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Market Review

Global equity markets have been busy making new highs. Although North Korea’s Kim Jong-un 
has ratcheted up provocations to the US by testing nuclear weapons and launching ballistic 
missiles across Japan, investors have steadfastly turned a blind eye to geopolitics. Instead, 
they’ve focused on synchronised economic growth in North America, Europe, Japan and China. 

Earnings growth has been good, and is forecast to continue, allowing the market to justify  
slightly expensive valuations. Bonds have behaved relatively well, and although some central 
banks have raised interest rates and begun to talk about removing quantitative easing (QE),  
the pace of the rises is so slow, and the removal of QE so gradual, that threats to market  
stability are contained.

Despite the rise in equities elsewhere, the UK has not participated much in this heady  
mix, reflecting political uncertainties over Brexit, weaker domestic economic growth, and  
a sharp rise in sterling. At around 1.35 to the US dollar, the pound is at its highest since  
the day after the Brexit vote. 

This reduces the sterling value of the overseas earnings that make up around 70% of  
company profits here (and the value of those gains from the overseas markets that are  
making all-time highs). The FTSE All-Share is up around 3% since the beginning of 2017  
and has made no progress over the last six months, whereas the US S&P 500 Index has  
risen by 8% in US dollars since March.

This period has also been punctuated by profit warnings, both in the UK and internationally. 
These can sometimes provide opportunities to pick up good companies at attractive prices. 
We also see instances where companies get left behind by the broader market. In this edition 
of Intelligent Investing, we spotlight a number of companies like this. In the UK, we take a late 
summer break with TUI, the tour operator. They’ve done a great job improving financial and 
operating efficiency, but the shares have only just begun to reflect this. 

We also look at UK utility and waste company Pennon, which has been neglected as the  
market focuses on sexier names. In Europe we feature Bayer, which has reinvented itself as  
a life sciences company, but where a recent, weather-related profit warning has set shares  
back. In our regular section on investment trusts, we look at Fidelity Special Values, run by  
Alex Wright with an interesting contrarian approach to stock selection.

Our screens look at UK stocks that should be approached with caution, and European  
companies with a solid track record of value creation and increasing dividends.

The market run over the last few years has been great for investors, but ’where next?’  
We think there’s room for further appreciation, driven by rising company profits and solid  
global economic growth. With interest rates rising very, very gradually, it’s too early to call  
the top of the bull market.

Richard Champion
Deputy Chief Investment Officer, UK
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challenges – such as when a Kolavia plane crashed 
in Sharm El Sheik in 2015. Within 24 hours TUI had 
bought extra bed capacity in Spain, drawn up new 
flight timetables and geared distribution channels 
to those destinations. This would be impossible  
for most of their peers. 

With more than 90% of their fleet being leased  
they can also quickly rationalise it if there’s a 
downturn. Their fleet of Dreamliners provides 
them with a competitive advantage as it allows 
them to service long haul destinations without 
refuelling, at a relatively low cost. By shifting more 
towards these markets, particularly the year-round 
Caribbean market, as well as cruising, they’ve  
been able to reduce business seasonality. 

In recent years, management has invested 
heavily in new hotel and cruise capacity. Between 
September 2016 and September 2019 they expect 
to open 14 new hotels annually and add three 
ships to their fleet. When this expenditure starts  
to wind down, the level of cash being generated  
by the group should increase.

Package holidays continue to be impacted by the 
relentless expansion of budget airlines. While we 
don’t expect this to reverse anytime soon, there 
are still good growth opportunities for TUI, due to 
its differentiated customer offering, high retention 
rates and ability to control the experience. We 
believe that, with the shares trading on a 12-month 
forward P/E of 12.1x and a dividend yield of 4.7%, 
the current share price offers a compelling entry 
point for investors. 

Simon McGarry 
Senior Equity Analyst

Management continues to drive new efficiencies, 
and the company should deliver £27m of annual 
synergies by 2020 from the £100m Bournemouth 
Water acquisition in 2015. At a group level, they 
should deliver another £17m of annual cost 
efficiencies from March 2016 to March 2019. 

Viridor used to be considered Pennon’s weak 
point, as it’s mainly focused on landfill and thus 
subject to environmental concerns and falling 
recyclate prices. However, this is no longer the 
case, as it’s pivoted its business model towards 
energy generation. It has eight operational Energy 
Recovery Facilities (ERFs), with another four under 
construction. The demand outlook for ERFs is 
robust, as there’s a shortage in the UK which  
is expected to continue until at least 2030. 

The balance sheet is fully funded to 2019, by 
which time three of its ERF projects should be 
complete. It also has a diversified mix of fixed, 
floating and index-linked borrowing. Trading on a 
12-month forward dividend yield of 5.0% compared 
to a 10-year average of 4.0%, the shares offer an 
attractive yield. On top of this, management has 
committed to growing the dividend at an annual 
rate of at least RPI +4% until 2020. 

Simon McGarry 
Senior Equity Analyst

TUI – the total package
TUI is one of the world’s leading tourism 
businesses, with 1,600 travel agencies, 150 
aircraft, over 300 hotels and a fleet of 20 cruise 
liners. Having sold LateRooms.com in 2015 and 
its stake in Hapag-Lloyd in 2017, it’s now a more 
streamlined business consisting of tour operators, 
hotels and resorts, and cruises. 

Since merging with Thomson in 2014, management 
has pivoted towards a more vertically integrated 
business model with control over all aspects 
of the customer holiday experience. Given that 
accommodation is the key driver of satisfaction 
and retention rates, they are better able than  
most to manage the entire customer experience. 
This also enables them to respond flexibly to 

Generating energy and profits
Pennon is one of the largest environmental 
infrastructure groups in the UK. The business is 
operated through two main subsidiaries: South 
West Water (SWW) and Viridor. SWW provides 
water and sewerage services to 1.7 million people 
in Cornwall, Devon, Dorset and Somerset, and 
water services to more than 0.5 million people in 
Dorset, Hampshire and Wiltshire. It accounts for 
72% of group EBITDA. Viridor provides recycling, 
energy recovery and waste management to  
150 UK local authorities. 

From an operational perspective, SWW is best  
in class, having been awarded enhanced status  
by OFWAT (the water services regulation authority) 
for its 2015-2020 business plan. This means it  
could earn the highest returns in the sector if 
management can achieve their operational 
targets. In 2015, OFWAT implemented AMP6, 
which provides three years of regulatory certainty 
to water companies before AMP7 arrives in 2020. 
This operational excellence has continued, with 
OFWAT awarding £3.6m to SWW in 2017 under  
the Outcome Delivery Incentive scheme, thanks  
to its high performance with respect to water 
quality, leakage, customer service and waste  
water compliance. 

Pennon
Market Cap £3.3bn 
Share Price 788p

TUI
Market Cap £7.4bn 
Share Price 1,265p

2017A 2018F 2019F

Revenue (£m)  1.4  1.4  1.4 

Earnings per Share (p) 40.40 47.00 52.50

Dividend per Share (p) 36.00 38.50 41.30

Dividend Yield 4.3% 4.9% 5.2%

Free Cash Flow Yield -1.6% -1.2% 3.4%

Price Earnings Ratio 20.9 16.8 15.0

Return on Capital Employed 6.0% 7.0% 7.5%

2016A 2017F 2018F

Revenue (£bn)  14.8  15.9  16.4 

Earnings per Share (p) 73.0 95.6 108.6

Dividend per Share (p) 54.4 56.9 62.3

Dividend Yield 5.1% 4.5% 4.9%

Free Cash Flow Yield 1.4% -1.6% 0.5%

Price Earnings Ratio 14.7 13.2 11.6

Return on Capital Employed 29.5% 46.0% 49.5%

Source: Quest®

Note: 2018 and 2019 are forecast years

Source: Quest®

Note: 2017 and 2018 are forecast years
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Handle with care
In this publication, we tend to wax lyrical about 
Canaccord Genuity’s Quest® and its ability to 
assess both the intrinsic value of companies 
and their capital allocation decisions. However,  
we rarely highlight its proprietary array of risk  
tools which allow us to quantify a stock’s risk  
level. Our preferred metric is the aptly named 
Quest® ‘blob score’ which marks each company  
out of 10 depending on the number of red  
flags it has at a point in time, such as: 

• How often one-off exceptional charges  
appear in the income statement 

• Low or declining tax charges – the company’s  
tax rate might be being used to artificially 
boost profitability in the short term 

• Any large acquisition in recent years (as  
they can go disastrously wrong) 

• Reported material loss provisions in the 
accounts – these may need to be revised 
upwards, which will hurt future profits 

• A material pension deficit, or a large pension 
fund that could easily swing into deficit 

• An inability to convert profits into cash, or 
a slowdown in earnings growth without a 
corresponding improvement in cash generation. 

We’ve screened the 700+ companies in the Quest®  
UK universe for stocks with six or more of these red  
flags. Unsurprisingly, after the tumble in the oil price  
in 2014, energy companies feature prominently, 
with BP, EnQuest, Faroe Petroleum and Ophir 
Energy each making the screen. And after all the 
blow-ups we’ve seen in the UK support services 
sector in recent years, it’s not surprising that two 
support service companies (Serco and Renewi) 
also feature. 

See below for the full list of 19 companies that 
make this screen and should be approached  
with caution. 

12-month forward Prior year Price performance over

Company name Industry
Market cap 

(£m)

No. of  
warning

flags
(/10)

Price 
earnings 

ratio
Dividend 

yield
Dividend 

cover
Net debt/ 

EBITDA

Pension 
deficit as % 

of market 
cap

3  
months

12  
months

BP Oil Gas and Consumable Fuels  93,589 6 18.2 6.3% 0.8 1.3 8% 3% 11%

Rolls-Royce Aerospace and Defense  15,842 6 23.3 1.5% 2.8 0.4 9% -6% 21%

Man Group Capital Markets  2,721 7 12.4 4.9% 1.7 -1.5 0% 6% 49%

GVC Hotels Restaurants and Leisure  2,502 6 13.5 3.8% 2.0 -0.4 0% 10% 13%

Serco Commercial Services and 
Supplies  1,280 6 37.7 0.3% 10.0 1.4 1% -2% -11%

Assura Group Equity Real Estate  
Investment Trusts (REITs)  1,127 7 23.4 4.1% 1.8 6.6 0% -2% 8%

Renewi Commercial Services and 
Supplies  788 6 20.6 3.1% 1.5 2.9 3% 12% 13%

Laird Electronic Equipment 
Instruments and Components  696 6 13.5 2.8% 2.7 2.5 2% 4% -41%

Ophir Energy Oil Gas and Consumable Fuels  507 7 -48.3 0.0% n/a -2.2 0% -12% 0%

Cambian Healthcare Providers and 
Services  364 7 33.8 3.7% 0.9 -4.9 0% 19% 105%

Faroe Petroleum Oil Gas and Consumable Fuels  357 6 12.8 0.0% n/a -0.8 0% 16% 40%

Premier Foods Food Products  335 7 5.3 0.0% n/a 3.2 146% 3% -25%

Enquest Oil Gas and Consumable Fuels  301 6 15.6 0.0% n/a 3.6 0% -16% 8%

Huntsworth Media  245 6 12.7 2.7% 3.0 0.2 0% 27% 63%

Quantum 
Pharma PLC Pharmaceuticals  132 6 21.0 0.0% n/a -0.1 0% 41% 13%

Carpetright Specialty Retail  131 6 10.2 1.6% 6.4 -0.3 3% -3% -17%

Inland Homes Real Estate Management  
and Development

 116 7 7.8 3.1% 4.8 1.8 0% -1% -10%

Maintel 
Holdings

Commercial Services and 
Supplies

 114 6 9.0 4.5% 2.5 0.2 0% -12% -16%

Gama Aviation Airlines  111 6 9.2 1.2% 8.8 0 0% 3% 72%

 

Source: Quest® and Bloomberg

Past performance and future forecast figures are not a reliable indicator of future results.
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European quality
Continental Europe seems the place for investors  
at the moment, with an increasingly benign political  
backdrop and improving economic outlook pushing 
equity markets higher. In fact, in sterling terms, the 
STOXX Europe 600 (ex UK) Index is up 13% so far 
this year, outperforming both the S&P 500 (+2%)  
in the US and the FTSE 100 (+2%).  

It seems that the post financial crisis world, where 
the rising tide of quantitative easing (QE) pushed 
all equities higher, is drawing to a close and we are 
entering much more of a stock pickers market. 

This is partly due to most western central  
banks contemplating withdrawing QE and slowly 
increasing interest rates, and partly because the 
continued strong performance of equity markets 
has meant that equities in general are hardly cheap. 
The average 12-month forward price earnings 
ratio and enterprise value/sales for the Canaccord 
Genuity Quest® continental European universe is 
now 1.4x and 17.2x respectively, compared to the 
1.1x and 15.2x 10-year average levels.  

In looking for equities that should outperform in 
this environment, we focus on a solid track record 
of value creation and a history of passing this 

added value on to shareholders by increasing 
dividends. We’ve screened the Quest® continental 
European universe for companies that have earned 
a cash flow return on assets in excess of their cost 
of capital over the last five years, and compounded 
these excess returns by reinvesting them back 
into the business. Along with reinvesting in the 
business, we only include companies that have 
increased their dividend per share by an average  
of at least 5% per annum over the last five years.

In the table below we highlight 14 companies 
 that meet our criteria, including: 

• Global life sciences company Bayer, featured  
on page 5

• Deutsche Post, one of the world’s leading 
logistics and freight forwarding companies 
through its DHL business 

• Henkel, which owns well-known brands such; 
Persil, Dial soaps and Loctite glue

• Ingenico, the world leader in the global  
payment terminal industry

• Danish charm bracelet jeweller Pandora

• SAP, a global leader in business applications  
and analytics software.

These figures above are shown in US dollars. These returns may differ significantly when converted to other currencies at the 
prevailing exchange rates. Past performance and future forecast figures are not a reliable indicator of future results.

Source: Quest®

Search Criteria
1. Average Cash Flow Return On Assets 

(CFROA) greater than the cost of 
capital over the last five years

2. Invested capital growth of at least 5% 
pa on average over the last five years

3. Average annual dividend per share 
growth of at least 5% over the last  
five years.

European quality

5-year average 12-month forward

Company name Country
Market 

cap ($bn)

Invested 
capital 
growth

Dividend  
per share 

growth

Price 
earnings 

ratio
Dividend 

yield
Dividend 

cover

Dividend 
per share 

growth

Price  
performance 

over 
3 months

LVMH Textiles Apparel and Luxury Goods  136 10% 10% 22.3 2.1% 2.1 12% 1%

SAP Software  129 13% 13% 24.3 1.5% 2.7 9% -5%

Bayer Pharmaceuticals  109 7% 7% 14.5 2.6% 2.8 6% -8%

Henkel Household Products  58 6% 6% 18.9 1.7% 3.1 11% -9%

Deutsche Post Air Freight and Logistics  53 6% 6% 15.7 3.2% 2.0 8% 12%

Continental Auto Components  50 7% 7% 12.3 2.3% 3.4 10% 12%

adidas Textiles Apparel and Luxury Goods  45 6% 6% 25.0 1.5% 2.6 24% 11%

Amadeus IT IT Services  28 8% 8% 22.8 2.0% 2.1 11% 4%

Luxottica Textiles Apparel and Luxury Goods  26 9% 9% 23.1 2.3% 1.9 10% -11%

Capgemini IT Services  19 9% 9% 15.9 1.8% 3.8 8% 7%

Atos IT Services  16 14% 14% 14.5 1.5% 4.7 11% 3%

Sonova Holding Healthcare Equipment and Supplies  11 14% 14% 23.6 1.7% 2.5 12% 0%

Pandora Textiles Apparel and Luxury Goods  11 22% 22% 10.0 6.1% 1.6 104% 0%

Ingenico Group Electronic Equipment Instruments 
and Components

 6 21% 21% 15.6 2.2% 3.0 12% -1%

8	Return to Contents
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A healthy balance
Despite July’s disappointing Q2 results, we 
continue to like leading pharmaceutical,  
consumer health and crop science company Bayer 
for its exposure to two global mega trends. First, 
the ageing but increasingly active population 
in developed markets and second, the growing 
affluent middle class in emerging economies. 

Bayer is nearing the end of more than a decade 
of restructuring as it has transformed itself from 
a sprawling chemical and materials conglomerate 
into a pure life sciences company. Since 2014 
Bayer has made over €52bn of acquisitions and 
divestures, shedding both its chemicals and 
materials businesses into separately quoted 
companies, although it’s still in the process of 
selling down its stake (currently c.32%) in  
Covestro, its former materials business. 

Last year’s agreed US$66bn takeover of Monsanto 
(which Bayer hopes to complete by the end of 
the year) is the last, albeit gargantuan piece 
of the puzzle. It will mean that the company’s 

life sciences business will have an equal 
weight in terms of sales between healthcare 
(pharmaceuticals, consumer health and animal 
health) and crop science.

In terms of the Q2 results, although group sales 
were 3% higher than in Q2 2016, they were 3% 
lower than the market was expecting. The main 
culprit for the miss was the crop science division, 
which saw a 14% drop in sales, due mainly to a 
one-off return of excess unused crop-protection 
stock from distributors in Brazil. This poor 
performance was offset by strong performance  
in pharmaceuticals, with sales up 4.9%, and  
an exceptional performance at Covestro,  
which recorded 16.9% sales growth. 

Even though the problems in Brazil have led  
to a reduction in the group’s sales and profits 
targets for the year, they are nevertheless short 
term in nature and we see the recent share 
price weakness following the Q2 results as an 
opportunity to buy into a long-term growth story.

Marc Pullen 
Senior Equity Analyst

Quite the contrarian
As Alex Wright completes his first five years  
at the helm of Fidelity Special Values (FSV), it’s  
worth reflecting on the pessimism that greeted his 
appointment as successor to the legendary Anthony 
Bolton. Many market sages felt performance would 
drop off after the departure of such an esteemed 
fund manager. In fact, the opposite happened,  
and the fund has enjoyed a 125.2% NAV return. 

The past five years have been unusually good for 
equity investors, with the 10% annualised return 
on the FTSE All-Share well ahead of long-term 
averages. Despite the prevalence of worrying 
macroeconomic and political themes, it has also 
been a fertile period for contrarian stock picking. 
The return for shareholders in FSV has been more 
than double the return for an index investor, and  
most of the returns have been driven by brave stock 
picking and thoughtful portfolio construction. 

Wright’s simple but effective approach is broadly 
as follows:

• Buy any stock as long as it’s cheap  
and unpopular

• Focus on minimising downside risk and 
maximising unrecognised growth potential. 

In short, he likes unloved stocks with potential 
for change, particularly where he can quantify 
how much he could lose and observe a positive 
change in fundamentals (actual or forecast). This 
subtle differential in contrarian stock picking helps 
the manager to avoid ‘sink holes’ that simply get 
cheaper as fundamentals deteriorate. In assessing 
whether a company is cheap and whether there is 
a margin of safety, the team considers earnings 
quality, cash flow generation, intellectual property 
and tangible assets. 

The key drivers of relative performance are  
stock selection, the small and mid cap bias and 
thereafter the relative cheapness of what Wright 
has bought. Recent uncertainty and volatility have 
presented many more opportunities for him to put 
money to work, particularly in the banks/financials 
where uncertainty and poor sentiment post Brexit 
caused a coordinated sell-off which played into  
the manager’s strengths. 

We certainly wouldn’t suggest he will always  
be able to nearly double the market’s return, but  
we believe this trust is an attractive way to gain  
UK exposure.

Patrick Thomas 
Investment Manager

Fidelity Special Values
Market Cap £641m

Share Price 242.75p

NAV 255.15p

Premium/(Discount) 5.19%       

Source: Quest® 
Note: 2017 and 2018 are forecast years

2016A 2017F 2018F

Revenue (€bn)  46.8  49.4  52.6 

Earnings per Share (€) 8.0 7.4 8.0

Dividend per Share (€) 2.7 2.8 3.0

Dividend Yield 2.8% 2.5% 2.7%

Free Cash Flow Yield 6.8% 5.3% 5.9%

Price Earnings Ratio 11.9 15.2 14.1

Return on Capital Employed 17.6% 19.8% 20.1%

Bayer
Market Cap €92.6bn
Share Price €112.0

Past performance and future forecast figures are not a reliable indicator of future results.

These figures above are shown in euros. These returns may differ significantly when converted to other currencies at the  
prevailing exchange rates.
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Profit Takers
In addition to providing insight and analysis of particular investment opportunities each month, we also review stocks that have shown strong performance in 
recent months and as a result investors might consider taking profits. Please do contact your Investment Manager to discuss any of these ideas or any other 
aspect of your portfolio held at Canaccord Genuity Wealth Management.

Performance over previous

Company name
Market cap 

(£m)
Share price  

(p)

Prior FY  
dividend per 

share (p)

Current FY  
dividend per 

share (p)

Prior FY  
price earnings 

ratio

Current FY  
price earnings 

ratio 1 month 3 months 6 months

IQE  848 124 0.0 0.0 8.7 42.0 -11% 44% 113%

Plus500  1,009 885 49.6 56.7 7.4 8.6 -3% 61% 102%

Sophos Group  2,461 531 3.7 3.9 -264.0 94.7 4% 13% 94%

Ferrexpo  1,670 285 2.7 5.7 2.1 6.0 -2% 43% 81%

PureCircle  878 504 0.0 0.0 57.9 100.2 30% 34% 78%

Wizz Air  2,045 2,814 0.0 0.0 5.1 14.8 -4% 21% 73%

Kaz Minerals  3,276 734 0.0 0.0 7.2 10.8 -10% 49% 68%

N Brown  966 341 14.2 14.2 9.8 15.6 7% 9% 58%

SIG  1,032 175 3.7 3.6 13.4 18.1 1% 17% 55%

Equiniti Group  895 298 4.8 5.0 9.5 18.8 12% 23% 52%

NMC Health  5,501 2,693 10.6 13.6 17.7 37.6 1% 23% 51%

Conviviality  689 403 12.6 13.8 10.6 17.0 -1% 30% 49%

Renishaw  3,428 4,709 52.0 56.2 22.8 31.7 4% 27% 49%

Fevertree Drinks  2,467 2,141 6.3 8.7 31.2 62.6 -11% 27% 48%

Homeserve  2,536 811 15.3 17.0 20.5 26.1 13% 9% 46%

Sirius Minerals  1,138 26 0.0 0.0 -22.2 -233.9 -6% -23% 46%

Clinigen Group Plc  1,256 1,091 4.0 4.8 19.3 19.5 -3% 29% 44%

Evraz  4,292 300 0.0 23.2 7.5 7.1 3% 54% 43%

Countryside Properties  1,508 335 3.4 8.1 15.7 12.4 -4% -2% 42%

Jimmy Choo  869 230 0.0 0.0 19.4 27.2 0% 10% 40%

Worldpay  8,086 407 2.0 2.6 28.9 31.1 -3% 30% 40%

Sports Direct  2,145 406 0.0 0.0 8.0 23.1 4% 39% 39%

boohoo.com  2,507 218 0.0 0.0 42.5 74.0 -6% -8% 36%

Coats  1,075 77 1.0 1.2 6.6 17.3 -3% 0% 36%

Purplebricks Group  995 366 0.0 0.0 -142.6 -69.1 -15% -6% 35%

Senior  1,135 272 6.6 6.8 14.3 20.3 -1% 15% 34%

Burford Capital  2,177 1,046 7.4 8.1 7.9 14.4 -2% 17% 32%

FDM Group Holdings PLC  1,035 963 19.6 23.5 23.0 32.9 5% 20% 31%

JD Wetherspoon  1,283 1,245 12.0 12.0 13.4 18.3 17% 26% 31%

CVS  859 1,348 3.5 4.0 22.4 25.7 2% 5% 31%

Source: Quest®

Past performance and future forecast figures are not a reliable indicator of future results.
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CFROA: Cash Flow Return on Assets CFROA (cash flow return on assets) is the return on capital excluding goodwill. Because it is a 
measure of the return on operating assets, CFROA is a better indicator of a company’s competitive position. In the Quest® 
discounted cash flow model, CFROA fades to cost of capital over a standard number of years, as a company’s competitive 
advantage is eroded by competition.

CFROA Spread: Difference between the CFROA and the weighted average cost of capital.

Dividend Cover: A measure of the ability of a company to maintain the level of dividend paid out. It is calculated as normalised earnings divided 
by the ordinary net dividend.

Dividend Yield: Dividend per share divided by the share price, often expressed as a percentage. For historic periods the average share price for 
the year is used, for forecasts the current share price is used. 

Earnings per Share (EPS): An indicator of a company’s profitability, it is the portion of profit after tax allocated to each outstanding share in issue.

EBITDA: Earnings before Interest, Tax, Depreciation and Amortisation: enables better comparison between companies as it is not 
affected by the way that the company is financed or by subjective accounting charges for depreciation and amortisation.  

Free Cash Flow: Cash generated after interest, tax and net capital expenditure but before acquisitions, dividends and share issues or buybacks.

Free Cash Flow Yield: Free cash flow divided by the share price. 

Net Asset Value  
(NAV):

Net asset value (NAV) is value per share of a mutual fund or an exchange-traded fund (ETF) on a specific date or time. With 
both security types, the per-share dollar amount of the fund is based on the total value of all the securities in its portfolio, any 
liabilities the fund has and the number of fund shares outstanding. 

PEG: Price earnings ratio divided by EPS growth.

Price Earnings  
Ratio (P/E):

Share price divided by EPS. For historic periods the average share price for the year is used, for forecast years, the current share 
price is used. It shows how much investors are willing to pay per pound of earnings.

Quest®: Canaccord Genuity’s proprietary online valuation and analytical tool which combines consensus market figures with the Quest® 
Discounted Cash Flow (DCF) Valuation Model.

Return on Capital  
Employed (ROCE): 

A measure of a company’s profitability and the efficiency with which it uses its capital. It is calculated as operating profit divided 
by capital employed. 

Tables: F- Forecast results, figures based on the combined estimates of analysts covering the company. 
A- Actual results, company’s published results.

Glossary
The glossary is not intended as a technical definition as most of these metrics can be calculated in a number of different ways.

Investments discussed in this document may not be suitable for all investors. Investors should make their own investment decisions based upon  
their own financial objectives and resources, and if in any doubt, seek specific advice from an investment adviser.

Intelligent Investing is a marketing communication under FCA rules; it has not been prepared in accordance with the legal requirements designed 
to promote the independence of investment research and we are not therefore subject to any prohibition on dealing ahead of its dissemination of 
investment research.
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Disclosures
For the purposes of UK regulation Canaccord Genuity Wealth Management produces non-independent research which is a marketing communication under 
the Financial Conduct Authority (FCA) Conduct of Business Rules and an investment recommendation under the Market Abuse Regulation and is not prepared 
in accordance with legal requirements designed to promote the independence of investment research, nor is it subject to any prohibition on dealing ahead of 
the dissemination of investment research. 

However, Canaccord Genuity Wealth Management does have procedures in place to identify and manage conflicts of interest which may arise in  
the production of non-independent research, which include preventing dealing ahead. Further detail on Canaccord Genuity Wealth Management’s conflict 
management policies can be accessed at http://www.canaccordgenuity.com/Documents/en-gb/Our%20Resources/TandA0033%20CGWM%20External%20
Conflicts%20Policy%20(1).pdf

Analyst Certification:

Each authoring analyst of Canaccord Genuity Wealth Management whose name appears within the text of this document hereby certifies that (i) the 
recommendations and opinions expressed in this research accurately reflect the analyst’s personal, independent and objective views about any and all of the 
investments discussed herein and (ii) no part of the analyst’s compensation was, is, or will be, directly or indirectly, related to the specific recommendations or 
views expressed by the authoring analyst in this material.

Investment Recommendation:

Date and time of first dissemination: 02.10.2017 - 10.00AM ET

Date and time of production: 02.10.2017 - 10.00AM ET

Buy:

Unless otherwise stated, at the time of the recommendation we consider there is a material upside to the current share price. 

Price:

Prices are as at market close on 27.09.2017

General Disclaimers

This research is prepared for general circulation to clients. To the fullest extent permitted by law, none of CGWM, its affiliated companies or any  
other person accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the information contained  
in this research.

Investment involves risk. The investments discussed in this document may not be suitable for all investors. Investors should make their own investment 
decisions based upon their own financial objectives and financial resources and, if in any doubt, should seek advice from an investment adviser. 

Past performance is not necessarily a guide to future performance. The value of investments and the income from them can go down as well as  
up and investors may not get back the amount originally invested. 

Canaccord Genuity Wealth Management and/or connected persons may, from time to time, have positions in, make a market in and/or effect transactions in 
any investment or related investment mentioned herein and may provide financial services to the issuers of such investments. However, Canaccord Genuity 
Wealth Management does have procedures in place to identify and manage conflicts of interest. Details of these interests can be found on our website at 
http://www.canaccordgenuity.com/en-GB/wm/wealth-management-uk/Conflicts-Disclosure/ or if this document has been provided to you in hard copy, in the 
attached covering letter.

Quest® is used under licence and with permission of Canaccord Genuity Ltd. Accounts, Share Prices & Global Consensus Estimates data provided in 
conjunction with S&P Capital IQ © 2015; Benchmark Sector comparatives are based on the Global Industry Classification Standard (GICS®) and provided in 
conjunction with S&P Capital IQ © 2015 (and its affiliates, as applicable), see restrictions. Share prices are relative to the MSCI USA IMI (see restrictions) . 
CFROC, CITN and triAngle are trademarks of Canaccord Genuity Limited. Quest® is at this stage registered in the UK and in the US, and common law  
trademark rights are asserted in other jurisdictions.

In the UK & Europe Canaccord Genuity Wealth Management (CGWM) is a trading name of Canaccord Genuity Wealth Limited (CGWL), Canaccord Genuity Financial 
Planning Limited (CGFPL) and Canaccord Genuity Wealth International Limited (CGWI) which are wholly owned subsidiaries of Canaccord Genuity Group Inc.

CGWL and CGFPL are authorised and regulated by the Financial Conduct Authority (registered numbers 194927 and 154608), and have their registered office 
at 41 Lothbury, London, EC2R 7AE. CGWL is registered in England no. 03739694, CGFPL is registered in England no. 02762351. 

CGWI is licensed and regulated by the Guernsey Financial Services Commission, the Isle of Man Financial Services Authority and the Jersey  
Financial Services Commission. CGWI is registered in Guernsey no. 22761 and has its registered office at Trafalgar Court, Admiral Park,  
St. Peter Port, GY1 2JA.

CGWL and CGWI are members of The London Stock Exchange and CGWI is also a member of The International Stock Exchange.
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