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Quickstep Holdings Limited
Laying groundwork for 2018/2019 growth

e InFY16, QHL strengthened its balance sheet by reducing debt by A$5.5m,
invested in PPE to support the forward C-130] and JSF sales pipeline, and
supported R&D initiatives at both the aerospace and automotive
operations. We calculate that the above items (including safety-stock
inventory build-up) account for the bulk of the A$14.5m cash outflow
reported during the year.

e Revenue: We forecast revenue growth slowing down to +8% in FY17E
(from +27% in FY16) with increased sales of JSF parts offset by a forecast
reduction in C-130] shipset sales from 35 in FY16 to a normalised level of
26pa. Coming of a forecast FY17E revenue base of ~A$54m, we forecast
revenue growing by +42% in FY18E and +58% in FY19E as increasing
JSF sales is augmented by a ramp-up in automotive and other revenues.

e Cash flow: Exceptionally high net cash outflow of A$5.4m in the June
2016 quarter was particularly impacted by revenue timing and inventory
build-up. However, we believe that the worst is now over in terms of cash
outflow. We forecast full-year net cash outflow of (only) A$3.8m in FY17E
- reducing the cash balance to A$3.8m in FY17E from A$7.6m in FY16 -
while we forecast that QHL will be cash neutral in FY18E and cash-positive
in FY19E. Predicated on our forecast cash flow profile, and excluding any
potential new business/expansionary or acquisition opportunities, we do
not believe that QHL will need to tap the equity market for funding over
our forecast period.

e Valuation: The market responded negatively to the cash balance decline
reported in the June Quarter Activities and Cash Flow Reports. However,
we believe that the group is over the cash outflow “hump”; a reduction in
inventory over the next 6-9 months as capital programs complete should
have a positive impact on FY17E cash flows. Nevertheless, on the back of
increased investor concern over the group’s near-term outlook, we have
reduced the (higher-value) NPV weighting to 55% from 75% in our
NPV/PER-derived target price and consequentially, revised down our
target price to A$0.18ps (A$0.25ps previously). At current share price
levels, we believe that QHL offers significant upside potential.
Recommendation: BUY (Higher Risk).

Key Financials

Year-end June FY 15A FY 16E FY17E FY 18E FY19E
Aerospace (US$m) 30 36 33 44 59
Automotive (US$m) 0 0 3 5 22
Other (US$m) 3 0 5 9 10
Total sales (US$m) 33 37 41 58 91
AUD/USD exchange rate 0.83 0.73 0.75 0.75 0.75
Total revenue (A$m) 40 50 54 77 121
EBITDA (A$m) -0.04 2 1 9 15
EBITDA margin (%) -0.1% 3% 1% 11% 13%
Normalised NPAT (A$m) -4 0 -3 5 12
EPS Reported (A$c) -0.9 -0.1 -0.4 0.9 2.1
EPS Normalised (A$c) -0.9 -0.1 -0.4 0.9 2.1
DPS (A$c) 0.0 0.0 0.0 0.0 0.0
PER (x) -ve -ve -ve 11.4 5.1
Net debt / (cash) (A$m) 15 3 4 3 -2
Capex (A$m) -4.5 -3.5 -5.0 -4.0 -4.5

Source: Iress, Company Data, State One Stockbroking Est. Share price: $ 0.105 Aug 09, 2016
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Quickstep Holdings Limited

ASX Code QHL
52 week range A%$0.10-A$0.20
Market Cap (ASm) 59
Shares Outstanding (m) 562
Av Daily Turnover (shares) 589k
ASX All Ordinaries 5,538
FY16E BV per share (A%$c) 3.3
EPS FY16E (A$c) 0.1
Net Debt/(Cash) FY16E (A$m) 3
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Financial Statements

Quickstep Holdings Limited
Year ending June

Profit & Loss Statement (A$m) FY15A FY16E FY17E FY18E FY19E Performance drivers FY15A FY16E FY17E FY18E FY19E
Sales 39.5 50.1 54.1 76.8 121.5 Revenue composition (%)
COGS (27.9) (36.1) (39.0) (55.3) (91.1) Aerospace 91% 99% 82% 76% 65%
Operational/Marketing/Corporate (9.0) (9.4) (9.6) (9.8) (11.0) Automotive 0% 1% 7% 9% 24%
R&D (2.7) (3.1) (5.0) (3.0 (4.0) Engineering/Other 9% 0% 11% 16% 11%
Total cash costs (39.5) (48.6) (53.6) (68.0) (106.1) Revenue composition (A$m)
EBITDA (0.0) 15 0.6 8.7 154 Aerospace 35.9 49.7 44.6 58.2 78.9
Depreciation & Amortisation (2.9) (2.5) (2.8) (3.0) (3.0)  Automotive 0.0 0.4 3.6 6.5 29.6
Operating profit (2.4) (1.0) (2.2) 5.7 124 Engineering/Other 3.6 0.0 6.0 12.0 13.0
NOI (Grants/Other) 1.8 11 0.0 0.0 0.0 Total 39.5 50.1 54.1 76.8 121.5
EBIT (0.6) 0.1 (2.2) 5.7 12.4 YoY revenue growth nm 27% 8% 42% 58%
Interest income 0.0 0.0 0.2 0.1 0.1 COGS as % revenue 71% 2% 2% 2% 75%
Interest expense 3.2 (0.6) (0.4) (0.3 (0.2) |Operations/Other costs as % revenue  23% 19% 18% 13% 9%
Tax expense 0.0 0.0 0.0 0.0 0.0 R&D as % revenue 7% 6% 9% 4% 3%
Reported NPAT (3.9) (0.5) (2.6) 5.4 12.2  Total cash costs as % revenue 100% 97% 99% 89% 87%
Exceptional items (0.1) 0.0 0.0 0.0 0.0
Underlying NPAT (3.8) (0.5) (2.6) 5.4 12.2 EBITDA margin (%) -ve 3% 1% 11% 13%
Operating profit margin (%) -ve -ve -ve 7% 10%
EPS Reported (A$c) (0.9 (0.1) (0.4) 0.9 2.1
EPS Normalised (A$c) (0.9 (01 (04 0.9 2.1 Sales and costs (A$m) - Annual
Dividend payout (%) na na na 0% 0% 140
DPS (A$c) 0.0 0.0 0.0 0.0 0.0 121
Dil Av no. of shares (m) 423 505 587 587 587 120 sales »°
Dil YE no. of shares (m) 423 587 587 587 587 100 ’
78
Cash Flow Statement (A$m) FY15A FY16E FY17E FY18E FY19E 80 4
EBITDA (00) 15 06 87 154 60 50 5 -7 o
Investment in w orking capital (4.3) (5.1) 3.0 (3.0) (5.7) 0 40_ - ﬁ_ —- o1
Tax expense 0.0 0.0 0.0 0.0 0.0 ,- 55
Operating Cash Flow (4.3) (3.6) 3.6 5.7 9.7 20 *' 28 36 39
Capex (4.5) (3.5 (5.0 (4.0 (4.5) 0 4
Other investments 0.0 0.0 0.0 0.0 0.0 2014A  2015A  2016E  2017E  2018E  2019E
Investing Cash Flow (4.5) (3.5) (5.0) (4.0) (4.5)
Net interest received / (paid) (3.2) (0.6) (0.3) (0.3) (0.2) COGS B Operational/Corporate/Marketing B R&D
Debt increase / (repayment) 53 (5.6) (2.1) (1.5) (3.5)
Dividends declared 0.0 0.0 0.0 0.0 0.0 Leverage FY15A FY16E FY17E FY18E FY19E
Equity raised / (repaid) (0.4) 21.0 0.0 0.0 0.0 Net Debt/Equity cash 13% 25% 12% cash
Financing Cash Flow 17 14.8 (2.4) (1.8) (3.6)  Net Debt/Total Assets 57% % 12% 7% cash
Non-operating & Other 7.7 (1.3) 0.0 0.0 0.0 Net interest Cover (x) na 0.2 na 22.8 89.3
Inc/(Dec) in Cash 0.6 6.4 (3.8) (0.0) 1.5
Valuation Ratios (x) FY15A FY16E FY17E  FY18E FY19E
Balance Sheet (A$m) FY15A FY16E FY17E FY18E FY19E Normalised PER -ve -ve -ve 11.4 5.1
Cash & Deposits 1.2 7.6 3.8 3.8 5.3 Price/OP Cash Flow -14.3 -17.1 17.1 10.7 6.4
Receivables 5.1 6.8 6.5 8.4 12.1 EV (A$m) 74 62 63 62 57
Inventories 6.0 11.0 8.1 10.7 15.8 EV/EBITDA -ve 40 111 7 4
Other Current Assets 1.2 1.0 1.0 1.0 1.0 ROE (%) na -ve -ve 24% 35%
PPE and Exploration & Development 12.0 13.0 15.3 16.3 17.8
Deferred tax asset 0.0 0.0 0.0 0.0 0.0 Weighted Target Price*
Other Non Current Assets 0.0 0.0 0.0 0.0 0.0 . Target |Weighting | Share price (A$) Capital
Valuation method ;
Total Assets 25.6 39.3 347 402 52.0 value (A$)| (%) Target | Current | 9ain (%)
Payables and other current Liabilities 8.5 9.8 9.7 11.3 14.3 NPV 0.23 55% 018 0.105 67%
Short Term Debt 5.2 (0.9) 0.0 0.0 0.0 EPS/PER 0.11 45%
Long Term Debt 10.5 10.5 8.0 6.5 3.0 EPS/PER TP based on two-year EPS of A$10c (rounded) and a PE of 12x
Other Non Current Liabilities 25 0.1 0.1 0.1 0.1
Total Liabilities 26.8 20.0 17.8 17.9 17.4  |[Company Overview:
Total Equity (1.2) 19.3 16.9 223 346 Quickstep (QHL) - listed on the ASX in 2005 - is the largest independent aerospace-grade
Net Debt (Cash) 146 26 4.0 27 23) advanced composite manufacterer in Australia. QHL ha§ npde significant progress with its
out-of -autoclave technology (Qure), tendered for and finalised contracts w ith tier-one US
military clients, completed F35-JSF and C-130J production readiness tests and tollgate trials,
Major Shareholders % Date rampgd up JSF anr;pC—13OJ production at its Baﬁkstow n production facilities, and Sositioned
Washington H Soul Pattinson 15.9 the group to tender for low cost/high speed manufacturing of automobile body parts through
Deakin University 5.9 Aug-16 patented in-house Qure and RST technology. In February 2016, QHL announced a contract to
Farjoy PL 2.1 supply carbon fibre air ducts for the Ford Australian production of the Falcon XR6 Sprint.

Source: Company, IRESS, State One Stockbroking forecasts
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Figure 1: Forecast aerospace parts sales to FY19E
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Figure 2: Forecast revenue profiles in US$ and A$ to FY19E
Manufacturing sales streams (US$m) - Annual
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Figure 3: Revised versus previous forecast revenues to FY19E
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General Advice Warning

The contents of this document have been prepared without taking account of your objectives, financial
situation or needs. You should, before taking any action to acquire or deal in, or follow a recommendation
(if any) in respect of any of the financial products or information mentioned in this document, consult your
own investment advisor to consider whether that is appropriate having regard to your own objectives,
financial situation and needs.

Whilst State One Stockbroking Ltd believes information contained in this document is based on information
which is believed to be reliable, its accuracy and completeness are not guaranteed and no warranty of
accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way
for any representation, act or omission is accepted by State One Stockbroking Ltd or any officer, agent or
employee of State One Stockbroking Ltd.

If applicable, you should obtain the Product Disclosure Statement relating to the relevant financial product
mentioned in this document (which contains full details of the terms and conditions of the financial product)
and consider it before making any decision about whether to acquire the financial product.

Disclosure

The directors and associated persons of State One Stockbroking Ltd may have an interest in the financial
products discussed in this document and they may earn brokerage, commissions, fees and advantages,
pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in such
financial products.

The Research Analyst who prepared this report hereby certifies that the views expressed in this research
document accurately reflect the analyst’s personal views about the company and its financial products.
The research analyst has not been and will not be receiving direct or indirect compensation for expressing
the specific recommendations or views in this report.

This research at all times remains the property of State One Stockbroking Ltd. And as such cannot be
reprinted, distributed, copied, posted on the internet, in part or whole, without written prior approval from
the Executive Director of State One Stockbroking Ltd.
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