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Opinion Data 
 

Recommendation Speculative Buy 
Risk rating High 
Cur rent share pr ice $0.77 
12 month target pr ice $1.03 
12 month pr ice range $0.95-$0.70 
Market capitalisation 14.6m 
 
 

MCK has announced a 1H’05 loss of $0.12m, slightly 
below our  forecasts of a $0.04m profit. Key points 
include:  
�  Financials - Adjusted for goodwill, MCK produced a 

$0.13m profit for the half (versus a $0.79m loss in pcp). 
The improved result was driven by a full period 
contribution from management of the MCK Mortgage 
Fund (acquired in December 2003, with $382m 
currently under management) and the MCK Industrial 
Property Trust (launched in January 2004 with $72m in 
assets currently).  

�  FY’05 Outlook - We expect EPS (adjusted for 
goodwill) to increase to 4.0c in FY’05. The key driver to 
the improved operational performance in 2H’05 will be 
the management of the $70m MCK Property Securities 
Fund that was launched in December 2004 and further 
growth in the Industrial Property Trust asset base.  

�  Investment View &  Valuation – MCK is now trading 
above breakeven, and has established infrastructure that 
supports significant expansion of funds under 
management for minimal additional cost.  
On our existing forecasts, MCK is trading on 19.0x 
FY’05 and 11.9x FY’06 earnings. 
MCK flagged with its 1H’05 results announcement the 
expectation that it will launch at least one new property 
trust in 2H’05.  
Additionally, we believe MCK may attempt to leverage 
off the success of the initial MCK Property Securities 
Fund raising by returning to the market as early as 
2H’05.    
Neither of these events has been factored into our 
numbers. However, if we were to assume that these 
events occurred in 2H’05, MCK would be trading on 
12.6X FY’05 and 10.8x FY’06.  
MCK is highly leveraged to growth in funds under 
management given its relatively fixed cost base and low 
earning base.  
As such, we recommend MCK as a Buy (Speculative) 
and have a $1.03 price target.  

Financial Summary 

Y/e Jun 2003A 2004A 2005F 2006F

Sales Revenue na 4.0 6.5 7.5
EBITA na 0.3 1.2 1.6
NPAT (reported) na -1.2 0.3 0.7
NPAT (adjusted) na 0.4 0.8 1.2
EPS (adjusted) na 2.5 4.0 6.5
EPS growth  na na 60% 60%
DPS na 0.0 0.8 1.8
Dividend Yield (%) na 0.0 1.0% 2.4%

 

Valuation Summary 

Y/e Jun 2003A 2004A 2005F 2006F

PE (x) na 30.5 19.0 11.9
Enterprise Val ($m) na 24.5 18.5 18.5
EV / Sales (x) na 6.1 2.9 2.5
EV / EBITDA (x) na 70.9 14.2 10.3
EV / EBIT  (x) na -19.6 26.2 16.3

 

Ratio Analysis 

Y/e Jun 2003A 2004A 2005F 2006F 

Net Gearing na 72% Net Cash Net Cash 
NTA per Share ($) na -0.02 -0.03 -0.03 
EBITDA Margin na 8.6% 20.2% 24.1% 
EBIT Margin na -31.1% 10.9% 15.2% 
Interest Cover (x) na Net Interest 2.6 10.8 
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1H’05 RESULTS SUMMARY  

MCK’s existing 
recurrent earnings 
base is sufficient to 
exceed its 
operating expenses 

MCK’s 1H’05 adjusted NPAT of $0.13m was slightly below Austock forecasts of $0.27m, and 
an improvement on pcp ($0.79m loss).   

Since its foundation in April 2002, MCK has established the infrastructure to support 
significant growth in its earnings (through growth in funds under management from existing 
funds and new trust launches) at minimal additional cost.   

The funds established to date, including the MCK Industrial Property Trust, MCK Mortgage 
Fund and the MCK Property Securities Fund, have created a recurrent earnings base sufficient 
to exceed the ongoing cost base of the company.  

 

Earnings Table  

 1H©04A 1H©05A % pcp FY©04A FY©05F % pcp 

       
Revenue 0.2 3.0 1303% 4.0 6.5 62% 

       
Operating Expenses -1.0 -2.8 179% -3.7 -5.2 42% 

       
EBITDA -0.8 0.2  0.3 1.3 279% 
Depreciation 0.0 -0.1  -0.1 -0.1  
Amortisation (goodwill) 0.0 -0.3  -1.5 -0.5  

       
EBIT -0.8 -0.1  -1.2 0.7  
Interest 0.0 0.0  -0.2 -0.3  
PBT -0.8 -0.1  -1.5 0.4  

       
Tax 0.0 0.0  0.3 -0.1  
NPAT -0.8 -0.1  -1.2 0.3  
NPAT (adjusted for goodwill) -0.8 0.1  0.4 0.8 112% 

       
EPS Reported -7.8 -0.6  -8.1 1.6  
EPS adjusted -7.8 0.7  2.5 4.0 60% 
 

 

Source: Austock  
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OUTLOOK & VALUATION    

 We expect 2H’05 earnings to show further improvement, primarily driven by the launch of the 
$70m MCK Property Securities Fund (MPS.ASX) and the addition of further property into the 
Industrial Property Trust.    

 Our existing forecasts are for an adjusted NPAT of $0.8m and EPS of 4.0c.  

Trust launches in 
2H’05 and growth 
in FUM in the 
MCK Property 
Securities Fund 
are likely to drive 
earnings  

However, MCK has flagged that it expects to launch at least one new property trust in 2H’05 
(not factored into our numbers). This may include the following:  

�  Healthcare Property Trust (~$30m);  

�  Retail Property Trust (~$50m); and 

�  Office Property Trust (~$50m).  

 Additionally, we believe MCK may look to leverage off the initial success of the MCK 
Property Securities Fund with an additional capital raising, possibly as early as in 2H’05.  

 Our forecasts only factor in an additional $30m per annum in raisings from FY’06 onwards.  

 Whilst the timing and exact size of the trust launches and growth in funds under management 
are difficult to forecast, MCK is highly leveraged to any additional growth in funds under 
management given its relatively fixed cost base and low earnings base.  

Buy and $1.03 
price target 

We have a Speculative Buy recommendation and price target of $1.03.  

Our price target is based around the assumed launch of one property trust ($40m) in FY’06, 
producing an EPS of 8.3c (which is an additional 1.8c in EPS above our existing forecasts).  

We have then applied a 12.4x multiple (10% discount to the emerging company market 
multiple) to achieve the $1.03 price target.     

 Our Speculative Buy recommendation reflects the early life-cycle phase of the business and 
the current low earnings base.   

Break-up 
valuation $0.62 

On a break-up basis, we value MCK at $11.8m or $0.62 per share. This is based upon:  

�  MCK Mortgage Trust (valued @ $9.9m.)- This assumes that the business can be resold at 
the same value as it was purchased from NAB (based upon 2.9% of FUM); 

�  MCK Industrial Property Trust (valued @ $1.0m) - Assumes the business can be sold at 
3x revenue based on FUM of $72m; and 

�  MCK Property Securities Fund (valued @ $0.9m) - This assumes the business can be 
sold on 3x revenue based on FUM of $70m.  
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RISKS     

 CONTINGENT LIABIL ITY  

 MCK continue to note in their accounts a contingent liability in respect to stamp duty 
potentially payable to the Queensland State Revenue Office. 

 Under some state based legislation, if the largest 20 unitholders hold >75% of the total units in 
a trust, the trust will fail to meet the criteria for being a “public unit trust” , and may be liable to 
pay double stamp duty on property held.  

 As at 30 June 2004, the top 20 shareholders in the MCK Industrial Property Trust held ~80% 
of the units. However, the MCK Industrial Property Trust has since achieved the requisite unit 
holder spread. 

 Whilst a similar liability in respect to stamp duty potentially payable to the Western Australian 
government has been removed (MCK was granted an exemption), the Queensland State 
Revenue Office has not yet granted MCK the required “public unit trust”  status.  

Potential liability 
of $650,000-
$700,000 

The actual contingent liability is in the range of $650,000 to $700,000 (increased from an 
estimate of $500,000 to $600,000 at 30 June 2004).  

MCK has sufficient cash resources to cover any potential liability.  

A resolution to the issue is not expected before October/November 2005.  

  

 UNDERWRITING  

 MCK underwrote a portion of the Industrial Property Trust equity raising. However, 
unexpectedly weak investor appetite at the time of the launch resulted in MCK and joint 
underwriter NM Rothschild & Sons having to fund the equity raising shortfall. 

 Underwriting units held by MCK have since reduced to $2.6m (from $5.1m at time of the 
raising) and are expected to fall to zero before 30 June 2005. 

Risks associated 
with underwriting 
likely to be lower 

Going forward, MCK intends underwriting a smaller portion of future capital raisings, with the 
underwriting exposures expected to be better aligned to the balance sheet capacity of MCK.   

  

 FUTURE GROWTH RATES  

Growth forecasts 
are dependent 
upon availability 
of suitable 
property and 
sufficient investor 
appetite 

The future growth rates in funds under management incorporated in our numbers ($30m per 
annum in the Industrial Property Trust and $30m per annum in the Property Securities Fund) 
and potential future trust launches are dependent upon the following:  

�  The ability to source attractively pr iced property/property secur ities – A shortage of 
investment grade commercial property across the industry has already postponed the 
launch of the Healthcare Property Trust; and  

�  Sufficient investor  appetite – The abundance of Listed Investment Company and 
Managed Investment Scheme product offerings flooding the market currently may impact 
on MCK’s ability to tap the capital markets. However, MCK’s distribution network has 
improved significantly over the past 12 months.  
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MacarthurCook
Price 0.77$   Date

NFPOS 19 m Market Cap $15 m

PROFIT & LOSS ($m) KEY RATIOS

Y/E 30 June 2003A 2004A 2005F 2006F 2007F Y/E 30 June 2003A 2004A 2005F 2006F 2007F

Sales Revenue na 4.0 6.5 7.5 8.3 EBITDA Margin   % na 8.6 20.2 24.1 26.6

EBITDA na 0.3 1.3 1.8 2.2 EBIT Margin  % na -31.1 10.9 15.2 18.7

Depreciation na -0.1 -0.1 -0.2 -0.2 NPAT Margin % na 9.1 11.8 16.4 18.3

Amortisation na -1.5 -0.5 -0.5 -0.5 ROE % na 4.7 9.6 14.7 17.2

Interest Expense na -0.2 -0.3 -0.1 -0.1 ROA % na -7.4 4.4 7.3 10.4

PBT na -1.5 0.4 1.0 1.4 NTA per share $ na (0.02)         (0.03)         (0.03)         0.02           

Income Tax na 0.3 -0.1 -0.3 -0.4 Eff Tax Rate % na -20% -30% -30% -30%

NPAT (reported) na -1.2 0.3 0.7 1.0 Interest Cover x na na 2.6 10.8 14.8

NPAT (adjusted) na 0.4 0.8 1.2 1.5 Net Gearing % na 72% Net Cash Net Cash Net Cash

BALANCE SHEET ($m) VALUATION PARAMETERS

Y/E 30 June 2003A 2004A 2005F 2006F 2007F Y/E 30 June 2003A 2004A 2005F 2006F 2007F

Cash na 0.9            5.9            4.8            4.9            EPS(adjusted) na 2.5            4.0            6.5            8.0             

Intangibiles na 8.2            8.5            8.9            8.4            P/E (adjusted) na 30.5          19.0          11.9          9.6             

PP&E na 0.3            0.3            0.3            0.1            PER Rel (XOI) x na 196% 141% 95% 82%

Debtors & Inventory na 0.7            0.6            0.7            0.8            PER Rel - Industry x na 162% 120% 86% 80%

Investments na 5.9            -            -            -            Enterprise Value $m na 24             19             19             19              

Other assets na 0.8            0.8            0.8            0.8            EV / Sales x na 6.1            2.9            2.5            2.2             

Total Assets na 16.9          16.1          15.5          15.0          EV / EBITDA x na 70.9          14.2          10.3          8.4             

EV / EBIT x na (19.6)         26.2          16.3          11.9           

Borrowings na 6.5            5.5            4.5            3.5            Price / NTA x na (32.5)         (27.5)         (26.5)         32.3           

Trade Creditors na 1.6            1.6            1.6            1.6            DPS c na -            0.8            1.8            2.6             

Other Liabilities na 1.1            1.1            1.1            1.1            Dividend Yield % na -            1.0% 2.4% 3.4%

Total Liabilities na 9.1            8.1            7.1            6.1            Franking % na -            100% 100% 100%

CFPS $ na (0.04)         0.06          0.07          0.08           

NET ASSETS na 7.8            8.0            8.3            8.8            P / CFPS x na (20.8)         13.5          11.3          9.2             

CASHFLOW STATEMENT ($m) Funds Under Management ($m)

Y/E 30 June 2003A 2004A 2005F 2006F 2007F Y/E 30 June 2003A 2004A 2005F 2006F 2007F

Operating EBITDA na 0.3 1.3 1.8 2.2 Mortgage Trust - FUM ($) na 340.0 380.0 400.0 430.0

 + Interest & Tax Paid na -0.2 -0.4 -0.4 -0.5 Property Trusts - FUM ($)

 + Inc in Working Cap. na -0.8 0.2 -0.1 -0.1 Industrial na 65.0 95.0 125.0 155.0

Operating CF na -0.7 1.1 1.3 1.6 Healthcare na 0.0 0.0 0.0 0.0

 - Maintenance Capex na -0.3 0.0 -0.1 0.0 Retail na 0.0 0.0 0.0 0.0

Free Cashflow na -1.0 1.1 1.2 1.6 Office na 0.0 0.0 0.0 0.0

 - Ord & Pref Dividends na 0.0 -0.1 -0.3 -0.5 Property Securities Trust - FUM ($) 0.0 105.0 135.0 165.0

 - Expansion Capex na -5.2 -0.9 -0.9 0.0 Mandates - FUM ($) na 60.0 60.0 60.0 60.0

 - Borrowing Repayment/Other na 13.1 4.9 -1.0 -1.0  

Net Cashflow na 6.8 4.9 -1.1 0.1 Total FUM ($) na 465.0 640.0 720.0 810.0

DIRECTORS GROWTH PROFILE (YoY)

Y/E 30 June 2003A 2004A 2005F 2006F 2007F

Richard Haddock Chairman Phillip Anderson Non-Exec Director Sales revenue ($m) na na 62% 15% 11%

Craig Dunstan MD Hugh Gurner Non-Exec Director EBITDA ($m) na na 279% 37% 23%

Ray De Lucia Non-Exec Director EBIT ($m) na na na 61% 37%

NPAT ($m) na na 112% 60% 24%

EPS (cps) na na 60% 60% 24%

DPS (cps) na na na 135% 41%

20-Feb-05
20-Feb-05Model Update
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AUSTOCK DIRECTORY 

John Wheeler 613 8601 2037  Managing Director    

EQUITIES RESEARCH TEAM  RETAIL SALES 
MELBOURNE    MELBOURNE   

Ryan Whitelegg 613 8601 2045 Director,  Head of Research  Craig Sharpe 613 8601 2023 Head of Retail Sales 

John Burgess 613 8601 2051 Consumer Services  John Axsentieff 613 8601 2042 Senior Client Advisor 

Warren Jeffries 613 8601 2073 Emerging Companies  Marshall Biggins 613 8601 2047 Options Strategist 

Paul Jensz 613 8601 2068 Agribusiness & Science  Peter Cuthbertson 613 8601 2096 Client Advisor 

Brooke McNamee 613 8601 2064 Research Administrator  Nick Fitzsimmons 613 8601 2029 Client Advisor 

Paran Ramakrishnan 613 8601 2004 Analyst  Kate Hanrahan 613 8601 2058 Client Advisor 

Craig Stranger 613 8601 2010 Emerging Companies  Peter Hollick 613 8601 2011 Senior Client Advisor 

    Peter King 613 8601 2002 Client Advisor 

SYDNEY    Phil Konstantinidis 613 8601 2032 Client Advisor 

Tim Gerrard 612 9233 9603 Resources  Elizabeth Lang 613 8601 2018 Client Advisor 

Hunter Hillcoat 612 9233 9604 Resources  Mark Leslie 613 8601 2076  Operator 

Nick Rehak  612 9233 9612  Emerging Companies  Peter Mason 613 8601 2015 Client Advisor 

   Andrew McWilliam 613 8601 2048 Operator 

   Anna Rintoul 613 8601 2022 Dealer’s Assistant 

INSTITUTIONAL SALES  Enzo Salvatore  613 8601 2014 Senior Client Advisor 

SYDNEY    Simon Taylor  613 8601 2069 Client Advisor 

Peter Curtis 612 9233 9605 Director, Head of Institutional Sales  Patrick Trindade 613 8601 2053 Client Advisor 

Wensley Carroll 612 9233 9607 Institutional Research Sales  Richard Wade  613 8601 2021 Client Advisor 

Roderick Clarkson 612 9233 9608 Institutional Research Sales Anthony Zaita 613 8601 2084 Client Advisor 

Todd Hadden 612 9233 9606 Institutional Sales Trading     

Greg Peacock 612 9233 9614 Institutional Research Sales  SYDNEY   

Graeme Philipson 612 9233 9610 Seats Operator  Alan Birkensleigh 612 9233 9625 Head of  Retail Sales 

Stephen Smith 612 9233 9629 Institutional Sales Trading  Craig Northy 612 9233 9609   Fixed Interest Advisor 

Carlee Walpole 612 9233 9602 Dealer’s Assistant  Jane O’Reilly 612 9233 9624 Dealer’s Assistant 

    Adam Schlipalius 612 9233 9616 Client Advisor 

MELBOURNE    Ian Schlipalius 612 9233 9621 Client Advisor 

Tony Smith 613 8601 2041 Institutional Research Sales     

Michael Tinsley 613 8601 2050 Seats Operator     

Chris Walker 613 8601 2038 Institutional Research Sales     

Peter Ward 613 8601 2099 Institutional Research Sales     

Robert Wood 613 8601 2031 Institutional Sales Trading     

AUSTOCK CORPORATE FINANCE LIMITED     

Jonathan Tooth 613 8601 2006 Director, Head of Corporate Finance   

James Andronis 613 8601 2001 Director    

Vin Harink 613 8601 2026 Director    

Kate Hatton 613 8601 2025 Corporate Administrator    

Natino Malvaso 613 8601 2019 Corporate Analyst    

Miron Meydan  613 8601 2077 Associate Director    

Matt Reid 613 8601 2016 Associate Director   

Kate Smith 613 8601 2013 Corporate Assistant   

Steve Wilson 613 8601 2017 Associate Director   

     

Austock Research reports are available on Bloomberg and www.austock.com.au 
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OFFICE LOCATIONS AND DISCLOSURE 

 

MELBOURNE SYDNEY 
Level 1 
350 Collins Street 
Melbourne  VIC  3000 
Telephone:   613 8601 2000 
Facsimile:    613 9600 1138 

Level 29 
20 Bond Street 
Sydney  NSW  2000 
Telephone:   612 9233 9600 
Facsimile:    612 9233 2099 

 
 
 

Recommendation Criteria 

Investment View 

Austock’s Investment View is based on an absolute 1-year total return equal to capital appreciation plus yield. 

 

Strong Buy Buy Hold Lighten Sell 

20% + 20% - 5% 5% - (5%) (5%) - (15%) (15%)+ 

 

A Speculative recommendation is when a company has limited experience from which to derive a fundamental investment view. 

Risk Rating 

Austock Limited has a four tier Risk Rating System consisting of: Very High, High, Medium and Low. The Risk Rating is a subjective 
rating based on: Management Track Record, Forecasting Risk, Industry Risk and Financial Risk including cash flow analysis. 

 

Disclosure of Economic Interests 

The views expressed in this research report accurately reflect the personal views of Nick Rehak about the subject issuer and its 
securities.  No part of the analyst’s compensation was, is or will be directly or indirectly related to any recommendation or view 
expressed in this report. 

In addition, Nick Rehak certifies that none of the following persons holds an economic interest in the securities covered in this report or 
other securities issued by the subject issuer which may influence the report: 
�  the author of this report;  
�  a member of the immediate family of the author of this report ;  
�  Austock Limited; 
�  an associate of Austock Limited within the meaning of the Corporations Act. 
 

Disclaimer/Disclosure 

This publication has been prepared solely for the information of the particular person to whom it was supplied by Austock Limited 
(“Austock”) AFSL 244410.  This publication contains general securities advice.  In preparing the advice, Austock has not taken into 
account the investment objectives, financial situation and particular needs of any particular person.  Before making an investment 
decision on the basis of this advice, you need to consider, with or without the assistance of a securities adviser, whether the advice in 
this publication is appropriate in light of your particular investment needs, objectives and financial situation.  Austock and its associates 
within the meaning of the Corporations Act may hold securities in the companies referred to in this publication.  Austock believes that 
the advice and information herein is accurate and reliable, but no warranties of accuracy, reliability or completeness are given (except 
insofar as liability under any statute cannot be excluded). No responsibility for any errors or omissions or any negligence is accepted by 
Austock or any of its directors, employees or agents.   This publication must not to be distributed to retail investors outside of Australia. 
 

Disclosure of Corporate Involvement 

Austock Limited has in the previous 12 months been involved in a publicly-announced transaction involving the payment of a fee to 
Austock Limited by the corporate issuer described in this report. 

 

  
 


