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Seven Group Holdings Limited (Reuters: SVW.AX, Bloomberg: SVW AU)

Year-end Jun (A$) FY12A FY13A FY14E FY15E FY16E
Revenue (A$ mn) 4,456 4,752 3,320 3,595 3,799
EBITDA (A$ mn) 481 509 282 322 361
Net Profit (A$ mn) 166 486 374 235 258
EPS (A$) 0.54 1.58 1.22 0.78 0.85
P/E (x) 14.5 4.9 6.4 10.1 9.2
EV/EBITDA (x) 5.9 3.8 6.3 5.2 4.8
DPS (A$) 0.38 0.40 0.39 0.40 0.45
Dividend Yield 4.9% 5.2% 5.1% 5.2% 5.8%
Normalised EPS (A$) 1.07 1.15 0.75 0.76 0.83
Normalised EPS Growth 38.9% 7.6% (34.8%) 1.9% 9.5%
Normalised PE 7.2 6.7 10.3 10.1 9.2
Source: Company data, Bloomberg, J.P. Morgan estimates.

Company Data
Shares O/S (mn) 308
Market Cap (A$ mn) 2,372.83
Market Cap ($ mn) 2,226.55
Price (A$) 7.70
Date Of Price 12 Jun 14
Free Float(%) -
3M - Avg daily vol (mn) 0.69
3M - Avg daily val (A$ mn) 5.66
3M - Avg daily val ($ mn) 5.3
ASX100 4518.70
Exchange Rate 0.94
Price Target End Date 30-Jun-15
Price Target (A$) 8.30

See page 6 for analyst certification and important disclosures, including non-US analyst disclosures.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that 
the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single 
factor in making their investment decision.
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Price Performance

SVW.AX share price (A$)

ASX100 (rebased)

While the NXS SoA has failed, we remain concerned about SVW’s continued 
push into oil & gas. Retain Neutral on SVW with new $8.30/share Jun15 PT.

 NXS Scheme fails to get up… – NXS announced that SVW's Scheme of 
Arrangement (SoA) to acquire NXS for $0.02/share has not received 
sufficient shareholder support. This follows a campaign by certain NXS 
shareholders who did not believe SVW's offer was high enough (though it 
was at the mid-point of the independent expert report's valuation range) and 
meant NXS shareholders lost access to NXS’ growth options (source: AFR).

 …pushing NXS into voluntary administration – In light of the failed 
SoA, NXS’ Board has placed NXS into voluntary administration. This 
reflects expenses related with meeting commitments for Crux in the Browse 
Basin, WA and production issues at Longtom in the Gippsland Basin, Vic.

 SVW to chase NXS assets but we remain unconvinced – Releases from 
NXS indicate that SVW intends to use its position as a secured creditor to 
acquire NXS’ assets from voluntary administration. However, we note that 
press reports (e.g. AFR) indicate that NXS’ partners in Crux (e.g. Royal 
Dutch Shell) may have pre-emptive rights to buy NXS’ 15% stake in Crux. 
Press reports (e.g. The Australian) also indicate that SVW is looking to 
invest in other oil & gas exploration & production assets. We remain 
concerned about the strategic rationale of SVW's push into this sector. On 
one hand, these moves take advantage of CEO Don Voelte’s background 
and attempts to diversify SVW’s exposures. But, SVW does not have any 
operational experience running resources projects and we believe there are 
substantial capital commitments required to secure value.

 Retain Neutral – FY14E represents a reset year for SVW’s core WesTrac 
Australia operations as it navigates the pullback in Australian resources and 
energy capex though the timing on any meaningful uplift in demand appears 
uncertain. This will be partly offset by growth for WesTrac China and 
improved trading in selected media associates. But, SVW’s move into oil & 
gas exploration & production raises a number of strategic questions (e.g. 
capital allocation). In light of the mix of drivers for SVW, we believe the 
current 21% discount vs. WesTrac’s pure play CAT dealer peers is fair.
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J.P. Morgan’s earnings revisions

Our earnings revisions detailed in Table 1 below. The key drivers of our earnings 
revisions are:

 Updates to our macroeconomic drivers (e.g. Australian resources & energy sector 
capex spending, Australian mineral production forecasts, A$), including those 
following updates by J.P. Morgan's global economics team. This has largely led 
to a reduction in forecasts for WesTrac Australia reflecting continued pressure on 
discretionary spending by resources & energy customers on heavy equipment 
(e.g. new equipment purchases, major maintenance spending); and

 Updates to our media associate NPAT forecasts following revisions by J.P. 
Morgan's Australian media equity research team of Jarrod McDonald and 
Thomas Beadle (see "Australian Media Sector: Downgrading FY15E Australian 
adspend forecasts, FY15E revenue outlook skewed to the downside", 5 Jun14).

Table 1: J.P. Morgan earnings revisions for SVW

Old New % chg

Normalised NPAT (pre-TELYS) ($m)
FY14E 237.6 232.6 -2.1%
FY15E 258.9 235.4 -9.1%
FY16E 289.6 257.8 -11.0%
Normalised EPS (pre-TELYS) (cps)
FY14E 75.9 74.8 -1.5%
FY15E 82.9 76.2 -8.0%
FY16E 92.7 83.5 -9.9%
Dividend (cps)
FY14E 39.0 39.0 0.0%
FY15E 44.0 40.0 -9.1%
FY16E 50.0 45.0 -10.0%

Source: J.P. Morgan estimates

Investment Thesis, Valuation and Risks

Seven Group Holdings (Neutral; Price Target: A$8.30)

Investment Thesis 

The three key drivers of our Neutral recommendation on SVW are:

 Production volumes in WA iron ore/NSW coal robust but Capital Sales 
under pressure – Continued strength in underlying production volumes suggests 
operating hours for heavy equipment are holding up. In our view, this supports 
demand for maintenance/parts and replacement cycle. However, WesTrac 
Australian Capital Sales have come under significant pressure as mining and 
energy customers curtail capex, with the risk that further cutbacks in spending 
may weigh further on demand;

 Diversified asset base and lower gearing – Improving operating performances 
from SVW’s FTA TV investments should support associate earnings in the near 
term. Working capital improvements also helping to reduce gearing. We note that 
SVW is utilising some of this balance sheet capacity to grow the core operations 
(e.g. Bucyrus China) and reallocate capital (e.g. share buyback); and

 NXS proposal raises questions about strategy – Despite SVW’s offer for NXS 
not succeeding, we think the broader push into oil & gas exploration & 
production raises key questions about the outlook for the business. On one hand, 
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SVW's move seeks to diversify the Group’s operations and looks to leverage 
CEO Don Voelte’s operational experience. But, beyond Mr Voelte, SVW does 
not have any operational experience as a Group in the oil & gas sector and we are 
concerned about how much capital will need to be committed beyond any 
acquisition price to secure value.

We note that we have only included the shares already acquired as per market 
disclosures to 12 Jun14 under the share buyback but have not included any forward
buyback amounts as the cost, timing and number of shares acquired is uncertain.

Valuation

Our Jun15 price target of $8.30 is based on our sum-of-the-parts (SoP) valuation, 
including the average of our FY15E EV/EBITDA-based valuation for SVW’s 
operating assets (e.g. WesTrac, AllightSykes) and mark-to-market valuation of 
SVW's listed investments. We value the Coates Hire stake on a DCF basis (beta 1.57, 
TGR 2.5%, risk free rate 5.0%). We note that we apply a 15% discount to the 
WesTrac multiple to reflect the weaker capex outlook for WesTrac's territories 
relative to its offshore dealer peers.

J.P. Morgan’s Sum of the Parts valuation for SVW

A$ millions unless otherwise 
stated

Type of 
earnings

FY15E Compco 
Multiple

Valuation Note

Segmentals
WesTrac Australia EBITDA 255.9 7.1 1,818.7 (1)
WesTrac China EBITDA 55.9 7.1 397.6 (2)
AllightSykes EBITDA 6.9 4.5 31.0 (3)
Total segmentals 2,247.2
Unallocated
Cash 579.5 (4)

Shares held (m) Price (A$/share)
SWM stake (ordinary shares) 334.8 1.66 555.7 (5)
SWM stake (CPS-equivalent 
ordinary shares)

63.8 1.66 106.0 (5)

PRT stake 41.7 1.02 42.5 (5)
Coates Hire stake 432.6 (4)
Other investments 890.0 (4)
Total Unallocated 2,606.4
Liabilities
Debt 1,543.0 (4)
Tax liability associated with SMG 364.2 (4)
Less Total liabilities 1,907.2
Less: TELYS 427.2
Total Net Assets 2,519.3
Diluted value per share $8.30
Source: J.P. Morgan estimates. Note: (1) 15% discount to average trading multiple of peer "pure" CAT dealers (e.g. Finning, 
Toromont); (2) Multiple in-line with WesTrac Australia; (3) Average trading multiple of Australian mining services peers; (4) JP 
Morgan estimate; (5) Share price current as at 12 June 2014

Risks to Rating and Price Target

The downside risks to our price target are lower-than-expected mining production 
and/or construction spending in WA, NSW and/or North East China, lower-than-
expected advertising spending in Australia, the loss of the CAT dealer licences, 
difficulties integrating the Bucyrus acquisition, difficulties with the NXS proposal 
(e.g. costs associated with Longtom-3 remediation, further production disruptions at 
Longtom) and a higher A$. The upside risks to our price target are higher-than-
expected mining production and/or construction spending in WA, NSW and/or North 
East China, higher-than-expected advertising spending in Australia and a lower A$.
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Seven Group Holdings (SVW) : Financial Summary
12-Jun-14

Profit & Loss (A$m, 30 Jun yr end) FY12A FY13A FY14E FY15E FY16E Valuation Summary A$m A$/share

Revenue 4,456.4 4,751.6 3,319.7 3,595.1 3,798.6 Current mkt capitalisation 2,367.1 7.70

Revenue growth 6.6% -30.1% 8.3% 5.7% Price target (dated 30 June 2015) 8.30

EBITDA 480.8 509.0 281.6 322.5 360.8 Forecast total shareholder return 12.9%

EBITDA growth 5.9% -44.7% 14.5% 11.9%

EBITDA margin 10.8% 10.7% 8.5% 9.0% 9.5% Sum of the Parts valuation A$/share

Depreciation 57.4 50.6 41.6 42.6 43.0 WesTrac Australia 5.99

Amortisation 19.3 12.6 12.6 12.6 12.6 WesTrac China 1.31

EBIT 404.1 445.8 227.3 267.3 305.2 Allight Sykes 0.10

EBIT growth 10.3% -49.0% 17.6% 14.2% SWM stake 2.18

EBIT margin 9.1% 9.4% 6.8% 7.4% 8.0% Coates Hire investment 1.42

Net Interest Expense 113.0 108.8 77.1 103.5 102.9 Other investments (e.g. PRT) 3.07

PBT 291.0 337.0 150.2 163.8 202.3 Net debt -3.17

Tax Expense 96.8 98.8 36.9 37.8 50.8 SWM tax liability -1.20

Effective tax rate (incl-associate NPAT) 22.0% 21.5% 13.6% 13.8% 16.4% TELYS 4 -1.41

Associates 149.0 122.4 120.9 111.0 107.8 SVW valuation 8.30

Minority interests 10.8 2.2 1.6 1.6 1.6

Normalised NPAT (Pre-TELYS) 332.4 358.4 232.6 235.4 257.8 J.P. Morgan "stub trade" - WesTrac FY15E EV/EBITDA vs. peers -21.3%

Normalised NPAT growth 7.8% -35.1% 1.2% 9.5%

Normalised NPAT margin 7.5% 7.5% 7.0% 6.5% 6.8%

Distribution to TELYS 32.6 27.6 24.2 23.8 24.3 Compcos FY1 FY2 FY1 FY2

NPAT pre-abnormals (Post-TELYS) 299.8 330.8 208.4 211.6 233.4 Toromont Industries Ltd 9.0x 8.5x 16.4x 15.3x

After-tax abnormal items (166.5) 128.0 141.1 - - Finning International Inc 8.7x 8.2x 14.8x 13.4x

Reported NPAT 133.3 458.8 349.5 211.6 233.4

Key Ratios FY12A FY13A FY14E FY15E FY16E

Reported EPS (cents) 43.4 149.1 114.2 69.6 76.8 Normalised PE (Pre-TELYS) 7.2x 6.7x 10.3x 10.1x 9.2x

Normalised EPS (Pre-TELYS) (cents) 106.6 114.7 74.8 76.2 83.5 Normalised PE (Post-TELYS) 7.9x 7.2x 11.3x 11.1x 10.0x

Normalised EPS (Post-TELYS) (cents) 97.7 107.5 68.1 69.6 76.8 Reported PE 17.7x 5.2x 6.7x 11.1x 10.0x

Normalised EPS growth N/A -36.7% 2.3% 10.3% EV/EBIT 10.1x 6.9x 13.8x 11.3x 10.0x

EV/EBITDA 8.5x 6.1x 11.2x 9.4x 8.5x

DPS (cents) 38.0 40.0 39.0 40.0 45.0 Dividend Yield 4.9% 5.2% 5.1% 5.2% 5.8%

DPS growth 5.3% -2.5% 2.6% 12.5% Franking 100% 100% 100% 100% 100%

DPS payout ratio (on normalised EPS) N/A 34.9% 52.1% 52.5% 53.9% Return on assets 5.7% 6.3% 4.0% 4.0% 4.3%

Return on equity 12.9% 11.8% 6.9% 6.8% 7.3%

WANOS (m) 316.6 316.6 312.2 312.2 312.2 ROIC N/A 13.6% 8.9% 9.8% 10.0%

ND/E 66.6% 23.5% 23.2% 18.9% 19.3%

ND/(ND+E) 40.0% 19.0% 18.8% 15.9% 16.2%

Divisional forecasts (A$m, 30 Jun yr end) FY12A FY13A FY14E FY15E FY16E ND/EBITDA 3.6x 1.4x 2.8x 2.0x 1.9x

Revenue by division EBITDA interest cover 4.3x 4.7x 3.7x 3.1x 3.5x

WesTrac Australia 3,519.1 4,105.6 2,535.7 2,506.2 2,622.6

WesTrac China 670.3 484.5 676.5 979.1 1,066.0 Half Yearly P&L (A$m) 1H13A 2H13A 1H14A 2H14E 1H15E

Allight Sykes 210.3 155.8 107.6 109.8 110.0 Revenue 2,704.2 2,047.4 1,577.1 1,742.6 1,743.4

Investment & Other 56.7 5.8 - - - EBITDA 310.7 198.3 125.8 169.9 150.1

Total Group revenue 4,456.4 4,751.6 3,319.7 3,595.1 3,798.6 Depreciation 20.5 30.1 20.5 35.3 16.9

Amortisation 6.3 6.3 6.3 6.3 6.3

EBIT by division EBIT 283.9 161.9 99.0 128.3 126.9

WesTrac Australia 387.1 446.7 198.4 210.6 235.7 Net Interest Expense 64.3 44.6 35.3 41.8 50.8

WesTrac China 8.4 (2.5) 22.0 46.1 56.7 PBT 219.7 117.4 63.7 86.6 76.2

Allight Sykes 9.3 (0.6) (4.0) 1.8 3.7 Tax Expense 76.9 21.8 18.6 18.3 17.6

Investment & Other (0.7) 2.2 11.0 8.8 9.0 Associates 84.5 37.9 78.6 42.3 67.8

Total Group EBIT 404.1 445.8 227.3 267.3 305.2 Minority Interests 1.2 1.0 0.8 0.8 0.8

Normalised NPAT (Pre-TELYS) 226.1 132.4 122.8 109.8 125.6

EBIT margin by division Distribution to TELYS 14.0 13.6 13.1 11.1 11.6

WesTrac Australia 11.0% 10.9% 7.8% 8.4% 9.0% NPAT pre-abnormals (Post-TELYS) 212.1 118.7 109.7 98.7 113.9

WesTrac China 1.3% -0.5% 3.2% 4.7% 5.3% After-tax abnormal items 30.7 97.3 141.1 - -

Allight Sykes 4.4% -0.4% -3.8% 1.6% 3.4% Reported NPAT 242.8 216.0 250.8 98.7 113.9

Reported EPS (cents) 78.8 70.2 81.3 32.2 37.5

Normalised EPS (cents) 72.2 42.3 39.2 35.3 40.7

DPS (cents) 20.0 20.0 20.0 19.0 21.0

Cashflow (A$m, 30 Jun yr end) FY12A FY13A FY14E FY15E FY16E

EBITDA 480.8 509.0 281.6 322.5 360.8 Balance Sheet (A$m, 30 Jun yr end) FY12A FY13A FY14E FY15E FY16E

Net Interest Paid (105.3) (101.9) (75.3) (103.5) (102.9) Cash & cash equivalents 127.7 542.1 579.5 710.1 626.7

Tax Paid 19.0 (102.3) (145.2) (37.8) (50.8) Receivables 920.5 721.6 667.8 598.3 658.1

(Increase)/decrease in net working capital (603.9) 394.3 222.3 (25.1) (174.8) Inventories 1,384.6 1,050.5 895.2 905.3 1,041.9

Other 94.3 122.8 69.4 130.2 124.4 Investments 1,279.9 1,173.9 1,386.8 1,346.8 1,346.8

Net Operating Cash Flow (115.1) 821.9 352.8 286.3 156.8 Property, Plant & Equipment 383.5 267.0 302.1 309.4 301.7

Capex/Acquisitions/Divestments (604.5) 361.0 (199.8) (50.0) (35.3) Intangibles 658.9 765.2 795.3 758.2 722.9

Other 2.0 18.7 (35.9) 40.0 - Future tax benefits - 10.2 11.4 11.4 11.4

Net Investing Cash Flow (602.5) 379.6 (235.6) (10.0) (35.3) Other assets 1,031.5 1,123.9 1,227.0 1,227.0 1,227.0

Net Borrowings 914.8 (644.2) 104.2 - (50.0) Total assets 5,786.7 5,654.3 5,865.0 5,866.4 5,936.4

Equity Raised 10.3 6.3 - - - Borrow ings 1,846.4 1,255.5 1,359.6 1,359.6 1,309.6

Dividends/Distributions Paid (143.7) (152.3) (147.4) (145.7) (154.9) Creditors 615.6 516.8 530.1 445.5 467.1

Other - - (36.5) - - Provisions 107.3 139.8 115.0 124.6 131.6

Net Financing Cash Flow 781.4 (790.2) (79.7) (145.7) (204.9) Deferred tax 362.3 437.9 315.2 315.2 315.2

Net Cash Flow 63.8 411.4 37.4 130.6 (83.4) Other liabilities 275.4 269.1 183.4 183.4 183.4

Total liabilities 3,206.9 2,619.0 2,503.3 2,428.3 2,406.9

Total equity 2,579.8 3,035.3 3,361.7 3,438.1 3,529.5

Key Assumptions FY12A FY13A FY14E FY15E FY16E DuPont ROE analysis FY12A FY13A FY14E FY15E FY16E

Grow th in NSW Engineering construction (ex mining) 10.4% 7.2% 9.5% -1.6% 2.4% EBIT (incl. Associate NPAT)/sales 12.4% 12.0% 10.5% 10.5% 10.9%

Grow th in NSW Mining Engineering construction 56.6% -1.0% -47.1% -25.1% -7.1% x sales/asset turnover 77.0% 84.0% 56.6% 61.3% 64.0%

Grow th in WA Engineering construction (ex mining) 35.7% 17.7% -7.7% -3.2% 1.2% less interest exp/assets -2.0% -1.9% -1.3% -1.8% -1.7%

Grow th in WA Mining Engineering construction 80.3% -2.9% -7.3% -6.1% -5.8% x assets/equity 2.2 1.9 1.7 1.7 1.7

Chinese GDP 8.5% 7.7% 7.5% 7.2% 7.0% x (1 - tax rate) 78% 79% 86% 86% 84%

=ROE 13.3% 11.9% 7.0% 6.9% 7.3%

Source: Company data, Bloomberg, J.P. Morgan estimates.

EV/EBITDA PE

Relative recommendation: NEUTRAL
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JPM Q-Profile
Seven Group Holdings Limited (AUSTRALIA / Industrials)
As Of: 06-Jun-2014 Quant_Strategy@jpmorgan.com

Local Share Price Current: 7.82 12 Mth Forward EPS Current: 0.79

Earnings Yield (& local bond Yield) Current: 10% Implied Value Of Growth* Current: -10.94%

PE (1Yr Forward) Current: 9.9x Price/Book Value Current: 0.7x

ROE (Trailing) Current: 16.06 Dividend Yield (Trailing) Current: 4.90

Summary

Seven Group Holdings Limited 2283.61 As Of:

AUSTRALIA 4.406043 SEDOL B432QW4 Local Price: 7.82

Industrials Trading Companies & Distributo EPS: 0.79

Latest Min Max Median Average 2 S.D.+ 2 S.D. - % to Min % to Max % to Med % to Avg
12mth Forward PE 9.95x 5.99 14.86 10.14 10.25 15.08 5.42 -40% 49% 2% 3%
P/BV (Trailing) 0.73x 0.72 1.40 1.01 1.00 1.34 0.65 -1% 93% 39% 37%

Dividend Yield (Trailing) 4.90 3.55 5.80 4.88 4.73 5.98 3.49 -28% 18% 0% -3%

ROE (Trailing) 16.06 -0.04 17.40 13.87 10.93 24.23 -2.37 -100% 8% -14% -32%

Implied Value of Growth -10.9% -0.70 0.39 -0.04 -0.03 0.48 -0.54 -541% 457% 63% 75%

Source: Bloomberg, Reuters Global Fundamentals, IBES CONSENSUS, J.P. Morgan Calcs * Implied Value Of Growth = (1 - EY/Cost of equity) where cost of equity =Bond Yield + 5.0% (ERP)

6-Jun-14
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Seven Group Holdings (SVW.AX, SVW AU) Price Chart

N A$12.8N A$9.61 N A$7.32OW A$8.73OW A$10.38OW A$9.97N A$11.01N A$9.313OW A$10.465OW A$10.214OW A$12.41OW A$9.62OW A$9.77

N A$13.4 N A$13.1N A$10.8N A$7.24OW A$7.33N A$7.325OW A$7.92N A$9.81OW A$11.26OW A$10.54OW A$11.49N A$9.97OW A$10.465OW A$10.278OW A$11.58OW A$10.75OW A$9.61N A$8.64
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Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.
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