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BUY

Current Price

Valuation

Ticker: ASB.ASX
Sector: Ship Construction
Shares on Issue (m): 358.5
Market Cap (Sm): 1,258.2
Net Debt/ (Cash) (Sm):* -272.4
Enterprise Value (Sm): 985.8
* Excludes notional CCPB debt
52 wk High/Low: 4,55 231
12m Av Daily Vol (m): 2.48
Key Metrics
21F 22F
EV/EBITDA (x) 5.8 5.8
EV/EBIT (x) 8.0 8.0
P/E (x) 15.2 15.1
Ratios
20A 21F 22F
ND / Equity -30.9% -29.6% -32.5%
EBIT Mgn 6.3% 5.9% 6.1%
RoA 12.9% 12.4% 12.1%
RoE 12.9% 10.6% 10.0%
Financials*:
20A 21F 22F
Revenue (Sm) 2,086 2,104 2,037
EBITDA (Sm) 176.1 170.1 169.5
EBIT (Sm) 130.4 123.3 123.8
NPAT (Sm) 89.0 82.2 82.8
Rep. EBIT ($m) 1304 1233 1238
Rep. NPAT (Sm) 89.0 82.2 82.8
*Normalised
Net Assets (Sm) 748.7 802.4 856.7
Op CF ($m) 164.5 87.7 1245
Per Share Data:
20A 21F 22F
Norm. EPS (cps) 24.7 23.1 23.2
DPS (cps) 8.0 8.0 8.0
DivYield 2.3% 2.3% 2.3%
NTAPS (cps) 203.9 219.8 235.9
CFPS (cps) 45.6 24.6 34.9
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Monday, 24 August 2020
Austal (ASB)

Expect more defence related work
Analyst | lan Christie, CFA

Quick Read

FY20 EBIT of $130.4m was better than recent guidance of $125m+, and well ahead of
original guidance ($110m+) and the FY19 result ($92.8m). Good cash conversion meant
ASB ended the year with net cash of $272.4m, an excellent position to support investment
into steel shipbuilding capabilities and enhanced support infrastructure. We remain
attracted to ASB’s high exposure to defence spend, especially given increasing geopolitical

risks, and think this provides a strong base for future performance. We retain a BUY call.

View | Performing in all regions

Record results: ASB delivered impressive FY20 performance, with revenue of $2.1b up
13% on FY19, and EBIT of $130.4m and NPAT of $89.0m up 41% and 45% respectively.
Cash from operations was $164.5m, ahead of our expectations, and the Company ended
the financial year in a strong net cash position of $272.4m (excluding notional CCPB debt).
It allowed the declaration of a 5cps final dividend, taking full year dividends to 8cps.

Outlook upbeat: Commentary was positive, underpinned by a $4.3b order book and a
pipeline of longer-term growth opportunities, which are now more evident given
commitment to building steel shipbuilding capability in Mobile and the support of the US
Department of Defence (DoD). The Company stopped short of providing FY21 guidance
however, and we believe this, together with the weaker FY20 margin in the US Support
business and a likely drop off in commercial work took the gloss off the strong result.

Flat forecast: We understand reticence in providing guidance and have kept our prior
FY21 forecast unchanged given the uncertain environment. There is upside to this; for
example, absent the negative impact on margin from what ASB believes were one-offs,
US Support alone could deliver an EBIT swing of $5m+ at target margins. Still, the currency
direction is unclear, and COVID-19 is not yet under control, so caution is warranted.

Reasons to be positive: The significant swing in Australasian performance has been a key
recent strategic success, and ASB is well situated regionally to support our expectation of
more defence related work. Geopolitical tensions are growing, and we have little doubt
the US will continue a steady drumbeat of naval defence spend to maintain and upgrade
its fleet. The investment into a steel capability in the US could dovetail well with medium
term US programs, and the US DoD’s proposed investment into Mobile provides a clear
indication of strong support for the shipyard. Further, as more and more ASB built ships
enter service, so does the need for ongoing Support work. We expect this to be a growing
contributor to ASB’s earnings in coming periods. Importantly, ASB’s cash position of just
under $400m puts it in a good position to take advantage of growth opportunities.

Recommendation

We maintain our BUY call on an unchanged $4.00 valuation.
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Recommendation BUY Sector Shipbuilding
Current Price ($) 3.51 Market Cap ($m) 1,258.2
Valuation ($) 4.00 Date 24 August 2020
EV/EBITDA (x) 73 5.6 5.8 5.8
EV/EBIT (x) 10.6 7.6 8.0 8.0 DCF Valuation:
P/E(x) 20.2 14.2 15.2 15.1 Discount Rate / WACC (%) 9.5%
Dividend Yield (%) 1.7% 2.3% 2.3% 2.3% PV Free Cash Flow (Sm) 1,233.8

Less Net Debt /Plus Cash ($Sm) 231.5
Per Share Data FY19A FY20A FY21F FY22F Unpaid Capital (5m)/Notional CCPB Debt 40.9
Reported EPS (cps) 17.3 24.7 23.1 23.2 Equity Value (Sm) 1,506.2 4.20
Adjusted EPS (cps) 17.3 24.7 23.1 23.2 Multiple Valuation:
Div. per share (cps) 6.0 8.0 8.0 8.0 FY21 EV/EBIT multiple 10.0 1,505.0 4.20
NTAper share (cps) 174.5 203.9 219.8 235.9 FY21 PE multiple 15.0 1,289.3 3.60
CF per share (cps) 46.5 45.6 24.6 34.9 Valuation (S per share) - blended DCF and multiple valuations 4.00

Profit and Loss ($m)* FY19A FY20A FY21F FY22F

Profit and Loss (Sm)* 1H19A 2H19A 1H20A 2H20A

Revenue 1,851 2,086 2,104 2,037 Revenue 851 1,000 1,039 1,047
EBITDA 135.0 176.1 170.1 169.5 EBITDA 60.7 74.3 84.4 91.8
D&A (42.2) (45.7) (46.8) (45.7) D&A (20.3) (21.9) (24.4) (21.3)
EBIT 92.8 130.4 1233 123.8 EBIT 40.4 52.4 59.9 70.5
PBT 85.6 123.5 115.8 116.6 PBT 36.3 49.3 57.1 66.5
NPAT 61.4 89.0 82.2 82.8 NPAT 23.7 37.7 40.8 48.2
Reported EBIT 92.8 130.4 123.3 123.8 Reported EBIT 40.4 52.4 59.9 70.5
Reported NPAT 61.4 89.0 82.2 82.8 Reported NPAT 23.7 37.7 40.8 48.2
*Normalised, unless otherwise stated *Normalised, unless otherwise stated

Cash Flow (Sm) FY19A [RZAV FY21F FY22F Cash Flow (Sm) 1H19A 2H19A 1H20A 2H20A
Receipts 1,865.4 2,165.3 2,037.0 2,033.5 Receipts 954.5 910.9 1,049.6 1,115.6
Payments (1,688.9) (1,982.6) (1,919.5) (1,868.0) Payments (848.1) (840.8) (1,020.4) (962.2)
Other (12.0) (18.2) (29.8) (41.0) Other (4.5) (7.5) (7.2) (11.1)
Cash from Operations 164.5 164.5 87.7 124.5 Cash from Operations 101.9 62.6 22.1 142.4
Property, Plant & Equip (41.5) (16.7) (53.3) (55.3) Property, Plant & Equip (19.7) (21.8) (9.1) (7.6)
Payment for Subsidiary - - - Payment for Subsidiary - - - -
Other 3.8 (1.5) - - Other 0.1 3.7 (0.4) (1.1)
Cash From Investing (37.7) (18.2) (53.3) (55.3) Cash From Investing (19.6) (18.1) (9.5) (8.7)
Issue of Shares 8.6 - - - Issue of Shares - 8.6 - -
Net Borrowing (10.7) (6.7) (5.7) (5.7) Net Borrowing (8.5) (2.3) (2.7) (4.0)
Dividends / Other (19.2) (20.6) (28.5) (28.5) Dividends / Other (10.0) (9.3) (10.3) (10.3)
Cash From Financing (21.3) (27.2) (34.3) (34.3) Cash From Financing (18.4) (2.9) (13.0) (14.2)
Net Cash Flow 105.5 119.1 0.1 35.0 Net Cash Flow 63.8 41.6 (0.4) 119.5
Ending Cash 275.7 396.7 396.8 431.7 Ending Cash 2333 275.7 274.6 396.7
Balance Sheet (Sm) FY19A FY20A FY21F FY22F Financial Ratios FY19A FY20A FY21F FY22F
Cash 275.7 396.7 396.8 431.7 Growth

Receivables 225.3 144.2 172.9 167.4 Revenue growth (%) 33.0% 12.7% 0.8% -3.2%
Inventory 167.0 143.8 162.8 157.2 NPAT growth (%) 57.3% 45.0% -7.6% 0.7%
Other 13.1 12.7 1.2 1.2 Norm. EPS growth (%) 54.6% 42.2% -6.5% 0.7%
Current Assets 681.1 697.3 733.6 757.5 Profitability Ratios

Property, Plant & Equip 588.4 610.2 626.9 645.6 EBITDA Margin (%) 7.3% 8.4% 8.1% 8.3%
Intangibles 20.7 22.2 18.5 15.1 EBIT Margin (%) 5.0% 6.3% 5.9% 6.1%
Other NC Assets 37.1 38.4 38.4 38.4 PBT Margin (%) 4.6% 5.9% 5.5% 5.7%
Non-Current Assets 646.2 670.8 683.8 699.1 NPAT Margin (%) 3.3% 4.3% 3.9% 4.1%
Total Assets 1,327.3 1,368.1 1,417.4 1,456.6 Return on Assets (%) 9.1% 12.9% 12.4% 12.1%
Payables 202.3 156.9 189.9 183.4 Return on Equity (%) 10.4% 12.9% 10.6% 10.0%
Progress Claims / Dep 120.4 94.5 63.1 61.1 ROIC (%) 7.8% 10.9% 10.5% 10.3%
Borrowings 173.8 165.2 159.4 152.9 Balance Sheet Ratios

Provisions 87.0 82.7 82.7 82.7 Net Debt (ND) (101.9) (231.5) (237.3) (278.8)
Other 113.0 120.1 119.9 119.9 Net Debt (ND) / Equity (%) -16.2% -30.9% -29.6% -32.5%
Total Liabilities 696.5 619.4 614.9 599.9 ND /ND +Equity (%) -19.3% -44.8% -42.0% -48.2%
Net Assets 630.8 748.7 802.4 856.7 Current Ratio (x) 1.4 2.0 2.1 2.3
Ordinary Equity 130.6 135.3 135.3 135.3 Net Interest Cover (x) 12.8 18.9 16.6 17.2
Reserves 189.5 235.1 235.1 235.1 Cash Flow Ratios

Retained Earnings 310.7 378.3 432.0 486.2 Free Cash Flow Yield (%) 10.0% 11.9% 2.7% 5.5%
Total Equity 630.8 748.7 802.4 856.7 Cash Conversion (x) 1.2 0.9 0.5 0.7
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Segment Results

Figure 1: US Performance
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Figure 2: Australasia Performance
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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

© 2020. 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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