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Background 

I first came across Sedgman Limited (the 

“Company” or “Sedgman”) when it came up 

as a comparable company while performing 

preliminary work on an Australian mining 

consultancy company, Lycopodium Limited. 

While I assessed Lycopodium Limited to be a 

great company, Sedgman showed signs of 

being a cheaper opportunity. 

Sedgman is a provider of mineral processing 

and its associated infrastructure solutions to 

the mining industry. Its main customer is the 

coal mining sector, along with other less 

significant ones including gold, copper and 

lead mining sectors. The Company derives 

most of its businesses locally in Australia. 

Other geographical locations which it derives 

its revenue include Mozambique and South 

Africa. 

As at Financial Year (“FY”) 2013 (30 June 

2013) the two business segments of Sedgman 

are Projects and Operations, with Projects 

contributing 58% of revenue while Operations 

being 42%. The Operations segment services 

existing mines, which provides a stable source 

of business while new projects under its 

Projects segment are slowly drying up in light 

of the general slowdown in the global and 

Australian mining industry. This is 

compounded by fears of an economic 

slowdown of the single largest consumer of 

energy and resources nation, China. 

Investment Thesis 

Prices of mining stocks and those of 

companies in its related field worldwide have 

declined in the past months. Since Australia is 

a major exporter of resources, Australian 

mining stocks have been on the receiving end 

of a brutal battering. Naturally, the proverbial 

‘blood in the streets’ in the current 

investment climate spell opportunities for the 

value investor to possibly pick up some cheap 

stocks. 

I am mindful that amid the economic 

slowdown coupled with an oversupply of 

resources, a long drawn wait for an 

investment to work out could be on the cards. 

As such it would be much more necessary to 

protect one’s downside. In this case, I would 

argue for quality balance sheet protection 

should the adverse scenario of the tapering of 

demand and earnings come to fruition. 

If Sedgman offers ample balance sheet 

protection and has reasonable ability to 

generate earnings, this could well be an 

investment opportunity since the grim 

prospects of the industry could already be 

factored into the stock price.  

Balance Sheet Analysis 

A quick analysis of the value of the Company’s 

balance sheet by applying a stringent 

liquidation basis and a quick look at its 

tangible book value on the next page are as 

follows: 
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Exhibit 1: Balance sheet and analysis as at 30 June 2013 

  Liquidation value Tangible value 

Original Adjustments 
Adjusted 

figures Adjustments 
Adjusted 

figures 
 AUD (mn)  AUD (mn)  AUD (mn) 

      

Cash and cash equivalents 102.0 90% 91.8 100% 102.0 

Trade and other receivables (current) 91.9 75% 68.9 100% 91.9 

Assets classified as held for sale 1.5 50% 0.8 100% 1.5 

Current tax assets 4.1 100% 4.1 100% 4.1 

Inventories 4.4 50% 2.2 100% 4.4 

Investments 1.3 0% 0.0 100% 1.3 

Financial assets 0.4 0% 0.0 100% 0.4 

Property, plant and equipment 35.6 -10.6 25.0 100% 35.6 

Deferred tax assets 6.5 100% 6.5 100% 6.5 

Intangibles 42.3 0% 0.0 0% 0.0 

Total Assets 290.0 - 199.3 - 247.7 

      

Trade and other payables 72.9 100% 72.9 100% 72.9 

Interest bearing liabilities (current) 5.8 100% 5.8 100% 5.8 

Provisions (current) 8.4 100% 8.4 100% 8.4 

Current tax liabilities 0.7 100% 0.7 100% 0.7 

Interest bearing liabilities (non-current) 21.2 100% 21.2 100% 21.2 

Provisions (non-current) 2.6 100% 2.6 100% 2.6 

Other 0.3 100% 0.3 100% 0.3 

Total Liabilities 111.9 - 111.9  111.9 

      

Total Equity 178.1 - 87.4  135.8 

      

Total Liabilities & Shareholders' Equity 290.0 - 199.3  247.7 

 

Fire Sale / Liquidation Value 

The application of strict liquidation criterion, would yield a value of AUD 87.4mn. Compared to 

Sedgman’s market cap of AUD 148.8mn as at 30 Aug 13 (price/share: AUD 0.675), an investor would 

not be amply protected should Sedgman be wound up and be put up for a fire sale. The Company, 

clearly is not severely undervalued at this point. Should the market cap fall to a level close to AUD 

87.4, it would be unequivocal buy-all-you-can opportunity, assuming its balance sheet remains intact 

or at least similar. 

Tangible Book Value 

Sedgman has a chunk of intangibles consisting mainly of software and goodwill recorded at AUD 

42.3mn. Deducting the amount from the balance sheet leaves us with AUD 135.8mn as its tangible 

book value, representing a P/B multiple of 1.1x when compared to its market cap of AUD 148.8mn. 

Again, this exercise reveals that Sedgman is not the most undervalued of companies. However, one 

can take comfort that the largest component of its assets are made up of cash and that cash and 

receivables make up 78% of total assets. Should Sedgman liquidate its assets orderly, shareholders 

could potentially breakeven on their investment. However, we are not expecting just for a mere 

breakeven, are we? 
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Earnings Analysis 

The Company’s FY 2013 profit of AUD 9.4mn 

is its second lowest level in the past 8 years 

ever since it was listed in 2006. In the past 8 

years, the average profit achieved was AUD 

20.3mn. 

On an EBITDA level for FY 2013, it is an eye-

popping AUD 42.0mn mainly due to large non-

cash depreciation and amortisation charges of 

AUD 20.1mn. Counterchecking for earnings 

quality with its operating cash flow of AUD 

41.1mn, this is fairly close to what Sedgman 

was earning in hard cash. 

Below is a table which summarises the 

findings: 

Exhibit 2: Earnings analysis 

 
FY 2013 

5 years 
average 

8 years 
average 

Net profit             9.4            21.1            20.3  

EBITDA           42.0            51.7            46.0  

Operating CF           41.1            36.0            32.2  

Capex             5.3            11.0              9.4  

 

Sedgman has consistently churned out 

respectable earnings on a cash flow basis 

while requiring a reasonable level of capex. 

However, a huge cautionary point to note is 

that its earnings were derived from a period 

of commodities supercycle and a boom in 

Australian mining activities which may not be 

repeated in the future. 

Valuation and Sedgman in the Hands of an 

Acquirer (EV/EBITDA) 

The strength of the investment thesis lies in 

Sedgman having a strong cash position and its 

relatively low amount of debt. It is hard not to 

notice the large cash hoard of AUD 102mn 

against a market cap of AUD 148.8mn. With a 

total debt level of just AUD 27mn, the 

Company is trading at an enterprise value of 

just AUD 73.8mn. 

Couple this with its FY 2013 EBITDA of AUD 

42.0mn, the Company is trading at an 

EV/EBITDA multiple of 1.8x. 

Considering the high possibility of a past 

unsustainable strong EBITDA contributed by 

the mining sector boom and the result of the 

Company’s fulfilment of its past order books, 

we can assume on a simplistic scenario that 

EBITDA drops to the level similar to FY 2006. 

In FY 2006, the EBITDA of AUD 20.6mn was 

the lowest in the past 8 years would produce 

a corresponding EV/EBITDA multiple of 3.5x 

still a cheap proposition. 

In theory, an acquirer could take Sedgman 

private and recoup its investment in 1.8 to 3.5 

years (assuming conditions do not fall off the 

cliff into the abyss) and still have Sedgman’s 

economic assets available for liquidation at 

the end of the period.  

Downside Risks 

The surest way Sedgman can possibly burn 

cash and run the company into the rocks is 

through blind and unprofitable acquisitions. 

The Company runs a danger in doing so since 

it has a large chunk of cash available. With the 

pipeline of new projects slowing down, 

management could itch to chase the M&A 

pipe dream. Although Sedgman has 

mentioned repeatedly in past years that 

acquisitions could be on the cards, they have 

not done so in a big way and none have been 

significant enough to warrant worry. This is 

mitigated by virtue of the Co-

Founder/Chairman, a 32 years veteran 

holding a not insignificant stake of 7% being 

unlikely to succumb to silliness in allowing 

management to go after unprofitable 

acquisitions. I would be wary should the 

Chairman step aside or start to sell down his 

stakes significantly. 

Sedgman’s has inherent risk of its business 

exposure being concentrated in the coal 
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mining industry. Coal as a commodity faces 

overcapacity issues as a result of the surge in 

mining projects during the commodities 

boom. 

Coal is essential in industries such as power 

generation and metal smelting. For both 

industries, they face challenging headwinds. 

In the power generation industry, with the 

advent of shale gas, it has led to cheaper gas 

prices. As such, the relatively more expensive 

and ageing coal fired stations are slowly being 

shut down which has reduced the demand for 

coal. Gas is also much cleaner to burn 

compared to coal.  

For the metal smelting industries such as 

aluminium and iron, coal fired power plants 

play a big part in providing the electricity 

needed. With metal prices heading down 

south, smelting becomes less profitable, 

forcing a cut back in metal production and the 

closing of smelters. Thus, these factors 

culminate to an even lower demand for coal. 

Catalysts and Potential Upside 

A company that is cheap enough could 

potentially attract acquirers. With Sedgman’s 

FY 2013 EV/EBITDA multiple at 1.8x and its 

EBITDA at a level a mark away from its 

historical average, a shrewd acquirer may 

come in and help itself to Sedgman’s stock. 

There is no telling if Sedgman’s largest 

shareholder, Thiess Pty Ltd (“Thiess”), which 

holds a 32% stake in the company could end 

up mopping up the rest of the shares on the 

cheap. Thiess which is a strategic investor, 

operates in a similar field of providing 

engineering and construction services to the 

mining industry. Thiess itself is part of a larger 

engineering conglomerate, Leighton Holdings 

Limited which has a market cap of AUD 6.6bn.  

Sedgman's large cash hoard of AUD 102mn 

and net cash level of AUD 75mn gives rise to a 

potential one-time dividend payout. Bearing 

in mind that the P/E multiple is 15.8x given its 

market cap of AUD 148.8mn, a payout of the 

net cash amount would bring the P/E multiple 

down to 7.9x. At 7.9x P/E multiple, this 

reflects the correct and adjusted multiple. 

Should a payout materialise, therein lies the 

potential for the market to realise the true 

multiple assigned and the possibility of P/E 

multiple expansion. 

Although the bulk of Sedgman’s business is 

entrenched in the coal mining industry which 

is in the doldrums, the Company has 

diversification in its involvement of other 

mining sectors such as gold and copper.  Thus, 

even if the coal mining collapses to the point 

of oblivion, Sedgman has a fighting chance of 

deploying its expertise elsewhere. 

The barrage of bad news on depressed coal 

prices, tapering of coal demand, the advent of 

new energy sources, pollution regulations and 

slowing pipeline ironically works in our favour. 

Without the bad news, how could any 

investor expect to purchase cheap securities?  

A small glimmer of hope in the industry or a 

tiny earnings surprise could be all that is 

needed to for a large upswing in the stock 

price. Further bad news is likely to depress 

stock prices only slightly since most of the bad 

news may already be priced in. 

Conclusion 

I have absolutely no idea when the supply of 

coal would diminish to a level to bring about 

an increase in coal prices through the 

incontrovertible law of supply and demand. 

But I do know that when that day comes, it 

would lead to an increase in coal mining 

projects and operations business for 

Sedgman. 

Since the economies of the world, especially 

China would still require coal to fire up its 

economic engines for the foreseeable future, 

that day would likely come. All that is left to 
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the equation is for Sedgman’s to have ample 

buffer to enable it to ride out the storm for 

some time to come. In supporting this case, 

Sedgman has: 

1. A possible pipeline of AUD 5.7bn in 

which the Company may secure a 

portion 

2. An existing order book of AUD 350mn 

3. A strong strategic investor 

4. A great track record of profitability 

5. Most importantly, a strong balance 

sheet flushed with cash.  

While Sedgman does not qualify as the most 

undervalued of assets on a balance sheet 

basis, it nevertheless is protected by virtue of 

the high quality of its assets and 

correspondingly likely to protect the 

investor’s capital. In my opinion, Sedgman is 

in a good position to capture the potential 

upside when the upturn comes. 

James Montier, the author of The Little Book 

of Behaviorial Investing, said in the book, “Be 

aware that the market does not turn when it 

sees light at the end of the tunnel. It turns 

when all looks black, but just a subtle shade 

less black than the day before.” 

By the same token, I believe the coal mining 

business is just a shade less black than 

yesterday and I will be putting my money 

where my mouth is. 

I have initiated a purchase of a small stake 

with the intention of additional purchases 

especially if the price declines further, 

assuming the strength of its balance sheet 

remains intact. 

The road to recovery for the industry could be 

a protracted one lasting several years or 

more. Low prices are in no way guarantee for 

even lower prices. Thus, the investor has to be 

able to stomach the potentially wide 

fluctuations and a possibility of a loss in his or 

her capital. 


