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Mitchell Services (MSV)

Q2 update: Now that’'s how you drill

Announcement highlights

Overall a very solid performance in Q2/H120 from Mitchell's, as they benefit from solid operating conditions, a strengthening of the
cycle and improved rig pricing. Importantly, while the acquisition of Deepcore did make a revenue contribution, after netting of fees
the impact was zero at the EBITDA level, suggesting the underlying Mitchell’'s business has performed exceptionally well. The
outlook from here is strong and we suggest this is a stock that could show a strong potential for a guidance upgrade coming into
H1 results (FY20 guidance). O/W maintained, 11cps PT.

Wilsons’ view

Initial analysis
+ Very strong Q2 from the business and it has soundly beaten forecasts.

+ The benefits of limited change out delays, no impacts from bushfires and the lack of rain has aided drilling downtime. In
addition utilisation and rig pricing has picked up which also aids the performance.

s Although the acquisition of Deepcore did make a contribution, the addition at the EBITDA line nets off with transaction fees.
Revenue contributed c$5m, and backing this out is still ahead of forecasts.

¢ FY20 guidance remains for a “significant improvement” however expect this could strongly surprise to the upside at H1 results
(26th February). We forecast Revenue of $168m and EBITDA of $33m for FY20.

s Thellift in net debt relates to Deepcore acquisition ($26.8m), and we had this timed for a 1 January inclusion.

¢ Operating cash conversion is 105% (something investors should be mindful of across the space). What was lost due to timing
at 30 June (H219) being on a Sunday is gained in H120.

A$m Q220a Q220e Diff (%) Q219a  Growth yly % H120a H120e Diff (%) H119a  Growth yly %
Average operating rigs 62.2 65.3 -4.7% 49.3 26.2% 58.8 60.1 -2.2% 48.0 22.5%
Number of shifts 7,642.0 6,353.8 20.3% 5,536.0 38.0% 14,069.0 12,623.8 11.4% 11,078.0 27.0%
Revenue 39.5 31.7 24.8% 32.2 22.9% 73.0 64.9 12.4% 63.2 15.6%
EBITDA 7.9 4.7 68.2% 7.2 9.5% 14.1 12.0 17.8% 14.2 -0.6%
margin 20.0% 14.8% 5.2ppt 22.4% -2.4ppt 19.4% 18.5% 0.9ppt 22.5% -3.1ppt
Net debt (39.5) (7.7) 413.8% 2.6 -1639.5% (39.5) (7.7) 413.8% 14.1 -380.8%
Operating cash flow 8.3 7.9 5.1% 10.9 -23.5% 14.0 119 18.1% 15.3 -8.5%
Cash conversion 105.5% 168.9% na 151.0% na 99.0% 98.8% na 107.6% na
Revenue per rig (annualised) 2.54 1.94 30.9% 2.61 -2.6% 2.48 2.16 15.0% 2.63 -5.7%

Earnings implications

None at this stage. Risk remains to the upside in our view.

Investment view

In our view the current share price remains an attractive entry point for a business with material potential upside to earnings as the
cycle gains momentum; an improvement in debt structure, cash flows and balance sheet strengthening; and particularly as the
potential for further corporate activity unfolds (M&A). We retain OVERWEIGHT, and a TP of 11cps.
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Disclaimers and disclosures
Recommendation structure and other definitions
Definitions at wilsonsadvisory.com.au/Disclosures.

Disclaimer

This document has been prepared by Wilsons Advisory and Stockbroking Limited (ACN 010 529 665: AFSL 238375) (“Wilsons”). This communication is not to be
disclosed in whole or part or used by any other party without Wilsons’ prior written consent.

This document is being supplied to you solely for your information and no action should be taken on the basis of or in reliance on this document. Any advice contained in
this document is general advice only and has been prepared by Wilsons without taking into account any person’s objectives, financial situation or needs. Any person,
before acting on any advice contained within this communication, should first consult with a Wilsons investment adviser to assess whether the advice within this
communication is appropriate for their objectives, financial situation and needs. Those acting upon such information without advice do so entirely at their own risk.

Wilsons has not independently verified all of the information given in this document which is provided at a point in time and may not contain all necessary information
about the company or companies covered in this report (“Companies”). Accordingly, no representation or warranty, express or implied, is made as to the accuracy or
completeness of the information and opinions contained in this document. To the fullest extent permitted by law Wilsons, its related bodies corporate and their respective
officers, directors, employees or agents, disclaim any and all liabilities for any loss or damage howsoever arising in connection with the use of this document or its
contents. Any projections contained in this document are indicative estimates only. Such projections are contingent upon matters outside the control of Wilsons
(including but not limited to economic conditions, market volatility and company-specific fundamentals) and therefore may not be realised in the future. Past performance
is not an indication of future performance.

This report does not constitute an offer or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever.

Wilsons and Wilsons Corporate Finance Limited (ABN 65 057 547 323: AFSL 238 383) and their associates may have received and may continue to receive fees from
the Companies in relation to corporate advisory, underwriting or other professional investment services. Please see relevant Wilsons disclosures at
wilsonsadvisory.com.au/Disclosures.

Neither Wilsons nor its research analysts received any direct financial or non-financial benefits from the Companies for the production of this document. However,
Wilsons’ research analysts may receive assistance from the Company in preparing their research which may include attending site visits and/or meetings hosted by the
Companies. In some instances the costs of such site visits or meetings may be met in part or in whole by the Companies if Wilsons considers it is reasonable given the
specific circumstances relating to the site visit or meeting.

Wilsons and its related bodies may trade securities in the Companies as principal.

Regulatory disclosures

Wilsons restricts research analysts from trading in securities for which they write research. Other Wilsons employees may hold interests in the company, but none of
those interests are material. Wilsons further advises that at the date of this report, neither Wilsons Advisory and Stockbroking Limited or Wilsons Corporate Finance
Limited have any material interests in the company.
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For more information please phone: 1300 655 015 or email: publications@wilsonsadvisory.com.au
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