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Key Benefits

Provides clear recommendations
and actionable commentary.
Research is tailored to the
needs of individual investors.
Combines Aspect Huntley's
long stock-picking experience
with Morningstar’s
quantitative skills to provide
a comprehensive, multi-factor
approach to research.

Morningstar Equity Qualitative Research Process

Introduction

Morningstar’s Equity Research provides simple and
easy to understand qualitative recommendations to
individual investors. We aim to find good businesses
that are appropriately priced so we can recommend
undervalued stocks with a medium- to long-term
investment horizon.

Our research focuses on finding companies that will
deliver sustainable earnings per share growth based
on strong cashflow generation and solid future
dividend stream. We look for strong, experienced and
disciplined management; Track cyclical stocks to look
for trading opportunities over periods up to several
years; Monitor companies with poor fundamentals to
help clients avoid exposure to them.

Our research process consists of five steps that
combine qualitative assessment with quantitative
analysis derived from our extensive financial database.
The five steps include industry research, business
strategy analysis, accounting analysis, financial
analysis and spreadsheet modelling.

Research Process — Industry Research

We assess the company in relation to its industry
peers by asking such questions as: What is the nature
of the company’s competitive environment? What is
the degree of rivalry in the sector? What is the relative
power of its customers and suppliers? What are the
barriers to entry and what threat do substitutes carry?
Research Process — Business Strategy Analysis

We analyse the company’s response to its competitive
environment; How has the company chosen to compete
against its peers? How successful is this strategy likely
to be? How are competitors likely to respond to the
company's strategies and innovations?

Research Process — Accounting Analysis

We scrutinise the company’s accounting policies and
procedures by assessing questions such as: Are there
any red flags? Are there any adjustments required

to determine underlying earnings? Do the financial
statements truly reflect the nature of the current business?

Research Process — Financial Analysis

We assess the company’s performance through changes
in financial ratios: What does the historical financial
data reveal? Is profitability improving? Are gearing levels
in check?

Research Process — Spreadsheet Modelling
Comprehensive spreadsheet modelling is used to assess
future cash flows and earnings: What is the present
value of the company’s future cashflow (DCF)? What is a
reasonable future price to earnings ratio (Forward P/E)?
What risks need to be quantified?

Outputs

The end result of the research is a single
Recommendation, a corresponding intrinsic valuation,
qualitative business and pricing risk ratings, and an
Investment Rating commentary. The Recommendation
consists of one of five directives: ‘Buy'— suitable for
purchase now; ‘Accumulate’— still undervalued with
time to purchase; ‘'Hold'— appropriately priced, neither
buy nor sell; ‘Reduce’- sell part holding;'Sell'— sell all
holdings now. The Recommendation is accompanied
by a graphical Recommendation Trigger Guide which
indicates the price at which our recommendation

is likely to change.

The Recommendation is also accompanied by an
Investment Rating commentary—a concise one to two
paragraph opinion on the quality of the business. The

How Does It Work?

Key Steps

» Regular contact with management

Key Issues

» Industry research

Morningstar Recommendation

Buy

» In-depth financial analysis

» Global analyst consultation

» Local analyst team collaboration

» Price trigger analysis

» Strategy analysis
» Accounting analysis
» Financial analysis

» Spreadsheet modelling
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Fundamental Data
Investment fundamentals
such as net profit after tax,
per share statistics and
yields as well as current
pricing data is included on
the report to complement
the qualitative analysis.

P80 10 | Moy sy rsch g | Pt 0 00

PasUD | Wity s e | ks 04205

Alesco Corporation Limited ALS

Alesco Corporation Limited ALS

Initial Impressions: Softer Earnings Outlook

nmenda

Hold 30 Apr 08

yas0 L
B Acomiste e Fecce  [NSEIN
s B e uw

08

> Duis aute rure dolor i reprehenderit in voluptate
velitesse cillum dolore eu fugiat nulla pariatur

Suapshor
Busiess sk Modium
Pie sk Wediam
MoatRatng Narow
it ol § m
ks Ca Sl Gl
Mormingsar Sy Box i}
LastPrice s 1
52 WeskHigLow Ty
Stars ssued RN
Sextor Achaactrs it 0 ol
0 characiers
Conpany Beta 108
SectrBata Irs
Pricevs Market
i
Voot 0 am a2
NeAT w7 e 672 1087
s N3 29 W2 w4
BS%Cg 54 1 S0 &
os 70 no = mo
Fankirg® 100 10 100 100
DivYed% 08 08 11 10
P %1 w7 w2 %7

S Aot mon St

Investment Rating
Lorem ipsum dolor sit amet, consectetaur adipisicing
i, sed do eiusmod tempor incididunt ut labore et
doloerstt magna aliqua. Ut eni ad minim veniam,
quis nostruder exercitation ullamco laboris risi ut
alquip ex easadcot commodo consequat, Duis aute
irure dolor in reprehend-it in voluptate velit esse
cillum dolore eu fugiat adiu pariatur, Excepteur sint
occaecat cupidatat non proident, int in culpa qui
it animid estsd laborum EC

Excepteur sint proident, sunt
inculpa qui offcia deserunt molit anim id est
laborum Et harumd und lookum ke Greek to me,
dereud facilis est er expedit distint,

> Naliber e conscient to factor tum poen legum
odioque civiuda. Ettm neque pecun modut est
neque nonor et imper ned liidig met, add fifteenn
consectetur adipiscing elit, sed ut labare et dolore.
magna aliquam character count of 1600.

> Bisnostrud exercitation ullam mmado consequet.

harumd und lookum like Greek to me, dereu acilis
est er expedit distinct 900 chars e consiefy

factor tum poen legum odioque civuda. Ettam
necquep cun madut st neque nonor et imper ned
liidig me, a consectetur adipiscing elt, sed ut labore
et dolore magn a aliquam makes one wonder who
would ever read du this stff? Bs nostrud exercita-
tion ullam mmodo conse et. Duis aute i voluptate
velit esse cillum dolore eur fugiat nullapora,

Duis aute in volup eu
fugiat nula pariatur, At wer eos et accusam
dignissum quiblanditest praesent luptatum delenit
aigue congue ipsum dolor st amet:

> Excepteur sint occae. Et harumd dereud feclis est
er expedit distinct. Nam libe soluta nobs ligent
optio

> Lorem ipsum dolor sit amet, consectetur adipiscing
it set eiusmod tempor incidunt et abore et dolore
magna aliquam,. Ut enim ad minim veniam, quis

Event
> Management has retaine FY08 EPS guidance set
in January or growth slightly higher than 12.2%
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> Lorem ipsum dolor st amet, consectetur adipiscing
it set eiusmod tempor incidunt et labore et

Recommendation Impact
Lorem ipsum dolor it amet, consectetaur adipiscing
elit,sed do eiusmod tempor incididunt ut labore et

dolore magna aliqua. Ut enim ad minim veniam, quis

it utat, elendi 500,

Impact
> Lorem ipsum dolor sit amet, consectetaur
adipiscing el sed do efusmad tempor ncididunt ut
labore et dolore magna aliqua. Ut enim ad minim
veniam, quis nostrud exercitation ulamco laboris nisi
utaliquip ex ea commodo consequa.

Taboris nisi ut alquip ex
ea commada consequat. Duis aute rure dolor in
eprehen derit in voluptate velit esse cillum dolore eu
fugiat nulla pariatur. Excepteur sintoccaecat
cupidatat non proident, suntu n 400,
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‘Thermal Coal Prices o New % Chy
JFYO8 Thermal Coal (USS/) 10500 12000 +143
JFY09 Thermal Caal (USS/1) 8500 10000 76
JFY10 Thermal Coal USS/) 6500 %000 4385
JFY11 Themal Coal (USS/1) 6000 8000 13
JFY12 Thermal Coal (USS/t) 5500 7000 4213
JFY13 Thermal Coal (USS/t) 5000 6000 +200
T Thermal Coal {US$/t) 5000 6000 200

MORNINGSTAR™

commentary provides detail on the reasons and logic
behind our Recommendation and describes the type of
investor that each company would best suit (for
example, higher-risk growth portfolio or lower-risk
income portfolio). An Initial Impressions commentary is
provided on the day of an event that is likely to have
an impact on the company’s share price, followed by a
full report once further analysis is made over the next
week. Business summaries and ongoing news digests
are a by-product of our analyst research and are an
integral part of our service offer to clients.

How We Decide A Recommendation

Our research is a result of collaboration between

a team of two local analysts, a senior and associate
analyst, and global analyst staff consultation. The
Head of Equity Research oversees all reports and
Recommendation outputs.

We publish Morningstar stock research on all stocks

in the S&P/ASX 200 (except property trusts and equity
investment companies), approximately 60 higher quality
Australian Small Core stocks outside the S&P/ ASX

200, around 20 special situation Australian stocks of a
more speculative nature such as biotechs, small mining
companies or turnaround situations, and 20-25 key large-
cap and higher-quality small-cap New Zealand stocks.

More Information
Contact your Morningstar Sales team.

Australia
+61 2 9276 4445 or email sales.au@morningstar.com

New Zealand
+64 9 915 6771 or email helpdesk.nz@morningstar.com
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