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GR Engineering (GNG)

The work keeps rolling in

Order book continues to fill, further opportunities remain

GNG has announced a ~$68m contract award for works at Newmont Corporation’s
Tanami gold mine. Works have been subcontracted to GNG by RUC Cementation
Mining Contractors Pty Ltd, and are expected to be completed by April 2023.

Additionally, we note positive project updates from ASX-listed Galena Mining on its
Abra Base Metals Project, and Geopacific Resources on its Woodlark Gold Project.
GNG was previously awarded a $74m conditional EPC contract in February 2020 for
the Abra Base Metals Project, whilst GNG has previously valued the Woodlark
opportunity at $92m. With these projects continuing to progress, formal contract
confirmation and construction ramp up would further strengthen GNG’s order book.

Outlook remains strong, potential upside for UPS

GNG’s workload continues to be supported by high commodity prices, which are
increasing access to capital, and project activity amongst its key junior/mid-tier
resources clients. In addition to the ~$68m Tanami contract, GNG has recently
announced a $75.5m contract from Calidus Resources for its Warrawoona Gold
project, and a $59.5m contract from Pantoro for its Norseman Gold project.

Additionally, we note that the Australian Government has opened expressions of
interest for Phase 1 of the Northern Endeavour decommissioning works. Potential
awards under this decommissioning process for GNG’s UPS Oil & Gas subsidiary
would represent upside to our forecasts.

Buy rating maintained, price target increased to $1.70

Our FY22e and FY23e EPS forecasts are raised by 2.8% and 4.6% respectively. We
have also increased our FY22e and FY23e dividend estimates by 8.3% and 11.1%
respectively. Our FY21 estimates are unchanged. We continue to remain attracted to
GNG’s exposure to Australian resources projects, with a solid net cash position and
forecast fully-franked dividend of 8.8% in FY22e, further supporting our Buy rating.

Earnings Forecast

Year end 30 June 2020 2021e 2022e 2023e
Total revenue ($m) 222.4 385.7 422.2 340.3
EBITDA (adjusted) ($m) 10.2 28.9 38.8 31.2
NPAT (adjusted) ($m) 46 18.0 242 19.0
EPS (cps) 3.0 116 15.0 115
EPS growth (%) -37.9 285.4 296 -23.0
PER (x) 49.5 12.8 9.9 12.9
Price/CF (x) 20.3 7.9 8.3 13.6
EV/EBITDA (x) 19.2 6.7 4.9 6.4
Dividend (cps) 6.0 10.0 13.0 10.0
Franking (%) 0 100 100 100
Yield (%) 4.0 6.7 8.8 6.7
ROE (%) 1.4 43.5 46.8 33.0

SOURCE: IRESS

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Company overview

Company history

GNG was founded in 2006, with the intention of providing engineering consulting and
construction services to the mining and minerals processing industries. This remains
the bulk of GNG’s business today, with its focus being on the delivery of EPC
contracts for minerals processing plants.

While GNG was created in 2006, and listed on the ASX in 2011, the team that founded
GNG has a much longer history. This history dates back to 1986, when the co-
founders of GNG created JR Engineering. JR Engineering was ultimately sold to ASX-
listed Downer, in 2001.

While some of GNG’s founders have retired, others remain in executive and non-
executive positions at GNG. Directors, founders & senior management of GNG
continue to hold 61% of the company.

GNG expanded its services in 2014, via the purchase of Upstream Production
Solutions (UPS). UPS is an Oil & Gas services business focused on providing
operations & maintenance support, and was acquired for $5.75m. This formed GNG’s
2nd key operating division.

More recently, GNG acquired Arizona, USA based Hanlon Engineering for US$2.75m,

which will aid GNG'’s geographic expansion aspirations.

GNG has also announced an agreement to acquire Mipac Holdings Pty Ltd for a
purchase price of up to $21.4m.

Valuation increased from $1.60 to $1.70

We continue to utilise a DCF for our valuation of GNG, with our key DCF inputs
unchanged (9.9% discount rate, 2.5% terminal growth rate).

Following revisions to our EPS estimates (FY21: unchanged, FY22 +2.8%, FY23
+4.6%), our price target has increased to $1.70.

A price of $1.70 equates to an FY22e 7.6% fully-franked dividend yield, and P/E ratio
of 14.7x, 11.3x, and 14.7x across FY21e-FY23e respectively. While a discount to the
broader market, we believe this is appropriate given the cyclicality of GNG’s end
markets and the risks involved in EPC contracting.
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Key risks

EPC/Construction risk: The construction industry is inherently risky, and
particularly so when EPC contracts are involved. This is a result of EPC
contracts being of a fixed-cost nature. Any unforeseen project costs and delays
will thus be borne by the EPC contractor. EPC contracting, and construction
contracting more generally, is fraught with examples of major contract disputes
which can impact profitability, cash flow and ongoing viability. Recent examples
of material cost overruns and/or contract disputes can be seen from RCR
Tomlinson, Decmil, CIMIC, Primero and Monadelphous. While GNG has
generally had a good track record of achieving profits, given that GNG is
primarily an EPC contractor, there always remains a risk that a material negative
cash outflow may occur. This may result in a need to raise additional equity, and
in extreme circumstances, may impact GNG’s ongoing viability. GNG’s
practically non-existent Minerals Processing profit in FY20 is a testament to the
variable nature of margins on construction projects.

Contract completion risk: There is always a risk that unforeseen issues prevent
GNG from completing a contract as initially intended, or that a disagreement arises
with the party that awarded the contract. This risk has grown as project developers
have attempted to shift a greater proportion of risks onto contractors, and is particularly
pertinent with EPC contracts, where contractors are responsible for project delivery.
This is the predominate contracting method used by GNG. Contract completion risks
created problems at RCR Tomlinson that led to its eventual collapse.

Contract mispricing risk: In addition to customer disputes, GNG could misprice
projects for which it tenders. This could result in GNG winning work on uneconomic
terms, which may result in GNG recording large losses on some projects that were not
originally anticipated. Mispricing could occur as a result of not factoring into account for
unforeseen costs, time constraints and project risks. A potential push into larger sized
EPC projects increases this risk to GNG, as the potential for larger cost overruns and
disputes is greater.

Contract award/renewal risk: In order to simply maintain revenue, GNG needs to
continually win new projects from clients to replace revenue from other projects as
they are completed. The amount of work available for tender varies significantly across
periods of time as a result of the cyclical nature of the mining industry. During times of
low mining project activity there is a heightened risk that GNG will not be able to
replace completed projects with new work. In addition, during times of low mining
project activity, margins are likely to come under significant pressure as E&C
companies aggressively tender for a smaller supply of opportunities.

Bad debt risk: Given that GNG is not paid entirely upfront for its contracts, there
is a risk that a customer(s) will not be able to fully pay GNG for its services in the event
that they suffer cash flow issues. These issues are more likely to arise during
downturns in the mining industry, which is also when contract award/renewal risk is
greatest.

Availability and cost of employees/subcontractors risk: During times of an
upturn in mining construction activity, there is a possibility that staff shortages can
occur. This may impact GNG’s ability to source adequate staff to tender for new
projects and increase its revenue. Even if staff are able to be secured, it may require
GNG to pay substantially higher rates to both current and newly hired employees/
subcontractors in order to secure their services. This is particularly relevant for GNG'’s
EPC contracts, where it bears fixed price risk. This risk is enhanced in the current
environment, whereby border restrictions may impact the ability to access/transfer
labour from interstate/overseas.
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Occupational Health & Safety risk: Construction activity carries with it
significant health and safety risks. If not properly mitigated by sufficient safety
procedures, there is a risk that employees may suffer serious harm. A lack of a proper
safety culture would damage employee morale, impact the ability to hire and retain
staff, potentially cause litigation risks, and impact a company’s social licence.

Commodity price/Macroeconomic risk: Given that GNG primarily provides
services to mining companies, any sustained fall in commodity prices is likely to lead to
a reduction in mining projects, and the demand for GNG’s services. A sustained
economic downturn is likely to lead to the same result as prospective customers seek
to shore up their balance sheets and/or are unable to access funding to expand their
operations. These external impacts were seen at a sector level in FY09-FY10 (GFC)
and FY14-FY16 (commodity price slump).

Political risk: In light of recent climate activism globally, political risk is
becoming increasingly more prominent to the broader mining industry. If this activism
was to lead to reductions in the number of new mining projects approved, it may have
a significant impact on GNG’s future pipeline of opportunities.

Biological virus risk: The potential quarantine/lockdown of wide parts of the
world will likely impact GNG’s ability to source and distribute employees to complete
work. Any localised infection may result in the lockdown of worksites, leading to
delays. This may result in substantial reductions in revenue, and impact near-term
cash flow. Supply chains and end user demand may also be impacted, further
impacting GNG'’s operations and the commodity prices received by its clients.

Foreign currency risk: Given that GNG conducts some projects in overseas
jurisdictions, it is subject to fluctuations in the value of foreign currencies, which may
impact on its profitability when converted back into AUD. This risk has grown following
GNG'’s acquisition of Arizona, USA based Hanlon Engineering, which likely exposes
GNG to a greater proportion of ongoing revenue generated in a foreign currency. GNG
now also has a USD denominated bank loan of $2.75m, which could become more
difficult to service in the event of an adverse movement in the AUD/USD exchange
rate.
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Table 1 - Financial Summary
GR Engineering Share Price (A$)
As at 2-Jul-21 Market Cap (A$m) $238.5

INCOME STATEMENT ($m) 2019 2020 2021e 2022e 2023e [ VALUATION & GEARING RATIOS 2019 2020 2021e 2022e 2023e
Revenue 1823 2224 3857 4222 340.3 EPS (adjusted) 4.8c 3.0c 11.6c 15.0c 11.5c
Statutory EBITDA 9.9 -6.8 321 38.8 31.2 Dividend Per Share (DPS) 6.0c 6.0c 10.0c 13.0c 10.0c
Bad debts 1.3 177 0.3 0.0 0.0 Dividend Yield 40% 40% 67% 88% 6.7%
Gain on sale of investments 0.0 0.7 2.9 0.0 0.0 Franking 67% 0% 100% 100% 100%
Adjusted EBITDA 11.2 10.2 28.9 38.8 31.2 Shares onissue (m) 1536 153.7 160.6 1623 165.4
Depreciation -1.4 -2.7 -2.8 -3.8 -3.7 Weighted average shares (m) 1535 153.7 1554 1617 1643
Adjusted EBITA 9.7 75 26.1 35.0 274
Amort. of acquired customer contracts 0.0 -0.1 -0.2 -0.2 -0.2 P/Eratio 30.7x  49.5x  12.8x 9.9x  12.9x
Adjusted EBIT 9.7 74 259 34.8 27.2 EVIEBITDA (adjusted) 17.6x  19.2x 6.7x 4.9x 6.4x
Netinterest 0.3 -0.1 -0.2 -0.2 -0.1 EV/EBIT (adjusted) 20.2x  26.3x 7.5x 5.5x 7.3x
Adjusted pre-tax profit 10.0 7.3 25.7 34.6 27.1  Price/OpCFPS 9.2x  20.3x 7.9x 8.3x  13.6x
Tax 2.2 24 -8.7 -10.4 -8.1 Price/NTA 4.9x 7.5x 6.6x 6.0x 5.8x
less adjustments taximpact -0.4 -5.1 0.9 0.0 0.0 Dividend Payout 124% 200% 86% 87% 87%
Adjusted net profit 7.4 4.6 18.0 24.2 19.0 Interestcover (EBIT / Net Interest) n/a n/a n/a n/a n/a
add back adjustments (net of tax) -09  -119 2.2 0.0 0.0 NetDebt/EBITDA Net cash Net cash Netcash Netcash Netcash
Statutory net profit 6.5 7.2 20.2 242 19.0 NetDebt/Equity Net cash Netcash Netcash Netcash Netcash
CASHFLOW ($m) 2019 2020 202le 2022e 2023e @ GROWTH 2019 2020 2021e 2022e 2023e
Net Profit 6.5 -7.2 20.2 24.2 19.0 Revenue 22.0% 73.4% 95% -19.4%
Depreciation & amortisation 14 2.7 3.0 4.0 3.9 EBITDA (adjusted) -9.1% 184.7% 34.0% -19.6%
Change in working capital 20.5 155 6.0 0.8 -5.2 EBIT -23.8% 249.7% 343% -21.7%
Other -3.7 0.2 0.0 0.0 0.0 Net Profit (adjusted) -37.9% 289.8% 34.8% -21.8%
Operating cashflow 24.7 11.2 29.2 29.0 17.7 EPS (adjusted) -37.9% 285.4% 29.6% -23.0%
Capex -1.0 -1.0 -2.2 -2.8 -25
Payments for Businesses 0.0 0.0 -75 -2.0 [VXe I PROFTABILITY RATIOS 2019 2020 2021e 2022e 2023e
Investments 0.0 0.0 0.0 0.0 0.0 EBITDA/Sales 6.1% 4.6% 7.5% 9.2% 9.2%
Other 0.0 0.6 0.0 0.0 0.0 EBIT/Sales 53% 33% 67% 82% 8.0%
Investing cashflow -1.0 -0.3 -9.7 -4.8 -2.5 Effective taxrate 22.2% -33.1% 33.7% 30.0% 30.0%
Issue of shares 0.0 0.0 7.0 0.0 1.5 Returnon assets 8.9% 51% 148% 16.0% 12.8%
Dividends paid -13.8 -6.1 -13.8 -18.2 -18.6  Return on equity 15.0% 11.4% 435% 46.8% 33.0%
Change in borrowings 0.0 34 0.0 0.0 -1.2
Other -0.3 -2.2 -1.3 -1.2 N SEGMENT REVENUE ($m) 2019 2020 2021e 2022e 2023e
Financing cashflow -14.1 -4.9 -8.1 -19.4 -19.5 Minerals Processing 938 138.0 251.0 2864 2758
Net change in cash 9.6 6.0 11.4 4.8 -43 Oil&Gas 88.4 844 1347 1359 64.5
Op cash flow per share (excl abnormals) 16.1c 7.3c 188c 17.9c 10.9c  Other/Eliminations 0.0 0.0 0.0 0.0 0.0
Total Revenue 182.3 2224 385.7 4222 3403
BALANCE SHEET ($m) 2019 2020 202le 2022e 2023e
Cash 314 375 48.9 53.7 CLN Al SEGMENT STATUTORY PBT ($m) 2019 2020 2021e 2022e 2023e
Receivables 355 38.8 66.7 69.7 56.2 Minerals Processing 3.6 0.0 16.0 229 232
Inventories 0.3 0.0 0.3 04 0.3 Oil&Gas 51 -104 12.8 11.8 3.9
Plantand equipment 34 6.4 6.7 6.6 6.4  Other/Eliminations 0.0 0.7 0.0 0.0 0.0
Identifiable Intangible Assets 0.0 4.4 5.6 55 5.3 Total PBT 8.8 -9.7 28.9 34.6 27.1
Goodwill 0.0 0.0 6.2 9.7 11.6
Other 11.0 10.8 11.4 12.0 Ol INTERIMS ($m) 1H20 2H20 1H21 2H21le
Total assets 81.6 980 1459 1576 139.8 Revenue 953 1271 1763 207.3
Debt 0.0 4.0 4.0 4.0 2.8 Adjusted EBITDA 2.0 8.1 11.0 17.9
Payables 24.8 44.6 63.6 67.6 54.5 Depreciation -1.3 -1.4 -1.4 -1.5
Provisions and other 10.4 14.7 30.2 304 23.2  Adjusted EBITA 0.7 6.8 9.7 16.4
Total liabilities 35.2 63.3 97.8 102.0 80.5 Amort. of acquired contracts 0.0 -0.1 -0.1 -0.1
Contributed equity 30.6 30.6 37.6 39.1 425 Adjusted EBIT 0.7 6.7 9.6 16.3
Reserves & outside equity 0.9 2.2 2.2 2.2 2.2 Netinterest 0.0 -0.1 -0.1 -0.1
Retained earnings 15.0 1.9 8.3 14.3 14.6  Adjusted pre-tax profit 0.7 6.6 95 16.2
Total equity 46.4 34.7 48.1 55.6 59.3 Tax 55 -3.1 4.1 -4.6
Net Debt (Cash) -314  -335 -44.9 -49.7 -46.6 less adjustments taximpact -5.1 0.0 0.9 0.0
NTA $0.30 $0.20 $0.23 $0.25 $0.26 Adjusted net profit 11 35 6.3 11.7

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Research Team
Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a Chris Savage Joint Head of Research/Industrials 612 8224 2835 csavage
12 month view. For stocks regarded
as ‘Speculative’ a return of >30% is Analysts
expected. TS Lim Banks 61282242810  tslim
Expect total return between - John Hester Healthcare 612 8224 2871 jhester
5% and 15% on a 12 month view Tanushree Jain Healthcare 612 8224 2849 tnjain
Elyse Shapiro Healthcare 613 9235 1877 eshapiro
Expe(?t S Wkl s m e Steven Anastasiou Industrials 613 9235 1952 sanastasiou
12 month view Sam Brandwood Industrials 61282242850  sbrandwood
Speculative Investments are either start-up James Filius Industrials 613 9235 1612 jfilius
enterprises with nil or only prospective Sam Haddad Industrials 612 8224 2819 shaddad
operations or recently commenced Alex McLean Industrials 612 8224 2886 amclean
operations with only forecast cash flows, or Hamish Murray Industrials 613 9235 1813 hmurray
companies that have commenced Jonathan Snape Industrials 613 9235 1601 jsnape
operations or have been in operation for David Coates Resources 612 8224 2887 dcoates
some time but have only forecast cash Stuart Howe Resources 613 9235 1856 showe
flows and/or a stressed balance sheet. Brad Watson Resources 61893267672 bwatson
Such investments may carry an Joseph House Resources 613 9235 1624 jhouse
exceptionally high level of capital risk and Associate
volatility of returns. Olivia Hagglund Associate Analyst 612 8224 2813 ohagglund
Michael Ardrey Associate Analyst 613 9256 8782 mardrey
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The following may affect your legal rights. Important Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission, Hong
Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any person receiving
this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC.

This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of any specific
client's financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the financial services
licensee, or the representative of such licensee, who has provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant
personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained in the
document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the information
contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or recommendations
contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether arising
in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise)
suffered by the recipient of this document or any other person.

Research Policies:
For Bell Potter's Research Coverage Decision Making Process and Research Independence Policy, please refer to our company website:
https://bellpotter.com.au/research-independence-policy/

Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting and
management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests in the
securities referred to in this document.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst covered in

this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner and (2) no part of
his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the research report.

Page 6

BELL POTTER


https://bellpotter.com.au/research-independence-policy/

