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Easter eggs 

Happy Easter everyone. And even if you’re not religious, I do hope you enjoy the long weekend. If
you’re thinking of using the time to consider your portfolio, then we have some great stories for you
today with a global theme. Charlie Aitken looks at a Chinese insurer, which is moving ahead in leaps
and bounds, and Tony Featherstone has two companies set to benefit off a boom in both inbound and
outbound tourism.

 

    Sincerely,

 
  Peter Switzer
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Betting on the Chinese consumer – Ping An
Insurance
by Charlie Aitken

 
I remain structurally bullish view on Chinese
consumer-facing companies. With strong population
growth and rising wages I think the outlook for the
Chinese consumer is strong.  Today I thought I’d
update you on Ping An Insurance (2318HK), a
company I think has every chance of growing at a
multiple of Chinese GDP over the next 10 years.

Ping An is a Hong Kong listed Chinese insurance
company, leveraged to numerous structural growth
themes and is a significant regulatory reform
beneficiary. Ping An announced a very solid FY17
result last week and we continue to see a strong path
of growth ahead for the company.

The results again highlighted Ping An’s best-in-class
insurance status. Net profit after tax (NPAT) was
5-10% ahead of market expectations with traditional
insurance (life and property and casualty) and
internet segments (or Ping An’s fintech investments)
all beating consensus comfortably. The RMB 89
billion reported earnings were up 43% on FY16 (RMB
76.2 billion was consensus), and life NBV (net book
value) growth of 33% was very strong. Investment
income also climbed 12%, new business value
increased 33%, and the net premium earned
increased 34%.

Dividend increase

A key positive surprise was the increase in dividend.
The company quoted that the “Board of Directors
suggested raising the cash dividend ratio to 30.8%,
which drives the dividend per share for 2017 up by
100.0% year on year to RMB 1.50”. This is an
increase from 21% to 30.8% in the payout ratio, and
highlights the confidence in the company’s prospects
and performance. The positive 10.9 billion RMB
surprise from the ‘Ping An Doctor’ restructuring
should also be noted. Ping An Doctor has been
accepted by the Hong Kong stock exchange for an
IPO (expected to come to market late April).

The result also showed Ping An’s commitment to
their technology offering. Lufax (Ping An’s online
lending platform) became profitable for the first time
this year following 97% growth in loans under
management. Ping An now has 436 million internet
users, around 10% of the total internet users globally,
with 100% growth in the last two years, and 200% in
the last three years. The technology offering currently
includes online banking platforms and facial
recognition systems that include the ability to detect if
borrowers are lying (might be useful for mortgage
brokers in Australia!!). The benefits of such
investments are starting to show through in the
results, with the RoE of their Fintech and HealthTech
business (41%) already achieving two times the ROE
of the group as a whole.

Positive tailwinds

We continue to believe there are numerous structural
tailwinds for Ping An including:

Transition to a consumption-driven economy
An ageing population – increased demand for
healthcare and pension resources
Continued reform of a relatively poor
healthcare system

02Thursday 29 March 2018



Extremely high savings rate – greater than
50% of GDP
Population underinsured – life insurance
penetration 1.8% versus 3.8% globally
Financial reform
Rising middle class – greater awareness and
focus on healthcare, retirement benefits,
estate planning and ability to afford a wider
range of insurance.

The following slides released with the results highlight
the impressive track record of Ping An over the last
14 years.

I continue to believe we can find strong growth
prospects in Asia, with structural tailwinds and at
reasonable valuations.  Ping An is a classic example
of what I believe is a structural growth stock, yet
trading on a value multiple.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Ride the travel boom with these 2 companies
by Tony Featherstone

 
Australia’s inbound travel boom is attracting
headlines as growth in Asian tourists here soars.
Less considered is the outlook for outbound tourism
and what it means for travel agency stocks over the
next few years.

In a decade or two, tourism could challenge mining
(excluding energy) as Australia’s largest export
industry, such is the growth potential. And the number
of international tourists arriving here each year will
double or triple, provided our tourism industry gets its
act together. We could one day have more tourists
than residents each year, a challenge that France,
Spain, Iceland and other in-demand tourist
destinations are grappling with.

Outbound tourism seems relatively less exciting. If
one believes the press, Australians are struggling
with record personal debt, anaemic wages growth
and rising utility bills. That’s hardly conducive to
millions of us flocking overseas each year for a
holiday.

But outbound travel is growing strongly. Bell Potter
last year tipped that Australians are likely to spend
more of their household income on overseas holidays
than on domestic ones in the next few years, and
noted that spending on outbound travel had grown
10.4% annually over the previous three years.

Outbound travel has several tailwinds. An ageing
Australian population is boosting demand for offshore
holidays. Plenty of self-funded retirees I know base
their retirement sums on having an overseas holiday
every year – not one big trip when they retire, as in
years past. Witness the boom in cruising holidays for
old (and young) travellers.

The millennial generation (roughly aged 25 to 34) is
also driving outbound tourism.

It’s a given that people in their 20s and 30s have
multiple overseas holidays, and not just cheap
backpacking jaunts. For some, saving is just a means
to another international holiday; travel is a rite of
passage rather than a reward.

Australia’s inbound tourism boom is underpinning
outbound growth. Planes that arrive full of
international passengers do not want to leave empty.
They need to attract outbound tourists to drive plane
capacity and yields. That’s one reason international
airfares have fallen and competition for Australian
travellers is intensifying.

Soaring growth in inbound tourism will also
encourage more Australians to holiday overseas.
Who wants to visit tired domestic attractions that are
swamped by overseas tourists, or pay $5,000 for a
week at the Gold Coast when the same amount buys
a five-star holiday in Bali or Fiji?

It’s a no-brainer that more Australians will holiday in
developing nations, which are offering five-star
facilities, and more people from developing nations
will holiday here.

Complementing this trend is the continuing migration
of travel bookings online. Australians started booking
domestic plane flights online and now many do so for
expensive holidays. Others use a blended model of
online bookings and bricks-and-mortar travel agents.

This all points to more Australians travelling overseas
and booking their holiday through websites or
blended travel agency services. It’s not a new trend,
but the market has a habit of underestimating the
strength and duration of megatrends.

Here are two ways to play the trend:
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1.  Webjet(WEB)

I went cold on Webjet for this report in late 2016, on
valuation grounds, when it traded just below $10. The
stock is now $11. Operationally, my main concern
was the risk of greater competition from international
online travel agents, such as Expedia, that have
deeper pockets and greater scale than Webjet.

I was wrong. Webjet’s latest interim results shows it
is meeting the competitive challenge and exceeding
market expectation. Webjet delivered with 32%
growth in revenue and 26% growth in underlying
earnings (EBITDA) for the first half of 2017-18.
Webjet’s full-year guidance for at least $80 million
beat the consensus forecast.

Webjet’s 22% growth in total transaction value, a
cracking result, suggests it is growing faster than its
peers as it adds higher-margin holiday packages to
its bookings platform. The business-to-business travel
service is growing rapidly and will overtake the
consumer travel operation, and revenue from the
Thomas Cook partnership will be recognised in
2019-20. The market has underestimated Webjet’s
potential in corporate travel.

An average share price target of $13.13, based on
the consensus of six broking firms, suggests Webjet
is materially undervalued at the current price. The
consensus is too bullish, too small to rely on and
skewed by one or two high analyst valuations.

Still, the well-run Webjet has terrific momentum and
several drivers to justify a higher price in 2018,
although gains will be slower from here. Longer-term,
Webjet has a formidable online platform in a growth
market, is well run and has plenty of growth options.

Chart 1: Webjet (WEB)

Source: ASX

2.  Flight Centre Travel Group (FLT)

I included the blended travel agency (offline/online) in
the Switzer Report Takeover Portfolio at $31.65 in
December 2016. Flight Centre has since rallied to
$57.15, terrorising short-sellers who took big bets that
the company would follow the path of media houses
and department stores that were disrupted by online
rivals.

Flight Centre’s latest result impressed. Underlying
first-half profit of $139.4 million was 23% above
company guidance and FY19 guidance was raised to
$365-$385 million. Total transaction value, up 8.7% to
$10.2 billion, underpinned the result.

A highlight was growth in Flight Centre’s international
and corporate business. Together, they accounted for
almost three-quarters of group sales growth. The
market tends to overlook this business, focusing more
on Flight Centre’s domestic operations in leisure
travel.

Flight Centre’s Americas business was profitable for
the first time, the Canadian business has picked up
and the Asian business is growing strongly, off a
small base. Flight Centre’s international expansion
looks like its gone up a notch.

Longer term, I’m not convinced that
bricks-and-mortar travel agencies are dead. Certainly,
those with weak online offerings will be disrupted by
internet travel agencies. But Flight Centre’s blended
model appeals to travellers who research their
holiday online and want in-store travel agents to
advise them and book holidays, especially for dearer
trips.

Flight Centre is growing its share of online travel
bookings in Australia. Its internet strategy initially was
underwhelming. But that has changed with the launch
of Flight Centre Apps for mobile devices and other
online initiatives that are supporting its leisure travel
brands. My experience with Flight Centre online has
been encouraging.

An average valuation of $52.78, based on the
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consensus of 12 broking firms, suggests Flight Centre
is overvalued at the current price. The stock is neither
cheap nor overvalued. The insightful share-valuation
service, Skaffold, values Flight Centre at $52.93 in
2018, rising to $57.73 in 2019 and $62.97 in 2020.

The current price looks about right, making Flight
Centre a stock for portfolio watchlists and one to buy
on any significant price weakness during inevitable
sharemarket pullbacks.

Stronger-than-expected growth in Flight Centre’s
international and online operations, something the
market has underestimated, could be the next
re-rating catalyst. The short-term risk is that the
strong earnings growth trajectory from the first-half of
FY18 slows in the second-half – a reason, perhaps,
why Flight Centre’s FY18 guidance upgrade was
modest.

Chart 2: Flight Centre(FLT)

Source: ASX 

Tony Featherstone is a former managing
editor of BRW, Shares and Personal
Investor magazines. All prices and analysis at
March 28, 2018. 

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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3 stocks that could rise from the dead
by James Dunn

 
It’s Easter, and thoughts turn to resurrection. So it is
in the stock market, too. Here are three stocks worth
betting on at the margins for a possible change of
fortune – and in one case, a miracle.  

GBST Holdings (GBT)

Market capitalisation: $151 million
FY19 forecast yield: 2.5%, fully franked
Analysts’ consensus target price: $3.02 (FN
Arena)

 

Fintech company GBST had a dismal 2017, falling
from $3.76 to $2.44, including a 45% fall in a few
days in August (which took it as low as $1.65),
following an earnings downgrade on the back of a
development cost blowout on an important
technology product, and the need to increase
research and development spending. The project that
ran into difficulties is ‘Project E-VOLVE’, GBST’s
three-year, $50 million project to improve Composer,
its wealth management platform product. This is an
important piece of work, and GBST shareholders
would not want to see it fail.

Just a few years ago, GBST looked like following in
the footsteps of Computershare in becoming a global

leader. The company offers platform software and
systems for the capital markets, covering retail
stockbroking, institutional markets, wealth
management administration, banking, life insurance
and taxation applications.

The company’s defining mission is to help clients
automate their operations, reduce their costs, be
more efficient and ensure readiness for the next wave
of innovation, such as blockchain, machine learning
and robotic process automation. More than two-thirds
(67%) of revenue comes from recurring licence fees,
and more than half (53%) of revenue is generated
outside Australia. This company is that rare beast on
the ASX, a stock with a global franchise.

The Project E-VOLVE blow-out flowed into a 25% fall
in net profit in FY17. In the December 2017 half-year,
revenue, EBITDA, pre-tax profit and net profit all fell
from the December 2016 half, but all (except net
profit) improved on the June 2017 half. At December
2017, the company reported a strong balance sheet,
with $15 million of cash on hand, and is debt-free,
which means it should be able to fund its
medium-term development costs. The company won
a major new client in the half, Japan’s SBI Group

GBST maintained its FY18 guidance for operating
EBITDA (before strategic R&D) in the range of $20
million–$25 million, compared to $21.8 million in
FY17, and $23.6 million in FY16. On FN Arena’s
collation, analysts expect GBST to earn 9.8 cents a
share in FY18, with a fully franked dividend of 4.7
cents, rising to EPS of 11 cents in FY19, and a fully
franked dividend of 5.7 cents. The 2017 share price
fall has opened up plenty of value in GBST: some
brokers feel that recovery prospects are priced into
the stock, but FN Arena puts the analysts’
consensus target price at $3.02, with one broker,
Morgans, prepared to post a target price of $3.90.
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Godfreys (GFY)

Market capitalisation: $10 million
FY19 forecast yield: 26%, unfranked
Analysts’ consensus target price: 82.3 cents
(Thomson Reuters)

It would be a roll-away-the-stone moment and then
some, but new Godfrey’s chief executive Jason
Gowie – the fourth in less than two years – has begun
a turnaround at the vacuum cleaner retailer and
distributor. Godfreys has been a disaster for investors
since its December 2014 float, falling from the issue
price of $2.75 to 25 cents at present. Embarrassingly
for the company – and infuriatingly, for investors –
Godfreys failed to pick a rapid shift in customer
preference to ‘stick’ vacuum cleaners: how do you
live and breathe vacuum cleaners, and not see that
coming? The company was also scarred by fierce
competition from JB Hi-Fi and Harvey Norman, which
rode the rising popularity of the Dyson brand.

Godfreys plunged into loss in the three most recent
half-years, including an $18.4 million loss in FY17
and a $59 million loss for the first half of FY18,
following a previously flagged $75.2 million
impairment charge and other business restructuring
costs. Underlying profit – which excludes one-off
items – in the December half fell almost 62%, to
$897,000.

So – can there be a resurrection? Gowie says he has
begun a three-year turnaround strategy, which will
probably involve closing some of the group’s 222
stores, heavy cost-cutting and reinvestment in the

brand to try to arrest the sales decline. At least the
company finally got up to speed on stick vacuums:
sales of these jumped 23% in the first half, and now
represent 40%–45% of sales. But online sales don’t
even make up 5% of Godfreys’ sales – it has to get
better in that regard.

Godfreys has brought in fresh executive blood and
says it is driving operational efficiencies to boost
investment into its main focus areas: brand and
customer experience, product range, sales channels,
people and culture, and technology. Its only guidance
is for underlying EBITDA (earnings before interest,
tax, depreciation and amortisation) for FY18 to be in
the range of $5 million–$6 million, compared to $14.1
million in FY17. That’s a low bar, but if Godfreys can
“beat” that, arrest like-for-like sales deterioration and
close some stores, it might have a chance of rising
from the dead.

Mayne Pharma (MYX)

Market capitalisation: $1.1 billion
FY19 forecast yield: n/a
Analysts’ consensus target price: 84.5 cents (FN
Arena)

 

I’m disappointed in Mayne Pharma, but I’m not
alone. Like many others, I thought Mayne had pulled
off a transformational acquisition in June 2016, when
it bought a portfolio of 42 generic drugs from Teva
Pharmaceutical Industries and Allergan Plc, for $888
million. Mayne got the chance to buy the portfolio
because Teva and Allergan needed to sell it to get
regulatory approval for their $US40 billion ($52 billion)
merger.
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The deal was going to make Mayne one of the largest
retail generic drug makers in the US, and boost its
earnings per share (EPS) by 30%–40%. But what
was overlooked in the euphoria was that US
regulators were getting annoyed at the drug
companies’ over-pricing. Donald Trump, then only a
Presidential candidate, was hammering “Big
Pharma,” whose prices he wanted to “control,” and
Mayne’s share price got the wobbles. But revenue
and profit both more than doubled in FY17, and it still
all looked rosy in the US. However, as a price war in
generics raged, with new market entrants from India
under-cutting the market, and Mayne being named in
a price-fixing lawsuit filed by 20 US states, the share
price hit the skids. By February this year, when
Mayne reported a diabolical half-year loss of $174.2
million, on a 17% fall in revenue, MYX had fallen 70%
in 18 months.

But deep in the half-year result were green shoots of
recovery. Adjusted revenue for the December 2017
quarter rose 27%, with adjusted gross profit up 42%,
and gross profit margins also rising, from 47% to
53%. Shareholders were told that the US generic
market “appears to be stabilising,” and that the
second half would benefit from this. It must be said
that the short-sellers appear to believe that the US
generic drugs market is still weak: Mayne is the
eighth-most-shorted stock on the ASX, with 10.9% of
it shares sold short.

Brokers’ consensus is also negative on FY18,
expecting a 49% slump in EPS for the full-year, and
no dividend. Analysts see a 35% recovery in EPS in
FY19 – but still no dividend. The US generic market is
still going to grow, based on the ageing population,
increasing incidence of chronic disease and
increased demand for generics to lower healthcare
costs – it is just a question of ‘at what rate?’

The Specialty Brands division, Metrics Contract
Services (MCS) and Mayne Pharma International
divisions are growing, but are not large enough,
combined, to counteract weakness in the Generic
Products Division. If Mayne can see some better
news from the US generics market, its portfolio could
help it mount a resurrection. Mayne Pharma directly
markets more than 55 products, and has a pipeline of
about 30 products targeting US markets with sales
greater than US$5 billion ($6.5 billion) – that’s got to

count for something.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Professional’s Pick - Shriro (ASX: SHM)
by Michael Wayne

 
What is the stock?

Shriro (ASX: SHM). It is involved in the distribution of
kitchen appliances and consumer products
throughout Australia and New Zealand.

How long have you held the stock?

Since October 2017.

What do you like about it?

The domestic operations are mature, however the
company is expanding into the US with positive early
signs emerging. Shriro is priced by the market as a
mature business, trading on only 9 times earnings
and paying an 8% dividend plus franking, indicating to
us that investors are essentially getting a free option
on the expansion into the US and German BBQ
markets.

How is it better than its competitors?

Shriro has developed relationships with a number of
renowned chefs and identities’, such as Neil Perry
and Heston Blumenthal, to help market their products
and drive sales through retailers such as Harvey
Norman, Bunnings and Winning Appliances.

Aside from these factors, the valuation is far more
compelling compared with many of its peers such as
Breville Group (BRG).

What do you like about its management?

The former CEO of 27 years and four other long
serving colleagues still own 24% of the business,
indicating the interests of management appear to be
aligned with those of shareholders.

What is your target price?

The 12-month price target is $1.70 (currently $1.40).

At what point would you sell it?

The company has the exclusive licence to distribute
and market brands including Casio, Omega, and
Everdure, among others, for products ranging from
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stoves and ovens, to watches and calculators. If the
business lost any of these key contracts it would be
cause for re-evaluation.

How much has it added (subtracted) to your
overall portfolio over the last 12 months?

The capital growth on the position for most clients is
between 5-10%. In addition, the company recently
paid a 7 cent per share half-yearly dividend.

Where do you see the value?

The Everdure BBQ brand is targeting a 1% market
share in the US and German BBQ markets
respectively, which has the potential to increase
earnings significantly. The major opportunity for the
Everdure range of barbecues sits in the US, where
Shriro is linking up with Williams-Sonoma, which
provides access to the lucrative US market through
their 583 retail stores and strong e-commerce
platform.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Buy, Hold, Sell – what the brokers say
by Staff Reporter

 
In the good books

CSR Limited was upgraded to Equal-weight from
Underweight by Morgan Stanley. B/H/S: 1/4/0. 
Housing construction is more robust than previously
anticipated, which coincides with favourable
aluminium pricing. The broker considers the valuation
fair and would look for evidence the company is
trading at a meaningful discount to its historical
multiple, or showing value through the cycle, before
adopting a more positive stance.Target is raised to
$5.00 from $4.25. Industry view: Cautious.

IOOF Holdings (IFL) was upgraded to Buy from
Neutral by UBS. B/H/S: 5/0/0. UBS notes the shares
have fallen 11% since the October announcement of
the acquisition of ANZ Wealth and suggests this
reflects concerns regarding earnings attrition from the
acquisition. Nevertheless, the broker expects
earnings prospects are better going forward,
supported by re-pricing opportunities. Rating is
upgraded to Buy from Neutral, as the broker
considers the stock trading at an unwarranted 12%
discount to the market by FY21, with an average
dividend yield of 6.4% over the interim. Target is
raised to $11.50 from $10.75.

South 32 (S32) was upgraded to Outperform from
Underperform by Macquarie. B/H/S: 1/3/3. 
Macquarie upgrades the price target to $3.70 from
$3.10, largely because of significant increases to its
long-term manganese ore and thermal coal price
forecasts, but also from higher long-term aluminium
and alumina prices. Most significant changes are
upgrades to manganese ore prices, which have
benefited from Chinese environmental reforms.
These price upgrades have transformed the
company’s longer-term earnings outlook and the
broker upgrades to Outperform from Underperform.

Whitehaven Coal (WHC) was upgraded to
Outperform from Neutral by Macquarie and
Overweight from Equal-weight by Morgan
Stanley. B/H/S: 5/2/1. Macquarie has improved its
long-term outlook for the coal price, which drives
an increase in the target by 10% to $4.60. Morgan
Stanley finds value, despite the rally on repairs to the
balance sheet having run its course. The broker
raises the target to $5.70 from $5.05. Morgan Stanley
believes the company’s cash flow and future growth
potential underpin compelling value. The stock also
looks cheap versus global thermal coal peers.
Industry view: Attractive

In the not-so-good-books

Fortescue Metals Group (FMG) was downgraded
to Sell from Buy by Citi. B/H/S: 4/2/1. The
realisation that price discounts for lower grade iron
ore have become more structural than cyclical, has
led to reduced forecasts, a lower valuation and
subsequently a downgrade to Sell from Buy. The new
price target of $4.10 compares with $5.40 previously.
There are offsets through early repayment of debt,
but in the end the now structural price discount
prevails.

The above was compiled from reports on FN Arena.
The FNArena database tabulates the views of eight
major Australian and international stock brokers: Citi,
Credit Suisse, Deutsche Bank, Macquarie, Morgan
Stanley, Morgans, Ord Minnett and UBS.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regards to your
circumstances.
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Questions of the Week – CBA and capital notes
by Questions of the Week

 
Question: Have banks like CBA had their day or is
this a momentary fluctuation caused by
investigations into their practices e.g insurance
for credit cards? Do you think it’s best to sell
CBA now and possibly buy at a lower price later
or have they seen their day?

Answer (By Paul Rickard): I am probably out of step
with the market – but I don’t think so. Please see
my Banks – buy or sell article in Monday’s Switzer.

Rather, I take the view that “common sense” will
prevail in due course and that markets will calm down
and resume their upward trend. Given the impact that
the Royal Commission has had on banks over its first
couple of weeks, and the relative weighting that
banks have in many investors’ portfolio, the question
about whether to buy and increase weighting, or sell
and decrease weighting, remains pertinent.

I take the view that this is the time to be moderately
overweight banks. 

Question: With the proposed changes (should the
Labor Party win the election) how would capital
notes rate? Also, will investments sitting in the
accumulation phase also be denied the right to
the franking credits.

Answer (By Paul Rickard): Yes, to hybrids and
capital notes.

Yes, to some funds in accumulation mode.

Here is a link to my article on the subject.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the

appropriateness of the information in regard to your
circumstances.
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