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Over the medium term we expect 
the Australian economy will face 
significant headwinds that will 
drag on growth. The decline 
in a decade-long mining boom 
is rapidly unwinding and lacks 
a sustainable offset with the 
outlook for non-mining investment 
remaining weak. Moreover, 
the unemployment rate sits 
stubbornly above GFC levels and 
may edge higher, which means 
GDP growth is unlikely to break 
its below-trend profile without 
an improvement in external and 
internal demand.

Given this outlook, we think 
monetary policy is likely to remain 
supportive keeping interest rates 
lower for longer weakening 
the relative appeal of the yield 
trade for offshore investors. The 
terms of trade is forecast to fall 
further as Chinese demand for 
Australia’s key exports appears 
less supportive. All of these 
factors will continue to depress 
the exchange rate, in our view. 

A weaker exchange rate may help 
alleviate some of the difficulties 
policymakers face in rebalancing 
the economy, but without a 
pick-up in domestic demand in 
the form of non-mining business 
investment and government 
spending, earnings are vulnerable 
to further negative revisions as 
has been the case for the last 
four years.

An equities portfolio limited 
to the domestic share 
market provides suboptimal 
diversification
While pockets of the economy 
show genuine signs of growth, 
we think having a basket 
limited to the Australian market 
exposes investors to suboptimal 
diversification, risk mitigation 
and returns in the short-to-
medium term.

The key reason why international 
diversification permits an increase 
in returns and/or a reduction of 
risk is because share markets do 
not move together. 

Reasons why markets do not 
move in tandem:

 § Different composition of 
stock markets 

 § Lack of synchronisation 
of national political and 
economic cycles

 § Different institutional structures
 § Different levels of development

Taking all this into consideration, 
Morgans approach to international 
strategy involves:

1) Diversification – The 
Australian market is viewed as 
Financials and Resources heavy 
given the two sectors represent 
almost two-thirds of total market 
capitalisation.
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The Australian national accounts 
for the June quarter showed a 
year-on-year growth rate of 2.2% 
in trend terms. Consumption 
growth was better but the positive 
contribution of consumption 
was overwhelmed by a slump in 
investment. Final consumption 
grew by 2.8% for the year to June 
while unfortunately investment fell 
by 2.9%. 

The fall in investment was the 
result of falling terms-of-trade. 
This means that the prices of our 
exports fell faster than the prices 
of our imports. The terms of trade 
fell by 10.6% for the year to 
June 2015. 

One way of demonstrating the 
effect on national income of falling 
terms-of-trade is to calculate what 
the ABS refers to as ‘real net 
national disposable income’. This 
measure fell by 0.7% for the year 
to June. In simple terms, the price 
of what we sold fell slightly faster 
than the pace at which we could 
sell it. We received slightly fewer 
dollars for what we produced 
and sold in June 2015 than we 
did in June 2014. 

Weakness in national income is 
generating downward pressure on 
profit growth of major Australian 
firms. This weakness in national 
income is the reason for poor 
earnings seasons for Australian 
companies in February and 
in August. 

This poor earnings growth 
is leading to a lower level of 
investment. We can look at the 
falling areas of investment within 
the national accounts. The big 
area of decline is in non-dwelling 
construction. Investment in non-
dwelling construction fell by 12.4% 
in the year to June 2015. This was 
caused by a decline in engineering 
construction in the mining sector. 

The rate of this decline in non-
dwelling construction actually 
slowed in the June quarter to 
-1.8%, which means the decline 

slowed to a 7.2% annualised 
rate. Unfortunately, investment in 
machinery and equipment also 
began to fall in the quarter by 
-1.2%. This means it was declining 
at a 4.8% annualised rate. This 
decline in investment in machinery 
and equipment may continue for a 
little longer.

Against this decline in mining 
investment is a recovery in the 
residential sector. Investment 
in dwelling construction rose 
by 10.3% for the year to June 
2015. This growth in dwelling 
construction is being sustained. 
In the June quarter, dwelling 
investment rose by 2.5%. This 
means it was rising at a 10% 
annualised rate. 

The other thing which is looking 
pretty good (or would be if export 
prices weren’t falling) is the export 
sector. Exports grew by 5.3% for 
the year to June. Imports grew 
by only 1% for the year to June. 
Household final consumption 
expenditure grew by 2.6% for 
the year to June. This may also 
be sustained. In the June quarter 
household expenditure rose 
by 0.6% or an annualised rate 
of 2.4%. 

Employment 

While the Australian economy is 
growing at a rate which would 
be satisfactory for a European 
country, it is not satisfactory for 
Australia. The reason is that we 
have a higher population growth 
because we have a higher level 
of immigration than European 
countries. We need to be growing 
the economy faster than it is now 
in order to provide enough jobs for 
our growing population. 

We can see this when we look 
at the labour force statistics for 
the year to August. For the year 
to August, the number of people 
employed in Australia rose by 
2.0%. Unfortunately unemployment 
remained high over that period. 
This is because there was a 
rise in the participation ratio of 

Why the Australian economy has room for 
rate cuts

the Australian workforce. The 
participation rate rose from 64.6% 
in August 2014 to 65.0% in 
August 2015. More people were 
coming forward to look for jobs. 
The participation rate then rose 
by 0.4% over the year. This left us 
with a final unemployment of 6.2% 
in August 2015. 

We have talked elsewhere about 
the natural rate of unemployment. 
This is the level below which wage 
growth starts to accelerate. Above 
this level, an excess supply of 
labour puts downward pressure on 
wages and leads to falling wages 
growth. This puts downward 
pressure on core inflation. We 
calculate that the natural rate 
of unemployment in Australia is 
currently 5.4%. At 6.2% now, the 
level of unemployment is far above 
the natural rate. This means that 
wages growth will continue to slow 
and will continue to put downward 
pressure on core inflation. 

In the end, this will force the 
RBA into further rate cuts. These 
rate cuts should occur following 
the quarterly publication of core 
inflation by the ABS. The next 
quarterly publication of the ABS 
statistics on core inflation is in 
November (for the September 
quarter CPI) and February (for the 
December quarter CPI). This will 
give the RBA the opportunity to 
cut rates firstly at the December 
meeting and then at the 
following meeting in March. 

Our view is that they should take 
those opportunities to provide 
much needed support for growth in 
incomes in the Australian economy.
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Challenging outlook for the Australian share market presents international opportunities 

Similarly, revenue is highly 
concentrated with 64% sourced 
domestically. The current market 
dynamics in play from compulsory 
superannuation and Self-Managed 
Superannuation Funds (SMSF) will 
increasingly stretch valuations in 
the blue-chip yield names while 
investors continue to search for 
income in a low rate environment. 
Moreover, SMSF portfolios tend 
to be heavily concentrated in 
Australian shares (A$195bn, 
32%) and cash/Term Deposits 
(A$157bn, 26%), with the two 
asset classes making up 58% 
of SMSF portfolios. Home bias 
is an obvious concern, with direct 
equities investments 98% skewed 
towards domestic stocks. The 
lack of diversification within the 

Australian equity market poses 
a risk to domestic investors, in 
our view.

2) Advancement – We look for 
leverage in markets that provide 
superior earnings growth. Current 
growth in the domestic market 
is forecast by Bloomberg at a 
concerning -3.0% in FY16 and 
expectations of 8.4% growth for 
FY17 have been eroding. Despite 
this the S&P/ASX 200 is still 
trading at 14.0x representing 
a premium of about 2% above 
its historical average. While we 
don’t think the premium PE is 
going to de-rate below historical 
averages given the low interest 
rate environment, we are equally 
unlikely to see a further re-rating 
without a significant improvement 

From page 1

Technology under-represented in the S&P/ASX200
Currently less than 1% of 
companies in the S&P/ASX200 
compared to 14% of companies 
in the MSCI world are classified 
in the technology sector. We 
think this significant gap 
presents an opportunity to 
access high quality household 
technology names such as 

Apple, Amazon, Google, 
Microsoft and Facebook, which 
are all achieving double-digit 
earnings growth at valuations 
that are now less demanding, 
in our view. On aggregate, 
the tech heavy Nasdaq-100 
(100 largest non-financial 
companies) is trading at 17.1x 

forward PE, a discount to its 
long-run average of 19.1x 
with arguably more reliable 
earnings. We see this as an 
attractive entry point to the 
sector. A tactical consideration 
approaching the imminent lift-
off in US interest rates is to hold 
US Dollars (via the USD ETF) 

and to switch into technology 
names via Betashares 
Nasdaq-100 ETF (ASX: NDQ)  
as the market corrects. This 
follows Michael Knox’s view 
that the market will overreact 
to the first rate rise in almost a 
decade but that the rebound will 
be steady.

Refer to our recently released international product suite 
for more coverage:

Global Compass: International Strategy – Our equity strategy for 
navigating key international themes.

Morgans Recommended ETFs & LICs – Our list of preferred 
ASX-listed ETFs and LICs across several geographies, themes and 
sectors, matched to investor risk profiles.

International Satellite List – This list draws on themes discussed 
in Global Compass and combines our preferred ETFs and LICs. 
The list is updated and published monthly in conjunction with 
Morgans Model Portfolio Reports.

in domestic activity. On a relative 
basis Australia looks to be a 
laggard across global markets.

3) Demographics is one of 
the few social sciences where 
projections can be made with a 
high level of certainty. If we fast 

forward 10 years we can estimate 
the size of the working-age 
population of most countries 
(excluding catastrophic events 
such as wars or natural disasters) 
with far more confidence than 
predicting the GDP growth rate 
over the same period. 

The internet and online media 
sector has undergone a significant 
de-rating, with the sector’s average 
cash flow multiple falling 32% over 
the past 14 months.

Currently the four largest online 
media names on the ASX – REA 
Group (REA), SEEK (SEK), Carsales 
(CAR) and iProperty (IPP) – are 
trading on a one-year forward cash 
flow (EV/EBITDA) multiple of 14x, 
which is near their lowest multiple 
for three years.

The de-rating of the online sector 
is due to a mixture of short-term 
earnings disappointments, worries 

Internet sector unplugged
about global macro-economic 
trends and a switch among fund 
managers towards less volatile 
stocks.

In theory there is no reason why 
the online sector cannot fall further. 
If regional equity markets become 
even more risk averse, stocks 
trading on price-earnings multiples 
of 20x or more (such as SEK, REA 
and CAR) could pull back a further 
5-10% from current levels.

However we believe that any 
additional pull back from here 
will be short-lived. While recent 
earnings may have been less than 

hoped for, the online sector still 
has strong organic top-line revenue 
growth, low relative levels of capex 
and negligible debt. 

Online media sector outlook summary

Price Now Price Target Implied Return

REA Group $45.52 $48.32 6%

SEEK $12.19 $15.17 24%

Carsales $9.95 $11.89 19%

iProperty $2.90 $3.65 26%

iCar Asia $0.74 $1.19 61%

On a risk-adjusted basis both SEEK 
and REA Group look cheap to us. 
Any further weakness should be 
used to top-up existing holdings.

Source: IRESS 

https://my.morgans.com.au/r.cfm/C10C7F37-4746-4647-86FA-7E9FDDA8D84A
https://my.morgans.com.au/r.cfm/AC55383F-0ED6-4985-838F-66E0CE6E1A1F
https://my.morgans.com.au/r.cfm/0C88902E-5276-4A3F-8868-BB93B9919A82
https://my.morgans.com.au/r.cfm/83BFA687-2FE4-44A4-9D13-63A672AFA085
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Three new initiations in the 
food and beverage sector

We recently initiated coverage of 
Macquarie Atlas Roads (MQA) with 
an Add recommendation and a 
price target of $3.89. We estimate 
a total potential 12 month return of 
10% including a 5% yield. 

MQA is a global toll road developer 
and operator. MQA holds direct 
equity interests in four foreign toll 
roads, although its investment in 
APRR - France’s second largest toll 

Macquarie Atlas Roads: Distributions heading higher and 
leveraged to a recovering French economy

road which owns road concessions 
in the east of France - makes up 
the bulk of the company’s value 
(we estimate ~88% at June 2016). 
The other substantial investment is 
Dulles Greenway in the US, which 
is a 22km toll road adjoining the 
Dulles Toll Road. 

Because of its structure, MQA’s 
earnings are significantly leveraged 
to an improving French economy 

and its tolling is linked to CPI. MQA 
does not hedge currency exposure 
so its earnings are also sensitive 
to fluctuations in the AUD/EUR 
and AUD/USD. We see MQA as 
offering strong distribution growth 
supported by APRR distributions, 
rising from 16 cps in 2015 to 20.3 
cps in 2018, and then lifting close 
to 36 cps in 2019 as the Dulles 
Greenway exits distribution lock-up. 

For more information 
refer to Nathan Lead’s 
initiation report 

Leveraged to a French 
economic recovery published 
on 20 September 2015

There has been much press over 
the last few months on the cash 
generating ability of the listed legal 
players Slater & Gordon (SGH) and 
Shine Corporation (SHJ). As we 
have previously discussed, given 
SGH’s and SHJ’s ‘no win no fee’ 
policy, personal injury law firms 
generally do not get paid until a 
case is settled. Consequently, 
on face value, personal injury 
businesses appear highly capital 
intensive as the revenue and profit 
which is recognised through the 
profit and loss statement as the 
lawyers progress the case does 
not translate into cash until the 
case is settled, which is usually 
18 months later. Essentially, the 
lawyers pay today’s expenses 
with revenue booked 18 months 
ago. Therefore operating cashflow 
conversion to earnings is weaker 
in comparison to most industrial 
companies when personal injury 

Legal eagles – cashflow 
concerns continue to weigh 
on the space

firms are growing strongly. 
However, on the flip side, like 
contractors and developers, the 
listed personal injury players have 
strong visibility on their future 
earnings which is recorded as Work 
in Progress (WIP) on their balance 
sheets, a bit like a contractor 
with its order book. We remain 
comfortable with how SGH and 
SHJ recognise their revenue and 
the cash lag which is generated 
given the business model of ‘no win 
no fee’. We believe, post the ASIC 
cloud clearing over SGH’s accounts, 
that the market will once again 
start looking at this sector and 
remember that both SGH and SHJ 
are businesses which are acyclical, 
offering investors underlying 
organic and acquisitive earnings 
growth, with strong visibility on 
future work and solid return on 
investment. We remain comfortable 
buying both SGH and SHJ.

For more information 
refer to Belinda’s 
initiation reports on 
Coca-Cola Amatil, 

Tassal Group and Murray 
Goulburn

We recently initiated coverage 
of three companies within the 
Food & Beverage sector being 
Coca-Cola Amatil (CCL), 
Tassal Group (TGR) and 
MG Unit Trust (MGC).

Coca-Cola Amatil – The 
company is making solid 
progress on delivering the 
outcomes of its strategic review 
via cost out, new product and 
pack size innovation, a focus on 
‘better for you’ products, lower 
prices, increased marketing and 
improved customer service and 
route-to-market. The company 
should now be through the 
worst of it and is positioned 
for modest earnings growth 
over coming years, in our view. 
However, structural headwinds 
remain. We have a Hold 
recommendation and A$9.35 
price target on CCL. Its share 
price should be supported by an 
attractive dividend yield. 

Tassal – Following the 
attractively priced De Costi 
Seafoods acquisition, we 
think TGR is well positioned 
to benefit from its salmon and 
seafood growth strategy. The 
addressable market is worth 
A$4.3bn (salmon is A$0.7bn 
and seafood is A$3.6bn). We 
have an Add recommendation 
and A$4.20 price target on TGR. 

TGR is trading at a sizeable 
discount to the agri/food sector 
which is unwarranted in our 
view. We believe TGR is a 
quality business (market leader 
and strong brand name) with a 
clear growth strategy. Strong 
barriers to entry also exist. It is 
a beneficiary of healthy eating 
trends and the growing demand 
for salmon and seafood. 

Murray Goulburn – The MG 
Unit Trust provides investors 
with an economic exposure to 
Australia’s largest dairy foods 
company, Murray Goulburn. 
Given dairy prices are at a 
cyclical low, over coming 
years, MGC’s earnings have 
significant upside potential from 
improving dairy fundamentals, a 
falling AUD and the company’s 
investment program in higher 
margin, value added dairy 
products. MGC also offers 
investors an attractive fully 
franked distribution yield. We 
have an Add recommendation 
and A$2.50 price target 
on MGC.

https://my.morgans.com.au/r.cfm/4EB28649-2DA6-45A6-9342-77828F198059
https://my.morgans.com.au/r.cfm/8F0109B2-DE59-4CC4-A9D6-AB793E10D904
https://my.morgans.com.au/r.cfm/37158D8A-55C3-47B1-8BD9-8F1BFDFDED04
https://my.morgans.com.au/r.cfm/37158D8A-55C3-47B1-8BD9-8F1BFDFDED04
https://my.morgans.com.au/r.cfm/00DF8477-B33C-4F31-B042-8EC9556C3DE3
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All the larger M&A in the consumer 
sector has now been completed 
with TPG Telecom acquiring 
iiNet and more recently Vocus 
Communications looking to acquire 
M2 Group. Interestingly the 
acquisition (and trading) multiples 
have increased dramatically from 
around 3.5x EV/EBITDA in 2011 
to 10x EV/EBITDA now. At the 
same time gross profit margins 
have increased nearly three-fold 
but, in our view, these are set to 
reduce as the National Broadband 
Network gains market share and 
infrastructure advantages diminish. 
With limited M&A options left, 
the focus now turns to gaining 
customers organically on the NBN.

The NBN is now gaining critical 
mass at ~5% of household 
broadband connections and on-
track for 10% in the next 

Telco – Land grabs are good for consumers but typically not 
good for investors

12 months. As we turn our 
attention to NBN market share, the 
facts that have been disclosed so 
far lead us to conclude that both 
Telstra and IIN (now part of TPG 
Telecom) are doing better than 
expected with respect to customer 
retention and/or acquisition, while 
Optus is the main loser in terms 
of market share to-date. The 
NBN rollout is triggering intense 
pricing competition as the telcos 
battle to gain customers. Land 
grabs are good for consumers but 
not typically good for investors. 
The last time we saw intense 
price based competition in the 
telecommunications sector 
was in 2007 when the sector 
underperformed the broader 
market. With this in mind we set 
our telecommunications sector 
view as underweight and suggest 
reducing some exposure.

Total return performance of the telecommunication sector (ex-Telstra)

FY Sector Return 
(%)

ASX 200 
(%)

Outperformance 
(%)

FY05 9.2 19.1 -9.9

FY06 -40.5 17.0 -57.5

FY07 44.0 21.3 22.7

FY08 -51.2 -18.5 -32.7

FY09 28.7 -27.7 56.4

FY10 88.0 8.4 79.6

FY11 47.5 6.9 40.6

FY12 10.2 -11.8 22.0

FY13 52.5 15.9 36.6

FY14 20.6 11.7 9.0

FY15 26.3 1.2 25.1

AVERAGE 21.4 3.9 17.5

Gold is back in vogue
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US Fed leaves
rates on hold

US Dollar Gold (SPTGLD.IF)

The yellow metal rallied in mid-
September after the US Federal 
Reserve left rates on hold with 
dovish tones on interest rates 
which broadly supported a 
move into safe haven assets. 
Gold is traditionally seen as a 
natural hedge against economic 
uncertainty and with the US 
Central Bank’s tone about 
weakness in the world economy 
and global risks, it comes as 
no surprise that investors have 
been flocking to gold equities. 
We believe that this tone will 
continue ahead of the next 
Federal Reserve rates meeting 
in October. 

Gold equities have performed 
strongly during September 
with a 7% rise in the Australian 
dollar denominated gold price 
versus performance by the 
larger gold producers gaining 
10-20% on average. We think 
the attraction to domestic 

Australian gold equities is 
driven by rising US dollar 
denominated gold prices and 
our domestic currency tailwind 
which has translated into 
sustainable increased operating 
margins. 

On a shorter term time basis the 
prospects of a US rate rise later 
this year is resulting in mixed 

views on the outlook for gold so 
conservative investors may look 
at locking in some profits after 
the recent rally. Longer term 
the sector still offers appealing 
upside potential in our view – 
particularly from the domestic 
Australian producers such as 
Regis Resources and Evolution 
Mining which offer large 

production rates, have 
low cost bases and trade at 
cheap metrics compared to 
their peers. 

Source: IRESS

For more information 
refer to our recent 
Rocks & Stocks report 
Going for Gold 

published on 23 Sept 2015 

Common base performance of Gold in Australian Dollars vs Australian Dollar exchange rate vs US Dollar Gold

Source: IRESS 

https://my.morgans.com.au/r.cfm/42A4BC5F-5F09-450F-A0D3-6B2161314AC6
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Top 100 

This month’s changes
Negative earnings momentum and 
increasing short interest suggest 
to us that some downside risk 
remains in the short term. We 
make no changes to our ASX100 
high conviction list this month and 
reiterate our confidence in the 
current stocks which we think offer 
the highest risk-adjusted return over 
a 12-month timeframe.

Amcor AMC

Price $13.47 PE (x) 15.5

Price Target $14.69 Yield 4.5%

Upside 9.1% Gross Yield 4.5%

Amcor Limited is a global packaging 
company offering a range of packaging 
related products mainly servicing 
defensive sectors such as food, 
beverages, healthcare, personal and 
homecare, and tobacco.

Key reasons to buy

 § AMC is a high quality, defensive 
business with exposure to higher 
growth emerging markets. AMC 
generates 95% of revenue from 
sectors such as food & beverage, 
healthcare, personal care and tobacco 
packaging. Given its defensive 
characteristics, we think the stock 
should be well supported in the 
current volatile environment. 

 § AMC reports earnings in USD. A fall 
in the AUD/USD is therefore positive 
when calculating our AUD-based 
valuation. We expect the AUD/USD to 
average 73c in FY16 and see upside 
to our numbers if it continues to 
depreciate further.

 § AMC is always a potential capital 
management candidate given its 
strong FCF generation. AMC is around 
80% of the way through implementing 
a US$500m buyback, which should 
provide support for the share price in 
the short term and we see potential 
for further capital management 
opportunities down the track.

ANZ Banking Group ANZ

Price $27.47 PE (x) 10.3

Price Target $34.59 Yield 7.2%

Upside 25.9% Gross Yield 10.2%

ANZ is among the top 20 banks in the 
world, operating in 33 countries with the 
largest exposure to Asia of the Aussie 
major banks.

Key reasons to buy

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

 § ANZ offers the best value of the major 
banks (on a PER and yield basis), and 
should deliver ROE expansion as it 
gains economies of scale across its 
Asian operations.

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

BHP Billiton BHP

Price $22.69 PE (x) 15.1

Price Target $30.50 Yield 8.1%

Upside 34.4% Gross Yield 11.9%

BHP is the world’s largest diversified 
resources company, with a large portfolio 
of highly diversified mining and energy 
interests across several key commodity 
markets and regions.

Key reasons to buy

 § While broader market volatility has 
rattled sentiment in the resource 
sector, aided by the sudden 
devaluation of the Chinese renminbi 
and lacklustre Chinese manufacturing 
data, we believe BHP’s business 
remains well supported by its 
diversified portfolio of high-margin 
assets, demonstrated focus on 
improving capital efficiency, and 
strong balance sheet. 

 § We expect BHP’s portfolio of 
predominantly high margin business 
segments will underpin its progressive 
dividend. And the speed with which 
BHP has reacted to slowing Chinese 
growth by shifting its focus to 
maximising capital efficiency has 
greatly enhanced the big miner’s 
adaptability and resilience in what 
has become a weak commodity price 
environment.

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-october-2015

 § BHP has flagged its interest in M&A 
in copper and oil markets – two of 
our preferred long-term commodity 
exposures and offers a superior 
combination of commodity and 
market exposures within resources, 
enhancing the company’s ability to 
defend its strong margins.

Challenger CGF

Price $7.26 PE (x) 12.5

Price Target $7.90 Yield 4.3%

Upside 8.8% Gross Yield 6.1%

Challenger (CGF) is an investment 
management firm managing more than 
$59.8 billion in assets. CGF focuses 
on providing Australians with financial 
security in retirement. Challenger 
operates two core investment 
businesses, Life division and Funds 
Management division. 

Key reasons to buy

 § We see CGF as likely to offer mid-to-
high single digit EPS growth over the 
medium term. As the market gains 
further confidence in CGF’s ability 
to maintain recent growth, we see 
a further re-rating closer towards a 
market PE level. 

 § We expect CGF will benefit from a 
highly volatile equities market through 
its growing annuities platform as 
retirees will look to alternative asset 
class to provide security of income. 

 § The successful relaunch of the Care 
annuity and new platform distribution 
partnerships should help drive further 
sales growth.

Qantas QAN

Price $3.83 PE (x) 6.4

Price Target $4.65 Yield 8.3%

Upside 21.3% Gross Yield 11.5%

Qantas (QAN) is the largest airline 
in Australia providing domestic and 
international passenger services via its 
Qantas and Jetstar brands, as well as 
possessing the largest loyalty program in 
Australia in Qantas Loyalty.

Key reasons to buy

 § The capacity growth outlook is the 
most favourable for some time in both 
the domestic and international markets, 
providing the opportunity for QAN to 
increase revenue via increased load 
factors and ticket prices.

 § Lower oil prices and a A$2bn internal 
cost-out program are providing a 
material earnings benefit, with QAN 
likely to return to near record levels of 
profitability in FY16.

 § News flow is a key share price driver of 
airline stocks and the next 6-12 months 
is likely to remain positive with monthly 
operating statistics, and the 1H FY16 
result reinforcing the strong operating 
conditions.

Ramsay Healthcare RHC

Price $58.86 PE (x) 26.8

Price Target $73.11 Yield 2.5%

Upside 24.2% Gross Yield 2.8%

Ramsay Healthcare 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 benefitting from an aging 
population which uses more medical 
services.

 § RHC consistently delivers above 
market earnings and dividend growth 
(last 17 years averaging 16.8% and 
16.6% pa, respectively) and for the 
next three years is forecast to grow 
c13% pa.

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

Resmed RMD

Price $7.33 PE (x) 17.9

Price Target $8.91 Yield 2.0%

Upside 21.6% Gross Yield 2.5%

Resmed is a world leader in the 
development and manufacturing of 
medical products to treat sleep apnoea. 

Key reasons to buy

 § While recent results from the SERVE-
HF clinical trial are disappointing, 
we believe it is ring-fenced from the 
broader business as the device used 
in the trial represents <2% of total 
devices sold and the trial was not 
targeting the core patient segment; 
we estimate the total earnings impact 
of <3%.
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Ex 100

This month’s changes
This month we remove Bellamy’s and 
Shine from the list.

360 Capital Industrial Fund TIX

Price $2.36 PE (x) 10.6

Price Target $2.69 Yield 9.1%

Upside 14.2% Gross Yield 9.1%

360 Capital Industrial Fund owns a 
portfolio of 21 industrial assets across 
Australia.

Key reasons to buy

 § Strong portfolio metrics (Woolworths 
is the largest tenant) including a WALE 
of 5.8 years.

 § Cashflows are supported by stable 
rents underpinned by long-term leases 
which average around 3.2% rental 
growth pa.

 § An attractive distribution yield (paid 
quarterly).

 § We also note that TIX has recently 
increased its bid for ANI which is a 
listed REIT with 16 industrial assets. 
The bid closes on 12 October 2015.

Burson Group BAP

Price $3.70 PE (x) 21.5

Price Target $3.97 Yield 3.0%

Upside 7.3% Gross Yield 4.2%

BAP supplies replacement parts and 
consumables used in the service and 
repair of vehicles. It also includes the sale 
of accessories and maintenance products 
to vehicle owners. BAP operates over 120 
Auto Parts stores across Australia. BAP is 
headquartered in Victoria. 

Key reasons to buy

 § The acquisition of Metcash Auto was 
strategically sound and accelerates 
BAP’s earnings growth significantly 
and expects the synergy forecasts to 
be exceeded. 

 § We expect further earnings growth 
from expansion in the WA market and 
the group may decide to accelerate 
this roll out following Repco’s 
acquisition of Covs in WA.

 § The core trade business is resilient 
and continues to grow at 4-5% (like-
for-like sales). We prefer this category 
over retail as consumers switch from 
DIY to DIFM (do it for me). BAP also 
has ability to pass costs through in a 
lower AUD environment.

Corporate Travel Management CTD

Price $10.00 PE (x) 24.9

Price Target $13.20 Yield 2.2%

Upside 32.0% Gross Yield 3.1%

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

Key reasons to buy

 § Operationally, the business is 
performing well. Domestic ticket 
prices are rising, its market share 
is rising, new acquisitions are 
performing well and the company is a 
key beneficiary of a falling AUD given 
about 50% of its earnings are in USD.

 § FY16 guidance is for 25-30% EBITDA 
growth. More specifically, Asia is 
expected to grow by 25%, North 
America by 40%, Europe by 10-15% 
and ANZ by single digits due to a 
tough economy. As usual, we expect 
that guidance has been conservatively 
set. Guidance is based on an AUD of 
75c. CTD also continues to look for 
further acquisitions in North America. 
These would be upside to guidance.

 § Now that CTD operates in all the key 
corporate travel markets globally, we 
believe the company can win more 
regional and global client accounts. 
There is also the opportunity to cross 
sell clients between the different 
regions. 

GBST GBT

Price $4.96 PE (x) 24.3

Price Target $6.10 Yield 2.2%

Upside 23.0% Gross Yield 3.3%

GBST is an emerging global provider of 
fund administration and financial markets 
systems which are growing in popularity 
with major financial institutions. 

Key reasons to buy

 § GBST has an impressive recent track 
record of new contract wins with 
major global institutions.

 § Prospects look good for some existing 
clients to upgrade from single to 
multiple applications.

 § Despite heavy investment in new 
product development the company 
generates high levels of free cash 
flow.

Villa World VLW

Price $2.07 PE (x) 7.8

Price Target $2.83 Yield 8.0%

Upside 37.1% Gross Yield 11.3%

Villa World (VLW) is an integrated 
residential land developer and home 
builder delivering affordable housing 
across Queensland and Victoria.

Key reasons to buy

 § We expect VLW to deliver strong 
earnings growth into FY16/17, 
supported by increased scale in its land 
portfolio and solid sector conditions. 
We expect residential volumes in QLD 
to continue to improve and VLW has 
the best placed portfolio amongst small 
cap developers to capture the upswing, 
in our view. 

 § VLW recently gave FY16 earnings 
guidance, expecting ~6% growth in 
underlying earnings. We see earnings 
tailwinds continuing and believe the 
group has the potential to outperform 
earnings expectations in FY16. 

 § We view VLW’s valuation as attractive 
(around a 10% discount to peers) along 
with an 8% fully franked dividend yield.

Source: IRESS, Morgans 
Priced at 2 October 2015.

 § The core respiratory and sleep-disorder 
breathing market remains intact, 
underpinned by a large and growing 
customer base, with favourable trends 
in obesity, aging, cardiovascular 
diseases and increasing diagnosis 
rates; RMD controls c40% of this 
market.

 § It remains relatively early in a new 
platform cycle, with the roll-out of 
new products the most concentrated 
vs the last four major product 
platform launches over 15 years. 
The 4QFY15 result exceeded market 
expectations with double digit growth 
in the Americas (+53%), despite a 
competitors launch, and return of 
growth in masks (+6%).

Sydney Airport SYD

Price $6.08 PE (x) nm

Price Target $6.10 Yield 5.0%

Upside 0.4% Gross Yield 5.0%

Sydney Airport is the 100% owner of a 
long-term leasehold of Kingsford Smith 
Airport, Australia’s busiest airport.

Key reasons to buy

 § SYD provides exposure to Australia’s 
premier aeronautical infrastructure asset 
and prime retail space leveraged to 
Asian travel growth, as well as comm- 
ercial property and airport car parking. 

 § Interest costs are expected to fall 
materially, as out-of-the-money 
interest rate swaps expire and are 
replaced at far lower interest rates. 

 § The combination of solid earnings 
growth and falling interest costs 
should generate strong distribution 
growth and potential for capital 
management initiatives.

Source: IRESS, Morgans.  

Priced at 2 October 2015. 
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