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10 Stocks to Buy Pre-Election

Wesfarmers (WES)

JB Hi-fi (JBH)

National Aust. Bank (NAB)
Westpac Banking (WBC)
Suncorp (SUN)

Ramsay Healthcare (RHC)
Telstra (TLS)

Aurizon (AZJ)

BHP Billiton (BHP)
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Oil Search (OSH)

Stockmarket Wins the Election

With the Federal Election now just a little over two weeks away, we
highlight that its resolution should provide a positive boost for the
Australian sharemarket. While a Coalition victory would probably be a
better outcome for listed companies (given their pro-business stance),
restoring stability to government is more important. In our view, a
hung parliament has not served the nation well and our hope is that we
see a clear winner from the election.

Elections are positive for the stockmarket »

Our analysis has shown that Federal Election outcomes are positive for the
Australian stockmarket, regardless of who the winning party is. A look back at
the last 30 years and 11 elections, has seen the Australian stockmarket increase
by 1.31% each month on average in the three months following an election. That
equates to an almost 4% gain for the quarter immediately following an election.

Business and Consumer Confidence needs a boost »

Business confidence is at its lowest level since November 2012, despite the fact
that a falling Australian dollar and low interest rates should be easing some of
the pressures on business. Consumer confidence is faring better with a small
increase in August 2013, but it is still below levels seen in 2010 when consensus
was that the worst of the GFC had passed. It is also historically well below levels
that could be expected given the ultra low interest rate environment. Our Chief
Economist Michael Knox highlights that an election outcome usually boosts
both business and consumer confidence. This increasing confidence acts like a
reduction to the risk premium and is similar in its effect to an interest rate cut
in that the flow-through to GDP has a lag of about five quarters. Therefore, we
should see the more long lasting result from an election outcome continuing on
throughout 2014.

Stockmarket implications »

We highlight on the pages overleaf some of the companies that could benefit
from either a Coalition or Labor Party outcome. However, we think investors
will be less discriminate in their investment in the Australian stockmarket. We
believe this will be driven by the “wall of cash” sitting on the sidelines waiting
for the confidence to return to the stockmarket. The election outcome could
provide this impetus, particularly given that declining interest rates leave
investors with a lack of alternatives for returns. We also think a return to a
more stable government, and the removal of the unpopular Minerals Resource
Rent Tax (MRRT) and carbon tax, if the Coalition is successful, will see the
return of some foreign investors to the Australian stockmarket. Our
recommendation is to buy Australian shares in the lead up to the
election and focus on the large cap stocks paying good yield. On the
page overleaf we outline the reasons behind our 10 buy ideas for a post-election
confidence rebound (see table left).

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS, ARE PROVIDED AT THE END OF THIS REPORT.
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Business Confidence Rebound »

During past changes in government there has been a tendency for business confidence to improve for around 12 months
following the election. The outlier to this trend was the 2007 election, when Kevin Rudd led Labor to victory over John
Howard (Figure 1).

Figure 1: Business confidence before and after government-changing elections
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SOURCES: NAB, ACCI, Westpac, CIMB, RBS Morgans
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Stockmarket Opportunities »

We think a change in Government will be broadly positive for confidence levels in the Australian stockmarket. We
highlight 10 stocks we like to invest in pre-election for a pick up in stockmarket activity when confidence returns (Table 1).

Table 1: 10 Stocks to Buy for a Post-Election Confidence Rebound

Retail WES and JBH As one of our largest retail groups, the Wesfarmers story is all about ongoing growth at Coles and Bunnings, which combined account for
more than 80% of the group’s earnings. This is a core portfolio holding. On the discretionary side, we believe JB Hifi is best positioned for
a rebound in consumer spending on electronics, gaming, music and technology as well as the group’s new Home division, which should
capitalise on the recowery in housing activity.

Banks NAB and WBC National Australia Bank is our preferred business bank exposure and well positioned for a turnaround in business confidence leading to
increased lending. Meanwhile, Westpac is the best value of the retail/housing banks.

Insurance SUN Suncorp’s simplification strategy has seen it return to its core banking operations and strength as a general insurance provider. Given the
more benign claims environment yet strongly rising premiums, we think the group will be rewarded for its ability to pay higher dividends.

Healthcare RHC Despite the very public stoush with Medibank, Ramsay Healthcare is our preferred way to play the trend to out- sourcing of public
healthcare to private operators. We would use any weakness as an opportunity to buy this premium play.

Telecom TLS Telstra will be the eventual winner of the NBN roll out given the deal it has done for its valuable infrastructure network. At the same time,
its mobile and data businesses are continuing to win market share. We are attracted to its solid dividend yield.

Industrials AZ) Aurizon has a compelling mix of growth options and defensive businesses that suit the current environment. We think new management
could drive this stock to the next level and see it becoming a core portfolio holding.

Mining BHP The potential removal of the MRRT and carbon tax could be a big sentiment boost for BHP as foreign and domestic investors return to the
sector. The stock is still very good value and its progressive dividend yield is rewarding for investors.

Energy OSH The Exxon Mobile led project in PNG is 90% complete with the first LNG sales expected in 2014. There will be plenty of news flow as the
project starts to ramp up and we expect the market will start to value the enormous cash flow of this project in the next 6-12 months.

SOURCE: RBS Morgans
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Table 2: Potential Positives of a change in Government

Sector
Market

Mining

Retail; Airlines;
Industrials;
Resources

Telcos

Infrastructure

Financials

Healthcare

Utilities

Media

Developers &
Contractors

Small-Caps

Policy Impacts

Removal of MRRT

Removal of carbon tax

Restructure of National
Broadband Network
(NBN)

Transport infrastructure
funding pledges

30% tax on high-income
earners’ super
contributions; 15% tax on
retirement incomes above
A$100k

Removal of
means-testing of 30%
health insurance rebate
Improved pathology
funding

“Direct Action” Climate
Plan

Election advertising
Media reach rules

Restoration of Australian
Building and Construction
Commission (ABCC)

Government handover

Impacted Stocks

Miners, TLS,
airlines, retail, QUB

BHP, RIO, FMG

Airlines, industrials

TLS
Contractors (-ve)

QUB, TCL, CDD

AMP, PPT

RHC, PRY, SHL

AGK, ORG, EPW,
ENE

SWM, TEN
SXL, PRT

Engineering &
construction
companies

OKN (-ve)

RBS Morgans View

The market impact of a change in government should be broadly positive, although the
extent is likely to be moderated by uncertainties about the deliverability of election
promises given the soft budget position. Key beneficiaries would be miners (mining
and carbon tax removal), airlines (most affected by carbon tax) and consumers
(retaining carbon tax compensation).

While the structure of the MRRT may have been flawed, we initially estimated the
22.5% impost on ‘super-profits’ above a 13% hurdle rate on the market value of capital
would impact NPAT and NPVs of the major miners by 2-3%. More important than the
direct earnings impact, the investment community has viewed sovereign risk as
remaining elevated on this issue given the limited (embarrassing) scope of revenue
collection, with the Greens minority partner calling for renegotiation and broadening of
the tax. A change of government would negate not only the existing MRRT impact, but
also the potential for any further increases.

In our view, airlines were the most affected across the listed Australian space by the
carbon tax introduction, with QAN advising an A$55m impact at the 1H result (20% of
pre-tax profits), which should reverse upon repeal. General industrials would also
benefit from a repeal of the carbon tax through a reduction in their directly payable
expenses, as well as through a fall in upstream energy costs (eg, electricity
pass-through).

A Coalition government would likely maintain the overall NBN structure, but switch
from fibre to the premises (FTTP) to a lower-capex fibre to the node (FTTN)
technology. We estimate Telstra is about as well off in present value terms under this
policy as with the current NBN plan. Telstra would receive migration payments earlier,
although PSTN revenues would decline faster, particularly as regional markets open
up faster to competition. Contractors would see the scope of NBN works decline under
a Coalition govt.

AOFM to examine an Infrastructure Partnership Bonds Scheme for private-sector
investment. Coalition will contribute A$5.6bn to Pacific Highway duplication between
Newcastle and QLD, A$1.5bn to M4 East (WestConnex Project), A$1.5bn of
East-West Link tunnel in Melbourne and A$1bn for Gateway Motorway in Brisbane.
QUB may directly benefit if the Coalition abandons the Federal Government’'s own
plans for the development of an intermodal terminal at Moorebank, allowing QUB to
proceed with their alternative concept.

Labor has committed to increasing the tax on super contributions from 15% to 30% for
those earning above A$300,000 per annum, while also proposing a 15% tax on
post-retirement incomes above A$100,000 per annum. It is unclear whether either of
these measures will gather the minority-support required to become law, but we
believe the Coalition will not look to reverse the changes if legislated before the
election.

The Coalition opposed means-testing of the 30% private health insurance rebate and
has promised to wind the move back as budget conditions permit, which would be a

positive for RHC if it eventuates. Pathology (PRY, SHL) may benefit from a Coalition
govt, which historically has been more generous in funding negotiations.

The Coalition has proposed an ‘Emissions Reduction Fund’ of A$3bn for carbon
emissions reduction tenders. This may be used to buy out inefficient generation in a
similar manner to that proposed, but never executed, under the ‘Energy Security Fund’
of Labor’s Carbon Pollution Reduction Scheme (CPRS).

We believe the election campaign will add 1% to TV advertising spend in this election
year. The Coalition has appeared supportive of removing the 75% audience-reach
rule, although we do not believe it would be a high priority (we see PRT as a potential
beneficiary of consolidation in the sector, with SXL also likely to merge with one of the
major networks).

The Coalition plan promises to fully restore the Australian Building and Construction
Commission (ABCC) to police union activity in the sector, although the extent of
industrial relations reform should be limited given Abbott’s pledge that the previous
Work Choices regime (or similar) would not be re-introduced in his first term.

Federal Elections have historically been negative for listed players given a reduction in
Federal IT spend in periods both before and after elections due to uncertainty for
government departments (more prolonged in the case of a change in government).
Oakton (OKN) is the most exposed to this negative headwind given 20-25% of its
sales are sourced from the federal government. This is followed by SMS Management
& Tech (SMX), with 12% of sales from the federal government & defence department.
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QUEENSLAND PORT MACQUARIE (02) 6583 1735

BRISBANE (07) 3334 4888 SCONE (02) 6544 3144

BUNDABERG (07) 4153 1050 SYDNEY - LEVEL 9 (02) 8215 5000

CAIRNS (07) 4222 0555 SYDNEY - LEVEL 33 (02) 8216 5111

CALOUNDRA (07) 5491 5422 SYDNEY - MACQUARIE STREET (02) 9125 1788

CAPALABA (07) 3245 5466 SYDNEY - MACQUARIE STREET (Parramatta) (02) 9615 4500

CHERMSIDE (07) 3350 9000 SYDNEY - REYNOLDS EQUITIES (02) 9373 4452

EDWARD STREET (07) 3121 5677 WOLLONGONG (02) 4227 3022

EMERALD (07) 4988 2777

GLADSTONE (07) 4972 8000 ACT

GOLD COAST (07) 5581 5777 CANBERRA (02) 6232 4999

IPSWICH (07) 3202 3995

MACKAY (07) 4957 3033 VICTORIA

MILTON (07) 3114 8600 MELBOURNE (03) 9947 4111

NOOSA (07) 5449 9511 BRIGHTON (03) 9519 3555

REDCLIFFE (07) 3897 3999 CAMBERWELL (03) 9813 2945

ROCKHAMPTON (07) 4922 5855 CARLTON (03) 9066 3200

SPRING HILL (07) 3833 9333 FARRER HOUSE (03) 8644 5488

SUNSHINE COAST (07) 5479 2757 GEELONG (03) 5222 5128

TOOWOOMBA (07) 4639 1277 RICHMOND (03) 9916 4000

TOWNSVILLE (07) 4725 5787 SOUTH YARRA (03) 9098 8511

YEPPOON (07) 4939 3021 TRARALGON (03) 5176 6055
WARRNAMBOOL (03) 5559 1500

NEW SOUTH WALES

SYDNEY (02) 8215 5055 WESTERN AUSTRALIA

ARMIDALE (02) 6770 3300 PERTH (08) 6462 1999

BALLINA (02) 6686 4144

BALMAIN (02) 8755 3333 SOUTH AUSTRALIA

CHATSWOOD (02) 8116 1700 ADELAIDE (08) 8464 5000

COFFS HARBOUR (02) 6651 5700 NORWOOD (08) 8461 2800

GOSFORD (02) 4325 0884

HURSTVILLE (02) 9570 5755 NORTHERN TERRITORY

MERIMBULA (02) 6495 2869 DARWIN (08) 8981 9555

NEUTRAL BAY (02) 8969 7500

NEWCASTLE (02) 4926 4044 TASMANIA

NEWPORT (02) 9998 4200 HOBART (03) 6236 9000

ORANGE (02) 6361 9166

DISCLAIMER

The information contained in this report is provided to you by RBS Morgans Limited as general advice only, and is made without consideration of an individual’s relevant personal
circumstances. RBS Morgans Limited ABN 49 010 669 726, its related bodies corporate, directors and officers, employees, authorised representatives and agents (“RBS 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 RBS 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 RBS 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 RBS Morgans. While this report is based on information from sources which RBS Morgans believes are reliable,
its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect RBS Morgans judgement at this date and are subject to change. RBS 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.

Although CIMB Securities (Australia) Ltd (ABN 84 002 768 701), its related bodies corporate, directors and officers, employees, authorised representatives and agents ("CIMB Securities
Australia") may have been involved in the preparation of certain content for this Research Report, this Research Report constitutes general advice provided by RBS Morgans to the recipient of
this report under its Australian financial services licence and RBS Morgans is solely responsible for the content of this report. CIMB Securities Australia 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.

DISCLOSURE OF INTEREST

RBS Morgans and CIMB Securities Australia 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. RBS Morgans
or CIMB Securities Australia may previously have acted as manager or co-manager of a public offering of any such securities. RBS Morgans' affiliates or CIMB Securities Australia 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. Each of RBS Morgans and CIMB Securities Australia 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 RBS Morgans' Authorised Representatives may be remunerated wholly or partly by way of commission.

STATUTORY DISCLOSURES

CDD: A Director of RBS Morgans Limited is a Director of Cardno Limited and will earn fees in this regard. EPW: RBS Morgans Corporate Limited is a Joint Lead Manager to the placement
& SPP by ERM Poer Ltd and may receive fees in this regard. NAB: RBS Morgans Corporate Limited was a Joint Lead Manager to the public offer of Subordinated Debt Securities by NAB in
February 2013 and received fees in this regard. WBC: RBS Morgans Corporate Limited was a participating broker to the public offer of subordinated debt securities by WBC in July 2013 and
may receive fees in this regard. SUN: RBS Morgans Corporate Limited was a lead broker to the public offer of Hybrid Securities by SUN in October 2012 and received fees in this regard.
RBS Morgans Corporate Limited is a lead broker to the public offer of subordinated debt securities by SUN in April 2013 and received fees in this regard.

RECOMMENDATION STRUCTURE
For a full explanation of the recommendation structure, refer to our website at https://www.rbsmorgans.com/research_disclaimer.

If you no longer wish to receive RBS Morgans’ publications please advise your local RBS Morgans office or write to RBS Morgans Limited, Reply Paid 202,

Brisbane QLD 4001 and include your account details.
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