
Consolidated Infrastructure Group CIL (JSE) 30/04/2018 

PLease note that a month after this date CIL released interim statements for which an update to this 

analysis was deemed necessary. This will be provided in due course. There is sill value in this analysis 

read in context and also as a basis for evaluating how well or bad we had interpreted events at this 

point. 

1) Balance Sheet 

 

2) Performance

 

 

As is evident from above, CIG is currently a buy up until a share price of R16.64. I would stay in the 

low PE’s though, maybe 3 giving a price of about R4.34. (Note 16.64*0.15= R2.49) save this number 

Our valuation beyond this point will be to satisfy any other criteria we would want CIG to justify. 

We’re also able to accommodate more risk as should anything go wrong in this company, they are in 

a position to pay off their short liabilities (current liabilities) and their long term liabilities. (note that 

CIL doesn’t have the required 2:1 Current Ratio so it’s a stretch to satisfy this). 

As I analyse each company I want you to note how beyond this point I pick and choose what I choose 

to take into account. This is because different companies have different points of interest and I have 

already satisfied myself that the company is safe enough for me. 

All the material above and below is obtained from the Integrated Report which is available on the 

company website under Investor Relations. 

Here goes: 

First note is from one of the fund managers in the small cap space that used to love everything CIL 

(JSE). But he has sold and hear are his reasons. Note that we are saying that we believe in CIL beyond 

his sell point and our reasons are displayed below.  

http://smallcaps.co.za/blog/note-on-cil-why-we-sold/ 

Our view 

CIL is one of those companies that are seemingly flying high and you pray for another opportunity to 

enter the business and then the lord provides. Truth is when it’s time to buy with our methodology 

very rarely will everyone be praising your pick. But that is not at all the criteria on which to select a 

share. Throughout this analysis we are going to have a look at what management says is the picture, 

what they are doing about it and then  form a view. Based on narrative  



 

 

Firstly what is it?  

CIG is an infrastructure-focused company listed on the 

JSE Main Board in the ‘Electrical Equipment’ sector. In the year under review the group operated 

through four reportable divisions: 

1-      Power, which supplies high voltage infrastructure 

and metering to the energy sector; (Conco lives here) 

2-      Building Materials, which supplies heavy building materials to the construction 

industry; 

3-      Oil & Gas, which provides waste management 

services for the industrial and natural resources exploration 

sectors; and 

4-      Rail, which provides maintenance solutions and 

railway electrification. 



Dubbed the “The Trading Update From Hell” by Moneyweb 

The above represents the final version of what was three stop start updates. First the results were 

bad, and then they got worse but unquantifiable. In the end the results were worse than “any that 

had been seen in recent memory”. The biggest if not the main problem lay in the company’s biggest 

subsidiary Conco which for year was seen as the star. It accounted for 85% of Revenue (and 45% of 

profits) in the last annual results so one can imagine that it had when it turned South. 

Assuming that Conco is valued at R0, CiL is valued  back at 2009 Revenue levels 

With 9 years of work down the drain, all that is left is for management to demonstrate the lessons 

that they’ve learnt along the way return the company to where it was in the previous financial year. 

As Henry Ford once said when asked what he’d do if one day he’d wake up and he had lost his entire 



business empire; “I’d get it back again in half the time. You can’t take away the knowledge I have 

amassed in the time.” 

Far from writing a romantic business novel, I am stating that if management genuinely dropped the 

ball then they should knuckle down and pick it up again. If a malice is suspected or is even at play 

here, now is the time to walk away. There are far more lucrative and safer opportunities available 

besides this one. There is nothing to prove by sticking with this one. 

Going forward CiL will be used as a personal learning curve of how bad “holding for the long haul” 

can get. As stated above R4,34 is the most I’d pay and R2,49 is all I can justify. 

If ever there was an instructive note this seems to be it. Just off the top, Conco accounts for 85% of 

Revenue (R3.851 bn 2015 out f revenue of R4.531 bn) and 45% of profits (R176.85 mill 2015 out of 

R393 mill). Hence he R2.49 share price (suggested at the beginning). This would be pricing Conco at 

R0. 

Conco was the originator of the problems as all plans and growth was to be funded from cash 

generated from this division. The main reason it collapsed? The company was relying on entering 

into some lucrative contracts with government (Round 4 REIPPPP) which government delayed in 

approving (see why cash is important, buys time). Government eventually approved the deals in 

March this year and it remains to be seen how deep the damage has been in terms of salvaging 

Conco’s position. 

For the current year, Conco made a loss of R441 mill vs the rest of the businesses that had a profit of 

R291 mill. The Group as a whole therefore was in a net loss position to the tune of R150 mill. This 

triggered important loan covenants that meant CIL was now negotiating its way out of the situation. 

They have managed to reach a deal that allows them to at least have the original agreement be 

restored, barring a bit more stringent set of covenants. 

Analysis so far. 

Given the 4 REIPPPP deals have been signed, I would like to give the management a fair opportunity 

to see if they can still grab a piece of the cake. I am glad the rest of the business are profitable, more 

so if one considers that with a R680 mill odd Revenue value they have generated R216.15 worth of 



profits (a 31.79% Net profit figure). Obviously taking into account that the operations are 

interrelated this figure could fluctuate. The solace that I take from this is that the rest of the business 

has not yet fallen apart. 

The ability of the management team and the potential story to negotiate the type of response 

evidenced from the bank is very encouraging. 

Back to manage commentary, they have acknowledged that the 2018 year is going to be a tough one 

as they try to revitalise and radically revise Conco operationally. They will be focusing Conco on work 

that meets strict cash flow and margin criteria.  

Here management concludes by stating that they have no doubt that they can return the business 

back to profitably and in the process will be rebuilding a much more efficient and focussed machine. 

They reiterate that Africa is ripe for the business case being provided by Conco (which we value at 

R0) and that this remains their competitive advantage. They are aware of their complacency when 

times were good and are determined to run a more cash tight business. 

Platitudes are extended to staff, funders and stakeholders that will be integral to rebuilding this 

business. 





The above is a summary of the overall group over the past year. Management has clearly 

summarised what went wrong, on a business by business basis and how they look to rectify that. 

Sadly Conco has to be restructured (a technical accounting term) which will result in hefty costs, job 

losses, office closures etc. A very big undertaking which is focused solely on shareholder returns over 

ambitious regional dominance that may blow up in the face. 

 

 

Summary of what the New Conco is envisaged to look like. 

 





A dashboard of the business. 

 

Of great interest is this graph that shows what management remuneration is made of. The 

explanation that follows is easy to comprehend (whether you agree with it or not) and is a great way 

to see how incentives work.  



 





These pages are important from an understanding perspective of what the auditors do on an audit. 

Largely they are the ones that say I can trust the numbers. They also low key say that management 

statements don’t contradict the AFS. They give an idea of what factors and considerations they went 

through to arrive at the assessment that the numbers are reliable.  

The important thing to know is that not every transaction was tested. What auditors do is arrive and 

gain an understanding of what the company does. They then use all the power in them to come up 

with a “what could go wrong scenario” between what really happened and what we’re being told 

happened. They then try and prove that what could go wrong in telling the story didn’t happen. 

Once they are convinced there is very little that can change the story of what happened and how it is 

told, they express an opinion that in their view you and I can rely on the numbers.  



Please note how the Current liabilities include R932389 that as a result of the long term loans being 

immediately reclassified as current due the breach of covenants mentioned above. Excluding these 

long term liabilities CIG is still within our 2:1 current ratio requirements. Do we exclude it so that we 

get the company to “fit out narrative?” No. Not at all. We note it though and keep an eye out in 

managements commentary as to how they deal with. Eg in this case has already gotten an investor 

(Canadian FairFax) to help preserve their liquidity position (ability to make short term payments) in 

the near term.  



The two screenshots above are taken from the business home page and explain why CIG believes in 

the existence of their business so much. Why Africa and an analysis of how they have fared in that 

space.



In Conclusion. 

It is evident from this report that there is a lot going on in this company. What I would like clear is 

that this company no longer meets my criteria of a safe bet. However, it bears noting and teaching 

the risk that has been identified can also be priced. ie though in a perfect case I would be buying this 

company at R16, under the given risks and restructuring to take place I will stop at R2.49 and go as 

high as R4,34 if I have full conviction in what management has presented. 

Note that according to my assessment there is a lot that management has done wrong, but not in 

malice. What has impressed me is the frankness with which they owned up to it and have laid out a 

clear path of how they intend to climb out. The more time passes and they meet each milestone, the 

more the share price will reflect the absence of risk that comes with executing your plans as 

intended. I am happy to speculate on this one (notice I do not call it an investment).  

Please, if you can, make time to go through the Consolidated Infrastructure Group Annual report 

and tell me what you think.  



Here’s a few views that have commented on the situation at CiL: 

 


