FINANCE & TREASURY

LOW-DEBT COMPANIES

Cashed-up heroes

Not all Australian companies are suffering under the weight of debt.
Plenty are thriving without leverage, as MAGGIE MACRAE discovers.

OR EVERY high-profile player Buckling

under the weight of debt and an inabilty o

socime furds, there ana a hast of cashed-up

companies with low dabt, or none at all,
quietly going about thelr business.

These include companies such as
Ausiralian Wealth Management, Flight Centra,
Irfemsedia, Mortgage Choice, Platinum Assat
Management, Servcorp, Treasury Group and
‘Washinglon H Soul Pattinson. Critics may dub
{hemn caulious or baning, but experts say they
are ghining examiples of capltalism at its best
and mast basic.

An associate prodessor of economics and
finance at the Universily of Westem Sydney,
Steve Keen, Says these companies — and others
like: tham - stard in $tadk contrast to the debe-
laden, complexdy struciured enterprises that
hawe dominated the headines for all the wiong
reasons. in recent times,

Kean says the imesponsibie use of debl by
a minarity of companies has given deld a bad
name for the majority, “Using debl to fund
inmovation, for example, is pood use of debt,”
he says, “but too much of recent debt is used
in wastedul ways, such as speculation, and this
wipes out real enterprisa,”

Finance experts and chief financial afficers
say establishing, developing and running liow-
dieht, cashed-up companies ks not based on
rockel science. Rather, they say, it is about
eomman sense, sound strategies and basic
finance amd operating structures. However,
they ackd that successfil models and finance
jpalicies must be tailored for each company.

The: chied financial officer of national
mortgage braker Morgage Choice, Tony
Crosslay, says it was through trial and eror

that the founders of his company came up
with thair successfl modal and finance
policies in 1992, The result was a pure play
distribution model and a national franchise
netwark, featuring cash flow as the ultimate
funding source.

The compary’s founders used equity,
rather than debt, to estabiish the business
and continued to use It until the end of 2000,
wihan they supplemented It with a low level of
debt that was repaid within teo years, Crossley
says swings In cansumer sentiment and activity
that occurred in short time frames posed
significant risks bo using debt for expansion,
especially early in the business' history.

OUTSOURCING RISKS

Mortgage Cheice, which listed in 2004, has
nad mo debt fof the past six years, Crossley
SVE It is 4 Tunclion of its butiness model,
finance policies and corporate maturily, “A
good franchissr can run with minimal debt
Becauss it has outsourced thi: management

AR PRI

of many business risks, such as debt, to its Tony Crossbey,
tranchise netwark,” he says. Mortgage Cholce:
“Wi derive a leveld of recurring income for ‘Our business model
Sollowing up on past activity, We receive & Mvetl  means we have had
of imcorne from our loan book with which to mo debt for six years.

senvice customers. This loan book grows each
wear. [By the end of 2001) we had generated
sufficient recuring Income to finance our
business moeds.

“As 2 mortgage broker, we [atsa) deal in
debit. A job well cone for 15 means wa have
matched cur customers with appropriate levels
of debi that have been siructured with the
right combination of featunes and pricing for
ihe cusiomer, Bomowing &t the cosporate bevel

heaps business debt risk upon an underdying
axpasune Lo debl markets, n effect, amplifying
ihe risk.”

The company’s. business model and finance
palicias hawve seen its loan book jumg frorm
$4.2 billion in 2000 to mona than $33 billion
in 2008, and Mortgage Choice corsistenithy
delivers pood profits and attractive yialds, In
2007-08, it raported revenue of $161.4 million,
profit of $19.3 milion, net cash of $8.5 million,
$55 million in equity and no debt.

Uniiker Mortgaga Chokce, office space and
Information and communications technokogy
{ICT) deweloper and provider Servenrs has just
recently added franchising to s business and

it has introduced it anly in India, CFO Tom
Wallace says it prefers the cookie-cutber model
that has proved so successful for the comipany
locailly and nternationaihy.

Servcom, like Mortgage Choice, has a
business moded that has generated impresshee
ongoing cash flow since its formation in 1978 -
burying office zpace and ranting it out. In Fecent
timess, it also has begun developing ICT systems
and offering them to customess. Wallace says
its finance policies are: ceganic growth at a
rate that its resources and management can
handle without sacrificing quality, minimal risk,
no debt ks best and cash for growth, “The: only
leveraging we do is of our cwn expertise and

shills,” he says. "In the time | have been here,
we have aways used cash.”

Wallaca says it has atso bean Servcoep’s
policy to build a cash buffer as insurance
for tough times, “The tough times are here
now,” e says. “We have already succassfully
survived three or four economic downbums in
ol haiory, S0 we know our business model
and our fingmte palicies work very well.”

Its mooel and palicies have seen the
company, which Ested in 1999, bocst its
fotal Mloors from 47 in 2004 1o 71 in 2008,
increase its revenue from $104.2 million in
2004 to $190.1 million in 2008 and raise its
cash levels from $54 mallion in 2007 o
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74 million in 2008, As of June 30, L had a
pafry 3270,000 of debt

COMMON TRAITS
The managing direcior of The Irfeligent
imestor, Shive Johnson, Siys thing ang common
traits for low-debl, cashed-uip companiss
Bosides those already mantionsd, these includs
having foundiers and thisr families or majonty
sharehosders as long-lerm senior execulives,
difficulty in obtaining funds at their start o
warly in their history and an ongoing focus
on cone business, “In recent years, Somé
companies have also been the unseccesshul
targets af private eguity firms,” Johnson Says.
Flight Cantre, in particutar, ticks all of the
boozs, including ursuccessTully flirking with
peivate equity. Shannon O'Brien is CFD ol

The only leveraging we do is of
our own expertise and skills.

TOM WALLACE, SERVCORP

th Z7=yearald Brishano-based keted travel
and evenls group, He says the company,
like Martgage Choice and Servcorp, has a
higtarically conservative attitude towards
debt and redies on its strong cash flow to
fursd growdh,

“['Wi alsal operate in a heavily regulated
erviranment,” 0'Bren says. “Regulations

thad ar@ in place in Australia and in some of
ol owBrseas prsdictions, in etfect, prevent
fravel agents from taking om what many
would perceive fo be a fairly comservative
level of debl”

1% wad uncharscheristic, themlans, in
2006-07 when Flight Centré opled for a
highly leweraged Struciung immolving privide

egisity partners to finance the next stage of
its corporale development. One deal was a
Pacific Equity Partners-backed, $17-a-share
ranagemeant buy-oul 1o lake the comipany
private, and thé slhir was & joint ventune.
Flight Centres shareholders rejected bath
Ironically, thie rejections proved 1o be &
bogn, Singg fhen, the comparny’'s shares hive,
at times, fraded well above 530 and it has
reparted high revenue and prolit growih, It
made sin acquistions and invesiménts wodh
almost 5170 million in 2007-08, including the
compary’s argest o date, the S152 million
purchase of Lnibted States-based Libery Travel
As of June 30, Fight Centre had cash and
cash equivabonts of S1E2.8 million and bank
debt of $160.6 million, of which S50 million
was for the Liberty purchase and 330 million

T AR, WTHINLE

for buying property. Although this is the mast
debt the company has carried, experts am
niot concamned, as they say it is still a low
kevel for @ business of Flight Centra's sime and
cash fiow,

At ramy low-debt companies, founders
and thelr famikes are heavily involved in
the ewnership and/or management of the
pusinesses. This i parlicularly apparent 3t
Serveorp 8nd century-old diversified financials
group Washinglon H Soul Pattinson. Senvcom
wis Sounded by AN Moufamge, wha remanms
chief esecutive. His san, Taine, is an executive
director and responsibile for operations in
Australasia and the Maddia East. Anather som,
Mareus, is chief indormation officer. At WHSE,
founder Lewsy Pattinson's great-grandson, Robart
Miliner, & chairman, Robert’s cousin, Michasl
Milines, & deputy chairman and a cousin via
marriage, Feter Robinson, is a director.

SHOWERED WITH MONEY

Lot rraamy of ils counterparts, Serveoep had
dilficully secuning funding during its infancy
CFD Wallace says banks and financlers would
mat even meet with its execubives to discuss
fundirg, led alpng provade a ling of credit.
Herw tlirnes have changed. “Since we have
been cashed-up, banks especially have bean
thecwying theemselves at us and wanting to
shavwer us with money,” hie says.

It's warth noting that even companies with
rio gk recognite that bormowing has s uses.
Crosshoy says Morlgage Chaics will “absobubely
consider” reasonable levels of debt wihen tha
circumstances wanant il. “The lesson of recent
histary is thik using debt to fnance sustainabia
growth is sensible and probably essential
he says “Using & to tund unsustainable
gn:rmh is futile and doomed. The whola arl is
determining that sustainabifty,”

Daspite the regulatory ervironmient under
which it oparates, O'Brien savs Flight Centre
still has room to move an debl. He says the
company will consider a maderabe kivel of
further debt at an opportune time b Tund
growth and create additional value. Nat
surprisingly, leveraging is not an oplion. He
says the company will consider bank debt
only with a medium- to long-term pesition and
in & conservative way that will mainkain its
imvestment grading.

But unlike Fight Centre and Mortgage
Chalca, Servcorp Is not about to consider
taking on any cebt any time soon, “For us,
good debt is no debt,” Wallace says. “| am
really happy with the position we are in. | am
nol warried abouwt debt at all and | love not
herving to spend any of my time working out
howe o please bankers.” ¥



