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Background 

As far as I am concerned, no one within my circle of friends has purchased any Billabong branded 

products in the past year or even in the recent past. I was pretty sure the brand is probably on its 

dying throes, at least in the context of the Singapore retail scene, since Billabong is seen as a poorer 

cousin of higher esteemed brands like Ripcurl and Quiksilver. Billabong is listed on the Australian 

Stock Exchange. I first came across a piece of news on its stock 6 months to a year back in an article 

which described the breakdown of a potential deal to acquire Billabong, after the potential acquirer 

went through its books. At that time, it confirmed my suspicion of how crappy the brand/company was. 

On 5 June 2013, I came across on Bloomberg News that a potential buyout deal fell through again 

with private equity firms, Sycamore Partners Management and Altamont Capital Partners. Billabong 

stock declined 50% that day. That got me both excited and wary at the same time. I am always 

excited when the prices of any business’s stock fall by a substantial amount, wary because that 

proves how stinky the market thinks of Billabong. In anyway, I decided it could be worth my time to do 

some digging. 

 

Postulation 

Before sifting through Billabong’s publicly available financial materials, I decided that the Billabong 

brand is crap and that the odds of turning around its fortunes of raising its brand equity among minds 

of consumers would be futile. As such, I will not be placing much value on its ability to increase its 

revenue and cashflow. Instead, I expect revenues and cashflow to decrease substantially over time. 

What on earth am I searching for then, if not a possibility of a turnaround in Billabong’s earnings? I 

was searching for a possibility of its liquidation value exceeding its market price. Keep in mind that 

such situations are rare given that unlike a manufacturing operation or real estate holding companies 

where hard assets such as machinery and land and buildings are worth something, the bulk of assets 

of a retail business such as Billabong’s is likely to be goodwill from acquisition of other brands and the 

mind share (brand equity) built among consumers. This mind share and accounting entries of goodwill 

in a balance sheet is subjective and may be deemed worthless depending on who assess it. In 

anyway, it is definitely a grey area compared to machinery and land and buildings. 

 

Digging in the trenches 

Now to get my hands dirty, I looked at the latest half year statement (the company does not publish 

quarterly statements) and the last financial year’s (FY) audited financial statements as a starting point. 

In fact, the financial statements are always a great starting since it is a treasure trove of hidden 

information, especially in the notes to accounts section. 

A quick note before we move on. Billabong as a company actually owns quite a number of brands, 

some recognisable ones (at least to me) such as Element, Dakine and RVCA which are spotted being 

sold at departmental stores. That being said, while I was surprised by the stable of brands, I really 

don’t give two hoots about these peripheral brands since a brand is valuable only if it can charge a 

premium AND consumers are willing to cough up the dough. In this case, I am sure they charge a 

premium for their products. I am just not sure that consumers are willing to splash the cash on the 

products. 

Looking at the latest half year (31 December 2012) balance sheet below, I adjusted the numbers 

based on my assessment of the notes to accounts to reflect what the actual value sitting on the 

balance sheet may be. This will be explained through the notes below on the justification on the 

adjustments.  
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Exhibit 1: Balance sheet as at 31 Dec 2012     

Original Note Adjustments 
Adjusted 

figures 
 AUD (mn)   AUD (mn) 

     

Cash and Cash Equivalents 134.2 1 80% 107.4 

Current receivables 192.1 2 75% 144.1 

Inventories 288.8 2 50% 144.4 

Current Tax Receivables 16.8 3 100% 16.8 

Other current assets 20.8 2 50% 10.4 

Non-current receivables 9.3 2 60% 5.6 

Investment (equity method) 29.1 4 +249.4 278.5 

Property, plant and equipment 153.1 5 -50.0 103.1 

Intangibles 351.6 6 0% - 

Deferred Tax 86.6 3 -36.2 50.4 

Other non-current assets 9.1 2 20% 1.8 

Total Assets 1,291.60  - 862.4 

     

Payables 230.1 7 100% 230.1 

Current borrowings 279.5 7 100% 279.5 

Current Tax Liability 6.5 7 100% 6.5 

Provisions 36.4 7 100% 36.4 

Non-current borrowings 6.8 7 100% 6.8 

Deferred Tax 50.4 7 100% 50.4 

Provisions 64.6 7 100% 64.6 

Deferred Payment 44.2 7 100% 44.2 

Total Liabilities 718.5  - 718.5 

     

Total Equity 573.1  - 143.9 

     

Total Liabilities & Shareholders' Equity 1,291.60  - 862.4 

 

Exhibit 2: Adjustments 

Note Account Justification 
1 Cash I assume that Billabong is going to burn through cash for half a year, between 

31 Dec 2012 and 5 Jun 2013. Since there is no quarterly statement available 
for 31 Mar 2013 for an updated position, I take an estimate of the company 
burning through 20% of its cash for the period. 

   
2 Current 

receivables, 
etc 

These are arbitrary numbers applied in the spirit of Ben Graham’s famous net-
net working capital liquidation valuation.  He valued receivables at 75% and 
inventories at 50% of its value, which gives him his margin of safety. This is 
because, in most cases, is likely that a company will not be able to collect all 
amounts owed to it and in a fire-sale, its inventories likely to be sold below 
cost. As I go down the line for these associated accounts, I applied more 
stringent percentages to discount these assets to attain a higher margin of 
safety. 

   
3 Tax assets I assume that tax receivables are claimable from the authorities and assumed 

that deferred tax assets can be directly offset against tax liabilities. As such, I 
reduced the excess deferred tax assets against the deferred tax liabilities, 
amounting to a deduction of AUD 36.2mn. 

   
4 Investment This is the most interesting part and requires more explanation. In fact, this is 

the crux of the investment thesis. Billabong currently owns a 48.5% interest in 
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Nixon investments LLC (Nixon). Nixon markets premium watches and 
accessories for the action sports market. In April 2012, Billabong sold off 
51.5% of its 100% stake for USD 285mn. 48.5% went to Trilantic Capital 
Partners while 3% went to Nixon’s management. Billabong has written down 
its remaining 48.5% stake to AUD 29.1mn. In my opinion, this grossly 
understates the true value of its stake and represents a hidden asset. 
 
The fact that Billabong sold it merely a year ago during a period where market 
conditions were not as good as today’s points to the likelihood that its current 
stake could be worth even more than the amount it was sold for. Considering 
that Trilantic is a private equity firm and the Nixon investment represents 
about 5% of its assets under management (USD 5.3 bn), Trilantic would likely 
have performed ample due diligence to purchase the stake at such a price. 
 
Billabong should likely be able to liquidate its remaining 48.5% stake at a 
similar price, especially since Nixon’s management, now holding a 3% stake 
could have been incentivised as part-owners to improve the business over the 
past 1 year. 
 
The difference between the amount that 48.5% was sold to Trilantic for and 
the current written down value of the investment was added back. 

   
5 Property, 

plant and 
equipment  

As the 31 Dec 2012 half year statements do not contain a fixed asset 
schedule, a proxy used was the 30 Jun 2012 audited financial statements 
since the net book value of fixed assets between the two periods did not differ 
much. I assumed that land and building at AUD 45.9mn remains as is and 
reduced the furniture and fittings amount of AUD 103.0mn by about 50%, a 
round number of AUD 50mn. This is to reflect the furniture that may be thrown 
out as scrap in a liquidation. 

   
6 Intangibles The account represents goodwill from purchases of brands such as Element, 

Dakine, etc. I assigned a big fat zero to the AUD 351.6mn book value, to 
reflect that these brands could possibly fetch nothing during a fire sale. Just a 
point to note, the original cost of these intangibles is in excess of AUD 1bn. It 
goes to how crazy Billabong has gone on the path of acquisitions. While I 
believe Billabong could ultimately fetch some money for these brands, for the 
purpose of attaining a conservative margin of safety, I assume it is zero. 

   
7 Liabilities Billabong has to fulfil all of its liabilities on hand. 
 

On this basis, we are looking at a margin of safety of 33% based on the adjusted liquidation book 

value of AUD 143.9mn against the market capitalisation of AUD 108.3mn. In other words in terms of 

price per share, at the absolute worst case scenario, Billabong was worth at least AUD 0.30 per share 

versus its current market price of AUD 0.22. I believe the adjusted liquidation book value has been 

based on conservative criteria that are arguably defensible. Now that the downside is taken care of, 

let’s take a quick peek at whether other values can be derived.  

 

Mounting losses but is the business dead?  

In theory, based on the liquidation valuation exercise above, the Billabong business, if viable, can be 

had for free and then some. The focus on the earnings of the business will be short and to the point, 

specifically on the cashflows rather than the accounting earnings. Billabong had a massive AUD 

400mn accounting loss in FY2012 (Jul 11 – Jun 12) and in the half-year of FY2013 (Jul 12 – Dec 12), 

it bled another AUD 480mn in accounting losses. This is mainly due to write-downs of the Nixon 

investment and intangibles, all of which are non-cash items. 
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A quick peek at the cashflow statements showed that the first half of FY2013 was a horrible period, 

with 6 months operating cashflow before interest, other revenue, finance cost and taxes being AUD 

36mn. This compares to FY2012’s half-year performance of AUD 93.5mn (this excludes consolidated 

operating cashflow of AUD 15.5mn contributed by Nixon which I deducted to compare like to like). 

In the table below, I have stripped out all ‘other non-operating‘ cash expenses and income, 

accounting for just the operating cashflow incidental to its core business after deducting capital 

expenditure needed to continue its business and assumed a tax rate of 34%. This excludes the 

finance costs it has to pay for its current debt load. The figures are extrapolated to show a 12 month 

performance. 

Exhibit 3: Cash flow statement 

 FY2013 Half-year Extrapolated FY2013 
   
 AUD (mn) AUD (mn) 
Receipts from customer 795.9 1,591.8 
Payments to suppliers and employees (759.4) (1,518.8) 

Operating cashflow before interest 
income and other revenue, finance costs, 
tax 

36.4 73.0 

   
Adjustments:   
Tax rate @ 34% (12.4) (24.8) 
Purchase of PPE (12.3) (24.6) 

Adjusted cashflow before finance costs 11.7 23.6 

   
Assuming that Billabong immediately pays down its debt load of with AUD 286.3 using its cash 

holdings of AUD 134.2mn, a net debt of AUD 152.1 would remain. With an interest rate of 8%, that 

would translate to a finance cost of AUD 12.2mn, which Billabong can more than cover with its AUD 

23.6mn ‘Adjusted cashflow before finance costs’ illustrated above. 

In terms of valuation, using ‘Operating cashflow before interest income, other revenue, finance cost, 

tax’ of AUD 73mn as a proxy for EBITDA, its EV/EBITDA is a mere 3.6. Enterprise Value (EV) of AUD 

260.4mn is derived from Market Cap (108.3) + Total debt (286.3) – Cash (134.2). Theoretically, for an 

owner buys the entire company now, including its debt, the cashflow generation alone will pay off the 

cost of his investment in 3.6 years. 

So while its accounting losses look horrible, what really matters in reality, which is its cashflow 

actually looks pretty alright. The exercise really translates to this: Billabong is a viable business and 

Mr. Market has gone bonkers, pricing it below liquidation value. 

 

Catalysts and scenarios 

I believe it is more likely than not that sooner or later, one or more of a combination of these 

possibilities below will play out: 

1. Someone or some company will realise that Billabong is ridiculously cheap, swoop in and 

take Billabong private, off the vicissitudes of the market 

2. Shareholders will force management to resign, get someone in to clean out the mess, write-

off all the legacy acquisitions, pay down the debt with sale proceeds from its investments and 

other brands and operate a boring, no-surprise business (which is great for investors). 

3. Management wakes up one day and decide to carry out the above before shareholders can 

kick them out. 
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4. Billabong spirals down the path of self-destruction, throwing good money after bad by opening 

new stores and continuing on acquisition sprees. Following which, the company then 

implodes under its debt load and stupidity 

There is a stronger likelihood that scenario 2 will play out as Gordon Stanley, Billabong’s founder, 

owns a 14.7% stake. I think he ought to be real pissed based on how his wealth dwindled from AUD 

140mn to about AUD 14mn within a span of 1 year. He will probably feel stupid for selling out right 

now at this ridiculous price unless an irresistible offer comes along. Given that a number of private-

equity firms have walked away, a takeover may not pan out. Thus, there is a chance that investors 

can gain by leveraging on the possibility of Gordon Stanley either taking back the reins or firing 

management and then bringing in a team to right the ship. 

 

Valuation table 

Below is a valuation table on the hard numbers for comparison based on the above discussion. 

Exhibit 4: Valuation table as at 5 Jun 13 
 Market capitalisation  AUD 108.3mn 

  Price / Book ratio (Original)               0.19  

Price / Book ratio (Tangible)               0.49  

Price / Book ratio (Adjusted)               0.75  

  Price / Earnings ratio N.A. 

EV / EBITDA ratio (proxy) 3.6 
 

Parting shot 

The crux of the margin of safety in this argument lies in the sale value of Billabong’s investment in 

Nixon and if that doesn’t entirely work out, its cash earnings may prove to be a potential buffer. 

Should both of these turn out to be deficient, Billabong will almost definitely file for Chapter 11. In 

other words, it will head straight for bankruptcy. Given its crushing debt load, an unexpected rise in 

interest rates can also significantly negate and possibly eliminate the margin of safety. 

Even if Billabong manages to turn the tide, it may be a cumbersome process and there may be a lot 

more pain before any gain can be realised. Thus, this opportunity may not be most investors and may 

be suitable only for those with strong stomachs. That being said, as Baron Nathan Rothschild once 

intimated, “The best time to buy is when there is blood on the streets, even if it is yours”. 

The time to make an investment is when it is cheap – if not then, when? 


