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Calmer Co. reports a solid surge in e-commerce sales

Household & Personal

We rerate the Calmer Co. International Limited (ASX: CCO) to a fair value of $0.017-
representing a 112% upside from the current stock price of $0.008 and up from our
earlier initiating coverage midpoint of $0.015, based on impressive recent monthly
sales growth results, across several months. CCO’s sales for the month of May 2024
were greater than $610k, with e-commerce sales rising to $16,000 per day, which is
effectively a growth rate of 500% from May 2023. These increases in sales have been
sequential over the last 12 months; hence, they are not isolated and are made
sustainable because of CCO’s clever integrated strategies across sales and marketing,
distribution, partnerships, and product development.

E-commerce sales are the main pillar of growth followed by Retail sales
CCO’s e-commerce sales rose to higher than $16,000 per day in May 2024,
representing a 45% increase from April 2024. As per CCO, June 2024 will represent
10 months of consecutive online sales growth in which the growth rate itself is
accelerating. Currently, over 60% of e-commerce sales are made via CCO’s
Australian Shopify platform. However, given CCO’s social media-based marketing
campaigns, tie-up with Walmart, and growing interest in kava, going forward, it’s
expected that US Shopify sales will be the main source of sales growth. The sources
for growth extend to other areas, such as retail, and arise also due to product
development innovations. For example, CCO’s strategy of attracting new customers
via its Taki Mai 50ml kava shot offered only at Coles outlets is a strategically astute
move.

Kava market continues to grow and CCO continues to invest in growth

The market size for kava continues to grow as more data emerges supporting its
growing use as a healthy alternative to alcohol. Hence, CCO’s addressable market is
significant and growing. To take advantage of this opportunity, CCO is showcasing the
right moves. CCO is tapping into the right channels and making the right R&D, capex,
and working capital investments to ensure that its growth momentum continues. For
example, CCO is planning to close a capital raise of approx. ~$2m with a rights issue
later this month. $0.625m from this capital raise will be invested into increasing the
capacity of its Fiji-based kava processing facility to approximately 3x its current size.
This will lead to fixed cost-related benefits for CCO’s profitability over the short and
medium terms.

Valuation range of A$0.015-$0.019 per share

In our initiation report from 19 February 2024, we outlined a valuation of $0.013 per
share base case and $0.017 per share in a bull case. Based on CCO’s recent strong
growth in revenues, we have revised our valuation upwards from between $0.015 and
$0.019. To add to the reasonableness of our new forecasts, which allow for higher
revenues throughout the forecast period, we have also assumed that CCO will need to
make higher working capital and capex investments to support this faster growth.

CCO Valuation (A$'000) Base Case Bull Case
Enterprise Value 31,682.3 40,894.1
Net (debt) cash (2,140.6) (2,140.6)
Provisions (99.7) (99.7)
Equity value (A$'000) 29,442.0 38,653.8
Diluted share outstanding (m) 2,008.2 2,008.2
Implied price (A$) 0.015 0.019
Current price (A$) 0.008 0.008
Upside (%) 83.3% 140.6%
Mid-point Target Price (A$) 0.017

Products
Date 1 Jul 2024
Share Price (A$) 0.008
Target Price (A$) 0.015-0.019
Price / NAV (x) 0.47x
Market Cap (A$m) 11.05

52-week L/H (A$)

Free Float (%)
Bloomberg

Reuters

Price Performance (in A$)

CCO Share Price and Volumes

& oo

3| w.E
“ .Ml“mJ A imll. s L..iJulM:Hm.l i

iz own Fobiat

Business description

The Calmer Co. International Ltd. (ASX:
CCO) is a health and wellness company
based in Australia. The company offers
kava and hemp-based nutraceuticals
and functional beverage products to
calm nerves, support relaxation and
induce sleep. The key products are
drinking  powders, teas, shots,
concentrates and capsules which are
sold under three house brands - Fiji
Kava, Taki Mai and Danodan
Hempworks in the US, Australia, Fiji,
New Zealand and China. In addition to
kava and hemp, the company sees
opportunity in  ginger, curcumin,
magnesium and other complementary
products to leverage the global
movement in the calmness industry.
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Revisiting Calmer Co

As noted in our original initiation report, the Calmer Co. (ASX: CCO) is a vertically integrated kava
producer focused on the development of high-quality Fijian kava products. CCO operates across
three major brands: Fiji Kava, Taki Mai, and Danodan Hempworks. We noted CCO’s strengths
across its comprehensive supply chain, which include strategic partnerships with kava farmers,
in-house kava root extract processing, and multi-faceted distribution and marketing strategies.

We also noted then that CCO was amidst a transformation strategy that was mainly aimed at:

» Rebranding its products to become functional beverages that are associated with
recreation and are viewed as a viable alternative to alcohol instead of a medicinal
product. Originally, CCO sold its products through a pharmacy distribution network. This
original strategy not only limited CCO’s products’ addressable market size but also
eroded margins. This was due to costs associated with relying on the company, Chemist

CCO’s main Warehouse, rather than its own or other’s more scalable sales channels to sell its
current lever for

business growth products.
is via
gﬁg rTnn; Iesrce » With rebranded products that, in many ways, cater to a different and larger target

followed by retail consumer market, CCO also prudently decided that its product rebranding had to be
complemented by a shift in marketing, sales and distribution strategies. Mainly, this was
aimed at e-commerce and retail channels through its own endeavours and by forming
strategic partnerships. In terms of strategic partnerships, CCO had at the time noted its
use of the Amazon e-commerce platform and had formed a retail distribution strategy
with Coles, one of the two main supermarket chains in Australia. CCO also noted that it
would make use of its own Shopify site for e-commerce sales.

Therefore, CCO is in the process of repositioning its products from being viewed as medicinal
products that naturally would have a narrower target market to functional beverage products
that appeal to the mass market. Related to this strategy, CCO was shifting to make better use of
scalable e-commerce and retail sales channels to sell into this wider market.

CCO has been showing strong results that support both the efficacy of its strategy and its ability
to execute. For instance, CCO’s e-commerce sales in May 2024 amounted to $16,000 per day,
which reflects an impressive 500% growth from May 2023.

Adding to our renewed growth thesis for CCO is the fact that the company’s management has
been showcasing some clever, nuanced strategies that will likely lead to a sustainable revenue
uplift for CCO, with the revenues also being increasingly generated with better margins. For
example, CCO has priced its Coles retail channel products higher than what it offers on its
Australian Shopify website, with the view that once consumers try CCO’s kava products, they
will then have the incentive to make larger value purchases via the Shopify e-commerce website
which offers CCO fundamentally higher margins.

Calmer Co. is executing its strategy well

Since our initiation report on CCO was released on the 19t of February 2024, CCO has shown
impressive growth in its monthly sales metrics and associated achievements of key operational
milestones. Additionally, CCO has canvassed further development of credible strategies that will
help continue its growth momentum, including an additional equity capital raise via a rights
issue. This rights issue, which is planned to close at the end of June 2024, is for capital amounting
to ~$2m, and, as a positive indicator of CCO’s strategy and execution, the funds from the rights
issue will be mostly used for growth-oriented capex and working capital investments.
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CCO'’s Sales in
Australia are now
over $300k per
month and are
growing fast.
However, the market
with the most
potential is the USA

Our initial price target on CCO was between $0.013 and $0.017. On 5 June 2024, the day CCO
announced an impressive 45% growth in e-commerce sales for the month of May vs April, CCO’s
stock price reached $0.014, which was within our initial range, validating our original

undervalued thesis on the stock.

Given that CCO’s revenue growth momentum, which is backed by a concerted multi-channel
sales, marketing, product development and product positioning strategy, has outperformed our
initial expectations, CCO deserves an upward rerating of its stock.

CCO’s May 2024 revenues were $610k, up from $410k in April. This results in an annualised
revenue of $7.32m. Given that our prior estimate for FY 2025 revenues was $5.86m, and that the
company'’s strategies, and the wider growth momentum in the Kava beverages market are based
on sustainable trends, we support CCO’s view that this higher growth rate is sustainable for some

while yet.

Some of the recent positive data points relating to CCO’s multi-channel Sales growth are outlined

below:

e May2024

o Total revenues are up 28% vs April. Revenues to exceed $610k in May (April
$470Kk).

o CCO’s e-commerce sales up 45% to $16,000 per day in May.

o June 2024 saw 10 months of consecutive online revenue growth in which the
growth rate itself is accelerating,

o Sales via Coles Australia also continue to grow, with orders topping 38k units

across 3 SKUs in May, up from 23k units in April and 16k units in March.

e April 2024

o April e-commerce sales continued prior growth momentum and reached $11k
per day.

o Colesretail channel was only in week 8 post its full SKU launch, yet Coles retail
revenues for April exceeded $150k, running at over $30k per week and >4,600
units per week.

° March 2024

o E-commerce sales for March were up 25% vs February, surpassing $10k

revenues per day. This was primarily due to strong sales performance in

Australia and the USA via Amazon.com and Walmart.com.

As seen below in Figure 1, CCO’s e-commerce sales have been on a steadfast upward month-on-
month trend since last July. Largely due to the e-commerce channel and CCO’s retail strategy, CCO
continues to showcase impressive revenue acceleration momentum. As noted earlier, 2024 May
revenues amounted to >$610k, with $16,000 /day e-commerce sales (May’s e-commerce
revenues are up 500% vs May 2023). 1H 2024 Revenues were $1.45m (up 91% from 1H 2023’s
Revenues of $746k). Q3 2024 Revenues were $1.07m (up 270% from Q3 2023’s 374K). Figure 2
below visualises how this growth in revenue momentum is reflected in impressive steady
growth in implied annualised revenues.
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Figure 1: Strong upward trends with e-commerce sales Figure 2: Strong sequential growth in implied revenues
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Sources: Company and East Coast Research

Key root causes underpinning CCO’s revenue growth
momentum

Ecommerce Sales. CCO avails 3 main e-commerce channels. In order of current revenue
contribution (highest to lowest): Shopify Australia; Amazon USA; Shopify USA. Despite Shopify

USA’s sales currently amounting to around $36K (AUD) per month, subsequent to CCO’s
Given that

Walmart is the revamped sales and marketing strategy, which is linked to its e-commerce channel’s growth, CCO
world’s largest . ) . . L .
omni-chan?lel expects Shopify USA’s sales to increase rapidly to ~$200k per month by this time next year. Given
retailer and

receives 6.7m the large nature of the USA market and CCO’s partnership with Walmart as a part of its USA

visitors per week
to the health and
wellness category
on Walmart.com.,
CCO'’s strategy to
partner with
Walmart is a good

move. listing on Amazon.com, whilst via Shopify CCO is effectively running its own website. Walmart

Shopify sales, we are confident that CCO can achieve this growth target.

The launch of its own Shopify site has been instrumental in increasing CCO’s e-commerce sales.

Shopify sales have a 30% higher margin than Amazon sales due to the higher fees associated with

customers for CCO’s Fiji Kava product (Taki Mai is not sold in the US) are rerouted to CCO’s
Shopify website.
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CCO'’s clever
product, and price
strategies with its
Coles retail
channel should
bring confidence
to investors that
CCO will continue
to create smart
strategies and
execute upon
them

Although sales via Amazon.com are of a lower margin than Shopify sales, the Amazon channel is a
key part of CCO’s brand awareness strategy. CCO’s Fiji Kava brand is the number one ranked Kava

brand on Amazon USA.

As detailed further in the section on marketing and sales strategies, one of the key reasons for
CCO’s accelerated growth in e-commerce sales has been CCO’s concerted, multi-faceted and
aggressive push into online marketing, particularly via Facebook and Instagram (Meta channels).
CCO has noted that thus far, the return on marketing spend to subsequent revenue realisation via
Meta-based marketing is very high, with every $1 of marketing expenditure leading to a $4 uplift
in Sales. Hence, we are confident with CCO’s views that it has quite a bit of further runway left to
grow sales by increasing its brand visibility by acquiring new customers on its e-commerce

platforms, particularly on its more profitable Shopify platform.
Retail Strategies

Profitable Retail is CCO’s second growth pillar, and Coles Australia is the Company’s primary
partner in this channel. The momentum for sales via Coles has recently picked up speed since
March 2024 due to CCO’s launch of the ready-to-drink 50ml shots of Taki Mai kava shots in its
Coles distribution network. In addition to the 50ml shots of Taki Mai, CCO is also placing the 150g
of Fiji Kava SKU across select Coles stores. Consequently, more than 500 Coles locations will offer
Taki Mai 50ml Kava shots, and more than 300 of the best-selling Coles locations will also offer
150g instant Fiji Kava to complement the existing 50g of instant Fiji Kava that was originally sold
into Coles by CCO. The latest revenue metrics associated with the Coles channel reflect growing
success, with Coles orders topping 38k units across 3 SKUs in May 2024, up from 23k units in
April and 16k units in March.

CCO has been diligent in crafting a nuanced product and pricing strategy associated with its Coles
retail channel. The 50g Instant Fiji Kava product and the single serve 50ml Taki Mai Kava-Shot
are only available via Coles, with the rationale that this introduces customers to CCO’s Kava
products for the first time. Thereafter, these customers would then be more likely to purchase the
higher priced and higher margin 150g Fiji Kava product via CCO’s Australia Shopify website, and
generally also make larger basket size purchases. Reflecting this strategic approach, CCO has
priced the 150g Fiji Kava product at a higher price point at Coles than its own Shopify Australia
online store, incentivising customers to then make larger and more frequent purchases via its
Shopify platform, which is inherently more profitable to CCO. We like CCO’s strategy here, and we
are also encouraged by the results seen thus far. Refer to Figure 3 below for a summary

description of the Taki Mai 50g instant kava product.
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Figure 3: Taki Mai 50g Juice Shot Product Description

KAVA JUICE SHOTS IN FOCUS

Taki Mai Kava Juice Shots will be on shelves in Coles from
March 2024.

This brings together a long R&D project positioning The
Calmer Co as the only organisation with a manufacturing
process to deliver a cold pressed green kava shot to the
consumer market at scale.

The juice shots are vegan, high in potassium and contain
only 1g of fat and have less than 5 Calories, making these a
compelling health conscious alcohol alternative, either as a
shot or as the basis for a “mocktail with a buzz”

Introduction of kava juice shots in partnership with Coles
marks our entry into the ready to drink category. Entry into
the Fijian tourist market and the USA market for this format
will follow over 2024.

Sources: Company

Pre-emptive Investment into Inventory

In February of this year, CCO’s e-commerce sales were limited due to an out-of-stock event.
Consequently, CCO invested in an increase in its inventory levels, which rose to over $ 1.5 million.
CCO’s management has also indicated that given the strong sell-through in its Coles retail channel,
alack of inventory is also an issue that is preventing further sales growth in this channel. Hence,
CCO’s management will allocate $500k of approximately $2m of capital from the current rights

issue to an increase in inventory levels.
Multifaceted Marketing

Figure 4 below shows the different types of sales and marketing strategies that CCO is currently
using and gives additional details such as which sales channel the strategy is directed at, the
associated monthly expenditure on that particular strategy, and the associated revenue that CCO

derives from that sales channel.

A very favourable indication for CCO is that its largest marketing program in terms of the funds
expended, Facebook and Instagram advertising, is associated with revenue leverage and scalability.
This means that marketing funds expended on Facebook and Instagram programs are

associated with an even greater increase in the size of subsequent revenues.
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Figure 4: CCO’s Sales and Marketing Strategies

Meta (Instagram and Facebook). Refer to
https://www.instagram.com/fijikava/

Expenditure on marketing spend is around $100k per month across the USA and
Australia. This marketing expenditure scales very well at around a ~ 4:1 ratio,
meaning that every $1 marketing spend on this channel is associated with a
$4 increase in sales revenues. Current sales revenue associated with this channel
is over $350k per month. This relates to CCO’s e-commerce channel, particularly
Shopify Australia and Shopify USA.

Amazon and Walmart Platforms

CCO avails a marketing program via the Amazon and Walmart platforms. This
relates primarily to A1l content, videos and still adds, as well as banner and voucher
programs for Prime members. CCO expends $10k per month on this strategy.
Unlike with marketing expenditure on the Meta platform which scales, expenditure
on this strategy does not scale with revenues. Current sales revenue associated
with this platform is around $ 90k USD/month.

Coles Marketing

CCO also carries out a marketing program with Coles. This relates to Catalogue,
FlyBuys, InStore and On-Shelf promotions. The marketing expenditure on this
strategy is for a fixed $2.5k per month, and the associated sales revenue with the
Coles retail channel is currently at $150k per month and growing fast. Despite this
fast-growing sales revenue, CCO does not plan on increasing this strategy’s
marketing spend.

Fiji based Marketing

CCO has a marketing program that it conducts in Fiji with its key Fiji distributor, C]
Patel. This strategy includes Radio, OOH (Billboards), branded vans and point of
sale. AUD $18k split 50 /50 with the distributor, so this strategy costs CCO AUD $9k
per year. The sales revenue associated with this channel is FJD300k sales per year.
However, this channel is currently exhibiting slow growth in sales revenue and does
not scale with increased marketing expenditure. Hence, CCO does not plan to invest
additional funds in this strategy.

Sources: Company

Favourable trends continue across Product Development and
Distribution

Complementing its successful sales, marketing and distribution strategy, CCO continues to invest
in product development initiatives that will lead to more customers experiencing kava and CCO’s
products and their benefits for the first time and then becoming regular customers. As one
example, CCO is currently expending resources into R&D with the aim of launching an
effervescent product range in late 2024, which will help increase CCO’s appeal to a higher
number of potential customers. Additionally, CCO has begun to ship out orders to kava bars in

Florida, USA, adding to the prospect of increasing the number of repeat customers.
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CCO'’s prior capital
raises have all
been
oversubscribed,
providing
assurance to
prospective
investors
especially given
CCO'’s recent
performance and
intended use of
funds

Figure 5 below details the full list of new products/innovations that CCO plans to roll out in FY
2025. Apart from the aim of attracting more loyal customers to its products, CCO’s aim is to also
boost its gross margins by way of increasing basket size and offering more cost-efficient SKUs
(flavoured Kava blends are inherently more profitable because the flavour mix portion costs 50%
of the kava portion). All the new planned products shown below have gross margins that

are additive to CCO’s financials.

Figure 5: CCO Planned Product Development

FY25 Q1 Portable Kava Blender (handheld device) - $50 (70% GM)

FY25 Q2 Kava Flavour Boosters (Peach and Mango) - $20 upsell to the website
(80% GM)

FY25Q2 Fiji Rugby cobranded Coconut Kava (USA and Fiji) as a line extension

of Instant Kava. Target 80% GM

FY25Q2 FijiKava Instant Mango Kava and Instant Peach Kava blends are line

extensions of Instant Kava. Target 80% GM

FY25Q3 Fiji Kava - Kava Gummies (1000mg) - USA Launch. Target 65% GM

FY25Q4 Flavoured Taki Mai Kava shots USA. Target 65% GM

Sources: Company

Vision and associated capital raise/ rights
issue

CCO’s vision, in its own words, is to be the most dominant Kava company in the world.
Given CCO’s recent revenue growth performance it has shown that it is serious about pursuing

this vision.

For CCO to continue its growth trajectory, it needs to expend further capital to fund key value
chain investments that will allow it to support higher revenues based on a more expansive

supply chain and operations.

In time, consequent to reaping the economic benefits associated with scale that flow to
procurement, operations, sales, marketing and distribution, as detailed in the financials and
valuation section, CCO’s profitability margins will also rise. However, prior to this, CCO will need

to make further investments to support its growth objectives.

As aresult, CCO is planning to raise $2.019m via a rights issue that will close on June 24. The plan
is to raise 504.9m new shares at an issue price of $0.004 each. Funds from this capital raise will
be used mainly for capital expenditure and inventory expansion. The capital expenditure will

enable capacity and efficiency-related upgrades to CCO’s Kava processing facility in Navua, Fiji.
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Kava is increasingly
becoming a
replacement to
alcohol along with
its therapeutic uses
to treat anxiety,
stress and sleep
disorders.
Consumer
awareness is
growing rapidly on a
worldwide basis.

The revamped facility will be able to process up to 25 tonnes of Kava per week, which is up from
the current 7-10 tonnes. This equates to being able to support sales to the level of $20m p.a.,
which is around 3x the current annualised level. The investment into inventory will also help to
increase revenues because CCO can then avoid the recent stock-out issues associated with rapid
e-commerce and retail channel growth. Figure 6 below shows the intended use of funds from the

planned rights issue.

Figure 6: Planned Use of Funds from Rights Issue Capital Raise

Use of Funds $ %
Capital Expenditure 625,000 31
Inventory Expansion 500,000 25
Marketing Expenses 450,000 22
Estimated expense associated with the capital raise 112,000 6
Working Capital 332,850 16
Total Funds allocated 2,019,850 100

Sources: Company

Kava’s positive repositioning continues.

The kava root extract market itself continues to exhibit high rates of growth, which is a good
indication of the long-term sustainability of CCO’s growth momentum. This market is expected to
grow to $2.45 billion in 2028 from an estimated $1.18 billion in 2023, which corresponds to a
healthy CAGR of 16%?.

Marketing efforts from leading companies such as CCO that espouse the benefits of the kava root
are one key causal factor in the growth of the kava market. Other factors, as we noted previously,
include favourable trends in regulations that have allowed for the wider importing and

consumption of Kava.

As noted below, it is important for investors to note that the structural factors that are conducive
to kava becoming a mainstream beverage consumed by people regularly are increasing in

prominence.

1 https://www.thebusinessresearchcompany.com/report/kava-root-extract-global-market-re por t#
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The expanded
processing facility in
Navua Fiji will allow
for the benefits of
fixed cost related
operating leverage
to flow through to
CCO by way of
higher revenues
being associated
with better margins

> Rates of alcohol consumption amongst younger Australians continue to decline.?

» New research continues to show the efficacy of kava to treat anxiety-related
disorders. For example, as per CCO: a Cochrane review of 11 Clinical Trials (60mg-
280mg of kavalactones) on anxiety revealed kava’s anxiolytic activity. Separately, a
meta-analysis of seven randomised controlled trials (RCTs) using the Hamilton
Anxiety Rating Scale (HAMA) demonstrated reduced anxiety significantly over

placebo, with a strong clinical effect.

We are of the view that since CCO is executing well on a multi-channel marketing and sales
strategy, across retail, e-commerce, and Fijian tourist locations it will be able to leverage on these
favourable structural factors because its strategy allows for new customers to be exposed to Kava
for example via retail channels and also for them to then become repeat customers with attractive,

profitable life time economic value that accrues to CCO.

Additionally, CCO’s sales and marketing campaigns for its products are aimed at reinforcing the
message to consumers that kava is a natural product that has proven health benefits and can be

consumed regularly.

Preface to Financials and Valuation

As outlined above, CCO has been executing on its strategy to make key value chain activities more
effective. It has been forming partnerships with key players across both e-commerce and retail
channels. It has been investing aggressively into sales and marketing campaigns across a number of
different platforms but has been focussed on doubling down on social media campaigns on Facebook
and Instagram because these are the ones that are best able to address the large consumer markets in
Australia and the USA. Additionally, as outlined earlier, these social media campaigns are exhibiting
attractive rates of return, with $4 of e-commerce revenue growth associated with each $1 of marketing

spend.

Concurrently, CCO is working on expanding its processing facility in Fiji, building upon its product
range, and continuing to develop collaborative relationships with kava farmers in Fiji, all whilst
remaining focussed on its strong vision for Kava being looked at as a mainstream, health-oriented
beverage and for itself which is to stride towards being a dominant player in the growing kava

beverage and kava root extract industry.

CCO is focused on acquiring as many loyal customers as it can by firstly attracting them to try kava by
way of educating them on kava’s benefits, with the view that in time, a large enough portion of these
first-time consumers will become loyal repeat customers. Hence, CCO is aggressively investing in
customer acquisition now with the view that, in time, there will be strong leverage benefits to

revenues and bottom-line profitability as kava beverages and its products become more mainstream.

2 https://onlinelibrary.wiley.com/doi/epdf/10.1111/1753-6405.12511
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CCO has earned an
upward rerating
given not only the
better than expected
financial
performance since
our initial report but
also continued
canvassing of a
number of
coordinated, clever
growth strategies

Given CCO'’s strong performance in FY 24, wherein fast growth in revenues is also supported by
improvements to bottom line profitability (revenues are set to increase 109% from $1.865m in 2023
to $3.9m in 2024, whilst EBITDA is expected to improve by 15% from -$4.137m in 2023 to ~$-3.5m in
2024) we are confident that CCO will continue to see aggressive top line growth also materialise into
bottom-line growth because CCO has shown proof points of developing and investing into key value
chain activities. For example, refer to Figure 7 below for a projection of how we expect CCO to benefit
from improving returns to marketing expenditures as more customers become aware of CCO’s

offerings.

Figure 7: Forecasted Improvements in Marketing Expenditure Efficiency
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o —_—
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Sources: East Coast Research
Updated Valuation

In our initiating coverage report from 19 February 2024, we had CCO’s base case valuation at
$0.013 and its upside valuation at $0.017. Given the strong recent revenue results CCO has
showcased, along with a credible strategy to continue this growth momentum, notably via the
Shopify e-commerce channel in the USA, we have related CCO’s stock upwards. In time, as CCO’s
business benefits from a larger scale, we are confident that these benefits will also flow through
to the bottom line due to factors such as operating leverage, marketing and employment
efficiencies, and improvements in margin from a higher proportion of sales from CCO’s Shopify
platform, and better product mix. Consequently, we rerate the stock to an intrinsic value
price range of between $0.015 and $0.019, with a midpoint valuation of $0.017, which

represents a 112% upside to the current valuation of $0.008.

In terms of detailing some of the key assumptions in the new financial projections including what

has changed since last time, please see below.

e Previously, in our Base Case, we had CCO’s 2024 revenues projected at $3.08m, with
revenues rising to $21.14m by 2028. Given the impressive sales performance of 2024 and

the credible plans to continue this momentum (CCO expects USA Shopify sales to ramp from
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the current ~$1,200 per month to ~$200,000 per month by this time next year) we are
aligned with management’s expectations of achieving ~$3.9m revenues this year, and then

in our Base Case, we have projected revenues to rise to ~$25.5m by 2028.

Compared to our prior financial projections, we have also allowed for an improvement in
COGs margins in our revised projections due to accounting for procurement, operating
leverage and efficiency benefits accruing with a faster revenue ramp. For example, in the
earlier projections, 2026 Gross Profit Margin was forecast to be 49% in the Base Case, and in

our new forecasts we have this metric at 51%.

However, to address the costs/trade-offs required to achieve this higher revenue ramp, we
have assumed a higher level of capex and working capital cash outflow in our new forecasts.
For instance, our base case projections assume a cumulative cash flow investment amount
across capex and working capital that is ~$5.1m higher than the base case from earlier

across the period between 2024 and 2028 inclusive.

In order to support the higher revenues in our new projections, and better gross margins
which would also be partly due to better product mix (linked to R&D) rather than just scale
we have made upward revisions in the cost estimates for both Marketing and R&D expenses.
For example, in 2027, the new base case as compared to the old base case encompasses

marketing expenditure that is 24% higher, and R&D expenditure that is 49% higher.

In our new projections, to account for the higher cash outlays associated with working
capital and capex needs to support the higher level of revenues that we have forecasted, we
also need to assume additional debt and equity capital raise requirements. We have
assumed that CCO will fund these expected shortfalls in 2024 and 2025 with equal debt and
equity capital funding. The Shopify platform already extends a form of debt financing to CCO
by prepaying for revenue sales at reasonable rates of interest of around ~10%.
Consequently, the net debt value (lowers equity valuation) in our revised projections is
~250k higher than what the prior estimate for net debt was, adding to the reasonableness of

the new financial projections.

In terms of the WACC used in our new valuation, we have maintained the same key
assumptions as before. A WACC of 13.3 % was used, composed of a cost of equity of 14.6%
and a pre-tax cost of cost of debt of 13.1%. Free cash flows were projected for each year up

to and including 2033, and beyond that, a terminal growth rate in FCF of 2% was used.

A key factor underpinning our renewed growth thesis on CCO is the anticipated revenue ramp
in the USA. Previously, we had the annualised revenue ramp rate for the US segment between
2024 and 2028, which was 59%. In the new forecasts, based particularly on the recent success
of CCO’s sales and marketing strategies, we have assumed a higher USA sales growth rate for the

same period as being 67%. CCO’s successful sales and marketing strategies in the USA can work
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off the back of favourable underlying currents such as the large potential size of the USA, the
USA market’s favourable regulation allowing kava use and supply, and other trends such as the
year-on-year increase in the number of kava bars in the USA which allows for new consumers to

discover kava.

Share dilution. As of 14 June 2024, CCO had around 1.3B shares outstanding. We have been
careful in our estimates by way of accounting for the additional ~500m or so shares that CCO
will issue as part of a right issue which is currently in progress, and we have additionally also

taken into account anticipated additional share issuance from options.

Figure 8: DCF-based valuation for CCO (post financing)

CCO Valuation (A$'000) Base Case Bull Case
Enterprise Value 31,682.3 40,894.1
Net (debt) cash (2,140.6) (2,140.6)
Provisions (99.7) (99.7)
Equity value (A$'000) 29,442.0 38,653.8
Diluted share outstanding (m) 2,008.2 2,008.2
Implied price (A$) 0.015 0.019
Current price (A$) 0.008 0.008
Upside (%) 83.3% 140.6%
Mid-point Target Price (A$) 0.017

Price / NAV(x) 0.47x

Sources: East Coast Research. We have accounted for the dilution from CCO’s rights issue which it
plans to close by 24" June 2024.

Figure 9: DCF Sensitivity Analysis

WACC

0.015 11.8% 12.3% 128% | 133% | 13.8% 14.3% 14.8%
= 0.5% 0.017 0.015 0.014 0.013 0.012 0.011 0.010
5 1.0% 0.017 0.016 0.015 0.013 0.012 0.011 0.010
5. 1.5% 0018 0.017 0.015 0.014 0.013 0.012 0.011
E 2.0% 0.019 0.017 0.016 0.013 0.012 0.011
g 2.5% 0.020 0.018 0.017 0.015 0.014 0.013 0.012
5 3.0% 0.021 0.019 0.018 0.016 0.015 0.013 0.012
= 3.5% 0.022 0.020 0.018 0.017 0.015 0.014 0.013

Re-rating of CCO

CCO’s stock is currently trading significantly below our mid-point target valuation. This is our view
that achieving the following milestones will enable a re-rating on the stock, thereby narrowing the
gap to our target price and increasing the shareholder value:

e Continued strong e-commerce growth especially in the USA: If CCO continues to showcase
impressive monthly revenue figures, especially in the USA given that market’s size, and
especially via its Shopify e-commerce channel, given that channel’s higher margins, then this
could be a catalyst for an even further upside revision to the stock.

e Building higher yielding distribution channels. CCO has shown adeptness in being able to
find new ways to increase sales and attract new customers by way of selling its products via
new distribution channels. Coles retail sales and Walmart in the USA are two obvious examples.
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If the company continues to make smart strategic moves such as those, then this would be
rewarded by investors.

e Continued execution on introducing new products that expand margin and reach:
Consumers are different from segment to segment. If CCO is able to continue to introduce new
products (Taki Mai juice shot is a notable example of success), such as new flavours and an
effervescent range that are both margin additive and accelerate kava and its product's journey
to become mainstream beverages that are a go-to as an alcohol alternative, then this will lead
to a significant upward revision for the stock.

o New markets and changes in regulation. Apart from growth in the USA and Australia, China
is another key potential market in which CCO has previously announced that it is entering into
a strategic partnership with Alibaba that could accelerate its market entry. The current
regulations are generally against kava supply in Europe, but this could change, especially if the
kava industry continues to grow as expected in the USA. If regulations shift favourably in key
countries such as the UK, then this would materially benefit CCO.

Risks

We foresee the following key risks to our investment thesis for ATC:

e Disappointing rate of adoption: A key pillar underpinning CCO’s strategy is to first attract new
customers to kava and especially to its products and then convert them to repeat, loyal
customers. Even if many new people try CCO’s products due to its multi-pronged distribution
strategy, the risk exists that a lower-than-expected proportion will convert to regular users.

o Competition risk: The kava market is highly fragmented by local players, which makes it highly
competitive for-profit margin expansion. This can lead to pricing pressures and difficulty in
differentiating products from its competitors.

e Supply chain disruption. As CCO grows, its supply chain will become more complex, adding to
the already complex supply chain associated with kava products. Hence, there could be risks
associated with quality assurance, inventory outages, and even scale diseconomies.

e Hepatoxicity. Kava hepatoxicity is a well-defined herb induced liver injury due to the use of
commercial anxiolytic ethanolic and acetonic kava extracts. Kava could be hepatoxic in some
individuals due to overdose, prolonged treatment, or an unacceptable quality of kava raw
material. Standardisation is required to minimise the risks of hepatoxicity.

e Regulatoryrisk: The risk of adverse changes to Kava consumption and supply is a known risk,
especially for CCO’s key markets. However, CCO could also be affected by specific changes
adversely affecting certain channels, such as retail channels, even if there are no changes to
general rules associated with Kava consumption. Since CCO’s new strategy is an integrated
multi-channel one, this could adversely affect CCO’s prospects.

Appendix I: Analyst’s Qualifications

Rahul Tiwari, the lead analyst on this report, is an equity research analyst at Shares in Value
(East Coast Research).

e Rahul has abachelor’s and master’s degree in Applied Finance from Macquarie University,
amaster’s in Accounting from UNSW, and an MBA from Cornell University in the USA.

e Rahul has several years of experience in wealth management and investments, project
finance, private equity, and high tech. He spent over 4 years working in strategy roles for
technology companies in Silicon Valley.
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