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Valuation
Ticker: GNG.ASX
Sector: Engineering
Shares on Issue (m): 153.5
Market Cap (Sm): 207.2

Net Debt (Cash) (Sm): -21.3

Enterprise Value (Sm): 185.9
52 wk High/Low: $1.60 $1.14
12m Av Daily Vol (m): 0.04
Key Metrics
19F 20F

EV/EBITDA (x) 7.1 6.5
EV/EBIT (x) 7.6 6.9
P/E (x) 12.2 11.1
Ratios

18A 19F 20F
Cash 213 35.7 46.7
EBITDA Mgn 8.5% 9.5% 9.5%
NPAT Mgn 5.8% 6.3% 6.3%
RoA 25.0% 352% 35.8%
RoE 222% 32.7% 35.1%
Normalised Financials:

18A 19F 20F
Revenue (Sm) 283.6 275.0 300.0
EBITDA (Sm) 24.1 26.1 28.5
EBIT (Sm) 22.7 24.5 26.8
PBT ($m) 23.2 24.7 27.2
NPAT (Sm) 16.5 17.3 19.0
Rep EBITDA ($m) 17.1 26.1 28.5
Rep NPAT (Sm) 11.6 17.3 19.0
Net Assets (Sm) 52.5 52.9 54.2
Op CF (Sm) -0.9 32.7 30.3
Per Share Data:

18A 19F 20F
EPS (cps) 7.4 11.0 12.2
Norm EPS (cps)* 10.6 11.0 12.2
DPS (cps) 11.0 11.0 11.5
Div Yield 8.1% 8.1% 8.5%
NTAPS (cps) 34.2 34.4 35.3
CFPS (cps) 0.6 213 19.7

* Adjusted for amortisation and one-offs
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Wednesday, 22 August 2018

GR Engineering (GNG)
FY18 results

Analyst | lan Christie, CFA
Quick Read

Revenue of $284m and underlying EBITDA of $24.1m were in line with our expectations.
Timing of contracts and an increase in working capital negatively impacted cash flow in
2H18, although we expect this to improve through FY19. It will be influenced by the timing
of two key projects (Thunderbird and Karlawinda), as will our FY19 revenue forecast
(expected to be 2H weighted). Our $1.55 valuation (prior $1.60) is based on a longer term
view, a solid track record, and an expectation cash will climb from here. BUY.

Event & Impact | Neutral

FY18 earnings in line: Revenue of $284m and underlying EBITDA of $24.1m were in line
with our expectations. This followed the completion of two large contracts (Mt Morgans
and Dalgaranga) and underlying margin improvement in 2H18 to 10.9% (from 7.0% in
1H18). Reported EBITDA was $7.0m lower following one-off bad debt expenses largely
related to the settlement of Hemerdon claims (as previously announced).

Cash flow lower than expected: An operating cash outflow of $0.9m surprised us, as did
the lower closing net cash balance of $21.3m (compared to $34.2m at end FY17). It
highlights the difficulties in forecasting working capital movements for an EPC contractor.
Nevertheless, GNG remains in a strong financial position, with negligible debt.

Working capital: The chart shows the = Receivables

Inventory Payables

Unearned Income ===\ orking capital Cash

swings in working capital over the years,
and the mirror image changes to cash. 80
This largely relates to contract timing.
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in FY19, albeit influenced by the timelines

Sm

(40)
(60)
(expected to commence in 4Q2018). (80)

of preferred tenderer status contracts

Opportunities and timing: GNG is preferred EPC contractor on Sheffield’s Thunderbird
Mineral Sands Project and Capricorn’s Karlawinda Gold Project. Process plant capex for
these two exceeds $350m (~$270m for the former and ~$93m for the latter). However,
timing is unclear, and therefore our (unchanged) FY19 forecast is at risk. We expect
earnings to be 2H weighted, perhaps significantly. GNG intends to provide guidance in
November, when there is more certainty with regard to the timing of these key projects.

Recommendation

We maintain our BUY call on a blended valuation of $1.55 (prior $1.60). While earnings
will invariably be lumpy for an EPC contractor, to avoid large moves in valuation we prefer
to place more emphasis on track record and our view on longer term sustainable earnings.
We also assume for valuation purposes that Eastern Goldfields settles amounts owing
($8.3m) and changes in working capital will positively impact net cash in coming months.
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Recommendation BUY Sector Engineering
Current Price ($) 1.35 Market Cap ($m) 207.2
Valuation ($) 1.55 Date 22 August 2018
Valuation Calcs. Sm Sps
EV /EBITDA (x) 11.0 7.7 7.1 6.5 DCF Valuation:
EV/EBIT (x) 11.9 8.2 7.6 6.9 Discount Rate / WACC (%) 11.0%
P/E (x) 16.1 12.8 12.2 11.1 PV Free Cash Flow ($m) 224.1 1.46
Dividend Yield (%) 3.7% 8.1% 8.1% 8.5% Plus Cash ($m) 21.3 0.14
Trading metrics adjusted for one-offs Equity Value (Sm) 245.4 1.60
EV/EBITDA Valuation:
Per Share Data FY17A FY18A FY19F FY20F FY19 EBITDA multiple 7.5
Reported EPS (cps) 8.3 7.4 11.0 12.2 Enterprise Value ($m) 195.9 1.28
Normalised EPS (cps) 8.4 10.6 11.0 12.2 Plus Cash ($m) 21.3 0.14
Div. per share (cps) 5.0 11.0 11.0 11.5 Equity Value (Sm) 217.2 1.42
NTAper share (cps) 31.9 34.2 34.4 35.3 Valuation (S) - blend of DCF & earnings cap. 1.55
CF pershare (cps) -8.8 -0.6 21.3 19.7
Normalised P&L ($m) 1H17A___ 2HI7A____IHIBA ___ 2H1SA
Revenue 238.7 283.6 275.0 300.0 Revenue 105.9 132.8 177.2 106.4
EBITDA 16.9 24.1 26.1 28.5 EBITDA 10.8 6.1 12.5 11.6
D&A -1.4 -1.4 -1.6 -1.7 D&A -0.7 -0.7 -0.6 -0.7
EBIT 15.6 22.7 24.5 26.8 EBIT 10.1 5.5 11.9 10.9
Net Interest 0.8 0.5 0.2 0.3 Net Interest 0.5 0.3 0.2 0.3
PBT 16.3 23.2 24.7 27.2 PBT 10.6 5.8 12.1 111
NPAT 12.9 16.5 17.3 19.0 NPAT 7.9 5.0 7.8 8.7
Reported EBITDA* 16.9 17.1 26.1 28.5 Reported EBITDA* 10.8 6.1 12.1 5.0
Reported NPAT* 12.9 11.6 17.3 19.0 Reported NPAT 7.9 5.0 7.5 4.1
*Reported #'s FY18 capture $6.5m write down of WLF receivables *Reported #'s FY18 capture $6.5m write down of WLF receivables
Cash Flow (Sm) FY17A FY18A FY19F FY20F Cash Flow (Sm) 1H17A 2H17A 1H18A 2H18A
Receipts 192.9 343.1 267.9 295.2 Receipts 83.5 109.4 196.2 146.8
Payments -203.4 -341.1 -230.0 -261.6 Payments* -96.1 -107.3 -182.0 -159.1
Other -3.0 -2.8 -5.3 -3.4 Other -2.7 -0.2 -1.5 -1.3
Cash from Operations -13.5 -0.9 32.7 30.3 Cash from Operations -15.3 1.8 12.6 -13.5
Property, Plant & Equip -0.5 2.7 -1.1 -1.4 Property, Plant & Equip -0.3 -0.1 -1.9 -0.8
Payment for Subsidiary 0.0 0.0 0.0 0.0 Payment for Subsidiary 0.0 0.0 0.0 0.0
Other -0.4 -0.3 0.0 0.0 Other -0.4 0.0 0.0 -0.3
Cash From Investing -0.8 -2.9 -1.1 -14 Cash From Investing -0.7 -0.1 -1.9 -1.0
Issue of Shares 0.0 0.0 0.0 0.0 Issue of Shares 0.0 0.0 0.0 0.0
Net Borrowing -0.8 0.7 -0.4 0.3 Net Borrowing -0.2 -0.5 -0.1 -0.6
Dividends / Other -15.3 9.2 -16.9 -17.6 Dividends / Other -7.6 -7.6 0.0 -9.2
Cash From Financing -16.0 -9.9 -17.3 -17.9 Cash From Financing -7.9 -8.2 -0.1 -9.8
Net Cash Flow -30.3 -13.7 14.3 10.9 Net Cash Flow -23.9 -6.4 10.7 -24.4
Ending Cash 34.9 21.8 36.0 46.9 Ending Cash 41.3 34.9 45.6 21.8
Balance Sheet (Sm) FY17A FY18A FY19F FY20F Financial Ratios FY17A FY18A FY19F FY20F
Cash 34.9 21.8 36.0 46.9 Growth
Receivables 66.2 45.6 52.7 57.5 Revenue growth (%) -6.5% 18.8% -3.0% 9.1%
Inventory 19.8 6.9 6.8 7.4 NPAT growth (%) -34.6% 28.3% 4.4% 10.2%
Other 2.7 0.6 0.6 0.6 Norm. EPS growth (%) -35.0% 26.5% 4.3% 10.2%
Current Assets 1235 74.9 96.2 1125 Profitability Ratios
Property, Plant & Equip 2.7 3.9 3.6 3.6 EBITDA Margin (%) 7.1% 8.5% 9.5% 9.5%
Intangibles 0.0 0.0 0.0 0.0 EBIT Margin (%) 6.5% 8.0% 8.9% 8.9%
Other NC Assets 4.2 5.8 5.8 5.8 PBT Margin (%) 6.8% 8.2% 9.0% 9.1%
Non-Current Assets 6.9 9.7 9.4 9.4 NPAT Margin (%) 5.4% 5.8% 6.3% 6.3%
Total Assets 130.4 84.6 105.6 121.9 Return on Assets (%) 16.2% 25.0% 35.2% 35.8%
Payables 62.2 15.2 34.1 44.6 Return on Equity (%) 26.3% 22.2% 32.7% 35.1%
Borrowings 0.7 0.5 0.3 0.2 ROIC (%) 43.5% 39.3% 41.2% 57.0%
Tax Liabilities 0.0 0.4 0.4 0.4 Balance Sheet Ratios
Provisions 11.5 14.2 14.2 14.2 Net Cash 34.2 21.3 35.7 46.7
Other 7.1 1.8 3.8 8.2 Net Debt (ND) / Equity (%) -70.0% -40.6% -67.6% -86.1%
Total Liabilities 81.6 32.1 52.8 67.7 ND / ND +Equity (%) n/a n/a n/a n/a
Net Assets 48.9 52.5 529 54.2 Current Ratio (x) 1.6 2.5 1.9 1.7
Ordinary Equity 30.4 30.4 30.4 30.4 Net Interest Cover (x) -9.8 -15.7 -62.3 -39.0
Reserves 0.5 0.6 0.6 0.6 Cash Flow Ratios
Retained Earnings 19.0 21.5 21.8 23.2 Free Cash Flow Yield (%) -6.8% -1.7% 15.1% 13.8%
Total Equity 48.9 52.5 52.9 54.2 Cash Conversion (x) 0.8 0.0 1.3 1.1
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Revenue & Margin - historic half yearly

Revenue (Sm)

Revenue & Margin - annual (including forecasts)
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Normalised EBITDA - annual (including forecasts)
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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).

For U.S. persons only

This research report is a product of Argonaut Securities Pty Limited, which is the employer of the research
analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and
therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or
regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Argonaut Securities Pty Limited only to "Major Institutional Investors"
as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the
recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this
report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations
thereof by the SEC in order to conduct certain business with Major Institutional Investors, Argonaut Securities
Pty Limited has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc.
("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco
Polo or another U.S. registered broker dealer.

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.

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 7668
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.
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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.

Copyright

© 2018. All rights reserved. No part of this document may be reproduced or distributed in any manner without
the written permission of Argonaut Securities Pty Limited and / or Argonaut Securities (Asia) Limited. Argonaut
Securities Pty Limited and Argonaut Securities (Asia) Limited specifically prohibits the re-distribution of this
document, via the internet or otherwise, and accepts no liability whatsoever for the actions of third parties in
this respect.
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