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Abstract 

This report analysis Monadelphous Group Limited’s accounting and financial 
performance, forecasting and estimating its share price. There are six main parts in this 
report. According the analysis, the report provides recommendations and conclusions. 
The current undervalues of Monadelphous’s share price may have a strong increasing 
trend in the future, which means that purchasing the shares of Monadelphous now may 
be a rational choice. In conclusion, this report analysis is based on the annual reports of 
Monadelphous and there are some limitations to be considered. 
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1. Accounting analysis 

1.1. The evaluation of earning quality 

The ROA of the company is measured by dividing earnings in the current period by the total 
asset from the last financial period. For Monadelphous, its P-value from the regression between 
Lag earnings and earnings in the last ten years is 0.00189, which is lower than 0.1. Therefore, 
there is evidence to reveal the hypotheses that the coefficient is statistically different from zero, 
thus Monadelphous’s earnings persistence can be analyzed based on this analysis. The 
coefficient between Monadelphous’ earnings and lag earning is 0.8788, comparing with the 
industry index, which is measured by the earnings from peer companies including Downer, 
NRW Holdings Limited and New Hope Corporation Limited. The coefficient of the industry 
index is 0.23. Also, the earnings persistence in Australia is 0.617, which indicates that 
Monadelphous’ earnings are relatively highly persistent. Higher the earning persistence, the 
higher the earning quality. Therefore, Monadelphous’s earning is highly sustainable, which 
means that it has a high probability that the company can generate at least a certain amount of 
earnings in the future. Moreover, the company which has sustainable earnings would have a 
higher value than the company does not have. 

 

Table 1. Persistence and predictability estimation (Source: Morningstar) 
 P-value Coefficient Variance of residuals 

Monadelphous Group Limited 0.00189 0.87880 0.00031 

Downer EDI Limited 0.60356 -0.09995 0.00008 

NRW Holdings Limited 0.50062 0.25980 0.00563 

New Hope Corporation Limited 0.22662 0.19316 0.00039 

Industry 0.16456 0.23203 0.00191 
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The variance of Monadelphous’s earning residuals is 0.00031, and the earning residual variance 
of the industry index is 0.001912. The less variance, the higher predictability. In this case, the 
earnings of Monadelphous are more predictable than the industry average. Generally, the 
higher earning persistence, the higher predictability, and this relationship can be witnessed in 
the case of Monadelphous. Also, the higher predictability of Monadelphous’s earning may 
indicate that there are more substantial earnings of Monadelphous. 

1.2. The evidence on earnings quality 

Another factor that influences the company earning quality is the accrual earnings, which is the 
difference between the operating cash flow and Net income after tax. The correlation coefficient 
between these two Tables of Monadelphous is 0.4269, which is higher than the average of the 
industry (0.2351). It shows that there is less difference between Monadelphous’ net operating 
cash flow and net income. In other words, Monadelphous has lower accrual earnings. The 
company which has lower accrual earnings will generally have higher earning quality since the 
accrual earnings are expected to be realized in cash in the future. This may be the factor why 
Monadelphous’ earnings are more persistent and predictable than the industry. 

As figure 1 shows, the large differences between net income and operating cash flow in 2017 
and 2020 are both caused by the collection of receivables. This is evidence that Monadelphous 
has the ability for accrual earnings management. 

 

Table 2. Difference between Net operating cash flow and Net profit after tax 

Source: Morningstar Interim report 

 Monadelphous Downer 
New Hope Corporation 

Limited 
NRW Holdings Limited  

In thousand 
($) 

Cash flow 
from 

operations 

Net 
profit 

after tax 

Cash flow 
from 

operations 

Net profit 
after tax 

Cash flow 
from 

operations 

Net 
profit 

after tax 

Cash flow 
from 

operations 

Net 
profit 

after tax 
 

2010 61,519 45,520 123,596 -103,811 32,285 407,393 47,771 20,360  
2011 68,410 57,507 107,096 84,990 -59,911 101,061 1,139,020 45,315  
2012 43,354 79,096 183,985 94,047 27,303 68,795 133,643 48,575  
2013 78,132 87,108 280,333 99,112 38,170 22,663 77,383 22,376  
2014 56,410 60,656 257,876 94,723 64,765 -23,139 30,095 -120,632  
2015 42,542 37,647 178,100 72,100 33,573 2,723 21,593 6,091  
2016 77,113 29,372 243,600 78,200 119,705 68,359 20,009 11,579  
2017 21,017 38,262 307,100 -15,900 206,699 115,592 31,476 15,349  
2018 15,466 31,785 355,300 141,400 182,767 120,209 58,069 28,202 Industry 

average 2019 38,569 28,896 -4,500 91,400 122,595 69,784 92,330 33,424 
Correlation 
Coefficient 

0.4269 0.1941 -0.0252 0.5364 0.2351 

 

 
Figure 1. Comparison of Cash flow from operating activities and Net profit after tax for MND. 

Source: MND annual report (2011-2020) 
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1.3. Accounting policies 

The key accounting policies adopted by Monadelphous are similar to other competitors such as 
Downer and NRW Holdings Limited as using Australian Accounting Standards (AASB). The 
Australian Accounting Standards (AASBs) is legislatively required by Australian Accounting 
Standards Board (AASB) and the Corporations Act 2001. Also, it complies with International 
Financial Reporting Standards (IFRS).  

Under IFRS, accounting flexibility is considered the following factors. The first factor is the 
valuation model used for the asset’s valuation. For example, PP&E can be reported by using the 
cost model or the revaluation model under IFRS. As for Downer and Monadelphous, they report 
the PP&E by using the historical cost model, while the revaluation model is used by NRW 
Holding (NWH). As a result, the carrying value of PP&E of NRW holding may be higher than the 
other two companies. Secondly, the estimation of asset life allows discretion to managers. As 
for Monadelphous, the estimated useful life of buildings is 40 years, compared with 20-50 years 
of Downer, resulting in the difference between the depreciation expense measurement and the 
net operating income. However, the tax department has its policy for the depreciation 
measurement, thus no influence on the actual tax expense in the cash flow. Thirdly, the 
classification of some activities’ cash flow allows discretion. For example, dividends received 
can be classified in either CFO or CFI in IFRS. For Monadelphous, the dividend received is 
classified in the CFO, while Downer and NRW Holdings classify this item in the CFI, it may lead 
to higher CFO reported to Monadelphous. Also, companies can choose a pension plan such as a 
defined contribution plan or defined benefit plan. However, in Australia, the superannuation 
plan is compulsory to be used by all the companies in Australia and which is considered as a 
DCP. In this case, the majority of the companies in Australia use the defined contribution plan. 
This can be witnessed that Monadelphous, as well as its competitors all, use the defined 
contribution plan. 

 

Table 3. Accounting policies compared to competitors 

Source: MND, DOW and NRW annual report (2011-2020) 
 Monadelphous Downer NRW holdings 

Interest received CFO CFO CFO 
interest paid CFO CFO CFO 

dividend received CFO CFI N/A 
dividend paid CFF CFF CFF 

tax paid CFO CFO CFO 

 

1.4. Earning management 

Earnings management refers to the behavior of managers to mislead stakeholders by changing 
financial information. That is to say, earnings management is an accounting technique used by 
managers to satisfy their desire for benefits (Goel & Thakor, 2003). To judge whether the 
management of Monadelphous has any behaviors of earnings management, we start from the 
perspective of earnings management motivation. According to Chen and Tsai in 2010, the three 
types of motivation that most often lead to earnings management are altruistic motivation, 
speculative motivation and pressure from related parties. Considering the major events of 
Monadelphous in the past five years, such as the loss of fire, from the perspective of motivation, 
the management can manipulate the data. However, through the financial statements in the 
past five years, the financial changes are consistent with the market changes and the occurrence 
of major events.  

In order to further evaluate the earning management of Monadelphous, applying the Beneish 
M-Score model. The average results of the last five years are -3.038, which is less than -2.22. 
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therefore, Monadelphous is overall unlikely to be a manipulator. Another method we can use to 
identify abnormal items is f statistical method. However, for f statistical method, it requires a 
professional database to determine. Unfortunately, it is not available for us to use, thus it can 
not be shown in this report.  

 

Table 4. Beneish M-Score model (Source: MND annual report (2016-2020)) 
Item 2016 2017 2018 2019 2020  

Days sales in receivables index 1.187 0.826 0.843 1.315 0.808  
Gross Margin Index (GMI) 0.008 0.008 0.009 0.007 0.006  
Asset Quality Index (AQI) 0.930 1.302 1.934 0.385 1.811  
Sales Growth Index (SGI) 0.732 0.913 1.391 0.852 1.006  

Depreciation Index (DEPI) 0.922 1.131 1.277 1.000 0.918  
Sales General and Administrative Expenses Index 

(SGAI) 
1.414 1.071 0.731 1.299 0.938  

Leverage Index (LVGI) 0.862 0.938 0.976 0.999 1.092  
Total Accruals to Total Assets (TATA) -0.016 -0.080 0.030 0.053 -0.115 Average 

M-SCOPE -3.208 -3.472 -2.195 -2.900 -3.413 -3.038 

 

1.5. The red flags in the financial statement  

Monadelphous’s revenue recognition policy was changed in 2020. Before 2020, the revenue 
was recognized and measured at the fair value of the consideration received or receivable and 
adjusted with the probability of receivable. While in 2020, the revenue was recognized without 
the measurement for the probability of credit loss, it may result in higher revenue reported in 
2020.  Also, generally, the revenue has the same trend as credit sales. However, the account 
receivable in 2020 has decreased by about 21%, this may also indicate the overstate of revenue 
of Monadelphous. However, the probability of receivable is not disclosed in the annual report. 
Therefore, assuming that the probability of receivable is 98%, and the adjustment for the report 
shown in Figure 2. 

 

 
Figure 2. Adjustment of sales (Source: MND annual report) 

 

Since 2019, the allowance of receivables has been measured by calculating the expected credit 
loss for each class of past-due trade receivables. While before 2019, the allowance for 
receivable was recognized only when there is objective evidence such as the financial difficulty 
of the customers. The less accuracy of receivable credit loss measurement results in higher 
receivable recorded in the balance sheet, and higher net profits for those years. 
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Generally, it should be a positive relationship between the receivable growth rate and revenue 
growth rate. However, in 2019, Monadelphous receivables growth rate is 14.42%, while the 
revenue decreased 14.84% in that year. This indicates that Monadelphous had the problem of 
receiving payments from their customers. However, the allowance for credit loss remained 
similar to the amount in 2018. After the adjustment for the account receivable, the total asset 
and net profits in 2019 would decrease with the amount of receivable credit loss after tax. 
However, in 2020, most of the receivables were collected in Monadelphous, thus it may not be 
necessary to adjust this amount since the current assets only need a one-year adjustment. 

Since 1st July 2019, the operating leases have been reclassified as the financial leases in 
Monadelphous. The retrospective adjustment was used for this accounting policy change, 
resulting in a $40.161m increase in PP&E in July 2019. For the operating lease in Monadelphous, 
there was no assets recognition in the balance sheet, while the lease liability was recognized as 
the interest-bearing loans and borrowings in Monadelphous. Applying the new accounting 
policy, the liability of financial leases has been reclassified as lease liability from the interest-
bearing loans and borrowings. For the impact of classifying as operating leases before 2019, 
the cost of operating leases was recognized as the rent expense, which was measured by the 
straight line of the lease liability, resulting in lower cash flow from the operating activity and 
lower total assets before 2020.  For the finance lease, the lease expense includes two parts. The 
first one is the depreciation of the present value of PP&E, which is measured by the straight-
line method. The second part is the financial cost, which is measured by the net carrying amount 
of ROU multiply the interest rate on the lease. For Monadelphous, its lease liabilities have a 
significant increase in recent years, resulting in a higher financial cost charge on lease under 
the finance lease. For example, the retrospective adjustment for this accounting policy change 
results in the higher lease expense in 2019 and lower the retained profit with the amount of -
$4.97m. Also, it leads to a $2.13m increase in DTA. However, the details of the lease liability are 
not disclosed in the financial report, the adjustment for previous financial performance cannot 
be done.  

 

Table 5. Reconciliation of net profit after tax to the net cash flows from operating activities 

Source: MND annual report (2016-2020) 
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There is a significant difference between the net earnings and net operating cash flow of 
Monadelphous in the financial year 2020. This is due to the large decrease in the receivables to 
the company. However, this is considered as a good sign since Monadelphous has a good credit 
given management and it could collect most of its credit sales even in the recession period. 

There were no large assets write-offs in the last five financial years to Monadelphous since most 
executives have been working on the company for more than 15 years. Monadelphous has 
finished a series of acquisitions in previous years, while the intangibles and goodwill have 
maintained a relatively small amount to the total assets. Therefore, it may not be necessary to 
adjust. 

For the asset overstate adjustment, there are four triggers for that, which are increasing days 
inventory, declining return on assets, increasing days receivable and increasing receivables. 
Monadelphous has the trend of increasing days receivable in 2019, while most of the receivable 
was collected in the next year, so it may not need to be adjusted. Also, Monadelphous has the 
trend of declining ROA in 2020, while this is due to the accounting policy change. Therefore, it 
does not need to adjust the long-term assets as well. 

1.6. The evaluation of the quality of disclosure 

The effective disclosure can support stakeholders to make decisions and affect the public’s 
prediction and attitude towards the company. First of all, Monadelphous has a detailed 
explanation of its business development strategies such as products and geographic 
diversification strategy. Also, it gives detailed information about the current challenge and how 
the company response to this such as executives’ salaries reduction. Secondly, the company has 
a detailed explanation of the accounting policy changes in the notes. The contingent liabilities 
that occur every year are also clearly disclosed such as the lawsuit with Rio Tinto. Thirdly, 
Monadelphous has also disclosed the sustainability reporting to the public, including economic, 
environmental, and social activities. Non-financial performance is disclosed to attract more 
external investors, which is an effective method to demonstrate the going concern of the 
company. However, the management earnings forecast is not disclosed by Monadelphous, 
while NRW holdings has disclosed its revenue forecasting will be between $2.2billion and 
$2.3billion in FY21. Fourthly, Monadelphous has disclosed the income composition of its 
management and has independent board committees including Audit, Nomination, and 
Remuneration (Annual report, 2019) However, it lacks the risk committee compared with its 
competitors. Also, the chairman is responsible for the reporting and he gave the overall outlook 
of the business. Finally, the segment disclosures such as business sectors and geographic 
segments have disclosed in Monadelphous. However, for the geographic segment disclosure, 
there is only revenue information disclosed and other important information about the 
business has not been disclosed. Nevertheless, the other two competitors have not disclosed 
this information as well. 

2. Financial analysis 

2.1. The analysis of simple DuPont 

Monadelphous has the highest profit margin among these three companies, which indicates 
that Monadelphous may have the advantage in contract pricing and cost management. Also, 
Monadelphous’ asset turnover is the highest, which indicates that Monadelphous has the 
highest efficiency of deploying its assets to produce revenue. Generally, the company has a 
higher profit margin will have a lower asset turnover, while Monadelphous, it has outperformed 
in both indexes. However, the lowest leverage of Monadelphous decreased its ROE, compared 
with the other two companies. Considering that Monadelphous has a large amount of cash on 
hand, a high dividend payout ratio and low leverage, it indicates that Monadelphous may lack 
investment opportunities. On the other hand, Monadelphous has a good cash buffer, strong 
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operating margins, and low leverage, which indicates that Monadelphous has sound economic 
fundamentals, and it may be less affected by the current downturn. However, Monadelphous’ 
revenue has decreased in the last five years, while other competitors like Downer and NRW 
holdings have a strong increase in their revenues. The high-profit margin and low leverage 
capital structure strategy may not be desirable for Monadelphous’ future development. 
Monadelphous can increase its leverage and provide a more competitive contract price to 
succeed in the tender and boost its revenue. As a result, even though the profit margin will 
decrease, the increasing revenue can help to generate more returns to the shareholders. 

 

Table 6. DuPont analysis of MND and two competitors in 2019 

Source: MND, DOW and NWH annual report (2019) 
In thousand MND DOW NWH 
Net income 52,113 276,300 32,270 

Sales 1,479,737 12,773,500 1,078,124 
Average total assets 686,990 7,898,100 554,382 

Average stockholders' equity 395,405 2,244,900 282,046 
Profit margin 0.035 0.022 0.030 

Asset turnover 2.154 1.622 1.945 
Total leverage 1.737 2.525 1.966 

ROE 0.132 0.088 0.114 

 

2.2. The analysis of advanced DuPont model 

The operating income to net operating asset ratio (RNOA) provides a picture of how the 
company uses the operating assets to generate earnings excluding the borrowing effect. In 2019, 
the RNOA of Monadelphous is significantly higher than DOW and NWH, which indicates it 
operates its business more profitably than the industry. 

The average net financial obligation (NFO) is negative (-$161.516 million), this is because the 
amount of cash is much higher than the total borrowing liabilities, resulting in the interest 
income is higher than the interest expense to Monadelphous. Also, it raises the question of why 
Monadelphous operates with such low leverage, which causes the ROE is much lower than 
RONA (Zhang 2016). Meanwhile, it indicates that Monadelphous can pay back it’s all loans. In 
this case, the bond rating of Monadelphous does not matter. Also, Monadelphous use sufficient 
cash as the internal funds to invest in the capital expenditure, and which is the cheapest source 
of financing. For the other two companies, they maintain a higher leverage level than 
Monadelphous. In terms of net financial obligations to total equity ratio (FLEV), the negative 
FLEV of Monadelphous (-0.408) indicates it has negative leverage, and which brings a more 
significant negative effect to the ROE of Monadelphous compared with Downer and NHW.  

The net borrowing cost illustrates the credit rating of the company and the interest rate charged 
by the borrowers.  However, for Monadelphous, the negative interest expense and negative net 
financial obligation lead to a positive NBC with 0.002 and the average implied interest income 
in the last five years is 1.22%, which indicates that the interest income to the company is 
extremely low. Holding such a large amount of cash cannot provide the desirable return to 
Monadelphous. 

The spread between RNOA and NBC shows the profitability of the company including the 
consideration of interest effect. A positive spread indicates that operating activities are more 
profitable than financing activities. The spread of Monadelphous is 0.22, and it is -0.013 and -
0.077 to Downer and NWH respectively. Generally, if the RNOA is higher than NBC, it should be 
considered as favorable financial leverage to the company since the company can generate 
sufficient income to cover their borrowing costs. Nevertheless, a large difference between the 
RONA and NBC also indicates that Monadelphous does not take advantage of loan funding such 
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as tax savings. Also, a large number of negative FLEV multiply a large number of positive 
spreads brings a significant negative contribution to the ROE to Monadelphous. As for Downer 
and NHW, even though they operate the business with unfavorable financial leverage which the 
RNOA is lower than NBC, a higher leverage structure helps them to generate earnings for 
shareholders. 

In conclusion, Monadelphous has a much higher ability to use its operating assets to generate 
earnings. However, the negative borrowing obligations caused a significant adverse influence 
on ROE. It should adjust its leverage structure. Besides, this leverage structure is less realistic 
by considering that Monadelphous is a long-history and mature manufacturer. It may indicate 
the leading executives in Monadelphous are too conservative since most of the executives in 
Monadelphous have been working for over 15 years. 

 

Table 7. ROE of MND, DOW and NWH in 2019 

Source: MND, DOW and NWH annual report (2019) 
 

MND DOW NWH 
RNOA 0.222 0.085 0.118 
FLEV -0.408 0.260 0.103 
NBC 0.002 0.074 0.156 

Spread 0.220 0.017 -0.039 
FLEV*Spread -0.090 0.003 -0.004 

ROE 0.132 0.088 0.114 

 

2.3. The comparison of three key asset management 

Choosing the receivable turnover period, inventory turnover period and purchase turnover 
period to evaluate the working capital management of Monadelphous, and they are used to 
determine the cash conversion of Monadelphous. A short cash conversion cycle means the 
company converses its net working capital to cash quickly. Comparing with Downer and NRW 
Holding limited, Monadelphous is overall operating its working capital less efficiently. This is 
mostly due to the poor management of trade receivable and payable. The credit given to 
customers in Monadelphous is 30 to 60 days, while the receivable turnover period is 
significantly higher than this range, resulting in higher credit risk exposure to Monadelphous. 
Also, the lower payable turnover period indicates that Monadelphous has less negotiation 
power with its suppliers. However, considering that Monadelphous has a large cash buffer, it 
may prefer to pay back its credit taken earlier in order to lower its cost of goods sold, and this 
may be the factor why Monadelphous can have a higher gross profit margin. Also, in 2020, 
Monadelphous has announced that they would pay back their suppliers earlier in order to 
support them in the current recession. In this case, Monadelphous can have sustainable future 
development through the cost of goods sold reduction by maintaining a good relationship with 
their supplier and minimize the disruption to business during the current crisis. 

 

Table 8. Monadelphous key asset management (Source: MND annual report (2016-2020)) 

Days 2016 2017 2018 2019 2020 Average 

Receivable turnover period 95.64 85.91 56.11 75.38 71.75 76.96 

Inventory turnover period 17.86 18.00 12.29 6.39 1.15 11.14 

Payable turnover period 70.49 56.15 35.69 40.58 40.13 48.61 

Cash conversion cycle 43.01 47.77 32.70 41.20 32.77 39.49 
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Table 9. Downer key asset management (Source: DOW annual report (2016-2020)) 

Days 2016 2017 2018 2019 2020 Average 

Receivable turnover period 59.88 71.37 58.31 58.59 61.69 61.97 

Inventory turnover period 18.11 15.75 8.65 8.17 9.15 11.97 

Payable turnover period 53.64 61.60 58.16 63.05 65.74 60.44 

Cash conversion cycle 24.35 25.52 8.80 3.71 5.09 13.50 

 

Table 10. NRW Holding Limited key asset management 

Source: NRW annual report (2016-2020) 

Days 2016 2017 2018 2019 2020 Average 

Receivable turnover period 69.87 47.43 46.26 47.18 48.07 51.76 

Inventory turnover period 28.49 17.39 10.32 8.98 7.46 14.53 

Payable turnover period 87.77 54.38 44.55 50.36 43.23 56.06 

Cash conversion cycle 10.59 10.43 12.03 5.80 12.30 10.23 

 

 
Figure 3. Comparison of receivable to sales ratio between Monadelphous and industry 

Source: MND, DOW and NRW annual report (2014-2020) 

 

 
Figure 4. Comparison of payable to sales ratio between Monadelphous and industry 

Source: MND, DOW and NRW annual report (2014-2020) 
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2.4. The analysis of liquidity ratio and debt ratio 

Choosing the acid ratio rather than the current ratio to evaluate the liquidity of the company, 
since the inventories may be easily distorted or less value when the company goes bankrupt. 
As Table 11 shown, Monadelphous’s acid ratio has been increasing in the last five years. 
Generally, the acid ratio should be higher than the benchmark of 1 for companies’ short-term 
operation, which indicates that Monadelphous has a strong liquidity management ability by 
keeping the acid ratio in a higher number. For the acid assets, Monadelphous has maintained a 
high amount of cash and cash equipment in the operation, which takes about 29% of total assets 
in the last five years. However, the high amount of cash and cash equipment brings the floating 
interest risk to the company.  

Using the net gearing ratio to measure the companies’ financial leverage. The net gearing ratio 
of Monadelphous has been negative in the last five years (shown in Table 12), which means that 
Monadelphous has net cash on hand as the cash exceeds its debt. In terms of the advantages of 
negative net gearing, Monadelphous is less vulnerable to the adverse event, either operationally 
or due to a change in the economy such as a recession or interest rates change. The net gearing 
has been decreasing since 2017 because the cash on hand for Monadelphous has been 
decreasing. Considering the recession in 2020, Monadelphous is doing well in its leverage 
management by keeping sufficient cash on hand to fulfill its borrowing obligation. As for the 
book value of shareholders’ equity, there is less change in this item since Monadelphous has 
been less amount of new equity injection and it has kept a moderate dividend distribution ratio 
in the last five years. 

 

Table 11. Acid ratio of MND(Source: MND annual report (2016-2020)) 
Acid ratio 2016 2017 2018 2019 2020 

Monadelphous Group Limited 1.70 1.74 1.81 2.00 2.00 

 

Table 12. Net gearing of MND (Source: MND annual report (2016-2020)) 
Net gearing 2016 2017 2018 2019 2020 Average 

Monadelphous Group Limited -0.50 -0.60 -0.47 -0.32 -0.30 -0.44 

 

3. Forecasting 

For the Pro-forma income statement forecast, Assuming the overall economy will remain in the 
recession phase in the next two years and starting to recover in 2022 and the last five years. 
Also, there is a high competition in the engineering industry since it is in the mutual phase of 
the business cycle. The geometric mean of sales growth in the last five years of Monadelphous 
is -0.0445, However, the existing contract signed shows that Monadelphous can at least 
generate about $1148 revenue in 2021 (shown in Table 13) furthermore contract signed would 
help Monadelphous to increase its revenues more than this amount. In addition, the average 
sustainable growth rate of Monadelphous in the last five years is 8.43% and the mean reverts 
sales growth in Australia is 8%. Moreover, the good relationship with the existing large clients 
increases the confidence in the future financial performance of Monadelphous. In addition, we 
are expecting Monadelphous to mimic the strategies of incumbents by decreasing its profit 
margin to increase sales. Therefore, assuming that Monadelphous will have a positive growth 
rate in the following financial period. Assuming that during the recession stage, the growth rate 
of Monadelphous’ sales is 5%, and 8% in the recovery period in the main scenario and 20% 
increase and decrease change on the sales growth rate for the upside case and downside case. 
For the terminal growth rate, it is expected to be lower than the GDP growth rate in the last ten 
years which is 2.5%. Also, consider the effect of mean reverts, assuming the terminal growth 
rate is 2%. 
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Table 13. Revenue estimate of Monadelphous in financial year 2021 depends on the contract 
signed (Source: Factiva) 

Contract amount Estimate finishing period Public date 
$120 million Two years Sep-20 
$100 million End of 2021 Sep-20 
$50 million Two years Jul-20 
$50 million Three years Jul-20 
$50 million Two years Jun-20 
$50 million Two years Jun-20 
$50 million three years Jun-20 
$50 million four years Jun-20 
$80 million Two years Aug-20 

$110 million Three quarter of 2020 Jan-20 
$400 million early 2021 Aug-19 
$108 million Two years Feb-19 
$100 million Two years Aug-19 
$400 million Third quarter 2021 Jan-20 
$450 million Four years Oct-18 
$100 million Five years Nov-19 
$110 million Two years Jan-20 
$60 million Two years Aug-19 

$240 million three years Oct-18 
$100 million Two years Nov-18 
$108 million Two years Mar-19 

 

 
Figure 5. MND Annual Sales Growth Rate (Source: MND annual report (2015-2020)) 

 

Considering the gross margin has been decreasing, and the average cost of service rendered to 
sales is 90.5% in the last five years. Also, Monadelphous is expecting to lower its contract price 
to boost its revenue like other competitors, resulting in a lower gross profit margin. Meanwhile, 
the lease expense has been reclassified as the depreciation since the lease liability has been 
reclassified as the financial lease, resulting in a higher gross profit margin. Assuming that the 
gross profit margin in both periods is 8%. The average operating expense, including business 
development and tender expenses, occupancy expenses and administrative expenses 
(excluding depreciation and amortization), to sales ratio in the last five years is 1%. Therefore, 
assuming that the future operating expenses to sales ratio is 1% to measure the operating 
expenses. The average depreciation and amortization expenses to sales ratio in the last five 
years is 1.6%. However, due to the reclassification of the financial lease from the operating lease 
in 2020, this ratio more likely to remain the same as 2020, thus using the D&A expenses to sales 
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ratio in 2020 with 2.3% to measure the future D&A expenses. The interest expense is measured 
by the forecast financial obligations multiply the implied interest expense rate with 5%, and the 
interest income is measured by the forecast financial assets multiply the implied interest 
income rate with 1.22%. 

 

Table 14. Pro-forma Income statement forecast to Monadelphous 

(Source: MND annual report) 

 
 

For the Pro-forma balance sheet forecast, the total operating assets are the sum of receivables, 
inventories, PP&E, intangibles and other operating assets, and these items to sales ratio are 
average 20%, 2.3%, 6.86%, 0.22% and 2.17% respectively in the last five years. Using these 
ratios to forecast the carrying amount of these items in the forecast period. Also, using the same 
method to calculate the total operating liabilities including payables and other operating 
liabilities with the percentage to sales with 12.7%, 6.9% respectively. Forecasting the financial 
assets, which is the cash and cash equivalents, by using the percentage to sales ratio with 
14.15%. Forecasting the financial obligations by using the borrowing liabilities to total assets 
ratio in 2020 with 12.87% due to the change of the accounting policy. The total assets in the 
forecast are measured by the sum of the total operating assets and financial assets. 

 

Table 15. Pro-forma balance sheet forecast to Monadelphous (Source: MND annual report) 

 

Details ($'000) 2021 2022 2023 2024 2025 2026 2027 2028

Revenue 1,561,957 1,640,055 1,771,259 1,912,960 2,065,997 2,231,276 2,409,778 2,602,561

Gross Profit Margin 8.00% 8.00% 8.00% 8.00% 8.00% 8.00% 8.00% 8.00%

Cost of Goods Sold -1,437,000 -1,508,850 -1,629,558 -1,759,923 -1,900,717 -2,052,774 -2,216,996 -2,394,356

Gross Profit 124,957 131,204 141,701 153,037 165,280 178,502 192,782 208,205

Opex -15,620 -16,401 -17,713 -19,130 -20,660 -22,313 -24,098 -26,026

EBITDA 109,337 114,804 123,988 133,907 144,620 156,189 168,684 182,179

Depreciation expense -32,099 -33,703 -36,400 -39,312 -42,457 -45,853 -49,521 -53,483

Amortisation expense -676 -710 -767 -828 -894 -966 -1,043 -1,127

Shares of D&A of the joint venture -3,417 -3,588 -3,875 -4,185 -4,519 -4,881 -5,271 -5,693

EBIT 73146 76803 82947 89583 96749 104489 112849 121876

Interest expense -5070 -5323 -5749 -6209 -6706 -7242 -7822 -8448

Interest income 2690 2825 3051 3295 3559 3843 4151 4483

EBT 70766 74304 80249 86669 93602 101090 109177 117912

Income Tax -21312 -22378 -24168 -26101 -28189 -30445 -32880 -35511

Net profits for the year 49454 51927 56081 60567 65413 70646 76297 82401

EBIT 73146 76803 82947 89583 96749 104489 112849 121876

NOPAT 51117 53673 57967 62604 67612 73021 78863 85172

Net Financial expense -1663 -1746 -1886 -2037 -2200 -2376 -2566 -2771

Chect NOPAT + Net financial 

expense 49454 51927 56081 60567 65413 70646 76297 82401

Details ($'000) 2021 2022 2023 2024 2025 2026 2027 2028

Receivables 311,824 327,415 353,609 381,897 412,449 445,445 481,081 519,567

Inventories 47,332 49,699 53,675 57,969 62,606 67,615 73,024 78,866

PPE 171,815 180,406 194,839 210,426 227,260 245,440 265,076 286,282

Intangibles 3,493 3,668 3,961 4,278 4,620 4,990 5,389 5,820

Other operating assets 37,997 39,897 43,089 46,536 50,259 54,279 58,622 63,311

Total Operating Assets 572,462 601,085 649,172 701,105 757,194 817,769 883,191 953,846

Payables 197,952 207,849 224,477 242,435 261,830 282,777 305,399 329,831

Other operating liabilities 95,482 100,256 108,276 116,938 126,293 136,397 147,309 159,093

Total Operating Liabilities 293,433 308,105 332,753 359,374 388,124 419,174 452,707 488,924

Net Operating Assets (NOA) 279,028 292,980 316,418 341,732 369,070 398,596 430,483 464,922

Financial Assets (includes cash) 220,998 232,048 250,612 270,660 292,313 315,698 340,954 368,231

Financel Obligations 102,095 107,200 115,776 125,038 135,041 145,845 157,512 170,113

Net Financial Obligations (Assets) -118,903 -124,848 -134,835 -145,622 -157,272 -169,854 -183,442 -198,118
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4. Cost of capital 

4.1. The beta 

Using the weekly share price of Monadelphous and AORD index in the last five years to measure 
the weakly return of Monadelphous and Australia stock market. Choosing the weekly share 
price in order to reduce the statistical error and stock liquidity problem. Using the linear 
regression model to measure the beta between the Monadelphous stock return and the market 
return with 1.43. Beta is used for the measurement of systematic risk exposure to the company. 
The higher the beta, the higher the systematic risk. The engineering industry is a cyclical 
industry, which beta is higher than 1. Comparing with Monadelphous’s competitors, the beta of 

Monadelphous is lower than the industry. According to 𝛽𝑒 = 𝛽𝑎 × (1 +
𝑉𝑑

𝑉𝑒
), the leverage beta 

(equity beta) is determined by the unlevered beta, and the leverage of the individual company. 
Considering that the unlevered beta is determined by the nature of the business on the 
company, thus the unlevered beta to Monadelphous and its competitors are relatively similar, 
while the lower leverage of Monadelphous reduces the risk exposure to its stock, resulting in 
lower  levered beta. Besides, it indicates Monadelphous has been exposed to lower systematic 
risk but also has a lower expected return. On another word, Monadelphous has less sensitivity 
to market volatility than the industry. 

 

Table 16. The beta of MND, DOW and NWH (Source: Yahoo Finance) 
 MND DOW NWH 

Beta 1.43 1.52 2.76 

 

4.2. The cost of equity 

𝑟𝑒 = 𝑟𝑓 + 𝛽(𝑟𝑚 − 𝑟𝑓) 

Choosing the 10-yr government bond as the benchmark of RFR due to the nature of RFR which 
is no reinvestment risk and no default risk.  In this case, the risk-free rate is 2.07%, which is 
calculated by the 10-year government bond rate over past five years. The average annual 
market return of AORD in the last five years is 4.72%. Applying the CAPM model, the cost of 
equity to Monadelphous is 5.86%. The only factor that cause the difference on the cost of equity 
in the CAPM model to Monadelphous and its competitors is the beta. In this case, Monadelphous 
has lowest cost of equity due to its lowest beta comparing with its competitors.  

re(MND) = 2.07%+ 1.44 × (4.72%− 2.07%) = 5.86% 

re(DOW) = 2.07%+ 1.52 × (4.72%− 2.07%) = 6.10% 

re(NWH) = 2.07%+ 2.76 × (4.72%− 2.07%) = 9.38% 

 

Table 17. The cost of equity of MND, DOW and NWH (Source: Yahoo Finance) 
 MND DOW NWH 

Cost of Equity 5.86% 6.1% 9.38% 

 

4.3. The cost of debt.  

The cost of debt is a part of the capital structure of the company, which indicates the interest 
rate charged by the borrower for borrowing. In Damodaran’s model, the cost of debt includes 
three components including risk-free rate, country spread and default spread. The average 
annual risk-free rate of Australia 10-yr government bond in the last five years is 2.07%, and the 
country spread of Australia is 0%. Also, the Interest coverage ratio of Monadelphous is 9415%. 
In the Moody’s credit rating, for the companies which market capitalization is lower than $5 
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billion, if its interest coverage ratio is greater than 12.5%, these companies belongs to the AAA 
rating class with a default spread of 0.63%. Adding these three components, the cost of debt of 
Monadelphous is 2.7%. 

Using the same method to determine the cost of debt of Downer and NRW holdings. 
Monadelphous has the lowest cost of debt among these three companies. This is mostly due to 
the lower leverage in Monadelphous. For companies with lower leverage, they generally have 
lower credit risk to the borrower since they have more net assets to pay back the loan once the 
companies go bankrupt.  

However, this result is different from the implied interest rate of Monadelphous. 
Monadelphous’s debts include interest-bearing borrowing and a lease liability. The implied 
interest rate on interest-bearing borrowing in the last five years is 5% and the average financial 
costs charged on lease liability is 3.2% in 2020 in Monadelphous, resulting in the weighted 
average implied interest rate on Monadelphous is about 3.3%, which is significantly higher than 
the cost of debt we measure by Damodaran’s model. Similarly, for Downer and NRW Holdings, 
their implied interest rates are both higher than the measurement from Damodaran’s model 
but with the same trend. In this case, the implied cost of debt of Monadelphous is more reliable 
to be used as the future cost of debt. A 3.3% cost of debt is used for the valuation. 

 

Table 18. Cost of debt from Damodaran’s model (Source: Yahoo Finance) 
 MND DOW NWH 

risk free rate 2.07% 2.07% 2.07% 
country spread 0% 0% 0% 
default spread 0.63% 0.98% 0.78% 

interest coverage ratio 94.15 6.00 3.48 
cost of debt 2.70% 3.05% 4.47% 

 

Table 19. Rating and spread of interest coverage ratio 

Sources: http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/ratings.htm 
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4.4. The weighted average cost of capital.  

Due to the tax deduction of interest expense, the cost of debt is deducted by the marginal tax 
rate. Using sum of the weighted average book value of debt and market equity value multiply 
their cost of capital respectively to measure the WACC with 5.54%. The weighted average cost 
of capital measures the average of the whole costs of financing. It means that for each dollar of 
capital funding, the funding cost will be $0.0554 each year. In this case, the internal rate of 
return for Monadelphous’s investment should be higher than 5.54%. Also, managers can make 
decisions by using the WACC to determine whether they should remain higher retained 
earnings or pay a dividend to their shareholders. In addition, Managers of Monadelphous can 
use this information to determine a better capital structure. For Monadelphous, its cost of debt 
is significantly lower than the cost of equity, thus the cost of capital can be reduced by 
increasing its leverage.  

 

Table 20. Weighted average cost of capital (Source: Yahoo Finance) 
Market Capitalisation ($m) 945.00 

Total Debt ($m) 91.89 
Beta 1.43 

Market return (%) 4.72% 
Risk-free Rate (%) 2.07% 
Cost of equity (%) 5.86% 

Cost of debt*(1-Marginal Tax Rate) (%) 2.80% 
Marginal Tax Rate (%) 30.00% 

WACC 5.54% 

 

5. Valuation 

5.1. The choice of DCF valuation method and multiple 

The basic aim of valuation is to identify the fair value of assets for investment decision-making. 
Monadelphous is a semi-strong form efficient company in which both historical and public 
information is disclosed in the market. In this case, the market value can reflect the intrinsic 
value to some extent. Discounted cash flow valuation approaches are based on the notion that 
the value of a firm is equal to the present value of future cash flows. It uses the fundamental 
financial information of the company to determine the absolute or intrinsic value of the assets.  

Valuation multiple or relative valuation estimates the equity value by using industry multiplier 
multiply the individual company’s financial performance. It is used to measure the relative 
value of the company. Relative valuation is very popular used in many ways such as equity 
research reports and acquisition valuation and the terminal value in DCF calculations. The 
reason why is so popular is that relative valuation can better reflect market preferences, and 
reflect whether a stock is overvalued or undervalued, in the condition of less information 
required.  

In this report, both two methods are used for the Monadelphous shares’ valuation and 
comparing the results to determine a more reliable analysis. 

5.2. The valuation of DCF method 

As for the FCFE model, it includes the impact of leverage by using the levered cash flow, thus it 
is more desirable to be used for the firms with stable leverage, while the FCFF model is more 
desirable to be used for the firms with high violated leverage. Since Monadelphous has a stable 
and low leverage level in its operation, it is more reliable to use the FCFE model than the FCFF 
model. 

Monadelphous has stable positive earnings in the previous operating period, and its dividend 
pay-out ratio has been remaining about 43% in the last five years. these factors meet the 
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requirement of using the Dividend model. With the Dividend model, the result of the equity 
valuation is $8.05. However, for firms that pay dividends that are significantly higher or lower 
than the FCFE, the FCFE model should be used for equity valuation rather than the dividend 
model. Here, using the rule of thumb below 75% of FCFE or greater than FCFE. In this case, 
Monadelphous’s dividend is about half of the FCFE, thus FCFE model is more reliable to be used 
than DDM. Using the results from the FCFE model as the intrinsic value of Monadelphous with 
$22.88 per share, and which meet the results from some experts’ estimation (Simply WALLst 
2020). In addition, the estimated share price is higher than the market share price ($10). In this 
case, the current share price of Monadelphous is considered as undervaluing. Furthermore, the 
estimated cost of equity is 5.86%, which is significantly different with the average implied cost 
of equity in the last five years (7.7%). The implied cost of equity is the actual return distributed 
to the shareholders in the previous financial years. The higher the cost of equity, the lower the 
equity valuation. The difference between the estimated cost of equity and the implied cost of 
equity increase the reliability of Monadelphous’s estimated share price in the FCFE model. 
Therefore, Monadelphous’s stock is recommended to purchase. In addition, the average 
industry ICE is 5.3%, which is measured by the ICE of Downer, NRW Holding, Service stream. 
The estimated cost of capital is higher than the industry ICE in 2020, which also provides a 
cushion for overestimating Monadelphous’s share price. 

Also, for the sensitivity analysis of the sales growth rate, the estimated share price only will be 
lower than the current share price when the sales growth rate decreases to -14% (shown in 
Table 19). With the assumption of the different sales growth rate in three scenarios, the 
weighted average share price of Monadelphous is $22.49 

 

Table 21. Estimated share price from dividend model (Source: MND annual report) 

 
 

Table 22. Estimated share price from FCFE model (Source: MND annual report) 

 

Details ($'000) 2021 2022 2023 2024 2025 2026 2027 2028 2028+

Dividend payout ratio 43%

Cost of equity 5.86%

Shares outstanding 94,689

Terminal growth rate 2%

Net profits for the year 49,454 51,927 56,081 60,567 65,413 70,646 76,297 82,401

Dividend 21,240 22,302 24,086 26,013 28,094 30,341 32,769 35,390 936,011

Discount factor 0.945 0.892 0.843 0.796 0.752 0.711 0.671 0.634

PV of Dividend 20,065 19,902 20,305 20,716 21,136 21,564 22,001 22,446 593,661

Value of Equity 761,796

Share price ($) 8.05

Details ($'000) 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2028F+

Terminal Growth Rate 2.00%

Cost of equity 5.86%

Shares Outstanding 94,689

EBIT 73,146 76,803 82,947 89,583 96,749 104,489 112,849 121,876

Marginal Tax Rate 30% 30% 30% 30% 30% 30% 30% 30%

EBIT* (1-t) 51,202 53,762 58,063 62,708 67,725 73,143 78,994 85,314

D&A 32,775 34,413 37,167 40,140 43,351 46,819 50,565 54,610

Change in WC 3.89            3,286          5,521          5,962          6,439          6,955          7,511          8,112          

Capex 13,272 13,936 15,051 16,255 17,555 18,960 20,476 22,114

Interest payment after tax 1,666 1,749 1,889 2,040 2,203 2,379 2,570 2,775

New issue of debt -1,446 5,105 8,576 9,262 10,003 10,803 11,668 12,601

Free Cash Flow. To Equity (FCFE) 73,812 67,598 67,971 73,409 79,281 85,624 92,474 99,872 2,641,443

Discount factor 0.94 0.89 0.84 0.80 0.75 0.71 0.67 0.63

PV of FCF 69,726 60,321 57,296 58,455 59,636 60,842 62,072 63,327 1,674,889

Equity value 2,166,564

Net financial obligation -116,400

Enterprise value 2,050,164

Share Price 22.88
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Table 23. Monadelphous implied cost of equity in last five years 

Source: MND annual report (2016-2020) 
Details 2016 2017 2018 2019 2020 Average 

Dividend per share in the beginning 0.7177 0.6141 0.7611 0.5372 0.3865  
growth rate 10.79% 8.54% 9.46% 7.70% 5.65%  

terminal growth rate 2% 2% 2% 2% 2%  
Share price 7.19 14.51 14.68 19.19 9.78  

implied cost of equity 0.13 0.07 0.08 0.05 0.062 0.077 

 

Table 24. Engineering industry’s implied cost of equity in 2020 

Source: DOW, NRW, SSM and LYL annual report 
2020 Downer NRW holdings Service stream Lycopodium 

Growth rate = ROE*(1-DIVIDEND PAYOUT RATIO) 5.89% 13.98% 13.17% -13.29% 
Dividend payment 0.14 0.04 0.09 0.05 

Terminal growth rate 0.02 0.02 0.02 0.02 
Current share price 4.8 2.18 2.18 3.94 
Re = D0*(1+g)/v+g 5.09% 4.09% 6.67% 3.10% 

 

Table 25. Sensitivity analysis of assumption of sales growth rate (Source: MND annual report) 
Change in sales growth rate Sales growth rate assumption Price per share 

 2020-2022F 2022-2028F  
-200% -14% -8.75% 10.10 
-20% 4% 6.40% 21.56 
-10% 4.50% 7.20% 22.21 

0 5.00% 8.00% 22.88 
10% 5.50% 8.80% 23.56 
20% 6.00% 9.60% 24.25 

 

Table 26. Weighted average share price with different scenarios (Source: MND annual report) 
In $ Probability Share price 

Downside Scenario 40.00% 21.56 
Main Scenario 50.00% 22.88 

Upside Scenario 10.00% 24.25 
Weighted average share price 22.49 

 

5.3. The valuation of multiplies 

According to the viewpoints of Bhojraj, Sanjeev and Charles (2002), we chose four companies, 
including Downer, NRW Holding, Service Stream and Lycopodium, which are in the same 
industry with similar cash flow, growth potential and risk to determine the industry index. 
Several relative ratios are used to determine the share price of Monadelphous including 
EV/EBITDA, EV/EBIT, EV/Net earnings, P/E, P/B and P/S ratio. The results of these six models 
are range from $5.25 to $9.45. (shown in Table 30) In addition, the advantage of EV/EBITDA 
and EV/EBIT is that it is not affected by the capital structure between Monadelphous and its 
competitors. While EV/Net profit, P/E ratio may be considered as more reliable due to the 
consistency between numerator and denominator. Meanwhile, the results from the relative 
valuation are all lower than the current share price ($10). It may illustrate that the current 
share price of Monadelphous is overvalued, investors may need to sell the stock. The reason for 
the estimated share value from the relative valuation is lower than the current share price is 
that, in terms of Monadelphous, its beta is lower than the industry. During the current recession 
phase, Monadelphous’s share price has decreased less than the industry. Therefore, estimating 
share price from relative valuation by using the industry equity value or market price would 
result in a lower value of results. 
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Table 27. Relative ratios (Source: MND annual report) 
$ Industry index Monadelphous share price 

EV/EBITDA 5.75 5.60 
EV/EBIT 9.65 5.93 

EV/Net profit 16.06 6.29 
P/E 13.83 5.25 

Price book value ratios 1.97 8.03 
Price sales ratio 0.60 9.45 

 

5.4. The reconciliation of DCF and relative valuation 

For the FCFE valuation, it includes all major assumptions with the business, and it can be used 
to calculate the IRR for investment decision-making. Also, it can be used for sensitivity analysis. 
However, it does not consider the market expectation from the investors. Also, it requires many 
assumptions such as growth rate, while the result is very sensitive to the assumption change, 
resulting in less reliability of the result. With the FCFE valuation, the weighted average share 
price from three scenarios of Monadelphous is $22.49 

As for a relative valuation, it is easier to calculate than fundamental valuation. Also, it reflects 
the market expectation of the industry. However, the result of the relative valuation may not 
reflect the ‘true’ value of the company and maybe strongly affected by the sector and industry 
selection. For example, for the industry which has an optimistic market expectation, the 
multiplies will be relatively higher than the pessimistic industry, resulting in higher equity 
valuation to the individual company. Also, the life for the relative valuation is short due to the 
dynamic stock price. With the relative valuation, the estimated share price of Monadelphous 
with different multipliers are all below than the current share price ($10).  

The reasons for the difference between the two models’ results are that, firstly, the relative 
valuation is more sensitive to the macro-economy, the current recession phase may mispresent 
the true value of the market shares, especially for the cyclical industry. Moreover, for 
Monadelphous, its share price has been significantly decreasing in recent years. 
Monadelphous’s share price once reached above AU$19 in 2019. However, followed by the 
impact of contract disputes caused by a fire in 2019 and the COVID-19 pandemic in 2020, 
Monadelphous’s share price has been decreasing to $10 recently. In addition, the traditional 
engineering industry such as mining is undervalued in Australia, some individuals and 
organizations think that it is in a declining stage and it may be replaced by other renewable 
energy in the future (IBISWorld 2020). Nevertheless, these undervalue may be recognized by 
the market participant and the share price may increase in the future. 

5.5. Recommendations 

Based on the above analyses, the estimated share price of $22.49 from the DCF model may be 
more reliable than the results from the relative valuation. As our forecast above, the whole 
economy is going to the recovery stage in the following years. the current undervalues of 
Monadelphous’s share price may have a strong increase in the following years. It may be a 
rational choice to purchase it now. 

6. Conclusion 

In conclusion, Monadelphous as a mutual company has conservatively operated its business by 
keeping a large amount of cash, high quality of earnings and stable dividend distribution 
payment. Nevertheless, it is expected to change its strategy to increase sales such as gross 
margin reduction. However, there are some limitations to this report.  

Firstly, due to the undisclosed probability of receivable in the annual report, the hypothetical 
hypothesis is probably not accurate when red flags are analyzed as a result of the changed 
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revenue recognition policy. Secondly, the f statistical method cannot be used for the analysis of 
the earning management of Monadelphous because of the technical limitation. Thirdly, due to 
the flexibility of income statement reporting format in different companies, the gross profit 
margin from different companies may not be comparable. Therefore, the recommendation to 
Monadelphous to mimic its competitors’ strategy by reducing its gross margin may not be 
realistic. Finally, for the relative analysis, the data used by different companies over time may 
not be uniform. 
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