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IMPORTANT NOTICE 
Aegis has been commissioned to produce this report. 
Disclaimer & Disclosure of Interests 

This publication has been prepared by Aegis Equities Research Pty Limited (ACN 085 293 910) (‘Aegis’), an
Australian Financial Services Licensee. Aegis has been commissioned to prepare this independent research 
report (the ‘Report’) and will receive fees for its preparation. Each company specified in the Report (the 
‘Participants’) has provided Aegis with information about its activities. While the information contained in 
this publication has been prepared with all reasonable care from sources that Aegis believes are reliable, 
no responsibility or liability is accepted by Aegis for any errors, omissions or misstatements however 
caused. Any opinions, forecasts or recommendations reflects the judgment and assumptions of Aegis as at 
the date of publication and may change without notice. Aegis and each Participant in the Report, their 
officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss or 
damage relating to this document to the full extent permitted by law. This publication is not and should 
not be construed as, an offer to sell or the solicitation of an offer to purchase or subscribe for any 
investment. Any opinion contained in the Report is unsolicited general information only. Neither Aegis nor 
the Participants are aware that any recipient intends to rely on this Report or of the manner in which a 
recipient intends to use it. In preparing our information, it is not possible to take into consideration the 
investment objectives, financial situation or particular needs of any individual recipient. Investors should 
obtain individual financial advice from their investment advisor to determine whether opinions or 
recommendations (if any) contained in this publication are appropriate to their investment objectives, 
financial situation or particular needs before acting on such opinions or recommendations. This publication 
is not for public circulation or reproduction whether in whole or in part and is not to be disclosed to any 
person other than the intended recipient, without obtaining the prior written consent of Aegis. Aegis 
and/or each Participant, their officers, employees or its related bodies corporate may, from time to time 
hold positions in any securities included in this Report and may buy or sell such securities or engage in 
other transactions involving such securities. Aegis and the Participants, their directors and associates 
declare that from time to time they may hold interests in and/or earn brokerage, fees or other benefits 
from the securities mentioned in this publication. 

Aegis, its officers, employees and its related bodies corporate have not and will not receive, whether 
directly or indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in 
connection with making any statements and/or recommendation (if any), contained in this Report. Aegis 
discloses that from time to time it or its officers, employees and related bodies corporate may have an 
interest in the securities, directly or indirectly, which are the subject of these statements and/or 
recommendations (if any) and may buy or sell securities in the companies mentioned in this publication; 
may effect transactions which may not be consistent with the statements and/or recommendations (if any)
in this publication; may have directorships in the companies mentioned in this publication; and/or may 
perform paid services for the companies that are the subject of such statements and/or recommendations 
(if any).  However, under no circumstances has Aegis been influenced, either directly or indirectly, in 
making any statements and/or recommendations (if any) contained in this Report.  

The information contained in this publication must be read in conjunction with the Legal Notice that can be 
located at http://www.aer.com.au/disclaimer.asp. 
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Allied Technologies Group (ATZ) 
 

Company Overview 
ATZ consists of three business units: Allied Technologies Australia (‘ATA’), 
TUSC Computer Systems (‘TUSC’) and Servicepoint. ATA, the group’s core 
business, specialises in the installation and maintenance of the cable and 
software infrastructure integral to data, voice and video networks. ATA has a 
high quality and long-standing customer base, consisting of large Federal Gov’t 
Depts, including Defence and DFAT. TUSC specialises in software integration 
services for network management applications targeting the telco, utilities, and
enterprise sectors. TUSC is one of Australia’s most experienced and highly 
regarded integrators of network monitoring applications in the utilities sector 
and the IT service management space and has a long and entrenched 
relationship with Telstra in the telecommunications segment. Servicepoint is a 
specialist provider of secure videoconferencing and video messaging systems.  

Strategy 
ATZ intends to grow organically and through acquisition. While organic growth 
strategies differ, each business unit intends to increase its presence in the 
corporate segment and generate higher recurring revenues and operating 
margins through the provision of ongoing maintenance services. The TUSC 
acquisition was intended to diversify earnings and reduce ATZ’s exposure to 
government expenditure. It was also intended to generate various synergies, 
primarily customer cross-sell opportunities, geographic complementarities, and 
to provide a more comprehensive service offering. ATZ has deferred its 
acquisition strategy while it focuses on completing the full integration of the 
three business units and returning ATA to a position of profitability. 

Key Executives 
ATZ has made a number of management changes recently, specifically the 
appointment of Michael Addison to Managing Director, the appointment of a 
new group CFO and new ATA divisional CEO. We believe these appointments 
along with management initiatives will redress the reporting, transparency and 
operating efficiency issues that have impacted ATZ during FY05.  

Business Model 
ATZ has a medium risk business model. A large percentage of ATA’s revenues 
derive from repeat business, with a dominant percentage of revenue 
generated through long-term contracts with Defence and Federal Gov’t Depts 
Non-government related work is, however, typically shorter-term and non-
recurring in nature. TUSC’s systems integration services are generally based 
on medium to long-term contracts, given the complex nature of such 
applications, and TUSC has a high degree of repeat business. Both business 
units have material customer concentration and contract risk through Defence 
(ATA) and Telstra (TUSC) contracts. Both the ATA and TUSC business units 
have predominantly variable, headcount related cost models.  

Catalysts 
Two FY05 earnings downgrades over the last six months have adversely 
affected ATZ’s share price. The downgrades relate principally to the ATA 
business, with TUSC and Servicepoint performing to expectations. ATA’s 
underperformance relates to: losses on three projects, an underperforming 
professional/consulting services division, and a revenue shortfall. The three 
projects have been completed, the underperforming division has been 
discontinued, and ATZ has rationalised ATA’s fixed cost base and anticipates 
FY06 revenue growth. For these reasons we expected ATA to return to 
profitability FY06 and, consequently, ATZ to report a material improvement in 
FY06 earnings. The market may require tangible evidence of this anticipated 
return to profitability, which is not likely to be until 1HFY06. 

 

Key investment information 

Market Cap ($M): $7.4M

Capital Structure 

Ord shares on issue (M): 53.1M

Options (‘in-the-money’): 0.0M

Convertible notes/oth (M): 0.0M

Fully diluted capital (M): 53.1M

Price as at 22 Jun 05:  $0.14

12 month H/L: $0.12-$0.53

Share Turnover ($M pa): $10.9M

Official re-listing date: Apr ‘04

 
Substantial shareholders (%) 

Ray Doak 22.3

Neviltt Nominees 10.2

Michael Addison 3.9

 
Balance sheet data 

Net Cash  
as at 31 Dec 04 ($M): ($0.2M)

Working capital ratios: 1.4x

Gearing: 1%

 
Share price performance 
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Source:  IRESS 

 
Company contact 

 

Michael Addison 

Michael.addison@allied.comau 
61 2 8259 4100 

www.allied.com.au 
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Revenue by Division 

ATA 69%

TUSC 31%

Earnings by Division 

ATA 58%

TUSC 42%

Revenue Profile 

Recurring 25%

Non-recurring 75%

Operating Leverage 

Fixed Costs 36%

Variable Costs 64%

 

Industry Fundamentals 
The Australian network integration market has experienced a solid 
improvement in demand over the last 12-18 months. Combined with the 
consolidation in supply side that occurred during an industry downturn from 
FY01-03, pricing pressures have generally eased and margins improved. As a 
relatively small player in the context of the overall domestic market, ATA has 
endeavoured to focus on niche service and market segments that enable it to 
establish some barriers to entry as a means of generating higher operating 
margins. The infrastructure management software segment is a large and 
growing market given the increasingly complexity and reliance upon 
networks. TUSC is in a strong competitive position within its core markets. 

Power of Suppliers 

Low:  ATA and TUSC rely on qualified IT 
personnel and 3rd-party technology 
vendors. Neither exercise significant 
power with the possible exception of HP 
given TUSC’s reliance on HP 
applications. 

New Entrants 

Medium:  For ATA and TUSC the 
importance of existing relationships and 
client trust are barriers to entry. Key 
customers emphasise quality and will 
stick with proven service providers, 
particularly in TUSC’s service market. 

Rivalry 

Medium-High:  Existing relationship with Government Departments 
and telcos and utilities provide both ATA and TUSC with a 

competitive advantage regarding existing customers. However, 
competition for new customers is strong. 

Substitute Products 

Medium: ICT service needs are 
increasingly outsourced, with in-house 
management a low substitute risk. A 
greater risk is off-shoring, however the 
complexity of TUSC’s services and the 
physical aspect of ATA’s minimise the 
risk. 

Power of Customers 

High:  ATA and TUSC operate in 
competitive markets. While large 
corporates and government bodies have 
intrinsic bargaining power it is rarely 
exercised given the emphasis on service 
quality over pricing. 

 

Quarterly Cash Flow and Cash Position 
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