
 

 

Macquarie Atlas (MQA) 

On Friday 10th March, toll road owner and operator, Macquarie Atlas (MQA) fell 6.2% on 

extreme volume of 17.9 million shares.  This compares to MQA’s average daily volume of 

2.5 million shares1. 

Normally a share price fall of this magnitude and volume indicates some form of 

fundamental information being priced in.  We do not believe this was the case and we will 

explain what caused the sell off and why it has created an excellent buying opportunity.   

Before our explanation, we will provide a very brief update on MQA’s fundamentals. 

What does MQA own? 

MQA’s major asset is a 20.1% interest in Autoroutes Paris-Rhin-Rhone (APRR) a major tolled 

motorway network in Eastern France, linking Paris, Lyon and Geneva.  

 

Source: 2016 MQA company disclosures 

 

Background: Recent equity placement and acquisition 

The other major asset MQA owns is the Dulles Greenway, a 22km six-lane tolled road in 

Virginia, USA.    

Until very recently, MQA owned 50% of this asset and late February 2017 purchased the 

other 50% for $US 458 million2 from an unlisted Macquarie Fund. 

To partially fund the deal MQA made a $185 million equity placement on February 24th.  

MQA was trading at $5.30 when the placement occurred.  The equity placement was 

conducted at $4.85, a substantial discount of 8.5% to the last sale price. 

 

 

                                                           
1 Calculated by 691 million shares traded over the past 12 months divided by 252 trading days 
2 Dulles Greenway was funded by $185 million in equity, $150 million in cash and $260 million in debt 



 

Some potential disappointment from the deal 

Our judgement is that there was some mild negative sentiment towards MQA for buying the 

remaining 50% of Dulles Greenway.  The market was hoping for a sale of their 50% stake. 

We concede we were also hoping for MQA to sell the 50% of the Dulles Greenway they did 

not own and then undertake a buyback with the proceeds or make some type of capital 

return.  Nonetheless, on our analysis the acquisition is valuation neutral.  We believe MQA 

bought the Dulles Greenway toll road for a fair price.   

 

The current asset base and its fundamental analysis 

MQA’s primary asset APRR (75% of MQA’s valuation) and Dulles Greenway (25% of 

valuation) grows revenue on the back of three key drivers. 

• Inflation linked toll increases 

• traffic volume growth 

• road capacity enhancements 

The chart below illustrates how these revenue drivers have translated into the long-term 

performance of the APRR toll road. 

MQA’s primary asset, APRR has grown revenue at a compound rate of 4% per annum over 

the past 15 years. The most recent traffic result showed traffic growth of 4.1% over the past 

12 months3. 

 

 

 

 

                                                           
3 MQA Investor Presentation, September quarter 2016 
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We believe it was an index change that caused the sell off on Friday 

MQA was added to the S&P/ASX 100 Index., announced on Friday the 10th March by S&P 

Dow Jones Indices4.   

The S&P/ASX Small Ordinaries Index represents the small cap members of the S&P/ASX 300 

Index, but excludes those in S&P/ASX 100 Index5.   With MQA added to the S&P/ASX 100 

Index it was automatically excluded from the Small Ordinaries Index. 

 

Why does this matter? 

Global securities markets are heavily influenced by ‘index funds’.  Index Funds are 

investment funds that simply track certain equity benchmarks and are agnostic as to their 

holdings.  If a security is 10% of an Index, the index Fund will hold 10% of its Fund capital in 

that security, they do not care about the fundamentals or valuation of that security. 

MQA was the third largest stock in the ASX Small Ordinaries Index, representing 1.7% of its 

market capitalisation. 

When S&P/ASX announced that MQA was to be included in the ASX100, index funds that 

track the Small Ordinaries Index were forced to sell it. 

On our assessment, there appeared no fundamental reason for the selling in MQA on Friday.  

It was caused by index funds selling. 

 

Conclusion 

The opportunity in MQA has presented itself via three influences: 

• A $185 million capital raising at $4.85, representing approximately 8.1% of MQA’s 

market capitalisation.  A raising of this size normally creates share price weakness 

due to the short-term increase in the number of shares on issue 

 

• Mild disappointment around the acquisition of the 50% of Dulles Greenway (but on 

our assessment the deal was valuation neutral) 

 

• The removal of MQA from the Small Ordinaries Index, of which it was the third largest 

security.  This removal has caused forced short term selling by ‘index’ and ‘index 

aware’ funds.  This selling has nothing to do with fundamentals but has had a large 

negative impact on the MQA share price 

 

                                                           
4 ASX announcement, Friday 10th March, 2017 
5 The S&P/ASX Small Ordinaries index is used as an institutional benchmark for small cap Australian equity portfolios. 

The index covers approximately 7% of Australian equity market capitalisation.  Source: S&P Dow Jones Indices 

website. 



 

 

Valuation is extremely compelling 

 

To highlight our valuation, we will do a very basic dividend discount model on MQA.  The 

dividend discount model is: 

Value of Security  =   Dividend Per share  

    Discount Rate – Dividend Growth Rate 

If we accept MQA’s 2019 dividend of 40 cents per share as being a fair year of the cashflow 

generating power of its asset base.  We then use the following inputs to derive a theoretical 

discount rate. 

 We use the following equation to work out the discount rate: 

• Risk Free Rate in France:  0.80% (French 10-year bond rate) 

• Observed Beta:  0.95 (10-year rate from Bloomberg) 

• Equity Risk Premium:  6% (global long term average6) 

• Discount Rate:   6.5% 

• Dividend Growth Rate  2.0% (representing modest toll increases and traffic 

growth) 

Value of security =       $0.40 

      6.5% - 2.0% 

Value of Security =   $9.00 

 

As can be seen from this very basic analysis, there is substantial upside from the current MQA 

share price to our valuation.  Whilst we could argue that we bond yields are likely to move 

higher in the short term, you can see that there is a material buffer in the MQA valuation 

that already factors in an increase in interest rates. 

Overall, the argument in favour of MQA is that the combination of increased toll road 

revenue and reduced interest expense should enable it to increase its distribution per share 

from 20 cents to 40 cents per share by 2019.  This would see its distribution yield move to 

approximately 9%, with growth from here at least at inflation7.   

From this level, distributions should grow at least 2% per annum, generating an equity 

internal rate of return (IRR) of 11%.  An IRR of this level is over 9% above bond rates in France, 

which is extremely excessive by any historical measure given the low risk cashflows 

emanating from their toll road assets. 

  

                                                           
 
 



 

IMPORTANT DISCLAIMER 

 

This may affect your legal rights: Because this document has been prepared without consideration of any specific client’s 

financial situation, particular needs and investment objectives, you should consult your investment adviser before any 

investment decision is made. While this document is based on the information from sources which are considered reliable, 

Newgate Funds Pty Ltd, its associated entities, directors, employees and consultants do not represent, warrant or guarantee, 

expressly or impliedly, that the information contained in this document is complete or accurate. Nor does Newgate Funds Pty 

Ltd accept any responsibility to inform you of any matter that subsequently comes to its notice, which may affect any of the 

information contained in this document. This document is a private communication to clients and is not intended for public 

circulation or for the use of any third party, without the prior approval of Newgate Funds Pty Ltd. This is general securities advice 

only and does not constitute advice to any person.  

 

Disclosure of Interest: Newgate Investment Management Pty Ltd, Newgate Capital Partners Pty Ltd and its associates may hold 

shares in the companies recommended.  

The individual fund performance figures are based on an investment in the Fund’s August 2016 2013 units, the date of the 

Funds’ inception. The performance numbers are based on the net asset value of the Fund and are calculated net of 

management fees, brokerage commissions, administrative expenses, and accrued performance allocation, if any, and 

include the reinvestment of all dividends, interest, new issue income or loss, and capital gains.  

The Firm and the Fund have a limited operating history. This report is not an offer to buy or sell any security. Offering by private 

Information Memorandum only.  

Investing in hedge funds such as the Newgate Absolute Return Fund is risky and investors are exposed to capital loss.  Investors 

should review the Information Memorandum for the Fund, which contains a complete description of the investment program 

and its risks, in its entirety before investing.  

The Fund invests in listed securities, which can be volatile and subject to market factors beyond the control of the manager.  

Certain information provided herein is based on third-party sources, which information, although believed to be accurate, has 

not been independently verified. The Firm assumes no liability for errors and omissions in the information contained herein. This 

report is for informational purposes only and may not be reproduced or distributed without the prior consent of the Firm. 

Volatility is calculated by using the annualised standard deviation of monthly returns since inception of Newgate Real Estate 

and Infrastructure Fund. Standard deviation measures the distribution of returns around the mean return. Low standard 

deviations reflect low variation in monthly results; higher variability is usually interpreted as higher risk. Standard deviations are 

based on monthly results, and then annualised. 

The Sharpe Ratio is the ratio of “excess return” to volatility. Excess return is defined as the annualised rate of return less the risk-

free rate, using monthly returns since inception. The volatility measure is the annualised standard deviation of monthly excess 

returns since inception. 

Any investment in the Funds is speculative and involves substantial risk, including the risk of losing all or substantially all such 

investment.  No representation is made that the Funds will or are likely to achieve their objective, that any investor will or is likely 

to achieve results comparable to the estimated performance shown, will make any profit at all or will be able to avoid incurring 

substantial losses.  

Past performance is not necessarily indicative of future results. Comparisons of the performance of actively managed accounts 

such as the Funds with passive securities indices involved material inherent limitations.   

Performance estimates are presented only as of the date referenced above and may have changed materially since such 

date.  

Newgate Capital Partners Pty Ltd, ABN 32 606 357 831, AFS Licence Number 478 388 

 


