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Fat Prophets take some profits
Shares of Funeral services provider, InvoCare (ASX, IVC) sold off yesterday despite posting solid double-
digit growth in operating earnings per share and boosting its dividend. We continue to like several

characteristics of the Invocare investment proposition. However, the deterioration in the technical picture at

the same time the company has advanced profits indicate it is getting_increasingly difficult to meet investor’s

expectations. Given strong_gains since our initial buy recommendation we believe it is time to take part

profits.

InvoCare’s business has defensive characteristics that are attractive to investors, especially during periods of
volatility. Due to the nature of demand for its services, the company has a resilient revenue profile and good
cash flow generation. It has supplemented its solid core business with acquisitions, a transformational one of
which was the purchase of Bledisloe’s Australian and New Zealand operations for an enterprise value of
more than $100 million.

At the time of its 2017 results announcement, management warned operating_earnings per share were likely

to be flat in the 2018 financial year as the company _continues to reinvest back into the business. Given a still

relatively lofty valuation, the weaker technical picture and already solid capital appreciation and dividends
since our initial buy recommendation, we believe it is time to take part profits. We recommend Members sell-

half their Invocare holding around current levels.

FY17 snapshot

Normalised group sales in 2017 increased $8.4 million, or 1.8% to $470.8 million, driven by a combination of
higher average funeral contract sales and more memorialisation sales in the cemeteries and crematoria

business.

Overall, the number of deaths in Invocare’s core markets increased by approximately 1.7% compared to
2016 and the company’s market share attrition slowed in the second half of the year. In 2H17 market share

was down 90 basis points on a rolling_12-month basis, against a decline of 130 basis points on a rolling_12-

1LY

month basis as at June 2017. That was despite some branding and optimisation work across the network

that saw some sites off-line for refurbishment. Invocare’s funeral case average (average price per funeral)

increased 3.1%, exceeding inflation.

Reported group operating_earnings before interest, tax, depreciation and amortisation (EBITDA)_increased

7.8%,_or about $9.0 million year-on-year to $124.3 million. The EBITDA margin improved roughly 1.5

percentage points t0 26.4%.
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The improved EBITDA margin reflected operating leverage and cost containment, which offset the
slight erosion in market share. In local currencies, Australia and New Zealand posted strong EBITDA growth,
while Singapore recorded a decline due to the temporary closure of parlours in 4Q17.

Improvement in the group EBITDA margin occurred in both halves of the year. Group operating expenses of
$349.6 million in FY17 represented a $1.1 million, or 0.3% decrease from a year earlier. Invocare maintained
a strong cash conversion rate of 91%, flat with 2016.

Group operating_earnings after tax increased $6.1 million, or 10.6% year-on-year, to $63.5 million. The

improvement was driven by the higher EBITDA and lower financing costs offsetting the impact of a slightly
higher effective tax rate.

Consolidated net profit after tax (NPAT) attributable to ordinary equity holders surged 37.3% year-on-year to
$97.4 million in FY17. The jump in NPAT was driven by a $39 million jump year-on-year in the net gain on
undelivered prepaid contracts. Appreciation in the value of property investments held by the Guardian Trust

funds, along with gains made on the sale of a commercial property were the primary drivers.

Consolidated Business m FY 2017 variance to 2016

'm #'m m
Sales revenue % 462 5 _ $470.9 $84 |E
Other revenue $35 _ $30 ($05) (14.2%)
Operating expenses (% 350.7) ~ ($349.6) $1.1 0.3%
Operating EBITDA $ 1153 $124.3 $90 18%
Margin on sales 24.9% 26.4% - 1.5 ppls
Operating earnings after tax $574 $63.5 $6.1 10.6%
Net Profit $709 |  $974 | 8265 | 37.3%)
(after tax & non controlling interest)
Operating eamnings per share 524c 579 c 55¢c 10.5%
Basic eamings per share 64.7c 888 c 241¢c 37 2%
Dividend per share 425¢ 46.0 ¢ 35¢ 8.2%

Source: Invocare

Reported NPAT equated to earnings per diluted share of 64.6 cents, up 36.2% from FY16. InvoCare declared
a fully franked final dividend of 27.5 cents per share taking the total ordinary dividend of 46.0 cents for the full
year, representing an 8.2% increase from FY16.

InvoCare has been expanding._its prepaid funeral operations. These benefit the company by locking_ in

customers and expanding funds under management (FUM). At the end of the year, prepaid contract funds

under management (FUM) had swelled 15.4% to $545.8 million. Mark to market changes can result in
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significant volatility in InvoCare’s statutory reported profit. Prepaid contracts sold exceeded redemptions by
about 11%.

Consolidated Business FY 2016 FY 2017

&m &'m im %
P&L impacts of undelivered contracts:
FUMEamings $04 | 185
Service delvery liabilty incresse ($163) ($102)

Net pre-tax gain / (Joss) on undelivered contracts $229 C§633 0 sd4 Team

Total Funds under Management V4131 | §548 i ...

L1 . SRR WO | ..\ |
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“incshdfedimerest o B0 | 80

Funds Under Management are held in trust and independently managed

Source: Invocare
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INVOCARE LTD - IVC (ASX]) - 1 Day CandleStick Chart - AUD - Daily Layout
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Turning to technical picture and on the daily chart a zone of support is evident between $13.61 and $13.92,
should downside pressure mount over the near term. This is made up of the August 2017 low (horizontal
solid-blue line) and the February intra-month low (horizontal thin-blue line) respectively. For the short-term

technical landscape to improve, a sustained break above the 50-day moving average (red line) of $15.74 is

required. If this favourable scenario was to unfold, then momentum would be confirmed to have rotated north,

and thus increase the probability of an eventual test of overhead resistance situated at the November 2017
high of $18.15 as marked by the horizontal red line.
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INVOCARE LTD - IWC (ASK]) - 1 Month CandleStick Chart - AUD - Monthly Layout
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Regarding the monthly chart, prices have closed (on a monthly-basis) above the 78.6% Fibonacci
retracement of $13.38 in July 2016. This is a bullish development and has activated three additional longer-
term upside targets. The initial target of $15.18 being the 127.2% Fibonacci extension has since been
achieved, along with the 161.8% Fibonacci extension of $16.46. Overall, this now leaves the 261.8%
Fibonacci extension of $20.16 as the next broader term focal point of resistance. Despite the recent set back
in share price, long-term momentum remains favoured to the upside, as evident from the series of higher
lows (i.e. troughs) and higher highs (i.e. peaks), which are characteristics of a dominant broader term uptrend
in place.

Summary

InvoCare’s business has defensive characteristics that are attractive to investors, especially during periods of
volatility. Due to the nature of demand for its services, the company has a resilient revenue profile and good
cash flow generation.

However, at the time of its 2017 results announcement management warned operating_earnings per share

were likely to be flat in the 2018 financial year. Given a still relatively lofty valuation, the weaker technical

picture and already solid capital appreciation and dividends since our initial buy recommendation, we see
limited scope for multiple expansion and believe it is time to take part profits.

Invocare shares are trading on 24.8 times FY18 earnings, falling to 23.0 times the following year, while the
projected yield over the same time frame expands from 3.4% to 3.6%.

Accordingly, we recommend Members sell-half their InvoCare holding around current prices.
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DISCLAIMER

Fat Prophets has made every effort to ensure the reliability of the views and recommendations expressed in the reports published on its websites. Fat
Prophets research is based upon information known to us or which was obtained from sources which we believed to be reliable and accurate at time of
publication. However, like the markets, we are not perfect. This report is prepared for general information only, and as such, the specific needs,
investment objectives or financial situation of any particular user have not been taken into consideration. Individuals should therefore discuss, with their
financial planner or advisor, the merits of each recommendation for their own specific circumstances and realise that not all investments will be
appropriate for all subscribers. To the extent permitted by law, Fat Prophets and its employees, agents and authorised representatives exclude all liability
for any loss or damage (including indirect, special or consequential loss or damage) arising from the use of, or reliance on, any information within the
report whether or not caused by any negligent act or omission. If the law prohibits the exclusion of such liability, Fat Prophets hereby limits its liability, to
the extent permitted by law, to the resupply of the said information or the cost of the said resupply. As at the date at the top of this page, Directors and/or
associates of the Fat Prophets Group of Companies currently hold positions in: ASX-listed Australian stocks: ASX-listed Australian stocks: AAC, AAD,
AGO, AJA, AMP, ANZ, APA, APG, AVG, BCI, BHP, BKN, BOQ, BRL, BRU, BTR, BWP, CBA, CCL, CDD, CFE, CGL, CKF, CNQ, CVO, CWN, DLS, DNX,
DUE, ELD, ENV, EVN, FID, FMG, FXJ, GJT, GMG, GNS, GOR, GPT, GXL, HUB, IAU, IFL, ILU, IMF, JHX, MFG, MGR, MML, MMS, MND, MNF, MPL,
MTR, MTU, NAB, NCM, NMG, NUF, OBS, ORE, OSH, OVH, POS, PPS, PRG, PRT, PXG, QAN,QBE, RIO, RXL, RRS, S32,SDG, SFR, SGP, SIV, SLR,
SPK, STO, SUN, SYD, TAM, TEN, TLS, TME, TTN, WBC, WFD, WES, WHC, WOW, WPL, WSA. International stocks 3i Group, Acacia Mining, Amec
Foster Wheeler, Anglo American, Archipelago Resources, Arian Silver Corp, Aviva, Avocet Mining, Bank of China, Barratt Developments, BMW, Berkeley
Energy, BG Group, BOLSAS Y MERCADOS ESPANOLES,SOCIEDAD, Bovis Homes, BP, Braemar Shipping Group, British American Tobacco, BT
Group, Cairn Energy, Centamin Egypt, China Life Insurance, China Mobile, China Overseas, China Taiping, China Vanke, Country Garden, Daejan
Holdings, Development Securities, Dragon, Enquest, Esure, Euronext, FedEx, Fresnillo, Ibiden, Infosys, Glaxosmithkline, Glencore International,
Goldbridges Global Resources, Google (Alphabet), Grainger, Gulf Keystone Petroleum, Highland Gold Mining, HSBC,ICICI Bank, Ironveld, iShares
Physical Metals, J Sainsbury, JKX Oil & Gas, John Wood Group, Kazakhmys, Legal & General, Lloyds, Low and Bonar, Market Vectors Junior Gold
Miners, Market Vectors Oil Services, Market Vectors Vietnam, Marstons, Medusa Mining, Mitchells & Butlers, Mitsubishi Tokyo Financial, Mitsubishi UFJ,
National Grid, Nippon Telegraph and Telephone, Panasonic, Paragon Group of Companies, Petra Diamonds, Petrofac, Petropavlovsk, PICC Property &
Casualty, PPHE Hotel Group, Randgold Resources, Rank Group, Reckitt Benckiser, Royal Dutch Shell, Solgold, Sony Corporation, Standard Chartered,
STV Group, Sylvania Platinum, Tata Motors, Tencent, Tertiary Minerals, Teva Pharamaceutical, Toyota Motor, Tullow Qil, Unilever, Vedanta Resources,
Vodafone, Walt Disney, Zillow.

Snapshot IVC

InvoCare

Latest Closing Price: $14.28

Reuters: InvoCare Limited is an Australia-based company. The Company is a provider of services to the funeral industry in
Australia and Singapore. The subsidiaries of the Company include Dignity Pre-Arranged Funerals, Memorial Guardian Plan, Pine
Grove Forest Lawn Funeral Benefit Company, The Australian Cremation Society, Metropolitan Burial and Cremation Society
Funeral Contribution Fund, Labor Funerals Contribution Fund, Purslowe Custodians, Beresfield Funerals, Restbind, D & J

Drysdale, Liberty Funeralsand InvoCare (Singapore).

Market Capitalisation:$1.56B

FY1 FY2
Price to Earnings 24.8 23.0
Dividend Yield (%) 3.4 3.6
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