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Playing for growth
There are many companies that continue to forge ahead in all types of market cycles. Some of these
businesses are even set to benefit from some big growth themes.
Today, Charlie Aitken looks at how one stock is set to grow from the Chinese tourist dollar while Tony
Featherstone outlines in detail how to play the mega growth trends in the health sector.
Also in the Switzer Super Report, Tony Negline gives us some actionable strategies to avoid some
rumoured planned changes to super.
Sincerely,

Peter Switzer
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Capturing the Chinese tourist dollar
by Charlie Aitken
I want to continue exploring one of my key structural
macroeconomic themes: the rise of the Chinese
international tourist.
My view remains that the rise of the Chinese
international tourist is no different to the rise of the
Japanese international tourist in the 80’s/90’s.

38.9% yoy. SYD expects to welcome 430,000
Chinese passport holders during the peak January to
March lunar new year period.
Top 10 nationalities travelling through Sydney
Airport

Australia remains perfectly placed in the time zone to
capture a disproportionate revenue share of these
Chinese international tourist dollars, as long as we
provide the services the Chinese international tourist
is seeking.
I want to start this note by re-visiting Sydney Airport
(SYD) data, Australia’s international gateway airport,
to confirm this macro trend is highly relevant to
Australia.
In the SYD 2015 result, they confirmed total
passengers grew 3% to 39.7m. International
passenger growth was 4.3%, and domestic 2.3%.
The international growth was driven by services
commencing from six new airlines.
Chinese national passengers grew by 17.8%,
second only to the 36.7% growth registered from
the Philippines. Capacity from China grew 8% to
1,301,616 seats per annum.
Those numbers were from 2015 and since then SYD
have released their January 2016 traffic statistics,
which were exceptionally strong. SYD experienced
total passenger growth of 7.5% in January, driven by
a 9.5% rise in international passengers and a 6.2%
rise in domestic passengers. Obviously there is an
impact from the growth of international passengers on
the domestic network. To put this in context, January
was SYD’s strongest passenger growth month in
over a decade, driven by Chinese arrivals being up
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This data confirms the structural inbound Chinese
tourist growth, aided by capacity additions on airlines
from mainland China. Outside of Sydney Airport
(SYD) and Qantas (QAN), the question then
becomes, who else is positioned to benefit from this
structural growth theme?
My answer is Star Group (SGR).
SGR’s three key assets are the Star Casino in
Sydney, Jupiters on the Gold Coast, and the Brisbane
Casino, which is to be known as the Queen’s Wharf
development.
These are three currently monopoly assets in key
east coast locations. Management believes 1:3 of
every Chinese visitor to Australia steps foot into a
Star Group property. That is an amazing statistic
and one which confirms SGR is a key play on this
structural growth theme.
With Crown Sydney being pushed back a few years
in opening time, it does allow SGR to further cement
its monopoly position in Sydney, Brisbane and the
Gold Coast during this structural shift up in inbound
tourism numbers.
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In the SGR 1H FY16 numbers, you can see clearly
the effect of increased visitation in their “mass
market” numbers. For the first half, domestic table
revenues rose +12.3% across the group, slots
revenues grew +7.4%, and non-gaming cash revenue
grew +3.2%. That drove normalised EBITDA +18.6%
vs. PCP and normalised NPAT +26.1% vs. PCP.
At SGR’s marquee property, the Star Sydney,
visitation was +4.1%, but more importantly, spend per
visitor rose 8.6%. This drove up non-gaming cash
revenue by 7.9% despite disruption from buffet and
hotel refurbishments. Yes, don’t underestimate how
important the buffet is!
At the mass market level, as measured by electronic
gaming machine (EGM) activity, the Star continues to
take market share from other facilities (pubs and
clubs). The Star saw EGM revenue rise 12.8% in the
1H, while group EGM revenue grew 10.7% vs. PCP.

.

While the current businesses of SGR are travelling
well, what attracts me most to SGR is the future
growth plans led by major refurbishments of their
monopoly Brisbane and Gold Coast properties. These
once tired properties are about to see major
investment and a major face lift, to truly make them
“destination casinos”. It’s not before time, I hear you
say, and you are correct.
SGR’s balance is well funded and able to fund its
share of these major developments. SGR has net
debt of $504 million and undrawn bank facilities of
$445 million.

There are also further plans for Sydney (The Star).

Let’s have a look what is coming for Brisbane
(Queens Wharf) followed by the Gold Coast
(Jupiters).
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This is what attracts me most to SGR: they are
heavily investing in the future ahead of what I believe
will prove a genuine structural growth theme: the rise
of the Chinese international tourist. If they get this
right and build a product the Chinese visitor likes,
then SGR will prove a structural earnings and
dividend growth stock with regulatory certainty. They
may also get some regulatory relief in terms of a
lower tax rate at the Star from this October.
You can see in the chart below that the share price
(white line) tends to track the consensus earnings
revisions (red line). I expect that to continue.

Interestingly, these attributes recent attracted the
respected long-term value investor Perpetual (PPT),
who disclosed a 41,610,830 shareholding in SGR.
That represents 5.04% of SGR and I’d consider that
investment from a respected investor as confirmation
that this company is headed in the right direction.
With all this growth ahead of it, it’s also not beyond
the realms of possibility that at foreign casino
operator also sees the attractions of SGR and
attempts to take it over. SGR currently trades on a
P/E discount to major global listed peers such as Las
Vegas Sands (22x), Wynn Resorts (30x) and MGM
Resorts (29x).
I see no reason why SGR shouldn’t be re-rated up to
a 20x multiple by investors as more become aware of
the structural growth that lies ahead. 20x FY17 EPS
of 32c sets a 12-18 month away price target of
$6.40. I think that is a realistic price objective.
This is a well-run company with monopoly assets,
growth projects, and a structural tailwind in terms on
visitation. I think it’s one to buy and hold for the next
three years as Australia welcomes millions of
Chinese international tourists.

Similarly, the consensus EPS forecasts for the next
few financials years show structural growth. My view
is these consensus estimates will prove conservative.
SGR consensus estimates for FY16, FY17, and FY18

The AIM Global High Conviction Fund has a big
bet on what we believe is this structural growth
theme, We own Star Group (SGR), Qantas (QAN),
Sands China (1928 HK) and Wynn Macau (1128
HK). We also feel the worst is behind Macau, but
that’s a story for another day on the same theme.
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.

SGR commands a marginal P/E premium to the
ASX200 Index and a yield discount. You have to
expect a slight P/E premium for the growth, and as I
always say, dividend growth is far more important
than dividend yield. The best long-term investments
have dividend growth, not just dividend yield as such.
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5 ways to play the healthcare sector
by Tony Featherstone
Few investment megatrends are stronger than
healthcare. An ageing global population, medical
breakthroughs and rising services demand from
developing economies have made healthcare one of
the great sectors for long-term investors.
Consider the effects of ageing. The Federal
Government’s 2015 Intergenerational Report predicts
there will be 4.3 million Australians aged 65-85 by
2024-25 – or another 1.2 million on today’s figures.
An extra 100,000 people aged over 85 are expected
in a decade.
Seven million Australians will be aged 65-85 by
2054-5 and almost 2 million will be aged over 85.
Within four decades, 9 million Australians on average
will demand more healthcare services and
accommodation. It is the mother of all trends.
The scary part is the complexity of predicting
demographic trends because of the unpredictability of
medical breakthroughs. The average life expectancy
of Australian men at birth will be 95.1 in 2055 (versus
91.5 today) and 96.6 for women (93.6 today), predicts
the Intergenerational Report. Is it a stretch to suggest
people will on average live beyond 100 by then due to
an expected acceleration in the rate of medical
breakthroughs?
Then there is Asia and other emerging markets. What
happens when another 2 billion Asians join the
middle-class by 2030, on OECD forecasts? Rising
demand for healthcare services, some of which will
be supplied by Australian companies, is inevitable.
In addition to strong organic growth prospects, larger
healthcare companies have important defensive
qualities. Demand for their services relies less on
economic conditions: sick people need healthcare
regardless of the economy. That’s the good news.
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The bad news is these trends are priced into the
valuations of leading Australian healthcare stocks.
Hospital operator Ramsay Health Care, for example,
trades on a forecast Price Earnings (PE) multiple of
about 28 times FY16 earnings, consensus analyst
estimates show. It is a great company, but looks fully
valued at the current price.
The other problem is valuation relativities. Australian
healthcare stocks tend to trade on a higher valuation
multiple than their nearest overseas peers because
there are fewer of them listed in Australia. Local
investors wanting exposure to healthcare have to
return to the same small pool of high-quality
companies, in turning driving prices higher.
There is a good argument that investors should
favour global companies for their healthcare exposure
or invest in managed funds or exchange-traded funds
specialising in the sector. Why buy ResMed Inc on a
forecast PE of 25 times when you can buy
Medtronics, the world’s largest medical-device
maker, on a PE of about 16 forward times?
That does not mean investors should avoid Australian
healthcare. Ramsay and Cochlear have been
stunning investments over the years. Rather, they
should take a global view and think broadly about the
definition of “healthcare”.
For example, athletic footwear retailer RCG
Corporation, a stock I have previously analysed for
the Switzer Super Report, seems an unlikely play on
healthcare. But as more people wear fitness trackers
and other exercise gadgets, and as the population
ages, demand for walking shoes is rising. Greater
interest in fitness and health is a boon for RCG, just
as it is for offshore-listed Nike and Adidas.
Here are five ways to play the healthcare sector.
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1. Go global

2014. Its $5.75 issue shares are $5.86.

The iShares Global Healthcare Exchange Traded
Fund is a simple way to gain exposure to the world’s
largest healthcare companies. Bought and sold on
ASX like a share, it aims to replicate the price and
yield performance of an index that includes
healthcare giants such as Johnson & Johnson,
Novartis AG, Pfizer Inc, Roche Holding Par AG, and
Merck and Co Inc.

I like the medium-term outlook for Regis and Japara,
but have not yet formed a view on Estia. The
aged-care accommodation providers have good
prospects and a significant first-mover advantage
having raised capital to accelerate the construction of
dozens of aged-care facilities around Australia.

Two thirds of the index is based on US healthcare
companies and it traded on an average PE multiple of
20.7 in March 2015, iShares data shows. That is less
than the PE of many large Australian healthcare
stocks.
The iShares Global Healthcare ETF has an
annualised return of 22% over five years to February
2016. It is unhedged for currency movements, so
returns will suffer if the Australian dollar’s recent rally
against the Greenback and other currencies
continues. Still, it looks a good choice for long-term
investors seeking global healthcare exposure.
Chart 1: iShares Global Healthcare ETF

Regis beat market expectations with a 12% gain in
revenue to $236.6 million in the first half of FY16 and
a 15% rise in after-tax net profit to $28.3 million. Its
second-half earnings guidance was also ahead of
consensus.
Regis has 47 facilities and 6,012 places for aged-care
residents. A balance sheet with no debt gives it plenty
of firepower to buy smaller operators if needed, and I
like how it is investing in existing and new
developments from surplus cash flow rather than
taking on debt or issuing equity.
Japara reported a 2.5% increase in first-half FY16
profit to $16.2 million – slightly ahead of consensus.
Like Regis, Japara is well run, but of the two, Regis
looks slightly better value.
Chart 2: Regis Healthcare

Source: Yahoo!7 Finance, 10 March 2016
2. Aged care
Source: Yahoo!7 Finance, 10 March 2016
Several aged-care operators have performed well
after listing on ASX in the past few years. Japara
Healthcare raised $450 million through an Initial
Public Offering (IPO) in April 2014. Its $2 issued
shares hit a 52-week high of $3.45 last year but have
since eased to $3.07.
Regis listed on ASX in October 2014 through a $485
million IPO. Its $3.65 issued shares rallied to $6.52
last year, before retreating to $5.14. Estia Health
raised $725 million and listed on ASX in December
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3. Healthcare consolidators
I am wary of firms that grow rapidly by acquiring
smaller competitors and “rolling up” their industry.
I’ve watched too many grow aggressively before
imploding, and was caught out on Slater & Gordon
and Shine Corporate late last year.
But some consolidators take a more conservative
approach to growth. Dental groups Pacific Smiles
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Chart 3: Pacific Smiles

Group and 1300 Smiles are good examples of
successful small-cap healthcare consolidators and
obvious beneficiaries from an ageing population
needing more dental work and as baby-boomer
dentists look to retire and sell their practice.
Pacific Smiles Group listed on ASX through a
$42-million IPO in November 2014. Its $1.30 issued
shares leapt to $1.70 on debut and by March 2015 it
was $2.50, giving it a whopping PE multiple of 38
times. The shares are now $1.86 and offering better
value.
Pacific Smiles is opening dental practices in shopping
centres and wants to open 6-10 a year. Even after
rapid growth, it only has an estimated 2 % share of
the $8.7 billion dentistry market.
More conservative investors could favour well-run
1300 Smiles, which has delivered solid returns over
the years and is mostly Queensland based.
Pet healthcare consolidators also appeal. Market
leader Greencross, identified as one of five top
small-cap stocks to watch for this report in late 2015,
has since received a takeover offer. Greencross has
rallied from $6 in November to $7.50 and looks fully
valued for now.
Smaller rival National Veterinary Care looks
reasonable value. After raising $30 million and listing
in August at $1 a share, it has rallied to $1.31. It is
less aggressively acquisitive than Greencross and
has good long-term prospects. Takeover interest in
Greencross shows there is scope for larger pet
healthcare operators to consolidate the industry and
boost earnings.
Medical imaging consolidator Capitol Health is
another small-cap worth following (more on it in a
future column).
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Source: Yahoo!7 Finance, 10 March 2016
4. Pathology
Sonic Healthcare stands out among blue-chip
healthcare stocks at current prices. I nominated the
pathology and radiology provider in mid-January for
the Super Switzer Report as one of five stocks to buy
during the market correction in early 2015.
It has since rallied from $17.21 to $17.99 but remains
well below its 52-week high of $23.73. Healthcare
fund cuts targeting pathology, diagnostic imaging and
radiology led to an earnings downgrade and crunched
Sonic’s price.
I wrote in January that the market was too pessimistic
about the earnings downgrade and the Federal
Government’s unexpected announcement of
Medicare fee cuts last year. “Investors have
over-reacted to the potential change and selling has
been amplified in the market sell-off. Sonic’s
Australia, United States and United Kingdom
divisions are performing solidly, although the imaging
business (a smaller proportion of revenue) was
trading below expectation, in part because of
regulatory uncertainty.”
That view holds. Sonic is trading below the median
share-price target of $18.95 based on a consensus of
14 brokers and is expected to yield 5 %, after partial
franking, in FY17. It is strongly leveraged to the
ageing population, has good growth prospects
offshore, and its forward PE of 16 times FY17
earnings is a less than some large healthcare stocks.
It looks a good stock for income investors.
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Chart 4: Sonic Healthcare

Switzer Takeover Target portfolio. I suspected a
private equity firm would recognise the value and
swoop when it was trading near its lows. However,
the market appears to be recognising the value and
Monash has further to run in the next 18 months,
albeit at a slower pace.
Chart 5: Monash IVF Group

Source: Yahoo!7 Finance, 10 March 2016
5. IVF Providers
The In Vitro Fertilisation (IVF) sector has several
long-term tailwinds: ageing population, women having
babies later, and innovations that have increased IVF
success rates. But the largest player, Virtus Health,
has disappointed in the past 12 months with a total
shareholder return (including dividends) of minus
12%.
Key rival Monash IVF Group has returned 16% over
12 months, although remains just below its $1.85
issue price from a July 2014 IPO. Monash slumped to
$1.05 last year after disappointing earnings growth
and concerns about the IVF market.
Both stocks struggled amid concerns of slowing
Australian demand for IVF, competition from new
entrants such as Primary Health Care, and lower
profit margins because of a greater uptake of frozen
over fresh embryos in assisted reproductive services.

Source: Yahoo!7 Finance, 10 March 2016
Tony Featherstone is a former managing editor of
BRW and Shares magazines. This column does not
imply any stock recommendations or offer financial
advice. Readers should do further research of their
own or talk to their adviser before acting on themes in
this article. All prices and analysis at March 2, 2015.
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.

Investors who thought IVF demand was immune to
economic conditions realised it is not: a sluggish
economy influences demand for what can be costly,
multiple IVF cycles.
Monash recently reported a strong interim result, with
31.6% growth in sales for the first half FY16 well
ahead of market estimates, and almost 27.6% growth
in after-tax net profit. It increased market share in
New South Wales and its new ventures, particularly in
Malaysia are performing well. Guidance of 25-30%
growth in after-tax net profit was a touch ahead of
consensus.
I have considered Monash undervalued since it listed
– a reason it has been a small-cap mainstay in the
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Buy, Sell, Hold – what the brokers say
by Staff Reporter
In the good books

venture will allow both parties to optimise operations,
Fortescue suggests, and thus reduce costs.

Goodman Group (GMG) Upgrade to Outperform
by Credit Suisse B/H/S 3/3/0. Assuming benign
operating conditions, the broker believes the
company is well positioned to generate around 7%
earnings growth to FY20.

The joint venture will likely take 6 months to
finalise. However, Credit Suisse also expects the
current iron ore price rally to fade away by the end of
the March quarter as Chinese restocking concludes.

The appeal to the broker lies more in the ability to
sustain earnings in the event of an industrial market
downturn. Higher earnings estimates combined with a
stronger balance sheet drive an increase in valuation.

Freedom Foods (FNP) Downgrade to Hold from
Add by Morgans B/H/S 0/2/0. First half results were
weaker than Morgans expected, largely because of
adverse input costs and foreign exchange impact.

South32 (S32) Upgrade to Buy from Neutral by
UBS B/H/S 4/3/1. The broker upgrades the business
due to an improved earnings outlook.

Morgans upgrades forecasts to account for recent
acquisitions and the proceeds from the sale of A2
Milk (A2M) as well as the capital raising.

Prices for two of the company’s main commodities,
alumina and manganese, have rebounded 22% and
58% respectively this year, and the company has also
announced a restructure of its manganese business
to cut costs.

The broker expects a much stronger second half and
FY17, given Pactum Dairy will be consolidated and
the recent acquisitions will make a full contribution.

Webjet (WEB) Upgrade to Buy from Neutral by
UBS B/H/S 2/3/0. The company stood out among the
earnings reports this season, with revenue and
earnings growing by 27% and 26% respectively.
The broker continues to envisage upside risk to
current guidance and upgrades.
In the not-so-good books
Fortescue Metals Group (FMG) Downgrade to
Neutral from Outperform B/H/S 2/4/1.
Fortescue’s new memorandum of understanding with
Vale is ostensibly about blending opportunities, points
out Credit Suisse, but the deal does open the door for
Vale to take an equity stake of 5-15%. The joint
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QBE Insurance (QBE) Downgrade to Neutral from
Outperform by Macquarie B/H/S 5/2/1. Macquarie is
forecasting a further loss of market share by listed
Australian general insurers to the banks and
challenger brands. The broker also notes growth in
Australian gross written premiums appear to have
bottomed but margin decline has not stabilised.
While QBE is winning NSW CTP share, the broker
notes it accounts for only 2.4% of group GWP (gross
written premium). The broker downgrades the
business as the stock is now trading at a premium.
Santos (STO) Downgrade to Neutral from Buy
B/H/S 3/2/2. Oil stocks have rallied recently, primarily
driven by an increase in oil prices. Brent is now above
US$40/bbl for the first time since December.
The catalysts, UBS believes, have been large
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reductions to global investment, better US growth
data and reduced concerns about China’s growth.
Also, the news that both OPEC and non-OPEC oil
producing countries will meet on March 20 has
buoyed the market.
The broker downgrades the business due to the
stock’s share price rally.
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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4 super strategies to tackle government
changes
by Tony Negline
There are rumours aplenty about possible tax and
super changes.
I have to admit that some of the rumours swirling
around are pretty scary and some pre-emptive action
might be worth considering.

Before making any additional super contributions this
year, don’t forget about the contribution caps that
apply this year as outlined in the table below. This is
of course, assuming that the government doesn’t
change them. It would be highly irregular if they did
change them for the 2016 financial year but we live in
strange times.

Uncertainty is the biggest problem. Right now we
don’t know when changes will be released, what
date they will start or stop and what they will contain.
We seem to be in the middle of the typical snow job
from the government – release nasty rumours and
then formally announce something that doesn’t seem
so bad.
One of the weirdest problems I see is that the
government seems determined to hit its core
constituency. Just why you might behave this way is
somewhat odd especially in an election year.
Here are four ideas I have to ensure you’re not
blind-sided if the government is nasty:
1. Maximise super contributions as soon as
possible
There are rumours that the government is planning
higher taxes on super contributions and/or reducing
the various contribution caps before penalty taxes
apply.
To implement this you might even consider borrowing
money (don’t forget to factor in your ability to borrow
money and its costs).
An advantage for employers is that the money they
borrow to make super contributions for their
employees is tax deductible. Money you borrow to
make personal contributions isn’t tax deductible.
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Source: ATO
2. Take more income from your pension
especially if these payments are tax-free
The government might tax pension income amounts if
they’re above a certain amount.
To circumvent this idea, you could consider taking
several years’ pension income this year assuming
that your pension’s documentation allows you to do
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this. You might not be able to achieve this if you’re
receiving a transition-to-retirement pension.
Theoretically the super laws demand that super
pensions pay a minimum income amount each year,
but no maximum. But you need to check the
documentation attached to your pension. If the no
maximum income rule applies to your pension you
can pay yourself whatever income you like this year
tax-free.
If you receive any Centrelink benefits and you’re
subject to an income or assets test for these benefits,
you need to consider what the impact there might be
to these benefits if you take additional income this
year.
From a tax perspective you need to consider how the
excess pension income you take this year will be
invested. It’s likely you will have some additional
income subject to income tax.
If you’re at the preservation age (at least 56 years
old this financial year) and under 60, then the
additional income will be assessed for income tax
less a tax offset on your personal income tax return.
Another related issue you need to consider is how
you might generate this extra income in your fund this
year. Does it mean you need to sell some assets?
Perhaps your fund owns some assets that can’t
generate the additional income and you don’t or
can’t sell those assets. Clearly careful planning is
essential.
3. Commence a transition-to-retirement pension
If you’re aged between 56 (this financial year) and 65
and still working then you should consider
commencing a Transition to Retirement (TTR
pension).
The government may not allow new TTR pensions or
may restrict their future use. You can always stop a
TTR pension if you don’t need it and the government
leaves these rules alone.
The only pitfall to this strategy is if the government
makes retrospective changes to these pensions to
either ban them or constrain their use.
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4. Recycle assets in your pension funds
What do I mean? – This is best explained using an
example. Let’s assume you own some shares in your
pension fund that originally cost $1 each and they’re
now valued at $3 each. You like the company and
have no immediate plans to sell the shares.
You might like to consider selling these shares at the
current market value and then not long after buying
the shares back at the current price that is higher
than your original $1 purchase price.
There are rumours that the government might impose
a tax on pension funds. By buying the shares at the
higher price you will reduce the amount of tax your
fund might pay in the near term because the cost
base of the asset will be higher than it is at present
and hence when you go to sell the shares, the
taxable gain will be lower.
A problem could arise given that the Australian
Taxation Office doesn’t like something known as
“wash sale agreements”.
Typically, however, this is only a problem if you sell
an asset for a loss and buy it, or another similar
asset, not long after.
Selling and buying an asset can also be difficult to do
with other assets such as artwork, collectibles etc.
and big value assets such as real estate.
Another related problem is that if every super fund
began recycling assets on the stock market, then this
may have a temporary impact on the value of those
shares.
One final issue to consider here – transaction costs.
Don’t forget to consider the transaction costs before
you begin buying and selling any assets in your super
fund.
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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Professional’s Pick – Fisher & Paykel
Healthcare (FPH)
by Jelena Stevanovic
Can you tell us about the company?

strong growth rate over the short to medium term.

FPH is a medical device company that specialises in
the design, manufacturing and marketing of products
used in respiratory care, acute care and the treatment
of obstructive sleep apnoea (OSA). FPH entered this
market in 1971 with a respiratory humidifier system
used in critical care. Since then the company has
expanded its product offering across both hospital
and home care environment. The company now sells
into over 120 countries to home care providers and
hospitals, as well as to other medical device
manufacturers.

How long have you held FPH?
We initiated our position in FPH in February 2016,
having followed the company for a while. After a
number of very strong results, the company’s share
price and 12 month forward PE multiple appreciated
significantly, increasing from approximately 20x to
mid-30x. Hence, we waited to initiate our position until
we gained confidence that there was further valuation
upside even at such high multiples. We now believe
that the company will be able to deliver further growth
supported by its strong product pipeline.

What do you like about it?
How is it better than its competitors?
We are impressed by FPH’s commitment to
maintaining its dominance in respiratory and acute
market and in particular in humidification space,
through ongoing investment into research and
development. FPH allocates approximately 10% of its
revenue to research and development and recently
launched products, as well as ongoing efforts to
expand their use through further clinical trials, clearly
demonstrating FPH’s strategy to grow through
product innovation.
We are particularly excited about Optiflow, FPH’s
new humidification system that delivers high flow of
humidified air/oxygen mixtures to spontaneously
breathing patients via a nasal cannula. Most
competing products in this space are legacy, low-flow
machines that deliver cold air and require full face
masks and are as such less convenient for patients.

FPH was the first company to develop a
humidification system and has since remained
committed to investing into this segment to remain
ahead of the competition. The new product suite in
this space clearly demonstrates that FPH is
committed to stay ahead of its competitors.
What do you like about its management?
The majority of FPH’s senior management have
been with the company for at least two decades. The
longevity of the senior team demonstrates that the
company’s senior management is committed to
long-term research and development projects needed
to deliver leading products/technology and therefore
growth through product innovation.
What is your target price on FPH?

As such, we believe that FPH will be able to carve out
a significant market share position with Optiflow.
Apart from Optiflow FPH is also launching a number
of other products that will support the company’s
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Our short-term target price for FPH is A$9.50 based
on our 12-month forward EPS (earnings-per-share)
estimate. There’s upside risk to our valuation from
further expansion of the company’s addressable
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market, which would result in a material upward
revision of our EPS forecasts. We believe the stock
can continue to trade in the 30x to 35x 12-month
forward PE range for the foreseeable future, as long
as the corporate strategy remains intact.
At what point would you sell it?
We do not expect to sell FPH in the short-term as we
believe the company is just starting its next phase of
growth supported by a suite of new products and as
such will continue to deliver impressive revenue and
earnings growth for the next few years.
How much has it added (subtracted) to your
overall portfolio over the last 12 months?
FPH has contributed only 1 basis point to our
performance in the last month that we have owned it
but the company is still to report its result.
Is it a liquid stock?
FPH is a reasonably liquid stock with $1.4 million
worth of shares traded daily. There is only one
significant shareholder with ~25% ownership.
Fisher & Paykel Healthcare (FPH)

Jelena Stevanovic is an equities analyst with Platypus
Asset Management.
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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Listed fund mangers and SMSF benchmarking
by Questions of the Week
Question: I bought Magellan Financial Group
(MFG), Platinum Asset Management (PTM) and
Macquarie Group (MQG) a year or so ago in
response to what seemed to be a general view
that investors should favour stocks with overseas
activities. There have been considerable
gyrations in the stock prices in recent weeks. I am
inclined to view these stocks as long-term
investments but what about MQG? I would
appreciate your views.
Answer (Paul Rickard): Platinum (PTM) and
Magellan (MFG) have two main drivers of revenue
growth – net funds flow, and potentially, performance
fees. They also benefit if the Australian dollar
weakens. In regards to performance fees, if equity
markets get the wobbles, then performance fees
evaporate and the share price gets hit. This is what
we have seen over the last two months.
Macquarie is a far more complex institution. While it
has been hit because of the equity market wobbles
(reduced investment and corporate banking
opportunities, funds management performance fees),
I think it looks in pretty good shape.

Where can I find monthly, quarterly and yearly
benchmarking data, suitable for me to say
whether I am ahead or behind an industry/ retail
superannuation fund?
Answer (Paul Rickard): I think that the obvious thing
to benchmark performance against is against the
comparable industry/retail fund. You need obviously
to separate between accumulation and pension
funds, and then by the asset mix (percentage in
growth vs. income based assets).
Two sites that publish well-researched industry data
are: www.superratings.com.au and
www.chantwest.com.au. Both publish monthly reports
that show returns for the median fund.
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.

An important point to note with all these stocks is that
they will typically be more volatile than the market,
and are somewhat dependent on the health of global
equity markets. While they will benefit from a weaker
Australian dollar, they are probably more exposed to
the state of the equity markets than the currency. You
may want to consider this in your portfolio allocation.
Question: My question relates to benchmarking
my SMSF. How do you suggest that the
performance of an SMSF be assessed? Should it
be against a common index fund, or better still,
against industry performance data?
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Don't miss this!
In this week’s Super Session, my colleague Paul Rickard and I reflect on the month that was. Find out what
was behind the highs and lows for the market in February.
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