
SUPPLY NETWORK (SNL) 
12th June 2015 
 

Current Price       $1.95 

52 Week High    $1.80 

52 Week Low        $2.65 

Market Capitalization  (million)     $79.48 

Free Float  (million) $13.21 
 
DISCLOSURE: I currently own shares in SNL 
 

 
 
Valuation 

  Price Price return 

Base case $1.95 0% 

Best case $2.62 25.50% 

Worst case $1.17 -33.67% 
 
Investment Opportunity Summary 
 
SNL is a simple business with a clean balance sheet. The company 
directors currently own a significant portion of SNL’s stock. 
 
A large part of SNL’s revenue is non discretionary – trucks and 
buses need to be kept on the road. Clients are also willing to pay a 
premium to avoid delays in obtaining parts and for reliability. 
 
The business has enjoyed consistent revenue growth as it has 
expanded its network of stores across Australian and NZ. 
 
In recent years, SNL has earned an increasing return on invested 
capital (ROIC). Profitability, coupled with increasing operating 
margins, indicate that SNL enjoys a sustainable competitive 
advantage over its smaller peers. 
 
Expansion is continuing as SNL moves into a new main warehouse 
in Sydney, with double the capacity of the previous location. 
History suggests that EBIT is flat for 2-3 years during expansion, 
followed by an increase in profitability thereafter. 
 
The stock pays a trailing dividend yield of 4.62% fully franked. 
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Breaking news: On June 15th 2015, Burson Group (BAP) has offered to by Metcash’s 87% stake in its auto 

parts division (Autobarn, Autopro and Midas) for $275 million, representing a FY 15 EV/EBIT multiple of 9.9×. 

FY2014 EBIT for SNL was $8.54m. Assuming 10% sales growth and stable margins (which are similar to those 

of the MTS auto parts division), a 9.9× EV/EBIT multiple results in a price of $2.20 - $2.30 for SNL. 

Business Overview 

Supply Network Limited (SNL) is an Australia-based company engaged in the provision of aftermarket truck 

and bus parts to the commercial vehicle industry.  

The Company operates entities in Australia and New Zealand under the Multispares brand. Each entity offers 

a range of replacement parts for road transport equipment. 

SNL sells a range of services, including parts interpreting, procurement, supply management and problem 

solving.  

Company website: http://www.supplynetwork.com.au/ 

Investment Thesis  

SNL benefits from a combination of factors including: 

 Large commercial operators can’t afford to have their vehicles off the road.  Consequently, they are 
prepared to pay a premium to have parts in stock (rather than waiting for them to be imported) and 
shipped anywhere in Australia within 3 hours.  

 While price sensitive, most clients are unwilling to try a new supplier that may not have parts in stock 
or try a different brand of part that may not be reliable just to save a few dollars. 

 Large bus operators are also able to save by entering into a long-term supply contracts. These 
contracts are lower margin; but they provide SNL with a base of stable revenues 

 SNL has the scale to buy spare parts in bulk, an advantage that its smaller competitors don’t share. 

 Current assets make up the majority of assets on the balance sheet, of which inventory is the largest 
component. Inventory turnover is stable at 2×, indicating that the risk of impairment to net tangible 
assets is low.  

 There were 94,131 buses and 554,998 trucks on the road in Australia in 2014. 

 Estimated size of the bus parts market > $100 million, truck parts market > $1 billion (SNL estimates). 

 Replacement parts are mostly non-discretionary purchases and often difficult to plan.  

 Non-discretionary maintenance is reasonably recession proof. 

 Vehicles typically remain in service for 25-30 years. 

 Australia has the oldest bus and truck fleet in the developed world. For example, the average age of 
all trucks in Australia is 13.8 years while in the US it is 6.7 years (2012). 

 Average vehicle life is relatively stable over time. 

 Australia’s bus and truck fleet has historically experienced steady growth of 3-5% per year. 
 

Market Risks 

 Illiquidity – small size and free float. 

 Dilution – SNL issues a large number of shares as part of its DRP. Investors who don’t participate 
will experience a significant level of dilution. 

 Foreign Exchange – SNL’s largest asset is its inventory which is imported from Japan and Europe 
denominated in JPY and EUR. 

http://www.supplynetwork.com.au/
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Business Risks: 

 Competition from small independent operators. 

 Product price deflation. 

 Higher fuel prices. Fuel is the largest cost for a truck/bus operator, a rise in fuel costs can trigger a 
delay non-essential maintenance. 

 Longer warranty periods for new vehicles reduce the need for spare parts. 

 Improved service life of parts. 

 A drought in regional Australia could trigger a delay non-essential maintenance by farmers. 

 A slowdown in mining could reduce demand for truck parts. 

 Technological improvement.  For example, modern engines have fewer moving parts and 
consequently the number of spare parts for servicing has reduced over time. 

 

Valuation 

SNL is currently trading at fair value. 

My base case assumptions: 

 Sales growth = 10% which is in line with history and lower than current revenue growth. I have 
assumed that sales growth fades to the long-term bond rate in year 10. 

 Long-term EBIT margin = 10% which is in line with history. This is a conservative assumption since 
current operating margins are over 12% and margins may continue to improve as SNL generates 
economies of scale. 

 Re-investment in working capital = I have made the conservative assumption that assumed that 
future growth will require 33% more investment in inventory than SNL’s current investment in 
inventory as a percentage of sales. 

 Cost of capital (COC) in year 10 = 9%. This is a conservative estimate as the long-term cost of capital 
should hopefully be lower if SNL continues to grow and develops into a larger and more mature 
company. 

 In the long-term SNL’s return on invested capital (ROIC) = COC. This is a conservative assumption since 
SNL’s historical growth in profitability suggests that it has competitive advantages. 
 

This results in an intrinsic value estimate of $1.95.  

Best case: 

 Sales growth = 10% (in line with history). 

 EBIT margin = 12% (in line with current). 

 Re-investment in working capital = in with current. 
 

Intrinsic value = $2.62, SNL is 25.50% under-valued. 

Worst case: 

 Long-term EBIT margin falls to 7% (it hit 5% in 2005 and 2006 but bounced back quickly). 

 Sales growth = 5%.  
 

Intrinsic value = $1.17, SNL is 66.33% over-valued. 
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FCFF Valuation 

 

 

Base year 1 2 3 4 5 6 7 8 9 10 Terminal year

Revenue growth rate 10.00% 10.00% 10.00% 10.00% 10.00% 8.57% 7.14% 5.70% 4.27% 2.84% 2.84%

Revenues 81.22$           89.34$           98.27$           108.10$         118.91$         130.80$         142.01$         152.14$         160.82$         167.69$         172.45$         177.35$         

EBIT (Operating) margin 12.56% 12.31% 12.05% 11.79% 11.54% 11.28% 11.02% 10.77% 10.51% 10.26% 10.00% 10.00%

EBIT (Operating income) 10.20$           10.99$           11.84$           12.75$           13.72$           14.76$           15.66$           16.38$           16.91$           17.20$           17.25$           17.73$           

Tax rate 29.71% 29.71% 29.71% 29.71% 29.71% 29.71% 29.77% 29.83% 29.88% 29.94% 30.00% 30.00%

EBIT(1-t) 7.17$             7.73$             8.32$             8.96$             9.64$             10.37$           11.00$           11.50$           11.85$           12.05$           12.07$           12.41$           

 - Reinvestment 4.06$             4.47$             4.91$             5.40$             5.95$             5.60$             5.07$             4.34$             3.44$             2.38$             3.92$             

FCFF 3.67$             3.86$             4.05$             4.24$             4.43$             5.39$             6.43$             7.51$             8.61$             9.69$             8.50$             

NOL -$               -$               -$               -$               -$               -$               -$               -$               -$               -$               -$               -$               

Cost of capital 9.31% 9.31% 9.31% 9.31% 9.31% 9.25% 9.19% 9.13% 9.06% 9.00% 9.00%

Cumulated discount factor 0.9148 0.8368 0.7655 0.7003 0.6406 0.5864 0.5370 0.4921 0.4512 0.4140

PV(FCFF) 3.35$             3.23$             3.10$             2.97$             2.84$             3.16$             3.45$             3.70$             3.89$             4.01$             

Terminal cash flow 8.50$             

Terminal cost of capital 9.00%

Terminal value 137.94$         

PV(Terminal value) 57.10$           

PV (CF over next 10 years) 33.70$           

Sum of PV 90.80$           

Probability of failure = 0.00%

Proceeds if firm fails = $0.00

Value of operating assets = 90.80$           

 - Debt 11.62$           

 - Minority interests -$               

 +  Cash 0.16$             

 + Non-operating assets -$               

Value of equity 79.34$           

 - Value of options $0.00

Value of equity in common stock 79.34$           

Number of shares 40.76             

Estimated value /share 1.95$             

Price 1.95$             

Price as % of value 100.18%


