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Contract wins and work in hand update

Investment case

PGX, since delivery of the full year result has continued to add to the
work in hand position. In recent announcements a further $55m in
new work has been won, with a work in hand position for 2021 now

at $285m (up from $230m visible at the full year.) EBITDA margin

is targeted at between 6% and 8% and at the low end of this target
range the stock trades on PE of 6x. Capitalising these earnings at 10

x = $0.58/share; our revised, and very uncomplicated Price Target. A
simple catalyst would be some form of (perhaps settled) cash back on
the Wartsila contract, however frankly, as we explore below, it shouldn’t
need this in isolation to trade up. In summary, despite a good recent
run off a very low base, PGX has significant further leverage available
on numerous fronts. Buy

Key points

* With delivery of the full year result, PGX had $230m in revenue
visible for 2021 and a net cash position of $9.5m; an encouraging
development that allowed delivery of healthy orderbook despite the
considerable funds tied up in the Wartsila contract.

* Since then further work has been won and the work in hand position
for 2021 is now $285m, with a further (several hundred $m) in
preferred EPC status behind it.

* |n total the preferred contractor status is $900m, not all of which is
financed, however in several commodities conditions are robust and
further, for forgotten possible projects (such as in Lithium), conditions
have seemingly improved.

* |n short there is a lot of work to do and increasingly, not enough
people to do it.

* What this means for contractors like PGX, is that contracting
conditions can evolve, particularly working capital conditions, such
that large clients like FMG and RIO, keen to see competition remain
in the market, are increasingly happy to pay, if not in advance of, then
perhaps on par with contracting costs out.

* Which is a long way around of saying that we see marginal
investors (perhaps at first glance) concerned about working capital
requirements for PGX; we see this as a challenge for PGX also,
however on balance believe clients are working with PGX to ensure
mutually beneficial outcomes.

* Assuming this is the case, any Wartsilla cash return remains $ for $
upside and encouragingly, the stock is responding to pure weight of
work won despite this ongoing dispute.

® In short, assuming PGX delivers $285m in revenue in 2021 at the
lower end of margins targeted (and can manage working capital
along the journey), then with any sort of visibility into 2022 in 12
months time (refer the two preferred EPC contracts referred to
above) and the stock trades up, and perhaps substantially up; with
Wartsilla as optional upside.

® Buy, PT increased to $0.58.

Primero Group Ltd

Year End 30 June

Share Price 0.35 A$/sh
Price Target (PER) 0.58 A$/sh
Shares on issue 171.7 m, diluted
Market Capitalisation 60.1 A$m
Enterprise Value 50.6 A$m
Net cash 9.5 A$m
Key Financials 2020a 2021f 2022f
Revenue (A$m) 205.6 280.0 3024
EBITDA (A$m) 9.2 17.0 20.7
EBIT (A$m) 7.3 14.9 18.3
Reported NPAT (A$m) 4.6 10.0 12.4
Normalised NPAT (A$m) 4.7 10.0 12.4
Gross Cashflow (A$m) 6.8 1.6 14.3
Capex (A$m) -1.7 -2.0 -2.5
Op. Free Cashflow (A$m)-13.0 51 .3
Revenue Growth (%) 36% 36% 8%
EBITDA Growth (%) -13% 85% 22%
Norm. NPAT Growth (%) -35% 12% 24%
Normalised EPS (Ac) 273 5.80 719
Norm. EPS growth (%) -0.43 112 0.24
PER (X) 12.8 6.0 4.9
EV:EBITDA (x) 5.5 3.0 2.4
EV:EBIT (x) 6.9 3.4 2.8
DPS (Ac) 0.00 0.00 0.00
Dividend Yield (%) 0.0% 0.0% 0.0%
Net (Debt) Cash (A$m) 9.5 14.6 26.0

Net Debt:Equity (%) -20%
* excludes possible writedown of accrued income
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Euroz Securities declares that it has acted as
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Group Ltd during the last year. Euroz Securities
has received a fee for these services.
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VOL '000



INDUSTRIALS

Primero Group Ltd EUROZ

(PGX $0.35) Buy

Analysis

We provide below our revised (increased) earnings forecasts:

2017 2018 2019 2020 2021 2022
$m $m $m $m $m $m
Revenues 521 85.2 140.2 205.6 280.0 302.4
GP 5.5 13.9 18.2 17.6 26.0 30.2
GP Margin 10.6% 16.3% 13.0% 8.6% 9.3% 10.0%
Administration 2.9 -5.4 7.8 -85 -9.0 -9.5
EBITDA 2.6 8.5 10.4 91 17.0 20.7
Normalised EBITDA 2.6 8.5 1.2 91 17.0 20.7
EBITDA Margin 5.0% 10.0% 7.4% 4.4% 6.1% 6.9%
The work in hand position was depicted in recent presentation as
follows:
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The $285m in revenue loosely consists of NPI, SMP, EPC and study
works for the majors such as FMG and RIO Tinto however in reality
will be performed for 100+ clients over a range of projects and
commodities.

Investment Thesis

PRG trades on 2021 PE of 6x, based on existing work in hand position
and the lower end of guided EBITDA expectation.

There is frankly no need to overly complicate this investment thesis
beyond the simple idea that capitalising these earnings at 10x is entirely
undemanding and that this translates to $0.58/share.

Buy

Euroz Securities Limited

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without
any responsibility or liability on any account whatsoever on the part of Euroz Securities Limited or any member or employee thereof.
Refer to full disclaimer at the end of this document.
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Financial Statements 2019a 2020a 2021f 2022f
Sales 151.7 205.6 280.0 3024
Other 0.0 0.0 0.0 0.0
Revenue 151.7 205.6 280.0 3024
COGS -131.7 -187.5 -254.0 -272.2
Opex -9.4 -8.9 -9.0 -9.5
EBITDA 10.6 9.2 17.0 20.7
Depreciation & amortisation -1.2 -1.9 -2.2 -2.5
EBIT 9.4 7.3 14.9 18.3
Net Interest income/(expense) -0.2 -0.6 -0.6 -0.6
Abnormal items (pretax) 0.0 0.0 0.0 0.0
EBT 9.2 6.7 14.3 17.7
Tax expense -3.0 -2.0 -4.3 -5.3
Minority interest 0.0 0.0 0.0 0.0
Reported Earnings 6.2 4.6 10.0 12.4
Normalised Earnings 7.3 4.7 10.0 12.4
Cash flow (A$m) 2019a 2020a 2021f 2022f
Pretax profit 9.2 6.7 14.3 17.7
+ Depreciation & Amort 1.2 1.9 2.2 2.5
-/+ associates profit/loss 0.0 0.0 0.0 0.0
+ associates dividends 0.0 0.0 0.0 0.0
+ Provisions 1.2 0.3 0.0 0.0
+ Foreign Exchange loss/(gain) 0.0 0.0 0.0 0.0
+/- Other 0.0 0.0 0.0 0.0
+/- writedowns/revals 0.0 0.0 0.0 0.0
- Tax Paid -2.7 -1.5 -4.3 -5.3
Gross Cashflow 8.9 6.8 1.6 14.3
- Capital Expenditure -3.2 -1.7 -2.0 -2.5
- Change in Working Capital -4.9 -18.1 -4.5 -0.4
Operating Free Cashflow 0.8 -13.0 5.1 1.3
- acq of subs/other investments 0.0 0.0 0.0 0.0
+ proceeds from disp of FA/subs 0.0 0.0 0.0 0.0
- Dividends Paid 0.0 0.0 0.0 0.0
+ Equity issued 19.7 7.6 0.0 0.0
+ buy back 0.0 0.0 0.0 0.0
+/- Other 0.0 0.0 0.0 0.0
Net Cashflow 20.5 -5.4 5.1 1.3
Opening Net Cash -1.5 19.0 9.5 4.6
(+/-) Net Cashflow 20.5 -5.4 5.1 1.3
(+/-) AASBI16 Adjustment 0.0 -4.1 0.0 0.0
Closing Net (Debt)/Cash 19.0 9.5 14.6 26.0
Balance Sheet ($m) 2019a 2020a 2021f 2022f
Cash 21.9 15.2 20.3 317
Receivables 13.4 48.2 56.0 60.5
Inventories 29.4 42.8 42.8 42.8
Other financial assets 0.0 0.0 0.0 0.0
Current tax assets 0.0 0.0 0.0 0.0
Assets for sale 0.0 0.0 0.0 0.0
Other 0.5 0.6 0.6 0.6
Total current assets 65.2 106.8 19.7 135.5
Equity accounted investments 0.1 2.0 2.0 2.0
Receivables 0.0 0.0 0.0 0.0
Property, plant and equipment 5.8 6.2 6.6 7.2
Rigth to use Assets 0.0 2.7 2.7 2.7
Intangibles 0.0 0.0 0.0 0.0
Deferred Tax Assets 1.2 1.0 1.0 1.0
Other 0.0 0.0 0.0 0.0
Total non current assets 71 1.9 12.3 12.9
Total assets 72.3 1n8.7 132.0 148.4
Payables 30.3 471 50.4 54.4
Interest bearing liabilties + Leases 0.9 1.4 1.4 1.4
Provisions 2.0 2.3 2.3 2.3
Current tax liabilities 1.9 2.4 2.4 2.4
Other 0.0 14.0 14.0 14.0
Total current liabilites 35.1 67.1 70.4 74.5
Payables 0.0 0.0 0.0 0.0
Interest bearing liabilties 2.0 4.3 4.3 4.3
Provisions 0.4 0.4 0.4 0.4
lease liabilitities 0.0 0.0 0.0 0.0
Deferred tax liabilities 0.0 0.0 0.0 0.0
Total non current liabilties 2.4 4.8 4.8 4.8
Total liabilties 37.5 71.9 75.2 79.2
Net Assets 348 46.8 56.7 69.1
Contributed equity 19.7 27.0 27.0 27.0
Reserves 1.0 1.0 1.0 1.0
OEl 0.0 0.0 0.0 0.0
Retained Earnings 141 18.7 28.7 41.0
Total equity 34.8 46.7 56.7 69.0

Performance Ratios 2019a 2020a 2021f 2022f
Growth & Margins

Revenue Growth 78% 36% 36% 8%
EBITDA Growth 25% -13% 85% 22%
EBIT Growth 24% -22% 103% 23%
Normalized Net Profit Growth 40% -35% 12% 24%
EBITDA margin 7% 4% 6% 7%
EBIT margin 6% 4% 5% 6%
Normalized net profit margin 5% 2% 4% 4%
Effective tax rate 33% 30% 30% 30%
Liquidity

Capex/depreciation (x) 2.7 0.9 0.9 1.0
Current ratio (x) 1.9 1.6 1.7 1.8
Quick ratio (x) 1.2 1.3 1.5 1.7
Receivable days 32 86 73 73
Inventory days 81 83 61 57
Payable days 84 92 72 73
Risk Measures

Dividend Cover (x) na na na na
Payout ratio (%) 0% 0% 0% 0%
Net interest cover (x) 47.0 12.0 24.8 30.4
Net debt/equity (%) -55%  -20% -26%  -38%
Returns

ROIC 7% 10% 17% 7%
ROA 10% 4% 8% 8%
ROE 21% 10% 18% 18%
Share Data/Valuation 2019a 2020a 2021f 2022f
Share Data

Issued shares (m) 149.6 1721 171.7 171.7
Weighted ave shares (m) 149.6 1721 171.7 171.7
Fully diluted shares (m) 152.3 1721 1721 1721
Basic EPS (¢) 4.1 2.7 5.8 7.2
YoY change (%) 19% -36% 18% 24%
Fully diluted EPS (c) 4.1 2.7 5.8 7.2
YoY change (%) 19% -35% 8% 24%
Fully diluted normalised EPS (c) 4.8 2.7 5.8 7.2
YoY change (%) 40%  -43% 112% 24%
Dividend/share (c) 0.0 0.0 0.0 0.0
Franking (%) 100% 100% 100% 100%
Gross cashflow/share (c) 5.8 4.0 6.7 8.3
NBV/share (c) 23.3 271 33.0 40.2
NTA/Share (c) 23.3 271 33.0 40.2
Valuation

PER (Basic) (x) 8.4 13.1 6.0 4.9
PER (Fully diluted) (x) 8.6 13.1 6.0 4.9
PER (Fully diluted, normalized) (x) 7.3 12.8 6.0 4.9
P/CFPS (x) 6.0 8.8 52 4.2
Price/NBV (x) 1.5 1.3 11 0.9
Price/NTA (x) 1.5 1.3 11 0.9
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0%
EV/EBITDA (x) 4.8 55 3.0 2.4
EV/EBIT (x) 5.4 6.9 3.4 2.8
EV/Revenue (x) 0.3 0.2 0.2 0.2

Other Information

Estimated free float 40.0%
12-mth High/Low (A$/sh) $0.47/$0.33
Average daily volume (A$m) 0.5m
ASX Code PGX
Next result Aug-20

Company Description

Primero is a multi-disciplinary engineering group specialising in the
design, construction and operation of global resource projects

Euroz Securities Limited

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without
any responsibility or liability on any account whatsoever on the part of Euroz Securities Limited or any member or employee thereof.

Refer to full disclaimer at the end of this document.
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Copyright & Distribution

The material contained in this communication (and all attachments) is prepared
for the exclusive use of clients of Euroz Securities Ltd (ACN 089 314 983)
(“Euroz”) only. Euroz is the holder of an Australian Financial Services Licence
(AFSL 243302) issued by the Australian Securities and Investments Commission
(“ASIC”) and is a participant of the Australian Securities Exchange Group

(“ASX Group”).

The information contained herein is confidential and may be legally privileged.
If you are not the intended recipient no confidentiality is lost nor privilege
waived by your receipt of it. Please delete and destroy all copies, and contact
Euroz on (+618) 9488 1400. You should not use, copy, disclose or distribute this
information without the express written authority of Euroz.

Disclaimer & Disclosure

This report was prepared solely by Euroz Securities Limited. ASX Limited ABN
98 009 642 691 and its related bodies corporate (“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 Euroz Securities 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.

Euroz and its associates declare that they deal in securities as part of their
securities business and consequently may have a relevant interest in the
securities recommended herein (if any). This may include providing equity
capital market services to their issuing company, hold a position in the securities,
acting as principal or agent, or make a market therein and as such may effect
transactions not consistent with the recommendation (if any) in this report.

Euroz declares that it may have acted as an underwriter, arranger, co-arranger or

advisor in equity capital raisings, and will have received a fee for its services, for
any company mentioned within this report during the last 12 months.

You should not act on any recommendation issued by Euroz without

first consulting your investment advisor in order to ascertain whether the
recommendation (if any) is appropriate, having regard to your investment
objectives, financial situation and particular needs. Nothing in this report shall
be construed as a solicitation to buy or sell a security, or to engage in or refrain
from engaging in any transaction.

Euroz believes that the information and advice contained herein is correct at
the time of compilation, however we make no representation or warranty that
it is accurate, complete, reliable or up to date, nor do we accept any obligation
to correct or update the opinions in it. The opinions expressed are subject to
change without notice. No member of Euroz accepts any liability whatsoever
for any direct, indirect, consequential or other loss arising from any use of this
material.

We cannot guarantee that the integrity of this communication has been
maintained, is free from errors, virus interception or interference.

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.

No part of our compensation was, is or will be directly or indirectly, related to
the specific recommendations or views expressed by the authoring analyst in
this research.
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