
12.1
12
2011

2012

2013

2014

2015

2016

2017

2018

1.32 Baby formula instead of breast nursing
With the increase in the proportion of working women, breastfeeding rate has begun to
decline year by year, from 67% in 1998 to 27.6% in 2008. According to the data from
Chinese Centre for Disease Control and Prevention, breastfeeding rate of China was 20.8% in
2013, far below international average breastfeeding rate 38%. There is no official date after
that.
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1.33 Oversea baby formula is predominant in China
The 2008 Chinese milk scandal involved milk and infant formula along with other food
materials and components being adulterated with melamine. Of an estimated 300,000 victims
in China, six babies died from kidney stones and other kidney damage and an estimated
54,000 babies were hospitalized. Since the scandal erupted, Chinese consumers lost
confidence on native infant formula and foreign brands became predominant in China.
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2. Company - leading supplier of DHA
Clover Corporation is a key member of the infant formula supply chain, with its strong
position in the encapsulated tuna oil market being due to the high quality of its product.
The key ingredient is docosahexaenoic acid (DHA) – an omega-3 fatty acid crucial for brain
health, in particular, but also important for heart and eye health – which is mostly derived
from tuna oil.
A number of oils are used interchangeably by formula manufacturers to introduce omega-3
and omega-6 content, but DHA is the most essential as it assists in replicating the properties
of natural breast milk.

2.1 Products
2.11 DHA Oilds
Nu-Mega HiDHA® tuna oils
CLV’s products are sourced from high quality
tuna oil. Utilising the latest extraction
technologies, crude oil is supplied under strict
industry specifications. Through years of
experience in tuna oil purification we have
developed an expertise which allows further
refining, delivering a highly refined tuna oil
which meets infant formula and pharmaceutical
standards.
Ocean Gold®
CLV’s products are cold pressed, super refined tuna oils. It is a non winterised product
cloudy at room temperature. This natural triglyceride oil contains approximately 27% DHA
and 35% total omega-3 fatty acids

2.12 DHA powders
Nu-Mega Driphorm® powders
Nu-MegaDriphorm® powders utilise
CSIRO’s(Commonwealth Scientific and
Industrial Research Organisation) MicroMax®
technology under exclusive licence to
microencapsulate nutritional oils. The patented
technology allows up to a 50% oil payload with
superior odour and taste masking. With a proven
track record since 2001, Nu-Mega Driphorm
powders are internationally recognised as the
benchmark for quality and stability. Nu-Mega
Driphorm powders are used in a wide range of
infant formula, follow-on formula, growing up milks and food applications.
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Nu-Mega Driphorm® HA
For non-dairy application Nu-Mega Driphorm® HA is recommended. Cow’s milk protein
allergy affects around 2-6% of children with the highest prevalence during the first year of
life. Nu-Mega Driphorm® HA is utilises a patented carbohydrate technology which meets
regulatory guidelines around the world.

2.2 Microencapsulation – world class technology
Clover utilises a number of microencapsulation
technologies that enable nutritional oils, such as
tuna, fish, algal and fungal oils, to be added to
infant formula, foods and beverages.
Developed through extensive research and
development, clover proprietary technologies
protect sensitive oils from oxidation allowing
them to be incorporated into a range of end
applications. In addition to their superior
protection capabilities, all of the
microencapsulated products reach the highest
standards of purity, stability and sensory
performance.
Clover's superior microencapsulation technology
enables nutritional oils, such as tuna, fish, algal
and fungal oils, to be added to infant formula,
foods and beverages. Developed through
extensive research and development, clover proprietary technologies protect those sensitive
oils from oxidation, allowing them to be incorporated into a range of applications. All of
clover’s products reach the highest standards of purity, stability and performance, allowing
you to maximise and deliver nutrition whilst masking unpleasant taste and odour.

2.3 History of innovation
Today Clover continues to focus on improving human health through nutrition and has
become a global leader in the delivery of stable omega-3 and omega-6 products in to the
infant nutrition and medical foods market with a reputation of excellence and quality.
1988
Nu-Mega Lipids JV with Heinz and access to a novel supply of marine omega-3 oil.
1996
A world first introduction of LCPUFA (Long Chain Poly Unsaturated Fatty Acids) via
capsules into infant formula.
1998
Began world’s first supply of microencapsulated LCPUFA (Long Chain Poly Unsaturated
Fatty Acids) into infant formula.
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2002
First in the world to market next generation 50% oilloaded technology.
2003
Developed high temperature stable delivery technology, partnering with a well-known
Australian brand, which went on to be one of the most successful functional food launches in
the world (adjusted for PPP and population).
2003-2007
Nu-Mega Ingredients formed via JV between Clover Corporation and Food Spectrum.
2007
Nu-Mega Ingredients became 100% subsidiary of Clover Corporation, a consistently
profitable, strong, technical, manufacturing and sales organization.
2013
Global leader in delivery of stable micronutrients to the global infant nutrition and special
medical market with a reputation for excellence in everything it does.

3. Competitors
3.1 Global competitors
There are three main competitors: Dutch groups DSM, Germany’s BASF and
FrieslandCampina.

3.11 DSM
DSM ingredients enhance the taste, texture, quality, nutritional value and success of the
world’s favorite food, beverage and dietary supplement brands. DSM’s portfolio of food
ingredients is used in everything from dairy, baking, fruit juice, beer, wine, savory and
functional food segments.
Life’s DHA is a vegetarian source of DHA and mainly focus on US market.
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3.12 BASF
BASF is the pioneer in omega-3, with its foundations in Norway in 1838. BASF is world
leader in high-concentrate omega-3 fatty acids for pharmaceuticals, and has leading positions
in dietary supplements and clinical nutrition categories.
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3.13 FrieslandCampina
With annual revenue of 12.1 billion euros, FrieslandCampina is one of the world’s largest
dairy companies.
FrieslandCampina sells ingredients and half-finished products to manufacturers of infant
nutrition, the food industry and the pharmaceutical sector around the world.

3.2 Native competitors
There is no other DHA manufacturers in Australia or New Zealand, which means CLV is a
leading supplier of DHA in the form of encapsulated or powdered tuna oil additives for the
food and pharmaceutical industries.
“We are a little business very focused on doing one thing well” CEO Peter Davey says.

4. Potential growth point
4.1 Europe
Europe is the biggest single infant formula
market and by January 2020 any baby
formula sold there must contain double the
current requirement (as measured by
calorific content).
Despite Australia’s “clean and green”
hype, The Netherlands is the biggest single
exporter to China, followed by New
Zealand, Ireland, France and Germany.
While formula sold outside of Europe
won’t require the super-sized DHA dose,
Europe tends to drive global regulations
and other countries are likely to follow the
lead: “There’s a perception if the
Europeans can get together and make it
work, then others will follow.”
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These new rules should lead to increased demand for oils and powders as brands increase
their DHA content. Clover's EU sales are currently low, but this is a key growth area as it is
quite a strict regulatory environment.
Currently, EU sales only accounts for 6% but it is a good opportunity to expand Europe
market.

4.2 China
The Chinese market is valued at circa US$20 billion and is anticipated to expand 5–10% per
annum over the same period. Most countries will see continued increases in demand for
formula, but rapid growth in China is grabbing the majority of headlines.
Key customers have achieved or are in the process of receiving their CFDA accreditation to
market and to sell up to three brands in the Chinese market.

4.3 Margins
We expect gross margins to widen to more than 30% by 2021 from around 24% currently.
Key to this is Clover buying its own spray dryer, rather than renting drying time from other
manufacturers, which currently accounts for around 35% of cost of goods sold (COGS).
Clover’s product is high-quality but also very expensive, and such an investment gives the
company the option to pass some of the COGS savings on to customers while retaining
margin benefits.
From income statement, we add up all expenses, compare with the revenue and cost of good
sold, it can be seen that the total expense is stable while COGS changes by a percentage as
sales varies. Therefore, with the COGS control, profits will surge dramatically.
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4.4 New Products
➢ Clover’s Hypoallergenic DHA product is now an ingredient across multiple goat IF
brands.
➢ A new highly concentrated DHA product which delivers 60% oil loading in a powder
form is being used in gummies targeting the child and seniors’ segments.
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➢ Clover is continuing to invest in new product development with a pipeline of new
products targeting additional segments and next generation delivery systems.

5. Valuation and prediction
5.1 PE
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5.2 Financial predictions
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