
WILSON BAYLY HOLMES - OVCON LTD (JSE:WBO)

RECOMMENDATION: BUY 

Wilson Bayly Holmes-Ovcon Limited is engaged in civil engineering and building
contracting activities in the Republic of South Africa and internationally. It operates
through four segments: building and civil engineering, roads and earthworks,
Australia, and the UK. The building and civil engineering segment is engaged in the
construction of retail shopping centres, commercial buildings, hotels and hospitals,
and civil engineering-related infrastructure for the mining, industrial, and oil and gas
sectors. The roads and earthworks segment includes infrastructure and water and
gas pipelines, as well as other large infrastructure projects. The Australian and UK
segments are engaged in the construction of retail, residential, and commercial
buildings for the private building sector.

FUNDAMENTAL/TECHNICAL OVERVIEW

Wilson Bayly Holmes recently released its audited financial statements for the year
ended 30 June 2020. The group's total revenue grew by 6% to R43 billion (FY2019:
R40.61 billion), and its operating margin was down to -1.2% (FY2019: 1.4%). The
company reported a loss of 937 cents per share (FY2019: earnings per share of 939
cents), and the board decided not to declare a dividend due to the losses incurred in
Australia and the uncertainty due to the COVID-19 pandemic and its impact on the
company's operating environment.

The Australian operations contributed towards 57% of the group's revenue, South
Africa 22%, the United Kingdom 15%, and the rest of Africa 6%. Revenue generated in
South Africa fell by 12% due to the COVID-19 related lockdown regulations. Revenue
from the rest of Africa remained in line with the prior year, however, the closing of
international borders severely impacted activity in Mozambique, where production
on the large-scale gas-related projects had begun to gain traction. WB reported that
the operations in Botswana, Zambia, and West Africa were less affected. Revenue
from both the Australian and UK operations increased by 14% in Rand terms over the
previous year, assisted by foreign currency translation gains amounting to
R731 million and R431 million respectively.

The total order book fell by 25.5% to R35 billion (FY2019: R47 billion) during the year.
The Australian order book contributed 55% to the entire order book (FY2019: 58%),
South Africa 24% (FY2019: 23%), the United Kingdom 15% (FY2019: 16%) and the rest
of Africa 6% (FY2019: 6%). Wilson Bayly reported that new project awards remained
subdued during July and August of the new financial year. There was an increase in
activity in South Africa from September, once the country entered Alert Level 1. New
projects awarded to the company after the end of the reporting period amounts to
approximately R9.4 billion. WBO expects a further R8 billion to be awarded within the
next three months for projects on which the group is the preferred bidder.

Management expects the general building markets in South Africa to likely
deteriorate further due to COVID-19. Despite the challenging operating environment,
the company indicated that the recent award of various large and mid-sized new
projects, together with several potentially imminent awards on which the building
division is the preferred contractor, will act as a tailwind for the next 12 months. The
combined order book of the civil engineering division remains in line with that of the
previous year, where a decline in secured work in South Africa and Zambia has been
replaced with the award of the 9500 man camp in Mozambique.

South African, Australian, and UK governments have all committed to public
infrastructure development as part of the economic stimulus packages aimed at
relieving the effects of COVID-19. The company states that its roads and earthworks
and civil engineering divisions in South Africa and WBO Infrastructure in Australia are
well-positioned to participate in these stimulus packages. In the UK, the Byrne Group
has positioned itself for public infrastructure spend and has developed relationships
with various engineering, procurement, and construction contractors awarded work
on the HS2 rail project. Russells-WBO has also gained entry into its first public sector
framework. Mozambique will be the dominant source of activity in the rest of Africa,
with the gas infrastructure projects providing several construction opportunities. The
group indicated that it has elected to target the lower-risk ancillary civil works.

Despite the difficult trading environment, the group ended the year with a robust
balance sheet. WBO is trading on a forward price to earnings ratio of 7.68, and a price
to book ratio of 0.79.
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SHARE PRICE PERFORMANCE**
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SHARE INFORMATION

Share Code WBO

Industry Construction & Engineering

Sector Industrials

Market Capital (ZAR m) 6 244

Current Price (ZAR) 102.00

Target Price 125.00

Price - 52 Week High: 148.55

Price - 52 Week Low: 63.50

Dividend Yield 0.00%

Beta 5 Year (JSE All Share) 0.95

VALUATION RATIOS **

Period P/E P/SALES EV/EBITDA

Last 12 Months 8.1x 0.1x 2.2x

Current Year Est 8.6x 0.2x 1.4x

Next Year Exp 9.2x 0.1x 1.3x
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Total Debt/Total Equity was up to 12% (FY2019: 3%), but remained at
acceptable levels.

Total revenue increased by 6% to R43 billion (FY2019: R40.61 billion).

Wilson Bayly’s forward PE is at 7.68, slightly below its long term average of 7.9. The company’s price to book is at 0.79, more than one standard deviation
below its mean of 1.3.

After the release of Wilson Bayly’s financial results on Tuesday 17 November 2020, the share price has improved by 10% (up and to close of business Wednesday 18
November 2020).
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Disclaimer:

This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in

whole or in part without our permission. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law. This publication is not to be construed as providing investment services in any

jurisdiction where the provision of such services is not permitted. It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we

have no responsibility whatsoever arising here from or in consequence hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this

publication must take into account existing public information on such security or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we

believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice.

This publication does not attempt to identify the nature of the specific market or other risks associated with an investment. Leveraged /Geared positions in securities have the ability to accentuate the

profit/loss made on investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities, financial instruments or strategies mentioned herein

may not be suitable for all investors and investors must make their own investment decisions using their own independent advisers as they believe necessary and based upon their specific financial situations

and investment objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a tax advisor before acting on information contained in

this publication. The securities described herein are subject to fluctuation in price and/or value and investors may get back less than originally invested. Past performance is not indicative of future results.

The employees responsible for the production of this report may from time to time own securities mentioned herein.

Analyst Certification:

The research analyst who prepared this report certifies that the view expressed herein accurately reflect the research analyst’s personal views about the subject security and issuer and that no part of his 
compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.

WBO's 52-week high/low is R148.55/R63.50, respectively, currently trading at R102 per share. The company's year to date performance is -
26.97%. WBO has been trading in a bullish trend since it reached the 52-week low on the 18th of March 2020. The 50-day moving average at
R101.94, followed by the 200-day moving at R101.31 could act as key support levels. Should we move higher from current levels, a test of the
intra-day high of R107.56 reached on the 28th of October, could be possible. The stochastic oscillator and the relative strength index is close to
overbought levels.
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