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FBR Limited (ASX:FBR)

Value but at increased business risk

In December 2018, FBR discontinued its (July 2017) MOU with global construction
and mining equipment giant Caterpillar Inc. (NYSE:CAT); the MOU looked to
create a framework for collaboration regarding the development, manufacture,
sales and servicing of FBR’s robotic bricklaying technology, and how best to offer
this technology to CAT’s construction customers. We suggest that abandoning this
commercialisation route - technology royalties from a tier-1 global heavy
equipment manufacturer - in favour of a Wall as a Service™ (WaaS™) business
model, has not, as yet, fully gained traction with the marketplace. At current price
levels of 8c, FBR’s share price is 52% below its December high of 16.5c.

FBR share price (Nov 2018-Present) (ASc)

n FBR and Caterpillar disontinue MOLU

13 FBR & BKW
extend

17 FBR signs MOU with MOoU

15 Brickworks (ASX: BKW) negotiating

13 \ period

%

AS17m pleament
@ 10.5¢cps

1/11/2018 1/12/2018 1/01,/2019 1/02 /2013 1/03,/2019 1042014

The WaaS™ business model involves FBR effectively becoming a subcontractor to
builders i.e., generating revenue from laying bricks. This contrasts with the
original commercial model of generating revenue from CAT selling Hadrian X units
to building contractors and FBR receiving a royalty on the sale of each unit. FBR
maintains that the WaaS™ business model potentially makes a stronger financial
return than machine sales. However, it also, increases the business and financial
risk for FBR. FBR will now have to finance manufacturing the Hadrian X units, fund
the working capital to maintain the machines, train and employ operators, and
most critically of all, source building work and learn how to operate in the domestic
(and potentially overseas) building and construction industry. This, we imagine,

will be a steep learning curve for what is effectively an IT/engineering company.

Risked SOTP target price: A$0.17 (A$0.50 previously)

We have significantly revised down our forecast revenue and profit profiles on the
back of FBR’s new operator-driven versus royalty-driven business model. This is
essentially due to (1) forecast capex constraints on ramping-up the manufacture
of Hadrian X units, (2) lags in “on-boarding” building and construction contracts
and, (3) limiting work initially to Australia. As a result, our un-risked NPV1o for the
Hadrian X Project has fallen considerably to A$495m (28c per fully diluted share)
from A$1,043m (66c per diluted share). In addition, we have increased our risk
discount to 50% (30% previously) on the increased forecast risk attached to the
new commercial model. As a result, our target price has fallen to 17cps (50cps
previously). We maintain a Speculative Buy (Higher Risk) recommendation. Risks
to our earnings profile and target price include, but are not limited to: sourcing
building contracts, operational performance of Hadrian X, operating costs and
capex, dependence upon key personnel, competition from other technologies.

5 April 2019

Share Price: A$0.08
Target Price: A$0.17
Targeted Upside: 111%
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Risk Assessment
Higher

Construction Machinery/Technology

David Brennan, CFA
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dbrennan@stateone.com.au
+61 (0)2 9024 9142

FBR Limited

ASX Code FBR

52-week range (A$cps) A$0.07-A%$0.22
Fully diluted Market Cap (ASm) 143

Fully diluted no. of shares (m) 1,785

Av Daily Turnover (shares) 3.9 million
ASX All Ordinaries 6,276
FY19E BV per share (A$c) 2.9c
FY19E EPS (A$c) -0.5¢

FY19E Net (Debt)/Cash (A$m) 29.4

Relative price performance Source: IRESS
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Financial Statements

FBR Limited
Year ending June
Profit & Loss Statement (A$M) FY18A FY19E FY20E FY21E FY22E Hadrian Xrevenue f'cast (A$m) FY18A FY19E FY20E FY21E FY22E

Revenue 0.5 0.0 45 10.4 35.2  No. of Hadrian X's operating na 1 2 3 10
Operating 0.0 0.0 2.7) (6.2) (21.1) No of houses built na 0 150 345 1150
R&D/Other (4.0) (5.5) (5.6) (5.7) (5.8) n? built (@ 225n7 av per house) na 0 33,750 77,625 258,750
Employee/Directors (1.6) (2.5) (2.6) (2.6) (2.7) Revenue (US$m) (@ US$100/m?) na 0 3 8 26
EBITDA (5.1) (8.0) (6.4) (4.2) 5.6  AUD:USD exchange rate na 0.75 0.75 0.75 0.75
Depreciation & Amortisation (0.0) (0.5) (0.5) (0.5) (0.5) Revenue (A$m) na 0 5 10 35
Operating profit (5.1) (8.5) (6.9) 4.7) 5.1
Royalties & Other 20 1.0 0.0 0.0 0.0 Hadrian X units operating No. of houses built
EBIT (7.1) (9.5) (6.9) 4.7) 51 15,000
Interest income 0.0 0.6 0.8 0.5 0.2
Interest expense 0.0 0.0 0.0 0.0 (0.3) 1m 16000
Tax expense 0.0 0.0 0.0 13 @ e
Reported NPAT (71) (89 (61 (2.9 35 7 12,000
Normalised NPAT (7.1) (8.9) (6.1) (2.9) 35 - 10,000
T 2,000 16,500

EBITDA Margin (%) na na -141% -40% 16% 40 6,000
Operating profit margin (%) na na -152% -45% 14% 50 4,000 8,250
EPS Reported - Diluted (A$c) (04 (05 (03 (2 02 - 2 000 »
EPS Normalised - Diluted (A$c) (0.4) (0.5) (0.3) 0.2) 0.2 . B 2 3 i i - 150 335 3,380
EPS grow th (%) nm nm nm nm nla FYLSE FYZ0E FY21E FY22E FY23E FY24E FYISE FY13E FY20E FY21E FY22E FY23E FY24E FY2SE
DPS - Declared (A$c) 0.0 0.0 0.0 0.0 0.1
Avg. no. of shares (m) 954 1236 1487 1,654 1,737 M? laid Revenue (ASm)
YE no. of fuly-diluted shares (m) 1617 1,785 1,785 1,785 1785 000 372500 | 800 -

3,500,000 w00
Cash Flow Statement (A$M) FY18A FYIOE FY20E FY2IE FY22E ;gm0
EBITDA (51) (80) (64) (4.2 56, come 200
Investment in w orking capital (5.4) 6.9 (0.2) (1.2) (0.6)

2,000,000 1,856,250 200 263
Tax expense 0.0 0.0 0.0 1.3 s
Operating Cash Flow (10.5) 1.1 (6.6) (4.1) 3.4  Ls00000 200
Capex (20.0) (80) (50) (6.0) (12.1) 1oeo0000 ;L 129
Other investments 0.0 0.0 0.0 0.0 0.0 <00 000 258,750 100 EL
Investing Cash Flow (200) (80) (5.0) (6.0) (12.1) ' 23,750 77623 Lo ® w
Net interest received / (paid) 0.0 0.6 0.8 0.5 (0.1) ’ FY19E FY20E FY21E FY22E FY23E FY2Z4E FY2SE FY1SE FY20E FY21E FY22E FY23E FY24E FYZSE
Debt draw dow n / (repayment) 0.0 0.0 0.0 0.0 5.0
Dividends paid 0.0 0.0 0.0 0.0 (1.8)
Equity raised / (repaid) 40.3 17.0 0.0 0.0 0.0 Leverage FY18A FY19E FY20E FY21E FY22E
Financing Cash Flow 40.3 17.6 0.8 0.5 3.2 Net Debt/Equity cash cash cash cash -4%
Royalties & Other 35 (1.0) 0.0 0.0 0.0 Gearing (ND/ND+E) cash cash cash cash -3%
Inc/(Dec) in Cash 13.3 7.5 (10.8) (9.6) (5.5) Interest Cover (x) na na na na 76.2
Balance Sheet (A$M) FY18A FY19E FY20E FY21E FY22E Valuation Ratios (x) FY18A FY19E FY20E FY21E FY22E
Cash & Equivalents 22.0 29.4 18.6 9.0 3.4 Normalised PE na na na na 40.6
Receivables 8.2 1.0 0.9 21 6.7  Price/OP Cash Flow na na na na na
Inventories 0.0 0.0 0.3 0.6 2.1  Book value per share (A$c) 2.7 2.9 2.6 2.4 25
Other Current Assets 0.3 0.3 0.3 0.3 0.3 EV/EBITDA na na na na na
PPE 16.1 23.6 28.1 33.6 452  ROE (%) -16% -17% -13% -7% 8%
Deferred tax asset 0.0 0.0 0.0 0.0 0.0
Other Non Current Assets 0.0 0.0 0.0 0.0 0.0 SOTPvaluation A$m AS$ps
Total Assets 46.5 54.3 48.2 45.5 57.7  Hadrian X NPV (unrisked) 495 0.28
Payables and other current Liabilities 2.8 2.6 2.6 2.8 8.3  Risk weighting (timing, volumes, pricing, etc) 50%
Short Term Debt 0.0 0.0 0.0 0.0 5.0 Hadrian X NPV (risked) 247 0.14
Long Term Debt 0.0 0.0 0.0 0.0 0.0 Technology upside (10% of Hadrian X NPV) 25 0.01
Other N.on ('2.urrent Liabilities 0.0 0.0 0.0 0.0 0.0 Enterprise value 272 015
Total Liabilities 2.9 2.6 2.6 2.9 13.3
Total Equity 43.6 51.7 45.6 42.6 44.4  Net cash/ (debt) (FY18E) 29 0.02
Net Cash/(Debt) 22.0 29.4 18.6 9.0 (1.6) Equity value 302 0.17
Substantial Shareholders % Date Current share price 0.080
HSBC Custody Nominees 11.9 % upside / (downside) 111%
Mark Joseph Pivac 8.1 Oct-18
Wisconsin Holdings Pty Ltd 2.5

Source: Company, IRESS, State One Stockbroking forecasts
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FBR Board of Directors (source: company)

Board of
Directors

Mark Pivac
EXECLTIVE EECTOR & CHEF TECHMICAL OFFICER

Mark Pivac is the primary inventor of
FER= automated brickaying technology
He i= an aeronautical and mechanical
engirser with over 25 years’ experience
waorking on the development of high
technoloogy equipment ranging from
lightweight aircraft to heavy off-road
equipment. He has 20 years’ experience
waorking with 30 CAD software as well as
high-level mathematics, inchuding matriz
mathematics, robot transformations and
vector mathematics for machine mation.
Mark has also worked extensively

with design, commissioning and fault
finding on servo—controlled motion
systemns achieving very high dynamic
performance.

Richard Grellman
K- EXECUTIVE CHAFMAN

Richard Grellman AM is a highly
experienced leader and a member of

the Order of Australia for service to

the community and to the finance and
inzurance sectors. Richarnd is currently
the Non-Exscutive Chairman of IPH
Lirmited, Director ard Chaimman of

the Audit Committes of Bisalloy Stesl
Group Limited and a Directar of the
Mational Health and Medical Research
Council Institute for Dementia Ressarch.
Sirce 200, Richard has served as the
Tribumal of the NSW Stabutony and Other
Officers Remuneration Tribunal [SO0RT),
appointed by the Gowemor of NSW.

He spent 32 years with accounting firm
EPME, where hewas a partner from 1982
to 2000, & member of EPME's National
Board from 1995 to 1997 and National
Executive from 9T to 2000, and has
simce served on & number of other Boards
of both sted and unlisted onganisations.

Hancy Milne 0AM
WIOM-EXECUTIVE DIRECTOR

Manizy Milme has extensive business
expefience as 2 non-exscutive director
and lawyer specialising in insurance,
corporate govermance, risk management
and commercial dispute resalufion. She
was a partner at Clayton Wz from 1957
to 2003 and & consultant until 2072, and
was awarded the Order of Australia Medal
in 2008 for services to the legal sector
and to the community. Mancy is currenthy
& Mon-Frecutive Dirsctor of ALE Property
Group Limited, Chair of the Securnties
Exchanges Guarantee Corporation and
Deputy Chair of the State Insuance
Regulatory Authority, and has sigrificant
experience in nisk management, safaty,
compliznce and property development.
Mancy was previously a Director of
Australand Property Group and Movian
Property Group. In addition to her roks as
Mon-Executive Director, Nancy i Chair of
FBR"S Remuneration Commities.

Mike Pivac
MAMAGING DIRECTOR & CHEF EXECUTIVE DFFCER

Mike Pivac spent 20 years in the
Awiation sector a5 an Airborne Mission
Coordinator with Australian Border
Protection and Search and Rescue,
specializing in Electronic Detection
Systens and strategic and tachcal
miission planning, warking closshy with
Appstralian and International Governmsnt
amd Military Agencies. He has also
owned and operated Businesses in the
Retail, Hospitality and Transport sectors
amd has besn key to developing FER's
technology, business plan and machine
development sirategy. He has forged
relationships with investors, builders,
product suppliers and future customers
pivotal to brimging the Hadrian X to life.

Andrew Bloore
MOM-EXECUTIVE DRECTOR

Ardrew Bloore is highly experienced

in desigm and delivery of disruptive
technologies and distribution models.

He has a strong shategy and profitability
focus and has been invohed in 2 number
of corporate transactions across his
caresr. &ndrew has spent over 25 years
in the superannuation sector and was
the CEQ and Founder of Superd Pty Lid,
an automated online administrator of
self management super funds, Andrew

i currently the Chaiman of Guildink Ltd
and is a director of Guild Group, Moshface
Pty Lid. the Sydney Institute of Marine
Soience Foundation and Vertical Farming
Auestralia Pty Lid. He also sits on the
Commercialization Board of Landcane
NSW and is a Lead Mentor for Stone &
Chalk, 3 fintech starbup hub.
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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.

This report was prepared solely by State One Stockbroking Limited. ASX did not prepare any part of the
report and has not contributed in any way to its content. The role of ASX in relation to the preparation of
the research reports is limited to funding their preparation by State One Stockbroking Limited, in
accordance with the ASX Equity Research Scheme. ASX does not provide financial product advice. The
views expressed in this research report may not necessarily reflect the views of ASX. To the maximum
extent permitted by law, no representation, warranty or undertaking, express or implied, is made and no
responsibility or liability is accepted by ASX as to the adequacy, accuracy, completeness or reasonableness
of the research reports.

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 an Executive Director of State One Stockbroking Ltd.

Alan Hill Ric Heydon Mark Sullivan Thomas Tan

Executive Chairman Equities & Derivatives Advisor  Institutional Dealer Equities Advisor

Phone: +61 8 9288 3388 Phone: +61 8 9288 3307 Phone: +61 2 9024 9134 Phone: +61 2 9024 9131
ahill@stateone.com.au rheydon@stateone.com.au msullivan@stateone.com.au  ttan@stateone.com.au
Morris Levitzke Graeme Johnson Yitz Barber Tammie Wong

Equities Advisor Equities & Derivatives Advisor  Equities Advisor Equities Advisor

Phone: +61 8 9288 3315 Phone: +61 8 9288 3316 Phone: +61 2 9024 9107 Phone: +61 2 9024 9133
mlevitzke@stateone.com.au gjohnson@stateone.com.au ybarber@stateone.com.au twong@stateone.com.au
Dawn Chia David Zhang David Brennan Wayne Osterberg
Business Development Manager Equities Advisor Senior Investment Analyst Equities Advisor

Phone: +61 8 9288 3336 Phone: +61 2 9024 9130 Phone: +61 2 9024 9142 Phone: +61 8 9288 3318
Dawn.Chia@stateone.com.au dzhang@stateone.com.au dbrennan@stateone.com.au  Wayne.Osterberg@stateone.com.au
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