
Environmental│Australia│Equity research│October 5, 2018   

 
  

 

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 

Powered by EFA 

 

HRL Holdings 

The right chemistry 

 Based on our forecasts of strong earnings growth, solid cashflow generation and ■
impressive returns on capital, we initiate coverage of HRL Holdings (HRL) with an 
Add rating and A$0.22 price target.  

 HRL Holdings (HRL) provides an integrated service offering of field sampling, ■
laboratory testing and cloud-based data management/reporting solutions for 
customers in a variety of attractive end markets.   

 We forecast a 3-year NPATA CAGR of 34% driven by the recent transformative ■
acquisition of Analytica Laboratories. Our forecasts are supported by 
management’s strong medium-term revenue target.   

HRL – an emerging, diversified environmental services company 
HRL targets niche markets where it can utilise technology and expertise to compete on 
cost, turnaround times and quality of service. It has dominant positions in New Zealand’s 
dairy and honey industries, while it also focuses on the asbestos, environmental, meth 
property screening and geotech/construction markets. These segments are supported 
by positive fundamentals, favourable regulatory environments and society’s growing 
demand for the best possible safety standards in all aspects of life.   

Analytica acquisition has transformed its growth profile 
HRL’s growth has been acquisition led and complemented by greenfield activity. Its 
recent acquisition of Analytica has provided a rapid entry into the Ag/Food laboratory 
testing market and transformed HRL’s technical expertise, growth prospects and 
earnings quality (historical ~40% EBITDA margins). The acquisition included a blue-sky 
opportunity in the form of an investment in an infant formula pre-export testing business, 
CAIQTest Pacific, and transferred a strategic alliance with the majority-Fonterra owned 
MilkTestNZ. With the consideration including HRL scrip, an earn-out and a Board seat, 
we believe the vendors are highly incentivised to grow Analytica’s earnings and leverage 
its expertise across the overall group. We forecast an increasing contribution from 
Analytica to underpin a 570bp rise in EBITDA margins over FY18-21F and help deliver a 
3-year NPATA CAGR of 34%. 

Strong medium-term revenue target and further acquisitions likely 
HRL has set a target to deliver over A$50m in revenue by FY21. We have been slightly 
more conservative in our forecasts and assume the target is delivered in FY22. Over 
FY19-21, we forecast Analytica to drive ~68% of overall revenue growth with smaller 
contributions from HAZMAT(~16%), Geotechnical (~12%) and Software (~4%). New 
acquisitions provide additional upside to our forecasts and we expect acquisition activity 
to resume within the next 12 months. HRL has a strong track record in executing its 
acquisition strategy. It has acquired at attractive prices (no goodwill impairments) and 
generally paid at least a component of its earn-outs. We expect future acquisitions will 
be targeted toward the higher-margin environmental and Ag/Food markets.  

Investment view – Add rating and A$0.22 price target 
Board and management (own ~17.8%) have done a commendable job on delivering on 
its growth strategy to date. Taking a medium-term view, there is material upside to our 
valuation if management continues to execute. Given the industry’s barriers to entry and 
its focus on niche market segments, we forecast HRL to generate strong margins, 
operating cashflow and return on capital as it continues to scale. We expect its valuation 
discount to larger peers will gradually narrow (HRL FY20F PE of ~17x vs peer average 
of ~24x). Our price target of A$0.22 is in line with our blended valuation.   
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Financial Summary Jun-17A Jun-18A Jun-19F Jun-20F Jun-21F

Revenue (A$m) 13.65 27.31 34.42 39.88 44.70

Operating EBITDA (A$m) 1.51 5.77 7.96 10.03 11.98

Net Profit (A$m) 0.13 -1.50 -2.99 1.58 5.81

Normalised EPS (A$) 0.004 0.007 0.008 0.011 0.014

Normalised EPS Growth 18.9% 65.5% 12.1% 36.9% 24.5%

FD Normalised P/E (x) 42.07 25.42 22.69 16.58 13.31

DPS (A$) -                  -               -              -              -              

Dividend Yield 0% 0% 0% 0% 0%

EV/EBITDA (x) 22.09 11.79 11.63 9.13 7.07

P/FCFE (x) NA NA NA 97.75 14.34

Net Gearing 0.7% (12.1%) 3.9% 0.9% (16.5%)

P/BV (x) 2.99 2.59 2.83 2.70 2.30

ROE 7.2% 11.3% 11.9% 16.7% 18.7%

% Change In Normalised EPS Estimates   

Normalised EPS/consensus EPS (x)   0.010 0.011
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Figure 1: HRL Holdings (HRL) - Financial summary (A$m) 

 
SOURCE: MORGANS RESEARCH, COMPANY   

 
 

 

  

Profit and Loss 2016A 2017A 2018A 2019F 2020F 2021F Valuation details

Sales 8.4 13.6 27.3 34.4 39.9 44.7 Share Price $0.19  Market Cap

Other income 0.0 0.0 0.0 0.0 0.0 0.0 Price Target $0.22

Total Operating Costs 7.3 12.1 21.5 26.5 29.9 32.7

EBITDA 1.1 1.5 5.8 8.0 10.0 12.0 Blended valuation

D&A 0.2 0.3 1.5 2.3 2.4 2.5 PE (18.0x FY20F EPS) $0.20

EBIT 0.9 1.2 4.3 5.7 7.6 9.5 EV/EBITDA (11.3x FY20F EV/EBITDA) $0.23

Net Interest Income 0.1 0.1 0.1 0.2 0.2 0.2 DCF $0.24

Other gains/(loss) 0.0 0.0 0.0 0.0 0.0 0.0 Average $0.22

Associate income 0.0 0.0 0.0 0.1 0.3 0.3

Pre-tax Profit 0.8 1.1 4.2 5.6 7.6 9.5 Business unit performance 2017A 2018A 2019F 2020F 2021F

Tax 0.2 0.3 1.4 1.6 2.1 2.7 HAZMAT

Less minorities 0.0 0.0 0.0 0.0 0.0 0.0 Revenue 11.2 10.9 11.5 12.6 13.6

Underlying NPATA 0.6 0.8 2.8 4.0 5.5 6.9 EBITDA 2.3 2.5 2.8 3.1 3.5

Abnormal Items -0.2 -0.1 -2.4 -5.1 -2.2 0.0 EBITDA Margin 20.7% 22.9% 24.0% 24.5% 25.5%

Acquisition amortisation -0.5 -0.7 -4.3 -1.9 -1.8 -1.0 Geotechenical

Reported NPAT 0.1 0.1 -1.5 -3.0 1.6 5.8 Revenue 2.3 7.7 8.5 9.1 9.8

EBITDA 0.5 0.4 1.1 1.5 1.7

Cashflow Statement 2016A 2017A 2018A 2019F 2020F 2021F EBITDAMargin 19.7% 4.7% 13.0% 16.0% 17.5%

EBITDA 1.1 1.5 5.8 8.0 10.0 12.0 Food/Environment Laboratory

Other adjustments -0.4 -0.1 -0.2 0.0 0.0 0.0 Revenue na 8.2 13.7 17.2 20.0

Net interest -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 EBITDA na 4.1 5.6 7.0 8.1

Tax -0.5 -0.5 -0.9 -1.6 -2.1 -2.7 EBITDAMargin na 49.8% 40.5% 40.5% 40.5%

Changes in working capital 0.0 -0.8 -0.2 -0.2 -0.2 -0.2 Software

Operating cash flow 0.2 0.0 4.4 6.1 7.5 8.9 Revenue 0.1 0.5 0.7 0.9 1.2

Capex -0.2 -0.4 -1.7 -4.0 -4.0 -2.0 EBITDA 0.1 0.2 0.4 0.5 0.7

Free Cash Flow -0.1 -0.4 2.7 2.1 3.5 6.9 EBITDAMargin 51.5% 36.9% 50.0% 55.0% 60.0%

Acquisitions and divestments -1.5 -6.2 -12.2 -7.7 -2.5 0.0 Corporate

Divs from equity investments 0.0 0.0 0.0 0.0 0.0 0.0 Revenue 0.0 0.0 0.0 0.0 0.0

Other -0.1 0.0 0.0 0.0 0.0 0.0 EBITDA -1.3 -1.3 -1.8 -2.0 -2.1

Investing cash flows -1.8 -6.6 -13.9 -11.7 -6.5 -2.0

Inc / dec in Equity 0.0 8.0 15.2 0.0 0.0 0.0 Key metrics/ multiples 2017A 2018A 2019F 2020F 2021F

Inc / dec in Debt 1.2 -1.0 -0.9 2.0 0.0 -0.5 P/E 42.1x 25.4x 22.7x 16.6x 13.3x

Dividends paid 0.0 0.0 0.0 0.0 0.0 0.0 PEG 2.2x 0.4x 1.9x 0.4x 0.5x

Other financing cash flows 0.0 0.0 0.0 0.0 0.0 0.0 EV/EBIT 28.4x 15.8x 16.4x 12.0x 8.9x

Financing cash flows 1.2 7.0 14.3 2.0 0.0 -0.5 EV/EBITDA 22.1x 11.8x 11.6x 9.1x 7.1x

Increase/decrease in cash -0.5 0.3 4.8 -3.7 0.9 6.4

Growth ratios 2017A 2018A 2019F 2020F 2021F

Balance Sheet 2016A 2017A 2018A 2019F 2020F 2021F Sales 62.7% 100.1% 26.0% 15.9% 12.1%

Assets EBITDA 41.1% 282.7% 37.8% 26.1% 19.4%

Cash 0.4 0.7 5.4 1.9 2.8 9.2 EBIT 31.6% 266.7% 31.7% 34.9% 24.2%

Debtors 1.4 3.4 4.2 5.0 5.5 5.9 NPAT 34.4% 260.3% 41.4% 36.9% 24.5%

Inventory 0.0 0.0 0.6 0.7 0.8 0.9 EPS growth 18.9% 65.5% 12.1% 36.9% 24.5%

Other current assets 0.0 0.3 0.1 0.1 0.1 0.1 Operating cash flow -121.5% na 37.5% 23.0% 18.9%

Total Current Assets 1.8 4.4 10.3 7.8 9.2 16.1

Fixed Assets 0.7 1.5 7.0 8.7 10.3 9.8 Margin analysis 2017A 2018A 2019F 2020F 2021F

Investments 0.0 0.0 0.6 0.7 1.0 1.2 EBITDA margin 11.1% 21.1% 23.1% 25.2% 26.8%

Goodwill 5.1 8.2 16.9 16.9 16.9 16.9 EBIT margin 8.6% 15.7% 16.4% 19.1% 21.2%

Intangibles 0.6 3.5 7.8 5.1 2.7 1.2 NPAT margin 5.8% 10.4% 11.7% 13.8% 15.3%

Other non-current assets 1.0 1.3 1.6 2.9 3.3 3.7 ROE 5.2% 8.1% 12.5% 16.3% 17.3%

Total Non-Current Assets 7.4 14.4 33.8 34.3 34.1 32.8 ROIC 7.7% 13.9% 16.9% 22.4% 28.7%

TOTAL ASSETS 9.1 18.8 44.1 42.0 43.3 48.9

Gearing 2017A 2018A 2019F 2020F 2021F

Liabilities Net Debt 0.1 -4.3 1.3 0.3 -6.5

Short Term Debt 0.5 0.6 0.8 1.6 1.6 1.3 Net Debt / Equity 0.7% -12.1% 3.9% 0.9% -16.5%

Creditors 0.7 1.3 1.5 2.3 2.6 2.9 Net Debt / EBITDA 0.1x -0.7x 0.2x 0.0x -0.5x

Other current liabilities 0.3 1.3 4.8 2.9 2.4 2.4 EBIT interest cover 11.8x 80.9x 33.3x 32.5x 45.5x

Total Current Liabilities 1.5 3.2 7.1 6.8 6.6 6.6 Invested Capital 15.2 31.0 33.5 34.1 33.1

Long Term Debt 0.9 0.2 0.4 1.6 1.6 1.3 Enterprise Value 33.3 68.1 92.5 91.6 84.7

Other Non current liabilities 0.1 0.3 1.4 1.4 1.3 1.3

Total Non-Current liabilities 1.0 0.5 1.8 3.0 2.9 2.7 Per share data 2017A 2018A 2019F 2020F 2021F

TOTAL LIABILITIES 2.4 3.7 8.9 9.8 9.5 9.3 Diluted shares on issue 179.6 391.0 493.4 493.4 493.4

Normalised EPS (A$) 0.004 0.007 0.008 0.011 0.014

Equity Dividends per share (A$) 0.000 0.000 0.000 0.000 0.000

Issued capital 8.2 16.3 38.2 38.2 38.2 38.2

Retained earnings -1.4 -1.2 -2.7 -5.7 -4.2 1.7 Result quality 2017A 2018A 2019F 2020F 2021F

Other reserves and FX -0.2 0.0 -0.2 -0.2 -0.2 -0.2 Cash flow conversion 39.0% 93.7% 98.0% 98.0% 98.0%

Minority interests 0.0 0.0 0.0 0.0 0.0 0.0 FCF vs NPAT -51.9% 94.0% 51.2% 62.8% 100.1%

TOTAL EQUITY 6.7 15.1 35.2 32.2 33.8 39.6 Tax rate 26.4% 32.5% 28.0% 28.0% 28.0%

$91.3
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Company and strategy overview 

Company snapshot 

HRL Holdings (HRL) is an emerging, diversified environmental and laboratory 
service provider. It operates 11 NATA/IANZ accredited laboratories and one 
consulting office across Australia and New Zealand. In FY18, revenue was 
equally split between Australia and New Zealand and we expect it will be 
skewed to New Zealand (~60%) over the forecast period.  

Services and end markets: HRL provides an integrated sampling, laboratory 
testing and data management service offering for customers in a variety of 
attractive end markets. In particular, HRL services the food (dairy and honey), 
environmental (air, water and soil), industrial hygiene (asbestos testing), 
occupational hygiene (property contamination) and geotech and construction 
industries. The diversity of its customer base should enable the company to 
withstand volatility within individual markets.  

Competitive strategy: Within the large and fragmented environmental services 
market, HRL targets niche segments where it can disrupt the incumbents. In 
these specific segments, HRL competes on cost leadership, superior turnaround 
times and quality of service. The use of industry leading laboratory equipment 
and having the necessary technical expertise and workflows to efficiently utilise 
the instruments, underpins HRL’s competitive advantage. 

Industry structure and returns: The environmental services industry benefits 
from clear barriers to entry in the need for laboratory accreditation, technical 
expertise and benefits of scale. This supports generally attractive margins and 
returns on capital. The provision of field sampling services has a large variable 
labour cost component and consequently, lower margins. In contrast, 
laboratories have high fixed costs, low variable (consumables) costs and are 
highly scalable once the appropriate workflows and equipment are in place 
(which HRL has). As a result, very strong profit margins can be achieved from 
laboratory analysis once testing volumes exceed a break-even level.   

History: HRL’s life as an environmental services company began on Sep-14. At 
this time, it completed the acquisition of Australian HAZMAT business, OCTIEF, 
through a reverse takeover. Over FY15-18, HRL has expanded into new service 
lines and geographies through a series of acquisitions, complemented by 
greenfield activity. Its most recent acquisition of the market leading Analytica 
Laboratories (Analytica) has transformed the company’s growth prospects and 
provided it with a rapid entry into the higher margin Food and Agricultural testing 
market. The expertise and strong reputation of Analytica’s vendors and benefit 
of its strategic partnerships should enable HRL to grow and enhance its network 
of laboratories across Australia and New Zealand.  

   

Figure 2: HRL’s laboratories are based in Australia and New 
Zealand 

Figure 3: HRL provides a variety of services to customers in 
diversified end markets 

  

SOURCE: COMPANY   SOURCE: COMPANY   
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Growth strategy 

HRL’s growth strategy is centred on developing the organic opportunities 
available within its existing business, as well as making further acquisitions. Its 
overarching strategic focus is to build on its core services in sampling, laboratory 
analysis and technology/reporting solutions in order to establish itself as a 
scaled operator in the growing environmental services industry.  

In a sign of confidence in the company’s future prospects, management have set 
a target to generate revenue of A$50m by FY21. Management’s target implies a 
three year organic revenue CAGR of ~22%. Importantly, this target is based on 
leveraging the organic growth opportunities available within the company’s 
existing portfolio of businesses. 

HRL’s strategy to deliver this revenue target can be broadly separated into two 
elements. Firstly, the company plans to consolidate its national brand and 
presence in its HAZMAT and Geotechnical Testing businesses. It also wants to 
leverage its established market position to move into higher value added 
services. It has said that EBITDA margins in the Asbestos/Hazardous Materials 
and Geotechnical service lines are typically ~15-20%. Overall, the broader 
HAZMAT segment can achieve EBITDA margins of ~20-25% due to its higher 
margin laboratory testing revenue stream.  

Secondly, HRL plans to transition up the environmental services value chain and 
focus on more sophisticated and advanced analysis with higher barriers to entry. 
In particular, the company has identified the environmental (air, soil and water) 
and agriculture/food testing industry verticals as the primary markets it will look 
to aggressively invest in and develop. HRL has said the attractiveness of these 
service lines are its strong EBITDA margins (typically 20-50%) and higher 
barriers to entry. Its recent and highly successful acquisition of Analytica is its 
first major expansion into these markets and provides the technical expertise to 
enhance its internal capabilities. 

 

Figure 4: HRL plans to aggressively invest in higher-margin testing markets 

 
SOURCE: COMPANY   

 

Acquisition history 

To date, HRL’s growth has largely been acquisition led. It has complemented its 
acquired businesses with four greenfield laboratories in Darwin, Auckland, 
Wellington and Dunedin. While this does expose the company to acquisition 
related risks, management has shown a clear ability to integrate each of its 
acquisitions. HRL has maintained its strict acquisition criteria on each occasion, 
acquired its targets on attractive valuation multiples and generally paid all or a 
portion of the attached earn-outs (stretch targets). Importantly, HRL has not 
impaired any of the goodwill associated with any of its acquisitions over the last 
four years.  
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HRL has made the following seven acquisitions:  

 OCTIEF (September 2014): started HRL’s life as an environmental services 
company through its acquisition of OCTIEF. OCTIEF now sits under the 
HAZMAT segment and is an Australian based hazardous materials business.  

 Precise Consulting (March 2015): complemented its Australian HAZMAT 

business with a presence in New Zealand.  

 AAC Environmental (October 2015): bolt-on acquisition for OCTIEF, 
provided a laboratory in Canberra which had a strong position in the 
asbestos market.  

 RJL & Associates (February 2016): bolt-on acquisition for Precise 

Consulting which expanded the group into Palmerston North, New Zealand. 

 Morrison Geotechnic (April 2017): diversified its customer base and 
service offering by acquiring a Geotech business with focus on South East 
Queensland. This business is the Geotechnical segment.  

 OCTFOLIO (April 2017): hazardous materials compliance software provider. 
This business is the Software segment.  

 Analytica Laboratories (December 2017): transformative acquisition of a 
New Zealand based analytical chemistry laboratory business. This business 
is the Food and Environmental Laboratory segment.  

 Figure 5: Overview of HRL’s acquisition history  

 
   SOURCES: MORGANS, COMPANY REPORTS 
 

Figure 6: HRL’s adjusted share price over time and its acquisition history  

 
   SOURCES: MORGANS, IRESS 

1 July 14 30 June 1830 June 15 30 June 16 30 June 17

15 Sep 14 (1H15)
OCTIEF acquisition
- Australian HAZMAT business
- Base consideration: 320.7m shares 

pre 1:13 consol. (Fair value of A$2.9m)
- Achieved ~98% of max. earn-out 

(issue of 313.2m shares). 

1 Oct 15 (1H16)
AAC Environmental acquisition
- Australian HAZMAT bolt-on for OCTIEF
- Base consideration: A$1m
- No earn-out paid. GM resigned during 

period.

29 Feb 16 (2H16)
RJL & Associates acquisition
- NZ HAZMAT bolt-on for Precise
- Base consideration: NZ$0.5m
- No earn-out included as part of 

consideration. 

31 Mar 15 (2H15)
Precise Consulting acquisition
- NZ HAZMAT business
- Base consideration: NZ$5.0m
- Earn-out partially achieved
- Paid ~2.8x EBIT.

1 Dec 17 (1H18)
Analytica Labs acquisition
- Food & environmental testing 
- Base consideration: NZ$13.3m + 

61m shares (FV ~NZ$5.7m)
- Expected to earn >NZ$4.85m 

EBITDA and achieve max earn-out 
of NZ$11m cash  

- Paid ~5.4x FY18 pro forma EBITDA.

3 Apr 17 (2H17)
Morrison Geotechnic acquisition
- Australian Geotech business
- Base consideration: A$3.75m
- FY17 proforma revenue: A$9.4m 
- FY17 proforma NPAT: A$0.8m 
- Paid ~5x PE
- No earn-out paid. Weather impacted 

performance.

13 Apr 17 (2H17)
Octfolio acquisition
- Hazardous materials compliance software
- Base consideration: A$2.75m
- FY17 proforma revenue: A$0.55m 
- FY17 proforma NPAT: A$0.2m
- Paid ~14x PE
- Expects the earn-out will be partially paid

.
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Investment view and valuation 

Investment view – Add rating and A$0.22 price target 

We initiate coverage on HRL with an Add recommendation and A$0.22 price 
target. Our positive investment thesis is based on four key points which we detail 
throughout this report and summarise below.   

We like HRL’s leverage to attractive end markets and the growing societal 
demand for food testing (Key point #1). Its recent acquisition of Analytica has 
transformed the company’s growth outlook and underpins our forecast for a 
570bp improvement in group EBITDA margins over FY18-21 and a three year 
NPATA CAGR of 34% (Key point #2).   

Board and management (own ~17.8% of HRL) have done a commendable job 
on delivering on its strategy to date and in our view, its strong medium-term 
revenue target (revenue of A$50m+ by FY21) highlights its confidence in the 
company’s future prospects (Key point #3). In line with its growth strategy, we 
expect HRL will pursue new acquisition opportunities within the next 12 months 
and this presents further upside to our forecasts (Key point #4).  

Taking a medium-term view, there is material upside to our valuation if 
management is able to execute its growth strategy. Under this scenario, we 
would expect HRL’s valuation discount to its larger peers would gradually narrow 
(HRL FY20F PE of ~17x vs peer average of ~24x). Given the industry’s barriers 
to entry and its focus on niche market segments, we expect HRL will generate 
strong margins, operating cashflow and return on capital as it continues to scale. 
In light of these qualities, we believe the stock is attractively priced. In our view, 
HRL warrants corporate appeal in its own right over time.  

Positive catalysts 

 A positive 1Q19 trading update (end of October);  

 The announcement of final certification for its infant formula pre-export 
testing joint venture, CAIQTest Pacific (likely by the end of CY18);  

 Development of new laboratory testing services;  

 New greenfield laboratory expansion;  

 New accretive acquisitions; and 

 Earnings surprising on the upside.  

Compco analysis 

Peer group comments 

On the surface, HRL’s peer group appears to trade on quite full valuation 
multiples. However, in our view, this reflects the industry’s attractive structure. 
Barriers to entry in accreditation requirements, technical expertise and the 
benefits of scale provide clear advantages for the incumbents and is illustrated 
by the size, margins and returns of the companies in its peer group.  

Domestic comps 

We believe ALS Limited (ALQ) is HRL’s closest ASX-listed peer. In particular, 
ALQ’s Life Sciences segment, which provides analytical testing and sampling 
services for the Environmental, Food and Animal Health markets, has the 
greatest similarities to elements of HRL’s HAZMAT and Food and Environmental 
businesses. The far greater scale of ALQ’s operations is a clear difference 
between the two companies. ALQ’s Life Sciences business generated FY18 
revenue of A$734.1m and EBITDA of A$140.7m (19.2% EBITDA margins vs 
Analytica’s historical average of ~40%) and has a market leading presence in 
global markets (Americas, UK, Australia and Asia). ALQ also has a large 
exposure to global mining customers, whereas HRL has essentially no exposure 
to this market.  
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Comps relative to HRL 

We believe that HRL deserves to trade at a discount to both its domestic and 
international peers due to its: 1) far smaller size; 2) limited track record in the 
listed environment; 3) execution risk present in its growth outlook; and 4) lack of 
liquidity. In our view, we believe a ~25% valuation discount is appropriate which 
implies an FY20F PE multiple of ~18.0x and EV/EBITDA multiple of ~11.3x. 
Over the medium-term, we believe there is scope to reduce this discount as 
management delivers on its growth strategy. It is also worth noting that relative 
to its peers, HRL is expected to generate far stronger EPS growth in FY20 and 
achieve higher EBITDA margins in FY19/20.  

 

Figure 7: HRL peer comparison 

 
   SOURCES: MORGANS, FACTSET 

 

Valuation – A$0.22 per share 

We value HRL using a blended valuation methodology which equally combines 
our PE, EV/EBITDA and DCF based valuations. We have focused on FY20F 
multiples in relation to our PE and EV/EBITDA valuations to capture some of the 
upside from management’s medium-term growth strategy. Our blended valuation 
for HRL is A$0.22 per share.  

 

Figure 8: Blended valuation 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

PE valuation  

We value HRL at A$0.20 per share based on our PE valuation. We apply a 
18.0x FY20F PE multiple, which is a ~25% discount to the average valuation 
multiple of its domestic and global environmental services peers.  

 

Figure 9: PE valuation 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

EV/EBITDA 

We value HRL at A$0.23 per share based on our EV/EBITDA valuation. We 
apply a 11.3x FY20F EV/EBITDA multiple, which is a ~25% discount to the 
average valuation multiple of its domestic and global environmental services 
peers.  

 

Mkt Cap

FY+1 FY+2 FY+1 FY+2 FY+1 FY+2 FY+1 FY+2 FY+1 FY+2 FY+1 FY+2 FY+1 FY+2

Domestic and international comps

SGS SA 26,816   25x 23x 14x 13x 6% 10% 20% 21% 3% 3% 36% 36% 0.5x 0.4x

Bureau Veritas SA 15,048   22x 20x 13x 12x 1% 9% 19% 19% 3% 3% 38% 37% 2.3x 2.0x

Intertek Group 14,088   24x 22x 14x 13x 2% 9% 21% 21% 2% 2% 36% 33% 1.3x 0.9x

Eurofins 13,350   30x 25x 15x 13x 21% 21% 18% 19% 1% 1% 14% 15% 3.6x 3.0x

Core Laboratories 7,290    48x 38x 32x 27x 22% 27% 23% 26% 2% 2% 63% 67% 1.3x 1.0x

ALS Ltd. 4,389    25x 22x 14x 13x 25% 15% 22% 23% 2% 3% 15% 16% 1.4x 1.1x

Mistras Group, Inc. 831       26x 21x NA NA 83% 23% 11% 11% 0% 0% NA NA NA NA

HRL Holdings Ltd. 93         23x 17x 12x 9x 12% 37% 23% 25% 0% 0% 13% 16% 0.2x 0.0x

Peer average 29x 24x 17x 15x 23% 16% 19% 20% 2% 2% 34% 34% 1.7x 1.4x

Net Debt/EBITDA PE (x) EV/EBITDA (x) EPS Growth EBITDA margin Div Yield ROE

Method Valuation (A$ per share)

PE (18.0x FY20F EPS) 0.20

EV/EBITDA (11.3x FY20F EV/EBITDA) 0.23

DCF 0.24

Average 0.22

Valuation (A$ per share)

FY20F EPS (cps) 1.1

FY20F PE multiple (x) 18.0x

Equity value per share (A$) 0.20
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Figure 10: EV/EBITDA valuation 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

DCF 

We value HRL at A$0.24 per share based on our DCF valuation. We use a DCF 
to capture the value of HRL’s longer-term growth profile. We apply a WACC of 
11.0% and a long term growth rate of 4.0% which implies an exit EV/EBITDA 
multiple of 9.2x in the terminal year. We value HRL’s equity investment in 
CAIQTest at its carrying value of A$1.0m which could prove conservative if it 
delivers on management’s expectations over time.  

 

Figure 11: DCF valuation 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

SWOT analysis 

Strengths:  

 Provides a high quality testing service underpinned by a portfolio of 
businesses with strong brand names (particularly Analytica), NATA/IANZ 
accreditation and highly skilled technical staff; 

 Willingness to invest in industry leading technology and equipment with 
the necessary workflows in place to optimise its use of the instruments;  

 Pursues a cost leadership strategy in each service line it targets;   

 Provides industry leading turnaround times for test results;  

 Agile capital allocation policy with an ability to rapidly respond to 

changing regulations and market developments;  

 Strong positions in niche testing markets with attractive fundamentals, 

such as dairy and honey in New Zealand;  

 Operates a diversified business model in terms of both geographies 
(Australia and New Zealand) and customer base (variety of end markets); 
and 

 The HAZMAT segment provides a differentiated offering through its 
integrated field sampling, laboratory analysis and reporting solution 
capabilities.  

Weaknesses:  

 Susceptible to unfavourable changes in government regulation that 

reduce the demand for particular tests or services;  

 Growth to date has been underpinned by a number of acquisitions which 
exposes the group to the typical usual acquisition-related risks, including 
paying too much, failing to successfully integrate the business and 
revenue/synergy forecasts not materialising as expected; and 

 The Geotechnical segment is vulnerable to unfavourable weather 
conditions (rain events) particularly given its geographic concentration in 

South East Queensland;   

Valuation (A$ per share)

FY20F EBITDA (A$m) 10.0

FY20F EV/EBITDA multiple (x) 11.3x

Enterprise value 113.4

Less net debt -0.3

Equity value (A$m) 113.1

Shares on issue 493.4

Equity value per share (A$) 0.23

DCF valuation

Assumptions Output

Shares on issue 493.4 PV of future cash flows (A$m) 120.1

WACC 11.0% Investments 1.0

Terminal growth rate 4.0% Less net debt -0.3

DCF equity value 120.7

DCF valuation per share $0.24
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Opportunities:  

 Leveraging Analytica’s reputation, expertise and testing capabilities to 

strengthen and expand the service offering of its Australian laboratories;  

 Developing Analytica’s finished dairy product testing capabilities;  

 Using its extended and expanded strategic alliance with MilkTestNZ to 

target new opportunities in both New Zealand and other geographies; 

 Utilising its three year exclusivity agreement on its SIFT-MS instrument 
to carry out high throughput air testing through Analytica and exploring new 
applications in Australian environmental markets; 

 Growing it infant formula pre-export testing and certification joint venture, 
CAIQTest Pacific, once its final certifications are achieved by the end of 
CY18 and expanding its services into other dairy products and new 
geographies;   

 Optimising the profitability of the Geotechnical segment (Morrison) by 
delivering efficiency gains (modernising its equipment and workflows) and 
revenue synergies (cross selling with OCTIEF); and    

 Undertaking further M&A and the benefit of access to public market capital 
in a highly fragmented market.  

Threats:  

 Larger, well capitalised players enter HRL’s key markets and reduce 

prices (commoditisation of services);  

 Competitors secure exclusive access to industry leading instruments 

and are able to provide faster, better and cheaper services;  

 Competitors overpay for acquisitions and limit HRL’s ability to make 

future acquisitions;  

 Loss of a major customer or a deterioration in its strategic alliances 

and joint venture investments; 

 Loss of key management and Board members, including the vendors of 

Analytica; and 

 Adverse changes in the AUDNZD exchange rate.  
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Key point #1 – Leveraged to attractive end markets 

Growing societal demand for food testing  

We believe HRL is well positioned to benefit from Australia and New Zealand’s 
growing societal demand for safe, locally-sourced and authentic food products. 
The shift in consumer preferences toward premium food products with local 
provenance has been well documented and has seen the proliferation of a 
number of companies looking to capitalise on this change in attitude. Coles’ 
recent de-stocking of Capilano’s Allowrie brand, which is made from a blend of 
imported and Australian honey, highlights this shift in consumer attitudes.   

The change has also been embraced by Australia and New Zealand’s regulatory 
bodies with Food Standards Australian New Zealand (FSANZ) introducing 
Country of Origin Labelling (COOL) standards from 1 July 2018. COOL requires 
most food products sold in Australian retail stores to quantify the proportion of 
locally sourced ingredients in its products. COOL is voluntarily in New Zealand.  

In our view, the introduction of COOL standards, combined with recent media 
reports questioning the authenticity of Capilano’s imported honey, validates 
HRL’s underlying business of providing sampling and laboratory testing services 
to the food and environmental market. The strong consumer response to 
potential food fraud has highlighted the medium-term opportunity for HRL to 
leverage Analytica’s food origin testing capabilities and introduce this service 
line into its Australian operations. We understand the market for food origin 
testing in Australia remains in its infancy and there are opportunities to utilise 
new technology to provide more reliable testing services.    

Exposure to customers in diversified end markets with 
attractive fundamentals 

HRL services customers in a variety of end markets. Its major exposures are 
supported by largely attractive industry fundamentals. In particular, government 
regulatory policy plays an important role in determining demand in each of its 
end markets. The diversity of HRL’s customer base strengthens its ability to 
withstand volatility in individual markets in the event unfavourable changes in 
government regulations occur. However, overall, we would expect the regulatory 
standards governing HRL’s customers will only tighten over time and support 
demand for its services. HRL’s major end market exposures include:  

 New Zealand’s dairy industry;  

 New Zealand’s Manuka honey industry; 

 Industrial and residential asbestos testing in Australia and New Zealand; and 

 Engineering/infrastructure activity, particularly in South East Queensland.  

The New Zealand dairy industry 

The dairy industry is an important segment of New Zealand’s economy. Dairy is 
New Zealand’s largest export, generating approximately NZ$14bn pa. The 
country exports ~95% of its total dairy production to customers in China, United 
States, United Arab Emirates, Australia and Japan. The main dairy products 
exported include whole milk powder, cheese, skim milk powder and butter. In 
recent years, higher-value protein products, UHT milk and infant formula have 
grown strongly and accounted for an increased proportion of overall dairy 
exports (source: Dairy Companies Association of New Zealand).  

Through its acquisition of Analytica and its strategic alliance partner MilkTestNZ, 
HRL has a significant exposure to New Zealand’s dairy industry. The demand for 
its services from its customers in the dairy industry is a function of production 
volumes, government regulation and macro events such as disease outbreak. 
MilkTestNZ  tests over 97% of New Zealand dairy farm supplier samples, while 
Analytica provides more specialised dairy testing services in the form of milk 
product and residue testing. The majority of Analytica’s current testing relates to 
fresh milk testing. There is considerable scope for it to increase its level of 
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finished product testing. At present, we understand HRL mainly does finished 
product testing for the a2 Milk Company (A2M).  

Mycoplasma bovis outbreak prompted a rapid response from Analytica 

In the past year, New Zealand’s dairy industry has had to contend with the 
emergence of cattle disease Mycoplasma bovis (confirmed 22 July 2017). On 28 
May 2018, the New Zealand government announced that in order to eradicate 
the disease, more than 150,000 cattle (~3% of its total dairy herd) will need to be 
culled. In addition, affected properties will need to be disinfected before 
restocking and ongoing intensive surveillance, including testing and tracing to 
continue to detect infected herds, will need to be undertaken.  

To date, approximately 37,500 cattle have been culled, 74 properties have been 
identified as infected (38 are considered ‘active’) and over 210,115 tests for the 
disease have been carried out. The New Zealand government expects it will 
take one to two years to complete most of the eradication work.  

In response to the outbreak, HRL and MilkTestNZ were able to develop cost-
effective, rapid turnaround, specialised high throughput testing for Mycoplasma 
bovis (and other dairy cow diseases) by using DNA testing techniques. As a 
result, HRL was able to undertake a significant volume of testing in a very short 
period of time and generate an immediate return on its investment. We 
understand the company will carry out further Mycoplasma bovis tests and 
ongoing herd monitoring services in FY19. HRL’s ability to quickly respond to 
this unfortunate development in New Zealand’s dairy industry illustrates the 
value of its agile capital allocation policy and technical expertise of the Analytica 
team.  

  

Figure 12: New Zealand milk production (m litres) Figure 13: Value of New Zealand’s dairy exports (NZ$ bn) 

  
   SOURCES: NZ DAIRY    SOURCES: STATS NZ 

  

The New Zealand honey industry 

HRL (through Analytica) is the leading laboratory testing services provider to 
New Zealand’s honey industry. HRL’s honey testing volumes is a function of 
industry production, stored volumes (require testing) and its customers’ blending 
activities. Interestingly, in low production years customers are likely to increase 
their level of blending (due to the shortage of honey) which can help maintain 
demand for HRL’s services.  

New Zealand’s honey production was impacted in the 2016/17 and 2017/18 
seasons due to poor seasonal conditions. However, export demand remains 
strong as consumers have shifted their preference toward premium honeys, 
particularly Manuka due to its reported health benefits. Despite aving its own 
company specific challenges in recent years, NZX listed Comvita has benefited 
from strong consumer demand for its range of Manuka products and other 
functional foods.  
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Manuka honey definition introduced by the New Zealand government 

In order to protect the quality of the product and position in export markets, New 
Zealand’s Ministry for Primary Industries (MPI) has recently (Feb-18) introduced 
a legal definition of Manuka honey. As a result, all product labelled as Manuka 
honey has to be tested by an MPI-recognised laboratory (such as Analytica) and 
must meet the scientific definition before it can be exported from New Zealand. 
The finalisation of the definition followed an extensive, three year development 
of robust science-based criteria to identify Manuka honey.   

The introduction of the Manuka honey definition has had a positive impact on 
demand for Analytica’s honey testing services. HRL expects the demand for this 
service line will remain strong as existing inventories destined for export markets 
will need to be tested also. It is possible that the MPI extends the definition to 
apply to Manuka products sold domestically. An improved 2018/19 New Zealand 
honey season would also support testing volumes.  

  

Figure 14: NZ honey production (LHS) and number of registered 
bee hives (RHS) 

Figure 15: Value of NZ honey exports LHS) and volume (RHS)  

  
   SOURCES: MPI, STATISTICS NZ    SOURCES: MPI, STATISTICS NZ 

  

Industrial and residential asbestos testing  

The assessment, monitoring, management and remediation of asbestos in 
industrial and residential buildings is currently the primary service line of the 
HAZMAT segment. The demand for asbestos testing is driven by government 
regulatory policy and its overarching desire to reduce the health risks asbestos 
causes. According to the Australian government, approximately one third of all 
homes built in Australia contain asbestos products, while an average of 4,000 
people die from asbestos-related diseases each year.  

HRL undertakes asbestos testing in both Australia and New Zealand and 
importantly, both governments have put in place regulations to address the issue 
of asbestos and the health risks it presents. In Australia, the Asbestos Safety 
and Eradication Agency was established in 2013 with the aim of providing a 
national focus on asbestos. In addition, the Asbestos Management Review 
(AMR) report recommended an aspirational aim to eliminate the risks of 
asbestos from government and commercial structures by 2030. The New 
Zealand government introduced a similar regulation in 2016 which requires 
persons conducting a business or undertaking to know about their asbestos 
status and have a management plan in place (from April 2018).  

Australia and New Zealand’s strong regulatory stance should ensure there is 
ongoing demand for HRL’s services. State regulations require workplaces where 
asbestos is fixed or installed to maintain an asbestos register which maintains 
various details such as the location and type of asbestos present in a structure. 
This requirement should provide a recurring source of revenue going forward.  
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South East Queensland engineering/infrastructure activity  

HRL has exposure to engineering/infrastructure spending and large scale 
commercial development activity through its geotechnical business (Morrison), 
contaminated land investigations services (HAZMAT) and its environmental 
laboratory testing (Analytica). The demand for engineering/infrastructure activity 
is driven by population growth and the level of government and private sector 
funding allocated to infrastructure development.     

HRL’s geotechnical business is located in South East Queensland (SEQ) and 
has the greatest leverage to engineering/infrastructure activity in this region. In 
particular, it is well positioned to benefit from the Queensland Labor 
Government’s 2018/19 budget where it has planned to spend approximately 
A$45.8bn over the next four years on a range of infrastructure projects. 
A$11.6bn will be spent in 2018/19 and it is the biggest capital works program 
since the 2011 flood recovery effort. Figure 16 illustrates that the value of 
engineering construction activity in Queensland is starting to recover.  

Given SEQ’s population is growing at one of the fastest rates in Australia, a 
considerable amount of the spend will be invested in this region. The strong and 
consistent project pipeline the government’s infrastructure spending is expected 
to provide should support growth in HRL’s geotechnical business over the 
medium-term.  

 

Figure 16: Value of engineering construction activity in Queensland (rolling 3 month) 

 
   SOURCES: MORGANS, ABS 

 

 

  

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

A$m



 

Environmental│Australia│Equity research│October 5, 2018   

 
   

 

 

15 
 
 

Key point #2  – Analytica has transformed HRL’s 
growth outlook  

Recent game-changing acquisition of Analytica Laboratories 

HRL’s acquisition of Analytica (December 2017) was the company’s largest 
acquisition made to date. Analytica is a market leading, analytical chemistry 
laboratory business based in Hamilton, New Zealand. It specialises in mass 
spectroscopy analysis to the milk, honey, drugs of abuse and environmental 
markets. The acquisition also included a 26% equity interest in CAIQTest Pacific 
(an emerging infant formula pre-export testing business) and a strategic alliance 
with MilkTestNZ (a majority Fonterra owned milk testing laboratory). Its dominant 
positions in attractive market segments, the technical expertise of its founders 
and their reputation for providing innovative, cost-effective, rapid turnaround 
testing solutions by using industry leading technology and techniques were the 
highlights of the acquisition.  

 

Figure 17: HRL’s foundations are in the Food industry, with recent expansion into the 
Environmental/Agriculture and Life sciences markets 

 
   SOURCES: COMPANY REPORTS 

 

Analytica to drive significant margin expansion over FY19-21 

We share management’s view that the acquisition of Analytica has transformed 
HRL’s earnings quality and growth outlook. In particular it: 

 Added a profitable, high-margin (~40% historical EBITDA margins) and fast 
growing new segment to the business;   

 It was consistent with management’s strategy to rapidly expand into the 
high-end environmental and food/agricultural testing markets;  

 Has significantly increased its scale, strengthened its competitive position 
and introduced new, blue-chip customers and strategic partners which can 
be leveraged by the overall group;  

 Has provided the necessary cashflow and technical expertise to pursue 
organic growth opportunities both within Analytica and across HRL’s broader 
HAZMAT business, particularly in Australia; and  

 Was acquired on attractive terms (~5.4x FY18 pro forma EBITDA) with key 
management/vendors incentivised to remain in the business – base 
consideration included HRL scrip, earn-out tied to ongoing service and a 
Board position provided.  
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Figure 18: We forecast Analytica to drive a 570bp expansion in 
group EBITDA margins over FY18-21 

Figure 19: The improvement will be driven by a growing EBITDA 
contribution from Analytica (with flat margins assumed) 

  
   SOURCES: MORGANS, COMPANY REPORTS    SOURCES: MORGANS, COMPANY REPORTS 

  

Analytica’s key investment highlights  

 The market leader in New Zealand honey testing. Analytica enjoys a 
strong standing with both industry organisations and producers/distributors. 
Analytica generates ~25% of its total revenue from honey testing and has 
benefited from NZ’s Ministry of Primary Industries (MPI) recently released 
revised guidelines for the definition of Manuka honey.   

 A dominant position in the liquid milk analysis and food origin testing 
markets. Dairy testing is Analytica’s largest revenue stream, accounting for 
~30% of its total revenue. Its strong position in dairy testing is supported 
through strategic alliances with market leading partners, such as MilkTestNZ. 
The value of this agreement can be seen through the manner in which these 
two parties were able to rapidly develop specialised high throughput testing 
programs for dairy cow diseases in response to the outbreak of Mycoplasma 
bovis. In addition, Analytica has seen strong growth in its A1/A2 bet-casein 
testing services (A2M is its major customer) and expects this to continue.  

 A strong and growing exposure to the environmental testing and 
methamphetamine property screening markets. Analytica’s drugs of 
abuse and environmental service line comprise ~10% and ~25% of its total 
revenue. It expects strong growth in environmental revenue as its newly 
launched service line is disrupting the market. Analytica invested heavily in 
developing its environmental testing capabilities prior to its sale to HRL and 
a return from this investment will underpin its growth in FY19. The May 2018 
report from the NZ Office of the Prime Minister’s Chief Science Advisor has 
caused demand for methamphetamine testing to return back to 2017 levels 
(~A$1m elevated revenue benefit in FY18). The majority of Analytica’s 
laboratory testing occurs at the initial baseline inspection phase (as opposed 
to remediation/clearance) and we understand volumes have now stabilised 
since the May report.  

 Recognised as one of the most innovative, cost-effective and fastest 
laboratories in New Zealand. A significant investment in the latest 
analytical technology and equipment, coupled by its ~95 highly skilled 
technical and operational staff, has enabled Analytica to offer one of the 
lowest-cost, fastest and reliable services in New Zealand.  

 A trusted brand name underpinned by the strong reputations of its 
Directors. Analytica is ISO 17025 accredited for essentially all of its high 
throughput testing. In addition, its founders, Dr Terry Cooney and Dr Terry 
Braggins, are IANZ 2.70 method experts in mass spectroscopy which we 
believe illustrates their standing in the industry. IANZ 2.70 is an instrument 
accreditation that enables new tests developed using the accredited 
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instrumentation to be called “IANZ tests” prior to actual certification from the 
auditors.  

CAIQTest Pacific – an exciting, blue sky opportunity 

The acquisition of Analytica saw HRL acquire a 26% ownership in CAIQTest 
Pacific, a joint venture between Analytica, the Chinese Academy of Inspection 
and Quarantine (CAIQ) and other intermediaries. CAIQTest is a laboratory 
testing business based in the heart of Waikato’s science community in the 
Ruakura Research Centre campus in Hamilton, New Zealand (the same campus 
as Analytica).  

It provides pre-shipment testing and certification services for clients exporting 
goods from New Zealand, Australia and the Pacific to China. It services the dairy 
export markets with a particular focus on testing infant milk formula. The ability 
for food exporters to have batches or consignments of products tested to the 
standard expected by China Inspection and Quarantine (CIQ) prior to shipment 
facilitates a faster customs clearance and reduces supply chain bottlenecks.  

Leverage to China’s new infant formula registration requirements  

As a reminder, from 1 January 2018, manufacturers of infant formula are 
required to hold SAMR registration (previously referred to as ‘CFDA registration’) 
in order to sell China labelled products into the offline, bricks and mortar channel.  

New Zealand is home to a number of leading infant formula manufacturers, such 
as Danone, Yashili (owned by Mengui Dairy) Synlait Milk and Fonterra. The 
majority of these manufacturers have either received SAMR approval for various 
infant formula brands or have applied for registration. Brands of note that have 
achieved registration include a2 Milk, Karicare and Aptamil.  

 

Figure 20: Volume of New Zealand infant formula exports to China and Hong Kong 
(kgms)  

 
   SOURCES: STATSNZ 

 

In our view, CAIQTest Pacific has significant leverage to China’s new infant 
formula regulatory requirements. In particular it has:   

 Strong alignment with Chinese officials through the joint venture structure;  

 Specifically tailored its tests and certifications to fulfil the regulatory and 
customs requirements with the overarching goal of promoting improved 
trade; and 

 Established a first mover advantage by achieving its initial accreditation with 
the Chinese National Accreditation Service (CNAS), IANZ and Ministry of 
Primary Industries (August 2017). The joint venture is currently going 
through its final round of certification with CNAS, which, upon completion, 
will provide it with a full service offering for infant formula exporters. HRL 
expects final certification will be achieved by the end of CY18.  
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HRL has said that results from the joint venture have been encouraging since 
the new infant formula regulations came into effect from 1 January 2018. We 
believe management’s willingness to highlight the joint venture as a strategic 
element of the Analytica acquisition illustrates their confidence in its outlook.  

CAIQTest generated total revenue of A$1.1m for the seven months under HRL’s 
partial ownership (HRL’s share of the loss was A$28k). We expect an 
improvement in the financial performance of the joint venture once its final 
certification is achieved in October. Consistent with HRL’s other laboratory 
testing services, we believe EBITDA margins for this business should also be 
high once sufficient scale is achieved.  

We have factored in a modest contribution from CAIQTest in our forecasts.  In 
our view, the investment is a blue sky opportunity and we will review our 
forecasts once its growth outlook becomes more visible. We believe there is 
further scope for it to extend its testing services to Australian dairy 
manufacturers, as well as expand into testing other high-value food products 
(longer-term opportunity). 

Strategic alliance with MilkTestNZ – opportunity to increase its 
finished dairy product testing 

HRL’s acquisition of Analytica provided it access to the subsidiary’s strategic 
alliance with MilkTestNZ, a world leading milk testing laboratory which is 90% 
owned by Fonterra. MilkTestNZ tests over 97% of New Zealand dairy farm 
supplier samples. It carries out microbiology, composition, analytical and 
specialty tests on cow, goat, sheep, buffalo and deer milk. In essence, these 
basic tests determine the milk fat and protein solids content of the milk and the 
subsequent farmgate price farmers receive.  

Strategic alliance recently extended and expanded 

In January 2018, HRL announced it had extended and expanded the original 
agreement between Analytica and MilkTestNZ for an additional five years. The 
revised agreement confirmed the existing relationship between the two parties in  
providing analytical testing services to the New Zealand dairy industry. Analytica 
tests a sub-sample of MilkTestNZ’s total volumes by offering higher-end testing 
capabilities, namely residue testing for the presence of pesticides or other 
contaminants in raw milk.  

Importantly, the new agreement also provides the ability for MilkTestNZ and 
HRL to explore new opportunities in both New Zealand and other geographies. 
In terms of new opportunities, we believe there is considerable scope for HRL to 
increase its finished dairy product testing and build a more diversified customer 
base. We understand the majority of HRL’s finished product testing is currently 
undertaken for A2M only. HRL believes the size of the market is attractive, there 
are only a small number of players and it is well placed to gain share given its 
strategic alliance with MilkTestNZ (has significant oversight over the fresh milk 
supply). The expansion in HRL’s finished dairy product testing underpins a 
significant amount of the revenue and earnings growth we have assumed in the 
Food and Environmental segment over FY20/21.  

Given HRL’s existing operations in Australia and the proximity of Australia and 
New Zealand’s dairy industries, we believe there is scope for the two parties to 
expand their service offering to Australia over time. However, we believe this is 
more of a medium to longer-term opportunity as it would require HRL to 
greenfield a regional laboratory (in the dairying region) and develop a source of 
fresh milk. The initial setup and customer acquisition costs means that a return 
on greenfield expansion would be longer than the company’s typical ~2 year 
payback period on new service lines added to existing laboratories.  
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Key point #3 – Strong medium-term revenue targets  

Management is targeting A$50m of revenue in FY21 

In a sign of confidence in the company’s future prospects, management has set 
a target to deliver over A$50m in revenue by FY21. Management’s target implies 
a three year organic revenue CAGR of ~22% over FY18-21. Importantly, this 
target is based on leveraging the organic growth opportunities available within 
the company’s existing portfolio of businesses. We have highlighted the number 
of growth drivers available to HRL throughout this note. In summary, we believe 
that revenue growth will come from:  

 Food and Environmental (Analytica): growth in its environmental service 
line, expansion of its finished dairy product testing and increased animal 
health disease monitoring services;  

 HAZMAT: growth in its recently launched environmental laboratory tests in 
acid sulphate soils, gravimetric dust and crystalline silica, as well as ongoing 
demand for its asbestos services;  

 Geotechnical: new contract wins from the Geotechnical segment as South 
East Queensland infrastructure spending increases under the government’s 
budget; and 

 Software: customer additions as its improved software is marketed to new 

market segments in FY19 and beyond.  
 

Figure 21: We expect revenue growth from the Food and Environmental segment will underpin HRL’s revenue target 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

We assume growth capex in our forecasts to support HRL’s revenue 
targets  

With management’s revenue target in mind, we have assumed growth capex of 
~A$2m in FY19/20, in addition to maintenance capex of ~A$2m pa. We believe 
this level of growth capex should be sufficient to fund the required investment in 
new equipment to support new service lines and/or potential new greenfield 
laboratory sites.  

Payback periods vary depending on the nature of the investment. Generally 
speaking, new equipment or service lines added to an existing laboratory with an 
established customer base or demand supported by macro event have short 
payback periods of ~2 years. Larger greenfield laboratory expansion into new 
regions where a customer base needs to be developed generally has a 3-5 year 
payback. Using the opening of the Auckland laboratory as a guide, it takes 
around six months to establish a greenfield laboratory and achieve accreditation 
on a range of tests that provide adequate scale.      

Realisation of revenue targets provides upside over coming years 
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In our view, the market is yet to appreciate the potential growth in earnings and 
cashflow management’s revenue target implies. Particularly, as revenue growth 
is expected to be weighted toward the higher-margin Food and Environmental 
segment, as well as the environmental service line of HAZMAT. Given HRL is 
still in the early stages of its life cycle, we have been more conservative in our 
revenue forecasts (A$44.7m in FY21) and assume the A$50m target is delivered 
in FY22. Further large, accretive acquisitions provide additional upside to our 
forecasts.  
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Key point #4 – We expect HRL to make further 
acquisitions  

Acquisitions are a key element of its growth strategy 

HRL has made seven acquisitions since its reverse takeover of OCTIEF in 
September 2014. Management has shown a clear preference for expanding into 
a new geography or industry segment through acquisition and then building out 
its market position through greenfield activity.  

It is clear acquisitions remain an important element of HRL’s growth strategy. 
The company has said it will continue to evaluate acquisition opportunities of 
‘high quality businesses both within the environmental services sector and 
across complimentary industries’.  

Environmental services – a large and fragmented industry 

Australia’s environmental services industry generated turnover of ~A$5.1bn in 
2017/18 (source: IBISWorld). Mining is the industry’s largest end-market, 
accounting for ~42% of the environmental services industry. HRL has essentially 
no exposure to the mining industry. Customers in Manufacturing industries, 
Public Administration and Safety and Agriculture, Forestry and Fishing comprise 
the other main end markets.  

Due to the range of tests and cost of testing equipment, laboratory providers 
generally specialise in specific markets (consistent with HRL’s strategy). 
Consequently, the industry is highly fragmented and comprised of a large 
number of small private operators. In addition, there are also a handful of 
extremely large multinational players with Australian operations such as ALS 
Limited (ASX: ALQ), SGS SA, Intertek Group and Bureau Veritas. These larger 
players still have a small share of the total overall market.  

Given the largely fragmented nature of the industry, HRL believes there is a 
significant opportunity to establish itself as a scaled operator and fill the void in 
the mid-market. Relative to privately owned operators, HRL has greater access 
to capital through its public listing. Management are also highly incentivised to 
grow the business and are likely to have a greater risk tolerance when presented 
with the opportunity to expand into new geographies and service lines.  

Compared to its much larger peers, HRL enjoys the benefit of far greater agility 
in allocating capital. This allows it to quickly capitalise on market opportunities 
which may be created by macro events or regulatory change. These 
opportunities may be too small to entice larger players. In addition, the manner 
in which HRL structures its acquisition consideration with an earn-out and/or 
scrip component is attractive for a small private vendor that wants to remain in 
the business and share in its future upside.  We believe this could strengthen 
HRL’s bargaining position when competing against larger players.  

We believe new acquisitions are likely in the next 12 months 

Given the number of organic growth opportunities the acquisition of Analytica 
has afforded, we expect management’s immediate focus is on integrating the 
business and leveraging its expertise across the combined group. As a result, 
we expect the rate of acquisitions will slow from the rates seen across FY15-18. 
Nonetheless, we do expect HRL will continue to evaluate future acquisition 
opportunities and believe this could resume within the next 12 months. Given we 
do not model future acquisitions in our forecasts, the announcement of new 
opportunities would provide further upside to our forecasts.  

We expect HRL will continue to apply its strict acquisition criteria when 
evaluating future opportunities. Given the company does not have a presence in 
the major cities of Sydney, Melbourne, Adelaide or Perth, we believe the 
expansion into these more competitive markets by way of an acquisition would 
make strategic sense. We would also expect future acquisitions would be in line 
with HRL’s growth strategy to transition up the environmental services value 
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chain and focus on the higher margin and more advanced laboratory analysis 
service lines of environmental (air, soil and water) testing and agriculture/food 
testing. Over the last four years, management have successfully integrated its 
acquired businesses and this provides confidence in its ability to integrate future 
acquisitions.  

Acquisition critera 
  

Figure 22: HRL’s acquisition criteria 

 
   SOURCES: COMPANY REPORTS 

 

Management takes a very measured approach when evaluating potential 
acquisition opportunities which mitigates potential acquisition related risks. 
Importantly, it has not impaired any of the goodwill associated with any of its 
acquisitions to date. HRL has outlined the following investment criteria:  

1. Operating in an attractive industry vertical. HRL has identified the 
environmental, food and agriculture testing markets as segments the 
company wants to invest in (higher margin and greater barriers to entry). It 
looks to disrupt niche markets within these segments where it can compete 
on turnaround times, cost, quality and customer service.  

2. Like mind culture and complementary skillsets. HRL looks to retain and 
align the interests of the vendors and or key management with the overall 
group. A component of the consideration is usually comprised of an earn-
out (with ongoing service a condition), while the issue of scrip and 
appointment to the company’s Board has also been used in the past. The 
earn-out is designed to be a stretch target where challenging earnings 
hurdles are set. HRL paid partial earn-outs for the OCTIEF and Precise 
Consulting acquisitions, whereas the impact of weather on Morrison’s 
performance resulted in no earn-out being paid. HRL expects to pay a 
partial earn-out to the vendors of OCTFOLIO, while the full earn-out has 
been provisioned for the Analytcia acquisition given its incredibly strong 
performance to date and positive future earnings prospects.  

3. Profitable and cashflow positive. HRL targets strong underlying 
businesses with the ability to grow earnings.   

4. Earnings accretive. Transactions have been completed on favourable 
acquisition multiples to date, which have varied based on the growth 
prospects of the respective businesses.    
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Business segments 

HRL reports its results under five segments: 

1. HAZMAT; 

2. Food and Environmental Laboratory; 

3. Geotechnical;  

4. Software; and  

5. Corporate 

Given the company’s three main segments in HAZMAT, Food and 
Environmental Laboratory and Geotechnical all undertake a varying combination 
of field sampling and laboratory work, it would make sense if management 
decided to change its segments to field sampling, laboratory, software and 
corporate at some point in the future. There is a clear margin differential 
between field sampling and laboratory testing.   

HAZMAT 

The HAZMAT segment is the company’s most established business unit. HRL 
operates across three laboratories in Australia and four laboratories and one 
consulting office in New Zealand.  

Locations 

The Australian operations encompass the OCTIEF and AAC Environmental 
(rebranded as OCTIEF upon acquisition) businesses and are based in Brisbane, 
Darwin and Canberra. HRL acquired the OCTIEF business in September 2014 
(issuing scrip valued at A$2.9m and paying a partial earn-out) and AAC 
Environmental in October 2015 (A$1m).  

The New Zealand operations are undertaken through the Precise Consulting & 
Laboratory brand and include the RJL & Associates acquisition. HRL acquired 
Precise in March 2015 (NZ$5m and partial earn-out) and RJL in February 2016 
(NZ$0.5m). The business has branches and laboratories in Christchurch, 
Dunedin, Auckland, Wellington and Palmerston North.   

Services 

HAZMAT provides a broad range of services to customers in a variety of 
industries, including healthcare, government, environment, water, transport, 
energy, resources, retail and commercial and residential. HRL’s team of 
engineers, occupational hygienists, scientists and laboratory technicians offer 
the following services:  

 Hazardous materials and asbestos testing: assessment, monitoring, 
management and remediation of asbestos and other hazardous materials, 
such as lead-based paint, chemicals, solvents and synthetic mineral fibres. It 
is the largest service line of the segment and comprises approximately two-
thirds of total revenue.     

 Methamphetamine testing: sampling and reporting for the presence of 
methamphetamine contamination in houses. Includes base-line testing, 
initial and detailed site assessments (for high levels of contamination) and 
clearance screening post-remediation. Meth testing has historically been the 
second largest service line for the HAZMAT business.   

 Contaminated land investigation: air, water and soil testing and sampling 
for environmental, geotechnical and engineering consultants. It has 
particular expertise in development and construction environmental 
management. 

 Occupational hygiene: indoor air quality monitoring and analysis testing for 

dust, mould and diesel particulates. 

 Workplace drug and alcohol testing.  

 Laboratory analysis: offers fully equipped NATA (Australia) and IANZ (New 
Zealand) accredited laboratories capable of servicing all industrial, 
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environmental and occupational testing requirements. Provides fast 
turnaround times and a single point of accountability for results, as field 
sampling and laboratory analysis are the same business. The expertise 
involved means that laboratory analysis is a much higher-margin revenue 
stream than field testing. There is also a higher labour component in field 
testing.   

Revenue model and margins 

The HAZMAT segment generates revenue through its integrated service offering 
of sampling, laboratory testing and data management/reporting. The business 
has solid visibility over its revenue pipeline with around 50% derived from 
recurring clients and projects. 

EBITDA margins for the hazardous materials, asbestos and methamphetamine 
testing service lines are typically 15-20%. While EBITDA margins for 
environmental testing (air, water and soil) can range from 20-50%. There is 
scope for HRL to increase overall HAZMAT segment margins over time as it 
increases its proportion of the higher-margin environmental testing and 
laboratory analysis.  

 

Figure 23: HAZMAT revenue streams 

 
   SOURCES: COMPANY REPORTS 

 

Competitors 

Similar to each of its business segments, the market for HAZMAT services is 
highly fragmented and competitive. In HAZMAT, HRL generally competes 
against small to medium sized private operators. Its closest competitors in the 
HAZMAT segment are Greencap, Prensa, SLR and Dowdell and Associates 
(New Zealand).  

Growth opportunities 

Our recent site tour of HRL’s Brisbane laboratory at Yatala confirmed there are a 
number of future growth opportunities available to the HAZMAT segment, these 
include:  

 Expanding its service offering: In FY18, HRL added acid sulphate soils, 
gravimetric dust and crystalline silica testing capabilities to its Brisbane 
laboratory. Soil is required to be tested during excavation and construction 
and acid sulphate soils is a common issue in Queensland. HRL’s new 
testing capability will increase its service offering to environmental engineers 
and geotech consultants, including its own geotechnical business. We 
understand the other local competitor providing acid sulphate soil testing 
does not have NATA accreditation. As a result, HRL can differentiate its 
service on quality, in addition to being more cost effective and offering faster 
turnaround times. Gravimetric and silica dust testing provides a service 
capability for coal mines who are required to monitor black lung disease. It 
can also be used across the construction, tunnelling and other mining 
sectors. The investment made in launching these service lines in 2H18 did 
weigh on HAZMAT’s margins in FY18. However, as volumes scale, they will 
drive the segment’s earnings growth over FY19-21.  
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 Increasing the utilisation of its laboratories: The Brisbane laboratory at 
Yatala is highly scalable and has plenty of capacity to add additional service 
lines, particularly those that utilise Analytica’s technology and workflows. We 
understand HRL could look to re-position its sampling and laboratory testing 
offerings under separate brands in order to increase the utilisation of its 
laboratory. At present, third party sampling businesses could be less inclined 
to send samples to OCTIEF (for laboratory testing) given they compete 
directly with it in providing sampling services. Given the significant fixed cost 
leverage in operating laboratories, the prospect of incrementally growing 
testing volumes would be highly earnings accretive.  

 Diversifying into new geographies: It would be logical for the company to 
complement its existing Australian laboratory footprint and establish 
operations in New South Wales, Victoria or South Australia. Given the 
greater competitive environment in the major cities and increased setup 
costs, we believe an expansion into Sydney or Melbourne would be more 
suited to an acquisition. A beachhead position in major cities could then be 
bolstered with greenfield expansion into surrounding regional areas, such as 
key agricultural regions. We see this as a more medium to long-term 
potential growth opportunity for HRL.  

Food and Environmental Laboratory 

The Food and Environmental Laboratory segment is HRL’s newest business unit 
and reflects the activities of the recently acquired Analytica Laboratories 
(Analytica). HRL acquired Analytica in December 2017 and it made a better than 
expected seven month contribution to the group’s FY18 earnings. Analytica’s 
game-changing high throughput routine tests enables it to provide a market 
leading service in terms of cost, turnaround times and quality.  

Acquisition details 

The acquisition of Analytica was HRL’s largest acquisition made to date, the key 
details include:  

 Base consideration: cash of NZ$13.3m and the issue of ~61m HRL shares 

to the vendors (~NZ$5.7m at the capital raise price of A$0.085). 

 Cash earn-out: of up to NZ$11.0m, which is subject to a 12 month EBITDA 
hurdle (maximum earn-out paid at NZ$4.8m) and at least two years of 
ongoing service by the vendors. HRL expects to pay the full earn-out of 
NZ$11m. 50% is payable in December 2018 and the balance is payable in 
equal monthly instalments over the following 12 months. The earn-out will be 
funded from HRL’s cashflow.   

 Attractive acquisition multiple: based on the total consideration of 
NZ$30.0m, we estimate HRL acquired Analytica on ~5.4x FY18 pro forma 
EBITDA.  

 Vendors to remain in the business: the three founders have remained 
General Managers of Analytica, while Steve Howse has also been appointed 
to the HRL Board. The earn-out is tied to two years ongoing service.  

Location and background 

Founded in 2011, Analytica is a market leading analytical chemistry laboratory 
business based in Hamilton, New Zealand. Its laboratory, a leased facility with 
growth optionality, is located on the Ruakura Research Centre campus, a 
leading organisation in agricultural research and technological development. Its 
location in the heart of Waikato’s science community, demonstrates Analytica’s 
commitment to providing industry leading testing methods.  

Analytica’s directors are highly respected across the industry, academia and 
government. Dr Cooney is a technical adviser and Australasian auditor for ISO 
17025 and IANZ 2.70 technical expert in chromatography and mass 
spectroscopy. While Dr Braggins is a New Zealand auditor for ISO 17025, IANZ 
2.70 technical expert in chromatography and mass spectroscopy and is 
nationally and internationally recognised as an expert in honey research and 
analysis.  
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The strong industry credentials of its founders has enabled the business to 
establish valuable relationships with a number of industry leading customers and 
partners and a reputation for providing a game-changing and innovative 
approach to laboratory testing (high throughput routine testing). Analytica’s 
market leading laboratory services are underpinned by a significant and ongoing 
investment in the latest technology and equipment and is supported by 
approximately 95 highly skilled technical and operational laboratory staff.  

 

Figure 24: Analytica overview 

 
   SOURCES: COMPANY REPORTS 

 

Services 

Analytica has developed the capability to provide a range of tests to customers 
in a variety of end markets. It specialises in mass spectroscopy analysis to the 
milk, honey, drugs of abuse and environmental markets. Mass spectroscopy is 
an analytical technique used to detect, identify and quantitate molecules within a 
sample. It is applied in a number of fields, including food, beverage and soil 
testing. The laboratory is ISO 17025 accredited for essentially all high 
throughput testing it undertakes and is a MPI (New Zealand government) 
Recognised Laboratory for critical honey and dairy tests where MPI approval is 
required for export.   

 

Figure 25: Dairy and Honey are Analytica’s primary revenue lines, while the 
Environmental service line is expected to grow strongly in FY19 

 
   SOURCES: MORGANS 

 

Revenue model and customer terms 

Revenue is primarily derived on a per sample basis and the price charged varies 
depending on the difficulty of the test, volume and the customers’ turnaround 
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requirements. Its customers in the dairy (largest revenue stream), timber and 
food origin markets are generally contracted. Its relationship with MilkTestNZ 
means that it benefits from significant repeat business in its dairy service line 
with testing driven by milk production volumes and general demand stemming 
from contamination, quality or safety concerns that may arise from macro events. 
Timber volumes are not contracted but are very stable. Analytica also has good 
visibility over its food origin volumes, which are stable and growing. Honey and 
environmental customers are not contracted but do provide repeat business. 
The drugs of abuse service line has stabilised since the Chief Science Advisor’s 
May report had an immediate impact on volumes (fallen back to 2017 levels).  

Competitors 

In laboratory analysis, HRL competes with both medium sized private operators 
and large multinational listed peers. Its closest competitors in this market are Hill 
Laboratories, Envirolabs, AsureQuality, Eurofins, ALS and Intertek. HRL targets 
niche service lines where it can compete on turnaround times, cost effectiveness 
and quality of service. The use of industry leading technology and equipment 
and the necessary workflows to optimise its use of the equipment underpins 
HRL’s competitive position. Relative to larger peers, HRL’s agility and ability to 
rapidly respond to changing regulations and market developments is a further 
competitive edge. Larger players often need to standardise their methods and 
equipment over a number of laboratories.  

Growth opportunities 

In our view, the acquisition of Analytica has transformed HRL’s earnings quality 
and future growth outlook. There are a number of opportunities to grow the 
existing Analytica business and enhance HRL’s overall service offering across 
its entire operations. Opportunities include:  

 Realising a return from the vendors’ investment in its new environmental 
testing methods (cost effective and fast turnaround times) which were 
developed prior to HRL’s acquisition of the business. This will drive a 
considerable amount of Analytica’s revenue growth in FY19.   

 Using its recently extended and expanded strategic alliance with MilkTestNZ. 
We believe HRL will look to increase its level of finished dairy product testing 
(more material contribution in FY20/21) and expand the application of its 
recently developed animal health disease monitoring services. HRL has said 
the agreement with MilkTestNZ provides the ability to expand into new 
geographies also. We see the opportunity to expand into Australia’s dairying 
regions as a more medium to long-term growth prospect (would require 
significant investment).  

 The ability to leverage Analytica’s expertise and technical staff across HRL’s 
broader network of laboratories was a clear takeaway from our recent site 
tour of its laboratory in Yatala, Brisbane. HAZMAT’s new service lines is 
evidence of this. There is considerable scope to add new tests to HRL’s 
existing laboratories.   

 Realising an equity contribution from CAIQTest as this joint venture grows 
following its final round of certifications by the end of CY18. The joint venture 
will also look to investigate further opportunities in new markets and across 
a wider range of service lines.   

Geotechnical 

The Geotechnical segment reflects the activities of Morrison Geotechnic 
(Morrison).  

Locations and services  

Morrison services the civil (roads and bridges), engineering, construction and 
mining industries across South East Queensland. It has three branches covering 
Brisbane, the Sunshine Coast and the Gold Coast. The business specialises in 
providing Geotechnical Engineering, Construction Materials Testing and 
Engineering Geology, encompassing a range of services such as:  
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 Geotechnical investigations and studies;  

 Temporary works designs and inspections; 

 Construction phase verification; 

 Earthworks supervision; 

 Soil, concrete and aggregate testing in its NATA accredited laboratories; and 

 Onsite mobile laboratory testing, which is relevant for rural or remote 
projects.  

 

Figure 26: Complete list of Morrison’s geotechnical engineering services 

 
   SOURCES: MORRISON GEOTECHNIC 

 

Competitors 

The geotechnical segment is the most competitive market segment HRL 
operates in. In this market, HRL competes primarily with small to medium sized 
private operators which include Douglas Partners, Soil Surveys, Protest, 
Construction Sciences (Cardno), SGS and Australian Soil and Concrete Testing.   

Strategic rationale 

HRL acquired Morrison in March 2017 for A$3.75m, which was ~3.0x its five 
year average EBITDA. HRL’s acquisition of Morrison was a strategic expansion 
into a new market for the company. Morrison brought with it a high-calibre, 
repeat customer base (~65% of its revenues is derived from existing major 
customers and referrals) and a strong business development pipeline with 
exposure to infrastructure projects in South East Queensland. The business has 
strong relationships with government departments.  

Growth opportunities 

HRL is yet to experience the full earnings benefit from its acquisition of Morrison 
(prior to any improvement in the base business). The impact of unfavourable 
rain events across South East Queensland in FY18 reduced the business’s 
EBITDA contribution to A$0.4m (vs. ~A$1.5m historical average). Prior to the 
rain events, HRL expected the business would generate over A$1.3m in EBIT 
within its first 12 months (i.e. it had provisioned to pay the earn-out based on this 
threshold).  

Looking beyond the impact of weather, the Geotechnical segment is well 
positioned to grow its future earnings. HRL has said that underlying civil 
infrastructure and large scale commercial development activity has remained 
strong since the beginning of FY19 and Morrison is seeing a consistent project 
pipeline.  

In addition to underlying market demand, HRL believes there are further 
opportunities to deliver efficiency improvements and revenue synergies from the 
Morrison acquisition. On the cost side, there is scope to utilise new equipment 
and technologies to automate a number of the components of the geotechnical 
testing process. Over time, this should deliver EBITDA margins in excess of 
Morrison’s typical 10-15% range. In addition, there is capacity for HRL to 
develop the laboratory testing capability that Morrison has historically 
outsourced to third-parties. HRL’s new acid sulphate soils and gravimetric and 
silica dust tests are evidence of this.  
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Software 

The software segment reflects the OCTFOLIO business.  

Services 

OCTFOLIO is an Australian-based specialised software vendor focused on the 
development and implementation of:  

 Information management software solutions for asbestos and hazardous 
materials;  

 Innovative field management software solutions; and  

 Customised compliance solutions and applications relating to workplace 
health and safety.  

The services OCTFOLIO provides include: hosting HAZMAT compliance data 
and registers, quality management systems, laboratory management systems, 
field surveying tools, on demand programming services, data migrations and 
training. HRL has said a key differentiator of its software solution is that it gives 
control and management of the data back to the owner/operator of the asset and 
allows them to make better decisions around their portfolio. Typically, registers 
are paper based systems and the service provider controls the data directly.  

Strategic rationale 

HRL acquired the business in April 2017 for A$2.75m cash plus a maximum 
earn-out of A$0.75m (still in the earn-out period). HRL believes its software 
business provides the following strategic benefits to the group:  

 Complements and strengthens its existing HAZMAT businesses: it 
provides an integrated reporting and data management solution to support 
its field sampling and laboratory services.  

 Provides exposure to other HAZMAT revenue streams: OCTFOLIO 
brought with it additional long-term contracts to host client’s registers and 
data. This introduced the group to new customers in local councils, health 
and education which HRL could market its other field services too.  

 Possible applications to new markets: mainly used for HAZMAT registers 
and data collection at present. HRL believes it could be applied to a wider 
range of asset monitoring and auditing.  

Revenue model 

It operates a software-as-a-service (SaaS) revenue model whereby recurring 
monthly fees are received from each of its customers. As a result, the number of 
customers signed up to OCTFOLIO, the average revenue per customer and the 
cost of acquiring the customer are key drivers for this business. Importantly, the 
product is highly scalable.  

Growth opportunities 

In FY18 OCTFOLIO focused on improving its software to meet the needs of 
potential customers in new market segments and reduce future third party data 
hosting costs. This included improving its mobile applications, client portals and 
customer boarding process. The full commercial release of these improvements 
was made at the end of August 2018 and will enable OCTFOLIO to grow its 
business in FY19 and beyond.  
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Financial overview and forecasts 

Financial summary 

Volume is the primary driver of HRL’s revenue and profitability and is a function 
of the number of laboratories, service lines/tests and customer demand. The 
expansion into new geographies and service lines increases the company’s 
addressable market. Historically, HRL has relied upon acquisitions to rapidly 
grow volumes and revenue. We believe its most recent acquisition of Analytica 
has provided the foundations and technical expertise to drive strong organic 
revenue growth for the group over FY19-21. Given the high price points and 
significant operating leverage of laboratory testing, we forecast HRL to deliver 
strong EBITDA growth and significant margin expansion as this revenue stream 
increases as a proportion of overall group revenue.  

The company has very limited working capital requirements and should generate 
strong operating cashflow conversion. It has a conservative balance sheet with 
no actual bank debt and a small amount of borrowings relating to finance leases 
for its plant and equipment. We forecast growth capex to increase in FY19/20 to 
support management’s medium-term revenue targets. Given the generally 
attractive payback periods HRL is able to achieve on capex, we forecast a 
material improvement in ROIC over the forecast period.  

 

Figure 27: HRL financial summary (A$m) 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

Profit & Loss analysis 

Revenue streams  

HRL generates revenue from the provision of a variety of environmental services 
which can be broadly categorised into sampling, laboratory testing and data 
management/reporting. Sampling comprises the majority of revenue from the 
HAZMAT and Geotechnical segments. Laboratory testing is primarily undertaken 
from the Food and Environmental segment and the Software segment provides 
data management/reporting solutions.  

1. Sampling: Qualified staff provide onsite audits, clearances and collect 
samples for laboratory testing (where necessary). Digital collection of 
samples ensures sampled data is efficient and accurate. Samples can also 
be analysed on site.  The HAZMAT and Geotechnical segments comprise 
the majority of sampling revenue.  

2. Laboratory testing: Samples are tested in IANZ/NATA accredited 
laboratories and services are charged on a per sample basis. The price 
charged per sample tested depends on varying factors, including the 
number of tests undertaken, the difficulty of the analysis and the customers’ 

FY16A FY17A FY18A FY19F FY20F FY21F

Revenue 8.4 13.6 27.3 34.4 39.9 44.7

Growth 63% 100% 26% 16% 12%

Operating costs 7.3 12.1 21.5 26.5 29.9 32.7

Underlying EBITDA 1.1 1.5 5.8 8.0 10.0 12.0

Growth 41% 283% 38% 26% 19%

Margins 13% 11% 21% 23% 25% 27%

Depreciation & Amortisation 0.2 0.3 1.5 2.3 2.4 2.5

Underlying EBIT 0.9 1.2 4.3 5.7 7.6 9.5

Growth 32% 267% 32% 35% 24%

Margins 11% 9% 16% 16% 19% 21%

Associate income 0.0 0.0 0.0 0.1 0.3 0.3

Net Interest 0.1 0.1 0.1 0.2 0.2 0.2

NPBT 0.8 1.1 4.2 5.6 7.6 9.5

Operating tax 0.2 0.3 1.4 1.6 2.1 2.7

Effective tax rate 28% 26% 32% 28% 28% 28%

Underlying NPATA 0.6 0.8 2.8 4.0 5.5 6.9

Growth 34% 260% 41% 37% 24%

One-off items -0.2 -0.1 -2.4 -5.1 -2.2 0.0

Acquisition Amortisation -0.3 -0.5 -1.9 -1.9 -1.8 -1.0

Statutory NPAT 0.1 0.1 -1.5 -3.0 1.6 5.8
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turnaround time requirements. HRL undertakes 400+ tests and prices 
charged can vary between A$5.00-1,000+. The Food and Environmental 
segment generates the majority of laboratory testing revenue, with smaller 
amounts derived from HAZMAT and Geotechnical.    

3. Data management/reporting: Reports are generated and fees for 
management plans are charged. Annual audits, ongoing re-inspections and 
management of compliance registers (cloud-based solution offered) 
provides a recurring source of revenue. Data management/reporting 
revenue is primarily received from the Software segment.  

While price is an important determinant, the volume of sampling, testing and 
data management is the primary driver of HRL’s revenue growth. Volume is a 
function of the number of laboratories operated, the number of service lines/tests 
offered across each of these laboratories and customer demand. The expansion 
into new geographies and service lines increases the company’s addressable 
market.  

  

Figure 28: Revenue streams Figure 29: Number of accredited laboratories operated 

 
 

   SOURCES: COMPANY REPORTS    SOURCES: MORGANS, COMPANY REPORTS 

  

Revenue growth to date 

HRL has experienced strong revenue growth over FY15-18, increasing at 80% 
CAGR. The strong growth has predominantly been acquisition led. Seven 
acquisitions over FY15-18 have added seven accredited laboratories to the 
group and expanded the company’s service offering to four broad end markets, 
in Asbestos/Hazardous materials, Geotechnical testing, Environmental testing 
and Agriculture/Food testing.  

HRL has also pursued organic growth opportunities over this period. The 
company has green fielded four laboratories (Darwin, Auckland, Wellington and 
Dunedin), enabling it to rapidly establish a portfolio of 11 accredited laboratories 
across Australia and New Zealand. In addition, management has sought to 
optimise the performance of its acquired business by adding new capabilities. 
This has been evidenced in FY18 with the addition of acid sulphate soils, 
gravimetric dust and crystalline silica service lines to the Australian HAZMAT 
business.  

Key expense items 

HRL’s strict focus on cost control (very lean corporate overheads) is a strong 
element of its corporate culture. This was evidenced by the FY18 result where 
corporate costs rose just 1.5% despite integrating Analytica into its operations 
and experiencing very strong top line growth.  

As an environmental services company, HRL’s technical and customer facing 
staff are a fundamental element of its business model. As a result, employee 
expenses are the company’s largest operating expense and comprise 
approximately 66% of its total operating cost base. Given employee expenses 
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are largely fixed in nature, particularly in relation to technical staff, the company 
does have the potential to benefit from positive operating leverage from 
incremental increases in laboratory testing volumes.    

Laboratory consumables are a variable cost and are used in the provision of 
testing services. These are HRL’s next largest cost item at around 16% of its 
operating costs. Rent and property (~5% of operating costs), travel and business 
development (3%) and other corporate-related expenses (~10%) comprise the 
balance.  

 

Figure 30: FY18 operating cost base composition  

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

EBITDA and margins 

Figure 31: Historical and forecast EBITDA (A$m) and EBITDA margins 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

EBITDA is a key reporting metric for HRL. This measure does not include HRL’s 
share of profit (or loss) from its equity investment in CAIQTest, which is 
recognised at the associate income line. Of HRL’s three revenue streams, 
laboratory testing and cloud-based data management/reporting generate the 
most attractive EBITDA margins. The large variable labour cost component 
means field sampling generates lower relative EBITDA margins.     

Over FY15-18, HRL’s EBITDA has increased at a CAGR of ~320% and margins 
have risen from 1.7% to 21.1%. In FY18, HRL experienced a step-change in 
earnings growth and quality as it benefited from the increased scale its seven 
month contribution from Analytica provided. Analytica generates very strong 
EBITDA margins (~40% since inception) due to its exclusive focus on laboratory 
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testing. There is significant operating leverage from incremental volumes above 
a break-even point in laboratory testing.  

Over FY18-21, we forecast group EBITDA to increase at a CAGR of 28% and 
EBITDA margins to rise 570bp to 26.8%. 

Depreciation and amortisation (D&A) expense 

HRL focuses on ‘operating D&A’ which excludes the amortisation of intangible 
assets ‘acquired’ through acquisition. In essence, operating D&A represents the 
depreciation of the actual assets needed to support the ongoing activities of the 
business.  

HRL’s operating D&A primarily relates to its laboratory equipment acquired 
under the Analytica acquisition. Technological advancement can quickly result in 
obsolescence of laboratory equipment and as a result, it is depreciated on a 
diminishing value basis at around 40%. The balance of operating D&A relates to 
plant and equipment associated with the HAZMAT and Geotechnical segments. 
These assets have a longer useful life and are generally depreciated on a 
straight line basis at around 20%.  

The step-up in FY18 D&A reflected the seven month contribution from Analytica. 
We expect D&A will continue to increase slightly throughout the forecast period 
as HRL benefits from a full twelve month contribution from Analytica and 
continues to invest in growth capex to support its medium-term revenue targets.  

Associates 

The associates line represents HRL’s share of profit (or loss) from its 26% equity 
investment in CAIQTest. HRL acquired its ownership interest in CAIQTest as 
part of the acquisition of Analytica in December 2017. HRL recognised a A$28k 
loss for its seven months of ownership of CAIQTest in FY18.  

We view CAIQTest as an exciting blue sky opportunity for HRL. Given our 
expectation the joint venture receives its final round of certifications by the end 
of CY18, we forecast it to achieve profitability in FY19 and generate associate 
income of A$0.1m, increasing to A$0.25m in FY20. We believe our forecasts for 
CAIQTest could prove to be conservative and will monitor the progress of the 
joint venture closely.  

Net interest expense 

Given its small amount of borrowings (finance leases for equipment), HRL’s 
historical net interest expense has been very modest. As at Jun-18, the interest 
rates on its finance leases varied between 4.35-7.37%. We forecast a small 
increase in net interest expense as HRL draws down on its equipment finance 
facilities to fund its capex in FY19.  

Tax rate 

HRL operates across both Australia and New Zealand. The New Zealand 
corporate tax rate is 28%. The Treasury Laws Amendment Act 2017 has 
reduced the Australian company tax rate to 27.5% for small businesses with 
turnover of less than A$50m. Based on our revenue forecasts, we assume HRL 
qualifies for the tax rate concession. Given the weighting of HRL’s earnings to its 
New Zealand operations, we have assumed an effective tax rate of 28% 
throughout the forecast period.   

Underlying NPATA and one-off items 

In line with management’s disclosure, we model HRL’s earnings based on 
underlying NPATA which excludes one-off costs such as acquisition related 
expenses, earn-out expenses/adjustments and acquisition amortisation. Given 
HRL’s acquisitive history to date, the company has incurred a number of one-off 
costs each year. While one may question whether these are in fact one-off costs, 
we believe underlying NPATA provides the best representation of the underlying 
performance of the business. We model one-off expenses of A$5.1m in FY19 
and A$2.2m in FY20 which relates to the provisioning of the Analytica earn-out.  
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It is also worth providing greater detail on acquisition amortisation - the ‘A’ in 
NPATA. Under acquisition accounting, a portion of the purchase price is 
allocated to intangible assets such as customer contracts, licenses and 
accreditations and software. The amortisation associated with these acquired 
intangibles is not an ongoing cost to the business and as a result, the company 
reports this charge below the line. We model acquisition amortisation of 
A$1.9/1.8/1.0m in FY19/20/21.    

Business unit performance 
 

Figure 32: Business unit summary (A$m) 

 
   SOURCES: MORGANS, COMPANY REPORTS 

 

HAZMAT: We forecast a three year revenue CAGR of 7.8%, EBITDA CAGR of 
11.7% and 260bp expansion in EBITDA margins. Our forecasts are underpinned 
by growth in its recently launched environmental laboratory tests and ongoing 
demand in the asbestos service line. We see further scope to leverage 
Analytica’s technical expertise to expand its service offering, increase laboratory 
utilisation and diversify into new geographies.      

Geotechnical: We forecast a three year revenue CAGR of 8.3%, EBITDA 
CAGR of 68.1% and a material improvement in EBITDA margins. We expect 
top-line growth will be driven by robust civil infrastructure and commercial 
development activity in South East Queensland. The assumption of normal 
seasonal conditions should support improved profitability in FY19. Over the 
medium-term, there are considerable opportunities to deliver efficiency gains 
through increased automation.  

FY16A FY17A FY18A FY19F FY20F FY21F

Operating Revenue 

HAZMAT 8.4 11.2 10.9 11.5 12.6 13.6

Growth 34.1% -3.4% 5.5% 10.0% 8.0%

Geotechnical n/a 2.3 7.7 8.5 9.1 9.8

Growth n/a 237.8% 10.0% 7.5% 7.5%

Food and Environment n/a n/a 8.2 13.7 17.2 20.0

Growth n/a n/a 67.5% 25.0% 16.5%

Software n/a 0.1 0.5 0.7 0.9 1.2

Growth n/a 358.5% 40.0% 35.0% 30.0%

Total 8.4 13.6 27.3 34.4 39.9 44.7

Growth 62.7% 100.1% 26.0% 15.9% 12.1%

EBITDA

HAZMAT 2.2 2.3 2.5 2.8 3.1 3.5

Growth 4.1% 6.9% 10.5% 12.3% 12.4%

Geotechnical n/a 0.5 0.4 1.1 1.5 1.7

Growth n/a -19.6% 205.5% 32.3% 17.6%

Food and Environment n/a 0.0 4.1 5.6 7.0 8.1

Growth n/a n/a 36.3% 25.0% 16.5%

Software n/a 0.1 0.2 0.4 0.5 0.7

Growth n/a 228.7% 89.8% 48.5% 41.8%

Corporate -1.2 -1.3 -1.3 -1.8 -2.0 -2.1

Growth 13.7% 1.5% 35.0% 10.0% 3.0%

Total 1.1 1.5 5.8 8.0 10.0 12.0

Growth 41.1% 282.7% 37.8% 26.1% 19.4%

EBITDA margin

HAZMAT 26.7% 20.7% 22.9% 24.0% 24.5% 25.5%

Geotechnical n/a 19.7% 4.7% 13.0% 16.0% 17.5%

Food and Environment n/a n/a 49.8% 40.5% 40.5% 40.5%

Software n/a 51.5% 36.9% 50.0% 55.0% 60.0%

Total 12.8% 11.1% 21.1% 23.1% 25.2% 26.8%

Sales Revenue % Split

HAZMAT 100.0% 82.4% 39.8% 33.3% 31.6% 30.5%

Geotechnical 0.0% 16.8% 28.3% 24.7% 22.9% 22.0%

Food and Environment 0.0% 0.0% 30.1% 39.9% 43.1% 44.8%

Software 0.0% 0.8% 1.8% 2.0% 2.4% 2.8%

EBITDA % Split

HAZMAT 100.0% 82.1% 35.0% 28.1% 25.7% 24.7%

Geotechnical 0.0% 15.9% 5.1% 11.3% 12.2% 12.3%

Food and Environment 0.0% 0.0% 57.4% 56.9% 57.8% 57.7%

Software 0.0% 2.0% 2.6% 3.6% 4.3% 5.3%
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Food and Environment: We forecast a three year revenue CAGR of 34.6%, 
EBITDA CAGR of 25.7% and flat EBITDA margins. Beyond a full year 
contribution from Analytica in FY19, we expect growth will come from its 
environmental service line, an expansion of its strategic alliance with MilkTestNZ 
(greater finished dairy product testing) and increased animal health disease 
monitoring services. Given an expected investment in developing new service 
lines and recognising the strength of the prior year result, we assume margins 
fall in FY19 and remain flat throughout the forecast period.  

Software: We have been conservative in our forecasts of the Software business 
until we see greater growth in absolute terms.  

Corporate: Given the increased scale of the overall business, we assume solid 
growth in corporate costs in FY19/20. 

FY19 outlook 

HRL has not provided formal FY19 earnings guidance, however it has outlined a 
number of strategic priorities for the year ahead:  

 It plans to utilise Analytica’s intellectual property and expertise to enter new 
service lines in both Australia and New Zealand;  

 It will use new equipment, technology and software platforms to generate 
operational efficiencies and improve margins;  

 Deliver focused business development plans to target new customers and 
maintain its existing customer base;  

 Increase cross-selling activities between each of its business units;  

 Expand into new geographies (when justified) and support its equity 
investment in CAIQTest (Pacific) with testing for food exports to China; and 

 Use the OCTFOLIO software platform to target new customers and provide 
enhanced service offerings to existing customers of its other business units.  

Earnings seasonality 

HRL’s earnings have a significant 2H skew, which is primarily a function of 
Analytica’s customer base. The New Zealand dairy and honey seasons and 
Analytica’s subsequent testing volumes (dominant service lines) are skewed to 
the 2H of the financial year. Testing volumes from the environmental service line 
can also be impacted by cold weather. In addition to the underlying seasonality 
in Analytica, HRL as a group is a growing business which will also cause 
earnings to be 2H weighted. While it is still very early in the financial year to 
make an accurate judgement, we estimate our FY19F EBITDA could be split 
~30-40% in 1H19 and ~60-70% in 2H19.  

Meth testing revenue will rebase in FY19 

Standards New Zealand published a new meth standard (NZS 8510:2017) in 
June 2017 that stimulated strong demand for meth testing throughout the 
majority of FY18. The new standard provided a guidance level (1.5 µg/100 cm2) 
that ‘high use areas’ of affected properties should be decontaminated to.  

In response to the rising frequency of testing (and subsequent cost), the NZ 
Prime Minister’s Chief Science Advisor released a report in May 2018 which 
recommended increasing the current thresholds for contamination to 15 μg/100 
cm2 (10x the level under NZS 8510:2017). Basically, the report said the 
threshold under the new standard was too low and that higher levels of meth in 
properties could be tolerated without any health impacts. HRL said the release 
of the Chief Science Advisor’s report in May did have an immediate impact 
(during FY18) on its testing volumes across Analytica and Precise, particularly in 
relation to remediation and clearing testing.  

Analytica provides laboratory testing at both the initial baseline inspection phase 
(majority of tests occur at this level) and if remediation is required at the 
subsequent clearance testing phase. Laboratory testing is the most reliable 
method available to landlords and insurance companies in determining meth 
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contamination levels. HRL has said it expects demand for meth testing will revert 
back to 2017 levels (pre NZS 8510:2017) and that the initial boost in demand 
experienced throughout the majority of FY18 (more 2H18 weighted) added 
~A$1m of additional revenue, which we do not expect to recur in FY19.    

HRL said Precise also experienced a decline in property contamination testing 
revenue leading up to and after the release of the May report. It believes initial 
indications are that property contamination inspections will be ~50% lower going 
forward. It will reallocate Precise staff to its other HAZMAT service lines, such as 
Asbestos and other occupational hygiene. We estimate Precise benefited from 
~A$1m of one-off revenue in FY18, which we do not expect to recur in FY19.  

The Australian market for meth testing is still developing. However, HRL has 
started to send meth testing kits to Australia in response to emerging customer 
demand. 

Morgans’ forecasts 

Over FY19-21, we forecast a revenue CAGR of 18%, EBITDA CAGR of 28% 
and underlying NPATA CAGR of 34%. We forecast the higher-margin Food and 
Environmental segment to drive group earnings growth over this period.  

In FY19, we forecast underlying NPATA to rise 41.4% to A$4.0m due to a full 
twelve month contribution and growth from Analytica, a rebound in Geotechnical 
earnings (assuming normalised seasonal conditions) and growth in HAZMAT’s 
environmental testing.  

In FY20/21, we forecast 36.9%/24.5% growth in underlying NPATA. We assume 
strong growth from Food and Environmental on the basis it is able to leverage its 
strategic alliances and dominant market positions to expand into new service 
lines and geographies. We assume more modest growth in HAZMAT and expect 
Geotechnical to grow its top-line and achieve small efficiency improvements. We 
assume Software continues to add new customers over the forecast period. 

We believe there could be further upside to our HAZMAT forecasts if HRL is 
able to add new service lines, enter new geographies and improve the overall 
utilisation of its laboratories. While we assume growth capex to fund the 
purchase of laboratory equipment to support new service lines, we do not 
assume further acquisitions in our forecasts.  

Risks 

Given HRL is still an emerging environmental services company, there are a 
number of risks to our forecasts which include:  

 Meth testing volumes deteriorate more than expected (i.e. they fall below the 
level experienced in FY17);   

 Adverse changes in regulations that reduce demand for certain laboratory 
tests;  

 Unfavourable weather events in South East Queensland impact the 
Geotechnical business;  

 Inability to successfully develop new service lines or win market share when 
the service lines are launched;  

 Margins are impacted by a greater than expected level of reinvestment in 
the business or competitive pressures;   

 China regulatory change reduces the profitability of CAIQTest;  

 Breakdown in its strategic alliances, such as that with MilkTestNZ or a loss 
of a major customer;  

 Loss of key management personnel (including the vendors of Analytica) 
which limits the company’s ability to develop new innovative service lines; 
and 

 Adverse changes in the AUDNZD exchange rate.  
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Figure 33: AUDNZD exchange rate 

 

   SOURCES: IRESS 

 

 

Dividend policy 

HRL does not have a dividend policy or intend to pay dividends in FY19. The 
company is very much in its growth stage and will reinvest excess capital back 
into the business, use it to fund the Analytica and OCTFOLIO earn-outs or use it 
to make further acquisitions. Importantly, the company targets payback periods 
of ~2 years when investing in new equipment and service lines to its existing 
laboratories.   

Balance sheet comments 

HRL has a rather straightforward balance sheet, particular points of interest 
include:  

 Working capital requirements are fairly low. The company carries a small 
amount of inventory in the form of laboratory consumables. Trade 
receivables are for the provision of services rendered and typically require 
payment in 30 days. Similarly, trade payables are also settled within 30 days. 
As a result, HRL has a short cash conversion cycle.  

 Equity investments relate to HRL’s 26% interest in CAIQTest Pacific which 
it acquired as part of the Analytica acquisition. CAIQTest generated total 
revenue of A$1.1m during the 7 months of HRL’s ownership in FY18. Its 
26% share of the loss during this period was A$28k.  

 PP&E (~16% of total assets) is primarily comprised of lab and field 
equipment and materially increased with the acquisition of Analytica. The 
depreciation of Analytica’s high end laboratory equipment is done on a 
diminishing value basis (front loads the depreciation charge). While all other 
PP&E uses the straight line method.  

 Intangibles (~18% of total assets) include customer contracts, licenses and 
accreditations, software and other intangibles. The majority of the 
intangibles balance has been acquired through HRL’s various business 
combinations. The company capitalises a very small amount of software 
development costs in relation to the OCTFOLIO business.  

 Goodwill (~38% of total assets) is predominantly attributed to the 
acquisition of Analytica (~52% of the goodwill balance) and the HAZMAT 
segment (~29%). We note the Analytica acquisition is performing very 
strongly and the full earn-out is expected to be paid.  

 Provisions largely reflect the accrual of the maximum Analytica earn-out 
(apportioned for the vendors current service completed), as well as potential 
contingent consideration under the OCTFOLIO acquisition. HRL will pay the 
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Analytica vendors cash of NZ$5.5m in December 2018 and the remaining 
50% in equal monthly instalments thereafter.  

 HRL was in a net cash position of A$4.8m as at 30 June 2018. Its total 
borrowings of A$1.1m relate to finance leases for motor vehicles and 
equipment. The company has no bank debt and total equipment financing 
facilities of A$3.8m (A$2.7m unused at Jun-18). The interest rates on the 
finance leases vary between 4.35-7.37%.  

 Operating leases are entered into for properties and motor vehicles. HRL 
had total operating lease commitments of A$2.0m as at Jun-18. Under 
AASB16 operating leases will be brought onto the balance sheet as finance 
leases in FY20.  

Cashflow comments 

Operating cashflow 

HRL has generated positive operating cashflow since 4Q17 as it has continued 
to increase its scale and profitability. The company delivered a much improved 
FY18 operating cashflow result of A$4.4m compared to a small outflow in the 
pcp.  

As a services provider with low working capital requirements, we expect HRL will 
generate strong future operating cashflow conversion. The company’s strong 
cashflow generation was evidenced in the FY18 result where operating cashflow 
conversion was ~94%. As a result, we forecast HRL to generate cashflow 
conversion of just under 100% throughout the forecast period. A build in 
receivables as the top-line grows could be the greatest risk to this assumption.   

Capex  

We forecast maintenance capex of A$2m pa to sustain the quality of HRL’s 
existing laboratory equipment. The acquisition of Analytica has added ~30-50 
pieces of new equipment to the group.  

In addition, we assume growth capex of ~A$2m pa in FY19 and FY20. Given 
management’s medium-term revenue target, we believe growth capex will be 
necessary to fund the purchase of equipment to support potential new service 
lines and/or potential new greenfield laboratory sites. We expect a significant 
amount of HRL’s capex will be funded through its unused equipment finance 
facilities. 

As we have highlighted, payback periods vary depending on the nature of the 
investment. We understand new equipment/service lines added to an existing 
laboratory have very attractive payback periods of ~2 years. Larger greenfield 
laboratory expansion into new regions generally has a 3-5 year payback.  

Earn-out payments 

In line with management’s expectations, we expect the full NZ$11.0m earn-out 
payment will be made to the vendors of Analytica. We forecast HRL will make  a 
cash payment of A$7.7m in FY19 and the balance of A$2.5m to be paid in FY20. 
The weighting of the earn-out payment to FY19 is due to the fact that 50% of the 
earn-out is paid in December 2018 with the balance paid in equal monthly 
instalments thereafter. The earn-out will be funded through the company’s 
existing cash reserves and operating cashflow generated in FY19/20.  

Capital structure 

HRL has 493.4m ordinary shares on issue. It has issued 2.6m of performance 
rights (which are subject to vesting conditions) to management under its 2016 
LITP (see next section for more detail). It also issued a total of 4.8m options to 
its capital advisors during FY18. The options expire on 31 December 2019 and 
are exercisable at 18.0cps, 20.0cps and 23.0cps (1.6m shares at each exercise 
price).  
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Management incentives 

HRL has a 2016 long term incentive plan (LTIP) in place. Under the 2016 LTIP, 
HRL has issued ~2.6m of unlisted performance rights to its key management in 
CEO, Steven Dabelstein and CFO, Michael Harvey, as well as to the general 
managers of OCTIEF, Precise and Morrison. The performance shares expire on 
30 June 2019.  

The primary vesting condition of the performance shares is based on HRL’s 
share price appreciation from its 30 day VWAP at 1 July 2016 of 11.7cps. The 
performance shares will vest if the HRL share price increases and stays at either 
of the following levels for 14 consecutive trading days: 

 33% within 1 year to 15.6cps; or 

 66% within 2 years to 19.4cps; or  

 100% within 3 years to 23.4cps. 

In addition, there is a secondary vesting condition which is tied to the number of 
years of service. Under this condition, 33% of the shares will vest after 1 year of 
service (from 1 July 2016), the next 34% after 2 years of service and the final 
34% after 3 years of service.  

Importantly, both the primary and secondary conditions must be met in order for 
the performance shares to vest. We share the Board’s view that the LTIP helps 
align the interests of its key management and shareholders (tied to returns).  

We understand that another LTIP will be put in place once the 2016 LTIP 
expires on 30 June 2019. In addition to share price appreciation and service, we 
believe a vesting condition tied to a measure of group profitability would be 
appropriate in order to improve shareholder returns over the medium to longer 
term.   
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Appendix 

Board and management 

Darren Anderson, Executive Chairman – replaced Kevin Maloney on 17 
August 2018. Darren has played an important role in executing the company’s 
strategy since its transition into the environmental services industry. He was a 
Director and shareholder of the OCTIEF business (HRL’s first HAZMAT 
acquisition) and has a strong managerial and entrepreneurial background. 
Darren was formerly the Executive Director and Chief Operating Officer of 
Diversified Mining Services Ltd, an unlisted public company which, at its peak in 
mid-2012, generated revenue in excess of A$200m and employed 850 
personnel. He was also the founder and Managing Director of the Anderson 
Group of Companies. Over 15 years, it grew from a single person operation in 
Mackay to a company with more than 300 employees and 12 operating divisions 
across both Queensland and NSW, servicing the Australian and international 
coal industries. Darren was appointed on 15 September 2014 to the HRL Board 
and has total direct and indirect interests of 21,283,806 shares in HRL.  

John Taylor, Non-Executive Director – founding partner of Taylors Solicitors, 
Mackay, a Senior Counsellor of the Queensland Law Society and has over 40 
years’ experience in commercial and property transactions and litigation. He was 
a director of the ASX listed The MAC Services Group Limited from 2006 to 2010. 
He is also a former Chair of the Mackay Port Authority and a Board member of 
Tourism Mackay and Mackay Regional Economic Bureau. John was appointed 
on 25 November 2014 to the HRL Board and has total direct and indirect 
interests of 1,784,486 shares in HRL.  

Steve Howse, Executive Director – former shareholder and director of the 
recently acquired Analytica Laboratories. He remains a General Manager of 
Analytica and is responsible for strategy, customers and business development. 
Steve has an honours degree in Agricultural Science from Massey University 
and over 25 years’ executive experience working in New Zealand science and 
technology businesses, with a focus on agribusiness and commercial analytical 
testing. He was a director of Synlait Farms Ltd (up to its sale in 2014) and until 
recently has been the deputy chair of Waikato Institute of Technology in New 
Zealand. Steve was appointed on 1 March 2018 and has total and direct and 
indirect interests of 12,190,297 shares in HRL.   

James Todd,  Non-Executive Director – an experienced company director, 
corporate adviser and investor. He commenced his career in investment banking, 
and has taken active roles with, and invested in, a range of public and private 
companies. He was until recently Managing Director of Wolseley Private Equity, 
an independent private equity firm he co-founded in 1999. He holds a Bachelor 
of Commerce and Bachelor of Laws from the University of New South Wales 
and a Graduate Diploma from the Financial Services Institute of Australia 
(FINSIA), where he is a Fellow. James was appointed on 1 March 2018 to the 
HRL Board and does not own any shares in HRL.   

Steven Dabelstein, CEO – was appointed CEO on 5 January 2015. Has a 
strong financial and operational background in various roles, including most 
recently as General Manager Commercial and Qld Mining/Maintenance Services 
with Diversified Mining Services Limited. Steven’s experience includes public 
practice accounting, manufacturing, service and the construction industries. His 
previous roles have provided exposure to large-scale international businesses 
reporting through and working with companies in the US, Asia and Europe. 

Michael Harvey, CFO – a Chartered Accountant and Chartered Secretary. 
Michael holds Bachelor degrees in Business and Property Economics and post 
Graduate Diplomas in Accounting and Corporate Governance. Michael has 
more than 15 years in the accountancy profession in Australia, having worked 
for eight years in audit, and subsequently over five years in commercial roles as 
financial controller for a number of listed companies mainly in the property and 
resources sector. Has experience in all aspects of company financial reporting, 
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internal control, corporate regulatory and governance areas, business 
acquisition and disposal, due diligence and company secretarial responsibilities. 

Shareholders 

A highlight of HRL is the alignment between management, Board and 
shareholders through their share ownership. We estimate that key management 
and the Board own ~17.8% of the company. Importantly, the vendors of 
Analytica received a portion of their consideration in HRL scrip and all existing 
Directors and key management supported the acquisition’s capital raising. We 
consider this a positive indication of their expectation of the company’s future 
prospects. HRL is also well held institutionally with some of its larger 
shareholders being on the register since its beginnings.  

 

Figure 34: HRL substantial shareholders 

 
   SOURCES: MORGANS, IRESS 

 

  

Shareholder Shares held Ownership %

Viburnum Funds Pty Ltd 93,868,178 19.02

Perennial Value 61,749,597 12.52

Entities associated with Mr Terrence Cooney 36,570,891 7.41

Adam Smith Asset Management 25,900,000 5.25
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