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Key changes in this note

Net GNX capex for K2-H increased by $10m
K2-H WACC reduced to 2.85%

K2-H asset life increased to 80y.
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Genex Power

Pumped hydro looking for financial close

m GNX announced extensions to a number of key agreements to 30 September
2020 for its pumped hydro (K2-H) project.

m We have updated our funding assumptions for the potential ARENA grant and free
carry in the K2-H joint venture.

m \We increase our base case price target to 37cps using a blend of a DCF valuation
(41cps) and an asset based multiple valuation (unchanged at 31cps).

m  We retain our SPECULATIVE BUY rating with potential 12-m TSR of 81%.

Key K2-H agreements extended

GNX has announced that NAIF has extended its approval for $610m in debt funding to 30
September 2020. Powerlink has issued an updated offer to connect for the transmission
line for K2-H but the details of which have not yet been made public. The contractors for
the K2-H project have also extended their firm pricing to 30 September 2020 inline with
the NAIF extension. GNX is targeting financial close by the end of this quarter.

Updated funding and asset life assumptions

While the total capital required is increasing GNX can potentially access concessional
funding. The company has long been in discussions with ARENA to assist it to fund its
equity contribution to K2-H joint venture. In previous discussions we’ve had with ARENA,
we understand it is able to approve projects up to $50m without ministerial approval and
ARENA is looking to support one of a number of pumped hydro projects in South Australia
with a $40m grant. We've allowed for a non-refundable grant of up to $40m in our funding
assumptions and we also increase our assumed asset life to 80 years with refurbishment
at 50 years.

There are still a number of key issues left to resolve for K2-H

We think the market will welcome some increased certainty from the update with regards
to the extension dates and information on the construction costs. However, there are still
a number of key commercial issues that will need to be resolved prior to financial close on
K2-H. The size of an ARENA grant and associated conditions (payback period if any,
interest or lack thereof, etc) are still to be determined. The joint venture agreement is also
yet to be agreed which will ultimately determine how much equity GNX needs to contribute
and therefore the potential returns for shareholders.

Investment View

We still see significant upside in GNX but there are risks. There is a wide range of possible
returns available to GNX investors while key agreements are being negotiated. As more
detail gets bedded down and disclosed we expect the share price will move towards our
target price. The K2-H project offers investors a unique opportunity to invest in a large
scale storage project that could underpin a lot of investment in renewable energy and the
company is one of the few remaining pure-play investments in renewable energy. We
maintain our SPECULATIVE BUY recommendation and increase our price target to 37cps
with potential 12-m TSR of 81%.

Financial Summary Jun-19A Jun-20F Jun-21F Jun-22F Jun-23F
Revenue (A$m) 10.82 9.49 19.34 21.42 20.57
Operating EBITDA (A$m) 5.59 2.09 13.43 15.07 14.09
Net Profit (A$m) -9.17 -10.99 0.37 0.49 -0.02
Normalised EPS (A$) (0.030) (0.032) 0.001 0.002 (0.000)
Normalised EPS Growth 19% 8% 34% (105%)
FD Normalised P/E (x) NA NA 163.6 122.5 NA
DPS (A$) - - - - -
Dividend Yield 0% 0% 0% 0% 0%
EV/EBITDA (x) 29.2 102.3 18.0 15.4 15.9
P/FCFE (x) NA NA NA 38.22 67.50
Net Gearing 1187% 685% 767% 706% 666%
P/BV (x) 7.58 4.03 3.96 3.87 3.87
ROE (77.3%) (79.4%) 2.4% 3.2% (0.2%)
% Change In Normalised EPS Estimates 0% 0% 0% 0%
Normalised EPS/consensus EPS (x) 1.40 -0.42 0.21

IMPORTANT DISCLOSURES REGARDING COMPANIES THAT ARE THE SUBJECT OF THIS REPORT AND AN EXPLANATION OF RECOMMENDATIONS CAN BE
FOUND AT THE END OF THIS DOCUMENT. MORGANS FINANCIAL LIMITED (ABN 49 010 669 726) AFSL 235410 - A PARTICIPANT OF ASX GROUP
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Genex Power

as at July 2, 2020

Market cap (A$m): 82.38  Rating: SPECULATIVE BUY
Shares outstanding (m): 401.8  Price (A$): 0.205
Free float (%): 69.3  Target price (A$): 0.37
Website: https://www.genexpower.com.au/  Upside/downside to target price (%): 80.5

Company description

GNX is redeveloping an old gold mine in North Queensland into an energy storage project and has developed a 50MW solar farm adjacent to the
mine. GNX also has plans to expand its energy generation with a second stage solar farm up to 270MW and a potential 150MW wind farm, on or near
the same site, and a 50MW solar farm in central NSW. The output of the 50MW solar farm is contracted to the Qld government for 20 years and the
company is in discussions with Energy Australia to sell the output of the pumped hydro project. GNX has also obtained approval for up to $610m of
low cost debt finance from the Northern Australia Infrastructure Facility. GNX was founded in 2011, the Kidston site acquired in 2014 and was listed
on the ASX in 2015. The CEO, James Harding, was appointed on the 7th of May 2018 and the Chairman, Dr Ralph Craven, has held his position

since the company listed.

Projects overview

Kidston Renewable Energy Hub

Stage 3: 150MW Kidston Wind Project

Jemalong Solar

50MW Jemalong Solar Project

Pumped Hydro overview
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Project capex and funding sources
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Cashflow and leverage - 30 year K2-H offtake scenario
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Key multiples & gearing
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Figure 1: Financial summary (excludes K2H)
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KS1 generation during 2H20

KS1's performance during 4Q20 looks to be as per our expectations (~60GWh
during 2H20). Overall generation for the year will be less than FY19 due to the
plant outage during October but this was dully disclosed at the half year result.

Figure 2: KS1 generation output

14,000

12,000

10,000

8,000

MWh

6,000
4,000

2,000

EBFY19 EMFY20

SOURCE: MORGANS, AEMO

GNX capital requirements and funding assumptions
Solar commitments

GNX has committed to the 50MW Jemalong solar project which is currently under
construction. In its last quarterly statement the company reported that it has
$68.6m of undrawn debt and it has spent $21.7m on investments year to date, the
bulk of which we believe is spending on Jemalong. We estimate that the total
capital required will be $90m which means that the undrawn debt should be
sufficient to complete the project. It's possible that there could be some cost over-
runs or that our assumption ($1.8/W) is too light but we think the bulk of the $20m
in cash at the end of the quarter will be available to assist with funding K2-H.

K2-H requirements

GNX plans to structure the K2-H project as an incorporated joint venture.
Negotiations are currently underway with potential co-investors. We’re assuming
that the final ownership structure will be split into equal parts. We assume that
total project capital for the joint venture will be $700m but this could potentially be
offset by an ARENA grant. Each investor will need to fund its own share though
and we expect that GNX will have a lower effective capital contribution than its JV
partner. We also carry an assumption that GNX will receive a $20m free carry in
the joint venture but this is subject to the final JV agreement.
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Valuation and risks
Base case

We have updated a number of key assumptions for K2-H in our base case DCF.
Our new base case DCF valuation is 42cps (+3cps) which we combine with our
asset based valuation of 31cps (unchanged) to give our new base case valuation
of 37cps (+2cps).

Key K2-H assumptions in DCF:
= $21.5m p.a. is GNX's share of EBITDA (indexed with inflation).

= 2.85% after tax WACC (-0.15% on previous assumption) based on Rd of
2.25% (30yr government bond yield is currently ~1.8%), Re of 8% and gearing
of 80%.

» Total project capital of $700m for K2-H (EPC contract + owner’s costs +
transmission line contribution).

=  $310m GNX share of capex after $40m in grants to the JV and a $20m JV
free carry for GNX (previously we were assuming $300m GNX share of capex).

= 80 year asset life (previously 50 years asset life).

= Refurbishment after 50 years costing 50% of the initial engineering contract
($275m in FY20 terms) and increased inline with inflation.

= 25% risking factor after allowing for dilution given the requirement for
additional equity from either JPower or the market.

Figure 3: Base case sum of the parts Figure 4: Base case asset multiple
Component Value ($m) Value (cps) Asset MW Multiple ($ /W) EV ($m) Net Debt ($m) Equity ($m)
KS1 & Jemalong 42.0 10 Jemalong + KS1 97.7 2.4 234.5 (156.4) 78.1
Corporate -19.8 (5) K2-H 250 0.1 30.8 - 30.8
GNX K2H value 126.5 31 K2-S +K3-W 320 0.1 19.7 - 19.7
K2-S & K3-W 20.5 5 Total 667.7 0.4 284.9 (156.4) 128.5
Total 169.2 42
Number of shares 401.8
Discounted equity value (cps) 31

Key risks to our base case valuation:

= GNX’s share of EBITDA: we’ve estimated EBITDA from our own analysis of
the fair value for energy storage (based on historical electricity market data)
and operation expenses in AEMQO’s modelling assumptions ($19.50/kW/yr).
K2-H’s offtake customer, EnergyAustralia, may have struck a contract below
our estimate of fair value and AEMO’s assumptions for opex may not be
accurate for K2-H.

= ARENA grant: As K2-H will be a highly geared asset, the rate of return will be
highly sensitive to the amount of capex required from the JV. We’re confident
that the project will receive funding but it is not certain.

= JV ‘free carry’: It’s logical that GNX would be reimbursed for the value it has
created so far in securing land, early engineering work, progressing
commercial agreements, etc however it is hard to gauge how this negotiation
will play out. The amount of free carry will determine how much capital GNX
needs to contribute to the JV and could be an even bigger influence on returns
to GNX shareholders than the ARENA grant.

= Debt amortisation: we haven't attempted yet to model accelerated debt
repayments which may be required under the NAIF agreement. GNX may be
required to limit dividends in the first ten years of the offtake agreement to
reduce NAIF’s exposure should EA not exercise its option to continue the
offtake contract. We anticipate more information will be available at K2-H
financial close to better allow for this possibility.
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Bull case

In line with the updates to our base case we also update the DCF assumptions
for our bull case to give 54cps (+5cps). We continue to use a takeover scenario
in our bull case asset based valuation but our valuation is reduced slightly by our
updated funding assumptions which brings our valuation to 57cps (-2cps). Our
combined bull case value is therefore 56¢cps (+2cps).

Our key assumptions are:

= No K2-H DCF risking factor other than the allowance for additional equity.

= GNX is acquired by an infrastructure investor in four years’ time after the
completion of all projects on an asset multiple.

= The assets are acquired at the top quartile multiple of comparable
transactions (see previous note on 29 May 2019 for list of transactions) and

acquisition is discounted back to FY21 at 8% pa.

Figure 5: Bull case sum of the parts

Component Value ($m)
KS1 & Jemalong 42.0
Corporate -19.8
GNX K2H value 176.0
K2-S & K3-W 20.5
Total 218.8

Figure 6: Bull case asset multiple

Value (cps) Asset
10 Jemalong + KS1
(5) K2-H
44 K2-S + K3-W

5 Total

54

Estimated future number of shares (m)

Discounted equity value (cps)

MW
97.7
125
320

542.7

Multiple ($ /W)
3.1
2.1
3.1
29

EV ($m) Net Debt ($m) Equity ($m)
302.9 (156.4) 146.5
262.5 (264.0) -15
992.0 (440.0) 552.0

1,557.4 (860.4) 697.0

1015.4
57

Bear case

We also update our bear case DCF assumptions which gives us a value of 24cps
(-6¢ps). Our bear case asset based multiple assumptions remain unchanged with
the value at 24cps. Our combined bear case valuation is therefore 24cps (-3cps).

Our key assumptions are:

= K2-H risking factor of 55% which includes the 27.5% for additional equity with
an equal factor for the uncertainty allowance.

= Asset multiple is the lowest quartile multiple of comparable transactions (see
previous note on 29 May 2019 for list of transactions).

Figure 7: Bear case sum of the parts

Component Value ($m)
KS1 & Jemalong 42.0
Corporate -19.8
GNX K2H value 52.1
K2-S & K3-W 20.5
Total 94.8

Figure 8: Bear case asset multiple

Value (cps) Asset

10 Jemalong + KS1
(5) K2-H
13 K2-S + K3-W
5 Total
24
Estimated future number of shares

Discounted equity value (cps)

MW
97.7
250
320
667.7

Multiple ($ /W)

2.1
0.1
0.1
0.4

EV ($m) Net Debt ($m)

205.2 (156.4)
30.8 -
19.7 -

255.6 (156.4)

Equity ($m)
48.8
30.8
19.7
99.2

401.8

24
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Disclaimer

The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an individual’s
relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised
representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the
basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act upon this report
consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from sources
which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this date and are
subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not constitute an offer
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