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» Market Cap » Avg Daily Turnover | ® Free Float A$0.070 “
US$15.39m US$0.05m 100.0%
A$21.58m A$0.07m 392.0 m shares 75.0%

Sweet dreams are made of these

FY15 results were lower than originally forecast but expected based on

Scott POWER

T (61) 7 3334 4884 the 4Q results. It appears that RNO is backing itself for a surge in sales
E scott. power@morgans.comau with the production capacity heavily increased as distribution of the
Y Mute in the UK is announced and comments of further capacity
Eiain.wilkie@morgans.com.au upgrades to be made in parallel to US and Asian distribution

announcements. We increase our target price to A$0.07 (from A$0.06)
and retain our Add recommendation.
Share price info

Share price perf. (%) M av 1M FY15 misses but solid growth ahead »

Relative 27079 16 FY 15 net loss of A$5.3m was higher than our expectations (Morgans A$3.1m),
Absolute 212 0.0 -4.8 with revenues of A$0.5m versus our forecast of A$1.om. We are seeing
Major shareholders % held considerable interest in the Turbine due to the significant media coverage
Kroy Wen Pty Ltd 59 associated with Chris Froome (Tour De France winner 2015) becoming a global
Kensington Capial 25 ambassador and user throughout the Tour. Mute sales generated from the

agement Pty Ltd . . . . .

HSBC Custody Nominees 20 Australian pharmacy wholesalers will be included in the 1 Q16 results, which we

expect to be a significant increase on the pcp. We forecast FY16 to be the year
in which RNO starts to materially ramp up sales as global distributors are
locked down and thesignificant orders commence.

Global distribution partnership is the key driver »

RNO recently announced a UK distribution deal for its snoring product (Mute).
No financial details have been released for confidential reasons. It is expected
they will go on sale in UK pharmacies from late October through the Boots
Pharmacies. Boots is UK's leading pharmacy with over 2,500 stores and is part
of Walgreens business. This is a key milestone for RNO and the company had
flagged in previous announcements its strategy of securing global distribution
partners for the Mute. We expect the market will be impressed with the quality
of the partner secured in the UK and we look to upcoming announcements of a
global distribution partnerbeing the next catalystto re-rate RNO.

Significant growth ahead, Add retained »

We have increased the Mute sales volumes in FY16 and beyond to reflect the
potentially significant sales growth around the global distribution
announcements. Upcoming catalysts which we expect to drive the share price
are announcements of US and Asian distribution partners. We increase our
targetpriceto A$0.07 (from A$0.06); Add maintained.

—Price Close —Relative to S&P/ASX 200 (RHS) Financial Sum mary
0.0530 135 Jun-14A Jun-15A Jun-16F Jun-17F Jun-18F
0.0430 108 Revenue (A$m) 0.21 0.43 3.60 6.17 9.87
0.0330 81 Operating EBITDA (A$m) (3.68) (5.49) (3.74) (1.05) 1.29
0.0230 = Net Profit (A$m) (3.53) (5.37) (4.19) (1.50) 0.84
300 Normalised EPS (A$) (0.009) (0.010) (0.006) (0.002) 0.001
Normalised EPS Growth (84.2%) 10.4% (36.7%) (64.1%) NA
£ ‘L FD Normalised P/E (X) NA NA NA NA 31.79
e DPS (A$) - - - - -
sove ooy Dividend Yield 0% 0% 0% 0% 0%
EV/EBITDA (x) NA NA NA NA 19.94
52-week share price range P/FCFE (x) NA NA NA NA 33.34
Net Gearing (22.1%) (22.9%) (25.2%) (1.6%) (14.8%)
r Jeoss 1 P/BV (X) 2.39 3.62 3.92 5.04 4.35
0.070 ROE (57.8%) (85.7%) (65.7%) (24.9%) 14.7%
Current Target ‘ % Change In Normalised EPS Estimates
Normalised EPS/consensus EPS (X) (0.23)

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 Sum mary

Income statement

Total revenue
EBITDA

Associate income
Depreciation

EBITA
Amortisation/impairment
EBIT

Net interest expense
Pre-tax profit

Income tax expense
After-tax profit
Minority interests
NPAT

Significant items
NPAT post abnormals

Cash flow statement
EBITDA

Change in working capital
Net interest (pd)/rec

Taxes paid

Other oper cash items
Cash flow from ops (1)
Capex (2)
Disposals/(acquisitions)
Other investing cash flow
Cash flow from investing (3)
Incr/(decr) in equity
Incr/(decr) in debt
Ordinary dividend paid
Preferred dividends (4)
Other financing cash flow
Cash flow from fin (5)
Forex and disc ops (6)
Inc/(decr) cash (1+3+5+6)
Equity FCF (1+2+4)

Balance sheet

Cash & deposits
Trade debtors
Inventory

Other current assets
Goodwill

Other intangible assets
Fixed assets
Investments

Other assets

Total assets
Short-term borrowings
Trade payables
Long-term borrowings
Other term liabilities
Cther liabilities

Total liabilities

Share capital

Other reserves
Retained earnings
Other equity

Total equity

Minority interest

Total shareholders' equity
Total liabilities & SE

FY13A FY14A FY15A FY16F FY17F

0.0
-15.4
0.0
0.0
-15.4
0.0
-15.4
0.0
-15.4
-0.7
-16.1
0.0
-16.1
0.0
-16.1

FY13A
-15.4
0.3
0.2
0.7
0.0
-14.2
0.0
0.0
0.0
0.0
1.8
0.4
0.0
0.0
0.0
2.2
0.0
-12.0
-14.2

FY13A
0.3
0.7
0.0
0.0
0.0
0.0
0.0
0.0
5.4
6.4
0.0
0.5
0.0
0.2
0.0
0.8

33.7
-1.4
-26.6
0.0
5.7
0.0
5.7
6.4

0.2
-3.7
0.0
-0.2
-3.9
0.0
-3.9
0.0
-3.9
0.4
-3.5
0.0
-3.5
0.0
-3.5

FY14A
-3.7
0.4
0.1
-0.4
0.0
-3.6
0.0
0.0
0.0
0.0
35
0.6
0.0
0.0
0.0
4.1
0.0
0.6
-3.6

FY14A
15
0.1
0.0
0.0
0.0
0.0
0.1
0.0
55
7.1
0.0
0.5
0.0
0.0
0.0
0.5

37.2
-0.5
-30.2
0.0
6.6
0.0
6.6
7.1

0.4
-5.5
0.0
-0.5
-5.9
0.0
-5.9
0.0
-5.9
0.6
-5.4
0.0
-5.4
0.0
-5.4

FY15A
-5.5
-0.6
-0.1
-0.6

0.0
-6.7
-0.3

0.0

0.0
-0.3

4.7

0.0

0.0

0.0

0.0

4.7

0.0
-2.3
-7.0

FY15A
1.4
0.1
0.1
0.0
0.0
0.0
0.3
0.0
4.9
6.8
0.0
0.8
0.0
0.0
0.0
0.8

41.9
-25
-33.4
0.0
6.0
0.0
6.0
6.8

3.6
-3.7
0.0
-0.5
-4.2
0.0
-4.2
0.0
-4.2
0.0
-4.2
0.0
-4.2
0.0
-4.2

FY16F
-3.7
-0.2

0.0
0.0
0.0
-3.9
-0.4
0.0
0.0
-0.4
5.0
0.0
0.0
0.0
0.0
5.0
0.0
0.7
-4.3

FY16F
1.7
0.1
0.0
0.0
0.0
0.0
0.2
0.0
4.9
7.0
0.0
0.2
0.0
0.0
0.0
0.2

46.9
-2.5
-37.6
0.0
6.8
0.0
6.8
7.0

6.2
-11
0.0
-0.5
-1.5
0.0
-1.5
0.0
-1.5
0.0
-1.5
0.0
-1.5
0.0
-1.5

FY17F

0.3
0.0
0.0
0.0
0.0
0.1
0.0
4.9
5.4
0.0
0.1
0.0
0.0
0.0
0.1
46.9
-2.5
-39.1

5.3
0.0
5.3
5.4

Valuation metrics

DCF valuation inputs

Rf 4.00%
Rm-Rf 7.50%
Beta 1.50

CAPM (Rf+Beta(Rm-R 15.3%

Equity (E/EV) 60.0%
Debt (D/EV) 40.0%
Interest rate 4.20%
Tax rate (t) 30.0%
WACC 13.4%
Multiples

Enterprise value (A$m)
EV/Sales (X)
EV/EBITDA (X)
EV/EBIT (¥)

PE (¥

PEG %)

Per share data

No. shares

EPS (cps)

Dividend per share (c)
Dividend payout ratio (%)
Dividend yield (%)

Growth ratios

Sales growth

Operating cost growth
EBITDA growth

EBITA growth

EBIT growth

NPAT growth
Normalised EPS growth

Operating performance
Asset turnover (%)
EBITDA margin (%)
EBIT margin (%)

Net profit margin (%)
Return on net assets (%)
Net debt (A$m)

Net debt/equity (%)

Net interest/EBIT cover (X)
Invested capital

ROIC (%)

Internal liquidity

Current ratio (X)
Receivables turnover (x)
Payables turnover (x)

FY14A
24.0
114.0
-6.5
-6.1
-59.6
0.6

FY14A
392.0
-0.1
0.0
0.0%
0.0%

FY14A

n.a
-74.7%
-76.1%
-74.5%
-74.5%
-78.0%
-99.0%

FY14A
0.8
-1746.4
-1860.5
-1676.3
-59.8
-1.5
-22.1
n/a

5.5
-64.2
FY14A
3.1

0.6

7.5

Price Target (A$)

10-year rate

Margin

Kd

Ke

NPV cash flow (A$m)
Minority interest (A$m)
Net debt (A$m)
Investments (A$m)
Equity market value (A$m)
Diluted no. of shares (m)
DCF valuation

FY15A FY16F
24.0 24.3
55.4 6.8
-4.4 -6.5
-4.0 -5.8

-377.1 -341.4

4.5 -32.7
FY15A FY16F
539.4 664.4
0.0 0.0

0.0 0.0
0.0% 0.0%
0.0% 0.0%
FY15A FY16F
105.1% 732.4%

52.2% 23.9%

49.1% -31.9%

51.5% -29.5%

51.5% -29.5%

52.0% -22.0%

-84.2% 10.4%

FY15A FY16F

1.6 13.0
-1269.7 -103.8
-1374.0 -116.3
-1242.2 -116.3

-99.6 -61.8
-1.4 -1.7
-22.9 -25.2

n/a n/a

4.0 4.9

-132.8 -85.5

FY15A FY16F

2.0 10.5

4.5 26.8

9.0 14.8

$0.07

4.00%
2.0%
4.20%
19.6%
41.6
0.0
-1.7
0.0
43.3
664.4
$0.07

FY17F
22.7
3.7
-21.6
-15.1
-539.4
14.7

FY17F
664.4
0.0
0.0
0.0%
0.0%

FY17F

71.4%

-1.6%
-71.9%
-64.1%
-64.1%
-64.1%
-36.7%

FY17F
24.9
-17.0
-24.3
-24.3
-271.3
-0.1
-1.6
n/a
5.2
-29.1
FY17F
3.0
30.7
49.5
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Model revisions »

We have made changes to our modelling assumptions to reflect a higher sales
growth of the Mute product, while backing out any revenues associated with the
clinical program. While we believe the clinical program has significant revenue
potential, at this stage we will wait and see how the program develops before
forecasting revenues or milestone payments, and focus on the two core products
of Mute and Turbine. We expect significant and continued unit sales growth of
+20%for Mute throughout the forecast period.

Figure 2:Changesto forecasts
FY15A FY16F FY17F

Forecast Actual Old New Old New
EBIT (3.30) (5.94) 0.20 (4.19) 0.80 (1.50)
% change (80%) n.a. -288%
NPAT (normalised) (3.10) (5.32) (0.20) (4.19) 0.80 (1.50)
% change (72%) n.a. -288%
EPS (c ) normalised (0.60) (1.36) 0.00 (0.78) 0.14 (0.23)
% change (126%) n.a. -262%
DPS (c) 0.00 0 0 0 0 0
% change 0% 0% 0%

Valuation, target price and risks »

As a result of changes to forecasts, our DCF valuation has increased to A$0.07
from A$0.06. The price target has been set at the same level as the valuation of

A$0.07. Key risks to our price target include lower than expected volume growth
for the Turbine and Mute products, market deterioration, and FX changes.

Figure 3: DCF valuation

Price Target (A$) $0.07
DCF valuation inputs
Rf 4.00% 10-year rate 4.00%
Rm-Rf 7.50% Margin 2.0%
Beta 1.50 Kd 4.20%
CAPM (Rf+Beta(Rm-Rf)) 15.3% Ke 19.6%

NPV cash flow (A$m) 41.6
Equity (E/EV) 60.0% Minority interest (A$m) 0.0
Debt (D/EV) 40.0% Net debt (A$m) -1.7
Interest rate 4.20% Investments (A$m) 0.0
Tax rate (1) 30.0% Equity market value (A$m) 433
WACC 13.4% Diluted no. of shares (m) 664.4

DCF valuation $0.07
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Disclaimer

The information contained in this report is provided to you by Morgans Financial limited as general advice only, and i s made without consideration of an
individual’s relevant personal circumstances. Morgans Financial limited ABN 49 010 669 726, its related bodies corporate, dir ectors and officers, empl oyees,
authorised representatives and agents (“Mor gans”) 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 recommende d that any persons who wish to act
upon thisreport consult with their Morgans investment adviser before doing so. Those acting upon such information without advice do so entirely at their own
risk.

Thisreportwas prepared as private communication to clients of Morgans and is notintended for public circul ati on, publication or for use by any third party.The
contents of this report may not be reproduced in whole or in partwithout the prior written consent of Morgans. While this re port is based on infor mati on from
sour ces which Mor gans believes are reliabl e, its accuracy and completeness cannot be guaranteed. Any opinions expressed reflect Morgans judgement at t his date
and are subject to change. Morgans isunder no obligation to providerevised assessments in the event of changed circumstances. Thisreport 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

Discl osure of interest
Morgans may from time to time hold an interest in any security referred toin 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. Mor gans 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 adv antages, direct or indirect,in connection with the making of a recommendation or a
dealingby aclient in these securities. Some or all of Mor gans Authorised Representatives may be remunerated wholly or partl y by way of commi ssion.

Regul atory disclosures
Analystowns shares.

Recommendation structure
For a full explanation of the recommendation structure, refer to our website at https://www.mor gans.com.au /research_disclaimer

Research team
For analyst qualifications and experience, refer to our website at https://www.mor gans.com.au /research-and-markets/our-r esearch-team

Stocks under cov era§e
For a full list of stocks under coverage, r efer 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 sel ection process
For an overview on the stock selection process, refer to our website at http://www.mor gans.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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