Magontec Limited (MGL.AX)

Blowout 4Q speaks to quality

Magontec's strong final quarter is a reflection of the strong
competitive position it enjoys in the industry and its inventory
management capability. As a processor of magnesium (as
compared with a producer) it had to manage extreme price
volatility, supply chain challenges and product shortages. The
full year gross profit of $19.2m is even stronger than what was
flagged in late December 2021 (which was >$17.2m) and is 57%
higher than CY20. It compares with our forecast CY21 gross profit
of $14.7m.

More than just an inventory effect

Commodity processing companies such as Magontec typically
benefit from rising commodity prices as they capture the benefit
of the period in which the product is held in inventory. However,
in Magontec's case, it delivered strong results as the magnesium
price more than tripled through September, then halved through
to mid-November before increasing ~40% through to the end of
the year. It had already flagged a strong quarter based on
numbers to the end of November - the additional $2m gross
profit in December added icing to the cake.

Stronger volumes and even stronger margins

Anode volumes continue to grow strongly in the quarter, up 15%
on pcp. Volumes in the metals business were up only 1% on Q3
with European recycling volumes down 23% on pcp, albeit spot
price sales generated higher margins in part due to Magontec's
ability to source raw material to meet customer demand.

Qinghai supply timetable unchanged

The timetable for the restart of supply of liquid magnesium to
Magontec's Qinghai magnesium alloy cast house has continued
to slip in recent years. While risks remain, the timetable for
restart remains unchanged at the end of the current half. We
have previously estimated that a full restart of supply of liquid
magnesium could add 90 cps share to our 53 cps valuation.

Valuation (subject to review of CY21 result)

Working capital increase of $5.8m due to the higher Mg price
consumed most of the cash flow for the quarter but full year cash
flow is up 166% on pcp. Cash position remains close to $5m.
While CY22 has started with similar trends to the previous
quarter, management remains cautious about the full year, and
has not provided guidance. Our forecasts and $0.53 valuation
remain unchanged subject to analysis of the full year result later
this month.

3 February 2022

Founded in 1953, MGL's operations involve
the manufacture of magnesium anodes for
corrosion protection in water heaters, and
manufacture and recycling of magnesium
alloys that are sold into the global auto
industry. The Company has manufacturing
facilities in Europe and China and sales
those regions, as well as the US. Its primary
alloy production facility in Qinghai, China is
operating at a loss, awaiting the restart of its
magnesium supplier. Once restarted, MGL
will be one of the few suppliers of low-CO2
magnesium alloys.

http://magontec.com/

Valuation estimates (per share)

Anodes $0.28
Recycling $0.13
MGL Qinghai $0.12

2021 Result - Feb 2022

Restart of magnesium supply to its alloy
production facility in China

MGL Share Price (AS)
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Figure 1 - Financial Summary

Magontec Limited (MGL-AU)
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Year End 31 Dec 2019A 2020A 2021E 2022E 2023E |l Stock information
Core PE X nm nm 17.7x 8.8x 4.4x  Share Price S 0.38
EV/EBIT nm 121.2x 11.1x 5.9x 2.6x Market capitalisation Sm 29.2
EV/EBITDA X 16.3x 11.8x 5.9x © 3.9x 2.1x Valuation $ 0.53
Div yield % 0.0% 0.0% 0.0% 0.0% 0.0% Sharesonissue (Basic) m 76.7
FCF Yield % nm 1.0% 8.2% 14.3% 26.5% Sharesonissue (diluted) (m) m 82.1
Profit&LossStatement  $m  2019A  2020A  2021E 2022  2023E
Revenue 130.6 95.1 106.4 119.7 134.5 65.3 67.3 63.4 46.0 49.1 50.9
Change pcp % -27.2% 11.9% 12.5% 12.4% 2.7% -3.0% -31.6% -22.5% 10.6%
EBITDA 2.7 3.5 5.8 8.3 13.2 2.5 2.6 0.1 1.9 1.6 3.4
margin % 2.1% 3.6% 5.5% 6.9% 9.8% 3.9% 3.8% 0.2% 4.2% 3.2% 6.6%
EBIT -0.5 0.3 3.1 5.6 10.5
margin % -0.4% 0.4% 2.9% 4.6% 7.8%
Net interest expense -0.6 -0.6 -0.6 -0.6 EIN:ll Performance ratios 2020A 2021E 2022E 2023E
Profit Before Tax -1.1 -0.2 2.4 4.9 9.9 ROE (%) nm 5.8% 10.4% 17.3%
Tax and adjustments -0.3 -0.1 -0.7 -1.4 -2.8 ROIC (%) -0.4% 6.7% 11.2% 19.5%
NPAT (underlying) -1.3 -0.3 1.8 3.5 7.1 Netdebt/(Net debt +1 29% 14% 9% 4%
Significant, discontinued et.al 0.0 -0.4 0.0 0.0 0.0 Interest cover (EBITD, 6.0x 9.1x 13.0x 20.8x
Capex/Depreciation 24% 40% 40% 40%
NPAT (reported) -1.4 -0.7 1.8 3.5 7.1 Days Working Capital 121 97 97 97
Per Share Data 2019A 2020A 2021E 2022E 2023E gl Segments 2020A 2021E 2022E 2023E
Ave. diluted shares outstandin m 82 82 82 82 82 Revenue
Underlying EPS cps -1.6 -0.4 2.1 4.3 8.6 Anodes 31.4 43.2 43.5 46.0
growth pcp % nm nm nm 100% Metals 63.7 63.2 76.2 88.6
Reported EPS cps -1.7 -0.9 2.1 4.3 8.6 Total Revenue 95.1 106.4 119.7 134.5
growth pcp % nm nm nm 100% Gross Profit
DPS cps 0.0 0.0 0.0 0.0 0.0 Anodes 8.2 10.6 11.8 13.2
Payout (on underlying) % 0% 0% 0% 0% 0% Metals 4.0 4.1 5.4 8.9
Toptal Gross Profit 12.2 14.7 17.2 22.1
Balance sheet $m 2019A 2020A 2021E 2022E vIiykid Gross Profit margin
Cash & Deposits 4 5 12 13 18 Anodes 26.1% 24.6% 27.2% 28.7%
Receivables 26 22 18 20 23 Metals 6.3% 6.4% 7.0% 10.1%
Inventory 25 22 24 27 31 AvgSegmentmargir 12.8% 13.8% 14.4% 16.4%
PP&E (incl right of use assets) 22 19 18 16 14
Intangibles 4 3 3 3 3 Overheads -8.7 -8.9 -8.9 -8.9
Other Assets 3 3 3 3 3 EBITDA 3.5 5.8 8.3 13.2
Total Assets 84 75 78 83 92
Payables 17 13 14 16 18
Borrowings 20 17 17 17 17
Provisions / other (incl. Lease Liab 16 17 17 17 17 1‘600_Volume (Thousands) Price (AUD)
Total Liabilities 53 46 48 49 51 1,400 | 0.55
Shareholders' Funds 31 29 30 34 41 1200, | 050
Net Debt 15 12 5 3 -1 '
1,000 1045
800 L 0.40
Cashflow statement $m 2019A 2020A 2021E 2022E 2023E 600 035
EBITDA 2.7 3.5 5.8 8.3 13.2 | I
- 400 1030
Net interest -0.6 -0.6 -0.6 -0.6 -0.6
Tax paid 0.3 -0.5 0.7 -1.4 2.8 | 201 02
Working capital movements 9.9 1.4 3.1 35 -4.0 Fob Mar Aor May Jun Jul Aug Sep” Oct Nov oo Jom 0.20
Other -0.1 0.7 0.0 0.0 0.0 Source: FactSet Prices
Operating CF -8.1 4.5 7.6 2.7 5.8
Capital expenditure -1.9 -0.7 -1.0 -1.0 -1.0
Asset sales 0.0 0.0 0.0 0.0 0.0
Acquisitions 0.0 0.0 0.0 0.0 0.0 Founded in 1953, MGL's operations involve the manufacture
Other -0.4 -0.4 0.0 0.0 0.0 . . . .

- of magnesium anodes for corrosion protection in water
InVEShNE C,F = o Rl 2o RED heaters, and manufacture and recycling of magnesium alloys
N.et‘borrowm.gs L9 -2.8 0.0 0.0 0.0 ' that are sold predominantly into the auto industry. The
Dividends paid 0:0 0:0 0:0 0:0 0.0 company has manufacturing facilities in Europe and China. It
New share issues 0.0 0.0 0.0 0.0 0.0 | hassales in those regions, as well as the US. Its primary alloy
Financing CF 1.9 -2.8 0.0 0.0 0.0 ' production facility in Qinghai, China is operating at a loss,
Net change in cash -8.6 0.7 6.6 1.7 4.9 | awaiting the restart of its magnesium supplier. Once this

Note: accounts are post-AASB 16; Right of use assets =~3% of PP&E

supply has restarted, MGL will be one of the few suppliers of

Source: Company, MST Access
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Magnesium Price

Figure 2: Mg price (USD / tonne)

Figure 3: Long term Mg price (USD / tonne)
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Disclaimers

MST Access is a registered business name of MST Financial Services Pty Ltd (ACN 617 475 180 “MST Financial”) which is a limited liability company
incorporatedin Australia on 10 April 2017 and holds an Australian Financial Services Licence (Number: 500 557). This research is issued in Australia through
MST Access which is the research division of MST Financial. The research and any access to it, is intended only for "wholesale clients" within the meaning
of the Corporations Act 2001 of Australia. Any advice given by MST Access is general advice only and does not take into account your personal
circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having regard to your objectives,
financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a financial product you should read any relevant Product
Disclosure Statement or like instrument.

This report has been commissioned by Magontec Limited and prepared and issued by Andrew Johnston of MST Access in consideration of a fee payable
by Magontec Limited. MST Access receives fees from the company referred to in this document, for research services and other financial services or advice
we may provide to that company. The analyst has received assistance from the company in preparing this document. The company has provided the
analyst with communication with senior management and information on the company and industry. As part of due diligence, the analyst has
independently and critically reviewed the assistance and information provided by the company to form the opinions expressed in the report. Diligent care
has been taken by the analyst to maintain an honest and fair objectivity in writing this report and making the recommendation. Where MST Access has
been commissioned to prepare content and receives fees forits preparation, please note that NO part of the fee, compensation or employee remuneration
paid will either directly or indirectly impact the content provided.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be
reliable, however we do not guarantee the accuracy or completeness of this report and have not sought for this information to be independently verified.
Opinions contained in this report represent those of MST Access at the time of publication. Forward-looking information or statements in this report
contain information that is based on assumptions, forecasts of future results and estimates of amounts not yet determinable, and therefore involve known
and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be
materially different from current expectations.

Exclusion of liability: To the fullest extent allowed by law, MST Access shall not be liable for any direct, indirect or consequential losses, loss of profits,
damages, costs or expenses incurred or suffered by you arising out or in connection with the access to, use of or reliance on any information contained in
this report. No guarantees or warranties regarding accuracy, completeness or fitness for purpose are provided by MST Access, and under no circumstances
will any of MST Financials’ officers, representatives, associates or agents be liable for any loss or damage, whether direct, incidental or consequential,
caused by reliance on or use of the content.

General Advice Warning

MST Access Research may not be construed as personal advice or recommendation. MST encourages investors to seek independent financial advice
regarding the suitability of investments for their individual circumstances and recommends that investments be independently evaluated. Investments
involve risks and the value of any investment or income may go down as well as up. Investors may not get back the full amount invested. Past performance
is not indicative of future performance. Estimates of future performance are based on assumptions that may not be realised. If provided, and unless
otherwise stated, the closing price provided is that of the primary exchange for the issuer’s securities or investments. The information contained within
MST Access Research is published solely for information purposes and is not a solicitation or offer to buy or sell any financial instrument or participate in
any trading or investment strategy. Analysis contained within MST Access Research publications is based upon publicly available information and may
include numerous assumptions. Investors should be aware that different assumptions can and do result in materially different results.

MST Access Research is distributed only as may be permitted by law. It is not intended for distribution or use by any person or entity located in ajurisdiction
where distribution, publication, availability or use would be prohibited. MST makes no claim that MST Access Research content may be lawfully viewed
or accessed outside of Australia. Access to MST Access Research content may not be legal for certain persons and in certain jurisdictions. If you access this
service or content from outside of Australia, you are responsible for compliance with the laws of your jurisdiction and/or the jurisdiction of the third party
receiving such content. MST Access Research is provided to our clients through our proprietary research portal and distributed electronically by MST to
its MST Access clients. Some MST Access Research products may also be made available to its clients via third party vendors or distributed through
alternative electronic means as a convenience. Such alternative distribution methods are at MST’s discretion.

Access and Use

Any access to or use of MST Access Research is subject to the Terms and Conditions of MST Access Research. By accessing or using MST Access Research
you hereby agree to be bound by our Terms and Conditions and hereby consent to MST collecting and using your personal data (including cookies) in
accordance with our Privacy Policy (https://mstfinancial.com.au/privacy-policy/), including for the purpose of a) setting your preferences and b) collecting
readership data so we may deliver an improved and personalised service to you. If you do not agree to our Terms and Conditions and/or if you do not
wish to consent to MST’s use of your personal data, please do not access this service.

Copyright of the information contained within MST Access Research (including trademarks and service marks) are the property of their respective owners.
MST Access Research, or any portion thereof, may not be reprinted, sold or redistributed without the prior and written consent of MST.
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