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Company Research 

Company: Sonic Healthcare  Sonic Healthcare (SHL) is one of the world’s leading providers of medical 
diagnostic services. SHL provides specialised pathology/clinical laboratory 
and diagnostic imaging services to clinicians (GPs and specialists), hospitals, 
community health services, and their patients. Sonic is the world’s third 
largest provider of pathology/clinical laboratory services. Employing 
approximately 35,000 people, Sonic enjoys strong positions in the 
laboratory markets of eight countries, being the largest private operator in 
Australia, Germany, Switzerland and the UK, the second largest in Belgium 
and New Zealand and within the top three in the USA. In addition, Sonic is 
the largest operator of medical centres and the largest occupational health 
provider in Australia, and the second largest participant in the Australian 
diagnostic imaging market.  
 

ASX code: SHL.AX  

Share price: 28.88  

Market cap ($bn): 
 

13.6  

Market weight: 0.6%  

GICS sector: Health Care  

GICS industry: Health Care Equipment 
& Services 

 

Report Issued: 28 August 2019 

Quality, Value and Momentum (QVM) Factor Analysis  

In Bluebird’s experience, to be a successful investor you need to invest in quality companies that offer value. We add one more factor, 
momentum, because we like to ‘get on at the station’ rather than ‘standing in front of the train and hoping it will stop in front of us’. What 
we don’t want are quality companies that are expensive or poor-quality companies that are cheap. This is EXACTLY where most investors 
go wrong. All our focus is on assessing each company for Quality, Value and Momentum. Those that get a tick (✓) in each box are the ‘little 
gems’ of the market and become candidates for the Bluebird portfolios.  

Quality 
 

Bluebird assesses each company across 9 quality factors with a total score of 70% 

or above required to meet our definition of quality.  

SHL’s total quality score is 75.1%, which means it is a quality company. It ranks 6th 

within its sector and 44th in the ASX 200. See page 2 for details. 

 

✓  

Score 75.1%  

Sector rank 6/16  

ASX 200 rank 44/200  

Quartile rank 1st quartile  

 

Value 
 

To determine value, a stock must deliver an expected return that exceeds its 

minimum required return.  The expected return is the sum of a future dividends 

and capital growth, over a 10-year holding period, divided over the entry price 

and expressed as an Internal Rate of Return (IRR). 

At the current share price, the stock offers an IRR of 9.1%, which is above its 

required return of 8.5%. The stock offers value up to $30.00, where IRR = 

Required Return. See page 4 for details. 

✓  

Required Return (p.a.) 8.5%  

Current price 28.88  

Forecast IRR (p.a.) 9.1%  

Fair value 30.00 
 

 

Momentum 
 

Bluebird also looks for positive momentum before investing. We assess short-

term and long-term price trends, as well as relative performance vs the ASX 200, 

to assess market sentiment towards the stock.  

SHL has recovered after a large capital raise in FY19. It remains in medium to long-

term uptrend and continues to outperform the market over the short and long-

term.  See Volatility in the Quality analysis and page 5 for further details.  

✓  

2-year price trend Up-trend  

5-year price trend  Up-trend  

10-year price trend Up-trend  

2-year relative perf. Outperforming   

5-year relative perf. Outperforming  

10-year relative perf. Outperforming 
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  Sonic Healthcare (SHL) 

Quality Analysis 

Bluebird assesses each company across 9 quality factors with a total score of 70%, or above, required to meet our definition of quality. 
 

Quality factors Score Comments 

Industry/10 
Macro drivers, Market size 
Growth rate, Life-cycle, Industry 
profitability, Industry structure, 
Barriers to entry, Competition 
intensity, Government regulation 
and taxes 

8.0 Sonic operates in stable developed countries where healthcare is reliable and 
well-funded. Within these markets there is increasing demand for diagnostic 
services arising from growing and ageing populations, preventative testing and 
new types of tests. These markets are generally fragmented allowing for Sonic to 
also grow by acquisition. Changes to healthcare funding by government and 
insurers is the key risk to revenue in the short-term but growth remains steady 
over the long term. Competition intensity is moderate and barriers to entry are 
reasonably high in terms of licensing, scale and practioner relationships. 

Competitive advantages /10 
Product, Price, Distribution, 
Location, Marketing, Brands, 
Service, Reputation, Patents, 
Licenses, Market share, Assets, 
Productivity, Technology, 
Management, Corporate culture, 
Scale, Capital strength 

8.0 Sonic holds leading market positions in pathology in Australia, Germany, 
Switzerland and the UK. It is building its position in the US market and ranks in 
the top 3. Sonic also holds leading imaging and medical centre positioning in the 
Australian market. Other competitive advantages include its 'Medical Leadership' 
culture, its strong management team, economies of scale, capital strength and 
geographical diversification. The use of technology and innovation are also key 
strengths. 

Profitability /10 

Profit margins, ROE, ROA, ROCE 

7.0 Sonic has moderate profitability with EBIT margins around 13% and ROE around 
10%. The company carries a lot of goodwill from acquisitions which keeps a lid on 
ROE. 

Earnings quality /10 
Track record, Volatility of 
revenue & earnings, EBITDA cash 
conversion, Sustainability of 
revenue, Key customer risk, 
Contract risk 

8.0 Sonic has a strong track record of EPS and DPS growth. Cash conversion is high 
with operating cashflow/EBITDA conversion of 102%. That said, EBITDA can be 
impacted by currency movements and regulatory changes in key markets. Sonic 
also makes regular acquisitions and raises capital, so investors need to watch 
diluted EPS growth, more so than EBITDA growth. 

Growth prospects /10 
Past growth, guided growth, 
consensus growth, theoretical 
growth rate (ROE x retention 
rate),  industry/peer growth 

7.0 Sonic's 5-year CAGR of EPS is 6%, while EPS grew by 9% in the last year. Sonic 
generates low organic growth with most of its growth coming from acquisitions. 
We model a similar growth rate to its past 5 years, with a 10-year CAGR of 6.1%. 

Gearing /10 
Net Debt/EBITDA, Net 
Debt/ND+E, Interest cover 

7.0 Sonic runs moderate gearing, mainly to fund acquisitions. Its net debt/EBITDA 
ratio is 2.2x and net/debt/capital is 30%. We expect Sonic to maintain these 
gearing metrics over the medium term. 

ESG /5 
Thomson Reuters Environmental, 
Social, Governance Score out of 5 

3.9 Sonics ESG score is fairly high as the company has an ESG policy and has been 
seeking to improve its ratings across the various metrics in the survey. 

Volatility /5 
Lower vol = higher score 
Short term volatility and long-
term beta scores combined 

4.2 Volatility has increased with its recent capital raise and the market correction but 
its long-term beta is quite low (0.6) which helps improve its volatility score. 

Company risk /10 
Lower risk = higher score 
Macro risks, Industry risks, 
Regulatory risks, Company-
specific risks 

7.0 Key risks include: changes to healthcare fee schedules by government or 
insurers, changes to healthcare regulations, currency movements, maintenance 
of high standards and medical licenses, acquisition risks, competition risks, 
maintenance of relationships with medical practioners and maintenance of 
technology systems. 

Total score /80 60.1 Score out of 80 

Quality score /100% 75.1% Percentage score, >=70% required to meet Quality threshold 

Risk factor (0.9, 1.0 or 1.1) 1.0 Similar to a beta score but determined by the Volatility and Company Risk Score 
above. Used to determine the Required Return for the stock. See page 4. 

Source: Bluebird  
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  Sonic Healthcare (SHL) 

Value Analysis - Financials 

 

 
 
 
 
 
 
 
 
 
Steady EPS and DPS 
growth  
 
 
 
 
 
 
 
Moderate to high P/E 
and EV/EBITDA 
 
Good yield 
 
 
 
 
 
We model a 10-year 
CAGR of 6.1% 
 
 
Good margins 
 
Good ROE and ROCE  
 
 
Gearing is moderate 

Healthcare sector scatterplot – Growth rate vs trading multiple 
 

 

 

We compare SHL to its 
Healthcare peers. 
 
SHL ranks amongst the 
value quadrant offering 
an 8% growth but at a 
moderate EV/EBITDA of 
12x 

 
 

Data source: Thomson Reuters Company actual and consensus estimates  

SHL.AX Pr ice  close Currency I ssued Sha res Fisca l Yea r

28.59 AUD 474,081,904         30/06/2020

Financia ls FY-1 FY0 FY1 FY2

Revenue 5,541,371,000 6,133,671,000 6,788,752,000 7,127,374,700

EBITDA 962,052,000 1,060,828,000 1,228,046,300 1,295,502,500

EBIT 706,014,000 850,972,000 875,960,200 931,839,200

NPAT 466,312,000 538,900,000 584,402,440 630,550,000

EPS 1.10                     1.20                       1.23                      1.32                       

DPS 0.81                     0.84                      0.88                     0.95                      

Net debt 2,482,781,000     2,298,953,000       2,096,938,380      1,872,756,130        

Net assets 4,282,925,000     5,491,866,000        5,673,825,000      5,871,225,000        

Capital employed 6,765,706,000     7,790,819,000        7,770,763,380      7,743,981,130        

Market cap 13,554,001,635    13,554,001,635      13,554,001,635     13,554,001,635      

EV 16,036,782,635   15,852,954,635      15,650,940,015     15,426,757,765      

Ra t ios

P/E (x) 26.0 23.9 23.3 21.7

EV/EBITDA (x) 16.7 14.9 12.7 11.9

Price/Book (x) 3.2 2.5 2.4 2.3

Dividend yield 2.8% 2.9% 3.1% 3.3%

Payout ratio 74% 70% 72% 72%

Growth

EBITDA growth 10.3% 15.8% 5.5%

EBIT growth 20.5% 2.9% 6.4%

NPAT growth 15.6% 8.4% 7.9%

EPS growth 8.8% 2.3% 7.6%

Profit abilit y

EBITDA margin 17.4% 17.3% 18.1% 18.2%

EBIT margin 12.7% 13.9% 12.9% 13.1%

ROE 10.9% 9.8% 10.3% 10.7%

ROCE 10.4% 10.9% 11.3% 12.0%

Gear ing

Net debt/EBITDA (x) 2.6 2.2 1.7 1.4

Net debt/Capital 37% 30% 27% 24%
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  Sonic Healthcare (SHL) 

Value analysis - Internal Rate of Return (IRR) calculation 

To calculate if a stock offers value, we calculate the total return (dividends + capital return) we expect to generate from buying the stock at 
current levels and exiting at the end of a 10-year holding period. We then compare this expected return (IRR) to the minimum required 
return (R) that we expect to generate from the stock. If the IRR>R then the stock offers value, if the IRR<R then the stock is overvalued. We 
can go further and find the price where IRR=R and that price becomes our target price for the stock. The minimum required return (R) is 
determined by multiplying the stock’s Risk factor (similar to beta but determined from the Quality analysis) by our expected return for the 
equity market. Generally, R will range between 8-10% p.a.  

 

 
Source: Bluebird 

 
IRR at current price 
 
At the current share price, we forecast a total return (dividends + capital return) of 9.1% p.a. over a 10-year holding period. The expected 
return of 9.1% p.a. is above its required return of 8.5% p.a., thus the stock offers value at current levels. 
 
Sonic's 5-year CAGR of EPS is 6%, while EPS grew by 9% in the last year. Sonic generates low organic growth with most of its growth 
coming from acquisitions. We model a similar growth rate to its past 5 years, with a 10-year CAGR of 6.1%. 
 
Fair value 
 
We calculate a fair value of $30.00/share, which is the level where the Expected Return (IRR) = the Required Return (R). SHL is a BUY below 
its fair value and a HOLD when trading between 0-20% above fair value. A stock trading >20% above fair value is considered a SELL, 
although Bluebird will review its IRR model before removing the stock from the portfolio. 
 
Note: the IRR and R calculations are based on the assumptions in the above table, which we believe are reasonable. The growth forecasts 
and risk factor are key inputs that are derived from the Quality analysis. The P/E at year 10 is calculated by reference to the growth rate (G) 
at year 10, the yield curve and the minimum required return (R). 

 
 

  

SHL.AX Yea r  0 Yea r  1 Yea r  2 Yea r  3 Yea r  4 Yea r  5 Yea r  6 Yea r  7 Yea r  8 Yea r  9 Yea r  10

EPS 1.22 1.29 1.38 1.48 1.58 1.70 1.80 1.90 2.00 2.10 2.20

DPS 0.84 0.90 0.97 1.04 1.12 1.21 1.29 1.38 1.46 1.54 1.63

Payout ratio 69% 69% 70% 70% 71% 71% 72% 72% 73% 73% 74%

EPS growth 6.0% 7.0% 7.0% 7.0% 7.0% 6.0% 6.0% 5.0% 5.0% 5.0%

Share price 28.59 50.10

P/E 23.4 22.7

Yield 2.9% 3.3%

IRR a t  cur rent  pr ice Assumpt ions

Purchase Price 28.59-   EPS 10-year CAGR 6.1%

Dividends Yr 1-10 12.53    Payout ratio increase p.a. 0.5%

Capital Price Yr10 50.10    Year 10 growth rate 5.0%

IRR (p.a.) 9.1% Year 10 P/E ratio 22.7     

Required Return (p.a.) 8.5% Year 10 Yield 3.3%

Fa ir  Va lue  (IRR=R) Required re turn ca lcula t ion

Purchase Price 30.00-   10-year bond yield 2.5%

Dividends Yr 1-10 12.53    Equity Risk Premium 6.0%

Capital Price Yr10 50.10    Equity market expected return 8.5%

IRR (p.a.) 8.5% Stock risk factor (from Quality analysis) (x) 1.0        see table on page 2 

Required Return (p.a.) 8.5% Required return 8.5%
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  Sonic Healthcare (SHL) 

 

Momentum analysis 

Bluebird also looks for positive momentum before investing. We assess short-term, medium-term and long-term price trends, as well as 
relative performance vs the ASX 200, to assess the stock’s momentum. We only show medium-term trends below in the interests of space. 
Ideally, we like to see a combination of short-term and long-term momentum.  

5-year price trend 

The SHL share price has recovered after weakness caused by an equity capital raise in FY19. SHL remains in medium and long-term uptrend. 

 

5-year relative performance vs ASX 200 

SHL continues to outperform the market over short and long time-frames.  
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  Sonic Healthcare (SHL) 

Disclaimer, Warnings and Disclosures 
 
Date issued: 28 August 2019 
 
This document is provided by Bluebird Portfolio Services Pty Ltd (Bluebird), ABN 91 620 481 218, AFSL 503266.  
 
Bluebird and its respective officers may have an interest in the securities or derivatives of any entities referred to in this material.  See 
https://www.bluebirdportfolios.com.au/documents for a list of Director shareholdings. The analyst hereby certifies that all the views 
expressed in this report accurately reflect their personal views about the subject investment theme and/or company securities. 
 
Any advice provided in this document, is general in nature only and does not take into consideration an investor’s objectives, financial 
situation or needs. Before acting on the advice, the reader must consider whether it is personally appropriate in light of his or her financial 
circumstances or should seek independent financial advice on its appropriateness.  If the financial advice relates to the acquisition or 
possible acquisition of a particular financial product, the reader should obtain and consider the Investment Statement or the Product 
Disclosure Statement for each financial product before making any decision about whether to acquire the financial product. The material 
contained in this document is for information purposes only and is not an offer, solicitation or recommendation with respect to the 
subscription for, purchase or sale of securities or financial products and neither or anything in it shall form the basis of any contract or 
commitment. This document should not be regarded by recipients as a substitute for the exercise of their own judgment and recipients 
should seek independent advice. 
 
The material in this document has been obtained from sources believed to be true but neither Bluebird nor its associates make any 
recommendation or warranty concerning the accuracy, or reliability or completeness of the information or the performance of the 
companies or portfolios referred to in this document. Past performance is not a reliable indicator of future performance.  
 
Any opinions and or recommendations expressed in this material are subject to change without notice and Bluebird is not under any 
obligation to update or keep current the information contained herein. References made to third parties are based on information believed 
to be reliable but are not guaranteed as being accurate. Although every attempt has been made to verify the accuracy of the information 
contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically 
excluded by Bluebird, its associates, officers, directors, employees and agents. Except for any liability which cannot be excluded, Bluebird, 
its directors, employees and agents accept no liability or responsibility for any loss or damage of any kind, direct or indirect, arising out of 
the use of all or any part of this material. 
 
Recipients of this document agree in advance that Bluebird is not liable to recipients in any matters whatsoever otherwise recipients should 
disregard, destroy or delete this document. All information is correct at the time of publication. Bluebird does not guarantee reliability and 
accuracy of the material contained in this document and is not liable for any unintentional errors in the document 
 
This communication is intended for the named recipients only. It is confidential and may contain information which is privileged or 
personal. If you are not an intended recipient you must not disclose or use this communication for any purpose. If you have received this 
communication in error, please call us and then destroy the communication or delete it from your computer system. 

 
COPYRIGHT © 2019 Bluebird Portfolio Services. This report is subject to copyright. Except for the temporary copy held in a computer’s 
cache and a single permanent copy for your personal reference or other than as permitted under the Copyright Act 1968 (Cth), no part of 
this report may, in any form or by any means (electronic, mechanical, micro-copying, photocopying, recording or otherwise), be 
reproduced, stored or transmitted without the prior written permission of Bluebird. This report may also contain third party supplied 
material that is subject to copyright.  Any such material is the intellectual property of that third party or its content providers.  
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