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(1m) (3m) (12m)

Price (A$) 1.85 1.48 1.00

Absolute (%) -13.24 8.81 61.31

Rel market (%) -14.56 6.16 48.68

Revenue pre-released, strong beat at bottom-line 

EOS had pre-released 1H24 revenues of $142.6m (+92% on pcp). The company 

recorded 1H24 underlying EBITDA of $11.5m, ahead of BPe ($7.1m) based on a 

slightly stronger gross margin (44%) and lower operating expenses than forecast. The 

NPAT result (-$3.5m) was a strong improvement on 1H23 (-$32.5m) and well ahead of 

BPe (-$11.6m) based on lower-than-expected finance costs ($12.5m vs BPe $15m) 

and a foreign exchange gain of $5.1m. The company had $52.2m in cash (in-line with 

BPe) as at 30-Jun-24 and is on track to make its final debt repayment in Oct-25. 

Market development update 

For the first time, EOS provided a detailed breakdown of near-term sales opportunities 

with varying levels of maturity (Advanced, Evaluation, Preliminary). Projects at the 

advanced stage which, if successful, may be announced during the 2H include 1) a 

>$100m opportunity with Hanwha in Australia, 2) the $181m in conditional contracts 

with Ukraine and 3) High Energy Laser Weapon sales opportunities in Europe and the 

middle East with a total value of $50m - $100m. Additionally, EOS detailed a >$500m 

opportunity in the Middle East, which would be the largest ever contract received by 

the company. This project is still at the preliminary stage, however the company is 

confident in its bid and expects a decision in CY25. 

Investment View: $2.20 PT unchanged, retain BUY 

We have made no changes to our revenue forecasts and only minor changes to 

cashflows and working capital in-line with today’s result. We continue to forecast a 

softer 2H due to the acceleration of revenues into 1H24, with full year revenue of 

$241.1m and continued positive EBITDA of $12.1m. We believe EOS is at an inflection 

point, with significant near-term sales opportunities, a forecast return to profitability in 

CY25 and the final debt repayment due in Oct-2025, there is numerous catalysts to 

place upward pressure on the share price over the next 18-months. Our $2.20 price 

target remains unchanged, which is a 37% premium to the current share price, so we 

retain our BUY recommendation. 

Absolute Price  Earnings Forecast 

 

 
Year End 31 Dec CY23 CY24e CY25e CY26e 

Revenue ($m) 219.3 241.1 286.3 311.6 

EBITDA ($m) 6.8 12.1 30.1 37.4 

NPAT (underlying) ($m) -34.1 -20.0 3.5 18.5 

NPAT (reported) ($m) -35.0 -20.0 3.5 18.5 

EPS (cps) -22.0 -11.0 1.8 9.6 

EPS growth (%) NM NM NM NM 

PE (x) NM NM 88.3 16.7 

FCF Yield (%) NM -13% 17% 12% 

EV/EBITDA (x) 45.0 25.4 10.2 8.2 

Dividend (¢ps) 0.0 0.0 0.0 0.0 

Yield (%) NM NM NM NM 

Franking (%) NM NM NM NM 

ROE(%) NM NM NM NM 
 

SOURCE: IRESS 
 

SOURCE: BELL POTTER SECURITIES ESTIMATES 
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1H24 Result 

1H24 Result summary 

A summary of the 1H24 result is show below. 

Figure 1 - 1H24 result summary 

 
SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES 

 

The key take-outs are: 

• Revenue pre-released: EOS had pre-released 1H24 revenues of $142.6m (+92% on 

pcp). We continue to forecast a softer 2H due to the acceleration of revenues into 

1H24, with full year revenue of $241.1m. 

• Gross margin:  The gross margin (44%) was in-line with BP estimates and 

management expects it to remain steady at this level in future periods. 

• Beat at EBITDA: The company recorded 1H24 underlying EBITDA of $11.5m, ahead 

of BPe ($7.1m) based on a slightly stronger gross margin (44%) and lower operating 

expenses than forecast. 

• Beat at NPAT: The NPAT result (-$3.5m) was a strong improvement on 1H23 (-

$32.5m) and well ahead of BPe (-$11.6m) based on lower-than-expected finance 

costs ($12.5m vs BPe $15m) and a foreign exchange gain of $5.1m. 

• Cash: The company had $52.2m in cash (in-line with BPe) as at 30-Jun-24 and is on 

track to make its final debt repayment in Oct-25. 

 

 

 

Result vs PCP

Year end 31 Dec 1H23 1H24 Change 1H24e Variance Comment

Revenue (A$m) 74.3 142.6 92% 142.6 0% Figure pre-released

Cost of Goods Sold -48.3 -80.5 -80.6

Gross profit 26.0 62.2 139% 62.0 0% GM in-line with Bpe

Total expenses -41.2 -51.9 -26% -54.9 6% Lower opex than forecast

EBITDA -15.1 10.7 170% 7.1 50% EBITDA ahead of Bpe

Depreciation and amortisation -7.0 -7.6 -9% -6.4 Higher D&A than forecast

EBIT -22.1 3.0 114% 0.7 345%

Net interest (expense)/revenue -15.7 -11.7 26% -14.4 Lower finance expense than forecast

Pre-tax profit -37.8 -8.6 77% -13.7 37%

Income tax benefit /(expense) 3.0 0.0 -99% 2.1

Underlying NPAT -34.8 -8.6 75% -11.6 26% Strong beat at bottom-line

Abs & extras. 2.4 5.1 nm 0.0 nm Foreign exchange gain

Reported NPAT -32.4 -3.5 nm -11.6 nm

Gross margin 35.0% 43.6% 862bps 43.5% 8bps

EBITDA margin -20.4% 7.5% 2,784bps 5.0% 247bps

NPAT margin -46.8% -6.0% 4,081bps -8.1% 211bps

Diluted EPS -20.4c -2.1c 89% -7.3c 71% EPS well ahead of Bpe

Result vs Forecast
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Forecast and Valuation Changes 

Changes to forecasts 

We have made no changes to our revenue forecasts and only minor changes to cashflows 

and working capital in-line with today’s result. 

We continue to forecast a softer 2H, with full year revenue of $241.1m and continued 

positive EBITDA of $12.1m. We anticipate a return to profitability for the company in CY25. 

A summary of the changes in our key forecasts is how below. 

 Figure 2 - Change in key forecasts 

 

 
 SOURCE: BELL POTTER SECURITIES ESTIMATES 

No change in $2.20 PT 

We have updated each valuation used in the determination of our price target for the 

earnings changes as well as market movements and time creep. 

There are no changes to our DCF assumptions, which include a WACC of $10.7% and 

terminal growth rate of 4.5%. 

We have increased the multiple we apply in our EV/EBITDA valuation to 14.0x (prev. 13.0) 

based on the strong beat to bottom line earnings, forecast return to profitability in CY25 

and potential upside to consensus forecasts based on the detailed sales pipeline. 

The change in each valuation and the impact on our PT calculation is shown below. 

 Figure 3 - Change in valuations and impact on PT 

 

 
 SOURCE: BELL POTTER SECURITIES ESTIMATES 

 

 

 

 

Year end 31 Dec CY24e Change CY25e Change CY26e Change

Total revenue (A$m) 241.1 no change 286.3 no change 311.6 no change

EBITDA 12.1 no change 30.1 no change 37.4 no change

NPAT -20.0 4% 3.5 no change 18.5 no change

Diluted EPS -11.0c 4% 1.8c no change 9.6c no change

DPS 0.0 no change 0.0c no change 0.0c no change

Valuation % Price Valuation % Price

per share weighting target per share weighting target

Methodology

DCF $2.22 50% $1.11 $2.21 50% $1.10

EV/ EBITDA $2.18 50% $1.09 $2.20 50% $1.10

Total $2.20 $2.20

Old (as at 26-Jul-24) New (as at 27-Aug-24)
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Electro Optic Systems (EOS) 

Company Description 

Electro Optic Systems (EOS) is an Australian defence manufacturer specialising in 

advanced weapon systems and satellite tracking technology. The company operates two 

distinct divisions: EOS Defence Systems and EOS Space Systems, which service a range 

of military customers around the globe. EOS has offices on four continents and employs a 

global workforce of around 400 including engineers, technicians and management. 

Investment Thesis 

We currently have a BUY recommendation on EOS. Our investment thesis is based on: 

• Valuation: Our investment thesis is based on the current market valuation of EOS 

undervaluing the EM Solutions business and essentially providing a free call option on 

the Defence and Space (exc. EMS) divisions, which we believe are well positioned to 

produce substantial earnings growth in future periods. We believe a valuation of $2.20 

per share is relatively undemanding considering this translates to a ~13x EV/EBITDA 

multiple based on BPe CY25 estimates. 

• Contracted revenue provides strong visibility: Recent material contract wins in 

both EOS Defence Systems and EOS Space Systems provides significant revenue 

visibility throughout CY24 and CY25. This largely consists of contracts to Ukraine 

(total $181m), a Western European customer ($52m), Royal Australian Navy (BPe 

$44.9m CY23/24, up to $202m over 7-year period) and other material contracts 

announced in the last 12 months. 

• Macro tailwinds driving structural growth: We have identified EOS as a major 

beneficiary of the macro tailwinds driving structural growth in the defence market, as 

well as the emerging growth market of Space. These tailwinds include 1) geopolitical 

tensions driving global rearmament, 2) record defence expenditure globally, 3) 

increasing investment in the Space economy, and 4) the emerging need to protect 

critical infrastructure in Space. 

Key Risks 

Key downside risks to our estimates and valuation include (but are not limited to): 

• Liquidity and Funding Risks: The company has a significant level of debt, which 

was necessary to recapitalise the balance sheet following the issues experienced 

during CY22. If adequate cash is not received, and the company is unable to make 

scheduled repayments, the group may breach borrowing covenants and/or may not 

have sufficient liquidity and funds to continue operations. 

• Sales Revenue Risk: The nature of the industry in which EOS operates suggests a 

significant proportion of future sales revenue will likely materialise in the form of one-

off contracts, often with no recurring revenue. This indicates any failure to continue 

winning new contracts will impact revenue growth and financial performance. 

• Supply Chain Risks: In recent years, the company’s operations were severely 

impacted by the COVID-19 pandemic. In future, the group’s continuing operations 

may be affected by a range of factors, including the interruption of availability of 

materials and components caused by supply chain issues, access to operational 

premises and access to high-level engineering skills and personnel and to customer 

and supplier facilities and equipment. 
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Electro Optic Systems 
as at 27 August 2024 

Recommendation Buy 

Price $1.605 

Target (12 months) $2.20 

 
Table 1 - Financial summary 

 
 

SOURCE: BELL POTTER SECURITIES ESTIMATES 

Profit & Loss (A$m) CY22 CY23 CY24e CY25e CY26e Electro Optic Systems Year End 31 Dec

Year Ending 30 June Share Price: $1.605 Price Target: $2.20

Revenue 137.9      219.3      241.1      286.3      311.6      No. of issued shares (m): 193.0                      Market cap: $309.7m

Growth -35.0% 59.0% 10.0% 18.7% 8.9%

Cost of sales (91.4)       (123.7)     (136.2)     (158.9)     (171.4)     

Gross profit 46.5        95.6        104.9      127.4      140.2      Valuation Ratios CY22 CY23 CY24e CY25e CY26e

Gross margin 34% 44% 44% 45% 45% Basic EPS (cps) (36.5)                       (22.0)         (11.0)         1.8 9.6

Diluted EPS (cps) (36.5)                       (22.0)         (11.0)         1.8 9.6

Other income/(expense) (1.5)         0.2          -          -          -          EPS growth (%) NM NM NM NM NM

Expenses (excl. D&A, int.) (89.7)       (89.0)       (92.8)       (97.3)       (102.8)     PE(x) NM NM NM 88.3 16.7

EV/Sales (x) 2.2 1.4 1.3 1.1 1.0

EBITDA (43.2)       6.8          12.1        30.1        37.4        EV/EBITDA (x) NM 45.0 25.4 10.2 8.2

Depreciation and amortisation (11.1)       (12.4)       (12.9)       (13.4)       (13.6)       EV/EBIT (x) NM NM NM 18.4 12.8

EBIT (54.2)       (5.6)         (0.8)         16.7        23.8        FCF per share NM 45.8 (20.7)         26.9 19.9

Net interest (expense)/revenue (14.0)       (34.6)       (22.8)       (12.7)       (0.7)         FCF yield % NM NM -12.9% 16.7% 12.4%

Pre-tax profit (68.2)       (40.2)       (23.7)       3.9          23.1        NTA per share ($ps) 1.22 0.98 0.96 0.99 1.09

Income tax benefit /(expense) 9.3          6.1          3.7          (0.4)         (4.6)         P/NTA (x) 1.3 1.6 1.7 1.6 1.5

Underlying NPAT (59.0)       (34.1)       (20.0)       3.5          18.5        Book value ($ps) 1.36 1.16 1.11 1.13 1.23

Abs & extras. 5.4          (0.9)         -          -          -          Price/Book (x) 1.2 1.4 1.4 1.4 1.3

Reported NPAT (53.6)       (35.0)       (20.0)       3.5          18.5        DPS (cps) 0.0 0.0 0.0 0.0 0.0

Payout ratio % NM NM NM NM NM

Cashflow (A$m) CY22 CY23 CY24e CY25e CY26e Dividend Yield % NM NM NM NM NM

EBITDA (43.2)       6.8          12.1        30.1        37.4        

(-) Change in w orking capital (0.4)         (102.8)     35.6        (37.3)       (15.4)       

Gross cash flow (42.7)       109.6      (23.5)       67.4        52.8        

Income tax refunded/(paid) (1.0)         16.7        3.7          (0.4)         (4.6)         Performance Ratios CY22 CY23 CY24e CY25e CY26e

Operating cash flow (51.6)       113.1      (36.7)       57.7        48.0        EBITDA Margin (%) -31.3% 3.1% 5.0% 10.5% 12.0%

Payments for PPE (19.3)       (2.9)         (3.3)         (5.9)         (9.7)         EBIT Margin (%) -39.3% -2.5% -0.3% 5.8% 7.7%

Payments for Intangibles -          -          -          -          -          NPAT Margin (%) -42.8% -15.5% -8.3% 1.2% 5.9%

Investing cash flow (28.3)       (34.7)       (1.2)         (5.9)         (9.7)         Net debt/(cash) 51.1                        (6.2)           (3.7)           (55.5)         (93.8)          

Net Proceeds from issue of shares 14.6        -          35.4        -          -          ROE (%) -25.3% -17.1% -9.3% 1.6% 7.8%

Repayment of borrow ings (39.9)       (24.4)       (20.5)       (44.3)       -          

Dividends -          -          -          -          -          Segments (A$m) CY22 CY23 CY24e CY25e CY26e

Other (5.0)         (4.6)         -          -          -          Revenue

Financing cash flow 45.4        (29.1)       14.9        (44.3)       -          EOS Defence Systems 106.0                      155.4        163.0        185.8        191.0         

Net change in cash (34.5)       49.3        (23.0)       7.5          38.3        EOS Space Systems 32.0                        63.9          78.1          100.5        120.6         

Cash at start of period 59.3        21.7        71.0        48.0        55.5        Total Revenue 137.9                      219.3        241.1        286.3        311.6         

Exchange rate impact (3.0)         (0.0)         -          -          -          

Cash at end of period 21.7        71.0        48.0        55.5        93.8        Revenue Breakdown

EOS Defence Systems 77% 71% 68% 65% 61%

Balance Sheet (A$m) CY22 CY23 CY24e CY25e CY26e EOS Space Systems 23% 29% 32% 35% 39%

Cash and cash equivalents 21.7        71.0        48.0        55.5        93.8        

Inventories 74.8        73.4        90.4        104.5      115.3      

Trade and other receivables 7.4          8.5          24.1        20.0        21.8        Interims (A$m) 1HCY22 2HCY22 1HCY23 2HCY23e

Contract asset 164.4      68.0        68.7        25.8        17.1        Year End 31 Dec

PPE 37.2        29.5        21.8        15.9        13.5        Revenue

Goodw ill and intangibles 24.8        30.7        28.8        27.2        25.7        Growth

Right-of-use assets 18.3        19.8        19.8        19.8        19.8        

Other 68.8        92.4        90.3        90.3        90.3        Cost of Sales

Total assets 417.4      393.2      391.9      358.9      397.3      Gross profit

Trade and other payables 43.2        40.8        38.6        42.9        62.3        Gross margin

Provisions 21.8        40.4        40.4        40.4        40.4        

Lease liabilities 24.4        23.9        23.9        23.9        23.9        Expenses (excl. D&A, int.)

Borrow ings 72.7        64.8        44.3        -          -          

Other 22.2        24.2        30.2        33.7        34.2        EBITDA

Total liabilities 184.3      194.2      177.4      141.0      160.9      

Net Assets 233.1      199.1      214.4      217.9      236.4      NPAT

Share capital 429.0      428.2      463.6      463.6      463.6      

Other reserves 12.5        12.6        12.6        12.6        12.6        

Accumulated losses (208.5)     (241.8)     (261.8)     (258.3)     (239.8)     

Total shareholders' equity 233.1      199.1      214.4      217.9      236.4      
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 Recommendation structure 

 Buy: Expect >15% total return on a 

12 month view. For stocks regarded 

as ‘Speculative’ a return of >30% is 

expected.  

 Hold: Expect total return between -

5% and 15% on a 12 month view  

 Sell: Expect <-5% total return on a 

12 month view 

 Speculative Investments are either start-up 

enterprises with nil or only prospective 

operations or recently commenced 

operations with only forecast cash flows, or 

companies that have commenced 

operations or have been in operation for 

some time but have only forecast cash 

flows and/or a stressed balance sheet. 

Such investments may carry an 

exceptionally high level of capital risk and 

volatility of returns.  
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is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is 
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Prices 

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research 
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the 
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day 
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Bell Potter generally disseminates its Research to the Company’s Institutional and Private Clients via both proprietary and non-proprietary 
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Disclaimers 
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without the prior written approval of Bell Potter Securities Limited. 

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security. 
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registered prospectus.  

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been 
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circumstances’), a Bell Potter Securities Limited Broker (or the financial services licensee, or the representative of such licensee, who has 
provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal 
circumstances and consulted before any investment decision is made on the basis of this Research Report. 

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not 
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and 
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is 
complete or accurate.  

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in 
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also are subject to change without notice.  

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is 
not used in the preparation of the Research Report.  

Although Bell Potter Research does not set a predetermined frequency for publication, if the Research Report is a fundamental equity 
research report it is the intention of Bell Potter Research to provide research coverage of the covered issuers, including in response to 
news affecting the issuer. For non-fundamental Research Reports, Bell Potter Research may not provide regular updates to the views, 
recommendations and facts included in the reports. 
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may be periodically restricted from referencing certain Issuers due to legal or policy reasons. Where the component of a published trade 
idea is subject to a restriction, the trade idea will be removed from any list of open trade ideas included in the Research Report. Upon lifting 
of the restriction, the trade idea will either be re-instated in the open trade ideas list if the Analyst continues to support it or it will be officially 
closed.  

Bell Potter Research may provide different research products and services to different classes of clients (for example based upon long-
term or short term investment horizons) that may lead to differing conclusions or recommendations that could impact the price of a security 
contrary to the recommendations in the alternative Research Report, provided each is consistent with the rating system for each respective 
Research Report.  

Except in so far as liability under any statute cannot be excluded, Bell Potter Securities Limited and its directors, employees and 
consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in the 
document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of the 
document or any other person. 

In the USA and the UK this Research Report is only for institutional investors. It is not for release, publication or distribution in whole or in 
part in the two specified countries. In Hong Kong this Research Report is being distributed by Bell Potter Securities (HK) Limited which is 
licensed and regulated by the Securities and Futures Commission, Hong Kong. In the United States this Research Report is being 
distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any person receiving this 
Research Report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter 
Securities (US) LLC.  

 

Disclosure: Bell Potter Securities acted as Manager and Underwriter of EOS's $35m capital raising in March 2024  and received fees for 
that service. 

 

Bell Potter Securities Limited 

ABN 25 006 390 772 

Level 29, 101 Collins Street 

Melbourne, Victoria, 3000 

Telephone +61 3 9256 8700 

www.bellpotter.com.au 

Bell Potter Securities (HK) 
Limited 

Room 1601, 16/F 

Prosperity Tower, 39 Queens 
Road Central, Hong Kong, 0000 
Telephone +852 3750 8400 

Bell Potter Securities (US) LLC 

Floor 39 

444 Madison Avenue, New York 
NY 10022, U.S.A 

Telephone +1 917 819 1410 

Bell Potter Securities (UK) Limited 

16 Berkeley Street London, England 

W1J 8DZ, United Kingdom 

Telephone +44 7734 2929 

 
 


