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The Island State of WA

For West Australian (WA) exposed
companies, COVID continues to have
an oversized impact on profitability.
While closed borders have contributed
to good health outcomes in WA, the
restrictions on people mobility have
been a significant issue for companies
with WA exposure.

A smaller pool of skilled labour has
resulted in higher costs, constrained
production capacity and extended
approval processes for growth projects.

Our basket of six WA exposed
companies (S&P/ASX 200) has
underperformed the market by >20%
YTD, while valuations relative to the
market are 30% below long-term levels,
suggesting an opportunity is emerging.

All companies have made mention of
the WA borders impacting their business
over 2020/21 and into 2022.

The two most exposed companies in
our basket - Monadelphous (MND) and
NRW Holdings (NRH) - have seen profit
margins fall to a record low, pushing
share prices to multi-year lows.

With the prospect of the WA border
reopening in 1Q22, headwinds around
labour issues could begin to reverse.
This sets up an opportunity for a
potential re-rate in the share prices in our
basket of six WA exposed companies.
In many cases, the capex cycle and
expectations of buoyant global growth
imply growing order books of work,
particularly if oil and gas sector activity
accelerate post-COVID.

Exhibit 1: WA has been isolated from the rest of Australia since 2019 with a 75%

fall in overnight visitor stays
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Source: Tourism Research Australia, Wilsons.

We explore the prospects of fortress
WA reopening and assess the likelihood
of whether earnings expectations in our
basket of WA exposed companies

have bottomed ahead of the February
results season.

Fortress WA - Borders
Closed Since 2019

Unlike the east coast states, WA relies
more heavily on the flow of skilled labour
for improvements to its capital base.

The capital base is a critical input into the
WA economy, supporting the extraction
and distribution of key Australian export
commodities like iron ore and other
base metals.

The oil and gas industry is also heavily
reliant on continued upgrades to the
capital base, drawing on domestic and
international labour pools. After a flood
of oil and gas projects were completed in
2018/19, activity in this sector continues
to remain depressed despite the higher
oil price.

WA border restrictions have effectively
left WA an island state in terms of its
labour pool. This has resulted in labour
scarcity, pushing up labour rates for WA
based employees. The issue for company
earnings has been masked somewhat
by buoyant commodity prices for the
miners. Without the direct benefit

of higher commodity prices, mining
service companies have seen significant
margin pressure.



WA borders Should Open

in February 2022

Under WA's COVID roadmap, its border
with the rest of the country should
open in mid-February 2022, as the
state slowly grinds its vaccination levels
higher. Border reopening should begin
to elevate some of the cost and labour
pressures that have built up since 2019.
It is also likely to improve sentiment
towards WA exposed companies
amongst investors.

Border Closure Impacts

Share prices of companies exposed to
WA have been materially impacted. Our
basket of WA exposed companies has
underperformed the market by 20% YTD.

The basket includes mining service
providers, miners with operating assets
and miners with non-producing develop
assets in WA. Most significantly exposed
have been MND and NRW, with the
underperformance of close to 40% YTD.

The prospect of improved news flow

and increased availability of skilled labour
beginning in 1Q22 has the potential

to significantly change the narrative

for investors.

The WA miners are suggesting it is likely
to take around two quarters
post-reopening for things to return to a
new post-COVID normal. By reporting
season in February 2022 companies

are likely to be able to talk about their
reopening plans. We expect share prices
will begin to anticipate this recovery
during 1Q22 as a belief about WA border
reopening increases.

Wilsons WA Exposed Basket

Exhibit 2: WA is expected to reopen in 1Q22, around the time of results season
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*WA is expected date based on 90% double vaccination rate Source: Various state governments, Wilsons estimates.

Exhibit 3: WA exposed companies have underperformed the market during 2021
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Company Ticker Market Cap
Mineral Resources MIN 8.4
Monadelphous Group MND 0.9
Northern Star Resources NST 10.7
NRW Holdings NHW 0.7
OZ Minerals ozL 8.8
Seven Group Holdings SVW 7.8

Source: Refinitiv, Wilsons.
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Valuations imply a 30% discount on
MND, NWH, SVW

Exhibit 4: PE valuations relative to the market have collapsed by >30%
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following the 70% acquisition of Boral
(BLD). Regardless, the WA border
closure in the eyes of investors is seen
as a headwind for our basket of WA
exposed companies.
Below we outline the investment
debates on our three most exposed WA
companies in our basket; MND, NWH,
and SVW.
Exhibit 5: Wilsons Basket of WA exposures B Focus List Company
Company Ticker ‘E";‘:owre Key Issue Estimated Impact Wilsons Comment
’S\lt(:;r?ula:zvﬁiEdficin masked AGM comments continued to highlight both COGS and labour
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Resources workers are local or WA based, quarter lag.
minimising impact.
Skilled worker shortage.  FY21 EBIT margins fell to 5.4%. FY22 guidance implies an EBIT margin of ~6% for FY22 (consistent
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P labour force ex-WA. in TH22 to be the bottom, Market is assuming margins return to 6.5% in FY23E & FY24E.
before normalising.
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! WesTrac business. :
services peers.
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Company Comments

Monadelphous (MND)

Perth-based engineering group MND
has seen margins fall from 6-7% to 5.1%
in 2H21 — the lowest in the company’s
history. Pre-COVID up to half its FIFO
workforce in the Pilbara would be based
interstate. The Pilbara region accounts
for the majority of MND earnings. This
represents a significant headwind to
earnings near-term.

From a market's perspective, MND is
unlikely to show revenue growth until
2023, following the completion of several
large contracts in 2019/20. The pipeline
of available work for MND continues to
look robust, and the companies win rate
of major projects has accelerated through
2021. Oil and gas new project work
remains subdued but could pick up a

post-COVID interruption of the past two
years. Historically, this sector contributed
more than half of MND's earnings 3-4
years ago. Relative to NWH, MND is
typically bought on projects later in the
construction phase.

The key question is, when does earnings
momentum return to the stock? Whilst
we cannot be categorically sure MND
margins have bottomed in the last half,
the share price at $9.00 has little in the
way of recovery priced in. MND trades at
7x EV/EBITDA (on depressed margins) vs
a long-term average of 8x. In prior cycles
the market put MND on >15x. In the
short-term, MND outlook commentary in
February will be closely watched for signs
of acceleration in activity.

Exhibit 6: Mining sector capital expenditure intentions rose in the quarter
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NRW Holdings (NWH)

Due to labour cost pressures,NRW
(NWH) has been severely impacted by
the closure of the WA border. Prior to
COVID, 30% of NRW's WA workforce
was sourced from the east coast
and/or overseas.

NRW's EBIT margin fell to 5.4% in

FY21. Margins have historically held at
7-8% pre-COVID. NRW's FY22 revenue
guidance was retained at the most recent
AGM at $2.4-2.5bn and earnings (EBIT) at
$145-155m,; this implies a margin of ~6%
for FY22 (consistent with consensus). We
believe margins could improve further
with a full reopening of the WA border by
the start of FY23E.

NRW should continue to benefit from
iron ore capex in the medium-term.
NWH?’s tender pipeline grew to A$19.3bn
(+33%) in November 2021 vs June
(A$14.5bn). The majority of this increase
was due to civil resources (+$1.9bn) and
mining capex (+$2.7bn), indicating a
healthy level of sustaining/replacement
capex for NRW in the medium-term,
underpinned by mining giants BHP

and RIO.

NRW trades at a significant discount to
peers (FY22 PE is ~7x), but we expect
that if these issues are resolved over the
next 12 months, NRW's multiple should
re-rate as earnings rebound.

Seven Group Holdings (SVW)

WesTrac is an authorised Caterpillar
dealer operating in Western Australia.
SVW has historically generated 50% of
group earnings (EBIT) from the WesTrac
segment. At the recent AGM, SVYW
reiterated that the WesTrac business is
continuing to benefit from strong
mining and construction demand but
conceded that there have been some
supply chain issues.

The Coates segment (25% of group EBIT)
seems to be largely unaffected by supply

chain issues; activity has rebounded since
the easing of lockdown restrictions in
NSW and VIC.

The most recent ABS capex intentions
survey indicated a surge in capex growth
for CY22 (mining +16%, non-mining
+17%). Higher levels of capex, coupled
with the easing of global supply chain
issues and the reopening of WA's border,
should lead to an improvement in market
sentiment for SVW. SVW is a member of
the Wilsons Australian Equity Focus List.

@



Disclaimer and Disclosures
Recommendation structure and other definitions

Definitions at www.wilsonsadvisory.com.au/disclosures.

Disclaimer

All figures and data presented in this research are accurate at the date of the report, unless otherwise stated.

Wilsons Australian Equity Focus List (Focus List) is a weighted list of the Investment Strategy Group's (ISG) preferred companies. The
Focus List can hold up to 25 companies, largely taken from the S&P/ASX 300. Stocks may be substituted at any time at the discretion
of the ISG. Performance numbers around the Focus List are unaudited, and should be used only as a guide to indicate returns if
investors were to follow the Focus List. For further information please contact your Wilsons Advisor.

This document has been prepared by Wilsons Advisory and Stockbroking Limited (AFSL 238375, ABN 68 010 529 665) (“Wilsons”) and
its authors without consultation with any third parties, nor is Wilsons authorised to provide any information or make any representation
or warranty on behalf of such parties. Any opinions contained in this document are subject to change and do not necessarily reflect
the views of Wilsons. This document has not been prepared or reviewed by Wilsons' Research Department and does not constitute
investment research. Wilsons makes no representation or warranty, express or implied, as to the accuracy or completeness of the
information and opinions contained therein, and no reliance should be placed on this document in making any investment decision
Any projections contained in this communication are estimates only. Such projections are subject to market influences and contingent
upon matters outside the control of Wilsons and therefore may not be realised in the future. Past performance is not an indication of
future performance.

In preparing the information in this document Wilsons did not take into consideration the investment objectives, financial situation

or particular needs of any particular investor. Any advice contained in this document is general advice only. Before making any
investment decision, you should consider your own investment needs and objectives and should seek financial advice. You should
consider the Product Disclosure Statement or prospectus in deciding whether to acquire a product. The Product Disclosure Statement
or Prospectus is available through your financial adviser.

Wilsons Corporate Finance Limited ACN 057 547 323, AFSL 238 383 may have participated in some capacity with regard to capital
raisings for some of the companies mentioned in this article. To manage any conflicts of interest with Wilsons Research, full disclosure
on any relevant corporate transaction may be found on our website.
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