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Margin squeeze 

1H12 Results: 

While revenue was close to our forecast, GNG has reported 1H12 profit numbers well 
below expectations on the back of lower margins: 

 Revenue was up 12% on pcp to $79.3m (Argonaut $82.5m) 

 EBITDA was down 43% on pcp to $9.9m (Argonaut $15.9m), with margins falling 
from 24.5% to 12.5% (Argonaut expectation was for a 19.3% margin) 

 NPAT was down 37% on pcp to $6.7m (Argonaut $11.5m) 

The balance sheet remains in excellent shape.  Operating cash flow of $22.4m was 
similar to pcp, and GNG had cash of $51.9m at period end with very little debt ($0.6m). 

The pipeline is significant, with construction project opportunities of ~$880m through 
FY15 based on current / completed studies and traditional study conversion rates. 

For the full year GNG will be focusing on margin improvement and expects revenue to at 
least match that obtained in the first half. 

Impact: Negative 

As shown in the past margins can be volatile, with lumpy profit recognition dependent on 
accounting treatment and timing of project completion.  Prior to this result, half yearly 
EBITDA margins in FY10 and FY11 had ranged between 14.7% and 24.0%. 

However, in the last half we had under-estimated the combined impact of an increase in 
overheads with delays in contract awards.  On review, our forecasts see significantly 
lower profit in FY12 (see further analysis on following pages): 

Actual Old New Change Old New Change

Revenue ($m) 143 180 165 -8.3% 225 210 -6.7%

EBITDA margin 20.0% 19.3% 13.0% -32.7% 19.1% 16.5% -13.6%

Norm. NPAT ($m) 21.1 25.1 15.6 -37.7% 31.2 25.2 -19.2%

FY11 FY12F FY13F

 

Our View: Positive 

However, in our view the medium term outlook remains positive: 

 The increase in overheads (staff numbers are up ~35% over the last year) has 
given GNG the ability to take on a significantly higher volume / value of work 

 The balance sheet is in excellent shape to take advantage of opportunities 

 The pipeline is large and, with a number of projects in final stage study, we would 
expect to see considerable conversion to EPC and EPCM work during CY12 

Our Recommendation: Hold 

Our target price has fallen from $2.15 to $1.70 based on a blend of DCF and PE-based 
valuations (see detail overleaf).  This revised target price represents 10x FY13 earnings 
forecasts, which in our view are more reflective of GNG’s earnings potential. 

We revise our recommendation from buy to hold. 
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Current Price:
Target Price:
Ticker: GNG.ASX
Sector: Construction & Eng

Shares on Issue (m):

Market Cap ($m):

Net Debt (Cash) ($m):
Enterprise Value ($m): 199.2

52 wk High/Low: $2.30 $1.67

12m Av Daily Vol (m):

Key Metrics
12F 13F

EV/EBITDA (x) 9.3 5.7

P/E (x) 16.1 10.0

Ratios
11A 12F 13F

ND / Equity -86% -105% -92%

EBIT Mgn 19.6% 12.5% 16.1%

RoA 83.4% 55.7% 70.0%

RoE 51.7% 34.7% 45.0%

Financials:
11A 12F 13F

Revenue ($m) 142.5 165.0 210.0

EBITDA ($m) 28.9 21.4 34.7

NPAT ($m) 21.1 15.6 25.2

Net Assets ($m) 40.8 45.1 56.0

Op CF ($m) 15.6 25.2 20.4

Per Share Data:
11A 12F 13F

EPS (cps) 16.8 10.4 16.7

DPS (cps) 4.0 8.0 10.0

Div Yield 2.4% 4.8% 6.0%

NTAPS (cps) 27.2 30.0 37.1

CFPS (cps) 12.4 16.8 13.5
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GR Engineering Equities Research
Ian Christie, CFA

Recommendation HOLD Sector Construction & Eng
Current Price ($) 1.67 Market Cap ($m) 250.5
All Ords (XAO) 4,368.2 Date

Profit and Loss ($m) 2011A 1H12A 2H12F 2012F 2013F Summary

Revenue 142.5 79.3 85.7 165.0 210.0

Norm. EBITDA 28.9 9.9 11.5 21.4 34.7 Target Price (A$ per share) 1.70

Depreciation -0.5 -0.3 -0.4 -0.7 -0.9 Forecast 2012 Yield (%) 4.8%

Norm. EBIT 28.3 9.6 11.1 20.7 33.8 Forecast 2012 P/E (x) 16.1

Net Interest 0.9 1.0 0.6 1.7 2.2 Forecast 2013 P/E (x) 10.0

Norm. PBT 29.2 10.6 11.7 22.4 36.0

Norm. NPAT 21.1 6.7 8.9 15.6 25.2 Valuation Method Calculations Results

Rep. NPAT 21.1 6.7 8.9 15.6 25.2

DCF Valuation Discount Rate / WACC (%) 12.1%

Cash Flow ($m) 2011A 1H12A 2H12F 2012F 2013F PV Free Cash Flow ($m) 235.2

Receipts 132.6 96.7 68.1 164.9 200.3 Less Net Debt / Plus Cash ($m) 51.3

Payments -112.5 -71.5 -67.5 -139.0 -171.4 Unpaid Capital ($m) 1.3

Other -4.6 -2.8 2.2 -0.6 -8.6 Equity Value ($m) 287.8

Cash from Operations 15.6 22.4 2.9 25.2 20.4 Equity Value (A$ps) 1.91

Property, Plant & Equip -1.1 -0.2 -1.4 -1.5 -1.7 

Payment for Subsidiary 0.0 0.0 0.0 0.0 0.0 On FY13 Earnings Multiple EV Equity Val per Share

Other 0.0 0.0 0.0 0.0 0.0

Cash From Investing -1.1 -0.2 -1.4 -1.5 -1.7 

Issue of Shares 27.9 0.0 0.6 0.6 0.8 P/E (x) 9.0 226,832 1.51

Net Borrowing 0.3 -0.3 -0.2 -0.6 -0.2 Multiple Valuation (A$ps) 1.51

Dividends -19.0 -6.0 -6.0 -12.0 -15.1 

Cash From Financing 9.1 -6.3 -5.6 -12.0 -14.5 Target Price 1.70

Net Cash Flow 23.6 15.9 -4.1 11.7 4.2

Ending Cash 36.0 51.9 47.7 47.7 51.9

Total Capex (incl HP) 1.1 1.5 1.7 Financial Ratios 2010A 2011A 2012F 2013F

Balance Sheet Ratios

Balance Sheet ($m) 2011A 1H12A 2012F 2013F Net Debt / Equity (%) -115.3% -85.9% -105.1% -92.4%

Cash 36.0 51.9 47.7 51.9 Current Ratio (x) 1.2 2.3 2.1 2.2

Receivables 24.7 18.9 24.9 34.5 Net Interest Cover (x) -33.9 -31.1 -12.4 -15.0 

Inventory 1.7 1.7 2.0 2.4 Profitability Ratios

Other 1.2 2.5 1.2 1.2 EBITDA Margin (%) 18.7% 20.0% 13.0% 16.5%

Current Assets 63.6 74.9 75.8 90.1 Net Profit Margin (%) 13.9% 14.8% 9.5% 12.0%

Property, Plant & Equip 2.0 1.8 2.8 3.6 Return on Assets (%) 63.0% 83.4% 55.7% 70.0%

Intangibles 0.0 0.0 0.0 0.0 Return on Equity (%) 175.1% 51.7% 34.7% 45.0%

Other Non-current Assets 3.2 1.9 3.2 3.2 Cash Flow Ratios

Non-Current Assets 5.2 3.8 6.1 6.8 Free Cash Flow Yield 5.0% 9.4% 7.4%

Total Assets 68.8 78.7 81.8 96.9

Payables 14.8 14.6 19.7 24.0

Borrowings 0.9 0.6 0.3 0.2 Per Share Data 2010A 2011A 2012F 2013F

Provisions 6.7 4.2 6.7 6.7 Reported EPS (cps) 16.8 10.4 16.7

Unearned Inc. / Other 5.6 17.6 10.0 10.0 Basic Norm. EPS (cps) 16.8 10.4 16.7

Total Liabilities 28.0 37.0 36.7 40.9 Diluted Norm. EPS (cps) 16.8 10.4 16.7

Net Assets 40.8 41.7 45.1 56.0 Diluted Norm. P/E (x) 10.0 16.1 10.0

Ordinary Equity 28.5 28.5 29.1 29.9 Dividends per share (cps) 4.0 8.0 10.0

Reserves 0.1 0.2 0.1 0.1 Dividend Yield (%) 2.4% 4.8% 6.0%

Retained Earnings 12.3 13.0 15.9 26.1 NTA per share (cps) 27.2 30.0 37.1

Total Equity 40.8 41.7 45.1 56.0 Cash Flow per share (cps) 12.4 16.8 13.5

22 February 2012
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A reasonable revenue line was 
marred by a significant drop in 
margin in 1H12 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
While margins have in the past 
been volatile due to accounting 
treatment on projects ….. 
 
 
 
 
 
 
 
 
 
 
 
….. increased overheads 
without a corresponding 
increase in revenue resulted in 
further margin squeeze 
 
 
 
 
 
 
 
 
 
 
 
 
Our FY12 revenue forecasts 
have been reduced by 8% ….. 
 
 

Growth in o/head not matched by revenue 

While revenue was close to our forecast, GNG’s 1H12 profit numbers were well below 
expectations on the back of lower margins, which were impacted by: 

 Profit recognition accounting treatment 

 Delays in contracts being awarded 

 Increasing overheads associated with positioning the Company for growth 

The first point was understood.  As shown in the past, margins can be volatile, with 
lumpy profit recognition dependent on accounting treatment and timing of project 
completion.  Prior to this result, half yearly EBITDA margins in FY10 and FY11 had 
ranged between 14.7% and 24.0%. 

Figure 1: Previous volatility 
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Source: GNG, Argonaut 

However, in the last half we had significantly under-estimated the combined impact of 
an increase in overheads with delays in contract awards. 

Forecasts 

Revenue 

FY12: 

 Commentary with the results indicate 2H12 revenue is expected to be 
consistent with 1H12, with potential for upside 

 Accordingly we have reduced our full year forecast from $180m to $165m, on 
the assumption that GNG can deliver $85m revenue in 2H12 

FY13: 

 We expect delays to projects may continue, particularly in base metals 

 Our FY13 revenue forecast of $210m is down 7% on our prior $225m forecast 

 We believe this remains achievable based on the strong identified pipeline of 
opportunities 
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….. but the biggest impact on 
forecast profit is as a result of 
significantly lower margin 
assumptions ….. 
 
 
 
 
 
 
 
 
….. in FY12 ….. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
….. and FY13 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FY12 NPAT is 38% lower and 
FY13 NPAT 19% lower than our 
previous numbers 
 

Margins 

The biggest impact on our forecasts is as a result of adjustments to our margin 
assumptions. 

FY12: 

 The EBITDA margin in 1H12 was 12.4% 

 Despite a stated focus on margin improvement in 2H12, with little growth in 
revenue we do not expect margins to climb significantly in the short term 

 We have forecast a margin of 13.5% for 2H12, which implies a full year margin 
of 13.0% 

 This would deliver a 1H:2H net earnings split of 43%:57% 

 There could be upside to 2H12 margins depending on timing of project 
completions 

FY13 and beyond: 

 We had previously assumed a flat 19% EBITDA margin for FY13 and beyond 

 We now expect longer term margins to be lower as a result of: 

 GNG entering into larger contracts, which are likely to be lower margin 

 The additional costs incurred (at least initially) of winning work outside of 
Australia (for example in west Africa and south-east Asia) 

 Our long-term EBITDA margin forecasts are now set at 16.5% 

Impact on profits 

These adjustments to our assumptions have resulted in significant changes to our 
numbers, particularly in FY12. 

Table 1: Changes to Argonaut forecasts 

Actual Old New Change Old New Change

Revenue ($m) 143 180 165 -8.3% 225 210 -6.7%

EBITDA ($m) 28.9 34.7 21.4 -38.4% 43.0 34.7 -19.4%

EBITDA margin 20.0% 19.3% 13.0% -32.7% 19.1% 16.5% -13.6%

EBIT ($m) 28.3 34.1 20.7 -39.3% 42.1 33.8 -19.8%

EBIT Margin 19.6% 19.0% 12.5% -33.8% 18.7% 16.1% -13.9%

Norm. NPAT ($m) 21.1 25.1 15.6 -37.7% 31.2 25.2 -19.2%

FY11 FY12F FY13F

 

Source: Argonaut 
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Important Disclosures 

 Argonaut acted as corporate advisor and broker to the Initial Public Offer in April 2011 and 
received fees commensurate with these services. 

 In December 2011 Argonaut managed the founding shareholders’ sale of 18 million shares at 
$1.80 

 Argonaut holds and/or controls 200,000 shares in GR Engineering. 

Information Disclosure 

Each research analyst of this material certifies that the views expressed in this research material 
accurately reflect the analyst's personal views about the subject securities and listed corporations. 
None of the listed corporations reviewed or any third party has provided or agreed to provide any 
compensation or other benefits in connection with this material to any of the analyst(s). 

General Disclosure and Disclaimer 

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) 
or by Argonaut Securities (Asia) Limited (“ASAL”) for the use of the clients of ASPL, ASAL and other 
related bodies corporate (the “Argonaut Group”) and must not be copied, either in whole or in part, 
or distributed to any other person. If you are not the intended recipient you must not use or 
disclose the information in this report in any way.  ASPL is a holder of an Australian Financial 
Services License No. 274099 and is a Market Participant of the Australian Stock Exchange Limited. 
ASAL has a licence (AXO 052) to Deal and Advise in Securities and Advise on Corporate Finance in 
Hong Kong with its activities regulated by the Securities and Futures Ordinance (“SFO”) 
administered by the Securities and Futures Commission (“SFC”) of Hong Kong.  

Nothing in this report should be construed as personal financial product advice for the purposes of 
Section 766B of the Corporations Act 2001 (Cth). This report does not consider any of your 
objectives, financial situation or needs.  The report may contain general financial product advice and 
you should therefore consider the appropriateness of the advice having regard to your situation. We 
recommend you obtain financial, legal and taxation advice before making any financial investment 
decision. 

This research is based on information obtained from sources believed to be reliable and ASPL and 
ASAL have made every effort to ensure the information in this report is accurate, but we do not 
make any representation or warranty that it is accurate, reliable, complete or up to date. The 
Argonaut Group accepts no obligation to correct or update the information or the opinions in it. 
Opinions expressed are subject to change without notice and accurately reflect the analyst(s)’ 
personal views at the time of writing.  No member of the Argonaut Group or its respective 
employees, agents or consultants accepts any liability whatsoever for any direct, indirect, 
consequential or other loss arising from any use of this research and/or further communication in 
relation to this research. 

Nothing in this research shall be construed as a solicitation to buy or sell any financial product, or to 
engage in or refrain from engaging in any transaction. The Argonaut Group and/or its associates, 
including ASPL, ASAL, officers or employees may have interests in the financial products or a 
relationship with the issuer of the financial products referred to in this report by acting in various 
roles including as investment banker, underwriter or dealer, holder of principal positions, broker, 
director or adviser. Further, they may buy or sell those securities as principal or agent, and as such 
may effect transactions which are not consistent with the recommendations (if any) in this research.  
The Argonaut Group and/or its associates, including ASPL and ASAL, may receive fees, brokerage or 
commissions for acting in those capacities and the reader should assume that this is the case. 

There are risks involved in securities trading. The price of securities can and does fluctuate, and an 
individual security may even become valueless. International investors are reminded of the 
additional risks inherent in international investments, such as currency fluctuations and 
international stock market or economic conditions, which may adversely affect the value of the 
investment. 

The analyst(s) principally responsible for the preparation of this research may receive compensation 
based on ASPL’s and / or ASAL’s overall revenues. 

Hong Kong Distribution Disclosure 

This material is being distributed in Hong Kong by Argonaut Securities (Asia) Limited which is 
licensed (AXO 052) and regulated by the Hong Kong Securities and Futures Commission. Further 
information on any of the securities mentioned in this material may be obtained on request, and for 
this purpose, persons in the Hong Kong office should be contacted at Argonaut Securities (Asia) 
Limited of Unit 701, 7/F, Henley Building, 5 Queen’s Road Central, Hong Kong, telephone (852) 
3557 48000. 
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