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Quickstep Holdings Limited (ASX: QHL)

Aiming to 2x Defence Aerospace revenue by 2024

We forecast QHL revenue of ~A$80.5m in FY20E (+10% on FY19A’s A$73m), split AS80m from Defence
Aerospace (C-130, F-35 JSF) and A$0.5m from other business (Boeing, Lockelec). In FY21E/22E, we
forecast revenue levelling off at ~ AS90m, with the increase over FY20E coming from F-35 flare housing
sales to Chemring (~“A$5mpa) and a new F-35 parts contract (A$3.5mpa) with Northrop Grumman.

However, one slide at the group’s recent AGM caught our eye. QHL management is targeting to double
the group’s Defence Aerospace revenue by 2024. Relative to current (i.e. FY20E) Defense Aerospace
revenue levels of AS80m, this implies that QHL is targeting Defense Aerospace revenues of A$160m in
five years’ time. In addition, QHL is looking to win business in the Commercial Markets and sees
opportunities in the AfterMarket sector.

Business & Market Development
Defence Aerospace

~$80m base revenue FY20 and expand

2x Defence Aerospace revenue by 2024

Key focus on the US market

Commercial Markets
Technology lead growth
Staged growth strategy

Additional resources during CY20
Aftermarket Strategy
Organic/Inorganic Strategy

Detailed update H2 FY20
Source: QHL, AGM 21 November 2019

QHL's targeted Defence Aerospace revenue profile is significantly more ambitious than we currently
forecast. Clearly, estimating the timing and quantum of new business/contracts (and associated
capex/working capital and funding (debt/equity) requirements) is problematic. Nevertheless, QHL’s
ambition, and confidence in its technology, to drive future revenue growth sends a positive signal. In
addition, to hit this AS160m revenue target in 2024, we suggest that QHL must be close to announcing
the first of new, and material, contract “wins”. In our model, we have tried to capture this upside
potential by adding a 33% “Bluesky” premium of 4cps (equivalent to ~A$28m) to our underlying or
existing business valuation of 13cps (equivalent to AS93m).

Target price and Recommendation: 17c, Buy (Higher Risk)

Predicated on our forecast revenue and margin profiles, we calculate QHL posting EPS of 0.7c in FY20E
0.9c in FY21E, and 1c in FY22E; this implies that QHL is trading on an historic (FY19A) PE multiple of 29x,
a one-year (FY20E) PE multiple of 15.6x, and a two-year (FY21E) PE multiple of 10.9x. We do not view
these ratings as demanding. Relative to our NPV/EPS-derived target price of 17c, we believe that current
share price levels offer an attractive entry point to a potentially high-growth domestic player in the
global Aerospace sector. Recommendation: Buy (High Risk). Risks to our target price and earnings
profile include but are not limited to: operational performance at the Bankstown manufacturing site,
JSF parts sales profile (dependent on order timing), timing and quantum of the Chemring Australia flare
housing contract, timing and quantum of potentially other new contracts, the AUD:USD exchange rate,
timing and quantum of QHL’s debt repayment profile, capex and working capital requirements to
support increased production and potential new business, key personnel/management risk.

10 December 2019

Share Price: AS0.11
Target Price: AS0.17

Target Upside: 55%

Recommendation

Buy

Risk Assessment

Higher
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Quickstep Holdings Limited

ASX Code QHL

52-week range (AScps) AS0.07-AS0.17
Market Cap (ASm) 82

Quoted shares (m) 712

Av Daily Turnover (shares) 1.2million

ASX All Ordinaries 6,724

FY20E BV per share (ASc) 3.8

FY20E EPS (ASc) 0.7

FY20E Net (Debt)/Cash (ASm) -4
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Year ending June

Profit & Loss Statement (A$m) FY19A FY20E FY21E FY22E FY23E Performance drivers FY19A FY20E FY21E FY22E FY23E
Sales 73.3 80.5 89.8 91.2 91.2 Parts sold / delivered
COGS (54.9) (60.0) (66.4) (67.5) (67.5) C-130J/LM-100J shipsets 24 24 24
Operational/Marketing/Corporate (8.6) (9.0) (9.8) (10.0) (10.2) F-35 JSF parts
R&D (4.0) (40) (40) (40) (4.0
Total cash costs (67.5) (73.0) (80.2) (815) (81L.7) o0
EBITDA 5.8 7.5 9.6 9.7 9.5 Revenue composition (A$m)
Depreciation & Amortisation (2.0 (2.0 (2.5) (2.5) (2.5)  Aerospace - existing contracts 73.3 80.0 82.0 82.0 82.0
Operating profit 3.8 55 7.1 7.2 7.0 C-130J/LM-100J 20.3 19.2 19.2 19.2 19.2
NOI (Grants/Other) 01 00 00 00 00 F35JSF 530 608 628 628 628
EBIT 3.9 55 7.1 7.2 7.0 ....JSF fuselage 35.4 42.5 43.9 43.9 439 |
Interest income 0.0 0.1 0.1 0.1 0.2 JSEVIF oo 176 1 184 189 189 189
Interest expense (2.2) (0.7) (0.4) (0.1) 0.0 Aerospace - new contracts 0.0 0.0 3.5 3.5 3.5
Tax expense 1.0 0.0 0.0 0.0 0.0 Aerospace (Bankstown) 73.3 80.0 85.5 85.5 85.5
Reported NPAT 2.7 5.0 6.7 7.2 7.2 Chemring 0.0 0.0 4.3 5.7 5.7
Exceptional items 0.0 0.0 0.0 0.0 0.0 X-Ray 0.2 0.0 0.0 0.0 0.0
Underlying NPAT 2.7 5.0 6.7 7.2 7.2 Automotive/Engineering/Other 0.0 0.5 0.0 0.0 0.0
Aerospace/Other (Geelong) 0.2 0.5 4.3 5.7 5.7
EPS Reported (A$c) 0.4 0.7 0.9 1.0 1.0
EPS Normalised (A$c) 0.4 0.7 0.9 1.0 1.0 Group revenue (A$m) 73.3 80.5 89.8 91.2 91.2
Dividend payout (%) 0% 0% 0% 25% 33%  YoY revenue growth 24% 10% 11% 2% 0%
DPS (A$c) 0.0 0.0 0.0 0.3 0.3 COGS as % revenue 75% 74.5% 74% 74% 74%
Dividend Yield (%) 0% 0% 0% 2% 3% {Operations/Other costs as % revenue  12% 11% 11% 11% 11%
Number of shares - diluted (m) 715 712 712 712 712  {R&D as % revenue 6% 5% 4% 4% 4%
Total costs as % revenue 92% 91% 89% 89% 90%
Cash Flow Statement (A$m) FY19A FY20E FY21E FY22E FY23E
EBITDA 5.8 7.5 9.6 9.7 9.5 EBITDA margin (%) 8% 9% 11% 11% 10%
Investment in w orking capital (4.3) (4.8) (0.1) (0.3 0.0  Operating profit margin (%) 5% 7% 8% 8% 8%
Tax expense 0.0 0.0 0.0 0.0 0.0
Operating Cash Flow 15 2.8 9.5 9.5 9.5 Salesand Costs profile (A$m)
Capex G1) (50 (25 (25 25 | 100 / %
Other investments 00 00 00 00 00 80 B =22
Investing Cash Flow (5.1) (5.0) (2.5) (2.5) (2.5) 50 52 59,¢ == - =10
. . . 60 2 = =
Net interest received / (paid) (22) (05 (04) (0.0) 0.2 20 - s -
Debt increase / (repayment) (5.1) (0.2) (5.3) (3.0 0.0 20 ,‘ » o 55 60 66
Dividends declared 0.0 0.0 00 (1.8 (24) . T 28 37
Equity raised / (repaid) 124 0.0 0.0 0.0 0.0 2014A 2015A 2016A 2017A 2018A 2019A 2020E 2021E
Financing Cash Flow 5.1 (0.7) (5.7) (4.8) (2.2)
Non-operating & Other 2.9 0.0 0.0 0.0 0.0 COGS m Operational/Corporate/Marketing = R&D
Inc/(Dec) in Cash 45 (3.0) 1.3 2.2 48
Leverage FY19A FY20E FY21E FY22E FY23E
Balance Sheet (A$m) FY19A FY20E FY21E FY22E FY23E Net Debt/Equity -5% -14% cash cash cash
Cash & Deposits 7.3 4.4 5.7 7.9 12.7 Net Debt/Total Assets -2% -71% cash cash cash
Receivables 6.9 7.5 6.7 6.8 6.8 Net interest Cover (x) 1.8 10.6 20 1486 na
Inventories 18.3 20.1 22.4 22.8 22.8
Other Current Assets 15 1.5 1.5 1.5 1.5 Valuation Ratios (x) FY19A FY20E FY21E FY22E FY23E
PPE & Development 14.8 17.8 17.8 17.8 17.8 Normalised PER 28.9 15.6 11.6 10.9 10.9
Deferred tax asset 1.0 1.0 1.0 1.0 1.0 Price/OP Cash Flow 52.0 28.5 8.3 8.3 8.2
Other Non Current Assets 0.0 0.0 0.0 0.0 0.0 EV(A3$m) 83 86 79 74 69
Total Assets 49.8 52.4 55.2 57.9 62.7 EV/EBITDA 14 11 8 8 7
Payables and other current Liabilities 18.9 16.6 18.0 18.2 18.2 ROE (%) na 19% 20% 18% 16%
Short Term Debt 3.7 35 15 0.0 0.0 Weighted Target Price
Long Term Debt 4.8 4.8 15 0.0 0.0 Valuation method Target |Weighting | Share price (A$) C.apital
Other Non Current Liabilities 0.5 05 05 05 05 value (A$)| (%) Target | Current | gain (%)
Total Liabilities 27.8 25.3 214 18.7 18.7 Base-case NPV 0.13 75% 013
Total Equity 22.0 27.1 33.8 39.2 44.0 Base-case EPS/PER 0.12 25% 0.110 5506
Net (Debt)/Cash (1.1) (3.9) 2.7 7.9 12.7 "Blue sky" @ 33% of base-case valuation 0.04
Target Price (A$) 0.17
Largest Shareholders % Date EPS/PER TP based on one-yearrolling EPS of 0.8¢ (rounded) and a PE multiple of 15x
Australian Super 9.3 Company Overview: Quickstep (QHL) is the largest independent aerospace-grade
Regal 5.6 Oct-19 advanced composite manufacterer in Australia. QHL is the sole provider of carbon fibre wing
Perpetual 5.1 flap parts for the Lockheed Martin C-130J and LM-100J transport planes, and is a parts
Source: Company, IRESS, State One Stockbroking forecasts supplier to Northrop Grumman and BAE/Marand for the JSF F-35.
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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 an Executive Director of State One Stockbroking Ltd.
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