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WH Group (288 HK)

Expect record high adj. NP in 2021E led by strong
recovery in US market

FY20 adj. NP fell 29% to US$973mn, 21%/10% below consensus/our estimates,
due to weak US results. That said, US business had huge exceptional losses in
FY20 (COVID-19 related costs, inventory provision, etc.). As US economy is
continuing to open up and 2021 forward hog futures prices are higher than
corresponding prices in 2019 (Figure 3), US business should have a strong
recovery in FY21E. We lift our SOTP-based TP from HK$9.30 to HK$9.60. The
stock trades at 9.7x FY21E ad|. P/E, lower than historical average of 11.0x. We
forecast WH to post record high adj. NP in FY21E. Share price is 26% below
record high on 1 Feb 2018. Maintain Buy on undemanding valuation.

B FY20 results missed due to exceptional items. Revenue rose 6% to
US$25.6bn, in line. Payout ratio maintained at 40%. (1) China: segment profit
climbed 19% to US$1,140mn, in line, driven by 24% OP growth of packaged
meat business. OP/tonne of packaged meat increased 25% to RMB3,634
after prices hikes in FY19. Pork business (fresh pork and hog production) OP
increased 9%. (2) US: segment profit slumped 55% to US$415mn, missed
our estimates, mainly due to US$820mn COVID-19 expenses, ~US$110mn
one-off items (litigation compensation and pension related) and ~US$187mn
increase of inventory provision. Pork business recorded US$33mn operating
loss (vs US$233mn OP in FY19) on weak hog price. Packaged meat business
OP fell 33% due to 4% volume drop and inventory provision. (3) Europe:
segment profit rose 23% to US$174mn, in line, driven by 70% OP growth of
packaged meat business.

B Chinasegment profit to grow 5% in FY21E. Management expects hog price
to drop in FY21E, with 2H average price less than 1H. Packaged meat
OP/tonne would increase steady on declining hog price. For fresh pork, OP is
expected to drop due to less frozen pork import and narrowing pork price
spread between China and US.

B US segment profit to surge 108% in FY21E. Firstly, management expects
COVID-19 related costs to be reduced by US$650-700mn in FY21E. Secondly,
in FY20, the US$110mn litigation compensation and pension related
expenses were one-off. Thirdly, the increase in inventory provision was mainly
due to COVID-19. We think such provision would notably drop in FY21E.
Thanks to strong hog futures prices, we expect hog production business could
be breakeven at least (vs US$197mn loss in FY20) despite rising feed costs.

B Maintain Buy. We raise FY21/22E adj. NP estimates by 6%/1% because we
are more positive in US market outlook. Our SOTP-based TP was raised from
HK9.30 to HK$9.60, representing 12.9x FY21E adj. P/E. Catalysts: (1)
acceleration of vaccinations in US; (2) hog price drops in China.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (US$ mn) 24,103 25,589 27,200 28,209 29,499
Net profit (US$ mn) 1,380 973 1,415 1,524 1,639
Adj. net profit (US$ mn) 1,378 973 1,415 1,524 1,639
Adj. EPS (US$) 0.094 0.066 0.096 0.103 0.111
YoY growth (%) 315 (29.5) 45.3 7.7 7.5
Consensus EPS (US$) NA NA 0.102 0.110 0.110
Adj. P/E (x) 9.8 141 9.7 9.0 8.4
P/B (x) 1.6 14 12 11 11
Yield (%) 4.4 2.4 4.1 4.4 4.8
Adj. ROAE (%) 16.8 10.4 13.4 13.2 13.0
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Stock Data

Mkt Cap (HK$ mn) 106,463
Avg 3 mths t/o (HK$ mn) 284.04
52w High/Low (HK$) 8.00/ 5.90
Total Issued Shares (mn) 14,745.5

Source: Bloomberg

Shareholding Structure
Rise Grand 34.11%

Source: HKEXx

Share Performance
Absolute Relative

1-mth 1.1% 3.4%
3-mth 8.5% 1.7%
6-mth 11.9% -8.1%

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 1: FY20 results review

Y/E Dec (US$mn) FY20 FY19 % change
Revenue 25,589 24,103 6%
Cost of sales (21,096) (19,209) 10%
Gross profit 4,493 4,894 -8%
Other income 74 59 25%
SG&A expenses (2,788) (2,870) -3%
Operating profit 1,779 2,083 -15%
Other expenses (111) (63) 76%
Finance costs (135) (144) -6%
Other gains/(losses) 47) 53 -189%
JV & associates 14 17 -18%
Profit before tax 1,500 1,946 -23%
Tax expenses (263) (336) -22%
Non-controlling interests (264) (230) 15%
Net profit 973 1,380 -29%
Adj. net profit 973 1,378 -29%
DPS (HK$) 0.175 0.315 -44%
Revenue by market

Chinarevenue 10,828 8,756 24%
Packaged meat 4,037 3,615 12%
Pork 6,073 4,727 28%
Others 718 414 na
US revenue 12,363 13,159 -6%
Packaged meat 7,157 7,814 -8%
Pork 5,169 5,344 -3%
Others 37 1 3600%
Europe revenue 2,398 2,188 10%
Packaged meat 973 902 8%
Pork 1,054 944 12%
Others 371 342 8%
OP by market

China OP 1,140 957 19%
Packaged meat 836 673 24%
Pork 271 249 9%
Others 33 35 na
uUs OP 415 932 -55%
Packaged meat 571 847 -33%
Pork (33) 233 -114%
Others (123) (148) -17%
Europe OP 174 142 23%
Packaged meat 92 54 70%
Pork 103 88 17%
Others (22) 0 na

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 2: 28% of US people received at least one dose of vaccine as of 28 Mar 2021

Share of people who received at least one dose of COVID-19

vaccine

Share of the total population that received at least one vaccine dose. This may not equal the share that are fully
vaccinated if the vaccine requires two doses.

& Add country
60% Israel
50%
United Kingdom
Chile
40% 35I_1ra"'_
United States
Serbia
. Hungary
30% Finland
Estonia
Morocco
ar France
20% Germany
Italy
Turkey
10% Brazi
Russia
India
0% Indonesia
Dec 13, 2020 Jan 15,2021 Feb4,2021 Feb 24,2021 Mar 28, 2021
S0 Official data World in Data - Last updated 29 harch, 12:10 (London time)
CurworldinData.or, CCBY

Source: Our World in Data

Figure 3: US 2021 hog forward futures trade well above 2018-2020 cash hog prices
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Figure 4: Earnings revision

New old Diff (%)

US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 27,200 28,209 29,499 25,969 27,550 na 5% 2% na
Gross Profit 5,507 5,610 5,880 5,253 5,512 na 5% 2% na
Operating Profit 2,308 2,457 2,632 2,214 2,454 na 4% 0% na
Adj. net profit 1,415 1,524 1,639 1,331 1,514 na 6% 1% na
Gross Margin 20.2% 19.9% 19.9% 20.2% 20.0% na flat -0.1ppt na
Operating Margin 8.5% 8.7% 8.9% 8.5% 8.9% na flat -0.2ppt na
Net Margin 5.2% 5.4% 5.6% 5.1% 5.5% na +0.1ppt -0.1ppt na

Source: Company data, CMBIS estimates

Figure 5: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
US$ mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 27,200 28,209 29,499 26,150 26,859 29,489 4% 5% 0%
Gross Profit 5,507 5,610 5,880 5,439 5,694 5,898 1% -1% 0%
Operating Profit 2,308 2,457 2,632 2,312 2,494 2,647 0% -2% -1%
Net profit 1,415 1,524 1,639 1,473 1,599 1,696 -4% -5% -3%
Gross Margin 20.2% 19.9% 19.9% 20.8% 21.2% 20.0% -0.6ppt -1.3ppt -0.1ppt
Operating Margin 8.5% 8.7% 8.9% 8.8% 9.3% 9.0% -0.3ppt -0.6ppt -0.1ppt
Net Margin 5.2% 5.4% 5.6% 5.6% 6.0% 5.8% -0.4ppt -0.6ppt -0.2ppt

Source: Bloomberg, CMBIS estimates

Figure 6: SOTP-based valuation

FyY21 FYleEr;‘;: Valuation
P/E (US$mN) (US$mn)
US & Europe businesses 10.0 783.0 7,830 10x FY21E P/E
China business 16.6 631.6 10,485 16.6x FY21E P/E
Total 18,315
Value per share (HK$) 9.6
Implied FY21E P/E 12.9
Price S:as;l;: Value
(RMB) (mn) (HK$mn)
Market cap of WH 106,463

Mkt value of Shaunghui stakes 43.88 3,464.7 90,210 based on 70.33% equity stakes and 30% holding company discount
Implied Smithfield value 16,252
Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 7: P/E band
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Source: Bloomberg, Company data, CMBIS estimates

Figure 8: US hog generic future price rose 43% YTD and surpassed the peak in
2019
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Figure 9: The discount of US pork carcass price to

China’s narrowed to 58% on 21 Mar 2021

Figure 10: The discount of US hog price to China’s

was 58% on 10 Mar 2021
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Figure 11: US breeding hog inventory was down 4% in Figure 12: Number of sows farrowing during the
the quarter ended 1 Mar 2021 quarter ended 1 Mar 2021 was down 1%
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Figure 13: US market hog inventory fell 1% in the quarter Figure 14: China’s pork import vol. from US between

ended 1 Mar 2021

Mar and Dec 2021 jumped 153% YoY
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Figure 15: China’s hog inventory jumped 31% YoY in

Figure 16: China’s sow balance YoY growth accelerated

4Q20 to 35.1% in Dec 2020
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Figure 17: US pork export volume to China was 50,814 Figure 18: US pork price has been strong
metric tonnes in Jan 2021
m2019 ~2020 2021 (US cents/Ib) ——2021 ——2020 ——2019 2018 2017
90,000 ({metric tons) B0
85,000
80,000 120 4
75,000
70,000 110 4
65,000 o
60,000 1
55,000 o |
50,000 »
45,000 g0 LN
40,000 Y \‘m\
35,000 70 1
30,000
25,000 60 1
20,000
15,000 50 4
10,000
5'002 EEEEEEE R R R R R R E R E
Jan Feb  Mar  Apr  May Jun Jul Aug  Sep Oct  Nov  Dec §§§§§§§55§§§§EEEE§§§88§§§§

Source: US meat export federation

Figure 19: 2021 YTD US pork packers margin is low due to strong hog price

Source: Bloomberg, CMBIS estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (US$ mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (US$ mn) FY19A FY20A FY21E FY22E FY23E
Revenue 24,103 25,589 27,200 28,209 29,499 Profit before tax 2,052 2,124 2,293 2471
China 8,756 10,828 10,459 11,385 12,384 Depreciation and amortization 581 675 739 777
us 13,158 14,765 13,920 13,770 13,890 Change in working capital (930) 57 (33) (46)
EUR 2,188 2,494 2821 3,054 3,226 Others (240) (355) (466) (501)
Cost of sales (19,209 (21,096 (21,693 (22,600 (23,619 Net cash from operating 1,463 2,357 2,503 2,533 2,701
Gross profit 4,894 4,493 5507 5,610 5,880
Capex & investments (680) (1,400) (1,000) (600)
Other income and gains 59 74 56 57 59 Interest received 6 24 25 34
SG&A expenses (2,870) (2,788) (3,255) (3,211) (3,306) Others (122) 0 0 0
Operating profit 2,083 1,779 2308 2457 2,632 Net cash from investing (796)  (963) (1,376) (975) (566)
Finance cost (144) (135) (136) (118) (117) Change of borrowings 3 (400) (400) 0
Other expenses (63) (111) (63) (63) (63) Dividend paid (464) (679) (861) (935)
Other gains/(losses) 53 47) 0 0 0 Proceeds from 31 0 0 0
Share of profit of associate 4 4 4 5 5 Others (163) (126) (126) (126)
Share of profit of JV 13 10 11 12 13 Financing cash flow (593) (479) (1,205) (1,388) (1,061)
Profit before tax 1,946 1,500 2,124 2,293 2471
Income tax (336) (263) (422) (455) (491) Netchangein cash 74 915 (78) 170 1,074
Non-controlling interests (230) (264) (288) (314) (342) cash at the beginning 484 552 1,553 1,475 1,646
Net profit 1,380 973 1,415 1,524 1,639 Exchange difference (6) 86 0 0 0
Adj. net profit 1,378 973 1,415 1524 1,639 Cash at the end 562 1,553 1,475 1,646 2,720
Bank and cash balance 552 1,553 1,521 1,692 2,766
Bank overdraft 0 0 (46) (46) (46)
Balance sheet Key ratios
YE 31 Dec (US$ mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 10,575 10,881 11,781 12,218 12,219 Sales mix (%)
PPE 5406 5,531 6,406 6,816 6,789 China 36.3 423 385 404 420
Goodwill 3,667 3,770 3,762 3,754 3,746 us 54.6 57.7 51.2 48.8 47.1
JV/associates 347 354 369 386 404 EUR 9.1 9.7 104 108 109
Others 509 542 542 542 542
P&L ratios (%)
Current assets 6,707 7,834 7,728 8,063 9,330  Gross profit margin 203 176 202 199 199
Cash and pledged deposits 593 1,650 1,572 1,743 2,817  Operating profit margin 8.6 7.0 8.5 8.7 8.9
Inventory 2,903 2,641 2,580 2,688 2,809 Net profit margin 5.7 3.8 52 54 5.6
Trade receivables 1,047 915 973 1,009 1,055  Adj. net profit margin 5.7 3.8 5.2 54 5.6
Others 2,164 2,628 2,603 2,623 2,649 Payout ratio 42.8 34.2 40.0 40.0 40.0
Current liabilities 3,869 4,067 4,168 4,306 4,461 Balance sheet ratios
Borrowings 905 842 842 842 842 Current ratio (x) 1.7 1.9 1.9 1.9 0.0
Trade payables 1,074 913 939 978 1,022 Receivables turnover days 17 14 13 13 13
Other payables 1,686 2,136 2,196 2,288 2,391 Payables turnover days 19 17 16 15 15
Others 204 176 190 198 205 Inventory turnover days 47 48 44 43 42
Asset turnover (x) 14 14 14 14 0.0
Non-current liabilities 3,961 3,663 3,332 2,990 3,058  Net gearing ratio (%) 31 14 10 5 0
Borrowings 2,187 1,840 1,440 1,040 1,040
Deferred revenue 1,114 1,270 1,339 1,397 1,465 Returns (%)
Others 660 553 553 553 553 Adj. ROAE 16.8 10.4 13.4 13.2 0.0
Adj. ROAA 9.9 6.9 8.9 9.2 0.0
Minority Interest 768 980 922 940 957
Total net assets 9,452 10,985 12,009 12,985 14,031 Per share data
Shareholders' equity 8,684 10,005 11,087 12,045 13,074 Adj. EPS (US$) 0.094 0.066 0.096 0.103 0.111
DPS (HK$) 0.32 0.18 030 0.32 0.34
BVPS (US$) 0.59 0.68 0.75 0.82 0.89

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable
for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making
use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS 1S" basis. The information and contents are subject to change without notice. CMBIS may issue other publications
having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when
compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on
behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the
companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and
CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced,
reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and
the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as
a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended
to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for
distribution in the United States solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended,
and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance
hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction
to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined
in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its
respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations.
Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities
and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law.
Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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