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Fat Prophets take some profits

Leading VolIP (voice over internet protocol)_provider, MNF Group (ASX.MNF)_has released full year results,

with another year of strong_organic top-line growth with revenues rising_15% to $220.7 million. Earnings

before interest, tax, depreciation, and amortisation rose by a more modest 3% to $24.6 million, due to a one-

off investment into the Pennytel brand launch of $2.3 million.

Net profit after tax fell 1.7% to $11.9 million. This has disappointed the market, with the shares losing_around

18% on the day of the announcement. We issued a mid-week alert on the same day recommending that

Members hold the shares as we viewed the reaction as excessive. The shares have since recovered some
ground and sit around 11% below the pre-results’ announcement levels. After further consideration we
believe it is prudent to take some profits at this juncture.

We recommend Members sell half their holdings in MNF Group. This represents a gain of around 325%
on our original buy recommendation (excluding dividends). We will retain a holding in MNF Group for longer

term exposure.
Full year results

MNF has been priced for growth for some time, and has over the years delivered on the promise, in spades.

The full year result was a solid one in our view, but clearly not strong enough given the valuation metrics. We
are therefore wary that there may be some ‘recalibration’ by the market in the months ahead, particularly with

the shares still trading on around 32 times FY19 earnings.

At the top line the result was a good one, with FY18 revenues rising 15% to $220.7 million. Earnings before
interest, tax, depreciation, and amortisation rose by a more modest 3% to $24.6 million, due to a one-off
investment into the Pennytel brand launch of $2.3 million. This resulted in a final net profit after tax falling 2%
to $11.9 million. The company increased the full year dividend by 1% to 8.35 cents per share fully franked,
being a 51% pay-out ratio._ Earnings per share declined 6% to 16.25 cents, with some dilutionary impact

following the 2017 share placement and SPP.



Result FY17 FY18 Change EBITDA ($M)

Revenue 5191.8m 5220.7m +15%
Gross Margin 558.6m 569.0m +18%
EBITDA 523.9m 524.6m +3% 17.8
NPAT 512.1m 511.9m 2%
Dividend 8.25¢cps B.35¢cps +1% H i
EPS 17.32cps 16.25¢cps b%
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Source: Company results announcement

While investors were expecting_more upward action on the bottom line, underlying_margins were still strong.
The ‘gross margin’ (GM) rose 18% to $69.0 million. The company did however note that GM was slightly
below expectations due to volatility in Global Wholesale revenues in H2.

The performance was nonetheless underpinned by strong growth across all segments. The company’s
domestic retail business saw GM gain 15%, driven by strong demand from Enterprise and Government, as

well as SME customers. The unit also enjoyed a full year’s contribution from the acquired CCI business.

Management expects further growth at the retail business as new technology continues to ‘disrupt voice

communications’ and following the roll-out of the NBN. The company notes that the CCL acquisition is

performing well with H2 margins up 10% while the Pennytel relaunch is yet to have a meaningful impact.
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Source: Company results announcement

MNF’s Domestic Wholesale segment performed well with GM up 15% as well. The unit now has 300
wholesale customers, and around three quarters of GM are of a recurring nature. The total number of
numbers hosted on the company’s Symbio network now stands at some 3.2 million.



In Global Wholesale, GM rose 17%, but with growth softening in the second half. Recurring margins stand at
42% but management expect this to increase in FY19. The company is seeing rising volumes on the back of
increased capacity in Hong Kong and London. Overall, MNF estimates its market share is 2.7% of global

volumes, with scope to increase this.

Looking_at the balance sheet the picture is also very strong, with the company having_no net debt at 30t

June 2018. Cash balances stood at $18.9 million, with $8 million of planned capex for FY19. Management

also openly talked about the prospect of further acquisitions to drive growth. We have full confidence in the
ability of management to select and integrate new targets, having_done so very capably over the years, and

in so doing_driven shareholder value. The company has of course already this year acquired Superinternet

Group in Singapore, which will provide a platform for further expansion in Asia.

Turning to the charts, and the technical picture has weakened. On the daily chart, prices have entered a
corrective phase of the overall technical cycle after printing a high of $6.90 earlier in the year, as marked by
the horizontal red line. On the plus side, after giving way, support has been reclaimed at the $4.89 region.

Dynamic resistance at the 50-day moving average (red line) at $5.32 has however failed to hold.
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With reference to the monthly chart, structural support was recently breached at the $5.03 region as shown
by the horizontal blue dashed-line. In the grand scheme of things, a solid long-term uptrend remains intact as
evident from the series of higher lows and higher highs since 2012. This however will need to be watched.
Withstanding this, the probability exists for a retest and an eventual challenge of the February intra-month all-
time high of $6.90 as illustrated by the horizontal red line, is likely at some point.



MMNF Group Limited - MMNF (A5X) - 1 Month Candle5tick Chart - AUD

} 6.900
- 6.00
b -em
[ 5.030
4,100
- 4.00
- 3.00
Fat Prophets - 200
initial buy at |
$1.22 T [
} *$0.333 dividends paid since initial buy L
of &
n'i’n
. -2 PO _u'u
2010 2012 2014 2016 2018 0.088. xr g

Summary

Leading VoIP provider, MNF Group has released full year results, with another year of strong organic top-line
growth with revenues rising 15% to $220.7 million. Net profit after tax fell 1.7% to $11.9 million which has
disappointed the market.

The shares have regained some ground from their post announcement lows, but we believe it is prudent to
take some profits at this juncture. MNF has been priced for growth for some time, and has over the years
delivered on the promise, in spades. The full year result was a solid one in our view, but clearly not strong
enough given the valuation metrics. We are therefore wary that there may be some ‘recalibration’ by the
market in the months ahead, particularly with the shares still trading on around 32 times FY19 earnings. This

is also consistent with a weaker technical picture emerging.

We recommend Members sell half their holdings in MNF Group. This represents a gain of around 325%

on our original buy recommendation. We will retain a holding in MNF Group for longer term exposure.

Disclosure: MNF Group is held in the Concentrated Australian Share and Small/Mid-Cap managed account
portfolios.

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, FedEXx, 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 MNF

MNF Group
Latest Closing Price: $5.18

MNF Group Limited is an Australia-based provider of Internet protocol (IP)-based voice-over-Internet protocol (VolP), data and
video services, as well as enhanced service applications to residential and business enterprise customers. As of June 2012, the
Company had over 97,000 customers across all parts of Australia, New Zealand and Asia. The Company’s services include short
message service (SMS) and audio conferencing with e-mail fax, virtual public branch exchange (PBX), naked assymmetrical digital
subscriber line 2+ (ADSL2+), session initiation protocol (SIP) trunking, multi-line VolP and mobile VolP. The Company, together
with its subsidiaries, primarily derives its revenue from fees and call charges from residential and enterprise customers, as well as

from sales of customer premises equipment.

Market Capitalisation:$378.75m

FY1 FY2
Price to Earnings 32.0 211
Dividend Yield (%) 1.6 -
Price to Book 5.0 4.7
Return on Equity (%) 16.4 20.4
EV/EBITDA 14.7 11.8
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