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Australian equities ran strongly 
through the February result 
season despite tepid fundament-
als. Similar to the August full year 
result season, again it was capital 
management and dividends that 
dominated investor attention in a 
yield hungry market.

Expectations were low heading 
into February. Consensus estimates 
for CY15 earnings per share growth 
had fallen steadily from above 
6% last September, to a mere 
1% heading into February. Aside 
from some notable misses (e.g. 
Woolworths), stocks broadly met or 
exceeded those low expectations.

However net earnings growth 
estimates were again trimmed 
in February such that the market 
now expects calendar year 2015 
(CY15) earnings to trend flat at 
best in CY15 and we also see 
downside risk to the 9% EPS 
growth forecast into CY16. While 
most of these downgrades are 
attributable to stocks exposed to 
falling commodities (iron ore and 
oil), corporate outlook statements 
across the board weren’t overly 
inspiring.

Shares ran hard in February 
despite this backdrop. The market 
price to earnings multiple has 
now expanded from 15.0 times in 
December to 16.7 times in March, 
to now sit at a hefty premium to 
its 10-year average.

Clearly ultra-low interest rates 
are forcing funds into equities, 
assisted by dividend payout 
ratios climbing to post GFC highs. 
However there are risks building 
in this one-way trade.

With weak revenue growth, 
‘cost out’ continues to be the 
key to companies delivering 
positive earnings surprises. Many 
companies are also deferring 
growth in favour of maximising 
cashflow and shareholder returns. 
At some point though, cost 
improvements will abate and 
many companies will need to start 
re-investing into their businesses 
in order to drive top-line growth.

The weaker Australian 
dollar, lower oil prices and 
an acceleration in US growth 
all offer positive drivers for 
Australian corporates through 
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2015. However, we believe 
market pricing has run ahead 
of these fundamentals. We’re 
also reminded that the RBA is 
cutting cash rates because of 
concerns around growth and 
unemployment and that further 
likely cuts are a sign of cautious 
times. This is no time to allocate 
funds recklessly on the hope of 
steady income alone.

Our core Equity investing 
Strategies into 2015 remain:

 § Positioning only in reliable 
dividend growers as the key to 
leveraging premiums generated 
by ultra-low interest rates

 § Leveraging stocks exposed to 
superior growth dynamics in 
the US versus Australia

 § Leveraging further downward 
pressure on the Australian 
dollar, and

 § Positioning in stocks offering 
capital management and/or 
M&A optionality.
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ASX 200 NTM PE Mean -1 SD +1 SD

Australian shares now trade at a hefty PE premium to the 10-year average

For more on Reporting Season:
 § On Page 3, we provide more detail on Capital management and 
mergers and acquisitions (M&A) optionality. 

 § On Page 4, we pick apart the unique dynamics at play between 
debt and equity markets
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US
The US economy should grow by a 
well above average 3% in calendar 
2015. This growth is driven by 
a recovery in investment. This 
is particularly true of growth in 
technology investment. Investment 
in communications equipment 
should grow by 14%. Computer 
and peripherals investment should 
grow by 13%. These sectors of 
investment are important because 
they lead to growth in employment 
in the services sector. This means 
we are having a broader recovery of 
activity than earlier in the cycle. 

We will also see recovery in 
non-residential construction. 
Commercial and healthcare 
construction should grow by about 
10%. Manufacturing construction 
(building factories) should also 
grow by about 10%. An important 
sector of interest is residential 
construction. This should grow by 
around 11% in 2015. The worst 
sector of the economy is the oil 
sector. Investment in this sector 
should fall by around 24% in 
calendar 2015. 

The most unusual problem that 
the US will have to deal with is 
very low inflation caused by the 
strength of the $US. A rise in the 
$US will lead to falls in producer 
prices. Producer prices are the 
components that manufacturers 
need to make finished goods for 
the US consumer. This means that 
consumer prices, including food 
and energy, are actually expected 
to fall in 2015. When we take away 
food and energy, core inflation is 
expected to rise by only 1.4%. This 
is well below the Federal Reserve 
target of 2%. This means the 
Federal Reserve may be slow in 
putting up interest rates.  

Europe
The two best European Union 
economies are outside the Euro 
Area. These are the UK and 
Sweden. Both of these economies 
originally negotiated exceptions 
from being part of the Euro Area. 

Both of them have been better 
off from having Central Banks 
that can respond to the differing 
circumstances in their own 
economies rather than having to 
depend on the broad policy of the 
European Central Bank. In 2015, 
the United Kingdom should grow by 
2.7%. Sweden should grow  
by 2.4%. 

The next strongest economy in the 
Euro Area is Spain. Spain should 
see an increase in GDP in 2015 
of 2.2%. This is a combination of 
better domestic consumption and 
stronger domestic investment. 
Household consumption is 
expected to rise by 2.6%. Gross 
fixed investment is expected to 
rise by 3.7%. Industrial production 
should lift by 1.9%. Consumer 
prices are still falling in Spain 
because of very low wage growth. 
Hourly wage growth is expected to 
increase by only 0.4%. 

China
We think the Chinese economy 
will grow by 7.1% in 2015. Retail 
sales should grow by 11.8%. This 
is at a time when we expect that 
retail prices will only grow by 1.7%. 
This means that in real terms retail 
sales will rise by 10.1%. Domestic 
investment will continue but at a 
slower more sustainable rate. We 
think that fixed asset investment 
should rise by 15.3%. Industrial 
production should rise by 8%. 
Domestic money supply should rise 
by 12.2%. 

Some commentators say that the 
level of the Chinese exchange 
rate is too high. Still, we expect 
a strong growth in exports and a 
strong trade surplus. China should 
have total exports of $US2.501t 
in 2015, allowing it to buy imports 
of $US2.056t. All this adds up 
to a trade surplus of $US440b. 
When we allow for a deficit on 
services, China still finishes with 
a likely current account surplus 
of $US300b for the full year. This 
means that China’s foreign reserve 
assets should rise, not fall.

Economic OutlookContents

This month we  
look at ...

Economic Outlook 2

Capital management 
and M&A optionality

3

Macquarie Group 3

Oil and Gas 3

Falling interest rates 
pushing industrials 
higher 

4

Fixed Interest 4

Corporate Travel 
Management

4

Technical corner 4

Looking back at  
recent IPOs

5

Healthcare 5

High Conviction picks 6-7

Visit our website 
to watch our 

Chief Economist, 
Michael Knox 
discuss his views 
on the economy

Last year saw unreasonable fears 
of a Chinese slowdown. What 
was really happening was that the 
Chinese Central Bank was trying 
to restrict demand so as to force 
down inflation. The People’s Bank 
of China has been able to achieve 
a long term inflation rate of near 
2.2%. With inflation now below 
that level, the Central Bank is now 
easing monetary policy to generate 
more domestic demand. The 
official lending rate of the People’s 
Bank of China has been cut and 
the required reserve ratio that 
commercial banks must hold with 
the Central Bank has also fallen. 
This means that the People’s 
Bank of China is now supporting 
a recovery in domestic Chinese 
demand. 

Australia
Australia is in transition from 
an economy driven by mining 
investment to an economy driven 
by residential investment. The 
recovery in residential investment 
means that Australia will need even 
lower interest rates than it currently 
has. We expect at least one and 
probably two more interest rate 
cuts before the middle of this year. 
The cash rate will fall first to 2% 
and then likely below this as we 
move into the second half of 2015.

In Australia we expect  
at least one and probably 
two more interest rate 
cuts before the middle  
of this year.

http://www.morgans.com.au/about-us/Media-and-Events/Videos/Economic-outlook-February-2015
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Prudent cost management and 
strong cash flow generation were 
again dominant themes throughout 
the February reporting season. 
Those companies converting 
surplus cashflows into higher 
dividends or capital management 
were rewarded the strongest. In an 
environment where interest rates 
look flat for the foreseeable future, 
these stocks are likely to continue 
to command premium ratings.

Below we compare the major 
capital management surprises 
announced through reporting 
season versus individual stock 
performance. We also flag several 

large caps companies which will 
continue to accumulate cash 
surpluses which bodes well for 
higher dividends or potential 
capital management at future 
results.

Tepid economic growth and a 
low cost of capital mean that 
corporates will need to increasingly 
consider growing via M&A and 
asset divestments in addition to 
removing costs. In a market with 
range-bound global interest rates, 
we advocate positioning into 
potential M&A targets or stocks 
unshackling underperforming 
assets.

Some interesting tactical trades for 
2015 spring to mind, namely:

 § Santos and Oil Search – for 
possible attraction to much 
larger players as oil market 
volatility crystallises another 
round of industry consolidation 

 § BHP Billiton – for exposure to 
the South32 demerger which 
in itself is likely to attract M&A 
attention at the commodity cycle 
low, and 

 § higher quality services stocks 
like Worley and ALS, which 
similarly may attract offshore 
buyers at the low in the 
commodity cycle.

Macquarie Group’s (MQG) recent 
acquisition of a US$4b aircraft 
leasing portfolio is expected to be 
around 5% accretive to earnings 
per share in its first full year 
(FY17). The acquisition adds to 
MQG’s existing expertise in the 
area and approximately doubles 
the group’s aircraft leasing book. 
On the back of the deal, an 
institutional placement of A$500m 
was undertaken at A$73.50ps 
(only a 2cps discount to the 

previous close showing very strong 
shareholder support). A Share 
purchase plan is now open to 
existing MQG shareholders,  
with an expected closing date  
of 24th March.

Overall, the deal increases the 
annuity-style revenue for MQG and 
adds to our positive view on the 
stock. MQG is also well placed for 
further accretive acquisitions over 
the medium-term. 

Capital management and M&A optionality

Macquarie Group – flying high

Total return since Result  Capital management surprise

Vita Group (VTG) 13.1% Special dividend announced with further potential flagged

Rio Tinto (RIO) 11.8% Progressive dividend stepped up + buybacks announced

Ansell (ANN) 10.7% Strong organic dividend growth

Tabcorp  (TAH) 10.5% Equity raising to fund special dividend and release franking credits

Woodside  (WPL) 8.1% Capital expenditure cut, high ration dividend payout policy maintained

Amcor (AMC) 8.0% On-market buyback announced

BHP Billiton (BHP) 4.4% Capital expenditure cut to help preserve progressive dividend policy

Asciano Group (AIO) 2.3% Solid organic dividend growth

CSL Ltd (CSL) 2.0% Maintained on-market buyback

Energy Developments (ENE) 0.5% Very strong cash flow and dividend growth (pre-disclosed)

Alumina (AWC) 0.2% Re-instated dividend payments

Transurban  (TCL) -0.5% Strong distribution growth

Suncorp  (SUN) -0.9% Re-affirmed future capital return intentions

Oil Search (OSH) -2.2% Dividend stepped up and special dividend announced

SEEK (SEK) -7.5% Solid organic dividend growth

Platinum (PTM) -8.5% Special dividend announced

Stocks with current and future capital management potential vs performance

While oil price volatility 
persists, the major theme 
to come out of the recent 
reporting season from the oil 
and gas sector was that of 
cost cutting and pre-reported 
asset impairments. We have 
seen companies looking to 
reduce operating expenses 
and have already heard of on-
shore drilling costs declining 
by significant amounts. While 
expectations are for oil prices 
to increase from current 
levels over time, companies 
are clearly positioning 
themselves for the current 
low oil price environment. 
This environment has had 
a negative impact on the 
carrying value of company 
assets and reserves. There 
have been over $3.5b of 
impairments announced by 
companies as well as reserve 
downgrades. Post the recent 
results period, we continue to 
view Santos as having good 
leverage to an improving oil 
price and suggest clients build 
positions at current levels.

Oil and 
Gas – cost 
cutting and 
impairments

NOOSA MINING &  
EXPLORATION 
CONFERENCE

16–17 July 2015
Outrigger Little Hastings Street Resort  

and Spa Noosa, Queensland

www.noosaminingconference.com.au
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While the Reserve Bank of Australia 
kept the Official Cash Rate at 2.25% 
at the last meeting, we remain of 
the view that we will see at least one 
more cut by June, thereby taking the 
rate to 2.00%. In this low interest 
rate environment we expect that 
yield investments will continue to 
be well supported by investors. This 
continued investor appetite for yield 
was again witnessed when NAB 
launched a Capital Note offering 
(NABPC) last month. Initially NAB 
was seeking to raise $750m and 
it ended up issuing a minimum of 

Corporate Travel Management 
(CTD) reported a strong 1H15 result 
with underlying EBITDA up 94% on 
the previous year. Full year guidance 
was upgraded for the second time 
this financial year. We believe that 
guidance still appears conservative 
given the momentum across all 
businesses and the FX tailwinds. 
Increased market share, new 
acquisitions, improving corporate 

Fixed Interest – Low rates 
and yield investments 

Corporate Travel Management 
continues to fly along  

Since the end of September 
2014, the S&P/ASX 200 has 
increased by about 13%. Industrial 
companies have been a major 
driver of this growth in wealth, 
with the Industrials Index rising 
16% over the period while the 
Resources Index has declined 4%. 
If dividends were included, the 
outperformance of Industrials over 
Resources is even higher.

A key driver of the rise in Industrials 
has been the drop in interest 
rates, as represented by a fall in 
Commonwealth Government bond 
yields (about 100 bps) and term 
deposit rates (about 15 bps for one 
year term) over the period. This has 
encouraged investors to purchase 
equities and hybrids in order to 
enhance investment returns (albeit 
taking on additional risk).

To demonstrate this, we note 
about 4% of the increase in the 
Industrials Index can be explained 
by an increase in the outlook for 
company earnings. The remaining 
increase in the Industrials Index of 
about 12% is due to a reduction 
in the Industrials earnings yield, 
which has fallen by about 70 
bps since September 2014 while 
bond rates have fallen 100 bps. 
As such, the reduction in interest 
rates has been the key driver of 
the rise in the Industrials Index and 
therefore the overall market.  
A further implication of this 
analysis is that Industrials are 
offering reasonable value if current 
interest rates are considered 
the norm, given the expanding 
earnings yield premium.

Falling interest rates pushing industrials higher

$1.25b which clearly supports the 
thesis of strong investor demand 
for higher yielding instruments. 
We view NABPC as attractive 
and also recommend a couple of 
shorter-dated securities to investors. 
PCAPA and WCTPA are two of our 
preferred short-dated securities and 
the securities have yields to call of 
4.98% and 5.08% respectively and 
we expect both to be redeemed by 
the issuers in 2Q16. The securities 
offer attractive returns relative to 
comparable securities and we retain 
an Add recommendation on both.

travel demand, higher airfares 
and a falling AUD should underpin 
strong double digit earnings growth 
for many years to come. With a 
presence in all key corporate travel 
markets around the world, CTD 
is well positioned to win more 
regional and global corporate travel 
accounts. We continue to rate CTD 
as a high conviction stock pick and 
have a A$13.70 price target on the 
company.
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Technical Corner
NextDC (NXT)
NXT has been trading in an up trend since July 2014, which 
remains technically intact. The weekly chart is very constructive 
and points to higher prices over the medium and long term. 
Therefore, we lift our medium term upside price target to $2.94. 
Over the long term, we believe that higher price levels are 
achievable. In the short term, the price may experience a mild pull 
back as momentum indicators have reached overbought territory. 
We see the potential short term share price weakness as a great 
buying opportunity.
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Looking back to 2014, Morgans 
clients had access to 17 IPO’s 
across a wide range of industries 
and market caps (not to mention 
numerous entitlements, block 
trades and notes issues). In a year 
which showed negligible capital 
growth (All Ords +0.66%, ASX200 
+1.1% in 2014), Morgans clients 
were eligible for average capital 
growth of 29% across the listings 
or 68% on an annualised basis 
up until now. We continue to like 
roll-out and high growth stories 
such as Lovisa (LOV), Beacon 
Lighting (BLX) and IPH Limited 

(IPH), as well as Healthcare stocks 
leveraged to an ageing population 
such as Regis Healthcare (REG), 
Healthscope (HSO), and Japara 
Healthcare (JHC). In a fully valued 
market, IPO’s look likely to be a 
source of solid outperformance. 
We look forward to continuing to 
bring Morgans clients access to 
more wealth generating product 
in 2015. Below is a list of the 
IPO’s listed through Morgans in 
2014, their performance to date, 
and commentary from the recent 
reporting season.

Looking back at recent IPO’s 

Company Ticker List date Industry List Price Current Upside to 
list price

Annualised 
Basis

Comment

Lovisa 
Holdings

LOV 18.12.14 Fast fashion 
retailer

$2.00 $2.32 16% 75% In a fickle consumer environment with a plummeting AUD 
placing pressure on margins, LOV looks to be one of the 
best placed retailers. The group’s model allows it to respond 
quickly to market changes and control the entire vertical.

Simonds 
Group

SIO 04.12.14 Construction 
and 
vocational 
trainer

$1.58 $1.64 4% 15% 1H15 shows SIO is comfortably on track to meet its prospectus 
numbers and our forecast (3.7% ahead of prospectus). Both 
divisions have contributed in-line with expectations, and both 
divisions have a strong secured sales pipeline.

Medibank MPL 25.11.14 Health 
insurance

$2.00 $2.55 28% 99% MPL beat market expectations, however the underlying result 
(ex provision releases) was broadly in-line. Highlights included 
the group tracking well against their MER target, offset by  
a lagging performance in ‘Complementary Services’. MPL  
re-affirmed they are on track to meet prospectus forecasts 
(and to beat reported profit including provision releases). 

IPH 
Limited

IPH 19.11.14 Intellectual 
property law

$2.10 $4.72 125% 426% IPH is well on track to exceed its FY prospectus forecasts. 
Growth in Asia was stronger than we had anticipated which 
bodes well for organic growth of the Group. While IPH is 
trading on a hefty multiple, it is offering strong EPS growth ex 
acquisitions, further upside from FX movements and c3% yield. 

GPT Metro 
Office 
Fund

GMF 24.10.14 Office 
property 
investment

$2.00 $2.18 9% 25% GPT Metro Office Fund (GMF) recently provided its first 
operational update to the market following its listing in October 
2014 and is on track to meet its financial forecasts as outlined 
in the PDS. The portfolio metrics remain solid with a WALE of 
6.4 years. The FY15 distribution yield is also attractive.

Think 
Childcare 
and 
Education

TNK 24.10.14 Childcare 
centre 
operator 
and owner

$1.00 $1.17 17% 47% We believe favourable industry dynamics should help 
support a solid re-rating of the stock closer towards its listed 
competitors. Investors will be rewarded as TNK embarks on 
its acquisition strategy and applies its improvement strategies 
to the portfolio.

Beacon 
Lighting 
Group

BLX 15.04.14 Retail – 
Lighting

$0.66 $1.90 188% 211% We expect strong comp sales again in FY16 as further price 
increases are implemented (in addition to a strong housing 
market lifting volumes) and further cost productivity which 
could come close to offsetting the GM. A lot to like. This is 
a great business in its prime in these housing conditions but 
also benefiting from a multi-year technology upgrade cycle 
and strong product innovation. 

Average 29% 66%

Source: Morgans, IRESS

Healthcare  
– healthy returns
The reporting season in 
the health sector has been 
strong, driven by earnings 
results broadly in line with 
expectations and a continuing 
investor appetite for 
companies with sustainable 
earnings streams. 

Highlights include: 
 § the aged sector with 
both Regis and Japara 
delivering strong results 

with rising occupancy rates 
and broad pipelines on 
greenfied and brownfield 
developments fuel growth 

 § the names with majority 
overseas earnings like 
ResMed, CSL and Ansell 
have benefitted from the 
lower Australian dollar, and 

 § Medibank delivered on its 
prospectus forecast which 
justifies its strong debut as  
a listed company.  
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Top 100 

This month’s changes
This month we have made two 
changes to our Top 100 High 
Conviction list. We removed 
Stockland Group (SGP) due to strong 
share price appreciation and added 
Federation Centres (FDC) following 
the announcement of the proposed 
merger with Novion (NVN).

ANZ Banking Group ANZ

Price $35.39 PE (x) 13.5

Price Target $36.34 Yield 5.3%

Upside 2.7% Gross Yield 7.5%

ANZ Banking Group (ANZ) is among the 
top 20 banks in the world, operates in 
33 countries globally, and has the largest 
exposure of domestic major banks to the 
emerging Asian economies.

Key reasons to buy

 § With further interest rate cuts looking 
likely in Australia, we with think the 
domestic banks should continue to 
perform well. 

 § ANZ is the cheapest of the major 
banks (on a PER and yield basis), 
has potential for ROE expansion (as it 
gains economies of scale in its Asian 
operations), and has strong cash 
generation (and the lowest dividend 
payout ratio).

 § ANZ has the largest currency 
exposure and has leverage to 
Asian lending where growth should 
comfortably exceed the anaemic 
growth in domestic lending.

Federation Centres FDC*

Price $2.98 PE (x) 10.6

Price Target $2.90 Yield 4.8%

Upside -2.5% Gross Yield 4.8%

Federation Centres (FDC) is a significant 
owner and manager of Australian retail 
assets.

Key reasons to buy

 § The new merged entity will be a 
top 30 stock with a market cap of 
c$11bn and the 3rd largest REIT with 
$22bn of assets under management. 

 § We expect given the increased size 
and scale the merged group will 
become meaningful for both offshore 
and domestic investors.

 § The deal is expected to be highly 
accretive and we expect it will deliver 
a yield of around 6%.

Macquarie Group MQG

Price $74.31 PE (x) 15.2

Price Target $73.50 Yield 4.1%

Upside -1.1% Gross Yield 4.1%

Macquarie Group (MQG) is a global 
provider of banking, financial advisory, 
investment and funds management 
services. 

Key reasons to buy

 § MQG recently upgraded its earnings 
guidance, expecting to achieve 
10-20% growth on the prior year. 
This highlighted MQG’s earnings 
momentum and provides near-term 
earnings certainty for investors.

 § Around 65% of MQG’s earnings are 
derived offshore, giving earnings 
leverage to the falling A$ versus 
other currencies. We believe this will 
continue to provide a small tailwind. 

 § We believe MQG’s valuation is 
reasonable at current levels whilst 
providing a solid yield (partially 
franked).

Ramsay Healthcare RHC

Price $68.30 PE (x) 35.6

Price Target $70.98 Yield 1.5%

Upside 3.9% Gross Yield 2.1%

Ramsay Healthcare (RHC) is Australia’s 
largest private hospital operator 
and more recently has expanded its 
operations into the UK, France and parts 
of Asia, where now about 25% of its 
revenue is generated.

Key reasons to buy

 § RHC is benefiting from an aging 
population which uses more medical 
services.

 § RHC consistently delivers above 
market earnings growth (last three 
years averaging 18% pa) and for the 
next three years is forecast to grow 
at 15% pa.

 § RHC is expected to benefit from 
further public hospital outsourcing 
opportunities.

Resmed RMD

Price $8.31 PE (x) 22.8

Price Target $8.63 Yield 1.8%

Upside 3.9% Gross Yield 1.8%

Resmed (RMD) is a world leader in 
the development, manufacturing and 
marketing of medical products to treat 
and manage sleep-disordered breathing, 
more commonly known as sleep 
apnoea.

Key reasons to buy

 § 2Q15 results exceeded market 
expectations with double digit sales 
growth (+14%).

 § New product (AirSense 10 platform) 
launch is likely to drive sales growth 
in subsequent quarters, reflected in 
forecast earnings growth of 13% pa 
over the next three years.

 § Strong balance sheet with net cash of 
approx. US$700m.

High Conviction Stocks
In the digital edition, you may click on the stock tables for links to the latest company research reports from our website. You can also watch our analysts 
outline key reasons to buy our recently added stocks in short videos available here www.morgans.com.au/high-conviction-stocks-march-2015

Seek SEK

Price $17.31 PE (x) 25.4

Price Target $19.97 Yield 2.5%

Upside 15.4% Gross Yield 3.5%

Seek (SEK) is the leading provider 
of online employment services in 
Australia, China, Southeast Asia and 
Latin America. The company also owns 
a rapidly expanding online education 
business.

Key reasons to buy

 § The Australian recruitment cycle is at 
or near to all-time lows in churn rates 
and recently volumes have begun to 
rebound.

 § Year-to-date job ad growth is higher 
than we have assumed in our 
forecasts.

 § Seek’s offshore operations will 
deliver high double-digit growth in 
FY15 as the benefits of the Jobstreet 
acquisition become available. The 
company is achieving strong growth 
while simultaneously de-leveraging 
its balance sheet.

Transurban Group TCL

Price $9.35 PE (x) 90.7

Price Target $9.46 Yield 4.2%

Upside 1.2% Gross Yield 4.6%

Transurban Group (TCL) develops, 
operates, and maintains toll roads in 
Australia and the US.

Key reasons to buy

 § We expect TCL to generate double-
digit EBITDA growth over the next 
three years driven by traffic growth, 
CPI/CPI+ toll increases, ongoing cost 
control, and contribution from growth 
projects and acquisitions. 

 § We expect this traffic and earnings 
growth to translate into double-digit 
growth in distribution per share. 

 § Confidence in this growth outlook 
can be gained from the management 
incentive plan, which rewards 
management for growing free 
cashflow per share at 10-13% per 
annum across FY14-17.

Source: IRESS, Morgans

Priced at 5 March 2015.

* Morningstar forecast. 

http://www.morgans.com.au/high-conviction-stocks-march-2015
https://my.morgans.com.au/r.cfm/B6546E64-65B3-AE2F-D2A60C327C1BAA64&ID=25b84c02-a7f3-48c7-85fc-81330fd6d3b9
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Ex 100

This month’s changes
This month we removed GBST 
Holdings (GBT) from our ex 100 
High Conviction list due to strong 
share price appreciation.

Admedus AHZ

Price $0.09 PE (x) NA

Price Target $0.22 Yield 0.0%

Upside 142.2% Gross Yield 0.0%

Admedus (AHZ) has a diversified 
life science portfolio across medical 
products, regenerative medicine and 
DNA vaccines.

Key reasons to buy

 § AHZ is well funded to accelerate 
sales in Europe and the US for its key 
regenerative medicine product called 
CardioCel.

 § AHZ is developing DNA vaccines, 
using Prof Ian Fraser’s technology 
and an efficacy trial is expected 
to start later this year following a 
successful safety trial in HSV-2 
(genital herpes).

 § Plenty of newsflow is expected in 
the next six months – additional 
CardioCel approval in the Asian region, 
increasing sales for CardioCel and 
further updates on the vaccine trial.

High Conviction Stocks
In the digital edition, you may click on the stock tables for links to the latest company research reports from our website. You can also watch our analysts 
outline key reasons to buy our recently added stocks in short videos available here www.morgans.com.au/high-conviction-stocks-march-2015

Corporate Travel Management CTD

Price $11.95 PE (x) 41.1

Price Target $13.70 Yield 1.2%

Upside 14.6% Gross Yield 1.7%

Corporate Travel Management (CTD) 
is an award-winning global provider 
of innovative and cost effective travel 
management solutions to the corporate 
market. 

Key reasons to buy

 § Increased global market share, 
improving corporate travel demand, 
higher airfares, new acquisitions, and 
a falling AUD should underpin strong 
double digit earnings growth for many 
years to come. 

 § We believe that recently upgraded 
FY15 guidance is still conservative 
given the positive momentum across 
all of CTD’s geographies. 

 § CTD will benefit from S&P/ASX 200 
index during March 2015. 

Impedimed IPD

Price $0.81 PE (x) NA

Price Target $1.71 Yield 0.0%

Upside 112.8% Gross Yield 0.0%

Impedimed (IPD) has developed a 
medical device which aids in the clinical 
assessment of patients for the potential 
onset of secondary lymphoedema.

Key reasons to buy

 § IPD has an approved medical device 
which is being rolled out mainly 
across oncology centres in the US.

 § Medicare in the US has determined 
it will reimburse each reading at 
US$112.67, which was well ahead of 
our forecasts.

 § IPD’s technology has wider applications 
in fluid monitoring, for example in 
nutrition and dialysis monitoring.

National Storage REIT NSR

Price $1.62 PE (x) 17.4

Price Target $1.55 Yield 5.2%

Upside -4.0% Gross Yield 5.2%

National Storage REIT (NSR) is the first 
ASX-listed, internally managed and fully 
integrated owner and operator of self-
storage centres.

Key reasons to buy

 § First mover advantage in the self-
storage asset space

 § Future growth potential via 
acquisitions given the fragmented 
storage market, and

 § An attractive distribution yield.

NextDC (NXT)

Price $2.53 PE (x) NA

Price Target $2.95 Yield 0.0%

Upside 16.4% Gross Yield 0.0%

NextDC (NXT) is Australia’s only national, 
independent data centre operator, with 
five operational data centres.

Key reasons to buy

 § After five years and lots of hard work 
NXT reached a critical inflection point 
in February which was reporting a 
maiden EBITDA and cash flow profit.  

 § The result was much better than 
expected and resulted in a 65% 
upgrade to FY15 guidance. Typically 
reaching profitability results in a 
new group of investors looking 
to purchase the stock as many 
investment mandates necessitate 
profitability.  

 § We think these new investors, the 
substantial profit upgrade, and 
good sales momentum will result 
in NEXTDC shares going higher in 
March so retain our high conviction 
call on the stock.  

Shine Corporate SHJ

Price $3.06 PE (x) 18.0

Price Target $3.57 Yield 1.3%

Upside 16.7% Gross Yield 1.3%

Shine Corporate (SHJ) is a market 
leader in the area of damages-based 
plaintiff litigation.

Key reasons to buy

 § We believe SHJ’s strong forecast 
EPS growth, balance sheet capacity 
for future accretive acquisitions, and 
internal initiatives to improve margins 
will see the stock re-rate further. 

 § SHJ will continue to benefit from a 
fragmented market and its ability to 
acquire value enhancing acquisitions. 

 § We expect further acquisitions and 
demonstration that disbursement 
funding is improving cashflow will 
drive share price performance.

360 Capital Industrial Fund TIX

Price $2.60 PE (x) 11.0

Price Target $2.66 Yield 7.7%

Upside 2.3% Gross Yield 7.7%

360 Capital Industrial Fund (TIX) owns 
a portfolio of 21 industrial assets across 
Australia valued at around $500m.

Key reasons to buy

 § Attractive yield.

 § Cashflows supported by stable rents 
which average 3.5% rental growth 
p.a.

 § Strong portfolio metrics (Woolworths 
is the largest tenant) including a 
WALE of 6 years. 

Source: IRESS, Morgans

Priced at 5 March 2015.
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