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HOL D (no change)

Current price: A$2.30
Target price: A A$2.15
Previous target: A$2.06
Up/downside: -6.4%
Reuters: NAN.AX
Bloomberg: NAN AU
Market cap: US$502.7m
A$680.6m

Average daily turnover: US$1.70m
A$2.25m

Current shares o/s 283.0m
Free float: 52.0%

Key changes in this note
FY16F revenue no changes.
FY16F EPS no changes.
FY16F ROE no changes.
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Price performance 1M 3M 12M
Absolute (%) 0.4 10.6 45.1
Relative (%) 4.7 10.7 52.8

Scott POWER

T (61) 7 3334 4884

E scott.power@morgans.com.au
Dr Derek JELLINEK

T (61) 2 9043 7904

E derek.jellinek@morgans.com.au

IN ALLIANCE WITH

Morgans mcime

Nanosonics

New guidelines in UK to follow

m The next key catalyst is the expected release of the UK guidelines for ultrasound
probe decontamination. Wales and Scotland have already released guidelines.

Strong 3Q results are a good indicator for growth into FY17 and FY18.
No changes to forecasts.

Price target moved up modestly.

Hold recommendation maintained, although looking for reasons to upgrade.

Scotland guidelines in place — UK next

Health Protection Scotland and Health Facilities Scotland recently released ultrasound
probe decontamination guidelines. These guidelines follow a national survey performed
on current decontamination practices. It concluded that “there is ongoing risk to patient
safety with regard to decontamination of semi-invasive ultrasound probes”. NAN'’s
trophon EPR® meets a full range of criteria outlined in the guidelines. Wales has
previously issued similar guidelines and positive market share gains have been noted by
management. The UK is expected to release similar guidelines shortly and we expect
this will be positive for the share price.

Strong 3Q result and no changes to forecasts

At this stage, we have made no changes to our FY16, FY17 and FY18 forecasts. We
note that NAN posted a strong 3Q sales result of A$12.3m, up 33% on the pcp. The
installed base grew by 1,000 units to over 7,700 trophon EPR® units. NAN finished the
quarter in a strong cash position of A$44.2m. We currently sit at the lower end of
consensus forecasts (Factset) for FY16, which currently sit at sales of A$38.3m and a
net loss of A$2.1m.

Investment view - positive outlook although Hold maintained
Although we have made no changes to our forecasts, our DCF-based valuation and
price target have increased modestly to A$2.15 (from A$2.06) reflecting a roll forward in
our model. The risk key to our target price is a slower-than-expected US sales ramp. We
maintain a Hold recommendation, but would revisit our view on share price weakness.

Financial Summary Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Revenue (A$m) 21.49 22.20 34.14 45.49 60.43
Operating EBITDA (A$m) -1.85 -4.73 -3.66 2.74 11.57
Net Profit (A$m) -2.62 -5.47 -3.36 3.20 12.09
Normalised EPS (A$) (0.010) (0.019) (0.012) 0.011 0.043
Normalised EPS Growth (54%) 95% (39%) 277%
FD Normalised P/E (x) NA NA NA 203.2 53.9
DPS (A$) - - - - -

Dividend Yield 0% 0% 0% 0% 0%
EV/EBITDA (X) NA NA NA 223.1 52.0
P/FCFE (x) NA NA 900.6 417.0 66.0
Net Gearing (74.3%) (82.8%) (91.3%) (88.3%) (86.9%)
P/BV (x) 21.27 14.57 15.76 14.62 11.50
ROE (12.6%) (16.9%) (7.8%) 7.5% 23.9%
% Change In Normalised EPS Estimates 0% 0% 0%
Normalised EPS/consensus EPS (x) 1.69 0.49 0.67

IMPORTANT DISCLOSURES REGARDING COMPANIES THAT ARE THE SUBJECT OF THIS REPORT AND AN EXPLANATION OF RECOMMENDATIONS
CAN BE FOUND AT THE END OF THIS DOCUMENT. MORGANS FINANCIAL LIMITED (ABN 49 010 669 726) AFSL 235410 - A PARTICIPANT OF ASX GROUP
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Figure 1: Financial summaries

Profit and loss Jun-14A  Jun-15A Jun-16F Jun-17F Jun-18F Valuation details Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Revenue 21.5 22.2 34.1 455 60.4 Share Price $2.30 Market Cap  A$651.0m
COGS 7.0 8.8 12.0 13.5 15.4 Price Target $2.15
Total Operating Costs 16.3 20.5 28.1 31.6 35.9 Total shareholder return -6.4% WACC 9.9%
EBITDA -1.8 -4.7 -3.7 2.7 11.6
Depreciation -1.0 -1.1 -0.8 -0.9 -0.9
Amortisation & impairments 0.0 0.0 0.0 0.0 0.0
EBIT -2.8 -5.8 -4.5 1.9 10.7
Net Interest Income 0.2 0.3 1.1 1.3 1.4
Pre-tax Profit -2.6 5.5 -3.4 3.2 12.1
Tax 0.0 0.0 0.0 0.0 0.0
Reported Profit -2.6 -5.5 -3.4 3.2 12.1
Exceptional items 0.0 0.0 0.0 0.0 0.0
Normalised Profit -2.6 -5.5 -3.4 3.2 12.1
Gross dividends 0.0 0.0 0.0 0.0 0.0
Cash flow statement Jun-14A  Jun-15A Jun-16F Jun-17F Jun-18F Key metrics/ multiples Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
EBITDA -1.8 -4.7 -3.7 2.7 11.6 P/E -231.9 -119.1 -193.9 203.2 53.9
Net interest 0.2 0.3 1.1 1.3 1.4 Yield 0.0% 0.0% 0.0% 0.0% 0.0%
Tax 0.0 0.0 0.0 0.0 0.0 PEG -4.3 1.3 -5.0 1.0 0.2
Changes in working capital -1.0 -0.4 4.4 -1.6 -2.1 EV/EBITDA -317.4 -129.9 -167.6 223.1 52.0
Operating cash flow -2.6 -4.8 1.9 2.5 10.8 Price/ Book Value 21.3 14.6 15.8 14.6 11.5
Capex -0.5 -2.1 -1.2 -0.9 -1.0 Price/ Net Tangible Assets 21.3 14.6 15.8 14.7 11.5
Free Cash Flow -3.1 -6.9 0.7 1.6 9.9
Acquisitions and divestments 0.0 -0.2 0.0 0.0 0.0 Operating cash flow yield -0.4% -0.7% 0.3% 0.4% 1.7%
Other Investing cash flow 3.1 6.9 -0.7 -1.6 -9.9 Free cash flow yield -0.5% -1.1% 0.1% 0.2% 1.5%
Investing cash flows -0.5 -2.3 -1.2 -0.9 -1.0
Increase / decrease in Equity 0.3 28.6 0.0 0.0 0.0 Per share data Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Increase / decrease in Debt 0.0 0.0 0.0 0.0 0.0 Diluted shares on issue 263.8 283.0 283.0 283.0 283.0
Dividends paid 0.0 0.0 0.0 0.0 0.0 Reported EPS (A$) -0.01 -0.02 -0.01 0.01 0.04
Other financing cash flows 0.0 0.0 0.0 0.0 0.0 Normalised EPS (A$) -0.01 -0.02 -0.01 0.01 0.04
Financing cash flows 0.3 28.6 0.0 0.0 0.0 Dividends per share (A$) 0.00 0.00 0.00 0.00 0.00
Payout ratio 0.0% 0.0% 0.0% 0.0% 0.0%
Balance Sheet Jun-14A  Jun-15A Jun-16F Jun-17F Jun-18F
Assets Result quality Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Cash And Deposits 21.2 45.7 46.4 48.0 57.9 Cash flow conversion 151.6% 108.6% -20.8% 41.6% 81.5%
Debtors 5.7 3.9 4.7 6.2 8.3 FCF vs. NPAT 117.4% 127.0% -21.5% 48.7% 81.7%
Inventory 4.2 6.2 14 1.8 2.4 Gross dividends vs FCF 0.0% 0.0% 0.0% 0.0% 0.0%
Other current assets 0.4 0.6 0.6 0.6 0.6
Total Current Assets 31.6 56.4 53.1 56.7 69.2 Gearing Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Fixed Assets 1.8 3.6 3.9 3.9 4.0 Net Debt -21.21 -37.01 -37.74 -39.30 -49.17
Investments 0.0 0.0 0.0 0.0 0.0 Net Debt / Equity -74.3% -82.8% -91.3% -88.3% -86.9%
Goodwill 0.0 0.0 0.0 0.0 0.0 Net Debt / EBITDA (x) 11.50 7.83 10.31 -14.33 -4.25
Intangibles 0.0 0.2 0.2 0.2 0.2 EBIT interest cover (x) -16.40 -17.55 -3.97 1.40 7.65
Other non-current assets 0.1 0.2 0.2 0.2 0.2 Invested Capital 6.4 7.3 8.0 3.6 5.3
Total Non-Current Assets 1.9 3.9 4.3 4.3 4.4 Enterprise Value 585.6 614.0 613.3 611.7 601.8
TOTAL ASSETS 33.5 60.4 57.4 61.0 73.6
Growth ratios Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
Liabilities Revenue 44.3% 3.3% 53.8% 33.3% 32.8%
Short Term Debt 0.0 8.7 3.5 3.5 3.5 Operating costs 25.3% 37.3% 12.5% 13.6%
Creditors 3.0 2.7 3.1 35 4.0 EBITDA 65.6% -156.2% 22.6% 174.9% 322.1%
Other current liabilities 1.7 4.3 4.3 4.3 4.3 EBIT 55.0% -105.3% 22.5% -141.6% 471.8%
Total Current Liabilities 4.7 15.7 10.8 11.3 11.8 NPAT 53.7% -108.8% 38.6% 195.4% 277.2%
Long Term Debt 0.0 0.0 5.2 52 5.2 EPS growth 54.0% -94.6% 38.6% 195.4% 277.2%
Other Debt (inc hybrids) 0.0 0.0 0.0 0.0 0.0 DPS growth 0.0% 0.0% 0.0% 0.0% 0.0%
Other Non curren liabilities 0.0 0.0 0.0 0.0 0.0 Operating cash flow 42.4% -85.4% 139.4% -30.8%  337.6%
Total Non -Current liabilities 0.0 0.0 5.2 5.2 5.2
TOTAL LIABILITIES 5.0 15.7 16.1 16.5 17.0 Margin analysis Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
EBITDA Margin -8.6% -21.3% -10.7% 6.0% 19.2%
Equity EBIT margin -13.1% -26.1% -13.2% 4.1% 17.7%
Issued capital 3.7 51 51 51 51 NPAT margin -12.2% -24.6% -9.8% 7.0% 20.0%
Retained earnings -58.0 -63.5 -63.5 -63.5 -63.5 ROE -9.2% -12.2% -8.1% 7.2% 21.3%
Other reserves and FX 82.9 103.1 99.7 102.9 115.0 ROIC -44.3% -79.8% -56.1% 51.6% 201.7%
TOTAL EQUITY 28.5 44.7 41.3 44.5 56.6 ROE less WACC -19.1% -22.2% -18.1% -2.7% 11.4%
TOTAL EQUITY + LIABLILITY 33.5 60.4 57.4 61.0 73.6 ROIC less WACC -54.2% -89.7% -66.0% 41.7% 191.7%
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Disclaimer

The information contained in this report is provided to you by Morgans Financial Limited as general advice only, and is made without consideration of an
individual's relevant personal circumstances. Morgans Financial Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees,
authorised representatives and agents (“Morgans”) do not accept any liability for any loss or damage arising from or in connection with any action taken or not
taken on the basis of information contained in this report, or for any errors or omissions contained within. It is recommended that any persons who wish to act
upon this report consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own risk.

This report was prepared as private communication to clients of Morgans and is not intended for public circulation, publication or for use by any third party. The
contents of this report may not be reproduced in whole or in part without the prior written consent of Morgans. While this report is based on information from
sources which Morgans believes are reliable, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at this
date and are subject to change. Morgans is under no obligation to provide revised assessments in the event of changed circumstances. This report does not
constitute an offer or invitation to purchase any securities and should not be relied upon in connection with any contract or commitment whatsoever

Disclosure of interest

Morgans may from time to time hold an interest in any security referred to in this report and may, as principal or agent, sell such interests. Morgans may previously
have acted as manager or co-manager of a public offering of any such securities. Morgans affiliates may provide or have provided banking services or corporate
finance to the companies referred to in the report. The knowledge of affiliates concerning such services may not be reflected in this report. Morgans advises that it
may earn brokerage, commissions, fees or other benefits and advantages, direct or indirect, in connection with the making of a recommendation or a dealing by a
client in these securities. Some or all of Morgans Authorised Representatives may be remunerated wholly or partly by way of commission.

Regulatory disclosures
Analyst owns shares in the following mentioned company(ies): -

Recommendation structure
For a full explanation of the recommendation structure, refer to our website at http://www.morgans.com.au/research disclaimer

Research team
For analyst qualifications and experience, refer to our website at http://www.morgans.com.au/research-and-markets/our-research-team

Stocks under coverage

For a full list of stocks under coverage, refer to our website at
http://www.morgans.com.au/research-and-markets/company-analysis/ASX100-Companies-under-coverage and
http://www.morgans.com.au/research-and-markets/company-analysis/EX-100-Companies-under-coverage

Stock selection process
For an overview on the stock selection process, refer to our website at http://www.morgans.com.au/research-and-markets/company-analysis

www.morgans.com.au

If you no longer wish to receive Morgans publications please contact your local Morgans branch or write to GPO Box 202 Brisbane QLD 4001 and include your
account details.
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