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Market Data
52-Week Range (A$) : 0.06 - 0.17
Avg Daily Vol (M)  : 1.0
Market Cap  (A$M) : 64.2
Shares Out. (M)  : 713.3
Enterprise Value  (A$M) : 71.3
Cash  (A$M) : 1.7
Long-Term Debt  (A$) : 8.8

FYE Jun 2019A 2020A 2021E 2022E
Sales  (A$M) 73.3 82.3 89.7↓ 100.6↓

Previous - - 90.0 100.9

EBITDA  (A$M) 5.8 8.7 10.0↑ 12.9↑

Previous - - 8.7 12.0

EBIT  (A$M) 3.9 5.1 5.9↑ 8.9↓

Previous - - 5.8 9.2

PBT  (A$M) 1.7 2.2 4.1↓ 7.2↓

Previous - - 5.4 9.3

Net Income 
(A$M) 1.7 2.2 4.1↓ 7.2↓

Previous - - 5.4 9.3

EPS  (A$) 0.00 0.00 0.01 0.01

Previous - - 0.01 0.01

EV/EBITDA (x)
 9.6 10.1 8.5 6.1

P/E (x) 32.2 29.1 15.6 8.9
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Commercial engine starting to rumble
Investment Recommendation

QHL reported a solid FY20a result given the significant supply-chain disruption relating
to Covid, and the result was broadly in line with our expectations. The key highlight
of the announcement was QHL has reached two collaborative agreements with Spirit
AeroSystems and an undisclosed OEM to develop AeroQure in commercial aerospace.
Timing is uncertain, and potential revenue contribution is likely ~24 months away, in
our view, albeit we believe this marks a significant positive step in creating a diversified
defence/commercial aerospace business ~12 months ahead of our previous timing.
There was no new update on the defence pipeline provided. QHL has three long-term
defence contracts (F-35 and C-130J) with a lifetime value of >A$1b (CGest), which are
at/or nearing peak production rates. In our view, this should underpin ~11% revenue
CAGR FY20-22e and is implying a significant free cash flow inflection point (FY23e
FCF >$10m), which is de-risking the business after nearly a decade of negative free
cash flow. We believe the value of the existing contracts (plus Chemring) justifies a
$0.14ps valuation; however, we expect the market may be looking to see execution
of the pipeline over the next 6-12 months before closing the discount. Thus, near
term we expect these two factors will drive the stock: (1) defence business pipeline
execution, with a tender placed and a decision expected around the end of the year, and
(2) further detail on the commercial aerospace opportunity and timeline for potential
commercialisation. We retain our BUY rating and $0.14ps target price.

AeroQure at the start of the runway: The highlight of the result was QHL’s new
collaborative project with Spirit AeroSystems (SPR-NYSE) to develop Quickstep’s AeroQure
manufacturing process technology in commercial aerospace. It has also announced
a second development program with an undisclosed OEM. The announcements are
a significant step forward for QHL in commercialising AeroQure ahead of our own
and management's internal expectations. The commercial aerospace industry has been
materially impacted by a lower production rate outlook, due to Covid lockdowns, which has
increased focus on cost management. This has been the basis of the accelerated timeline
for AeroQure, which has faster curing times (increasing rate of production) and uses
automation of process to reduce cost. Typically, large OEMs require >15% cost reduction
to justify a change in manufacturing process — QHL has successfully demonstrated this in
non-aerospace industrial manufacturing. It is clearly early stage and timing is uncertain;
however, we believe this will be a key focus for investors in the next 12-18 months. We
have lifted our R&D cost forecasts, with QHL funding the development program.

FY21e revenue guidance up +5-10% and EBITDA guidance "an improvement
yoy”: The FY20 result was broadly in line with revenue of $82m (up +12%), gross profit
of $17.3m (CGe $18.5m, gross margin 21%, CGe 22.5%) and Adj. EBITDA (post-AASB-16
and one-off recurring costs) of $8.7m (CGe $8.3m). QHL has net bank debt of $6.4m, albeit
operating cash flow was impacted by investment in inventory in 4Q20a due to supply chain
assurance relating to Covid. In our view, the balance sheet outlook is improving, and we
expect a significant improvement in cash conversion (>80% vs. 25% in FY20a) and FCF (>
$4m) in FY21e. QHL has guided to +5-10% revenue growth (excl. any new contract wins)
in FY21e, which highlights the long-term defensive characteristics of existing contracts.
We are currently forecasting FY21e revenue of $89.7m, up +9%, and an EBITDA margin
of 11.1% (our earnings revisions are on page three).

Near-term pipeline execution should realise long-term value: Our valuation is
based on existing contracts and the flare housings, which are long-term defence contracts
at a FCF inflection point. In our view, these contracts are trading at an ~40% discount to
their value, but we believe for a re-rate to occur, the market will be looking for execution
on the pipeline of opportunities in FY21/22e. We retain our BUY rating and $0.14ps PT.

For important information, please see the Important Disclosures beginning on page 4 of this document.
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Figure 1: Quickstep Holdings Limited (QHL.ASX): Financial summary  

 
Source: Company reports, Canaccord Genuity estimates 

 

 

 

Quickstep Holdings (QHL.ASX) $0.09 Year end 30 June

Target price $0.14

Profit & Loss (A$m) FY19A FY20A FY21E FY22E FY23E Valuation ratios FY19A FY20A FY21E FY22E FY23E

Revenue 73.3 82.3 89.7 100.6 100.9 EPS (cps) 0.3 0.3 0.6 1.0 1.2

COGS (56.9) (65.0) (70.7) (77.7) (76.6) P/E (x) 32.2 29.1 15.6 8.9 7.4

Gross profit 16.4 17.3 19.0 22.9 24.3 PER Rel - All Ind. - 1.3 0.8 0.5 -

Opex (10.5) (8.5) (9.0) (9.9) (10.1) PER Rel - Small Ind. - 1.3 0.8 0.6 -

EBITDA 5.8 8.7 10.0 12.9 14.2 Enterprise Value ($m) 46.8 89.2 84.7 78.6 69.1

D&A (2.0) (3.6) (4.1) (4.0) (4.0) EV / EBITDA (x) 8.0 10.2 8.5 6.1 4.9

EBIT 3.9 5.1 5.9 8.9 10.2 EV / EBIT (x) 12.1 17.4 14.3 8.8 6.8

Net interest expense (2.2) (2.9) (1.8) (1.7) (1.6) FCF (cps) (0.3) (0.7) 0.7 1.0 1.5

PBT 1.7 2.2 4.1 7.2 8.6 FCF yield (%) nmf nmf 7.7% 11.0% 16.4%

Tax - - - - - CFPS (cps) 0.1 0.0 1.0 1.4 1.9

NPAT 1.7 2.2 4.1 7.2 8.6 P / CFPS (x) 151.2 366.0 8.6 6.5 4.8

One-offs - 1.7 - - - Effective tax rate - - - - -

Reported profit 2.7 3.9 4.1 7.2 8.6

Cash flow (A$m) FY19A FY20A FY21E FY22E FY23E Profitability ratios FY19A FY20A FY21E FY22E FY23E

Operating EBITDA 6.7 9.7 11.0 13.9 15.2 Gross margin (%) 22.3% 21.0% 21.2% 22.8% 24.1%

Interest & tax (0.7) (2.0) (1.8) (1.7) (1.6) EBITDA margin (%) 7.9% 10.6% 11.1% 12.9% 14.1%

Change in Working capital (6.2) - (1.7) (2.4) (0.3) EBIT margin (%) 5.3% 6.2% 6.6% 8.9% 10.1%

Other 0.7 (7.5) - - - ROE (%) 12.2% 17.9% 15.3% 20.5% 19.3%

Operating cash flow 0.4 0.2 7.5 9.9 13.3 ROA (%) 9.4% 7.8% 8.5% 11.4% 11.6%

Payments for PP&E (5.1) (6.0) (2.5) (2.8) (2.8) ROCE (%) 18.7% 12.8% 12.7% 16.7% 16.4%

Govt grants 2.9 0.4 - - - Cash conversion (%) 18.9% 24.8% 93.2% 89.5% 104.8%

Other investing cash flow - - - - - Growth FY19A FY20A FY21E FY22E FY23E

Free cash flow (1.8) (5.4) 5.0 7.1 10.5 Revenue growth 24.1% 12.3% 9.0% 12.1% 0.3%

Dividends - - - - - Gross profit growth 55.0% 14.1% 10.2% 16.7% 5.2%

Net equity issued 11.4 - - - - EBITDA growth 368.4% 50.3% 13.6% 26.9% 9.1%

Other financing cash flow - (0.9) (1.0) (1.0) (1.0) EBIT growth nmf 32.7% 15.7% 50.2% 14.3%

Net cash flow 9.5 (6.4) 4.0 6.1 9.5 PBT growth nmf 30.8% 15.7% 50.2% 14.3%

Opening cash 2.9 7.3 1.7 5.7 11.7 EPS growth nmf 10.9% 84.5% 74.8% 19.9%

Borrowings / other (5.1) 0.7 - - - Operating cash flow growth nmf -51.2% 4130.1% 31.8% 35.1%

Closing cash 7.3 1.7 5.7 11.7 21.2 FCF growth nmf 189.6% -193.2% 41.7% 49.0%

Balance sheet (A$m) FY19A FY20A FY21E FY22E FY23E Balance sheet ratios FY19A FY20A FY21E FY22E FY23E

Cash 7.3 1.7 5.7 11.7 21.2 Net debt (8.1) 6.4 2.4 (3.6) (13.1)

Receivables 6.9 7.7 8.4 9.4 9.4 Gearing  (ND / (ND + equity) -58.6% 22.8% 8.3% -11.5% -41.6%

Inventory 8.5 10.1 11.1 12.4 12.4 Interest coverage (x) 1.8 1.8 3.3 5.2 6.5

Contract revenue assets 9.8 9.6 11.1 12.4 12.4 NTA per share ($) 0.04 0.03 0.04 0.05 0.06

PP&E & ROU 14.8 33.0 32.5 32.2 32.0 P / NTA (x) 2.5 3.0 2.4 1.8 1.4

Intangibles 0.0 - - - - EFPOWA (m) 610.0 719.8 713.4 713.4 713.4

Deferred tax asset 1.0 3.2 3.2 3.2 3.2 Model drivers FY19A FY20A FY21E FY22E FY23E

Other non-current assets 1.5 1.5 1.5 1.5 1.5 JSF volume growth 36.3% 9.8% 22.1% 17.3% 0.0%

Total assets 49.8 66.8 73.3 82.8 92.2 C-130J volume growth 0.0% 12.5% 11.1% -3.3% -10.3%

Borrowings 8.5 8.8 8.8 8.8 8.8 Gross margin 22.3% 21.0% 21.2% 22.8% 24.1%

Payables 14.3 12.2 13.6 14.9 14.7 R&D-to-sales 2.9% 3.4% 4.4% 4.4% 4.4%

Other liablities 5.0 24.1 24.1 24.1 24.1 BD growth 101.3% -14.3% 4.5% 5.7% 1.0%

Total liabilities 27.8 45.1 46.4 47.8 47.6 Corporate cost growth 20.4% -4.2% -12.0% 5.0% 1.5%

Net assets 22.0 21.7 26.8 35.0 44.7 AUD/USD (FX rate) 0.70 0.67 0.70 0.70 0.70

Segment analysis FY19A FY20A FY21E FY22E FY23E

Share capital 120.8 120.8 120.8 120.8 120.8 Northrop revenue 37.1 40.2 42.3 44.8 44.8

Retained losses & other (98.7) (99.0) (93.9) (85.7) (76.1) Marand revenue 15.9 17.6 19.9 23.6 23.6

Total equity 22.0 21.7 26.8 35.0 44.7 Chemring revenue 0.0 0.0 0.0 4.4 6.5

Board of Directors / substantial shareholders JSF F-35 revenue 53.0 61.3 62.1 68.4 68.4

Management & Board Shares (m) % C-130J revenue 19.2 19.5 25.5 25.0 22.8

Patrick Largier (Chairman) 0.3 0.0% Defence contract revenue 72.2 80.8 87.6 93.5 91.2

Mark Burgess (MD & CEO) 3.6 0.5% Other 1.1 1.4 2.1 7.1 9.7

Alan Tilley (CFO) - - Total revenue 73.3 82.3 89.7 100.6 100.9

Leanne Haywood (NED) 0.1 0.0% COGS (56.9) (65.0) (70.7) (77.7) (76.6)

Lis Mannes (NED) 0.1 0.0% Gross profit 16.4 17.3 19.0 22.9 24.3

Air Vice Marshal Kym Osley (NED) - - Add back: D&A 2.0 3.6 4.1 4.0 4.0

R&D (2.2) (2.3) (3.9) (4.4) (4.4)

Valuation Business development (1.9) (1.6) (1.7) (1.8) (1.8)

12m fwd DCF 50% $0.14 Corporate overhead (7.6) (7.3) (6.4) (6.8) (6.9)

EBITDA - cash 6.7 9.7 11.0 13.9 15.2

SBP (0.8) (0.9) (1.0) (1.0) (1.0)

EBITDA 5.8 8.7 10.0 12.9 14.2
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We have made only minor changes to our underlying forecasts, with the majority of 

the change reflecting the change of accounting standards to AASB-16. We have 

slightly reduced our FY21/22/23e gross margin assumption down ~1% in each year.   

Figure 3: CG earnings revisions 

  FY19 FY20  FY21e   FY22e   FY23e  

  Actual Actual Prev. New % chg Prev. New % chg Prev. New % chg 

Revenue 73.3 82.3 90.0 89.7 0% 100.9 100.6 0% 101.2 100.9 0% 

COGS (56.9) (65.0) (69.5) (70.7) 2% (76.4) (77.7) 2% (75.4) (76.6) 2% 

Gross profit 16.4 17.3 20.5 19.0 -7% 24.5 22.9 -7% 25.7 24.3 -6% 

Opex (10.5) (8.5) (11.9) (9.0) -24% (12.6) (9.9) -21% (12.7) (10.1) -20% 

EBITDA 5.8 8.7 8.7 10.0 15% 12.0 12.9 8% 13.1 14.2 9% 

D&A (2.0) (3.6) (2.9) (4.1) 41% (2.8) (4.0) 44% (2.8) (4.0) 46% 

EBIT 3.9 5.1 5.8 5.9 2% 9.2 8.9 -3% 10.3 10.2 -1% 

Net interest expense (2.2) (2.9) (0.3) (1.8) 438% 0.1 (1.7) nmf 0.8 (1.6) nmf 

PBT 1.7 2.2 5.4 4.1 -25% 9.3 7.2 -23% 11.1 8.6 -22% 

Tax - - - - - - - - - - - 

NPAT 1.7 2.2 5.4 4.1 -25% 9.3 7.2 -23% 11.1 8.6 -22% 

One-offs 1.0 1.7 - - - - - - - - - 

Reported profit 2.7 3.9 5.4 4.1 -25% 9.3 7.2 -23% 11.1 8.6 -22% 

Source: Company reports, Canaccord Genuity estimates 
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Appendix: Important Disclosures

Analyst Certification

Each authoring analyst of Canaccord Genuity whose name appears on the front page of this research hereby certifies that (i) the
recommendations and opinions expressed in this research accurately reflect the authoring analyst’s personal, independent and
objective views about any and all of the designated investments or relevant issuers discussed herein that are within such authoring
analyst’s coverage universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or views expressed by the authoring analyst in the research, and (iii) to the best of the authoring
analyst’s knowledge, she/he is not in receipt of material non-public information about the issuer.

Analysts employed outside the US are not registered as research analysts with FINRA. These analysts may not be associated
persons of Canaccord Genuity LLC and therefore may not be subject to the FINRA Rule 2241 and NYSE Rule 472 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Sector Coverage

Individuals identified as “Sector Coverage” cover a subject company’s industry in the identified jurisdiction, but are not authoring
analysts of the report.

Investment Recommendation
Date and time of first dissemination: August 30, 2020, 16:00 ET
Date and time of production: August 30, 2020, 11:05 ET
Target Price / Valuation Methodology:

Quickstep Holdings Limited - QHL

We use a blended DCF and EV/EBITDA multiple valuation in arriving at our 12-month forward target price.

Risks to achieving Target Price / Valuation:

Quickstep Holdings Limited - QHL

• Government-backed contracts provide some protection from COVID-19 impact, but this doesn’t mean QHL is immune. QHL and
its key customers are considered essential services at present; however, QHL is clearly not immune to the impact of COVID-19
and the mass lockdowns globally. While it is difficult to quantify the exact outcome of such an unprecedented situation, we see six
specific COVID-19-related risks. We outline these below, as well as our analysis of QHL’s underlying business risks.

• Government contracts — QHL has government contracts that are subject to budget decisions. The continuation of a contract is at
the discretion of the government and can be reduced, terminated, or modified if its requirements, budget constraints change, or
there is a shift in its spending priorities.

• Supply chain risk — QHL sources 75% of its raw materials from the US and 25% domestically from Australia. If there is any supply
chain disruption or QHL fails to pay a supplier on time, it may not receive its raw materials and will be unable to deliver its required
contracted volumes. If this occurs, it will negatively impact QHL’s profitability and may cause reputational damage with its key
customers.

• Reputational risk — QHL has built up goodwill with its customers after receiving accreditations and delivering to contract for a
sustained period. Any act that negatively impacts QHL’s reputation as a proven and strong partner is likely to impact its ability to
retain contracted work or win new contracts.

• Program concentration — QHL has high defence program concentration and largely derives its revenue from two defence
programs: (1) the JSF F-35 program; and (2) the Super Hercules program. Any changes in these programs is likely to have a
material impact on QHL’s profitability.

• Customer concentration — QHL has a concentrated customer base, but the customer base is large, well capitalised, with globally
important OEMs in the A&D industry. However, if QHL were to lose a customer, or perform poorly, this would negatively impact
QHL’s probability in the near term.

• Regulatory / political risk — The A&D industry is highly regulated and sensitive to shifts in the political backdrop. Defence spend in
the US has tended to be higher when the Republicans are in power. If the Democratic party were to win the 2020 election, and or
gain control of the Senate and/or the House, this could negatively impact the outlook for defence spend.

• Technology risk — The A&D industry is a highly technical manufacturing industry; therefore, technology and processes are subject
to continual improvement. The risk is that QHL’s technology/equipment becomes out of date, which may require new capital
investment or lower QHL’s cost competitiveness. However, product lifetimes are typically long, which mitigates this risk somewhat.

• Foreign currency exposure — QHL has one large contract that is denominated in USD. A strengthening AUD, or weakening USD,
will negatively impact QHL’s profitability. However, QHL does implement a hedging program, which aims to minimise downside risk
to material movements in the FX rate. We assume 90% of the book is hedged or used to purchase raw materials in USD.

• Retaining key talent in a short supplier workforce — The engineering industry has a local supply shortage in Australia, which may
impact QHL’s ability to retain and recruit staff. This may lead to increased wage costs versus our expectation.

COVID-19 and global lockdown related risks:

Quickstep Holdings Limited
Estimates Revised
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• Staff member contracts COVID-19: QHL has implemented the appropriate social distancing policies and procedures to mitigate the
risk of COVID-19 spreading within its sites. However, we expect if a staff member were to test positive there may be a mandatory
closure for a few weeks which would delay deliveries. However, delivery schedules could be caught up through additional overtime
in the proceeding months.

• Higher restriction levels for OEMs may impact demand: A potential issue is the closure of an OEM such as Northrop Grumman or
Lockheed Martin that results in lower near-term deliveries for QHL. However, due to the nature of the contracts, we expect the
demand would be pushed out rather than lost. That is, it would be a timing issue not a loss of volume for QHL. As such, the impact
on our DCF valuation is minimal. However, the near-term earnings trajectory would likely be lower than our current estimates.

• Global supply chain disruption: QHL works within a globally distributed supply chain. The failure, inability or delay of parts delivery
at any point along the supply chain may adversely impact QHL’s business. A supply chain monitoring committee has been put in
place, with daily reports on supply chain activity and potential issues. If a supplier is unable to fulfil a delivery, management has
indicated it has backup plans in place to get the required raw materials. However, we expect this would likely result in a delay in
materials and a potential lift in cost (i.e. negative gross margin impact). Note, 30% of COGS is related to raw materials.

• Availability of logistic services: Logistic services and airfreight availability globally have been reduced materially. This is expected
to continue in the near term. The availability of logistic services and the potential elevated cost of these services may impact QHL’s
ability to deliver goods to its customers and/or lift the cost of doing business. Both may negatively impact QHL’s profitability.

• Delay in new contract tenders/decisions: QHL is in the midst of the tender process for new contracts. There is the potential these
contract discussions are pushed out. To date there hasn’t been any delay in timelines for decisions, but this is an evolving situation
that can change quickly. We do not include any new contract upside in our valuation at present.

• Discretionary budget allocated to defence is lower than expected: QHL’s revenue based is predominantly backed by government
contracts that are dependent on budget allocated to defence spend. With elevated fiscal stimulus packages globally, the risk of a
redistribution of spend away from defence has lifted. While military spend historically has tended to be uncorrelated with economic
activity – particularly in the US – this does not mean it will continue to be.

Distribution of Ratings:

Global Stock Ratings (as of 08/30/20)
Rating Coverage Universe IB Clients

# % %
Buy 520 63.11% 55.00%
Hold 177 21.48% 41.81%
Sell 14 1.70% 35.71%
Speculative Buy 113 13.71% 77.88%

824* 100.0%
*Total includes stocks that are Under Review

Canaccord Genuity Ratings System

BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.

HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.

NOT RATED: Canaccord Genuity does not provide research coverage of the relevant issuer.

“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the designated investment or
the relevant issuer.

Risk Qualifier

SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental criteria. Investments in
the stock may result in material loss.

12-Month Recommendation History (as of date same as the Global Stock Ratings table)

A list of all the recommendations on any issuer under coverage that was disseminated during the preceding 12-month period
may be obtained at the following website (provided as a hyperlink if this report is being read electronically) http://disclosures-
mar.canaccordgenuity.com/EN/Pages/default.aspx

Required Company-Specific Disclosures (as of date of this publication)
Canaccord Genuity or one or more of its affiliated companies intend to seek or expect to receive compensation for Investment
Banking services from Quickstep Holdings Limited in the next three months.
An analyst has visited the material operations of Quickstep Holdings Limited. No payment was received for the related travel costs.
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Quickstep Holdings Limited Rating History as of 08/28/2020

AUD0.20
AUD0.18
AUD0.16
AUD0.14
AUD0.12
AUD0.10
AUD0.08
AUD0.06
AUD0.04

Oct 15Jan 16Apr 16Jul 16Oct 16Jan 17Apr 17Jul 17Oct 17Jan 18Apr 18Jul 18Oct 18Jan 19Apr 19Jul 19Oct 19Jan 20Apr 20Jul 20

I:B:AUD0.14
05/01/2020

Closing Price Price Target

Buy (B); Speculative Buy (SB); Sell (S); Hold (H); Suspended (SU); Under Review (UR); Restricted (RE); Not Rated (NR)

Past performance

In line with Article 44(4)(b), MiFID II Delegated Regulation, we disclose price performance for the preceding five years or the
whole period for which the financial instrument has been offered or investment service provided where less than five years. Please
note price history refers to actual past performance, and that past performance is not a reliable indicator of future price and/or
performance.

Online Disclosures

Up-to-date disclosures may be obtained at the following website (provided as a hyperlink if this report is being read electronically)
http://disclosures.canaccordgenuity.com/EN/Pages/default.aspx; or by sending a request to Canaccord Genuity Corp. Research, Attn:
Disclosures, P.O. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2; or by sending a request
by email to disclosures@cgf.com. The reader may also obtain a copy of Canaccord Genuity’s policies and procedures regarding the
dissemination of research by following the steps outlined above.

General Disclaimers

See “Required Company-Specific Disclosures” above for any of the following disclosures required as to companies referred to in
this report: manager or co-manager roles; 1% or other ownership; compensation for certain services; types of client relationships;
research analyst conflicts; managed/co-managed public offerings in prior periods; directorships; market making in equity securities
and related derivatives. For reports identified above as compendium reports, the foregoing required company-specific disclosures
can be found in a hyperlink located in the section labeled, “Compendium Reports.” “Canaccord Genuity” is the business name used
by certain wholly owned subsidiaries of Canaccord Genuity Group Inc., including Canaccord Genuity LLC, Canaccord Genuity Limited,
Canaccord Genuity Corp., and Canaccord Genuity (Australia) Limited, an affiliated company that is 80%-owned by Canaccord Genuity
Group Inc.

The authoring analysts who are responsible for the preparation of this research are employed by Canaccord Genuity Corp. a Canadian
broker-dealer with principal offices located in Vancouver, Calgary, Toronto, Montreal, or Canaccord Genuity LLC, a US broker-dealer
with principal offices located in New York, Boston, San Francisco and Houston, or Canaccord Genuity Limited., a UK broker-dealer with
principal offices located in London (UK) and Dublin (Ireland), or Canaccord Genuity (Australia) Limited, an Australian broker-dealer
with principal offices located in Sydney and Melbourne.

The authoring analysts who are responsible for the preparation of this research have received (or will receive) compensation
based upon (among other factors) the Investment Banking revenues and general profits of Canaccord Genuity. However, such
authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or more specific
Investment Banking activities, or to recommendations contained in the research.

Some regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising
as a result of publication or distribution of research. This research has been prepared in accordance with Canaccord Genuity’s policy
on managing conflicts of interest, and information barriers or firewalls have been used where appropriate. Canaccord Genuity’s policy
is available upon request.

The information contained in this research has been compiled by Canaccord Genuity from sources believed to be reliable, but (with
the exception of the information about Canaccord Genuity) no representation or warranty, express or implied, is made by Canaccord
Genuity, its affiliated companies or any other person as to its fairness, accuracy, completeness or correctness. Canaccord Genuity
has not independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information
contained in this research constitute Canaccord Genuity’s judgement as of the date of this research, are subject to change without
notice and are provided in good faith but without legal responsibility or liability.

From time to time, Canaccord Genuity salespeople, traders, and other professionals provide oral or written market commentary or
trading strategies to our clients and our principal trading desk that reflect opinions that are contrary to the opinions expressed in this
research. Canaccord Genuity’s affiliates, principal trading desk, and investing businesses also from time to time make investment
decisions that are inconsistent with the recommendations or views expressed in this research.
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This research is provided for information purposes only and does not constitute an offer or solicitation to buy or sell any designated
investments discussed herein in any jurisdiction where such offer or solicitation would be prohibited. As a result, the designated
investments discussed in this research may not be eligible for sale in some jurisdictions. This research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or
company that is not legally permitted to carry on the business of a securities broker or dealer in that jurisdiction. This material is
prepared for general circulation to clients and does not have regard to the investment objectives, financial situation or particular
needs of any particular person. Investors should obtain advice based on their own individual circumstances before making an
investment decision. To the fullest extent permitted by law, none of Canaccord Genuity, its affiliated companies or any other person
accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the information contained in
this research.

Research Distribution Policy

Canaccord Genuity research is posted on the Canaccord Genuity Research Portal and will be available simultaneously for access by
all of Canaccord Genuity’s customers who are entitled to receive the firm's research. In addition research may be distributed by the
firm’s sales and trading personnel via email, instant message or other electronic means. Customers entitled to receive research may
also receive it via third party vendors. Until such time as research is made available to Canaccord Genuity’s customers as described
above, Authoring Analysts will not discuss the contents of their research with Sales and Trading or Investment Banking employees
without prior compliance consent.

For further information about the proprietary model(s) associated with the covered issuer(s) in this research report, clients should
contact their local sales representative.

Short-Term Trade Ideas

Research Analysts may, from time to time, discuss “short-term trade ideas” in research reports. A short-term trade idea offers a
near-term view on how a security may trade, based on market and trading events or catalysts, and the resulting trading opportunity
that may be available. Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for
such stocks. A short-term trade idea may differ from the price targets and recommendations in our published research reports that
reflect the research analyst's views of the longer-term (i.e. one-year or greater) prospects of the subject company, as a result of the
differing time horizons, methodologies and/or other factors. It is possible, for example, that a subject company's common equity that
is considered a long-term ‘Hold' or 'Sell' might present a short-term buying opportunity as a result of temporary selling pressure in
the market or for other reasons described in the research report; conversely, a subject company's stock rated a long-term 'Buy' or
“Speculative Buy’ could be considered susceptible to a downward price correction, or other factors may exist that lead the research
analyst to suggest a sale over the short-term. Short-term trade ideas are not ratings, nor are they part of any ratings system, and
the firm does not intend, and does not undertake any obligation, to maintain or update short-term trade ideas. Short-term trade
ideas are not suitable for all investors and are not tailored to individual investor circumstances and objectives, and investors should
make their own independent decisions regarding any securities or strategies discussed herein. Please contact your salesperson for
more information regarding Canaccord Genuity’s research.

For Canadian Residents:

This research has been approved by Canaccord Genuity Corp., which accepts sole responsibility for this research and its dissemination
in Canada. Canaccord Genuity Corp. is registered and regulated by the Investment Industry Regulatory Organization of Canada
(IIROC) and is a Member of the Canadian Investor Protection Fund. Canadian clients wishing to effect transactions in any designated
investment discussed should do so through a qualified salesperson of Canaccord Genuity Corp. in their particular province or territory.

For United States Persons:

Canaccord Genuity LLC, a US registered broker-dealer, accepts responsibility for this research and its dissemination in the United
States. This research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to
effect transactions in any designated investment discussed should do so through a qualified salesperson of Canaccord Genuity LLC.
Analysts employed outside the US, as specifically indicated elsewhere in this report, are not registered as research analysts with
FINRA. These analysts may not be associated persons of Canaccord Genuity LLC and therefore may not be subject to the FINRA Rule
2241 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a
research analyst account.

For United Kingdom and European Residents:

This research is distributed in the United Kingdom and elsewhere Europe, as third party research by Canaccord Genuity Limited,
which is authorized and regulated by the Financial Conduct Authority. This research is for distribution only to persons who are Eligible
Counterparties or Professional Clients only and is exempt from the general restrictions in section 21 of the Financial Services and
Markets Act 2000 on the communication of invitations or inducements to engage in investment activity on the grounds that it is being
distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net
Worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. This material is
not for distribution in the United Kingdom or elsewhere in Europe to retail clients, as defined under the rules of the Financial Conduct
Authority.

For Jersey, Guernsey and Isle of Man Residents:

This research is sent to you by Canaccord Genuity Wealth (International) Limited (CGWI) for information purposes and is not to
be construed as a solicitation or an offer to purchase or sell investments or related financial instruments. This research has been
produced by an affiliate of CGWI for circulation to its institutional clients and also CGWI. Its contents have been approved by CGWI
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and we are providing it to you on the basis that we believe it to be of interest to you. This statement should be read in conjunction
with your client agreement, CGWI's current terms of business and the other disclosures and disclaimers contained within this
research. If you are in any doubt, you should consult your financial adviser.

CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Jersey Financial Services Commission and the
Isle of Man Financial Supervision Commission. CGWI is registered in Guernsey and is a wholly owned subsidiary of Canaccord Genuity
Group Inc.

For Australian Residents:

This research is distributed in Australia by Canaccord Genuity (Australia) Limited ABN 19 075 071 466 holder of AFS Licence No
234666. To the extent that this research contains any advice, this is limited to general advice only. Recipients should take into
account their own personal circumstances before making an investment decision. Clients wishing to effect any transactions in any
financial products discussed in the research should do so through a qualified representative of Canaccord Genuity (Australia) Limited.
Canaccord Genuity Wealth Management is a division of Canaccord Genuity (Australia) Limited.

For Hong Kong Residents:

This research is distributed in Hong Kong by Canaccord Genuity (Hong Kong) Limited which is licensed by the Securities and Futures
Commission. This research is only intended for persons who fall within the definition of professional investor as defined in the
Securities and Futures Ordinance. It is not intended to be distributed or passed on, directly or indirectly, to any other class of
persons. Recipients of this report can contact Canaccord Genuity (Hong Kong) Limited. (Contact Tel: +852 3919 2561) in respect of
any matters arising from, or in connection with, this research.

Additional information is available on request.

Copyright © Canaccord Genuity Corp. 2020 – Member IIROC/Canadian Investor Protection Fund

Copyright © Canaccord Genuity Limited. 2020 – Member LSE, authorized and regulated by the Financial Conduct Authority.

Copyright © Canaccord Genuity LLC 2020 – Member FINRA/SIPC

Copyright © Canaccord Genuity (Australia) Limited. 2020 – Participant of ASX Group, Chi-x Australia and of the NSX. Authorized and
regulated by ASIC.

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Canaccord
Genuity Corp., Canaccord Genuity Limited, Canaccord Genuity LLC or Canaccord Genuity Group Inc. None of the material, nor its
content, nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express
written permission of the entities listed above.

None of the material, nor its content, nor any copy of it, may be altered in any way, reproduced, or distributed to any
other party including by way of any form of social media, without the prior express written permission of the entities
listed above.
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