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AUSTRALIA  EQUITY STRATEGY  

    

     

High conviction stocks 
With the S&P/ASX200 trading at elevated levels on a forward PE of 
16x against a backdrop of weak consumer and business confidence, we 
think the balance of risks are tilted to the downside ahead of the May 
‘confession season’. Analysts continue to revise down earnings 
expectations and we stress caution holding onto stocks priced for 
perfection. We prefer earnings certainty over earnings growth.  
 

Figure 1: Benign earnings expectations – tread carefully 
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SOURCE: MORGANS, BLOOMBERG 
 
 

 

May: A heap of new inclusions   

We add Carsales, Qantas and Sydney Airports into the S&P/ASX100 high 
conviction list while Bellamy’s and Qube Logistics make the grade and 
make it to our ex-ASX100 list.  

May: Exclusions  

We have removed Macquarie Group due to strong share price appreciation. 

The stock has re-rated and now lies in line with its historical PE multiple. We 
remove Transurban due to a strong run following the March traffic statistics; 
however, we still like the stock relative to other yield alternatives due to its 
proven network strategy. We remove Seek.com due to the lack of short-term 
re-rating catalysts. 

Mitigating the risks  

Exercise caution into May. Analysts’ expectations for FY15 earnings growth 
have been marked down to 0% with FY16 only marginally better at 2%. 
Subdued levels of business and consumer confidence suggest that investors 
should hold higher levels of cash over this seasonally weaker period. We 
recommend trimming overweight positions in Medibank as we see margin 
pressure and slowing top-line growth as medium-term challenges that will 
weigh on growth making it difficult to justify a forward PE of 23x. Investors 
should also trim positions in Sirtex as we see risks around product adoption 
given the results of recent clinical studies. 
 

 

Sources: CIMB. COMPANY REPORTS  

 

Notes from the Field
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Related Research 

Investment Strategy - 2Q 2015 Published 14 

April is our Quarterly Strategy publication 

covering all aspects of Asset Allocation, 

Economics and Investing strategies. 

 

 

https://my.morgans.com.au/r.cfm/905A96AF-9BB8-459F-8CCB-FC8072AFE5EE
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Figure 2: Morgans’ high conviction lists  
 

Company  
Price 

(A$ps) 

PE   
FY15 

(x)  

Price 
Target 
(A$ps) 

Capital 
upside                                                                      

Gross 
Yield  

Forecast                                                    
TSR 

ASX 100 Stocks        

Federation Centres FDC 2.95 16 2.90 -2% 5% 3% 

Sydney Airports SYD 5.39 71 5.82 8% 5% 13% 

Carsales.com CAR 9.44 22 10.44 11% 5% 16% 

ANZ Bank ANZ 33.99 13 38.85 14% 8% 22% 

ResMed RMD 8.07 25 9.90 23% 2% 24% 

Ramsay Health Care RHC 62.59 33 73.54 17% 2% 20% 

Qantas QAN 3.39 12 4.35 28% 3% 31% 

Ex-ASX 100 Stocks        

Shine Corporate SHJ 3.03 18 3.58 18% 1% 20% 

National Storage NSR 1.62 19 1.69 5% 5% 10% 

360 Capital Industrial Fund TIX 2.58 11 2.72 5% 8% 13% 

Villa World VLW 2.29 9 2.46 7% 9% 17% 

Corporate Travel CTD 10.69 37 13.70 28% 2% 30% 

Impedimed IPD 0.85 NA 1.70 101% 0% 101% 

Admedus AHZ 0.08 NA 0.20 168% 0% 168% 

Bellamy's BAL 3.48 47 3.85 11% 1% 11% 

Qube Logistics QUB 2.79 26 3.23 16% 3% 19% 

 SOURCE: MORGANS, * FDC APPLIES MORNINGSTAR FORECASTS 

Prices as at 30 April 2015  

 

Figure 3: Morgans’ high conviction lists : Forecast 12-month TSR 
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* FDC APPLIES MORNINGSTAR FORECASTS. SOURCE: MORGANS, FACTSET 

 

Active opportunities (trading) ideas  

Figure 4: Morgans’ active opportunities list 
 

Active Opportunities  
Entry  
Date 

Entry  
Price 

(A$ps) 

Current 
Price 

(A$ps) 

Return             
to       

Date 

Trading 
Target 
(A$ps) 

Stop   
Loss 

(A$ps) 

iiNet  IIN 29/04/2015 10.05 9.97 -1.1% 11.00 9.00 

 SOURCE: MORGANS 

 

 

 

‘High conviction stocks’ are those we 

think offer the highest risk adjusted 

returns over a 12 month timeframe, 

supported by a higher-than-average 

level of confidence. They are typically 

our preferred sector exposures. 

 

 

Additions this month: 

Carsales.com (CAR), Qantas (QAN), 

Sydney Airport (SYD). Qube Logistics 

(QUB), and Bellamy’s (BAL). 

Removals this month: 

SEEK.com (SEK), Macquarie Group 

(MQG), and Transurban (TCL). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

‘Active opportunities’ are catalyst 

driven, high conviction trades over a 

3-4 month timeframe. 

We accept higher risk in this list, 

target returns of 10-20% and apply 

10-15% stop loss limits. 

These positions are reviewed daily – 

Contact your adviser for up to date 

ideas. 
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ASX100 high conviction stocks – 3 reasons to buy 

 

 

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. 

ANZ Bank (ANZ) 

 With further interest rate cuts looking likely in Australia, we with 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 anemic growth in domestic lending. 

 

 

 

 

Carsales.com (CAR) is the market 
leader in the online classifieds 
markets for automobiles and other 
forms of transport and leisure 
equipment. 

Carsales.com (CAR) 

 Market conditions in the new and used car markets have begun to improve in 2015. 

Dealer enquiry volumes - the principal driver of profit - are showing solid growth 

again. 

 We expect that competitors who have been over-spending on marketing will be 

forced to reign in advertising campaigns in the second half of 2015 as financial 

realities bite. CAR should be able to raise prices again in FY16. 

 Foreign operations of Carsales have tended to be overlooked. We expect strong 

growth from all offshore operations in FY15 and FY16. 

 

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

ResMed (RMD) 

 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. 

 

 
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.  

Ramsay Health Care (RHC) 

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

 RHC consistently delivers above market earnings growth (last three years averaging 

18.0%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. 

 

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

Sydney Airport (SYD) 

 SYD provides exposure to Australia’s premier aeronautical infrastructure asset and 
prime retail space leveraged to Asian travel growth, as well as commercial 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: MORGANS 
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ASX100 high conviction stocks (cont.) – 3 reasons to buy 

 

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

Federation Centres (FDC) 

 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%. 

 

 
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. 

Qantas (QAN) 

 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 QAN's investor day (May 12), monthly operating 
statistics, and full year result (Aug 20) reinforcing the strong operating conditions. 

 

SOURCE: MORGANS 
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High conviction performance  

We are pleased to report that Morgans high conviction stocks have significantly 
outperformed the broader market in the last 12 months. 

ASX100 high conviction stocks – 12 month performance 
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Ex-ASX100 high conviction stocks – 12 month performance 
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Active opportunities list – 12 month performance 
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SOURCE: MORGANS, IRESS 

 

 

 
 
 
 

Large caps picks have generated an 
average TSR of 10% from sold 
positions in an average of 6 months. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Small cap picks have generated an 
average TSR of 9% from sold 
positions in an average of 4 months. 
 

 

 
 
 
 
 
 
 
 
 
 
 
Active opportunities (trading ideas): 
Sold positions in the last 12 months 
have averaged an 11% return in just 
over 2 months. 
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DISCLAIMER  
The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an individual’s relevant 
personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised representatives and agents 
(“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the basis of information contained in this 
report, or for any errors or omissions contained within. It is recommended that any persons who wish to act upon this report consult with their Morgans investment adviser 
before doing so. Those acting upon such information without advice do so entirely at their own risk. 

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The contents of 
this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from sources which Morgans 
believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this date and are subject to change. Morgans is 
under no obligation to provide revised assessments in the event of changed circumstances. This report does not constitute an offer or invitation to purchase any securities and 
should not be relied upon in connection with any contract or commitment whatsoever. 

Although CIMB Securities (Australia) Ltd (ABN 84 002 768 701), its related bodies corporate, directors and officers, employees, authorised representatives and agents ("CIMB 
Securities Australia") may have been involved in the preparation of certain content for this Research Report, this Research Report constitutes general advice provided by 
Morgans to the recipient of this report under its Australian financial services licence and Morgans is solely responsible for the content of this report.  CIMB Securities Australia 
do not accept any liability for any loss or damage arising from or in connection with any action taken or not taken on the basis of information contained in this report, or for any 
errors or omissions contained within. 

DISCLOSURE OF INTEREST 
Morgans and CIMB Securities Australia may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. 
Morgans or CIMB Securities Australia may previously have acted as manager or co-manager of a public offering of any such securities. Morgans' affiliates or CIMB Securities 
Australia affiliates may provide or have provided banking services or corporate finance to the companies referred to in the report. The knowledge of affiliates concerning such 
services may not be reflected in this report. Each of Morgans and CIMB Securities Australia advises that it may earn brokerage, commissions, fees or other benefits and 
advantages, direct or indirect, in connection with the making of a recommendation or a dealing by a client in these securities. Some or all of Morgans' Authorised 
Representatives may be remunerated wholly or partly by way of commission. 

REGULATORY DISCLOSURES 
NA. 

RECOMMENDATION STRUCTURE 
For a full explanation of the recommendation structure, refer to our website at https://www.morgans.com.au/research_disclaimer. 

If you no longer wish to receive Morgans’ publications please advise your local Morgans office or write to Morgans, Reply Paid 202, 
Brisbane QLD 4001 and include your account details. 

17.11.14 

 

 
 

                

QUEENSLAND  PORT MACQUARIE (02) 6583 1735 
BRISBANE - HEAD OFFICE (07) 3334 4888 SCONE (02) 6544 3144 
BRISBANE - EDWARD STREET (07) 3121 5677 SYDNEY – LEVEL 7 CURRENCY HOUSE (02) 8216 5111 
BRISBANE - TYNAN PARTNERS (07) 3152 0600 SYDNEY – LEVEL 9 (02) 8215 5000 
BUNDABERG (07) 4153 1050 SYDNEY – HUNTER STREET (02) 9125 1788 
CAIRNS (07) 4222 0555  (02) 9615 4500 
CALOUNDRA (07) 5491 5422 SYDNEY – REYNOLDS EQUITIES (02) 9373 4452 
EMERALD (07) 4988 2777 WOLLONGONG (02) 4227 3022 
GLADSTONE (07) 4972 8000   
GOLD COAST (07) 5581 5777 ACT  
IPSWICH/SPRINGFIELD (07) 3202 3995 CANBERRA (02) 6232 4999 
KEDRON (07) 3350 9000   
MACKAY (07) 4957 3033 VICTORIA  
MILTON (07) 3114 8600 MELBOURNE (03) 9947 4111 
MT GRAVATT/CAPALABA (07) 3245 5466 BRIGHTON (03) 9519 3555 
NOOSA (07) 5449 9511 CAMBERWELL (03) 9813 2945 
REDCLIFFE (07) 3897 3999 CARLTON (03) 9066 3200 
ROCKHAMPTON (07) 4922 5855 FARRER HOUSE (03) 8644 5488 
SPRING HILL (07) 3833 9333 GEELONG (03) 5222 5128 
SUNSHINE COAST (07) 5479 2757 RICHMOND (03) 9916 4000 
TOOWOOMBA (07) 4639 1277 SOUTH YARRA (03) 8762 1400 
TOWNSVILLE (07) 4725 5787 SOUTHBANK (03) 9037 9444 
YEPPOON (07) 4939 3021 TRARALGON (03) 5176 6055 
  WARRNAMBOOL (03) 5559 1500 
NEW SOUTH WALES    
SYDNEY (02) 8215 5055 WESTERN AUSTRALIA  
ARMIDALE (02) 6770 3300 PERTH (08) 6462 1999 
BALLINA (02) 6686 4144 WEST PERTH (08) 6160 8700 
BALMAIN (02) 8755 3333   
BOWRAL (02) 4851 5515 SOUTH AUSTRALIA  
CHATSWOOD (02) 8116 1700 ADELAIDE (08) 8464 5000 
COFFS HARBOUR (02) 6651 5700 NORWOOD (08) 8461 2800 
GOSFORD (02) 4325 0884   
HURSTVILLE (02) 9570 5755 NORTHERN TERRITORY  
MERIMBULA (02) 6495 2869 DARWIN (08) 8981 9555 
NEUTRAL BAY (02) 8969 7500   
NEWCASTLE (02) 4926 4044 TASMANIA  
NEWPORT (02) 9998 4200 HOBART (03) 6236 9000 


