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Company description 

Aurizon Holdings Limited (AZJ) owns and operates a coal network made up of 

2,670 kilometres of heavy haul rail infrastructure. AZJ also provides a range of 

services in rail design, engineering, construction, management and maintenance, 

and offers supply chain solutions to a range of customers in Australia. 

Summary of capital structure 

The highlights of the balance sheet include an asset side which is dominated by 

tangible assets including rolling stock. Gearing levels are in line with similar 

businesses that operate regulated assets with high levels of revenue visibility. Many 

of its non-regulated contracts are long-dated and held with high quality 

counterparties. 

Ord Minnett investment thesis 

AZJ has strong prospects for sustainable long-term earnings growth through cost 

savings, business simplification, and improved revenue quality in some businesses, 

especially coal. Plans to rationalise its fleet should deliver higher returns on capital 

and boost productivity as the company continues on its path toward being ranked 

as a world-class operator. AZJ will continue to seek improvements in profitability 

against a backdrop of upcoming regulatory adjustments. 

 

One-offs flatter the first half result 

While reported NPAT was 18% higher than the pcp and also above market 

consensus, there were a multitude of exclusions to underlying EBITDA. If a 

conservative stance was taken on these line items, and a $64m charge related to 

redundancies was taken above the line, earnings more accurately fell by 3% on the 

same period last year. A strong result in the Network business buoyed the overall 

result, as it was the only segment to grow its pcp revenue. 

Balance sheet looks in good shape 

The balance sheet appears fit for purpose with a Net Debt to Capitalisation ratio of 

37% and Net Debt to EBITDA ratio of 2.1x. Assuming the company continues to 

reduce its capex over the coming years and retains the savings achieved as part of 

the Transformation Program, free cash flow should improve over the medium term. 

The outlook also suggests that AZJ may have sufficient resources to consider some 

form of capital management (such as an on-market buy back) later this year. 

    

Table 1: Summary of Listed Bonds 

ASX     Coupon Running Yield to Trading Valuation 

Code Issue Last  Rate Yield Call Margin (%) Opinion 

YTMAZJ October 2020 $112.17 5.75%s.a. 5.13% 2.86% 0.6 Good 

Source: IRESS, Ord Minnett estimates  
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Valuation Methodology 

Excellent – Represents compelling value 

based on its credit quality and on a relative 

value basis. 

 

Good – Represents attractive value based 

on either its credit quality or its value 

relative to peers. 

 

Fair – Represents acceptable value for the 

risks attached. 

 

Overvalued – Represents a prospective 

return that does not adequately compensate 

the holder for the risks attached. 

 

 

 
 

mailto:bdunn@ords.com.au


 
 

2 

Ord Minnett Fixed Interest 

 

 

 

Figure 1: Analysis of Capital Structure 
 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Ord Minnett estimates. 
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1H17 Results Review 
 

Reported underlying NPAT of $279m, was 4% above the consensus forecast of 

$269m and up 18% on the pcp. But what should investors include above/below the 

line? For example, if you exclude the one-off benefits from Bandanna Energy’s 

$15m bank guarantee, the $11m reduction in D&A due to asset impairments, $6m 

insurance claim recovery, the $3m from sale of Moorebank, but include the $64m 

cost of redundancies then we estimate earnings fell 3%. 

Table 2: Revenue and EBIT 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data, Ord Minnett estimates  

 

Transformation benefits were the second largest contributor to the movement in 

earnings. 

Figure 2: Transformation benefits 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company data 

 
AZJ’s ability to achieve FY17 guidance for EBIT of $900-950m (which at the 

midpoint is 2% lower than the FY16 result) is dependent on successful execution of 

three strategic priorities. Operational improvements in Coal and the freight business 

are well within the influence of management, but the UT5 negotiations retain an 

element of uncertainty that will not be resolved until the final determination is made. 

Because UT5 will impact ~50% of AZJ’s recurring earnings, it is arguably the 

biggest risk on the horizon for the near future. 

 

 
  



 
 
 

 

4 

Ord Minnett Fixed Interest Ord Minnett Fixed Interest 

Debt Maturity Profile 
 

Figure 3: Debt Outstanding 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: IRESS, Bloomberg, Company data 

 

Aurizon’s debt maturity profile is typical of an investment grade balance sheet with 

relatively short-term bank debt supplemented by longer-dated debt capital 

instruments. The bonds are denominated in AUD (2020) and EUR (2024 and 2026). 

The bank debt comprises a $50m working capital facility and a multi-tranche term 

facility with a syndicate of lenders. 

With negotiations still ongoing around UT5, it is unlikely any major bank debt 

refinancing will take place until after the regulatory reset. The first tranche of term 

debt is due to repaid or refinanced in July 2018. 

AZJ’s bond portfolio has a weighted average fixed coupon of 3.4% per annum, with 

a weighted average duration of 5.8 years. 
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Key Financial Metrics 
 

Table 2: Core Ratios for Debt Investors 

 

  FY12 FY13 FY14 FY15 FY16 FY17E Trend 

EBIT ($m) 551.8 768.1 874.6 972.3 871.1 930.0 Stable 

EBIT Interest Cover (x) 13.30 7.59 7.23 6.75 5.84 5.61 Deteriorating 

Net Debt / EBIT (x) 2.00 3.09 2.88 2.89 3.93 3.50 Deteriorating 

Free Cash Flow / Net Debt (%) -21.0 -0.8 11.1 13.5 11.1 17.8 Improving 

Total Debt / Total Assets (%) 12.0 23.6 25.9 26.3 32.1 30.9 Stable 

Tangible Equity / Total Assets (%) 72.7 61.7 58.0 56.9 50.8 51.0 Deteriorating 

Source: Company data, Ord Minnett estimates 

 

At a high level, AZJ has been undertaking significant business improvement 

initiatives in a bid to boost productivity and profitability. It has been achieving these 

outcomes against a very difficult backdrop for the key markets in which it serves. 

While not directly exposed to iron ore or coal prices, its customers are highly so. 

Even though many of AZJ’s contracts are long-dated and have strong obligations to 

be honoured, AZJ still must be cognisant of the health of its customers. To that end, 

EBIT profitability has remained in a narrow range for several years as these 

competing forces work through the business. 

In this environment, with a 100% payout ratio and a relatively capital-hungry 

business, Interest Cover has been falling in recent years (albeit, from very 

comfortable levels). Regulatory resets, improving commodity markets and further 

operational gains could all support a future improvement of the Interest Cover ratio 

over the medium term. 

A moderation of capex requirements in FY17 is driving an improvement in the ratio 

of free cash flow to net debt, indicating an improved ability to manage debt levels 

this year. Again, the regulatory reset as part of UT5 will give further clarity to 

management on its investment requirements in the medium term. 

One of the key strengths of the AZJ business, in our view, is a high level of tangible 

equity against a high level of tangible assets. This gives bond holders a high level of 

clarity when assessing the robustness of the balance sheet. 
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Please contact your Ord Minnett Adviser for further information on our document. 
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Guide to Ord Minnett Recommendations 

SPECULATIVE BUY We expect the stock’s total return (nominal yield plus capital appreciation) to exceed 20% over 12 
months. The investment may have a strong capital appreciation but also has high degree of risk and 

there is a significant risk of capital loss. 

BUY The stock is undervalued and we expect a total return of 15% or more over the next 12 months. 

ACCUMULATE We expect a total return of between 5% and 15%. Investors should consider adding to holdings or 

taking a position in the stock on share price weakness. 

HOLD We expect the stock to return between 0% and 5%, and believe the stock is fairly priced. 

LIGHTEN We expect the stock to return less than 0% and possibly as much as 15%. Investors should consider 

decreasing their holdings. 

SELL We expect the total return to lose 15% or more. 

RISK ASSESSMENT Classified as Higher, Medium or Lower, denotes the relative assessment of an individual stock’s risk 

based on an appraisal of its disclosed financial information, volatility, nature of its operations and other 

relevant quantitative and qualitative criteria. 

 
Guide to Ord Minnett Fixed Interest Recommendations 

UNDERVALUED Having a spread more than 30 basis points greater than Ord Minnett’s assessed fair value. 

 

FAIR VALUE Having a spread up to 30 basis points above or below Ord Minnett’s assessed fair value. 

 

OVERVALUED Having a spread more than 30 basis points less than Ord Minnett’s assessed fair value. 

 

 

Disclosure: Ord Minnett is the trading brand of Ord Minnett Limited ABN 86 002 733 048, holder of AFS Licence Number 237121 and an ASX Market Participant. Ord 
Minnett Limited and/or its associated entities, directors and/or its employees may have a material interest in, and may earn brokerage from, any securities referred to 
in this document. Further, Ord Minnett and/or its affiliated companies may have acted as manager or co-manager of a public offering of any such securities in the past 
two years. Ord Minnett and/or its affiliated companies may provide or may have provided corporate finance to the companies referred to in the report. This document 
is not available for distribution outside Australia and New Zealand and may not be passed on to any third party or person without the prior written consent of Ord 
Minnett Limited. 
  
Additional Disclosure: The analyst discloses that when conducting on-site visits to inspect property, plant and equipment that the analyst may have received 
assistance from the company. This assistance may have included on-site transport, incidental expenses, and access to equipment. Where practical, OML policy is to 
pay for all travel and accommodation expenses. 
 
An investment in a preference share is not, and is not equivalent to, a deposit in a bank account and there is a risk that investors could lose some or all 
of their investment. 
 
Ord Minnett has or will receive fees by acting as Co-Manager or Broker to the Offer for CBA PERLS IX, ANZ Capital Notes IV, NAB Capital Notes II, 
Westpac Capital Notes IV, AMP Capital Notes, Westpac Capital Notes III, Bendigo and Adelaide Bank CPS III, Crown Subordinated Notes II, NAB Capital 
Notes, ANZ Capital Notes III, CBA PERLS VII, Challenger Capital Notes, Macquarie Bank Capital Notes, NAB CPS II, AMP Notes II, Westpac Notes II, ANZ 
Capital Notes, ANZ Capital Notes II, Macquarie Capital Notes, NAB CPS, Bank of Queensland CPS, Bendigo and Adelaide Bank CPS, Commonwealth 
Bank PERLS VI, Crown Notes, Westpac Notes, Tatts Bonds, Woolworths Notes II, ANZ Subordinated Notes, Colonial Notes, Origin Notes, AGL Notes, IAG 
CPS, ANZ CPS III, Westpac CPS, Westpac Capital Notes II and NAB Notes. 
      
Disclaimer: Ord Minnett Limited believes that the information contained in this document has been obtained from sources that are accurate, but has not checked or 
verified this information. Except to the extent that liability cannot be excluded, Ord Minnett Limited and its associated entities accept no liability for any loss or damage 
caused by any error in, or omission from, this document. This document is intended to provide general securities advice only, and has been prepared without taking 
account of your objectives, financial situation or needs, and therefore before acting on advice contained in this document, you should consider its appropriateness 
having regard to your objectives, financial situation and needs. If any advice in this document relates to the acquisition or possible acquisition of a particular financial 
product, you should obtain a copy of and consider the Product Disclosure Statement for that product before making any decision. 
 
Analyst Certification: The analyst certifies that: (1) all of the views expressed in this research accurately reflect their personal views about any and all of the subject 
securities or issuers; and (2) no part of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed herein and 
(3) the analyst presently does not hold an interest in the securities referred to in this document, and will not benefit from any increase in the price of these securities. 

Ord Minnett Hong Kong:  This document is issued in Hong Kong by Ord Minnett Hong Kong Limited, CR Number 1792608, which is licensed by the Securities and 
Futures Commission (CE number BAI183) for Dealing in Securities (Type 1 Regulated Activity) and Advising in Securities (Type 4 Regulated Activity) in Hong Kong.  Ord 
Minnett Hong Kong Limited believes that the information contained in this document has been obtained from sources that are accurate, but has not checked or verified 
this information.  Except to the extent that liability cannot be excluded, Ord Minnett Hong Kong Limited and its associated entities accept no liability for any loss or damage 
caused by any error in, or omission from, this document.  This document is directed at Professional Investors (as defined under the Securities and Futures Ordinance of 
Hong Kong) and is not intended for, and should not be used by, persons who are not Professional Investors. This document is provided for information purposes only and 
does not constitute an offer to sell (or solicitation of an offer to purchase) the securities mentioned or to participate in any particular trading strategy. The investments 
described have not been, and will not be, authorized by the Hong Kong Securities and Futures Commission. 

For summary information about the qualifications and experience of the Ord Minnett Limited research service, please visit http://www.ords.com.au/our-team-2/  

For information regarding Ord Minnett Research’s coverage criteria, methodology and spread of ratings, please visit http://www.ords.com.au/methodology/  

For information regarding any potential conflicts of interest and analyst holdings, please visit http://www.ords.com.au/methodology/  
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