
 

 

 

MARKET ANNOUNCEMENT 

28 November 2013  

 
Forge Group Ltd provides trading and financial update and 

requests end to voluntary suspension 
 
 

• $127 million profit writedown in FY2014 associated with Diamantina Power 
Station and West Angelas Power Station projects 

• $45 million net cash outlay required to complete both projects  
• Net cash outflows expected in November and December 2013, resulting in a 

challenging liquidity position in early December 2013  
• Australia and New Zealand Banking Group Limited (“ANZ”) has agreed to provide 

further support to Forge Group through new facilities and certain amendments to 
existing debt facilities (“ANZ Debt Facilities Amendments”)  

• The ANZ Debt Facilities Amendments will provide sufficient facilities to cover the 
liquidity challenges and strengthen Forge Group’s balance sheet  

• Allows Forge Group to continue trading on a business as usual basis, deliver its 
current work in hand and bid new work 

• Forge Group requests the ASX lifts the voluntary suspension of its shares 
 
 
Update on Power Projects  
 
Forge Group Ltd (ASX:FGE) (“Forge Group” or “Company”) today announced that 
following recent internal monthly reviews and its first quarter FY2014 financial 
re-forecasting, it had identified significant underperformance on the Diamantina Power 
Station (“DPS”) and West Angelas Power Station (“WAPS”) projects that will result in 
Forge Group incurring a one-off profit writedown of $127 million in FY2014. 
 
The DPS and WAPS projects were tendered, bid and won by CTEC Pty Ltd (“CTEC”) 
prior to Forge Group’s acquisition of CTEC in January 2012. 
 
Forge Group’s Managing Director & CEO, David Simpson commented: “I regret having 
to inform shareholders of this extremely disappointing outcome. Several commercial, 
scope estimate and planning deficiencies have recently been identified on the DPS and 
WAPS projects which contributed to the substantial erosion in profit.” 
 
The profit writedown on DPS resulted from a range of factors including inadequate 
allowance for scope growth, large cost overruns in structural, mechanical, piping and 
electrical works, poor project management and delays in settling a number of claims, as 
well as the significant acceleration costs allocated in getting the project back on 
schedule.  
 
The profit writedown on WAPS resulted from inadequate allowance for scope growth, 
significant rework due to design problems, poor project management and a large number 
of extension of time claims that have not yet been settled. 
 
Forge Group management has acted quickly to quarantine the DPS and WAPS projects 
from the broader business. In conjunction with Forge Group’s clients, sub-contractors 
and key stakeholders, Forge Group has implemented recovery plans for both projects 
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with immediate effect to ensure timely delivery. In relation to DPS, Forge Group has 
negotiated a revised agreement with the client, power equipment suppliers and 
sub-contractors, which provides an extension of time for delivery, accelerates the 
remaining work schedule and aligns the project timetable for all parties. The Board has 
initiated an independent review of the issues associated with both projects. 
 
A number of leadership changes have been made in the Forge Group Executive team 
and also within the Forge Group Power division. This includes appointing new Project 
Directors and delivery leadership teams across both the DPS and WAPS projects. In 
addition, Forge Group Managing Director & CEO, David Simpson, will have direct 
oversight of both projects to drive completion and ensure alignment with customer 
expectations.  Both projects are expected to be completed in FY2014.  
 
Forge Group Chairman, David Craig commented: “The scale of the underperformance of 
these two projects and the fact that the issues came to light in such a short space of 
time, is unacceptable to the Board. We have worked with senior management to take 
immediate action to ensure that these issues are resolved and that the projects are 
completed in a timely fashion.” 
 
Forge Group estimates that a net cash outlay of approximately $45 million will be 
required to complete both projects, with the majority of these costs to be incurred in 
November and December 2013.  
 
Update on Liquidity  
 
At the end of October 2013, Forge Group’s cash balance was approximately $44 million 
(excluding restricted cash), and its net debt was approximately $25 million. As a result of 
the net cash outlay required to complete the DPS and WAPS projects, near-term 
working capital requirements and the current market conditions, Forge Group was facing 
a challenging liquidity position in early December 2013.  
 
Since entering a trading halt on 4 November 2013, the Board has explored a range of 
options, including a potential capital raising and alternative funding arrangements, to 
secure additional liquidity and strengthen Forge Group’s balance sheet. In particular, the 
Board was focussed on delivering an outcome which could be executed in a short time 
frame in order to secure Forge Group’s order book and enhance its ability to win new 
work.  
 
Forge Group’s existing financier, ANZ has agreed to the ANZ Debt Facilities 
Amendments. These amendments include: 
 
• Formal waiver to exclude the impact of various covenants in relation to Forge 

Group’s existing banking facilities which remain in place 
• Exclusion of the impact of the profit writedowns in certain covenant calculations  
• An increase in the working capital facility, resulting in an increase to the total working 

capital facility size from $11 million to $60 million, with $30 million available 
immediately and the balance available progressively as performance guarantees are 
returned or cancelled 

• The issue of warrants on the terms set out in Annexure A 
• Deferral of quarterly principal repayments of an existing acquisition facility of  

$3.3 million per quarter for the next three quarters 
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The ANZ Debt Facilities Amendments will solve the liquidity issues and strengthen Forge 
Group’s balance sheet.  
 
Mr Simpson added: “The overall funding support gives Forge Group the financial 
flexibility to continue to trade on a business as usual basis and deliver on our current 
work in hand.  Additionally, it underpins our future growth and tendering prospects.” 
 
Operational Initiatives and Organisational Restructure 
 
In light of the significant erosion in forecast profit of the DPS and WAPS projects, Forge 
Group management has commenced a number of operational initiatives within the 
Power division and organisation more broadly.   
 
Forge Group continues to review its project systems and processes to further enhance 
the quality of project management and minimise project risk. In addition to the initiatives 
which the current management team have implemented since joining Forge Group in the 
past 12 months, a number of new corporate hygiene initiatives have been adopted in 
response to issues identified in the DPS and WAPS projects, including:  

 
• Enhanced verification and audit of project progression to completion 
• Improved testing of the cost to complete and assumptions 
• Increased the frequency of detailed reviews of key projects, their cashflow profile and 

performance relative to budget 
 
Forge Group has also identified $15 million of recurring cost saving initiatives across 
corporate and operational functions to improve efficiency and right-size the business for 
the current challenging market conditions. $10 million in cost savings have been 
implemented to date, with a further $5 million to be implemented before the end of 
FY2014. In addition, there are a further $5 million in one-off items expected to be 
achieved in FY2014. These initiatives will not impact ongoing business operations or 
project delivery and Forge Group management believes there are further areas where 
improvements can be made and cost savings realised.  
 
Forge Group has also restructured its organisation into two geographic segments to 
ensure greater operational accountability and financial focus. Going forward, the 
business segments will be Australia & Africa, and North America.  
 
Company Outlook 
 
Forge Group has a contracted order book exceeding $1.8 billion, of which approximately 
$900 million is expected to be delivered in FY2014. In addition, Forge Group has a 
growing base of Asset Management contracts, a qualified weighted tender pipeline 
valued in excess of $1.4 billion, and more than $1 billion in active tenders underway.  
 
Mr Simpson concluded: “Despite these disappointing results, we remain confident on our 
future prospects. 
 
“The senior management team remains very focused on closing out the DPS & WAPS 
projects and delivering on our current order book. We are encouraged and grateful for 
the support of our customers and ANZ, and we are determined to restore value for all 
Forge Group’s stakeholders.” 
 

F
or

 p
er

so
na

l u
se

 o
nl

y



 

 

 

MARKET ANNOUNCEMENT 

As a result of the profit writedowns associated with the DPS and WAPS projects, Forge 
Group expects to report an EBITDA loss in the range of $(85) million to $(90) million in 
FY2014. Pro-forma FY2014 EBITDA is expected to be in the range of $45 million to 
$50 million, after adjusting for the profit writedowns on DPS and WAPS, one-off items 
and the full year impact of cost out initiatives. The Board of Forge Group does not expect 
to pay any dividends during FY2014. 
 
Update on voluntary suspension 
 
Forge Group requests that ASX lifts the voluntary suspension which was requested and 
granted on 6 November 2013.  
 
 
 

ENDS  

F
or

 p
er

so
na

l u
se

 o
nl

y



 

 

 

MARKET ANNOUNCEMENT 

About Forge Group 
 
Headquartered in Perth, Western Australia, Forge Group is a multidisciplinary 
Engineering, Procurement and Construction (EPC) and Asset Management service 
provider delivering end-to-end turnkey solutions to the power and infrastructure, minerals 
and resources, and oil and gas sectors in Australia, Asia, Africa and North America. 
 
With an experienced workforce of approximately 3,000, Forge Group services some of 
the world’s leading resources, energy and utilities sector clients including BHP Billiton, 
Rio Tinto, Peabody Energy, ArcelorMittal, Chevron, MCC and AngloGold Ashanti. 
 
With four fully-integrated business units, Forge Group’s capabilities encompass state-of-
the-art open and combined power stations, intuitive process solutions for the minerals, 
coal and resources industry, civil, mechanical, electrical and non-process solutions to the 
construction industry, and world-leading processing technology for the clean coal sector. 
These capabilities are supported by asset management services to ensure minimum 
lifecycle costs. 
 
Forge Group Minerals & Resources provides a wide range of engineering, design and 
construction services for the minerals and resources sector including feasibility studies, 
front-end engineering design, EPC contract execution; clean coal technology and 
turnkey project solutions. 
 
Forge Group Power provides turnkey power generation solutions to clients in the 
resources, oil & gas and infrastructure sectors globally. It specialises in Gas Turbine 
Power Plants, providing solutions in open or combined cycle configurations to meet 
client specifications. 
 
Forge Group Construction provides a full range of multidiscipline construction and 
engineering solutions, including civil & concrete; structural, mechanical, piping & tanks; 
electrical & instrumentation; and building services. It services clients in the resources 
and oil & gas sectors globally. 
 
Forge Group Asset Management compliments the group services providing integrated 
operations and maintenance, shutdown and capital works, emission reduction solutions 
and technology services in all sectors across multiple geographies. 
 
For further information, please contact: 
 
David Simpson       Donald Montgomery 
Managing Director & Chief Executive Officer   Chief Financial Officer 
+61 8 6389 8500     +61 8 6389 8500 
 
Investor enquiries: 

 

 
Forge Group Investor Relations 
+61 8 6298 8199 
InvestorRelations@forgegroup.com 
 

 

Media enquiries to Blake Wilshaw (+61 8 9334 8288 or +61 448 803 494)  
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Annexure A 
 

Terms of warrants 
 

• The Company has, at financial close of the ANZ Debt Facilities Amendments,  
agreed to offer to issue detachable warrants equivalent to 13% of the Company’s 
common equity (on a fully diluted basis and after giving pro forma effect to 
issuance of the warrants) to ANZ (Warrants). 

• If the Warrants are ultimately issued to ANZ, each Warrant will entitle ANZ the 
right to subscribe for one fully paid ordinary share in the capital of the Company 
(Share) within 36 months after the date of execution of the Warrant Deed (Expiry 
Date). 

• The exercise price for the Warrants will be 1c per Warrant. 
• The Warrants will be freely transferable and may be exercised in whole or in part 

at any time prior to the Expiry Date. 
• If the Company reorganises its capital in any way, or if there is a pro-rata issue to 

existing holders of ordinary shares in the capital of the Borrower, while the 
Warrants are on issue, the number or terms of the Warrants (as applicable) will 
be changed in accordance with the Listing Rules of ASX. 

• If the Warrants are ultimately issued to ANZ, ANZ will have the benefit of certain 
customary rights enjoyed by warrant holders as required by ANZ in respect of the 
Warrants, including (without limitation) anti-dilution rights or an economic 
equivalent outcome. 

• If the Warrants are ultimately issued to ANZ, ANZ will have the option to require 
(in its absolute discretion) a cash payment from the Company in lieu of Shares 
following exercise of the Warrants. The amount of the cash payment will be the 
difference, determined by ANZ as at the date on which the Warrants are 
exercised, between (1) the aggregate Exercise Price payable by ANZ and (2) the 
20 day VWAP of the Company’s shares calculated as at that date (this difference 
being the Cash Equivalent). If ANZ exercises its right to require payment of the 
Cash Equivalent, the Cash Equivalent will be due and owing by the Company to 
the ANZ on the date that ANZ exercise that right. The Company must pay an 
amount equal to the Cash Equivalent to ANZ in full and cleared funds within 1 
Business Day of ANZ exercising that right. 

• If for any reason, ANZ elects not to or for any other reason does not enter into a 
warrant deed for the Warrants or does not receive the Warrants, the Company 
must propose and provide to ANZ an alternative form of compensation 
acceptable to ANZ. 
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