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ASB AU Outperform All aboard

Price (at 05:55, 09 May 2019 GMT) A$2.51

Valuation A$ 2.84-3.13 . . . . . . .

- EV/EBITA ASB executing well, upside earnings risk medium-term particularly in US.
12-month target A% 3.10 Asian shipbuilding pivot on track, ongoing +ve efficiency/margins expected.
12-month TSR % +26.3 OP. Val. attractive given growth profile:13x FY20 PE, 0.6x FY18-21 PEG.
Volatility Index Low

GICS sector Capital Goods

Market cap A$m 899 Event

30-day avg turnover A$m 2.2 e We review the investment case for Austal focusing on upside from ongoing
Number shares on issue m 358.3 operational improvements and shipbuilding margins. We attended Austal’s site

tour to the Vietnam shipbuilding facility.
Investment fundamentals

Year end 30 Jun 2018A 2019E 2020E 2021E lmpaCt

Revenue m 1,392.0 1,876.2 1,807.9 1,743.6 e Significant upside risk to US margins and earnings outlook. Austal has
E::IDA " 122:3 lg‘;z 13;(2) igg:g improved efficiency in the US by ~35% with ongoing improvements expected.
EBIT growth % 107 340 183 29 Higher margin LCS vessels (LCS 28 onwards) will continue to comprise a
Reported profit m 390 542 665 697 larger % of throughput out to ~FY21/22, that provides upside risk to the current
Adjusted profit m 390 542 665 697 guidance for 7-8% shipbuilding margins. Increasing FY22 US EBIT margins to
g’;;; cashiiow rz ;i: 223 12(5):; 12(7):; 9% (MRE 8%) would drive a ~+$15m EBIT uplift (+14%) to our forecasts.

CFPS growth % 184 225 125 19 e Record $5.2bn order book, LCS/EPF work till ~2025/22, EPF extension
Eggigz " i 318-2 ogé: osé: 08;1 likely. The US Navy is looking at new uses for the EPF vessels, with recently
EPS ad ¢ 111 154 189 198 awarded EPF 13 & 14 expected to have medical capability. Further upside

EPS adj growth % 189 385 226 47 exists in recently published plans for a large autonomous vessel class in 2022.
iEE fedl' ; izo: (1)_68'3 (1).352 (1)_28'; e Large ferry market replacement cycle underway. The replacement cycle is
Total DPS ¢ 50 65 70 75 being driven by (i) many ferries approaching ~25 year expected life and

Total div yield % 20 26 28 30 (i) major emissions changes that will push operators towards cleaner fuels
Franking % 0 0 0 0 such as LNG, hydrogen, battery-electric etc (we understand ASB is currently
Egg 22 32 ;:g ji 13:2 tendering on LNG vessels). The increased order rate from the replacement
EV/EBITDA x 81 65 58 58 cycle was a primary driver of the Asian shipyard expansion.

flctidentequiy % 42 -0 -107 193 e Site tour supports positive view of Asian expansion, ramp-up on track.
P/BV X 1.6 15 14 13

Asia gives Austal a big cost advantage (labour <US$3/hr) over its primary
ASB AU rel Small Ordinaries performance, & competitor in the large ferry market. The ramp-up is on track with upside as

rec history operational efficiency improves and higher tech machinery is implemented.
350— ASB [LHE] Rel Small Ordinaries [RHE] Price Tar Etﬂ. 00
200 140,00 Earnings and target price revision
2.50 VJ,/“/ 120.00 e EPS: FY19/20 +1%/+9% due to +ve margin adjustments. TP +19% to $3.10
2.00 100.00 roll fwd to FY20, multiple no chg. and in line with historic range 9-10x EBITA.
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N N e 12-month price target: A$3.10 based on a EV/EBITA methodology.

Dec-16  Jul-17 Mar-18  Oct-18  May-19 . q
Note: Recommendation timeline - if not a continuous line, then there was no ° CatalySt' Vessel aWardS, pOSItlve Update on FFG(X)’ de“Very Of Stronger US &

Macquarie coverage at the time or there was an embargo period. Australasia margins, FY19 beating consensus ~$86m EBIT & FY20 outlook.
Source: FactSet, Macquarie Research, May 2019

(all figures in AUD unless noted)

Action and recommendation

e Outperform. Austal continues to execute well. Ongoing operational efficiency
improvements across the US and Australasian facilities gives a clear path to
sustainable earnings growth medium term. The core LCS/EPF programs are
mature, reducing construction risks, with increased FY18/19 contract awards

Analysts ) o
Macquarie Securities (Australia) Limited shoring up the order book to ~2025/2022 (LCS/EEF). Addltlohally, r_ecent LCS
Mitchell Sonogan +61 2 8232 0675 vessel contracts (LCS 28 onwards) were won at higher margins. With LCS 28
Q‘I mitchell.sonogan@macquarie.com already under construction, higher margin vessels will increasingly comprise a

larger % of total throughput till ~100% in FY21/22, driving strong margin uplift.

Please refer to page 8 for important disclosures and analyst certification, or on our website
www.macquarie.com/research/disclosures.
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Significant upside risk to US margins and earnings outlook
The two main drivers of further upside to US shipbuilding margins are:
1. Ongoing improvement in construction efficiency

a. Atthe FY18 result Austal reported a 35% decrease in labour hours per vessel. Build
efficiency has improved dramatically on both the LCS and EPF programs and has led to
a step change in delivery velocity (fig. 1-3).

2. Higher margin LCS vessels comprise an increasing amount of revenue

a. LCS vessel awards (including 28 and beyond) have been won at significantly higher
margins than the original 10-vessel block buy award.

Fig 1 Austal has driven a >30% reduction in days between Fig 2 ... with labour hours per vessel down 35%

keel and delivery on the LCS program with more to come...
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Fig 3 Theincreasing # of concurrent vessels under construction driven by improving efficiency
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Source: Macquarie Research, Naval Vessel Register, Company data, May 2019. Chart shows days between keel laying
to delivery.

Increasing efficiency and higher margin vessels create significant upside

LCS 28 is already under construction. We estimate LCS 26 will be delivered in FY21, meaning the majority
of FY21 revenue and the entirety of FY22 revenue will be generated from higher margin vessels (LCS 28
and beyond). We therefore expect US shipbuilding margins in FY22 to reach 9% or beyond (our current
forecasts assume US margins reach ~8% in FY22). If FY22 US EBIT margins hit 9% this would drive a
+$15m EBIT uplift, or +14% above our current forecasts.

= Macquarie Australia Conference commentary was to expect growth in US shipbuilding margin
over the next few years, and that it could be to the top of the 7-8% range and even beyond that
over the next 1-2 years.
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Expansion of EPF vessel program likely

e Navy finding new mission types for EPFs. Austal has LCS contracts taking work out to 2025 while
current EPF contracts are expected to take work till ~2022. We expect continuation of EPF production
beyond this date as the Navy continues to find more uses for the EPF. For example, the latest EPF’s
contracted in March 2019 (EPF 13 & 14) are expected to have medical capability.

e The US Navy has recently published plans for a Large Autonomous Vessel class to be built from 2022
which could provide an opportunity for Austal to put forward a modified version of the EPF.

Large ferry market replacement cycle has several catalysts

Austal has been successfully winning a large number of commercial vessels and at the 1H18 result had 8
commercial vessels under construction (ex-China). The strong order book and favourable tender outlook is
a key driver behind Austal’s major expansion of its Philippines shipyard (to ~3x capacity) and the recent
opening of its Vietnam facility.

We expect the commercial market to remain buoyant for Austal, driven by two major events:

1. Aglobal upgrade cycle driven by many vessels approaching ~25 year expected life

a. Many high-speed ferries in the global market are approaching their typical 25 year life
(fig 4 below) that should ensure the current buoyant market conditions continue.

2. Major emission regulation changes will push vessel operators towards cleaner fuels

a. Austal note two major emission regulation changes will impact the maritime sector over
the next 2 years: (i) MARPOL 2020 global sulphur cap that requires all vessels globally
to operate with no more than 0.5% sulphur in fuel content; and (ii) the 2021 Baltic & N.
Sea NOx ECA which amounts to a 75% reduction in NOx emissions. This is only
applicable to new vessels with keels laid after Jan 2021.

b. The alternative is to switch to cleaner fuels such as LNG, hydrogen fuel cells, or battery-
electric propulsion. Given the ongoing trend of global operators to decrease greenhouse
emissions, the switch to cleaner fuel vessels may drive replacement cycles before the
typical end of life replacement.

c. We understand Austal is currently working on tenders for LNG powered commercial
vessels.

Fig 4 Global high-speed ferry replacement market is underway, with age of vessels the main
driver but emission changes and switch to cleaner fuels could be another catalyst
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Asia site tour: pivoting commercial shipbuilding to Asia

e We recently attended Austal’s site tour of the new Vietnam shipbuilding facilities. Austal’s strategy is to
pivot its commercial shipbuilding to the lower cost facilities in Asia, giving it a strategic advantage over
its primary competitor, Incat (private company based in Tasmania). Additionally, Austal can expand the
design teams located in Asia to provide a lower cost workforce that can perform a large amount of
general design work. Detailed design and engineering will still take place in the core hubs in Australia
and the US.

= Macquarie Australia Conference commentary was that Australasia 1H19 ships margin was 1.8%
and management now expect this will be well higher in 2H19 and higher again in FY20.

Vietnam shipyard tour — key takeaways
e Key management staff have long tenure at Austal and in the industry.

e Majority of construction staff are highly skilled and 65-70% have been employed at Strategic
Marine, which is located next door to Austal’s facility. Austal have 233 employees employed at Vung
Tau and expect this will increase to 450-500 over the next year, with a large amount of the flex being
provided by their subcontractor relationships.

= The design team are highly qualified and growing rapidly. Austal can use this capability to do a
large amount of future work, while top-end engineering and design will still be performed out of
Australia and the United States.

e Alot of room to keep driving efficiency improvements. Austal noted that 2x CNC routers will soon
be delivered and installed on site, allowing faster and more productive cutting of aluminium plate. A
further US$1m capex in FY19/20 will see other tooling including pipe bending equipment installed.

e Austal have assumed 1.5x the equivalent Australian man hours in the construction process and are
performing ahead of that. The labour cost of less than US$3/hour provides a significant advantage
against its primary Australian-based competitor for large passenger ferries. The vessels are still built to
the same quality standards and independently verified through the process.

e Leased facilities have been cost effective to ramp up, room for further expansion. Austal have the
ability to further expand the Vung Tau facilities to allow construction of 2 vessels at a cost of <US$2m.
Additionally, Austal are considering building a dock at the rear of the property to allow launching of
vessels (currently barged to Ho Chi Minh) that would cost ~US$3m and would also provide optionality
for sustainment works at a later stage.

= The main facility at Tung Vau was constructed in around 4 months so Austal can easily expand the
facility in time if they win additional vessels given a typical lead time of ~10 months from placement
of order to cutting first metal.

Commercial market still strong, other opportunities ahead
e Large ferry market still buoyant.

o Fuel efficiency standards and LNG powered ferries could drive the next wave of orders. Austal noted
that changing requirements for improved fuel efficiency on large vessels is driving interest in LNG
powered vessels. While Austal have not delivered a LNG vessel to date, the Vietnam staff have
experience in this area and expectations for LNG fuelling infrastructure in the Vung Tau area sets the
business up well to capitalise. Austal are currently working on tenders in this space and we expect they
could drop to orders in the next year.

= From a design perspective, LNG vessels would not require any major changes to the existing
structural design of Austal’s boats. The major changes include surrounding systems such as
ventilation, LNG storage and regassification, fuel delivery systems etc.

e Trimaran has been slow to catch on but expect to continue winning share. Austal believe the October
2017 A$190m order by Fred Olsen for a further 2x trimarans (the first was delivered in 2005 and is the
world’s largest trimaran vehicle passenger ferry) is a telling sign to the industry that the design works,
with Fred Olsen noting the trimaran has outperformed the catamaran in rough conditions, reducing sea
sickness and increasing the number of available operating days per year.

e Austal’s experience in successfully starting and running global operations a differentiator. Austal has set
up operations in the USA, Philippines and Vietnam and differentiates it against its key competitor in the
large commercial market Incat, a private company based in Tasmania.
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e Pacific Patrol Boats tracking well with the 4" vessel due for launch by year end. Austal are focusing on
driving production efficiencies with a ~25% improvement from the 15t to 2" vessel that should deliver
healthy margins over time with ~4 vessels under construction and to be delivered pa.

e Aulong JV performing well, many opportunities but operates in a competitive market. Austal are seeing
good order opportunities for their Aulong JV in China but noted there is significant competition from
local operators in the small to mid-sized ferry market that compete at low cost. It is unlikely Austal will
transfer technology and IP for construction of large catamaran or trimaran in Aulong.

USA
¢ Relationship with US Navy has only strengthened over time.

e Sustainment could grow to >US$300m pa at 7-9% margins, Austal well placed. The biggest
opportunity in the near term is dry docking of LCS vessels in San Diego (home base of LCS vessels).
Once 18 vessels are in the water this could see 6 vessels dry docked per year at US$20-30m per
vessel = ~US$120-180m pa. Austal’s relationship with the US Navy has strengthened and Austal are
being encouraged to have dry docking facilities in San Diego.

= Macquarie Australia Conference commentary was that sustainment revenues have grown at 20-
30% CAGR for some time and management see a clear path to $400m+ sustainment revenue in
the next 2-3 years, the result of firm orders already in place and ASB winning a larger piece of the
work for each vessel. Sustainment contracts are typically cost-plus, which is attractive and low-risk.
Margins are expected to grow to 7-8%.
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Fig 5 ASB financials

Austal Limited (ASB:$2.51) 9-May-19
Interim results 1H18(a) 2H18(a) 1H19(a) 2H19(e)| Profit & Loss 2018A 2019E 2020E 2021E
Revenue 647.7 744.3 851.5 1024.7 Revenue $m 1392.0 1876.2 1807.9 1743.6
EBITDA $m 46.5 55.8 60.7 66.0 EBITDA $m 102.3 126.7 142.2 144.0
Depreciation $m 17.3 20.0 20.3 19.3 Depreciation $m 37.3 39.6 39.2 38.0
Amortisation of goodwill $m 0.0 0.0 0.0 0.0 | Amortisation of goodwill $m 0.0 0.0 0.0 0.0
EBIT $m 29.2 35.8 40.4 46.7 EBIT $m 65.0 87.1 103.0 106.0
Net Interest expense $m 3.9 4.3 4.1 3.3 Net interest expense $m 8.2 7.4 5.2 5.0
Pre-Tax Profit $m 25.3 31.4 36.3 43.4 Pre-Tax Profit $m 56.8 79.7 97.9 101.0
Tax Expense $m -0.2 18.0 12.6 12.9 Tax Expense $m 17.8 25.5 31.3 31.3
Net Profit $m 25.6 13.4 23.7 30.6 [ Net Profit $m 39.0 54.2 66.5 69.7
Outside equity interests $m 0.0 0.0 0.0 0.0 Outside equity interests $m 0.0 0.0 0.0 0.0
Net Abn/Extra $m 0.0 0.0 0.0 0.0 Net Abnormals/Extra. $m 0.0 0.0 0.0 0.0
Reported Earnings $m 25.6 13.4 23.7 30.6 Reported Earnings $m 39.0 54.2 66.5 69.7
Adjusted Earnings $m 25.6 13.4 23.7 30.6 | Adjusted Earnings $m 39.0 54.2 66.5 69.7
Gross Cashflow $m 39.2 47.8 54.0 47.6 Gross Cashflow $m 87.0 101.6 111.5 107.7
EPS (Adj/dil) c 7.3 3.8 6.7 8.7 | EPS (adj/diluted) c 1.1 15.4 18.9 19.8
EPS growth % 37.3 -5.2 -1.7 126.4 | EPS growth % 19% 39% 23% 5%
CFPS c -4.8 23.5 29.0 -1.6 PE (adj) X 22.5 16.3 13.3 12.7
CFPS Growth % -61.6 1281.5 nmf nmf CFPS c 18.7 27.4 30.6 31.1
EBITDA/Sales % 7.2 7.5 7.1 6.4 CFPS Growth % nmf 46.0 11.9 1.7
EBIT/Sales % 4.5 4.8 4.7 4.6 PGCFPS X 13.4 9.2 8.2 8.1
Earnings Split % 65.6 34.4 43.7 56.3 DPS c 5.0 6.5 7.0 7.5
Revenue Growth % -0.1 12.5 31.5 37.7 Yield % 2.0 2.6 2.8 3.0
EBIT Growth % -6.4 31.0 38.1 29.9 Franking % - - - -
Profit and Loss ratios 2018A 2019E 2020E 2021E| Cashflow Analysis 2018A 2019E 2020E 2021E
Revenue Growth % 6.2 34.8 -3.6 -3.6
EBIT Growth % 11.1 33.6 18.3 2.9 Pre-tax Profit $m 56.8 79.7 97.9 101.0
EBITDA/Sales % 7.3 6.8 7.9 8.3 Depreciation & Amortisation $m 37.3 39.6 39.2 38.0
EBIT/Sales % 4.7 4.6 5.7 6.1 Tax Paid $m -7.1 -17.8 -25.5 -31.3
Effective tax rate % 31.3 32.0 32.0 31.0 Gross cashflow $m 87.0 101.6 1115 107.7
Payout ratio % 44.9 42.1 37.0 37.9 Changes in working capital ~ $m -50.1 109.7 2.0 1.9
EV/EBITA X 13.9 10.1 7.9 7.1 Other $m 28.7 -115.1 -5.8 0.0
EV/EBITDA X 8.8 6.9 5.7 5.2 Operating Cashflow $m 65.6 96.1 107.8 109.6
EV/Sales X 0.6 0.5 0.5 0.4 | Acquisitions $m -9.8 0.0 0.0 0.0
Capex - Plant & Equip. $m -23.2 -43.9 -22.3 -21.5
Balance sheet ratios Asset Sales $m 0.3 0.0 0.0 0.0
ROE % 7.8 9.6 11.1 10.8 Other $m -1.1 0.0 0.0 0.0
ROA % 6.2 7.4 8.5 8.5 Investing cashflow $m -33.9 -43.9 -22.3 -21.5
ROFE % 12.1 15.2 18.2 19.4 Dividend (ordinary) $m -12.8 -22.9 -24.6 -26.4
Net Debt $m 23.3 -6.1 -66.9 -128.5 Equity raised $m 0.0 0.0 0.0 0.0
Net Debt/Equity % 4.2 <0 <0 <0| Other $m 0.0 0.0 0.0 0.0
Interest Cover X 7.9 11.8 19.9 211 Financing cashflow $m -12.8 -22.9 -24.6 -26.4
Price/NTA X 1.7 1.6 1.5 1.4
NTA per share $ 1.51 1.59 1.71 1.83 Net Change in cash/debt  $m 19.0 29.3 60.8 61.7
EFPOWA m 350.3 351.5 352.0 352.0
Historical performance 2015A 2016A 2017A 2018A| Balance Sheet 2018A 2019E 2020E 2021E
Cash $m 162.0 130.0 190.7 252.4
Revenue $m 1414.0 1338.9 1310.1 1392.0 Receivables $m 97.3 112.6 108.5 104.6
EBITDA $m 97.5 65.0 90.2 102.3 | Inventories $m 246.5 168.9 162.7 156.9
Depreciation/Amortisation  $m 24.3 29.9 315 37.3| Investments $m 10.2 140.6 140.6 140.6
EBIT $m 73.2 35.1 58.7 65.0 Property, plant & equipment $m 565.8 570.1 553.3 536.8
Net interest expense $m 4.1 5.5 5.7 8.2 Intangibles $m 20.8 20.8 20.8 20.8
Pre-Tax Profit $m 69.1 29.6 53.0 56.8 Other Assets $m 46.2 52.7 52.7 52.7
Tax Expense $m 24.1 4.6 20.3 17.8 Total Assets $m 1148.8 1195.6 1229.3 1264.8
Net Profit $m 45.0 25.0 32.7 39.0 Payables $m 177.8 225.1 217.0 209.2
Net Abn/Extra $m 8.2 -109.2 -17.3 0.0 Short Term Debt $m 72.8 11.4 11.4 11.4
Long Term Debt $m 1125 112.5 112.5 1125
EPS (adj/dil) c 13.0 7.2 9.4 11.1 Other Liabilities $m 236.7 266.2 266.2 266.2
EPS growth % 0.2 -0.4 0.3 0.2 Total Liabilities $m 599.8 615.2 607.0 599.3
Ordinary DPS c 4.0 4.0 4.0 5.0 Shareholders Funds $m 549.0 580.3 622.2 665.5
EBITDA/Sales % 6.9 4.9 6.9 7.3 Minority Interests $m 0.0 0.0 0.0 0.0
EBIT/Sales % 5.2 2.6 4.5 4.7 Total Shareholders Equity $m 549.0 580.3 622.2 665.5
ROE % 9.5 5.1 7.1 7.8
ROFE % 14.4 7.6 12.9 12.1 Total Funds employed $m 1,148.8 1,195.5 1,229.3 1,264.8
EFPOWA m 346.8 347.7 349.0 350.3
Source: Company data, Macquarie Research, May 2019
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Macquarie Quant Alpha Model Views

The Quant View page below has been derived from models that are developed and maintained by Sales and Trading
personnel at Macquarie. The models are not a product of the Macquarie Research Department.

The quant model currently holds a strong positive view on Austal. The A Attractive D
’ ) o ; isplays where the
strongest style exposure is Earnings Momentum, indicating this stock has )
. : . . . company’s ranked based on
received earnings upgrades and is well liked by sell side analysts. The “n th
) o . . - o e fundamental consensus
weakest style exposure is Profitability, indicating this stock is not efficiently 2 Price Target and
converting investments to earnings; proxied by ratios like ROE or ROA. cE: o Macquarie’s Quantitative
2522007 5 N Alpha model.
. E Two rankings: Local market
Global rank in (Australia & NZ) and Global
Capital Goods > sector (Capital Goods)
% of BUY recommendations 83% (5/6) v Local mark %“a:tGl o )
Number of Price Target downgrades 0 ocal market ran obal sector ran
Number of Price Target upgrades 1
Macquarie Alpha Model ranking Factors driving the Alpha Model
A list of comparable companies and their Macquarie Alpha model score  For the comparable firms this chart shows the key underlying styles and their
(higher is better). contribution to the current overall Alpha score.
Austal Austal
Monadelphous Group Monadelphous Group
GWA Group GWA Group
A2B Australia A2B Australia |
Cardno Cardno I
30 20 10 20 30 100% -80% -60% -40% -20% 0%  20% 40%  60%  80%  100%
M valuations ™ Growth M Profitability | Earnings Price | Quality
Momentum Momentum
Macquarie Earnings Sentiment Indicator Drivers of Stock Return

The Macquarie Sentiment Indicator is an enhanced earnings revisions Breakdown of 1 year total return (local currency) into returns from dividends, changes
signal that favours analysts who have more timely and higher conviction in forward earnings estimates and the resulting change in earnings multiple.
revisions. Current score shown below.

Austal Austal |
Monadelphous Group 02 Monadelphous Group .
GWA Group GWA Group
A2B Australia NaN A2B Australia
Cardno NaN Cardno

30 20 -10 0lo 10 20 30 50% -40% -30% -20% -10% 0%  10% 20% 30%  40%  50%
M Dividend Return [l Multiple Return [l Earnings Outlook [ 1Yr Total Return

What drove this Company in the last 5 years How it looks on the Alpha model
Which factor score has had the greatest correlation with the company’s A more granular view of the underlying style scores that drive the alpha (higher is
returns over the last 5 years. better) and the percentile rank relative to the sector and market.
< Negatives Positives =
Normalized Percentile relative Percentile relative
IRR Dividend Disc. Model Score to sector(/2007) to market(/351)
i ; Alpha Model Score 1.06 | I
Dividend Yield NTM Valuation 018 — "
Price to Cash NTM Growth 043 | |
Price to Earnings NTM . Profitability 055 I .
Earnings Momentum 0.63 N @ 90|
Asset Turnover Price Momentum 041 B @
DPS Growth Syr Historic Quality 0.17 | I
Capital & Funding 004 I I
CapexGrowth Liquidity -0.31 I I
Incremental Capex Risk 018 ] ]
! Technicals & Trading -0.28 | ] ]
-40% -20% 0% 20% 40% 0 50 100 0 50 100

Source (all charts): FactSet, Thomson Reuters, and Macquarie Quant. For more details on the Macquarie Alpha model or for more customised analysis and
screens, please contact the Macquarie Global Quantitative/Custom Products Group (cpg@macguarie.com)
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Important disclosures:

Recommendation definitions

Macquarie — Asia, USA, Europe and Mazi Macquarie
(SA):

Outperform — expected return >10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Australia/New Zealand
Outperform — expected return >10%
Neutral — expected return from 0% to 10%
Underperform — expected return <0%

Note: expected return is reflective of a Medium Volatility
stock and should be assumed to adjust proportionately
with volatility risk

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high—highest risk — Stock should be
expected to move up or down 60—100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30—40% in a year.

Low—medium — stock should be expected to
move up or down at least 25—-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.
* Applicable to select stocks in Asia/Australia/NZ

Recommendations — 12 months
Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 31 March 2019

AU/INZ Asia RSA
Outperform 48.45% 56.50% 47.06%
Neutral 35.27% 30.15% 32.94%
Underperform 16.28% 13.35% 20.00%

USA CA EUR
51.94% 68.53% 51.76%
42.78%  24.48%  38.19%
5.28% 6.99% 10.05%

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders funds
Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

(for global coverage by Macquarie, 3.69% of stocks followed are investment banking clients)
(for global coverage by Macquarie, 2.76% of stocks followed are investment banking clients)
(for global coverage by Macquarie, 0.89% of stocks followed are investment banking clients)

Note: This table does not reflect the announced cessation of research services effective April 29, 2019, through our affiliate Macquarie Capital Markets Canada Ltd.
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Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.

Source: FactSet, Macquarie Research, May 2019

12-month target price methodology

ASB AU: A$3.10 based on a EV/EBITA methodology

Company-specific disclosures:

ASB AU: A Macquarie analyst involved with the preparation of this research has, in the past 12 months, visited material operations of Austral Ltd. The
company furnished local transportation as part of this site visit, which was authorized in adherence with Macquarie policy requirements.
Important disclosure information regarding the subject companies covered in this report is available at www.macguarie.com/research/disclosures.

Date Stock Code (BBG code)
06-Feb-2019 ASB AU
30-Aug-2018 ASB AU
28-Feb-2018 ASB AU
28-Aug-2017 ASB AU
27-Feb-2017 ASB AU
29-Aug-2016 ASB AU
04-Jul-2016 ASB AU
10-May-2016 ASB AU

Target price risk disclosures:

Recommendation Target Price
Qutperform A$2.60
Outperform A$2.30
Outperform A$2.29
Qutperform A$1.89
Outperform A$2.09
Outperform A$1.56
Qutperform A$1.37
Outperform A$1.76

ASB AU: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates,
foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to

manage certain of these exposures.
Analyst certification:

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or
their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report. The Analysts responsible for preparing this report receive compensation from Macquarie that is based upon various factors
including Macquarie Group Ltd total revenues, a portion of which are generated by Macquarie Group’s Investment Banking activities.

General disclaimers:

Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital (Ireland) DAC; Macquarie Capital Markets North America Ltd;
Macquarie Capital (USA) Inc; Macquarie Capital Limited, Taiwan Securities Branch; Macquarie Capital Securities (Singapore) Pte Ltd; Macquarie
Securities (NZ) Ltd; Mazi Macquarie Securities (RF) (Pty) Ltd; Macquarie Capital Securities (India) Pvt Ltd; Macquarie Capital Securities (Malaysia) Sdn
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Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking institutions for the purposes of the
Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of Macquarie Bank Limited ABN 46
008 583 542 (MBL) or MGL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of any of the above mentioned
entities. MGL provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of Macquarie Capital Securities
(Singapore) Pte Ltd for up to SGD 35 million. This research has been prepared for the general use of the wholesale clients of the Macquarie 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 research in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We do not
guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person. MGL has
established and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the "Conflicts Policy") pursuant to
regulatory requirements (including the FCA Rules) which sets out how we must seek to identify and manage all material conflicts of interest. Nothing in
this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. In
preparing this research, we did not take into account your investment objectives, financial situation or particular needs. Macquarie salespeople, traders
and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions which are contrary to the
opinions expressed in this research. Macquarie Research produces a variety of research products including, but not limited to, fundamental analysis,
macro-economic analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product may differ from
recommendations contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise. Before making an
investment decision on the basis of this research, you need to consider, with or without the assistance of an adviser, whether the advice is appropriate
in light of your particular investment needs, objectives and financial circumstances. 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. This research is based on information obtained from sources believed to be reliable but we do not make any representation or warranty
that it is accurate, complete or up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject
to change without notice. No member of the Macquarie Group 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. Clients should contact analysts at, and execute transactions
through, a Macquarie Group entity in their home jurisdiction unless governing law permits otherwise. The date and timestamp for above share price and
market cap is the closed price of the price date. #CLOSE is the final price at which the security is traded in the relevant exchange on the date indicated.
Members of the Macro Strategy team are Sales & Trading personnel who provide desk commentary that is not a product of the Macquarie Research
department or subject to FINRA Rule 2241 or any other regulation regarding independence in the provision of equity research.

Country-specific disclaimers:

Australia: In Australia, research is issued and distributed by Macquarie Securities (Australia) Ltd (AFSL No. 238947), a participating organization of the
Australian Securities Exchange. Macquarie Securities (Australia) Limited staff involved with the preparation of research have regular interaction with
companies they cover. Additionally, Macquarie Group Limited does and seeks to do business with companies covered by Macquarie Research. There
are robust information barriers in place to protect the independence of Macquarie Research’s product. However, recipients of Macquarie Research
should be aware of this potential conflict of interest. New Zealand: In New Zealand, research is issued and distributed by Macquarie Securities (NZ) Ltd,
a NZX Firm. United Kingdom: In the United Kingdom, research is issued and distributed by Macquarie Capital (Europe) Ltd, which is authorised and
regulated by the Financial Conduct Authority (No. 193905). Germany: In Germany, this research is issued and/or distributed by Macquarie Capital
(Ireland) DAC, which is authorised and regulated by the Central Bank of Ireland (No. C186531). France: In France, research is issued and distributed by
Macquarie Capital (Ireland) DAC, which is authorised and regulated by the Central Bank of Ireland (No. C186531). Hong Kong & Mainland China: In
Hong Kong, research is issued and distributed by Macquarie Capital Limited, which is licensed and regulated by the Securities and Futures
Commission. In Mainland China, Macquarie Securities (Australia) Limited Shanghai Representative Office only engages in non-business operational
activities excluding issuing and distributing research. Only non-A share research is distributed into Mainland China by Macquarie Capital Limited.
Japan: In Japan, research is Issued and distributed by Macquarie Capital Securities (Japan) Limited, a member of the Tokyo Stock Exchange, Inc. and
Osaka Exchange, Inc. (Financial Instruments Firm, Kanto Financial Bureau (kin-sho) No. 231, a member of Japan Securities Dealers Association).
India: In India, research is issued and distributed by Macquarie Capital Securities (India) Pvt. Ltd. (CIN: U65920MH1995PTC090696), 92, Level 9, 2
North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai — 400 051, India, which is a SEBI registered Research Analyst having
registration no. INHO00000545. Malaysia: In Malaysia, research is issued and distributed by Macquarie Capital Securities (Malaysia) Sdn. Bhd.
(Company registration number: 463469-W) which is a Participating Organisation of Bursa Malaysia Berhad and a holder of Capital Markets Services
License issued by the Securities Commission. Taiwan: In Taiwan, research is issued and distributed by Macquarie Capital Limited, Taiwan Securities
Branch, which is licensed and regulated by the Financial Supervisory Commission. No portion of the report may be reproduced or quoted by the press
or any other person without authorisation from Macquarie. Nothing in this research shall be construed as a solicitation to buy or sell any security or
product. The recipient of this report shall not engage in any activities which may give rise to potential conflicts of interest to the report. Research
Associate(s) in this report who are registered as Clerks only assist in the preparation of research and are not engaged in writing the research.
Macquarie may be in past one year or now being an Issuer of Structured Warrants on securities mentioned in this report. Thailand: In Thailand,
research is produced, issued and distributed by Macquarie Securities (Thailand) Ltd. Macquarie Securities (Thailand) Ltd. is a licensed securities
company that is authorized by the Ministry of Finance, regulated by the Securities and Exchange Commission of Thailand and is an exchange member
of the Stock Exchange of Thailand. The Thai Institute of Directors Association has disclosed the Corporate Governance Report of Thai Listed
Companies made pursuant to the policy of the Securities and Exchange Commission of Thailand. Macquarie Securities (Thailand) Ltd does not endorse
the result of the Corporate Governance Report of Thai Listed Companies but this Report can be accessed at: http://www.thai-
iod.com/en/publications.asp?type=4. South Korea: In South Korea, unless otherwise stated, research is prepared, issued and distributed by Macquarie
Securities Korea Limited, which is regulated by the Financial Supervisory Services. Information on analysts in MSKL is disclosed at
http://dis.kofia.or.kr/iwebsquare/index.jsp?w2xPath=/wa/fundMgr/DISFundMgrAnalystStut.xmlI&divisionld=
MDIS03002001000000&serviceld=SDIS03002001000. South Africa: In South Africa, research is issued and distributed by Mazi Macquarie Securities
(RF) (Pty) Ltd, a member of the JSE Limited. Singapore: In Singapore, research is issued and distributed by Macquarie Capital Securities (Singapore)
Pte Ltd (Company Registration Number: 198702912C), a Capital Markets Services license holder under the Securities and Futures Act to deal in
securities and provide custodial services in Singapore. Pursuant to the Financial Advisers (Amendment) Regulations 2005, Macquarie Capital Securities
(Singapore) Pte Ltd is exempt from complying with sections 25, 27 and 36 of the Financial Advisers Act. All Singapore-based recipients of research
produced by Macquarie Capital (Europe) Limited, Mazi Macquarie Securities (RF) (Pty) Ltd and Macquarie Capital (USA) Inc. represent and warrant that
they are institutional investors as defined in the Securities and Futures Act. United States: In the United States, research is issued and distributed by
Macquarie Capital (USA) Inc., which is a registered broker-dealer and member of FINRA. Macquarie Capital (USA) Inc, accepts responsibility for the
content of each research report prepared by one of its non-US affiliates when the research report is distributed in the United States by Macquarie
Capital (USA) Inc. Macquarie Capital (USA) Inc.’s affiliate’s analysts are not registered as research analysts with FINRA, may not be associated
persons of Macquarie Capital (USA) Inc., and therefore may not be subject to FINRA rule restrictions on communications with a subject company, public
appearances, and trading securities held by a research analyst account. Information regarding futures is provided for reference purposes only and is not
a solicitation for purchases or sales of futures. Any persons receiving this report directly from Macquarie Capital (USA) Inc. and wishing to effect a
transaction in any security described herein should do so with Macquarie Capital (USA) Inc. Important disclosure information regarding the subject
companies covered in this report is available at www.macquarie.com/research/disclosures, or contact your registered representative at 1-888-MAC-
STOCK, or write to the Supervisory Analysts, Research Department, Macquarie Securities, 125 W.55th Street, New York, NY 10019.
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