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UNDERPERFORM ©

PGG Wrightson (PGW) reported a soft FY20 result as higher Alert Levels significantly limited activity within its Agency
business, weighing on earnings. PGW has a renewed focus on its rural services core, investing in technology, with the aim to
improve its ability to serve and gain market share. Whilst we view digital initiatives positively, we expect meaningful growth,
beyond a normalisation of recent headwinds, to be difficult to achieve. In addition, we view the near-term outlook as
challenging. Regulatory and economic uncertainty, ongoing COVID-19 impacts, and a tightening in the credit environment
continue to create a difficult operating environment which we struggle to see reversing in the near-term. At 12.0x forward PE,
PGW is trading ahead of its historic range. We view the current share price as not offering sufficient value to compensate for
low growth opportunities and a challenging backdrop. We reinstate coverage from our Research Insights series with an
UNDERPERFORM rating.

NZX Code PGW Financials: Jun/ 20A 21E 22E 23E Valuation (x) 20A 21E 22E 23E
Share price NZ$2.62  NPAT*(NZ$m) 71 158 167 190 EV/EBITDA 24 40 39 3.7
Target price NZ$2.10  EPS*(NZc) 94 209 221 251  EV/EBIT 7.3 8.3 7.9 7.1
Risk rating Medium EPS growth* (%) 86.8 n/a 58 13.46 PE 277 125 119 104
Issued shares 75.5m DPS (NZc) 90 160 180 200 Price / NTA 14 14 1.3 1.3
Market cap NZ$198m  Imputation (%) 100 100 100 100  Cashdivyld (%) 34 61 6.9 7.6
Avg daily turnover 68.4k (NZ$174k) *Based on normalised profits Gross div yld (%) 4.8 8.5 9.5 106

Soft result, challenging year

PGW reported FY20 Operating EBITDA (pre-IFRS 16) of NZ$23.4m, marginally down on the prior year. It was a challenging period for
PGW, with drought and COVID-19 restrictions weighing on operating activity. After adjusting for the NZ$3.2m of wage subsidy
received, we estimate the FY20 COVID-19 EBITDA headwind to have been c. NZ$10m. Unsurprisingly, PGW decided not pay a final
dividend given 1) the weak result, and 2) an uncertain outlook. We assume dividends are reinstated at 1H21.

Story of two halves

Seasonality is a strong feature in PGW earnings, with the first half all about its Retail and Water business and the second half driven
by its Agency business. Retail EBITDA increased +14% on the prior year, led by growth in its Fruitfed Supplies business and supported
by a recovery in its refocused Water division. A buoyant horticulture sector underpinned performance with anecdotal evidence
suggesting market share gains. COVID-19 restrictions effectively halted sale yard activity through Alert Levels 3 and 4, materially
weighing on Agency performance (EBITDA down -47%). Providing some offset was continued growth in demand for its Go
Receivables product, with revenue up +9% on the prior year. Providing some offset, PGW also delivered on corporate cost out
initiatives following the sale of its Seed & Grain business. We expect the annualised benefit to be c. NZ$3m. Going forward we
forecast Agency performance to normalise although view material organic growth as difficult to achieve.

Outlook uncertain but tracking well early days

The general outlook in a COVID-19 world is uncertain, with the possibility of additional lockdowns and a clearer economic picture
having the ability to weigh on agriculture trade flows and on farm activity. However, PGW has started the year well with trading in its
retail business showing a return to 'normal’ levels, led by the horticulture sector.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
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PGG Wrightson (PGW)

Priced as at 18 Aug 2020 (NZ$) 2.62
12-month target price (NZ$)* 2.10
Expected share price return -19.8%
Net dividend yield 6.2%
Estimated 12-month return -13.6%
Key WACC assumptions

Risk free rate 1.30%
Equity beta 1.38
WACC 8.1%
Terminal growth 1.5%
Profit and Loss Account (NZ$m) 2019A 2020A 2021E 2022E 2023E
Sales revenue 798.8 788.0 820.6 836.1 851.8
Normalised EBITDA 24.9 45.2 56.9 58.3 61.4
Depreciation and amortisation (9.3) (29.5) (29.2) (29.1) (29.0)
Normalised EBIT 10.2 15.1 27.7 29.2 324
Net interest (6.1) (5.0) (5.8) (6.0) (6.1)
Associate income 0 0 0 0 0
Tax 0.4 (2.9) (6.1) (6.5) (7.4)
Minority interests 0.7 0 0 0 0
Normalised NPAT 3.8 7.1 15.8 16.7 19.0
Abnormals/other 127.8 0.7 0 0 0
Reported NPAT 132.3 7.8 15.8 16.7 19.0
Normalised EPS (cps) 5.1 9.4 20.9 22.1 25.1
DPS (cps) 15.0 9.0 16.0 18.0 20.0
Growth Rates 2019A 2020A 2021E 2022E 2023E
Revenue (%) -1.2 -1.4 4.1 1.9 1.9
EBITDA (%) -27.9 815 25.8 26 53
EBIT (%) -47.7 47.6 84.0 54 11.1
Normalised NPAT (%) -52.8 86.8 >100 5.8 13.6
Normalised EPS (%) -52.8 86.8 >100 58 13.6
Ordinary DPS (%) -50.0 -40.0 77.8 12.5 11.1
Cash Flow (NZ$m) 2019A 2020A 2021E 2022E 2023E
EBITDA 24.9 45.2 56.9 58.3 614
Working capital change (31.0) (7.5) (9.3) (9.4) (7.4)
Interest & tax paid (16.9) (3.5) (11.9) (12.5) (13.5)
Other (26.0) 0.0 0 0 0
Operating cash flow (49.0) 34.2 35.6 36.4 40.6
Capital expenditure (16.5) (5.4) (12.6) (12.1) (12.5)
(Acquisitions)/divestments 402.6 (5.6) 0 0 0
Other (0.0) (251.6) (13.0) (13.4) (13.7)
Funding available/(required) 337.1 (228.4) 10.0 10.9 14.4
Dividends paid (16.5) (12.6) (8.9) (12.7) (14.2)
Equity raised/(returned) 0 0 0 0 0
(Increase)/decrease in net debt 320.6 (240.9) 11 (1.8) 0.2
Balance Sheet (NZ$m) 2019A 2020A 2021E 2022E 2023E
Working capital 1237 125.6 134.9 144.3 1517
Fixed assets 44.7 46.3 49.3 51.3 53.3
Intangibles 14.6 17.2 17.2 17.2 17.2
Right of use asset 0 104.6 101.8 99.0 96.3
Other assets 16.1 16.3 16.3 16.3 16.3
Total funds employed 199.2 310.0 3194 328.1 3347
Net debt/(cash) (207.8) 331 32.0 338 336
Lease liability 0 106.9 110.6 1134 115.5
Other liabilities 8.7 13.2 13.2 13.2 13.2
Shareholder's funds 398.3 156.7 163.6 167.6 172.3
Minority interests 0 0 0 0 0
Total funding sources 199.2 310.0 3194 328.1 334.7

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-
months dividend

Spot valuations (NZ$)
1.DCF

2. Peer multiples
3.n/a

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Operating Performance
Revenue (NZ$m)

Retail & Water

Agency

Other

Revenue

Revenue growth (%)
Retail & Water
Agency

Revenue

EBITDA (NZ$m)
Retail & Water
Agency

Corporate Overhead
Operating EBITDA

EBITDA margins (%)
Retail & Water
Agency

EBITDA margin
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4.0
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Soft result, challenging times

PGW reported a soft FY20 result with Operating EBITDA of NZ$23.4m (pre-IFRS 16). The key earnings drag was its Agency business,
where COVID-19 restrictions effectively halted activity through Alert Levels 3 and 4. After removing the NZ$3.2m wage subsidy
benefit, PGW reported an ~NZ$3.5m EBITDA loss in the second half. PGW's balance sheet appears healthy with FY20 net debt of
NZ$33.1m, net debt/Op EBITDA of 1.4x on a suppressed result.

PGW has decided not pay a final dividend given 1) the weak result, and 2) an uncertain outlook. Dividend payments are expected to
resume when the market stabilises.

Earnings changes

Our headline earnings changes reflect the inclusion of IFRS-16 accounting for leases, which has a meaningful impact on EBITDA. We
have cut our underlying EBITDA assumptions c. -10% reflecting 1) a new earnings base, 2) an uncertain near-term backdrop, and 3) a
revised view on achievable organic growth.

Prior to COVID-19, PGW had guided to FY20 Operating EBITDA (pre-IFRS 16) in excess of NZ$30m, we, therefore, assume a
normalisation of earnings in FY21; however, note that further lock own restrictions, particularly in the second half would represent
downside to our estimates. In addition, our FY21 earnings include an NZ$0.9m wage subsidy benefit captured in July.

Figure 1. Earnings changes (NZ$m)

FY21E FY22E FY23
Old New % chg Old New % chg Old New % chg
Revenue 831.5 820.6 -1.3% 845.0 837.8 -0.9% n/a 853.5 n/a
EBITDA (pre-IFRS 16) 35.0 314 -10.4% 36.7 324 -11.9% n/a 34.6 n/a
EBITDA 35.0 56.9 62.5% 36.7 58.5 59.4% n/a 61.2 n/a
NPAT 17.3 15.8 -8.9% 18.2 19.3 5.9% n/a 21.8 n/a
EPS (cps) 22.9 20.9 -8.8% 24.1 255 6.0% n/a 28.9 n/a
DPS (cps) 18.0 16.0 -11.1% 20.0 16.0 -20.0% n/a 18.0 n/a

Source: Forsyth Barr analysis

UNDERPERFORM; Target price NZ$2.10

We reinstate coverage of PGG Wrightson (PGW) with an UNDERPERFORM rating and a target price of NZ$2.10. Our target price is
derived from a combination of a DCF (NZ$2.09) and peer multiples (NZ$2.10), rolled forward at the cost of equity (9.6%).

PGW is trading ahead of historic averages both on an absolute basis and relative to key rural services and New Zealand agriculture
peers (Figure 2). We view underlying earnings growth as limited, exacerbated by a challenging rural sector backdrop.

Investment case

PGW offers broad exposure to New Zealand agri business, with a focus on rural services. Its business operations include the retail sale
of farm supplies, facilitation of livestock/wool trading, and irrigation project work.

We view on farm investment activity as likely being suppressed over the near-term and therefore expect underlying earnings growth
will be challenging. Our view is based on:

1. Weak commodity prices — Both wool and red meat prices have recently touched multi-year lows, in part exacerbated by
COVID-19 related impacts

2. Regulatory uncertainty — Environmental concerns are driving calls for further regulation for the agriculture sector

3. More limited credit availability — Banks are actively looking to reduce exposure to the sector, leading to credit tightening

These concerns, alongside recent headwinds of drought and COVID-19, have weighed on farmer confidence. Although up from
March, confidence and investment intentions remain at subdued levels (June net confidence -25%).



£% FORSYTH BARR

Figure 2. Relatively low return on capital Figure 3. PGW has experienced multiple expansion
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Figure 4. PGW and Australian rural services peers Figure 5. ROE vs BVPS
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Result summary
Figure 6. FY20 result summary (NZ$m)
FY19 FY20 %chg  Comments
Retail & Water 599.7 619.1 3.2% Fruitfed the brightspot in the group, supported by strong horticulture activity
Agency 193.8 165.8 -14.4%  Difficult 2H trading due to COVID-19 restrictions
Other 52 3.1 -41.2%
Revenue 798.8 788.0 -1.4%
Retail & Water 19.3 22.0 13.8%  Horticulture business typically higher margin
Agency 15.9 8.4 -47.0% Net COVID impact ~NZ$10m
Overheads (10.3) (6.9) -32.6%  Annualised corporate cost out benefit of ~\NZ$3m
Operating EBITDA 24.9 234 -5.8% Includes wage subsidy of NZ$3.2m, NZ$1.0m to be included in FY21
Operating EBITDA (incl IFRS 16) 24.9 45.2 n/a
Reported NPAT 131.8 7.8 n/a
Adjustments (127.3) (0.7) n/a Gain on sale of discontinued operations
Normalised NPAT 4.5 71 58.2%
EPS (cps) 6.0 9.4 58.2%
Final DPS (cps) 7.5 - -100.0% No final dividend given 1) weak result and 2) uncertain outlook
Balance sheet & cashflow
Inventories 86.0 87.1 1.3%
Receivables 193.6 1711 -11.7%  Go Livestocks receivables NZ$48m
Payables 155.9 132.6 -14.9%
Working capital 123.7 125.6 1.5%
Net debt (cash) (207.8) 33.1 n/a 1.4x net debt/pre-IFRS 16 EBITDA
Operating cashflow (49.0) 34.2 n/a
Capital expenditure 17.9 29.0 62.0%

Source: Company reports, Forsyth Barr analysis
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Investment Summary

PGG Wrightson (PGW) offers investors broad leverage to the New Zealand agribusiness markets, with a particular focus on rural
services. A focus on its core farmer oriented businesses in recent years, including the divestment of non-core businesses,
and investment into irrigation assets, has helped realign the company's strategy to its key strengths. Looking forward we see
underlying earnings growth as limited, and view the near-term operating environment amid COVID-19 disruption and
heightened uncertainty as challenged. UNDERPERFORM

Business quality
= Leading NZ rural services company: PGW has a long history servicing the New Zealand agriculture sector.

= Strong technical offering: PGW has invested into its online offerings, both through e-commerce and its online trading platform
bidr. A number of typical sale yard competitors also use the bidr platform, highlighting its superior offering.

Earnings and cashflow outlook
= Sheep & Beef prices: PGW's roots are ingrained in the Sheep & Beef farming communities, and as such its rural supplies and

servicing businesses are driven by the success of its sheep and beef farmer clients.

= Dairy prices: The dairy pay-out and dairy farmer earnings are linked to global dairy prices. Dairy-related leverage is
material, particularly given the company is increasing market share in rural servicing of dairy.

= Seasonality of earnings: PGW's Retail and Water earnings are highly seasonal and weighted to the first half, ahead of key
milking and growing periods. Agency earnings are also seasonal, although second half weighted. Climatic conditions can have a
reasonable impact on seasonal earnings.

Financial structure
= Gearing: Following the sale of its Seed & Grain business and subsequent capital distribution PGW's balance sheet is now more

conservatively geared.
= Go Livestock: PGW is growing its receivables product, GO Livestock. Tightening credit availability from the major banks is
supporting demand.

Risk factors

= Sustained commodity price collapse: Dairy prices have recovered; however, risk of commodity price swings for Sheep, Beef, Dairy,
and Wool can affect earnings.

= Competition is robust: PGW competes heavily against two rural servicing companies, FarmSource ( Fonterra-owned) and

Farmlands.
Figure 7. EBITDA contribution (NZ$m) Figure 8. Red meat price indicators
25.0 275 -
§ 250 -
20.0 2 225
7]
& S 200 r\
N 150 2175 \/H(
£ E A A D W
a o150 -/ AV \W/
= 10.0 z / / 4
o < 125
. 8 100
5.0 £
s 75
50 T . . .
i g o 8 2 I 2 2 5 8 2 8
FY19 FY20 o o o o o o o o o o o
3% 3% 3% 3% 3% 3% 39 3% 3% 39 3%
W Retail & water m Agency —Beef —Lamb Venison
Source: Company reports, Forsyth Barr analysis Source: AgriHQ, Forsyth Barr analysis



£% FORSYTH BARR

Figure 9. Price performance

Figure 10. Substantial shareholders

Shareholder Latest Holding
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Figure 11. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYld
(metrics re-weighted to reflect PGW's balance date - June) (m) 2021E 2022E 2021E 2022E 2021E 2022E 2022E
PGG Wrightson PGW Nz NZ$2.62 NZ$198 12.5x  11.9x 4.1x 4.0x 8.3x 7.9x 6.9%
ELDERS ELD AT A$10.20 A$1,589 14.1x  13.1x 13.2x  12.3x 15.4x  14.2x 2.5%
GRAINCORP-A GNC AT A$4.22 A$966 <0Ox  22.2x 13.1x  12.0x 47.5x  29.5x 2.6%
RIDLEY CORP RIC AT A$0.69 A$219 12.1x  11.9x 7.1x 6.5x 12.4x  11.5x 5.1%
NUTRIEN NTRCN US$51.43 US$29,307 26.9x  21.9x 10.7x 9.9x 21.3x  18.3x 3.7%
Compco Average: 17.7x  17.3x 11.0x 10.2x 24.1x  18.4x 3.5%
EV = Current Market Cap + Actual Net Debt PGW Relative: -29%  -31% -63% -61% -65% -57% 98%
Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (PGW) companies fiscal year end
Figure 12. Consensus EPS momentum (NZ$) Figure 13. One year forward PE (x)
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page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this report.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Ratings distributions: As at 17 Aug 2020, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
43.4% 45.3% 11.3%

Forsyth Barr's research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations
across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total
Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr") may have long or
short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide (or be
intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is not a
registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may buy or sell financial products as principal or agent, and
in doing so may undertake transactions that are not consistent with any recommendations contained in this publication. Other Forsyth Barr business units
may hold views different from those in this publication; any such views will generally not be brought to your attention. Forsyth Barr confirms no inducement
has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in connection with making any recommendation
contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff or information) may have been provided by
the issuer(s) being researched.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
investment banking services to the issuer that is the subject of this publication. For information about whether Forsyth Barr has within the past 12 months
been engaged to provide investment banking services to any other issuer referred to in this publication, please refer to the most recent research report for
that issuer’s financial products.

Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice, please
contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any) amount
invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are available on
request and free of charge.

Disclaimer: This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that
information has not been independently verified or investigated by Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or
implied) that the information in this publication is accurate or complete, and, to the maximum extent permitted by law, excludes and disclaims any liability
(including in negligence) for any loss which may be incurred by any person acting or relying upon any information, analysis, opinion or recommendation in this
publication. Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you. Any
analyses or valuations will typically be based on numerous assumptions; different assumptions may yield materially different results. Nothing in this
publication should be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from doing so, or to engage in any other
transaction. This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach of
any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise
commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide
Forsyth Barr with information on your readership of the publications available through that platform.
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