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Coffey Projects (COF.ASX, Mkt Cap $56.3m, $0.22/sh) — Earnings Stabilised, Valuation

Compelling: Price Target $0.38/sh

Company Statistics

ASX Code COF
Share Price (AS) $0.22
52 week low - high (AS) 0.115-0.32
Risk High
Shares on Issue (m) 255.8
Market Cap (ASm) 56.3
Net Debt/(Cash) (ASm) 61.0
EV (ASm) 1173
Options on issue (m) - unlisted 0.0
12mth Av Daily Volume ('000) 379
Commonwealth Bank Group 7.9%
Ellerston Capital Limited 1.7%
Northcape Capital Pty Ltd 6.71%
Cleste Funds Management 6.26%
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INTRODUCTION:
e COF is a specialist professional services consultancy firm operating in three main segments
being Geoservices, Project Management and International Development.

e  COF operates globally and has offices in Australia & New Zealand, Americas, Africa, Asia
Pacific, Europe and the Middle East and generates annualised revenues in excess of
$600m.

e The stock has been a multi-year laggard, now trading around all time lows after falling
from a high of over $4.00 per share in 2007 following a series of earnings downgrades,
asset write-downs, internal restructuring and management changes.

GEOSERVICES AT BOTTOM OF THE CYCLE:

e  Geoservices comprises specialised geotechnical, environment and mining consulting
services, as well as materials testing and analysis. The business delivers services to public
and private sector clients across resources, infrastructure and property.

. Geoservices makes up circa 49% of group revenues and is split 70% domestic, 30%
offshore. The offshore business has shown some recent growth, whereas the domestic
side remains weak due to the mining sector downturn. Revenues have fallen from $70m in
Q4 2012 down to $46m in Q3 2014.

. A key strength of this business is in its diversity of revenue streams, with revenue derived
from Infrastructure, Mining, Oil & Gas, and Commercial Property. Going forward revenues
from mining may still be declining slightly, however oil & gas is steady, and we expect to
see some growth from property and infrastructure.

SOLID OUTLOOK FOR INTERNATIONAL DEVELOPMENT:

e International Development is the standout segment for the company. It delivers consulting
and training services alongside governments and donor agencies to strengthen
governance, promote economic growth, and create conditions for sustainable
development.

. Revenues from this segment account for circa 45% of the group and are split 70% from
offshore donors and 30% from domestic donors. Despite a somewhat subdued macro
environment for this division, COF has managed to grow revenues relatively consistently
over the last two years, with Q3 2014 revenues of $83m compared to $70m in Q3 2012.

e  Aid packages from USA, Britain & Canada continue to be robust. UK aid in particular is
showing some good growth, and COF has a lot of scope to grow in this market. US aid is
flat, but COF has a good niche in this market, particularly in the area of managing US
development of bureaucracies in the Middle East. Domestically the last ALP government
was negative for this division as outsourcing of aid/donor contracts reduced from 40% to
20% of total Australian aid packages. Aus aid market outlook is flat in the near term, with
the budget in FY2014 around $5b compared to $5.1b in 2013. In the medium term COF are
bullish on this market.

PROJECT MGT MAKING POSITIVE CONTRIBUTION:
e  This segment provides project management and advisory services to public and private
sector clients across the property and infrastructure project lifecycles.

. This business is small (circa 6% of group revenues), but mgt have now got it to a stable and
profitable base on which they can build on.

DISCLAIMER: Foster Stockbroking Pty Ltd does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Refer full disclosures at the end of this report.
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RESTRUCTURING PHASE BEHIND IT:

. Under Managing Director John Douglas who took over in March 2011, COF has undergone significant cost rationalisation,
asset sales and a management restructuring programme, with over $80m of restructuring costs and asset write-downs since
FY2012.

e The company was recapitalised in October 2011 via a $40m rights issue at $0.38 per share.

e  The company now has an efficient yet scalable cost base, is profitable across all three operating segments, and has reduced
borrowings to a very manageable $60m, with our FY14 normalised interest cover estimated at 2.6 times, increasing to 3.2
times in FY15.

NEAR TERM CATALYSTS:

e  The company will be announcing 2014 full year results on 11 August 2014. We expect normalised earnings to highlight the
compelling valuation metrics at the current share-price. We also expect commentary to illustrate an improving operating
outlook.

. It is also relevant to note that the global engineering services industry is one that is entering a theme of consolidation and
COF has an open share register. Both the Geoservices and International Development businesses would have appeal to an
international player. COF would have appetite to further diversify its Geoservices business via an acquisition; however we
would not expect the company to equity fund anything with the share-price at current levels.

e  We believe the company would want to re-instate a dividend in order to demonstrate its improving financial position and
restore confidence, prior to undertaking any issue of shares.
OVERLOOKED & FUNDAMENTALLTY UNDERVALUED:

e  With a market cap of less than $60m COF has fallen off most investors radars, and now offers compelling investment
metrics.

e  We are forecasting FY14 EPS pre NRI’s and amortisation of 4.3 cps, increasing to 4.8 cps in FY15. This puts the stock on an
adjusted PER of 5.1 x for FY14 dropping to 4.6 x for FY15.

e We recommend COF as a BUY with a price target of $0.38/share or 8.0 times FY15 underlying NPAT pre-NRI's &
amortisation.
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Foster Stockbroking recommendation ratings: Buy = return >10%; Hold = return between —10% and 10%; Sell = return <-10%. Spec Buy =
return > 20% for stock with very high risk. All other ratings are for stocks with low-to-high risk. Returns quoted are annual.

Important Notice:

Disclaimer & Disclosure of Interests. Foster Stockbroking Pty Limited has prepared this report. This document contains general securities
advice only. In preparing the report, Foster Stockbroking did not take into account the specific investment objectives, financial situation or
particular needs of any specific recipient. The report is published only for informational purposes and is not to be construed as a
solicitation or an offer to buy or sell any securities or related financial instruments. Foster Stockbroking is not aware that a recipient
intends to rely on this report and is not aware of the manner in which it will be used by the recipient. Investors must obtain personal
financial advice from their investment advisor to determine whether the information contained in this report is appropriate to the
investor’s financial circumstances. Recipients should not regard the report as a substitute for the exercise of their own judgment. The
views expressed in this report are that of the analyst named on the cover page, and no part of compensation of the analyst is directly
related to inclusion of specific recommendations or views in this report. The analyst receives compensation partly based on Foster
Stockbroking revenues, including any investment banking and proprietary trading revenues, as well as performance measures such as
accuracy and efficacy of both recommendations and research reports. Foster Stockbroking believes that the information contained in this
document is correct and that any estimates, opinions, conclusions or recommendations are reasonably held or made at the time of its
compilation in an honest and fair manner that is not compromised. However, no representation or warranty is made as to the accuracy,
completeness or reliability of any estimates, opinions, conclusions or recommendations (which may change without notice) or other
information contained in this document and, to the maximum extent permitted by law, Foster Stockbroking disclaims all liability and
responsibility for any direct or indirect loss or damage which may be suffered by any recipient through relying on anything contained in or
omitted from this document. Foster Stockbroking is under no obligation to update or keep current the information contained herein and
has no obligation to tell you when opinions or information in this report change. Foster Stockbroking, and its directors, officers and
employees or clients may have or had interests in the securities of the instruments referred to herein, and may make purchases or sales in
them as principal or agent at any time and may affect transactions which may not be consistent with the opinion set out in this report.
Foster Stockbroking and its Associates state that they may earn brokerage, fees or other benefits from securities referred to in this report.
Furthermore, Foster Stockbroking may have or have had a relationship with or may provide or has provided investment banking, capital
markets and/or other financial services to the relevant Company.

Specific disclosure: The analyst, Foster Stockbroking and/or associated parties have beneficial ownership or other interests in securities
issued by COF at the time of this report. Diligent care has been taken by the analyst to maintain an honest and fair objectivity in writing
the report and making the recommendation.
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